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The Great Recession: The Crisis, The Impact, The Future 

INTRODUCTION
In order to understand the impact of the current economic crisis on the world’s economies today and in the future, it is important to start at the roots of the crisis. This seminar will explore the contributing factors to the crisis, what the options are for recovery and how the world as we know it will change in the future.
SESSION ONE: THE ROOTS OF THE CRISIS
Born in the USA – the dream starts to unravel  

In an attempt to understand the roots of the current global financial crisis it is useful to look back to 2001. The US economy was already slowing in the wake of the bursting of the IT bubble before the terror attacks of 9/11. 

In an attempt to revive the already slowing US economy, the authorities responded to 9/11 with a marked easing in monetary policy – substantial liquidity was pumped into the financial system while the Federal Reserve’s Funds Rate was cut to 1.75%. Fiscal policy became more expansionary. Instead of taking advantage of a rare moment of national unity, the Bush administration did nothing to mobilise the public to accept the sacrifices that war implies. Instead, in the interests of reviving economic growth, Bush promised that tax cuts could go ahead as planned while consumers were urged to “go shopping”.

Consumer is king: In the wake of the Great Depression, America had a culture of thrift. However, in recent decades that culture has gradually eroded. In part this reflected the perception of wealth creation resulting from soaring housing and equity prices, but it also appears to have been cultural - with the evolution of retail therapy or hyper-consumerism and a period of “mass luxury”, in which people down the income scale are expected to own designer goods.
The consumer boom was further reinforced by a shift in focus of financial institutions – from a model based on the repayment of consumer loans to one in which consumer loans were viewed as perpetual earning assets i.e. the charges on the loans became more lucrative than the loans themselves. This further fuelled the credit boom. 

This trend is probably best illustrated by the role of consumer spending during the 2001/02 recession. Consumer spending remained buoyant during this period as consumers leveraged their homes – via mortgage equity withdrawals (MEW) – to bolster their spending. Homeowners borrowed an estimated $1.5 trillion in home equity loans in recent years alone.
MEW is estimated to have accounted for 2%-3% of GDP growth between the years 2001 to 2006. Without MEW there would have been two years of recession – rather than a few quarters of negative growth – while the overall GDP growth rate would have remained extremely sluggish for the following three years as well.
Growth in the American economy thus became increasingly dependent on consumer spending – a trend which accelerated in the wake of 9/11. That spending was, in turn, increasingly financed by debt as households tapped various sources of credit. Consumer debt rose from 100% of disposable income in 2000, to around 132.4% during the first quarter of 2008.
A war of choice: According to former World Bank chief economist, Joseph Stiglitz, the war in Iraq is being funded differently to any other war in US history – perhaps in any country’s recent history. Normally, citizens are asked for a shared sacrifice, notably through higher taxes. Not so the war in Iraq. When America went to war, there was a deficit, yet the Bush administration introduced a generous tax cut skewed towards the rich. As a result, every dollar of war spending has effectively been borrowed.
Initially, the Bush administration estimated that the war might cost about $200 billion. This estimate was dismissed by Defence Secretary Rumsfeld, who put the cost at $50 billion to $60 billion. However, according to Stiglitz’s calculations, the cost of direct US military operations – excluding the long-term costs such as healthcare for wounded veterans – already exceeds the cost of the 12 year war in Vietnam and will reach a final tally of some $3 trillion.
A nation in debt: Federal government debt in America has soared during the past two decades – rising from $2.13 trillion in 1986 to over $10 trillion in 2009. The way programs such as Social Security, Medicaid and Medicare are currently structured, the government will incur an additional debt of $50 trillion during the next 20 years.
The primary drivers behind the additional rise in spending are the 78 million baby boomers, who start becoming eligible for Society Security in 2008 and Medicare in 2010.
America’s total national debt rose to 65.5% of GDP in 2007. The current Bush administration has thus effectively reversed the fiscal gains of the Clinton years. Based on 2007 estimates, US national debt as a percentage of GDP is ranked 26th highest in the world. South Africa, by comparison, is ranked 73rd, with debt at 31.3% of GDP, while China holds the 102nd position with national debt at just 18.4% of GDP.
Still to be added to the soaring national debt figures are the costs of the war on terror and the ongoing financial market bailout. As a result, one may conclude that America is “technically bankrupt.”
Between 2004 and 2006 US interest rates rose from 1% to 5.35%, triggering a slowdown in the US housing market. Homeowners, many of whom could only barely afford their mortgage payments when interest rates were low, began to default on their mortgages. Default rates on sub-prime loans - high risk loans to clients with poor or no credit histories - rose to record levels. The impact of these defaults were felt across the financial system as many of the mortgages had been bundled up and sold on to banks and investors. 

Consumer crunch: In recent years the US consumer has not only driven growth in the US economy but has also provided the primary engine of growth for the global economy. However, it appears that is about to change. American consumers are no longer able to use their “homes ATMs” while their equity wealth has also plummeted. Households could perhaps shrug off a decline in their home and equity wealth if they felt secure about their employment prospects. 

However, an estimated 5 million jobs have been lost since the recession began in December 2007, while millions more are underemployed – forced to accept part-time jobs either because their employees have reduced their working hours or because they were unable to find full-time employment. Thus even some of those still in the jobs market are feeling the squeeze.

Because American households have been living well beyond their means for some time now, there is no savings cushion for consumers to fall back on during these tough times. Studies show that not only have Americans not been saving from their current income but they have increasingly been borrowing from themselves – with loans or withdrawals from their 401(k)s to cover current medical bills and mortgage payments. Americans possibly opted to stop saving because they believed the housing and stock markets were doing their savings for them. But that is no longer true. 

For the time being at least, the only way US consumers can save is from current income. History suggests that when consumer confidence plunges, households tend to become more frugal – usually increasing their rate of saving from their paychecks by 1.5% to 2%. With US consumer confidence currently at 15 year lows, conditions appear ripe for a brisk – and potentially painful - shift in savings patterns. A 1.5% rise in the savings rate would lower consumer spending by about $150bn – or 1.1% of GDP. With a forecast GDP growth rate of just -2.9% in 2009 and 1.4% in 2010, the impact is likely to be significant.

The US economy is currently suffering its first consumer recession since the early 1990s – a slowdown which is likely to be protracted as consumers rebuild their savings. Although it will ultimately be positive for the US economy to reduce its dependence on consumers, the short-term consequences could be unpleasant.

Crisis goes global: America’s debt-fuelled consumer spending binge of the past decade ultimately provided the primary engine for growth not only in the US but in the world economy. After the bursting of the housing bubble, US consumer spending has collapsed. Initially it was hoped that the export-orientated emerging market economies would decouple from the US and that growth would be sustained by a revival in domestic-led growth, driven by their savings-flush households.

However, the unexpectedly rapid collapse in world trade has seen global demand for emerging market exports evaporate – prompting exporters to slash production and cut jobs. Alarmed by spiralling unemployment, consumers in emerging markets have cut back too.

As a result, even though the consumers in many export-orientated countries should theoretically be able to provide a viable alternative market to export demand, any revival in domestic demand in these economies is currently being curtailed by the insecurity generated by the still deepening global downturn.

Thus, contrary to initial hopes of decoupling, consumers worldwide are in the process of retrenching spending – albeit for different reasons. With consumer spending estimated to account for about 60% of world GDP, this has resulted in a sharp fall in global aggregate demand.

Lessons from the Great Depression

The years prior to the Great Depression shared many similar characteristics to the decade or so prior to the current Great Recession. While the Great Depression has been studied at great length in terms of the lessons it potentially provides for economic policy, it is possible that it may also offer insights into which sectors are likely to best survive the current downturn as well as which sectors could possibly emerge as the new growth engines once the current recession finally comes to an end.

The roaring twenties: The 1920s was a period of vigorous economic growth. It was the first truly modern decade and dramatic economic developments occurred during these years. These included the rapid adoption of the automobile - as new production methods reduced the cost of cars. The rapid expansion of electric utility networks led to the production and sale of a range of new consumer appliances. Radio was introduced while telephone communications were expanded.  The 1920s saw major innovations in business organization and manufacturing technology and the US became dominant in international trade and global business.

During this period, banking in America was a dynamic industry. During this era, bankers were – on average – paid far more than their professional counterparts in other industries. Banks were eager to lend money to businesses and individuals. With access to easy money, and the introduction of hire-purchase schemes, consumer spending soared. Household debt as a percentage of gross domestic product (GDP) almost doubled between World War I and 1929. 

The American public did not only buy goods and services with their credit, hire purchase and wages. They also invested on the stock market. Equities boomed as many Americans bought shares on credit. As more shares were bought, businesses expanded and production increased further and a virtuous cycle was created.

The 1920s were also characterised by a high level of inequality. Although wages were rising overall, the distribution of income was heavily skewed towards the wealthy. The tremendous concentration of wealth in the hands of a few meant that continued economic prosperity was dependent on the spending patterns of the wealthy.

The Republican government also played an important role in supporting economic prosperity in America. The authorities did not believe in imposing unnecessary rules and regulations on businesses. 

The Great Depression: However, the roaring twenties came to an abrupt end with the stock market crash on 29 October 1929 – otherwise known as Black Tuesday. According to economic historians, the fundamental cause of the Great Depression in the US was a decline in aggregate demand, which led to a decline in production - as manufacturers and merchandisers responded to an unintended rise in inventories.

The initial decline in output in the US in the summer of 1929 is widely believed to have stemmed from a tightening in US monetary policy aimed at limiting stock market speculation. The 1920s had been a prosperous decade, with one obvious area of excess – the stock market. Stock prices had risen more than fourfold from the low in 1921 to the peak reached in 1929. 

In 1928 and 1929, the Federal Reserve raised interest rates in an attempt to slow the rapid rise in stock prices. These higher interest rates depressed interest-sensitive spending in areas such as construction and auto purchases, which in turn reduced production. Some analysts believe that a boom in housing construction in the mid-1920s led to an excess supply of housing and a particularly large drop in construction in 1928 and 1929.

The stock market crash reduced American aggregate demand substantially. Consumer purchases of durable goods and business investment fell sharply after the crash. A likely explanation is that the financial crisis generated considerable uncertainty about future income, which in turn led consumers and firms to delay purchases of durable goods. Although the loss of wealth caused by the decline in stock prices was relatively small, it is thought that the crash also depressed spending by making people feel poorer. 

As a result of the drastic decline in consumer and business spending, real output in the US, which had been declining slowly up to this point, slumped in late 1929 and throughout 1930. Thus, while the Great Crash of the stock market and the Great Depression are two quite separate events, the decline in stock prices was one factor causing the decline in production and employment in the United States.

Banks and consumers emerge chastened: In many countries, government regulation of the economy, especially of financial markets, increased substantially during the Great Depression. The banking industry that emerged from the Great Depression was thus tightly regulated and far less dynamic than it had been during the 1920s. Finance was considered a staid, boring business – partly because bankers became so conservative in their lending. Banking became far less lucrative for those who ran it and investment banks paid not much more than teaching or public service.

With bankers adopting conservative lending policies, household debt, which had fallen sharply as a percentage of GDP during the Depression and World War II, remained well below pre-1930s levels. For the following few decades, households embarked on a sustained period of frugality. America became a middle-class society after the concentration of income at the top of the income pyramid dropped sharply during the New Deal, and especially during World War II, and income inequality was substantially reduced.

Banking was a relatively small sector in the economy - at least by current standards. Even during the boom years of the 1960s, finance and insurance together accounted for less than 4% of American GDP. The relative unimportance of finance was reflected by the fact that, until 1982, the list of stocks making up the Dow Jones Industrial Average
 contained not a single financial company.

Nonetheless, this era of “boring banking” was also a time of spectacular economic progress for most Americans and this “primitive” financial system serviced an economy that doubled living standards over the course of a generation.

The second Gilded Age

After 1980 the political winds shifted and many of the regulations on banks were lifted. Gradually, a very different financial system emerged. Debt began rising rapidly, eventually reaching similar levels relative to GDP as recorded during the late 1920s. 

As financial regulations were eased, the old dynamism that characterized the financial sector prior to the Great Depression re-emerged. The banking sector once again became a high-paying career – attracting some of the best and brightest - while making a handful of individuals immensely wealthy. Indeed, soaring incomes in the finance sector played a significant role in creating America’s second Gilded Age.

The new financial system was much bigger than during the post-Depression decades. Just prior to the current crisis, finance and insurance accounted for 8% of American GDP – more than twice the share in the 1960s. By early last year, the Dow contained five financial companies – giants like AIG, Citigroup and Bank of America – while by 2005 the sector accounted for a third of all corporate profits. It became a widely held view that a super-sized financial sector was crucial to economic prosperity.

Underlying the revival of the financial sector was the process of securitization
. Loans no longer stayed with the lender but where sold on to others who sliced and diced individual debts to create new assets. Subprime mortgages
, credit card debts and car loans were all, supposedly, converted into triple-A investments
. The financial wizards who oversaw the process were richly rewarded. 

However, the key promise of securitization – that it would make the financial system more robust by spreading risk more widely – turned out to be false. Securitization ultimately increased – rather than decreased – banks’ risk and, in the process, made the economy more, not less, vulnerable to financial disruption.

Questioning the Anglo-Saxon
 growth model 

The severe impact of the current financial crisis on the world economy has raised a number of questions about the sustainability of the economic growth model on which the Western economies are currently based. 

America emerged from World War II as the world’s largest and most dynamic economy. However, over time Americans turned their attention away from production and towards consumption. Gradually, America’s most profitable businesses shifted from producing goods to financing them. 

The economy’s two most powerful engines of growth have been exposed as a mirage: the explosion in consumer debt and spending, which lifted short-term growth at the expense of future growth, and the great Wall Street boom, which depended partly on activities that had very little real value. Thus it could be argued that the Anglo-Saxon economies cannot grow by borrowing and spending but should instead grow by producing and spending. 

Investors are now beginning to question whether a dominant, sophisticated financial sector is imperative to robust economic growth and whether debt-finance consumer spending is a sustainable engine of economic growth. The experiences of the 1920s and the Great Depression – and its parallels with the 1990s and the current Great Recession - suggests otherwise. 

It appears increasingly likely that the economy that emerges from the current downturn will differ fundamentally from the economy of recent decades. So what is it likely to look like? 

SESSION TWO: WHAT PROSPECTS OF RECOVERY
Made in America
The new Obama administration has repeatedly acknowledged the severity of the deepening global financial and economic crisis, which was triggered by the US subprime crisis in late 2007. While the US alone would not be able to reverse the current global meltdown, an aggressive rescue plan by the world’s largest economy could potentially break the downward spiral of uncertainty and gloom which is currently gripping investors, producers and consumers across the globe. 

There are three key elements for a US economic revival: 

1. An economic stimulus plan

2. Measures to halt housing foreclosures 

3. Measures to rescue the banking sector.

Economic stimulus package: After an acrimonious bipartisan
 tussle, Obama finally signed a compromise $787bn stimulus plan into law. The strategy behind the plan was three-fold:

4. Revive the economy, saving or creating 3.5 million jobs

5. Protect people most affected by the recession

6. Invest to strengthen the economy in the long-term

In its final form, the package is split into 36% for tax cuts and 64% in spending. The stimulus package significantly bolsters financing for unemployment benefits and food stamps, which are generally regarded as the most efficient and powerful forms of stimulus. The package also includes substantial spending on infrastructure, health care and education and training. 

However, there is little consensus on the likelihood that the plan will succeed. There are concerns that Obama’s attempts at bipartisanship resulted in the plan being both smaller and less focused than it needed to be. Thus many Democrats argue that the plan is too timid. In contrast, most Republicans argue that the fiscal stimulus will be slow and wasteful and that the plan should have included more tax cuts. Still others question the wisdom of mixing short-term counter-cyclical spending, which will prop up demand, with long-term investment.

Nonetheless, with an estimated 75% of the package to be spent within the next 18 months, the package is likely to provide the US economy with a substantial – and much needed - fiscal boost. As a result, despite its many shortcomings, it should help to take the edge of what is sure to be a protracted and painful downturn. 

While the debate regarding the merits of the fiscal stimulus package
 remains unresolved, there is more general agreement that unless the stimulus is accompanied by a successful effort to stem foreclosures and stabilise the banks, the down-draft from plummeting home prices and constrained credit will be too great for the stimulus package to overcome.

Stemming foreclosures:  With the stimulus package signed, Obama was able to turn his attention to the housing market – where earlier initiatives have failed to halt the continued climb in foreclosures.

Almost one in 10 US home mortgages are either delinquent or in foreclosure. More than a million families have already lost their homes while as many as six million more could lose their homes over the next three years without government assistance. It is hoped that stabilising the housing market could ease some of the problems with the banks. 

The long-awaited housing rescue plan included a $75bn fund to provide refinancing to four to five million “responsible homeowners” who are on the verge of defaulting and to help reduce monthly payments for a further three to four million people, to no more than 31% of their income. The plan also included $200bn in additional financial backing for the government-controlled mortgage giants Fannie Mae and Freddie Mac, which underwrite more than half of all US mortgages. 

But analysts and administration officials both cautioned that the plan will not come close to halting the tidal wave of foreclosures. It will also not provide much help to the millions of homeowners who are currently “underwater”, owing more on their mortgages than the current market value of their houses.

Bungled banking bailout: Unfortunately, the most crucial element of the rescue plan – the banking bailout – has proved to be the least successful of the three key elements of the Obama administration’s rescue plan announced in recent weeks.

Despite being touted as a bold departure from the Bush administration’s unsuccessful measures, Treasury Secretary Timothy Geithner’s highly anticipated financial-rescue blueprint mainly focused primarily on describing the damage to the financial system and the failures of the previous administration to revive it. The second banking bailout plan has been welcomed by market participants. It includes stress tests for large banks and substantial funds for the sell-off of banks’ existing toxic assets. 

While market participants continue to digest the recent flurry of plans and packages released by the Obama administration, it is perhaps useful to look back at potential lessons from previous banking crises.

Lessons from history 

History offers an array of banking crises from which policymakers can draw lessons – and against which the Obama administration’s rescue plans can be measured. According to the IMF, there have been 124 “systemic” banking crises since 1970 - episodes in which bad debts soared and large swathes of the banking sector was insolvent. While most of these crises have been in developing countries, about half a dozen occurred in rich countries – including Japan’s slump after its property bubble burst in the late 1980s and the Nordic banking crises in the early 1990s. 

All these banking crises had three similar characteristics:

· Accompanied by deep recessions
· Massive government intervention was required to clean up insolvent banks

· Public debt soared, as the economies shrank while government spending surged. 

However, despite these similarities, the speed of the recoveries tended to differ dramatically in each banking crisis. For example, Japan endured a decade of economic stagnation in the wake of its crisis while South Korea returned to growth within two years of its banking disaster.

Swift action key to recovery: Appropriate policy choices are widely regarded as the key factor determining the pace of recovery in the wake of a banking crisis. History suggests that countries which address a banking crisis quickly and creatively tend to recover more rapidly than those that dither and debate. Although quick and decisive action can be both painful and expensive, it appears that cautious, penny-pinching governments tend to end up paying more than those that act boldly

For example, the Swedish authorities reacted quickly - cleaning toxic assets from banks’ balance sheets, recapitalising weak banks and nationalising when necessary – and enjoyed a swift recovery. In contrast, the Japanese economy was stalled for a decade before the government acknowledged the scale of the crisis. 

Japan suffered a lost decade of economic stagnation in the 1990s as banks laboured under crippling debt and successive governments wasted trillions of yen on half-measures. Only in 2003 did the government finally take the actions required to help revive the economy. These measures included forcing the major banks to submit to severe audits and declare bad debts; spending two trillion yen to effectively nationalize a major bank, wiping out its shareholders and allowing weaker banks to fail. By then the Nikkei stock index had lost almost three quarters of its value, the country’s public debt exceeded GDP and powerful deflationary forces had been unleashed. Real estate prices ultimately declined for 15 consecutive years. 

Even though Obama himself has referred to Japan’s banking crisis – noting that the country’s lost decade was the result of not acting boldly or swiftly enough - some students of the Japanese debacle note that the measures introduced by the Obama administration suggest that a similar train wreck is heading for the US. 

Many of the remedies tried by both the Bush and now the Obama administrations were also initially attempted by Japan – including ultra-low interest rates, fiscal stimulus and ineffective cash infusions. The Japanese even tried to tap private capital to buy some of the bad assets from banks, as Geithner proposed in his recent banking bailout plan. 

US crisis similar to Japan, but harder to resolve: America’s current crisis is at least as severe as Japan’s and, some suggest, may prove harder to fix. In both countries, a policy of easy money had fuelled both stock market and real estate speculation, as well as reckless lending by banks. The scale of the housing bubble – a doubling of house prices in five years – was about as big in America’s ten largest cities as it was in Japan’s metropolises. However, nationwide, house prices rose further in the US and Britain than they did in Japan. 

Using standard measures of banking distress, such as the level of non-performing loans, America’s crisis is probably one of the most severe on record. According to the IMF, non-performing loans in Sweden reached 13% of GDP at the peak of the crisis, while in Japan they hit 35% of GDP. A recent estimate by Goldman Sachs suggests that American banks hold some $5.7 trillion-worth of loans in “troubled” categories, such as subprime mortgages and commercial property. That is equivalent to almost 40% of GDP. 

Making matters worse for America is the fact that the current crisis is far more complex than in the countries which achieved swift and successful recoveries. For example, in Sweden the banking system is highly concentrated, with one bank – Nordbanken – accounting for a quarter of all loans. The government was thus able to deal with the bulk of the banking crisis by taking over just two banks.

In contrast, America’s finance industry is more diffuse. Even after a wave of government-induced consolidation, there are at least a dozen systemically important commercial banks.

Furthermore, Sweden’s bad bank, into which the government collected troubled loans, dealt with straightforward credit backed by clear collateral 
. In contrast, the complexities of securitisation have left American banks with “toxic assets” ranging from pools of car loans to extremely complex collateralised-debt obligations, which are proving harder to unravel, value and manage. 

A further complication for America’s prospects for recovery is the fact that the US, in reality, faces twin financial crashes: one in the regulated banking sector and the other in the “shadow” banking system, the ambit of hedge funds and investment banks responsible for much of the recent securitisation boom and the sharp rise in financial leverage.

As a result, standard measures of banking distress – such as the level of non-performing loans – probably understate the contractionary pressure from the American banking crisis. Rapid deleveraging outside the traditional banks adds a further complication as it means that cleaning up the banks’ balance-sheets may not break the spiral that is driving down asset prices and stalling financial markets.

America’s response to date: The key lesson to be drawn from banking crisis in the past seems to be that debt-laden balance sheets must be restructured and troubled banks fixed before a sustainable recovery can emerge. As a result, Obama’s economic stimulus plan, though indispensable, will not be able to generate a lasting economic recovery as long as the financial system remains broken.

While the foreclosure plan, at first glance, appears encouraging, the blueprint for the banking rescue will need to be more aggressive if Obama’s overall rescue plan is to do more than merely ease the pain of the still deepening downturn. Based on the experiences of Japan, it would appear that until such time as more radical measures introduced, particularly with regard to the banking sector, the world economy faces the prospect of subdued growth in the largest global economy.

Global characteristics during the downturn

Until such time as the ongoing financial and economic crisis in America is decisively resolved – and the economy is finally back on a path to recovery – what are the key characteristics that are likely to dominate the global economic environment?

Commodity prices to remain subdued: The broad trends in commodity prices
 are primarily dictated by the cycles in global industrial production. With no recovery yet visible in the leading indicators of major economies around the globe, a decisive turnaround in global industrial production does not appear imminent. This is likely to limit the upside potential of global commodity prices. Furthermore, it would appear that the recent peak in commodity prices was closely linked to the easy credit conditions which fuelled the global boom in asset prices globally – an environment which is unlikely to be repeated in the near future.

There is one factor, however, which could provide some support for base metals – and that is a revival in Chinese demand on the back of the government stimulus package. However, in the absence of a US recovery, and hence a global rebound, any revival in Chinese economic activity is likely to remain relatively subdued.

Collapse in world trade: As already noted, initial hopes that a decoupling of the Anglo-Saxon and emerging market economies would allow emerging markets, notably China, to provide an alternative engine of world growth, have quickly faded as the full impact of the Anglo-Saxon downturn on global trade became increasingly evident.

While the Anglo-Saxon economies are under pressure from the bursting of the housing bubble and the excesses of the debt-driven consumption binge, the export-driven Asian economies have been hard hit by the collapse in world trade.

The combined impact of reduced consumer demand in the Anglo-Saxon economies, coupled with the reduction in imported inputs for producers and a weakening in consumer demand in emerging economies, has resulted in a collapse in industrial production and world trade. This is the worst performance in both global exports and industrial production in the post-war period. 

Export-orientated economies – from Germany and Japan to China and Taiwan – have been extremely hard hit by the slump in global trade. Many of Japan’s largest corporations are seeing exports drop by 20% to 30%, prompting massive layoffs. In China exports slumped by 17.5% in January, while imports plunged by 43.1% - signalling that demand is shrinking at an alarming rate. Finally, export-dependent Germany is by far the weakest performing economy within the euro-zone region.

The return of protectionism: The collapse of world trade has revived fears of a return to protectionism
. Protectionist measures witnessed during the 1930s depression undoubtedly exacerbated the economic downturn. 

In the 1930s, tariffs soared to unprecedented levels as countries sought to protect their domestic markets. In particular, in 1929 the Smoot-Hawley tariff was introduced to protect US farmers and industries – resulting in duties of more than 60% being introduced on 3 200 imported products. By 1933 imports to the US had fallen from $4.4bn to $1.3bn, while exports had decreased by 69% over the same period.

The American tariff law triggered a wave of retaliation and counter-retaliation among trading partners. The depression had a devastating effect in virtually every country as international trade plunged by two-thirds, as did personal income, tax revenue, prices and profits. By 1933 - the depth of the depression - one American worker in every four was out of a job. In other countries the unemployment rate ranged between 15% and 25% of the labour force.

Although tariffs alone were not responsible for the Great Depression, they did nothing to resolve the obstacles to adjustment created by the fixed exchange rate system anchored by the price of gold. 

The IMF recently noted that anti-protectionist commitments by global leaders at various public events – such as Davos and the recent G7
 meeting in Rome – failed to translate into domestic policies, as politicians currently face considerable pressure at home to introduce protectionist measures. 

While most leaders agree that raising barriers to trade in the midst of the worst global downturn in decades would undoubtedly exacerbate the situation, many are capitulating to domestic pressures. Calls for protectionism are clearly resonating with a fearful public and this is reflected in the increasing number of aid packages for various sectors, a rising wave of anti-dumping actions 
 and more buy-national programs around the world.

For example, Obama’s economic stimulus package includes the controversial “Buy American” clause, while Gordon Brown has promised “British jobs for British workers”. The French government recently agreed to supply low-interest loans of $4.86 billion each to PSA Peugeot Citroën and Renault in exchange for an agreement not to lay off French workers. Russia and India are raising tariffs on cars and steel, while anti-dumping tariffs are on the rise worldwide. 

While any single measure has limited impact, a general environment of rising protectionism would have a corrosive effect on global growth, which has become heavily reliant on international trade. The threat posed by a protectionist environment in the current crisis is that it could hamper the restructuring of some of the world’s major industries, such as banking, autos, aircraft or telecommunications. 

Furthermore, a breakdown in co-operation in the trade arena would likely herald non-cooperation in many other areas as well. And with the world more interconnected than in the 1930s, particularly in the financial realm, the current crisis is going to require international co-operation to resolve – something that is likely to be in short supply at a time of rising protectionist sentiment.

Perhaps a more useful lesson from the 1930s is that you do not need tariffs to trigger a collapse in world trade and capital flows – a fully synchronised global downturn is just as effective.

Unemployment and social unrest: As the global recession deepens, the ranks of the jobless are swelling rapidly around the globe – with the slowdown claiming 3.6 million jobs in America and 20 million jobs for migrant workers in China thus far. The International Labour Organisation (ILO) estimates that worldwide job losses from the recession that started in the US in December 2007 could hit 50 million buy the end of 2009. 

The speed at which unemployment is increasing has caught most analysts by surprise. While the number of jobs in the US has been falling since the end of 2007, the pace of layoffs in Europe, Asia and the developing world has caught up only recently as companies that resisted deep cuts in the past follow the lead of the American counterparts.

A recent ILO report warned that about 7.2 million people in Asian countries are likely to lose their jobs in 2009, although in the worst case scenario it cautioned this number could spiral to as high as 22.3 million. The UN agency warned that a significant rise in the number of unemployed workers could lead to social unrest and it urged governments to prioritise the creation of jobs.

The ripples from the slowdown in Europe, North America and Asia are also being felt in Africa as migrant workers abroad lose their jobs and find themselves unable to send money home.

High unemployment rates, especially among young workers, have led to protests in countries as varied as Latvia, Chile, Greece and Iceland and contributed to strikes in Britain and France. Last month, the government of Iceland, whose economy is expected to contract 10% this year, collapsed after weeks of protests by Icelanders angered by soaring unemployment and rising prices.

There have also been dozens of smaller protests at individual factories in China and Indonesia where workers were laid off with little or no notice. Many newer workers, especially those in countries that moved from communism to capitalism in the 1990s, have known only boom times since then. For them, the shift is especially jarring - a key reason for the violence that exploded recently in countries like Latvia, a former Soviet republic.

In developed countries, the rising trend in unemployment is likely to reinforce calls for official measures to protect local industries at the expense of local trade.

Earlier this year, the new director of national intelligence, Dennis Blair, told the US Congress that the global economic turmoil and the instability it could ignite had outpaced terrorism as the most urgent threat facing America. He singled out the economic downturn as “the primary near-term security concern” for the country, and cautioned that if it continued to spread and deepen, it would contribute to unrest and imperil some governments.

The assessment underscored concern inside America’s intelligence agencies not only about the potential fallout from the economic crisis around the globe but also the long-term harm to America’s reputation. According to Blair, the crisis that began in American markets has already “increased questioning of US stewardship of the global economy.”

Consumer spending in retreat: The prospect of an extended period of sub-par global growth, suggest that it is unlikely that the credit-fuelled consumption boom of the past decade will be repeated. A key reason for a likely retreat in consumer spending is that households worldwide are in a state of shock, as their assets – including equities, houses, commodities and real estate – continue to fall in value. 

Potential Economic Scenarios:

1. Stagnation (60%): The Obama administration continues to follow the script of Japan’s bungled banking crisis. As a result, the restructuring of the US economy and indeed to global economy is slow and painful and world growth remains at or below a modest 3% throughout the forecast period.

2. Gradual rebound (30%): The Obama administration regains the initiative and quickly resolves the issues hindering a recovery in the US banking sector. While a recovery emerges both in the US and globally, the aftermath of the recent excessive require a period of repayment of debt, restructuring of industries and rebuilding of savings – capping global GDP growth around the 3%-4% for the next three years. Thereafter the worldwide recovery strengthens.

3. Global depression (10%): The Obama administration fails to resolve the US banking crisis while the European banking sector slumps into crisis. Protectionism, rising unemployment and social unrest cause the global economy to spiral into depression.

4. Rapid recovery, return to business as usual (0%): The unsustainable nature of the boom during the past decade has now been exposed. A recovery will eventually materialize, but the imbalances accumulated during the past decade need to be corrected – making a resumption of “business as usual” all but impossible.

Trading places: could China replace America as the new economic super-power?

Since 2001, while America was distracted by the war on terror and the consumer-led credit boom, the Chinese have single-mindedly pursued the goal of preparing the country for the Olympics. The Games, officials believed, offered a “once in a lifetime opportunity” for China to showcase its modernised capital and its cultural and economic advances. 

Olympics fuel infrastructure boom: Beijing spent over $42 billion on the Olympics, making them the most expensive Games in history. By comparison, four years ago Athens spent just $16bn hosting the Games while London’s budget for the 2012 Games is currently $22.6bn. However the Beijing organisers argue that many of the projects would have been carried out anyway and so are not really Olympic costs.

Beijing spent $1.9bn building 11 new world-class sports stadiums and refurbishing others – a cost partially financed by the private sector. A further $2.1bn was allocated for operational costs, such as hosting the opening ceremony and staging sporting events – again partly funded by the International Olympic Committee.

In addition to these costs, the city spent $20.5bn over the past seven years on environmental projects to improve the city’s water supplies, its sewage system and projects directed at cleaning up its polluted air. Beijing spent billions more on new infrastructure projects, including a new airport terminal, a high-speed airport rail and a new subway system.

Despite expectations of a post-Olympic slump, infrastructural spending is in fact likely to continue at a fairly brisk pace – with a further $40bn earmarked for the 2010 World Expo and another $27bn for the 2010 Asian Games. Indeed, China’s construction industry, which was valued at $146.4bn in 2006, is expected to grow at an average rate of 11.3% during 2008 to 2012.

Government’s 11th five year plan (2006-2012) outlines major development plans including the construction and upgrading of roads, railways, oil utilities, water infrastructure and ports. 

While on the campaign trail, President Obama generated a howl of outrage among Republican supporters when he suggested that Chinese infrastructure was now superior to America’s - and could potentially result in foreign investors choosing to locate their businesses in Beijing rather than America.

China goes green: While American politicians continue to squabble over the future direction of US energy policy, China has clearly identified the primary concern behind its energy policy as energy security. 

While China’s attempts to secure global resources, including oil, in Africa and elsewhere are well documented, perhaps less well known is the determination of the Chinese authorities to increase China’s energy security through increased energy efficiency.

During the past four years both China’s GDP and its energy consumption have grown at an average rate of 11% a year. As a result, China has the second highest energy consumption per unit of GDP – followed closely by America. 

China has introduced a number of measures to reduce the amount of energy consumed for each unit of GDP. It has set itself the goal of reducing its energy intensity by 20% by the end of the decade. “Save energy, cut emissions” is currently one of the party’s favourite slogans. This energy-efficiency drive has spread from Beijing to the provinces, where government promotions are contingent on achieving the Politburo’s energy efficiency targets.

But the state’s drive to reduce the consumption of fossil fuels is not only related to energy security, it also reflects growing concerns about climate change and the rising cost of pollution resulting from the economy’s robust growth rate.

China is saving: While China cannot escape a global slowdown, its domestic economy is showing signs of strength. In stark contrast to America, between 1995 and 2005 the savings rate of the average urban household in China rose by 7% to 25% of disposable income despite rapid income growth. The savings rate increased across all demographic groups.

With economic growth losing momentum and inflationary pressures subsiding, Beijing has been able to cut interest rates to boost consumer spending and offset the decline in demand for its exports as the world economy slows.

China has improved its state-owned banking system by writing off bad debt and overhauling management even as it rejected American pressure to privatize banks and allow unfettered competition in the financial sector. Its financial system is more tightly regulated and less dynamic that the America one, but it is currently also more stable.

Political power requires economic muscle: With rising urban and rural incomes, a declining inflation rate, lower interest rates and a healthy savings rate – coupled with a stable banking system – there appears to be plenty of scope for continued robust growth in consumer spending in China. In contrast, it appears likely that the US economy is likely to endure a period of subdued growth for an extended period. Mountains of debt must be repaid, neglected infrastructure repaired and upgraded while America’s energy efficiency needs to be raised. As a result, Chinese growth – even if moderately slower – is likely to continue to far outperform America’s stagnating economy.

For example, China is set to overtake the US as the world’s largest producer of manufactured goods next year. That is four years earlier than initially expected, and is attributable to America’s rapidly weakening economy. The expected change will end 100 years of American dominance. Earlier this year, for the first time ever, more cars were sold in China than in America.

For years America has lectured China about the perceived mismanagement of their economy, from state subsidies to foreign investment regulations to the valuation of their currency. However, the Chinese authorities appear to be increasingly galled by the apparent hypocrisy of America telling them what to do when their own economy is imploding while China continues to grow at a robust pace.

During the past year, senior Chinese officials have taken to publicly rebuking America on their handling of their own economy. According to one senior official, the “Western consensus on the relation between the market and the government should be reviewed … in practice, they tend to overestimate the power of the market and overlook the regulatory role of the government.”

China has started to defend its own more assertive style of regulation and has begun promoting their unique economic management model as more beneficial to other emerging markets than the free market American model. It appears likely that America’s weakened economic state will dilute its global influence for some time.

Brave new world: the emergence of new growth sectors

The investment gap of the old world: It could be argued that the debt-fuelled consumer spending spree of the past 20 years was a symbol of an even larger problem. As a country, America has spent too much time focusing on the present instead of on the future. Essentially America has been consuming rather than investing. It has been suffering from investment-deficit disorder.

Private and government spending on investment and research – on highways, software, medical research and other things likely to yield future benefits – has declined in recent decades. While private sector spending has remained steady at around 17% of GDP during the past 50 years, spending by government has declined from 7% of GDP in the 1950s to about 4% now.

This focus on consumption instead of investment is evident in numerous key sectors. For example, America spends far more on health care, per person, than any other country. However, much of that money is spent on medical treatments, many with only marginal health benefits, rather than investing it in the health care system in ways that would eventually have far broader benefits.

Similarly, Americans are tireless buyers of consumer electronics, yet a smaller share of households in the US has broadband internet service than in Canada, Japan, Britain, South Korea and about a dozen other countries.

A larger role for government: Much as a key characteristic of the 1930s was the changing role of government, so it seems likely that the next few years will see a growing and developing role for governments in economic activity. President Obama said as much during his inauguration speech in January when he pledged to overhaul Washington’s approach to education, health care, science and infrastructure, all in an effort to “lay a new foundation for growth.”

It can be argued that there are two key reasons that governments have a unique role to play in making investments. Firstly, some activities - such as pollution reduction - have societal benefits but not necessarily financial ones. The private sector thus has little incentive to undertake them. Secondly, other kinds of investments do bring big financial returns, but only a fraction of those returns go to the original investor. Again this makes the private sector reluctant to invest. As a result, the private sector tends to spend less on research and investment than is economically ideal.

Historically, governments have stepped into the void and have helped to create new industries with their investments. Economic growth has many causes, but government investment seems to have one of the best track records of boosting growth. In the 1950s and 1960s, the GI Bill 
 created a generation of college graduates, while the Interstate System of highways made the entire economy more productive and the Defence Department developed the Internet, which spawned AOL (America Online) and Google among others. 

Even so, the idea of a more dominant role for government in the economy would have seemed fairly radical until just a few months ago. But the current global financial crisis has altered perspectives – particularly since governments are one of the few large entities that are able to raise capital at low interest rates in the current environment. Capital that could be used to fundamentally transform an economy.

Stimulus versus transformation: There is a crucial difference between government spending to stimulate an economy, and government spending to transform an economy. The Obama administration’s stimulus package aims to achieve both, with the twin goals of immediately jump-starting job creation while making a down payment on solving bigger problems. Unfortunately, it is not always easy to balance those goals.

For government spending to provide an economic stimulus, it simply has to spend money – quickly. Any “shovel ready” projects will qualify. However, while such projects may stimulate the economy, they will not necessarily transform it. Neither will tax cuts.

However, it is possible for a project that can boost economic growth while also leading to transformation. However, the goals are sometimes at odds, at least in the short term. These conflicting goals are possibly best illustrated by “green” jobs, which are often cited as the single best hope for driving the post-bubble economy. 

Future growth engine is green: Alternative energy has been identified as the engine of the future – a way to simultaneously save the planet, reduce the amount of money flowing to hostile oil-producing countries and revive the American economy.

Green jobs can certainly provide an economic stimulus. Obama’s stimulus package includes subsidies for companies that make wind turbines, solar power and other alternative energy sources. Those subsidies will create some jobs. 

However, the subsidies will not be nearly enough to eliminate the gap between the cost of carbon-based energy – oil, coal and gas, which is relatively cheap - and clean energy. The only way to create significant numbers of clean-energy jobs would be to raise the cost of dirty-energy sources. Obama’s proposed cap-and-trade carbon-reducing programme would make carbon-based energy more expensive than clean energy. 

However, this is where the incompatibility of the short-term stimulus and long-term transformation goals emerges.

Of the $700bn America spends on energy each year, more than half stays inside the country. It goes to coal companies or utilities in the US, not to Iran or Russia. If America begins to use less electricity, those utilities will cut jobs. Furthermore, the current, relatively low price of energy allows other companies – such as manufacturers and retailers – to sell their output at a profit. Raising energy prices would increase the cost of almost everything that businesses do. As a result, some projects that would have been profitable in the current environment would now have to be abandoned. The jobs that would have been created would not be.

The creation of green jobs would thus – to some degree - displace other jobs. For example, when petrol prices soared last year, sales of some hybrids increased in the US, but vehicle sales fell overall.

This does not mean that the Obama administration’s climate policy is a mistake. Raising the price of carbon makes urgent sense and the economic costs of a serious climate policy are unlikely to be nearly as extreme as some suggest. Once fully implemented, the Obama cap-and-trade plan is likely to cost less than 1% of GDP a year – or about $100bn in current terms. That cost is entirely manageable – although it is still a cost.

Alternatively, that cost could be viewed as an investment. Until now, like so much else in the American economy, energy policy has focused on the short-term in that inexpensive energy made daily life easier and less expensive for all of us. In contrast, building a green economy will require some near-term sacrifice, but should pay a handsome return in the form of avoiding the costs associated with climate change. 

Over time, the direct economic costs of a new energy policy may also fall. A cap-and-trade programme will create incentives for the private sector to invest in alternative energy, which will lead to innovations and lower prices. Ultimately, some of the new clean-energy spending will actually replace money now flowing overseas to oil-producing nations and create jobs in America.

But all those benefits will come later while the costs will come sooner. That is a major reason why America does not already have a green economy – or, for that matter, an investment economy.

Graduates equal growth: A less tangible but possibly more important sector requiring investment is education. Last year, two labour economists, Claudia Goldin and Lawrence Katz, published a book called “The race between education and technology” in which they attempt to answer the question of how much an education really matters.

The authors note that America has lost its once-wide lead in educational attainment. South Korea and Denmark currently graduate a larger share of their population from college – while Australia, Japan and the UK are close on America’s heels.

In the early 20th century, America offered free public high school instead of the narrowly tailored apprentice programmes favoured by European governments. While Europe accused the US of over-educating its masses, old population surveys reveal that the US system paid huge dividends.

High-school graduates filled the ranks of companies like General Electric and John Deere and used their broad base of skills to help their employers become global powers. Blue-collar workers also benefited, as workers with a diploma were far more likely to enter the newer, better-paying, more technologically advanced industries – and they became plumbers, electricians, auto mechanics and railroad engineers.

Not only did mass education increase the size of the nation’s economic pie, but it also evened out the distribution. As high school education became more widespread - by 1940 half of teenagers were getting a diploma – the wage premium offered to those with a diploma was spread among a larger group of workers. As a result, inequality fell rapidly.

However, in the late 1960s, the great education boom began to lose momentum. Between the 1950s and early 1980s, the share of students receiving a bachelor’s degree jumped from 7% to 24%. However, in the 30 years since then, the share has only risen to 32%. Nearly all of those recent gains have been among women while, for the first time on record, young men in recent decades have not been much more educated than their fathers were.

Goldin and Katz are careful to say that economic growth is not simply a matter of investing in education but they do suggest that the 20th century was the American century largely because it led the world in education. In comparison, the last 30 years, when educational gains slowed markedly, have been years of slower growth and rising inequality.

Their argument happens to be supported by a rich body of economic literature. Countries that educate more of their citizens tend to grow faster than similar countries that do not. The same is true of states and regions within America. Crucially, the income gains tend to come after the education gains – again echoing the need for a longer-term, investment focus.

There is no mystery about why education would be is crucial to economic growth. Education may not be as tangible as green jobs but it helps a society leverage every other investment it makes – whether in medicine, transportation or alternative energy. Education – educating more people and educating them better – appears to be the best single bet that a society can make.

The Obama administration has suggested that education reform is an important goal and plans to use the education money in the stimulus package as leverage. But it is still unclear how extensively the administration will manage to reform the education system - particularly at a time of such a severe financial crisis.

The Old and the New:

	Underperforming Sectors
	Potential Growth Sectors

	Manufacturing
	Government / Public Sector

	Financial Services
	Health Care

	Retail – luxury goods
	Education

	Automobile manufacturers
	Alternative energy: technology and manufacturing

	Residential and construction related industries
	Infrastructure  and related industries 

	Consumer goods
	Science and Technology


Labour markets reflect sector trends: There is a growing sense in America that the intensity of the job shedding witnessed during the current recession may reflect a wrenching restructuring of the US economy. In key industries – notably manufacturing, financial services and retail – job losses have accelerated so quickly in recent months that it appears that many companies are abandoning whole areas of business.

The current recession has clearly battered industries – and professions – whose economics were at risk before the downturn. This dynamic has proved true in past recessions as well, with fading industries pushed to the brink during downturns before others emerged to create jobs when economic growth inevitably resumed.

Job losses have been particularly severe in manufacturing and the auto industry. Losses have also been pronounced in the financial services sector. During the housing boom, banks hired tens of thousands of well-compensated traders, analyst and marketers to sell mortgage-backed securities and other investments. That industry is unlikely to return to its former shape when the recession finally comes to an end. 

Retailers are closing stores as the era of easy money fuelled by rising house prices and abundant credit gives way to a period in which millions of households are forced to confine their spending to their paychecks. Law firms are laying off lawyers as never before while journalism is reeling from the slump in advertising as well as the inability of newspapers and magazines to make a living on the web.

As a result, the current financial crisis is likely to drastically alter the career paths of the future. The contours of the shift are still in flux, in part because there is so much uncertainty about the shape of the economic landscape and the job market ahead. History shows that major shifts in the flow of talent can ripple through a nation and the economy for decades with lasting effect.

Skip to next paragraphDuring the Depression, college students flocked into civil engineering to design the highway, bridge and dam-building projects of those days. During the Sputnik era
, American students poured into the sciences as the US invested in technology to combat the cold war Communist challenge. These scientists went on, often with funding from the Pentagon
, to create the building-block innovations behind modern computing and the Internet.
The industry that is having the greatest impact on the current rethinking of careers, especially at the nation’s elite universities, is finance. For years, the hefty paychecks and social status on Wall Street proved irresistible to many of America’s brightest, but the jobs, money and social respect there are much diminished today.

It’s still early days, but based on graduate school applications this spring, enrollment in undergraduate courses, preliminary job-placement results at schools and anecdotal accounts of students and professors, a new pattern of occupational choice seems to be emerging. Public service, government, the sciences and even teaching appear to be the winners, while fewer students are embarking on careers in finance and business consulting.

At leading business schools the shift in career patterns is already evident. Last year, 64% of the graduating class from the Darden School of Business at the University of Virginia went into finance or consulting. That percentage will be substantially lower this year, particularly in finance. 

There is evidence that students who would normally have been part of the Ivy League pipeline to Wall Street are now considering very different career paths. Graduate schools of government and public policy are seeing a surge in applications. The most cited reason was the expectation by students that government will be hiring. But the appeal of public sector careers appears to extend beyond job opportunities. 

The laissez-faire presumption that government is not the solution but the problem, dating back to the Reagan era, has been abandoned. The government’s need to step in with financial bailouts and recovery programs to steady the economy is seen as the immediate proof but not the only one. The election of Obama has also been seen as an endorsement of government activism.

The dean of Harvard’s Kennedy School of Government suggests the economy, other long-range policy issues and the new administration add up to a “benevolent perfect storm” which could lure talented people to public service in a way not seen in decades. Yet even before the economic crisis, there were signs of a drift among young people toward trying to work on public problems. The environment, energy and health care also pose huge, complex challenges. It appears that the current college population believes that the government has a crucial role to play in solving all these problems.

The sciences could well rise in the new pecking order of career status. The Obama administration wants to double federal spending in basic research over 10 years and triple the number of graduate fellowships in science while Britain has similarly identified science as a future growth sector.

There are already signs of a renewed interest among students in science and technology. For the first time in six years, enrollment in computer science programs in the US increased last year. At Stanford University, the number of students taking the introductory computer science course increased 20% this year. 

There are hopes of a return to the interest in science last seen during the Sputnik era.

Implications for South Africa 

How will a small, open economy like South Africa survive in this austere global environment? Developments in the Anglo-Saxon economic environment is of particular interest to South Africa as it has embraced the Anglo-Saxon growth model adopted in the US and the UK.

Exports to remain subdued: South Africa remains a predominantly commodities-based economy – with the mining sector still contributing positively to both employment and export earnings. In the envisaged global environment of a sustained period of relatively subdued world GDP growth, a robust surge in commodity prices - such as recorded during the course of 2008 - is unlikely to be repeated during the forecast period.

The marked downturn in commodity prices – in line with the weakening in world economic activity – has been only partially offset by the renewed bout of rand weakness. As a result, local exports earnings are set to decline sharply during the course of the year. 

Until such time as the US economy rebounds – leading a widespread recovery in global economic activity – growth in world industrial production and commodity prices, and hence South African exports, is likely to remain modest.

An additional negative development for the performance of local exports is the deepening recession in the 16 countries in the euro zone, South Africa’s largest trading partner. Europe’s outlook has deteriorated further in recent days following the announcement by Moody’s Investors Service that Europe’s banking sector faces serious losses from investments in Eastern Europe, and hence may face a ratings downgrade as the economic slump in the region deepens. 

Finally, there are signs that South Africa plans to participate in the global return to protectionism. The joint government, business and labour task team, which has been commissioned by government to formulate South Africa’s response to the global downturn, recently proposed a clampdown on “cheap imports” into South Africa as part of a range of measures aimed at helping local companies retain jobs and remain solvent through the global economic downturn.

Any measures which dampen global trade create a more difficult environment for recovery of the export-orientated economies, including South Africa. 

New role for the SA consumer: Since bottoming out in the late 1960s, consumer spending has accounted for a rising percentage of overall GDP in South Africa – a trend which has accelerated sharply since 2003. The contribution of consumer spending to GDP never quite reached the peaks achieved by American consumers – peaking at just 68.4% during the final quarter of 2007 compared to the US peak of 72% in the first quarter of the same year. For this we can thank the introduction of the National Credit Act in 2007 and the Reserve Bank’s unwavering focus on its inflation target. 

What is quite surprising, however, is how out of kilter the contribution of consumer spending is in the Anglo-Saxon economies relative to the European and Asian economies. This poses the question whether the role of robust consumer spending in driving local economic growth during the past five years will be repeated or whether it will subside to levels of the UK or even Europe (56.2%). 

Consumer confidence in South Africa deteriorated sharply during the course of last year – due largely to spiralling food and oil prices, a series of interest rate hikes and heightened political uncertainty. It would seem that the potential impact of the global financial crisis on the local economy is not yet fully reflected in the local household confidence indicators. However, that is likely to change during the course of this year, as the local economic consequences of the global financial and economic crisis become increasingly clear.

As in the Anglo-Saxon economies, the wealth illusion has been shattered for local high income earners as share prices plunge, the rand weakens and house prices slump. As a result, the majority of high income earners are less willing to buy than previously. 

In contrast, the falling petrol price, stable interest rates and an easing in food inflation have supported the confidence levels of households with income of less than R10 000. The ability and willingness to buy of middle and lower end income earners has thus remained steady. As a result, sales to these groups have thus far been maintained.

It appears that the high and low income groups hold different views on the implications of the financial turmoil and slowdown in business activity for the performance of the local economy. These differing perceptions have been visible in the performance of retail sales during the course of last year – with the cash-based categories of general dealers, food, tobacco and medical sales continuing to fare relatively well while the credit-based sales categories, such as household furniture, electrical appliances and equipment, have all performed poorly.

It has been suggested that the divergent trends in retail sales categories is attributable to the fact that the key constraint on consumer spending is currently access to credit rather than availability of personal disposable income. This is likely to remain true for the remainder of 2009 as the global banking crisis continues to deteriorate while real incomes surge due to double digit wage increases – awarded on the basis of average 2008 inflation of 11.3% - and a declining inflation rate.

However, this trend is unlikely to persist in 2010 and beyond. Spending among high income groups is likely to become increasingly constrained by the continued poor performance of equity markets and house prices while banks are likely to continue making it harder to access credit, both because of tougher regulations and a rise in non-performing loans. 

Furthermore, lower income households are likely to suffer from cutbacks in private sector employment while wage increases for those still employed are likely to come under pressure as economic growth remains sluggish. Fear of job losses, which is currently rising in South Africa, is the most powerful restraint to spending that there is, and it is likely to linger for months to come as global – and local – growth continues to decline. 

All of this suggests that consumer spending is unlikely to rebound any time soon, after contracting for the first time in a decade late last year.

Unemployment and social instability: Job cuts in the local economy are only now beginning to materialise, with analysts estimating that some quarter million jobs could be lost over the course of this year. While that may seem insignificant compared to the job losses of 3.6 million in the US and 20 million in China already recorded in the wake of the crisis, given the relative size of the local labour force – and the existing backlog of discouraged and unemployed workers in South Africa – the prospect of job shedding on this scale is a particularly alarming development. Given the anticipated subdued global economic environment, employment prospects are likely to deteriorate further before they improve - posing a serious obstacle to government targets of halving the unemployment rate by 2014.

Already the deterioration in the global environment has seen the mining sector announce plans to retrench thousands of workers as lower commodity prices erode demand. It is estimated that more than 20 000 jobs in the mining industry are currently on the line as companies battle to lower costs in an attempt to deal with the downturn in the industry. The number is expected to rise in the near future. Manufacturing jobs are also being shed – a trend that is likely to gather momentum as output contracted at its steepest pace in a decade in December. Finally there is anecdotal evidence of retrenchments elsewhere as well, including in finance – the economy’s largest sector – and construction, its fastest growing.

The service delivery protests look set to continue, especially in the wake of the pre-election promises made by politicians. If the Zuma government fails to deliver on its promises on service delivery then the likelihood for further social unrest is increased. The trade unions also have greater expectations now that their man is president. Not only will there be pressure to save jobs but people with jobs will also become increasingly militant around pay levels. Already we see this happening in the public sector, .e.g. health care workers and teachers

Greater role for government: Around the world, economic policy makers have been implementing increasingly aggressive measures in an attempt to avoid a protracted and painful downturn. The US, for example, has seen the Federal Reserve 
 expand its balance sheet, slash interest rates and guarantee their banking system. 

Governments have also allowed their budget deficits to widen, as tax revenues dwindle and certain types of spending – such as unemployment benefits – increase. In addition, emergency economic stimulus packages have been launched worldwide: from America’s recently signed $787bn package, to China’s $580bn stimulus plan as well as packages in Europe, UK, Russia, India and Australia. 

With a sound banking system and modest slowdown in growth, the local authorities have been reluctant to join the global government spending frenzy. However, the 2009/10 Budget revealed that government now recognised the potentially negative impact of the global crisis on local economic growth prospects and now felt compelled to react.

Not only did Treasury allowed the steady decline in tax revenues during the course of last year to erode the planned budget surplus in the 2008/09 fiscal year, but – in a marked break with the past - government was willing to table a hugely stimulatory budget for the 2009/10 fiscal year. Much like the Obama economic stimulus plan, the local budget focused on easing the plight of the most vulnerable during the downturn while simultaneously providing finance for the restructuring of the local economy to enhance longer-term growth prospects.

Even as consumer spending and export earnings stagnate, government spending is likely to increase as a proportion of total GDP spending. This is a trend which is likely to be evident worldwide.

While increasing government intervention in the economy is a global trend prompted by the worldwide economic and financial crisis, local political developments are likely to exaggerate the trend in South Africa.

For some time, ANC President Jacob Zuma, has stated that the era of the developmental state is upon us. For the first time, the issue of creating a developmental state
 was mentioned a few times in Minister Manuel’s Budget speech. In the speech, the concept of the developmental state was linked to the government’s response to the economic crisis. 

Rather than offering bail-outs to industries, it appears that Treasury envisages using existing institutions like the Land Bank, the Industrial Development Corporation (IDC), the Development Bank – in partnership with the private sector – to support investment and employment in sectors or industries affected by the cyclical slowdown. Thus Manuel suggests the role of the developmental state is “sharing risk, co-financing investment and jointly engaging with the banking sector in constructing a vibrant growing economy”.

SESSION THREE: LESSONS TO BE LEARNT
The Wealth Delusion: the return of a savings culture and the end of conspicuous consumption

Conspicuous Consumption: The past almost three decades has been a period of largely uninterrupted growth in America. However, during the last decade of that period, US growth has been increasingly driven by debt as households made a desperate attempt to maintain an unsustainable level of consumption. 

The reasons currently forcing consumers to reduce their spending are numerous but include increased job insecurity, the erosion of wages and - most importantly – the destruction of wealth. 

Wealth Destruction: A recent report released by the Federal Reserve (The Fed) reveals that household wealth fell by a record $5.1 trillion during the final quarter of 2008 as home values and stock prices plunge. Wealth dropped by $11.2 trillion in 2008 as a whole, the largest annual decline (-14.5%) since government began keeping quarterly records in 1952. The results of the latest Survey of Consumer Finances, a triennial report on the assets and liabilities of American households from the Fed, indicate that there has essentially been no wealth creation at all during the first decade of the 21st century. 

Since its peak in the second quarter of 2007 – at $64.4 trillion – household net worth has declined by 20% or $12.9 trillion. According to the Fed, the net worth of the average American household, adjusted for inflation, is currently lower now than it was in 2001. This is massive wealth destruction and is widely regarded as the primary catalyst behind the current slump in consumer spending.

A return to saving: For much of the past decade America was a nation of borrowers and spenders, not savers. The personal savings rate dropped from 9% in the 1980s, to 5% in the 1990s and just 0.6% in 2005 to 2007 and the growth in household debt easily outpaced growth in personal income. Nonetheless, until recently Americans believed they were getting richer, since their houses and equity portfolios were appreciating in value faster than their debts were increasing. Then reality struck – the surge in asset values, particularly housing, had been an illusion but the surge in debt had been all too real. Anglo-Saxon consumers are likely to enter an extended period of savings.

The US savings rate has since spiked to 5%. Consumers are unlikely to spend again in any meaningful way until the stock market recovers, house prices stabilise and the employment outlook improves.

While the increased rate of savings is likely to slow down the pace of the recovery, a higher savings rate is not inconsistent with a strong economy. For example, from the 1950s to the early 1980s, the savings rate hovered around 9%.

Keynes’ American contemporary - Irving Fisher - warned that the response of individuals and companies to the realisation that they have too much debt tends to be self-defeating when everyone attempts to do the same thing simultaneous. Attempts to sell assets and pay off debt deepen the plunge in asset prices, further reducing net worth, while increased saving translates into a collapse of consumer demand, deepening the economic slump.

This is the vicious downward spiral that American consumers find themselves in – unless the Obama administration is able to administer sufficiently bold and aggressive policies to reverse the trend. As noted, the policy measures introduced by the new administration thus far do not yet appear adequate to the task.

The new era of frugality suggests that – at least for now – consumer-led growth no longer provide an engine for Anglo-Saxon, and indirectly, world growth.

The “new normal”

While it is tempting to assume that once the economy begins to grow again, consumers will start spending again as they did before. Yet there are good reasons to think that what promises to be the worst downturn since the Great Depression will trigger profound – and permanent – changes in consumer behaviour.

In the wake of the devastation of the 1930s, American consumers swore off the stock market, cultivated their own resources and looked to the government for assistance. Based on these experiences, it seems likely that Anglo-Saxon consumers will become more conservative in borrowing, lending and investing for a sustained period of time.

 The biggest changes in consumer spending are likely to occur in America and parts of Europe, where housing and stock market bubbles have imploded and unemployment has soared. As well as seeing their incomes fall - as employers cut wages and jobs - households have also seen the value of their homes and retirement savings shrink dramatically. While the threat to wages will fade as economic activity is revived, the damage done to housing and other assets will probably linger.

Sociologists also detect a distinct change in people’s behaviour. Until the downturn, people had come to assume that “affluence” was the norm, even if they had to go deeply into debt to pay for gadgets and baubles. Now many people no longer seem driven by the desire to consume and are planning to live within their means for the foreseeable future.

The future of capitalism: questioning the growth model

In the wake of recent developments, some economists are suggesting that there is a difference between growth and development. While few can argue that the US has enjoyed a period of sustained growth, many are now beginning to question how much development occurred during the past decade.

When faced with the combination of extremely cheap money and securitisation (the packaging and selling off of debt), it is in the financial interests of banks and investment bankers to make as many loans as possible. But it is not necessarily in the best interests of an economy for businesses to engage in financial speculation instead of real economic activity. 

It now turns out that the huge expansion in credit and debt instruments didn't result in new wealth or productive assets at all - except in China. That is why asset values are falling all around the world, and why many people will emerge from the recent US consumer-led boom poorer than they went to it. But it didn't always look that way.

The two main consequences of the recent credit boom have been much lower savings rates – and higher personal debt rates – in the Anglo-Saxon economies, and a huge boom in fixed capital investment in China.

It appears that America’s dominance of the global economic landscape has, at least temporarily, ended. With the resultant change in global leadership, it appears likely that at least some of the rules governing the world economy may change. 

The Green New Deal: a more sustainable economic growth path

China focuses on alternative energy: With its booming economy and rapidly expanding energy consumption, particularly its use of coal and oil, it is imperative for China to diversify its energy supplies. Thus government is attempting to both curb the use of fossil fuels and promote renewable energy. Increased energy-efficiency, coupled with the use of renewables, will not only help secure energy supplies and will cut local pollution and help keep carbon emissions in check too.

By 2020 China aims to generate 15% of its energy from renewable sources, up from around 7% in 2005. China's investment in renewable energy last year, at about $10 billion, was second only to Germany's. Based on current trends, renewable energy could provide over 30% of the nation’s energy by 2050.

Wind and solar energy are expanding particularly rapidly in China, with production of wind turbines and solar cells both doubling in 2006. China is poised to pass world solar and wind manufacturing leaders in Europe, Japan and North America within the next three years – and already dominates the markets for solar hot water and small hydropower.

US trade officials estimate the value of China’s clean technology market at $186 billion by 2010, soaring up to over half a trillion dollars by 2020. China signed a decade long energy and environment co-operation agreement with the US in June this year. General Electric, 3M and Honeywell among others are likely to benefit from helping China reach its goals.

Aided by the Chinese government’s ambitious plans to meet rising energy demand and counteract emerging environmental issues through renewable resources, China is emerging as a global leader in renewable energy. 

America changes course: President Obama has been quick to establish his ‘green’ credentials. At his first White House news conference since becoming president, Obama committed himself to reversing America’s dependence on foreign oil. Outlining his energy plan, he said the country would not be held “hostage to dwindling resources, hostile regimes and a warming planet.”

Obama’s energy priorities, aimed at achieving oil independence, include:

· Reviewing the Bush administration’s decision to block states from setting their own emission targets

· Compiling new short-term rules on how automakers can improve fuel efficiency

· Doubling ‘green’ energy – from wind, sun and biofuels – over the next three years

However, even as America finally tackles the issues of energy efficiency and the reduction of its dependence on foreign oil, it may quickly discover that an unlikely competitor has already established itself as market leader in the future growth sector of alternative energy technology.

UAE - unlikely home for ‘green’ revolution: Abu Dhabi, the seaside capital of the United Arab Emirates (UAE), has 8% of the world’s proven oil reserves and is currently the world’s fourth largest oil exporter. The wealth generated during the recent four-year energy boom has helped Abu Dhabi achieve the second highest per-capita GDP in the world. The lifestyle afforded by that wealth – including gas-guzzling foreign cars and permanently air-conditioned apartments and malls – means that the citizens of Abu Dhabi also have one of the biggest carbon footprints in the world. The World Wildlife Fund (WWF) recently calculated that the UAE is the world’s single largest consumer of energy per capita. All in all, an unlikely place to start a ‘green’ revolution. However, the leaders of Abu Dhabi – the richest emirate within the UAE - recognize that oil is a finite resource. They have also acknowledged that their considerable infrastructural and architectural achievements to date have come at a substantial cost to the environment. As a result, they have concluded that their current growth trajectory – and carbon footprint
 – is ultimately unsustainable. So, virtually alone among its Gulf neighbours, the emirate has embraced a bold vision to transform itself – using its ample oil wealth - into a global leader in sustainable energy technologies. This vision of a renewable future is less about some fuzzy ‘green’ sentiment than a pragmatic assessment of the region’s economic future. Abu Dhabi currently derives the bulk of its national income from fossil fuels. In an attempt to hedge their position in an uncertain future, the UAE leaders are seizing on the future growth potential offered by alternative energy.

The Masdar Initiative: In April 2006, Abu Dhabi launched the Masdar Initiative – a company that aims to explore, develop and commercialise future energy sources – with the aim of preparing the UAE to move beyond fossil fuels and position itself as a world leader in sustainability-related research, technology and knowledge. The Initiative is a multi-pronged scheme that includes a clean energy investment fund, a collaborative research institute with the Massachusetts Institute of Technology (MIT) as well as a research park with laboratories affiliated with the Imperial College of London and other institutions.

The world’s first ‘green’ city: However, the most ambitious element of the Masdar Initiative is the creation of an entirely carbon-neutral city. Masdar City was designed by British architect, Lord Norman Foster, a veteran in sustainability. The $22 billion zero-carbon city is currently just a fenced-off area of scrubland (of six square kilometre) just outside the city of Abu Dhabi, with a large 10 megawatt solar photovoltaic (PV) farm in one corner. However construction happens quickly in Abu Dhabi, and the government hopes that by 2016, Masdar City will be the world’s first traffic-free, zero-carbon, zero-waste city – home to 1 500 businesses and 50 000 residents. The city is also intended to act as a showpiece for new clean technologies, which Abu Dhabi can ultimately sell worldwide as a replacement for the oil revenues the emirate currently relies on.

Masdar is projected to use just a quarter of the energy used by a conventional city its size – an amount that it will produce itself. The city will be completely powered by renewables – mostly rooftop solar panels – ensuring that it will generate no carbon emissions.  Masdar will also be car-free – with the inhabitants relying on a personal-rapid-transit (PRT) system, an automated cable-car-like network, which – like everything else in the city – will be powered by to 200 megawatts of renewable energy capacity, some 80% of which will come from solar PV panels. Clean transportation is a key element in Masdar’s broader vision for a truly sustainable city.

The bulk of the water used in the city will be recycled, slashing the need to pump in desalinated water - with its large energy footprint - by an estimated 75%.

Global joint ventures: The Masdar Initiative also includes a raft of international joint ventures, including the recent announcement that Masdar will join with Rio Tinto and BP to build the world’s first hydrogen power plant, a 500 megawatt operation that will cost at least $2 billion. Just recently General Electric (GE) signed on as a partner in Masdar City, with a commitment to build an Ecomagination Centre in the city (see http://ge.ecomagination.com ). The new Centre will support research and development of products in the region as well as helping to scale and market products and solutions in the fields of energy efficiency and renewable energy. The Centre will also showcase GE technologies, ranging from renewable solar and wind technologies to water purification and home appliances.

Gulf oil-dollars pour into ‘green’ research: Abu Dhabi is aggressively pouring billions of dollars into new ‘green’ technologies. It is using its oil-dollars to seed research in the US and UK – reviving research into new clean energy technologies and to encourage the development of new ‘green’ products.

Saudi Arabia’a new state-owned King Abdullah University of Science and Technology (Kraust) gave a Stanford scientist - Professor McGehee, director of the largest solar cell research group in the world - $25 million last year to start a research centre investigating how to make the cost of solar power competitive with that of coal. McGehee had tried and failed numerous times to raise money from the US government and industries to commercialise cheaper solar cells. His past grants from the US were one-fiftieth of the amount given by the Saudis. With the Saudi money McGehee was able to hire 16 new researchers and now expects the new energy cells to dominate the market by 2015.

Kraust also gave a grant of $8 million to a Berkeley researcher developing ‘green’ concrete. It has agreements with numerous other universities and institutions. 5 A gigawatt is equal to one thousand megawatts - enough to supply a medium sized city. In November, Qatar signed an agreement with the UK to invest $220m in a British low-carbon technology fund, dwarfing the fund’s investments from home.

Not only have the vast investments from the Gulf States already restarted stalled environmental technologies, but it is anticipated that the enormous cash infusion may provide the boost required to get dozens of emerging technologies — like carbon capture, micro-solar and low-carbon aluminium — over the “development hump” to make them cost-effective.

The sheer size of the Gulf investments is also forcing change, pushing polluting industries to experiment with cleaner solutions. For example, initial plans for Masdar excluded both aluminium and conventional concrete because the production of those materials generates high levels of carbon emissions, which warm the planet. Their exclusion prompted aluminium manufacturers to develop a product that reduced emissions by 90% compared with regular aluminium. Aluminium is now included in the project.

World Future Energy Summit (WFES): As part of its planned role as the world leader in global alternative energy, Abu Dhabi hosted the second WFES in May 2009. The Summit attracted more than 16 000 participants from 79 countries – a 50% increase compared to last year. In addition to the usual array of environment ministers, entrepreneurs and financiers, this year’s guest list included several oil ministers from the Gulf States – including Oman, Bahrain and Saudi Arabia - as well as the major energy companies, including BP, Shell and Exxon. The large turnout – despite the deepening global crisis – was seen as evidence of the critical importance of the emerging alternative energy technology sector while the presence of 20 government delegations and 300 journalists at the Summit brought suggestions that the WFES has become the “energy Davos” for the postcarbon set.

Global agency for renewable energy launched: The long-planned International Renewable Energy Agency (IRENA) - to promote the interests of the renewable energy sector – was launched in Bonn, Germany in early May of this year. The IRENA will advise both industrialised and developing nations on ways of reducing their dependency on oil, coal and gas. The new agency aims to counterbalance the influence of existing bodies like the International Energy Agency (IEA) in France. Founder countries signing up to the agreement include Germany, Denmark, Spain and the UAE. Some 55 governments have committed to full IRENA membership, while a total of 116 countries are taking part. Significant absentees from full membership were the US and UK.

IRENA aims to facilitate the transfer of renewable technologies to developing countries and to encourage the widespread adoption of renewable energy. Both Bonn and Abu Dhabi are vying to host the new organisation.

Long-term ‘green’ growth potential: But despite the grim short-term forecasts, the general mood at the WFES was optimistic - because in the long term, developers of renewables believe their time has come. This is, in no small part, due to changes now underway in America since the inauguration of President Obama. Climate change aside, the simple fact that the recent robust growth path in energy demand will resume once the current global downturn has ended, means that new energy supplies will be needed. No-one — including oil giants of the Middle East — believes that fossil fuels alone will be able to continue satisfying future demand. And then, of course, scientists continue to warn that carbon levels need to be cut significantly to avoid potentially disastrous global warming.

If global governments do finally decide to tackle climate change – an increased probability since the election of Obama – then the potential for the alternative energy sector is unlimited. Of course, much depends on the international will to reduce carbon emissions — and it’s easy to see how the current crisis could outweigh the longer-term concerns of climate change. Ultimately then, the final fate of the renewables sector will be decided not by economic capital, but rather political capital.

Abu Dhabi’s investment in the future of the alternative energy sector was endorsed by a range of speakers at the WFES – all of whom predicted continued robust growth in the sector. Kevin Parker – global head of asset management for Deutsche Bank - estimated that the world needs investments of up to $45 trillion by 2050 in alternative energy to balance hydrocarbons and renewables in its overall energy mix. According to BP Alternative Energy, wind power, solar energy and geothermal energy together currently account for about 1.5% of the world’s total energy output. This, they estimate, could easily double over the next five years. Some speakers suggested that - even in the midst of a global financial crisis - alternative energy is a potentially lucrative business, one with the opportunity for global growth that few other industries have.

Speakers at the WFES argued that the solutions to the climate crisis are already available but are not priced competitively with cheap fossil fuel power. This is primarily due to the fact that these technologies lack the economies of scale. As soon as solar panels and wind turbines are produced in bulk, the price will fall – but that will not happen until governments around the world send a strong price signal to producers and energy consumers. This presents a huge opportunity for America and Europe. But it is an opportunity that the US, in particular, will miss if it fails to adopt the policies required to match its technology. The only way to do that – it was argued - is through a carbon cap-and-trade system that sets an implicit price on dirty fossil fuel, making clean energy instantly more competitive.

The new face of ‘green’: Masdar City and the WFES as a whole show that the face of alternative energy sector has become one of techno-environmentalism, which has displaced the whale-saving, Birkenstock-wearing nature lovers who once dominated the ‘green’ movement. There was little about conservation or wildlife at the WFES. Instead it focused on silicon, solar and the power of technology to remove the carbon from the world’s energy supply - as quickly as possible. Thus Masdar City represents at least one future of environmentalism, a future that embraces new technology to remedy the ills of old technology. The idea that new technology can assist the world in escaping the climate fix that old technology put us in is an attractive one – particularly if businesses are able to make a profit while doing so. Masdar and the WFES are essentially focused on the power of technology to conquer hydrocarbons - without requiring any uncomfortable sacrifices. That is because those in the developing world want to enjoy the energy-intensive lifestyles of the developed world – and are reluctant to allow fears over climate change to stop them.

� The Dow Jones Industrial Average is the most widely used � HYPERLINK "http://www.investorwords.com/2435/indicator.html" �indicator� of the overall � HYPERLINK "http://www.investorwords.com/6456/condition.html" �condition� of the American � HYPERLINK "http://www.investorwords.com/4743/stock_market.html" �stock market�. It is made up of a price-weighted � HYPERLINK "http://www.investorwords.com/347/average.html" �average� of 30 actively traded stocks. These stocks are chosen by the � HYPERLINK "http://www.businessdictionary.com/definition/editor.html" �editors� of the � HYPERLINK "http://www.investorwords.com/5280/Wall_Street.html" �Wall Street� � HYPERLINK "http://www.businessdictionary.com/definition/journal.html" �Journal�, which is published by � HYPERLINK "http://www.investorwords.com/1563/Dow.html" �Dow� Jones & � HYPERLINK "http://www.businessdictionary.com/definition/company.html" �Company�.


� In its most basic form, ssecuritization is a method of financing assets. Rather than selling those assets "whole", the assets are combined into a pool, and then that pool is split into shares. Those shares are sold to investors who share the risk and reward of the performance of those assets.


� A subprime mortgage is a � HYPERLINK "http://www.investorwords.com/866/class.html" �class� of � HYPERLINK "http://www.investorwords.com/3124/mortgage.html" �mortgage� used by � HYPERLINK "http://www.investorwords.com/7518/borrower.html" �borrowers� with � HYPERLINK "http://www.investorwords.com/2900/low.html" �low� � HYPERLINK "http://www.investorwords.com/1209/credit_rating.html" �credit ratings�. Borrowers who use � HYPERLINK "http://www.investorwords.com/6940/subprime_loan.html" �subprime loans� generally do not qualify for � HYPERLINK "http://www.investorwords.com/2858/loan.html" �loans� with lower � HYPERLINK "http://www.investorwords.com/5752/rate.html" �rates� because they have damaged � HYPERLINK "http://www.investorwords.com/1193/credit.html" �credit� or no � HYPERLINK "http://www.investorwords.com/1201/credit_history.html" �credit history�, and are thus considered risky by � HYPERLINK "http://www.investorwords.com/5909/lending.html" �lending� � HYPERLINK "http://www.investorwords.com/151/agency.html" �agencies�.


� A triple-A investment is considered to be of the highest quality and offers the lowest degree of investment risk.


� The Anglo-Saxon growth model is so called because it is practiced in English-speaking countries such as the � HYPERLINK "http://en.wikipedia.org/wiki/United_Kingdom" \o "United Kingdom" �United Kingdom�, the � HYPERLINK "http://en.wikipedia.org/wiki/United_States" \o "United States" �United States�, � HYPERLINK "http://en.wikipedia.org/wiki/Canada" \o "Canada" �Canada�, � HYPERLINK "http://en.wikipedia.org/wiki/New_Zealand" \o "New Zealand" �New Zealand�, � HYPERLINK "http://en.wikipedia.org/wiki/Australia" \o "Australia" �Australia� and Ireland. It is a � HYPERLINK "http://en.wikipedia.org/wiki/Capitalism" \o "Capitalism" �capitalist� � HYPERLINK "http://en.wikipedia.org/wiki/Macroeconomic" \o "Macroeconomic" �macroeconomic� model in which the levels of regulation and taxes are low and government provides relatively fewer services.


�  Obama’s stimulus package caused a bitter dispute between the two US political parties – the Republicans and the Democrats. The Democrats were forced to make a number of concessions to the Republicans, such as the inclusion of substantial tax cuts, before the plan could be signed into law. 


� A fiscal stimulus package refers to various measures introduced by a government aimed at boosting economic activity. This could include tax cuts and/or increases in government spending.


� In lending agreements, collateral is a borrower's asset that is forfeited to the lender if the borrower is unable to repay their loan. 


� Commodities are the raw materials used by industry and traded on specialist commodities markets. There are hard commodities, such as cocoa, sugar and coffee, and hard commodities, which are metals such as copper, tin and aluminium.


� Protectionism is the � HYPERLINK "http://en.wikipedia.org/wiki/Economic_policy" \o "Economic policy" �economic policy� of restraining trade between states, through methods such as � HYPERLINK "http://en.wikipedia.org/wiki/Tariffs" \o "Tariffs" �tariffs� on imported goods and restrictive � HYPERLINK "http://en.wikipedia.org/wiki/Import_quota" \o "Import quota" �quotas�. These restrictive government regulations are designed to discourage imports and prevent foreign take-over of local markets and companies. This contrasts with free trade, where government barriers are kept to a minimum.


� The G7 is the meeting of the � HYPERLINK "http://en.wikipedia.org/wiki/Finance_minister" \o "Finance minister" �finance ministers� from a group of seven industrialized nations. It was formed in 1976 and includes Canada, France, � HYPERLINK "http://en.wikipedia.org/wiki/Germany" \o "Germany" �Germany�, � HYPERLINK "http://en.wikipedia.org/wiki/Italy" \o "Italy" �Italy�, � HYPERLINK "http://en.wikipedia.org/wiki/Japan" \o "Japan" �Japan�, � HYPERLINK "http://en.wikipedia.org/wiki/United_Kingdom" \o "United Kingdom" �United Kingdom�, and � HYPERLINK "http://en.wikipedia.org/wiki/United_States" \o "United States" �United States�. The finance ministers of these countries meet several times a year to discuss economic policies.


� Dumping is defined as the act of a manufacturer in one country exporting a product to another country at a price which is either below the price it charges in its home market or is below its � HYPERLINK "http://en.wikipedia.org/wiki/Marginal_cost" \o "Marginal cost" �costs of production�. Anti-dumping actions are duties levied on these “dumped” goods aimed at protecting local firms against cheaper imports.


� The GI Bill provided college or vocational education for returning � HYPERLINK "http://en.wikipedia.org/wiki/World_War_II" \o "World War II" �World War II� � HYPERLINK "http://en.wikipedia.org/wiki/Veteran" \o "Veteran" �veterans� (commonly referred to as � HYPERLINK "http://en.wikipedia.org/wiki/GI_(term)" \o "GI (term)" �GIs�) as well as one year of unemployment compensation. It also provided many different types of loans for returning veterans to buy homes and start businesses.


� On October 4, 1957, the Soviet Union launched � HYPERLINK "http://www.answers.com/topic/sputnik-1-1" \t "_top" �Sputnik 1� – the world's first artificial satellite – and ushered in a new era of political, scientific and technological achievements that became known as the Space Age.


� The US Department of Defence


� The Federal Reserve is the American central bank. South Africa’s central bank is called the South Africa Reserve Bank. A central bank is a nation’s principal monetary authority, which regulates the money supply and credit, issues currency and manages the exchange rate. 


� A developmental state is a model of capitalism characterised by strong state intervention, as well as extensive regulation and planning.


� A carbon footprint is the total set of GHG (greenhouse gas) emissions caused directly and indirectly by an individual, organization, event or product
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