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Opinion®

Global economic

prospects in 2010

I START my new column with
the very big picture. What is the
state of the world economy at
the beginning of this new dec-
ade? And what is the outlook this
year?

For contrast, think back two-
and-a-half years. The quarter-
century up to the crisis saw the
fastest increase in economic
growth, globalisation and pros-
perity in history. International
trade increased sevenfold and
Foreign Direct Investment (FDI)

of 2009 recovery was underway.
It remained anaemic in the West,
but Asia rebounded quickly, led
by China. According to the IMF,
world GDP declined by 1.1 per
cent in 2009, with a decline of 3.4
per cent in developed economies.

But the ADB estimates that
growth in developing Asia was
four per cent last year, and will go
up to an almost Tigerish 6.4 per
cent this year.

China is expected to post

combined with loose
and unorthodox mon-
etary policies.
Financial bailouts in
high-income countries
cost 28 per cent of GDP
in 2008 — akin to public
financing of a large-
scale war. In China,
new state-directed bank
lending (about US$ 2
trillion last year!) plus
direct fiscal stimulus
totals about 13 per cent

growth of eight per cent or
higher, and India five to six per
cent, for last year. Thus the cri-
sis seems to have accelerated the
shift of economic gravity to the
east.

Now turn to the economic-
policy outlook. The crisis has
triggered a big shift against free
markets. ‘Crisis interventions’
are bunched in two key areas:

huge financial bailouts;
and fiscal stimulus
packages, usually
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almost 30-fold between 1980
and 2008.

Both outpaced the
increase in world
GDP in the same
period. Rapid
globalisation
had two driving
forces: technol-
ogy and policy
liberalisation.
Developingcoun-
tries liberalised
massively and
integrated
into the global
economy in
the 1980s and
’90s.

A sharp
contrac-
tion in global
growth followed
the financial cri-
sis that exploded in
September 2008. The
world also suffered
its worst ‘de-globali-
sation’ since World
War II. International
capital flows shrunk by
82 per cent in 2008.
International
trade contract-
ed by 12 per
cent and FDI
by one-third
last year.

By the end

of GDP.
Bank bailouts were
probably unavoidable in the
extreme conditions of late 2008.
So were extra loose mon-
etary policies to inject a
super dose of liquidity.
But it is highly debat-
able whether massive
fiscal pump-priming
- Keynesianism on
steroids — was nec-
essary.
Sceptics
doubt the effec-
tiveness of the
Keynesian fis-
cal multiplier,
especially in
complex open
economies (in which
some of the extra
demand leaks abroad
through imports).
Oceans of public debt
will mean higher taxes and
real interest rates, in addition
to inflationary threats.
Collateral damage will
include crowding out
of capital for emerg-
ing markets, as well
as making it more
expensive.
Themicroeconom-
ics and politics of
financial bailouts
and profligate mac-
roeconomic policies

are at least as vexing. It is naive
to a stupefying degree to expect
these measures to be well-target-
ed and effective, while avoiding
arbitrary interventions, wasteful
pork-barrel spending and long-
term entitlements.

This will stifle private-sector
incentives to save, invest and
innovate. It will restrict compe-
tition and raise costs for busi-
nesses and consumers. Also, big
government at home, with its
discretionary power and panoply
of competition-restricting regu-
lations, will inevitably spill over
into protectionism.

I think we are in for turbulent
times ahead rather than a healthy
post-crisis recovery. Western and
Asian - notably Chinese — policy
responses to the crisis are storing
up a lot of trouble. That is why
today’s sunny Asian optimism is
dangerously complacent.

The short-term challenge is to
arrest the slide to big government
at home and creeping protection-
ism abroad. The medium-term
challenge is to get back on track
with market reforms.

(Razeen Sally is on the faculty of the
London School of Economics and
Director of the European Centre for
International Political Economy, a
global-economy think tank in Brussels)

HOW IS BUSINESS?

Good plckmgs for stationery biz

BY SENASHIA EKANAYAKE

o How is business at
e Paperland?

A.Business is doing
. well. I am glad to say
that 2009 was a better year
than the previous and that
we have grown roughly by
about 30%. I believe that
the main reason for this is
due to there being a more
open and competitive field
of business.

More companies and
shops are opening up and
there is a huge demand for
office supplies. This I trust
is the main reason for the
increase in sales and prof-
its in 2009. Out of the two
fields we conduct opera-
tions — stationery and the
copy shop - we definitely
have a more successful
market for the stationery
cum office supplies mar-
ket.

e What do you have
Qo lined up for this
year?

A.First and foremost

»we hope to increase
sales by about 20-30%, pri-
marily because the over-
head costs are high and
unless we receive a consid-
erable amount of sales we
won’t be able to cover the
total costs.

eWhat does
Qo Paperland have in
store in the long-run?
A.Apart from the

.increase in sales we
look forward to opening
up more branches and defi-
nitely expanding our net-
work. The overall industry

is highly competltlve and
is faring quite well. Hence
we look forward to an opti-
mistic future in the years
to come.

o What do you expect
efrom the authori-

Shop: Paperland
Products: Stationers and
copy shop

Interviewee: Managing
Partner Umair A. Cader
Address: 114, Galle
Road, Colombo 4

ties in order to improve
your business?
A.Due to the location
»of the shop, our cus-
tomers find it inconvenient
in terms of parking. Apart
from this, the one-way sys-
tem that was implemented
sometime back makes it
all the more inconvenient.
The latter has a consider-
able impact on us as it only
irritates our customers.
Of course, there is the
issue of taxes. Out of the

items on sale only a small
quantity is being imported [
from China, a majority of |
it is bought from local man-
ufacturers. Importing is a |
new venture for Paperland
as it began only recently.
This also was because as
we had to meet customer F
requirements. However in
bringing down this quan- |
tity, an extremely high per-
centage of tax is imposed

on us.
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Different
points
of view

WE have heard the
story of the blind men
and the elephant many
times. We always use
that story to illustrate
the effect of not know-
ing the full picture. But
come to think of it, in
life most of the time we
do not have the full pic-
ture or all the facts.
Doctors live with that
most of the time. There
is a lot of information
that is not certain not

clear or simply not

ﬁ
available when doctors

approach treating a patient. Even in per-
sonal life, the situation is not different.

Business is not an exception. In most
instances we
do not have
the luxury of
all the infor-
mation we
like to have.
But some-
times the most
important bit
of informa-
tion may not
be in the list
of items we
have any way.
In reality it is
not only the
information
that is impor-
tant, I think
what and how
we see a situa-
tion is equally
—if not more —
important.

How we see
or look at a
situation or
an object is
conditioned
by our past. In
fact it is very
difficult to
look at a situation without such a history
of our memory. It is almost impossible to
see like that. We are blind to a degree by
our own knowledge.

For instance, our professional back-
ground and conditioning dominates our
view of a situation. This is there even
from childhood. Take a group of students
to a place and ask them to draw what they
see. You will be surprised as to how differ-
ent they are from what they observe.

A congestion at a junction is a mathe-
matical problem to a statistician, a design
problem to an town planner, a security
risk or lawlessness to a policeman, a
waste of manpower energy and national
wealth to an economist, a subject for a
painting or a photograph for an artist,
another poet will see the delay that can
cause the death of a patient that is stuck
in the traffic jam, and a good excuse for a
person who is getting late, an opportunity
to beg for the beggar on the pavement.

Who saw the actual problem? Or what
is the actual problem, who is correct or
who is wrong? Can we really see free from
such conditionings. May be the answer is
“it depends”.

Language is a powerful conditioner of
our thinking and the way we see. Without
our knowledge, language we use can give
a different perspective to a problem. In
Chinese, the word for ‘crisis’ is weichiee.
This is written with two Chinese charac-
ters. The characters when taken separate-
ly give two different meanings.

The meaning of one character is dan-
ger or crisis. The second character means
opportunity. Therefore when a Chinese
person hears the word weichee at a
moment of crisis, what will he/she think?

When we hear the word ‘party °
thoughts and images such as music, fun,
food, entertainment and dance come to
mind. Similarly to a Chinese person the
word weichee can give both the options of
danger as well as opportunity.

It may be very interesting if we can look
at situations from different points of view
either from different professional condi-
tionings or using different languages or if
possible as if a child would look at it com-
pletely fresh. We might get new ideas, new
insights to old problems. Is this a skill we
can develop? I think so.

In Chinese, the

word for ‘crisis’ is
weichiee. This is
written with two
Chinese characters.
The characters when
taken separately
give two different
meanings. The
meaning of one
character is danger
or crisis. The second
character means
opportunity

(The writer is a chartered marketer,
author and trainer)




