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Introduction





You are driving a car through beautiful countryside. There are trees and hills around you and the road ahead is straight. The weather is great; the car has an open top; the sun is shining. You are feeling good about the world. You put your foot down. The road dips and there are a few bumps but you don’t take your foot off the accelerator. Why should you? After all, you’re a great driver. The road starts to bend, gradually at first, then more sharply. What was a straight road is now a zigzag.


It looks dangerous but it seems easy to you as you swing round the hairpin bends. You relax a little too much, gazing in the rearview mirror, admiring the scenery behind you, letting your mind wander, oblivious to what lies ahead. You are not concentrating. Still you don’t slow down. Now it is getting really dangerous.


More by luck than judgement you manage to keep the car on the road. The trouble is, you are not half the driver you think you are and the more you ask of the car the less it seems to respond. A crash is inevitable. The only question is when.


The 2008 financial crisis was like this. Beforehand, traders and investors were behaving like this driver. Some were behaving even more recklessly, as if they were driving blindfolded, buying and selling things such as collateralised debt obligations that they knew next to nothing about.


The 2008 financial crash left a big mess. The survivors sat by the side of the road waiting for someone to come along to sort it out. At the time, some observers thought they should be left there as a lesson to others, but the authorities decided to help them, fearing the consequences for everyone else if they didn’t.


The survivors then saw something that they hadn’t expected. Coming along the same stretch of road were a lot of new cars, from other parts of the world. They had to slow down sharply as a result of the crash but once they had safely navigated the scene they moved on, at a controlled speed, with some cars going faster and being driven more skilfully than the others.


The year 2008 was pivotal for the world economy and it is the starting point for the argument of this book. It was pivotal because it cast doubt on the economic model in the West and exposed deep flaws within our financial system. Much has been done since to make everything safer and more secure, although the fear of another financial crash remains. The year 2008 also highlighted the changing shape of the world economy and the emergence of new economic engines and motors of growth. It is the combination of these new ways of achieving global growth and the right economic lessons being learned by the West that should imbue us with confidence.


The years since the financial crisis of 2008 have revealed a divided and disconnected world economy that faces major policy dilemmas. The divisions are evident in the different growth rates between the East and West and between the periphery and the core of Europe. The imbalance is evident in high rates of youth unemployment in many Western economies and across large parts of Africa. It is also apparent in a squeeze in living standards in a number of countries, while, at the same time, a global elite is flourishing. In Western economies, dilemmas have included how to use policy to restore growth without triggering widespread panic because of high levels of debt and the unintended consequences of record-low interest rates.


Success has also brought challenges, such as how to channel global savings into financing future investment, or how to ensure that the many economies that have done well proceed with economic reform rather than take recent growth for granted. Even in the aftermath of the 2008 crash, the world economy has continued to grow. How can it be that a world economy so divided and disconnected and facing such dilemmas is still growing?


Policy plays an important role, as some of the post-crisis growth has been boosted by a combination of higher debt and increased leverage across the globe and ultra loose monetary policy in Western economies. This requires a focus on future exit strategies from low interest rates in the West and the correct approach globally for future economic policy. But it is not just policy. The outlook in any economy depends on the interaction between the fundamentals, policy and confidence, and the fundamentals are improving globally and confidence is recovering.


Reasons to be positive


There are many reasons to be positive about what lies ahead and how things are likely to play out. Hence this book’s title: The Consolations of Economics. Once we come to grips with what is driving the world economy, we might begin to see solutions to our economic challenges – and great opportunities.


I wanted to write this book to challenge some misconceptions: that the West would suffer in the new world economy; that the East, or the new growth or emerging economies would always do well, and that we should be cautious about the global outlook. I felt this was far from the truth.


It is often suggested that the West will lose out in the future. But here it is vital to differentiate between relative and absolute. In relative terms, many Western economies might lose out, but in absolute terms they will still do well. This means that in terms of the global economic cake, the slice that goes to the West might be smaller, but there will be much more cake than before.


Here I outline that the trend for emerging economies is up, but that they will have setbacks along the way. In many respects the financial market volatility of mid-2013 and early 2014 reflected this, as many emerging economies were at the stage of the economic cycle where a pause for breath was needed, to prevent inflation or trade challenges from re-emerging, or to address credit growth. The business cycle exists in the East, as it does in the West, and it is important that inevitable setbacks do not divert attention from the strong, positive, underlying upward trend across many emerging economies.


The key message is that the world might be set to enjoy one of its most exciting periods of growth ever in coming decades. The size of the global economic cake will increase.


If so, there will be an explosion of activity across the emerging world and an economic renaissance in the US. It is hard to be pessimistic about the US, given its innovation and ability to reinvent itself. This outlook implies a strong but more sustainable pace of growth in China, and regions such as Africa and India realising some, but not all, of their potential for growth. Even Europe will blossom in this success – provided it continues to make tough choices. It might seem surprising that this could be possible but, for all the challenges, there are also some extremely strong and positive economic developments in the offing. Many countries will continue to innovate and grow, and globally the economies that will succeed will have the cash, commodities or creativity.


Perspiration and inspiration


The key drivers of growth can be thought of as perspiration and inspiration: ‘perspiration’ as populations and workforces grow; ‘inspiration’ as investment and innovation occur, boosting productivity in the process. There is already evidence of new trade corridors, as more goods, commodities and people move around the world. There are more financial flows, as people working away from their own countries send money back home or people invest in markets overseas. These links will grow and flourish in a cat’s cradle of mutually supportive transactions and pathways.


We are witnessing the growth of a wider and wealthier middle class across the globe, despite the squeeze on living standards in many Western economies during the recent recession. More people across the world are in a position to spend, to improve their homes, lives and leisure. The opportunities are boundless for businesses wanting to sell: more customers; more markets. Over the next few decades the middle class could swell to 5 billion people,* a staggering proportion of the world’s population. Definitions of the ‘middle class’ vary considerably, as the numbers needed to fit into this category vary from country to country, but for our purposes it is people who can now exercise the choice to purchase discretionary items. A growing middle class is a motor of domestic consumption and can often be a trigger for policies that promote inclusive growth.


Increased urbanisation is already bringing more people out of poverty and leading to attractive cities that are cleaner, safer and more exciting to live in. Greater innovation and technical change mean increased opportunities for people of all ages across all continents. An infrastructure boom the likes of which has never been seen before has already begun.


Change can trigger uncertainty. However, this economic transformation should be relished, not feared. Yet, if the current economic climate sounds so good, why aren’t more economists shouting about it from the rooftops? Perhaps because there was too much optimism before the crisis there might be a bias to too much caution now.


It would be wrong to dismiss the problems. There are risks. Many Western economies are coming out of the crisis in a fragile state, dependent for now on loose monetary policies and still high levels of debt, and financial markets are displaying the same characteristics seen before the crisis of not pricing properly for risk. It will take some time to return to health. Across the emerging world, meanwhile, policies need to evolve and reform agendas need to be pursued. Despite this, there is a danger of overlooking the pace and scale of current change and the potential for many economies across much of the globe to catch up in terms of economic size.


There are challenges, but they can trigger solutions. One challenge facing many Western economies is a lack of demand as those countries, firms and people with the ability to spend lack the confidence or desire to do so. There is pressure on those countries and individuals with debt to cut their coat according to their cloth. Meanwhile, across many emerging economies, there is a different set of challenges, not least the need for reform in order to address inflation, trade or potential asset bubbles in real estate and stock markets. Rising demand for food and resources is already leading to increased investment across the commodity-producing world.


The US, the UK and Europe have many lessons to learn as a result of the financial crisis, not least in terms of the financial sector, monetary and fiscal policy. These include the need to improve governance and to avoid economic policies that encourage and exaggerate the cycle of boom and bust. Such pro-cyclical policies make the current situation worse, not better.


This book sets out to answer some of the key economic questions of our time. What is happening to the world economy and driving its future? What does this mean for different parts of the world? What policies should governments put in place; what strategies should business focus on, and what does this mean for our individual daily lives? Should our personal outlook be positive or negative?


Four areas


I focus on four key areas that are vital for understanding the changing world economy: economic and financial power; soft power, which is effectively the power of persuasion; hard power, which is based on military strength and the ability to coerce; and political institutions and policy. When there is a shift in the balance of power, it would normally result in all these four areas changing in unison. This is not the case now – what is happening is far more complex.


The following chapters will deal with each in turn, since these four areas shift at different speeds. We can take encouragement from the fact that the complex interaction between the four indicates a growing global economy, with rising living standards, favouring multiple regions of the world and many different countries. The next century will not be China’s. Nor will it be Africa’s. It will be a global century, where many different parts of the world will do well. This new world order should offer more economic comfort and hope across the globe.


The outcome is likely to be win-win for the West and for the East: a multipolar world with a number of key economic players, and the end result being a bigger global economic cake.







* Research from the Brookings Institute shows the global middle class rising from 1.8 billion in 2009 to 3.2 billion in 2020 and 4.9 billion by 2030.
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Stopped clocks don’t help you tell the time





It’s often been said that everyone who was alive at the time could remember where they were when President Kennedy was shot, or when man first walked on the moon. Over the decades since there have been other momentous events, such as the fall of the Soviet Union, the opening up of China, and the Arab Spring. Who can forget where they were when the Berlin Wall was brought down or when the horrific terrorist events of 9/11 occurred? There have been other occasions that have caught media attention, such as the release of Nelson Mandela, or Live Aid in the mid-1980s, when huge concerts in London and Philadelphia focused attention on hunger in Africa, or the Boxing Day tsunami of 2004. And there have been moments that promised change, such as the election of Margaret Thatcher in Britain in May 1979 or President Obama’s first presidential election victory in 2008.


In economics, such earth-shattering events are not so common. But they do occur. September 2008 is one example. A badly run investment bank, Lehman Brothers, went bust, and there was a meltdown across parts of the financial sector. It was the financial crisis and it led to pain and panic as the world economy virtually ground to a halt. In years to come, people might well recall how the 2008 crisis started to unfold.


The 2008 financial crisis is pivotal in many ways. It raised questions about the role of the financial sector, about economic policy, and also inequality and future growth prospects in Western economies. Is strong future growth sustainable? It might also be seen in years to come as the turning point in the shift in economic power from the West to the East. To understand this shift, we need to examine the way in which we look at the world economy. One way has been to compare countries, for instance the performance of the US compared with that of Japan, or Indonesia’s against Brazil’s. Increasingly, though, individual economies are being grouped together – but what these groupings are, or should be, is far from straightforward.


The Western economies are often called the ‘advanced’ or ‘industrial’ countries. These include North America, Western Europe, Japan and Australia. Countries in other parts of the world are split into emerging economies, which are moving away from rural growth and are industrialising, and the poorer, least-developed countries or LDCs, which struggle to mobilise the resources for industrialisation or higher sustained growth to take place.


The term ‘emerging economy’ has been around since the early 1980s and for a while it worked well as a description. But now, to many, it seems out of date and misleading. Who can seriously call Singapore an emerging economy, when it has one of the highest living standards in the world? Or even Chile? Santiago feels much like Geneva: it is clean, safe and efficient. The problem is that the term ‘emerging market’ is not applied only to those economies that fit the definition but too often is used haphazardly for any or all countries outside Western Europe, North America and Japan. There is a tendency, for simplicity, to continue to differentiate between countries in terms of West versus East.


The classifications of countries are far from clear. The term ‘BRIC’ or ‘BRICS’ has become more common, coined by the economist Jim O’Neill to mean Brazil, Russia, India and China, the four largest emerging economies, with South Africa now sometimes added. There are different variations on this, with other acronyms, or talk of the ‘growth economies’.


One alternative is to refer to countries simply by region, especially as there might be a trend towards addressing issues on a regional basis. Geographical division is less likely to cause offence and it is easier for most people to understand. Flexibility is needed in the way countries are referred to. This is borne out by the way different countries across the globe view and have responded to the crisis. In New York, London and Berlin there is talk of the financial crisis. In Dubai, Mumbai and Shanghai it is referred to as a Western financial crisis, not a global one. The difference is not just in language, but also in action and performance.


Democracy brings accountability, not responsibility


One of the exciting aspects of the coming decades will be how economic systems across the world change. The combination of new social media, improved communication and technology, and an increasingly knowledge-driven economy should make us aware of best economic practice throughout the world, raising questions as to why some countries perform better than others. The post-war era saw extreme contrasts between repressive and open political regimes, pursuing vastly different economic models. The West’s free-market system won out, but 2008 and the political reaction to it has raised legitimate questions about how that system operates. Does democracy bring accountability but not responsibility as vested-interest groups protect their domains, and as politicians take short-term approaches to seek re-election?


Increasing inequality of income in many Western economies, both before the crisis and since, has sparked concern about social cohesion. Often it can take a long time for economic problems to be addressed, and even when the right economic policies are in place it can take some time for positive results to be seen. Unfortunately both the public and politicians tend to be impatient for immediate solutions, but tackling the underlying economic issue, rather than finding a short-term answer, will always produce the best outcome.


In economic terms, the market mechanism usually works best. However, the public sector has a vital role to play in creating the right enabling environment, giving people and firms the opportunity to succeed. A number of successful economies are showing the role the state can play, both in strategic planning and in longer-term investment and infrastructure decisions. Singapore is a good example. At a global level, countries will not only be competing against one another, but will also find room for co-operation in their economic approaches, as many of them will be facing similar challenges.


Modern economics


Before we can understand the financial crisis and the new path it has led us down, we need to understand something of our economic history. To get a feel for now, it is necessary to look back. Modern economic history began towards the end of the eighteenth century. Its founding father, Adam Smith (1723–1790), lived in Scotland during the Scottish Enlightenment, and there is a statue of him today on the Royal Mile in Edinburgh. His two seminal works were The Theory of Moral Sentiments (published in 1759) and The Wealth of Nations (1776), the first modern economics book. Although one of the greatest thinkers of the time and the founder of economics, he was not eligible to vote in British elections as he did not own enough land.


It is hard to imagine that Smith, influential thinker as he was, in what was seen as enlightened times, did not have the right to vote. In the UK it was not until 1918 that the Representation of the People Act allowed men over twenty-one and women over thirty to vote, and women to become members of parliament. By 1928 anyone over twenty-one could vote, and the age was lowered to eighteen only in 1969. This should remind us how many of the things we take for granted in the West are quite recent and that it might be premature for us to pass judgement on other economies that are going through change now. Many economic activities, particularly those facilitated by now familiar technology, are likewise relatively new developments.


The end of the eighteenth century saw continuous change. It was the early stages of an industrial revolution that transformed Britain into the economic power of the day. It was also a period of great turmoil across Europe and elsewhere. Indeed, 1789 saw the French Revolution and George Washington elected as the first US president.


The opening lines of A Tale of Two Cities by Charles Dickens, written in 1859 and describing London and Paris in the wake of the French Revolution, also captures, to my mind, the mood not only of then but of the years following the recent financial crisis:




It was the best of times, it was the worst of times, it was the age of wisdom, it was the age of foolishness, it was the epoch of belief, it was the epoch of incredulity, it was the season of Light, it was the season of Darkness, it was the spring of hope, it was the winter of despair, we had everything before us, we had nothing before us, we were all going direct to Heaven, we were all going direct the other way.





There are many such contrasts now, reminding us that what might appear new and unprecedented may have been experienced before.


Three major periods of modern history are relevant to our current situation. The first is the era described in A Tale of Two Cities: that of the first industrial revolution, usually referred to as the industrial revolution. It is relevant now not just because of the contrasts of that time but also because current technological advance might be a prelude to a new industrial revolution. I shall also consider the second industrial revolution at the end of the nineteenth century and the beginning of the twentieth, and the post-war ‘golden era’ of the mid- and late twentieth century.



The first industrial revolution


The first industrial revolution began in the UK around 1780 and lasted about seventy years until the middle of the nineteenth century. As now, it was a period of huge change: the pace of development seemed far in excess of expectation, and it triggered other changes, both in Britain and overseas. It ushered in many transformational developments, across a multitude of areas: new ideas, new innovation and new technology. A new way of living and of doing things. Britain led this revolution, benefiting from ample cheap energy in the form of coal and, just as importantly, from an age of reason in which ideas were freely exchanged.


Communication was also key in the transformations seen in the nineteenth century and has always played a vital role in economic development. The 1830s and 1840s saw what was called ‘accelerated connection’, with a great reduction in the speed and cost of transportation. The electric telegraph was invented in the 1830s, and by the 1850s there were attempts to connect the US and the UK, which after a few setbacks eventually led, in 1865, to Brunel’s steamship SS Great Eastern laying the cable along the ocean bed, from Valentia in the west of Ireland to Heart’s Content in Newfoundland. The first transatlantic phone call was made between Queen Victoria and President Buchanan in August 1858. In the foreign-exchange markets, the sterling–dollar exchange rate is still referred to by traders as ‘cable’ in reference to this Atlantic line. With communication today better than ever before, the future now looks bright in terms of the exchange of ideas and knowledge, and the speed of doing business.


The decline in transport costs also helped usher in mass migration, as Europe provided cheap labour for the new world of the Americas. Then transport was important for trade and migration; now it is both the speed and openness of communication that matter for trade and ideas. Information is exchanged and accessed more widely and quickly than ever before. Globalisation has also now increased the available labour force, of both skilled and unskilled (and therefore cheap) labour.


When the current problems with debt levels are considered, it is interesting to note that in Victorian Britain, as it was benefiting from economic growth, the idea was to keep politics out of economics in order to avoid short-term solutions that could lead to longer-term difficulties. From the 1840s to the 1860s the British political leaders Robert Peel and William Gladstone had the idea of an impartial state kept above competing economic interests. They implemented the balanced-budget convention that spending had to be matched by tax increases. They established the gold standard, which allowed the Bank of England operational independence, as sterling was fixed to a specific price in gold. Another idea was free trade, so that no group of producers could argue for political favour. While we might not want to adopt each of these policies in precisely the same form now, the underlying aim was a sensible one. I tend to the view that good economics is good politics, not the other way round, and solid economic rules mattered in the nineteenth century, as they should today. The lesson for today is to pursue sensible policies in the good times to provide both stability and the flexibility to cope with shocks in the bad times, and at the same time to ensure that the right institutions are in place.


The combination of the gold standard and free trade was seen as necessary to keep the UK competitive both at home and in international markets. When one also considers the philanthropy that was common at the time and the investment in infrastructure that was led by the private sector, it is clear that there is much that many countries, not just the present-day UK, could learn from the Victorians. Success breeds success, and others copied nineteenth-century Britain. It is important to bear that in mind now, particularly given the extent and speed of communication and transport links.


Perhaps we should think nowadays about having technocrats and experts, rather than politicians, running fiscal, infrastructure and trade policy, as they are able to think long-term. After all, much of monetary policy is already in the hands of specialists, although it is important for institutions to be accountable in a way that does not undermine their independence. There is a benefit in having experts in charge of specialised areas; politicians can lack expertise and be too focused on the short term.


This whole period in Europe was still a tough one. Again this is a lesson for today, as it should remind us that not all economies need to do well at the same time, as those with a competitive edge can gain an advantage over others, before they catch up. A slump in 1841–2 was followed by the ‘Hungry Forties’ in Europe, which foreshadowed the writing of the Communist Manifesto in 1848 by Karl Marx and Friedrich Engels, and there was continuing upheaval elsewhere. However, the strong growth that was to follow later in the nineteenth century, linked to the rise of America, Germany and Russia, could also hold lessons for us now.


The second industrial revolution


The second relevant period is 1870–1914: the second industrial revolution. This was the time when economic leadership started to pass from the UK to the US. The main driving force for the world economy then was the emergence of the US as an economic superpower. It went from being the fourth-largest to the largest economy in the world, and from accounting for 9 per cent of the global economy to 19 per cent.


Industrialisation and urbanisation were two of the key features of the US then, just as they are in China now. The US accounted for over a quarter of global growth during that time. That period also saw the adaptation and wider use of technologies from the original industrial revolution. As previously, there were other drivers, including technological innovation and improved communication. The world economy grew by an average 2.8 per cent per annum in real terms, adjusted for inflation – a significant pick-up from 1.8 per cent in the early part of the nineteenth century. But it is worth noting that industrialisation was also accompanied by protectionism for domestic industries against established industrial powers, something evident in China and East Asia at the present time.


It wasn’t just America that did well. Other economies saw strong growth too. Russia was one; Germany another. Electrification benefited both the Russian and German economies, just as steam had powered the UK’s rise a century earlier.


Roger Owen’s analysis of how the eastern Mediterranean was affected at this time demonstrates how communication allowed economic progress to spread to many new regions:




One index is the coming of telegraph lines to Salonika, Istanbul, Beirut and Alexandria, which not only further increased the speed of communication, but also permitted the eastern Mediterranean to participate in the real-time commodity markets for cottons, cereals and other primary products in Liverpool, Hamburg, London and New York.





Communication brought many benefits and increased trade; for instance, Egypt’s trade increased in value by 200 per cent during this period. When growth happens and trade flourishes, many regions can benefit, as was seen then, and as will be evident now and in coming decades.


When it comes to periods of rapid growth, the challenge is how to sustain them. ‘The trend is my friend’ is a common belief in financial markets: those early to a trend can profit from it. Yet it can be seen to be a trend only after it has gone on for a while. Trends can reverse, and also they can trigger overconfidence. This was seen in the later part of the nineteenth century and is a salutary lesson for today.


Although growth was high in the second half of the nineteenth century, it was not a case of growth only ever moving upward. There was volatility, linked to credit cycles, bank failures and overinvestment. There was also excessive exuberance in many places, including London and Latin America.


America was not the only country seen as an attractive investment at the end of the nineteenth century. Surprising as it seems, one of the many debates in the City of London, then the centre of global finance, was which emerging country – Argentina or America – offered the better potential? Nowadays, when one considers the debate that sets the potential of India against the potential of China, one might ask which is the modern-day version of Argentina, and which America? If both economies learn the lessons of the past, it will be possible for both to prosper and succeed as America has done. If anywhere today is the modern-day version of the Argentina of the nineteenth century, it is the continent of Africa, with its agriculture and raw materials. Yet Africa, too, can learn from the past and avoid the mistakes Argentina made.


Argentina suffered a major financial crisis towards the end of the nineteenth century and has suffered repeated crises since. Initially, it was the result of the overexuberance that can arise when international investors become enthusiastic about a country and demand a slice of the action straight away. It was this that was to lead to the near-collapse of the City of London’s oldest merchant bank, Barings. (This was the first Barings crisis; the second, 105 years later in 1995, saw the bank collapse as a result of the ‘rogue trader’ Nick Leeson.)


Latin America suffered in the world debt crisis of 1873, which marked a year of panic in financial markets across the globe. The trigger was the collapse of the Vienna stock market in May that year. That ushered in a period of economic difficulty for the global economy and even a short depression in the US. As for Argentina, by the early 1880s its recovery under president and war hero Julio Roca led to Buenos Aires being described as the ‘Paris of South America’, and investors bought into the Argentine story. Visiting Buenos Aires today still inspires a certain awe; how it must have felt then can only be imagined.


However, Argentina was borrowing too much and in foreign currency – an important lesson for countries today to take to heart and avoid. Foreign-currency borrowing is always a risk. Argentina had a current-account deficit of 20 per cent of its gross domestic product (GDP), an unsustainable situation reflecting the need for an unprecedented scale of capital inflows into the country to fund it. New debt was issued, inflation soared, the currency fell, and international investors dumped the bonds. Argentina defaulted on £48 million, representing 60 per cent of the world’s defaulted debt at that time. By November 1890 the Bank of England was pooling its resources with those of the Russian central bank and British financial institutions in order to save Barings, one of the biggest names in the City of London. Even then, events on one side of the world could have a global fallout.


Argentina was endowed with great natural resources, but to succeed countries need more than raw materials. That is as important a lesson for nowadays and for the future as it has been in the past. Governance was Argentina’s downfall. It did not make the right policy decisions. While Argentina failed, the US succeeded. Alan Beattie, in his book False Economy, points out that the US was democratic, with smaller family-farm holdings, whereas Argentina had a powerful landowning class. The US also saw larger, more skilled and earlier immigrant inflows from Europe.


The danger of running large current-account deficits – in which a country has to borrow from foreigners to fund itself – is also an important one for today. Countries with large deficits are more vulnerable to changes in both sentiment and economic conditions, being dependent on foreign-capital inflows. Such large deficits are often a good early-warning sign of problems to come, unless the deficit is corrected.


Because the US has been such a gas-guzzling economy in recent years, how rich it is in natural resources is often overlooked. Back in the nineteenth century, strong US growth was helped by its abundance in resources, and this played a major part in helping it overtake the UK, which was not so fortunate. Today, America’s move back towards energy self-sufficiency because of shale gas is an encouraging sign – as long as it can be sustained. It will lower America’s import bill and could allow it access to cheaper energy.


Countries need to play not only to their strengths – during this period America had plenty of land, cheap energy and lots of cheap workers – but they need to take advantage of other areas too. The railroad and transport services also had a big influence on the opening up of the US. New firms, new industry, a construction boom and the need for finance encouraged financial innovation. The economic thinker Anthony Seldon has pointed out that it was the refinement of property rights in the nineteenth century that was probably more important than technological advances in helping capitalism realise its full potential. Although it is hard to quantify each of the contributing factors, the combined positive effect was all too evident. When an economy takes off there are many contributing causes; it is never driven by just one factor.


The post-war golden era


The next period relevant to an understanding of the present situation is the three decades following the devastation of the Second World War. The years 1945–73 saw the strongest pace of global growth the world has ever seen. Its initial phase was slow and might not have seemed golden to those living through it, but it gathered momentum and culminated in a two-year boom in 1972–3, before the onset of the energy crisis.


During this time, the world economy averaged growth of around 5 per cent per annum in real terms, over and above inflation. There was also the emergence of a new economic power. Like the US economy at the end of the nineteenth century and China today, Japan’s economy saw vast change, growing elevenfold in real terms, reaching 9 per cent of the world economy.


It was not just Japan; West Germany boomed too. The Asian Tigers – Singapore, Hong Kong, South Korea and Taiwan – also enjoyed an economic emergence during this period. They were helped by the industrial policies of their governments. The story of South Korea is particularly impressive. During the 1950s South Korea’s economy was on a par with that of a mid-sized African economy. It enjoyed an economic transformation based on increased investment and growth that saw it become the world’s twelfth-largest economy a few years ago, although it has slipped slightly since.


Just as we saw multiple factors at the end of the nineteenth century, there were many influences at work in the 1945–73 period. One factor was the growth of consumer-durable markets in the West, as the baby-boom generation emerged in the US. There was also a post-Second World War rebound. The best example of this was the Wirtschaftswunder, the economic miracle in Germany in the 1950s that saw the emergence of West Germany, which for a while even became the world’s second-largest economy, until it was overtaken by Japan in the late 1960s. The post-war Marshall Plan played a major part, with the US providing loans and assistance. This included the replacement of the Reichsmark with the Deutsche Mark in 1948, which helped curb inflation. Germany also benefited from the combination of cheap and skilled labour. However, during this halcyon period, the seeds were already being sown for some of today’s challenges as Europe granted itself a welfare system that is already unsustainable in its present form.


Japan also has a remarkable story in the post-war period. It had no Marshall Plan to benefit from. Instead it suffered under the Dodge Plan, a stabilisation scheme that squeezed the economy hard. Whereas the Americans feared communism in Europe and wanted to help West Germany, they had no such political interest in Japan. Fate dealt Japan a good hand when, on 25 June 1950, North Korea crossed the 38th parallel. The ensuing Korean War revitalised Japan and set it on the road to recovery. But there was a long way to go. By 1955, with a population half that of the US, its economy was around only one-twentieth the size. Yet by 1968 Japan was displacing West Germany as the world’s second-biggest economy. In some years Japanese savings reached around 40 per cent, and the virtuous cycle was apparent: the more you save, the faster your income can grow. It was a high-savings, high-investment model, focused on manufacturing and export success. Economies that are not rich in natural resources need investment, innovation or creativity in order to grow.


The golden period ended with the first oil shock. Following the Yom Kippur War of October 1973, oil prices soared, and for most of January, February and March 1974 Britain had a three-day week. Factories were guaranteed energy for only three consecutive days each week and so shut for the rest of the time. It is ironic that they produced as much in three days as they used to in five. I remember this time well, with the power cuts that were then common, and as one of our two school buildings depended on coal it had to shut and we went to school only one day a week for about seven weeks. That period illustrated both the importance of energy and of economies being able to withstand shocks.


So, what can we learn today from the economic lessons of the last two hundred years? What stands out is the fundamental need to create an enabling environment in which ideas and trade will flow and business will invest. For this to happen, we must embrace change, and be prepared for it.


Some say we are about to live through the fifth industrial revolution. Although not everyone agrees on the other four, I would say they were: first, the birth of industry followed by the age of steam and railways in Britain; second, the electrification, along with steel and heavy engineering, seen in the US and parts of Europe in the late nineteenth century; third, the period of mass consumption in the twentieth century, embracing oil, autos, and also the emergence of petrochemicals and plastics; and, fourth, the technology and telecommunication revolution of the last quarter-century.


Professor Nick Stern claims we are about to have a fifth industrial revolution centred on green technology – the clean-tech and biotech revolution – while Peter Marsh writes of a fifth revolution based on the ability to carry out high-quality manufacturing in smaller units across the globe. 3D printing is a reflection of this. Advances are being made in other areas, such as genomics, artificial intelligence, robotics, nanotechnology, connectivity and even in addressing problems such as how we deal with waste. What we have seen in the past should give us confidence about the future.


Divided and disconnected: policy dilemmas


In recent years, economic divisions have become apparent. Some economies have grown strongly. Among the major economies, it is China that has been the star performer, overcoming the hit it suffered to exports and confidence following the financial crisis. In contrast, some major Western economies have seen little or no growth. The US economy was already slowing down before the crisis, and then suffered its longest and deepest recession since the 1930s depression, with house prices falling, unemployment rising and deleveraging as debt was repaid, until policy stimulus contributed to a modest rebound, which now looks set to gather momentum. Europe has suffered worse, particularly at the periphery of the eurozone – Portugal, Ireland, Italy, Greece and Spain – as well the UK. All had high debt, but the periphery had little room for policy response. The UK also suffered from having a financial sector that was one of the biggest in the world in relation to the size of the domestic economy. Ireland, Switzerland, Cyprus and Luxembourg also had financial sectors that were huge in relation to their economic size, and hence found it difficult to cope with the fallout.


Finance is a global industry; many of the large national financial sectors were established ahead of the competition and found it easier to grow, often helped by a combination of low tax and light regulation. The crisis showed the downside of having a poorly regulated global industry based in your country. In the words of the Bank of England governor Mervyn King, banks were ‘international in life but national in death’, with clearing up the mess having to be paid for by domestic taxpayers.


Although the 2008 crisis was financial, much of the post-crisis focus has been on debt, particularly in the West. While high public debt is a concern, the problems are far from insurmountable. The UK is a useful example, as its national data is reliable and goes back a long way. The UK’s national debt began in 1692 and has had some big highs – usually associated with the financing of wars. Measured in relation to the size of the economy – as a proportion of GDP – it peaked around 260 per cent of GDP in 1818–21, shortly after the Napoleonic wars. In the wake of the First World War it reached 135 per cent in 1919, rising to 182 per cent in 1923. It peaked again after the Second World War, reaching 237 per cent in 1946–7. Although the current level of UK national debt sounds high, around 80 per cent of GDP, it is relatively low by historical standards and so we need not panic. Admittedly, it is the highest level in peacetime, and what this should tell us is that in the good economic years governments became too wasteful. A similar pattern has been seen in many Western economies. In the boom years, a number of these also saw rising levels of personal and corporate debt, compounding the problem. Although fiscal policy has been tight in many Western economies, public debt levels have risen as tax revenues have suffered and automatic stabilisers have kicked in. The best way to make inroads into a debt mountain is stronger economic growth. Debt should be looked at in relation to GDP to keep it in perspective.


For the five years after the crisis, Western economies have suffered from a lack of demand, lending and confidence, holding back recovery. During 2013 this was starting to change. Normally economies grow at their trend rates, which can be sustained without running into inflation or trade problems. If economies grow below their trend rate for any prolonged time this results in spare capacity and unemployment. Even allowing for the likelihood that trend growth rates might have been overstated before the crisis, the US, the UK and Europe have been below trend for a long while and so have considerable upside potential in the next few years.


Traditionally when an economy suffers a setback it can rebound quickly, like an elastic band. When the crisis hit, people discussed what type of recovery it would be in alphabetical terms. Would it be a ‘V-shaped’ recovery, where the downward leg of the V is the impact of the crisis, which reduces spending power and output, and is then followed by the upward leg of the V where the economy recovers quickly? Or would it be more subdued, like a U, representing a slower pace of recovery? Or even an L, where after the collapse in output there is no immediate recovery and things just stabilise? Or, as the successful businessman Martin Sorrell asked at the World Economic Forum annual meeting in Davos in 2010, would it be an LUV recovery, L in Europe, U in the US and V in China? In the years before the 2008 financial crisis the world economy boomed. People were led to believe the good times would last for ever and few had reason to think otherwise. In the US people spoke of ‘the Great Moderation’, referring to the decline in volatility of both output and inflation. In Europe, because of the euro, investors regarded economies such as Spain and Ireland as being as safe as Germany but offering better returns. And if one believed that, why wouldn’t one invest there? In the UK, meanwhile, Chancellor Gordon Brown said his policies had abolished boom and bust. He was only half right.


Even if Lehman Brothers had not collapsed, another event would probably have triggered a crisis; it was waiting to happen. Perhaps the lesson of the crisis is that if something hasn’t happened yet, it is more likely, not less likely, to occur. When things get out of touch with reality they have to correct eventually, as in the case of the cartoon character Wile E. Coyote. He would run off the edge of a cliff and keep running on thin air until he looked down, saw there was nothing there, and fell to earth. Before the crisis, parts of the financial sector were like that, defying gravity. At some stage a fall to earth was inevitable.


By 2007, the year before the crisis, the warning signs were there, but few noticed. Between 1995 and 2004 the world economy grew at an average rate of 3.6 per cent per annum in real terms – a healthy but not exceptional rate of growth. Then, in the three years 2005 to 2007, global growth soared, averaging 5 per cent per year. Yet the danger signals were already evident: as debt levels rose, credit was widely available and the US economy was already losing momentum. Financial markets had almost given up pricing for risk, with investors, borrowers, even analysts looking only at the upside, not the downside – looking at what would happen if things went well, without taking on board the risks.


A year later, by 2008, we were closer than ever to the edge of the cliff but few were driving more safely. Global growth slowed to 3 per cent in 2008, but in the last three months of that year, as the crisis hit, it was as if the wheels had fallen off, as the world economy ground to a halt. There was a collapse in world trade, as demand plummeted. Financial markets, as is their norm, went from one extreme to the other: one minute they believed the good times would last for ever and the next the end of the world was nigh. In the West, companies found it hard to access finance, and confidence slumped. The net effect was that the innocent suffered along with the guilty – the innocent being countries, largely from the emerging world, that had not engaged in the financial excess and mismanagement that had led to the crisis. They were hit hard, just like the countries that had got many things wrong. The innocent also included taxpayers in many Western economies.


To put this in perspective, a rate of growth for the world economy above 4 per cent is strong and below 3 per cent is seen as weak. In the West the economy would have to contract, and GDP ‘growth’ be below zero for a recession. In India, in contrast, growth below 5 per cent would feel like a recession as it would not keep up with population growth, and in Africa that figure would be around 2.5 per cent.


The year 2009 saw a global recession where the world economy actually shrank, declining 0.6 per cent. That fall was the first contraction in global GDP since the Second World War. It was dramatic. Little surprise that some thought of the crisis as an economic war that necessitated an aggressive response, as governments spent money and interest rates were reduced. Thankfully, for many economies the damage caused to growth, although significant, proved temporary. Trade and global growth recovered, driven by the East, but the West languished.


In 2010 the world economy rebounded strongly, like the V shape mentioned above, growing 5.3 per cent in real terms. This was explained by strong growth across regions such as Asia, Africa, the Middle East and Latin America, and by the impact of big policy stimulus in the West, which was the economic equivalent of throwing everything including the kitchen sink at the problem. But throwing the kitchen sink can also leave a mess to be cleared up and that is part of the problem now. What was thrown was more government money across the globe, lower interest rates, particularly in the West, and ample liquidity in the form of central banks using their balance sheets – often referred to as ‘printing money’.


While this was happening politicians and policymakers were already conscious of how it might be cleared up – there was talk of eventual ‘exit strategies’ from low interest rates and the need to co-ordinate policies in later years. It is challenging to co-ordinate policies in recoveries, as economies rebound at different speeds and times. Indeed, talk of the US Federal Reserve turning the tap off by not pumping in more money caused major financial turbulence in the summer of 2013 and in early 2014, even though an increase in interest rates was still some time off. This episode showed how vulnerable economies could be when interest rates do start to rise, and reinforces the case for exit strategies from low interest rates to be thought through carefully to minimise the economic fallout. It also highlighted how interconnected the global economy and financial system is.


Cynics observed that it was low interest rates, too much money and high debt that had got us into this worldwide mess, and now the solution prescribed was lower rates, more money and higher debt. Little wonder the policy was not universally welcome. The Bank of England governor Mervyn King later referred to this as a ‘policy paradox’, whereby the steps that had to be taken in the short term might not be those required in the longer term. That is the worry about some of the present policies in some Western countries.


As monetary policy has acted as the shock absorber in Western economies, the pressure has remained on central banks to keep interest rates as low as possible for as long as possible, the fear being that economies might be too fragile to cope with the shock of rising rates. As growth recovers and balance sheets are repaired, interest rates in the West will eventually be able to rise, gradually returning to normal, as economic growth recovers. Meanwhile, across emerging economies the imperative is for policy to be driven by domestic needs, not overly influenced by the West, and to keep inflation in check.


The period from 2011 to 2013 has seen a steadier pace of global growth, as policy stimulus in the West started to wear off and as high food and energy prices curbed growth across the emerging world. Growth was 3.9 per cent in 2011, 3.2 per cent in 2012 and around 3 per cent in 2013. Now things are starting to turn around and growth prospects should improve.


During 2013 Christine Lagarde, managing director of the International Monetary Fund (IMF), talked about a three-speed world: the developing and emerging economies were in the fast lane and although they were slowing they were still travelling at a faster speed than the rest; the US was recovering and gathering momentum; while Europe was stuck in the slow lane. In the future it is more likely to be a multi-speed world, with economies moving forward at different speeds, heavily influenced by a combination of domestic, regional and global factors.


Clearly the numbers matter, but I think it is sometimes more important to understand the story of what is happening, in order to put things in context. In 2008, after the US election, President Obama’s chief of staff, Rahm Emanuel, talked of the need not to waste a good crisis. He was referring to the US, but many other countries – perhaps not enough of them – took him at his word and implemented reform.


Some countries took advantage of the last few years to pursue change and make progress. The Philippines, for instance, became a darling of the financial markets as it got to grips with its debt problem and ran its economy well. Two other countries that have done far better than expected this century are Brazil and Indonesia. Despite their positive underlying story even these economies have not been immune to setbacks and swings in sentiment over the last year, linked to worries about higher interest rates at home, tighter US monetary policy and tougher credit conditions globally.


Indeed, the beginning of 2014 saw the currencies and financial markets of five emerging markets suffer. These were nicknamed the ‘fragile five’ at the time: India, Indonesia, Brazil, Turkey and South Africa. Despite sound future prospects, this highlighted the vulnerability of economies with current-account deficits to a deterioration in international investor sentiment towards them. This should highlight that economies do not follow straight-line paths, and many emerging economies still have a need for further economic reform.


Vast differences also exist within countries, more evident in larger economies. India is one example, where there is a big contrast between the export-oriented, English-speaking west and south, versus the rural, less globalised north and east. In most countries there are huge differences between city and rural areas. This poses policy challenges, as well as reflecting differences in both economic performance and voting patterns.


Within a number of countries there appears to be polarisation of political ideas and economic attitudes. For instance, over the last decade Thailand has periodically seen battles between the red-shirt supporters of the previous leader Thaksin Shinawatra, mainly from the countryside, and the yellow-shirts, largely from the capital Bangkok.


Even in the US there has been a polarisation, reflected in the 2012 presidential election. When President Carter won in 1976, twenty of the fifty states were decided by less than 5 per cent of the vote, reflecting how similar many states were. In the last election only four states were that close, and twenty-seven out of fifty saw a victory margin of more than 15 per cent.


While there may be one particular moment that grabs people’s attention, often developments unfold over months and years. Overnight sensations in any field – music, comedy, theatre – are usually years in the making. That certainly is the case with economic change, and that is what is happening now. The balance of economic power is shifting, but in a far more complex and less threatening way than is currently understood.


32, 62, 72


Three numbers explain part of this important story: 32, 62 and 72. These are the size of the world economy in trillions of dollars: $32 trillion at the beginning of this century, $62 trillion at the start of the financial crisis and $72 trillion by the end of 2012, shortly before I began writing this book. These figures are in unadjusted nominal terms, so some of the rise is inflation, but the vast bulk is real growth, driven increasingly by different regions. Now, at publication, the figure is near $75 trillion, having reached $74 trillion at the end of 2013. Incredibly, despite the biggest financial crisis since the 1930s, and the first contraction in output since the Second World War, the global economic cake has grown.


Consider income per head. In the years immediately after the financial crisis – between 2008 and 2012 – a quarter of economies saw living standards fall in real terms. Hardly surprisingly, this included a number across Europe, such as the UK, Cyprus, Greece, Iceland, Italy and Spain, and also a group of smaller Caribbean economies. Since Europe is a bigger economy than the US, this goes some way to explain present pessimism. But before the crisis I was both pessimistic and critical of the structure of some Western economies, particularly the US and the UK, which I felt were saving too little and not investing enough. These structural problems persist and, alongside painful adjustment in the eurozone, have prompted a fear of ‘secular stagnation’ of little growth in the West and a lost decade, or two, just as Japan has suffered. I understand where such thinking in the US and Europe comes from, given the lack of demand and weakness in recent years. But it reflects a status-quo bias in much of economic thinking, where there is too often a tendency to expect what is happening now to continue in the future. We saw it before the crisis, when boom times were expected to continue in the West, and we see it now. It ignores much of what is happening across the globe, including the likelihood of continued innovation and creativity.


Perhaps what is remarkable is that three-quarters of economies globally saw their living standards stay the same or improve over the difficult key economic period between 2008 and 2012. Since then there has been further improvement. How has it happened? Part of the answer might be that economies have an innate ability to bounce back. Policies have helped, although for some issues the can has been kicked down the road, with problems delayed, not solved. Yet a big part of the answer is that economies outside the West have grown stronger, become bigger and now matter more on the global stage. This can only auger well for future global growth, particularly as economies in the West recover ground lost during the recession and make up for lost time.


The severity of the financial crisis posed serious questions about the unbalanced nature of global growth before the crisis and of growth within a number of Western economies. It also highlighted the need for many economies in Asia, Africa and elsewhere to move away from relying on the unsustainable situation of exporting goods to Western consumers up to their eyeballs in debt. In the future we should expect to see more engines of growth, both across and within economies.


Drawing the right lessons is key. For instance, it is not that debt is bad. That is like saying drink is bad: it means nothing. Too much debt is clearly bad and potentially ruinous, yet the right amount of debt for the right reasons is understandable: for example, borrowing against future income to buy a house; raising finance to start a family-run business; or, at the country level, borrowing at cheap long-term interest rates to build homes and roads. But what should be clear after the Western crisis is that the financial sector should be there to serve the needs of people and business, not to create fancy products. The good news is that large parts of the financial industry do serve economic needs, but the crisis showed that some significant parts did not. The crisis also highlighted other questions about disparities within countries. But perhaps one important lesson to come out of the crisis was that we should not assume the consensus is always right and, as a result, should be prepared for both surprises and shocks ahead.


In the US, the UK and Europe there were many lessons from 2008 and some have yet to be addressed fully. But over the last year signs of progress are evident, not least in the near-term challenge in many Western economies of generating a much needed rebound in demand.


The interconnections of the world economy have become more evident. Before the crisis, there was a heated debate among investors, policymakers and economists as to whether emerging economies were ‘decoupled’ or not – whether their growth was no longer dependent on what happened in the West.


The crisis showed that countries across the emerging world were not decoupled from one another, because of trade and financial ties. Emerging markets were hit hard for a short while, but the damage was short-lived. Perhaps, more importantly, it showed they were resilient and able to cope as they were less exposed to financial-sector problems and also, because their economies had been run well, they had more room for policy manoeuvre. Emerging economies held two-thirds of global foreign-exchange reserves, as opposed to one-third a decade earlier. Debt levels were also lower.


In coming years, economies across Latin America, Africa, the Middle East and Asia that previously would have focused on exports might prove to be better diversified with twin engines of growth: exports and domestic demand. Those economies might remain not decoupled but move from being better insulated to being better diversified and thus more resilient in the face of future shocks.


Made in China and bought by China


The three key words that define the century so far are ‘made in China’, as the country experiences its own industrial revolution. The three words that will probably define the next decade are ‘bought by China’ as it, like some other economies, goes on a buying spree to move up the value curve – moving away from brawn to brain, from producing cheap things to ones based on quality and expertise, and acquiring intellectual property and brands, to help speed up its pace of development. The three key words in the decade after this are likely to be ‘paid in renminbi’ as the Chinese currency becomes more powerful.


China’s scale captures the imagination but this is not simply a story about China; far from it. Think of all the other countries that we have bought or listened to or watched something from. It is an indication of how things are changing. If the world can grow despite the economic turmoil seen in the US and Europe in recent years, imagine what will happen when the legacy issues of the crisis are solved – as they will be. How much will the world grow then?


In the financial markets I was one of a few economists who were talking about the new world order and the shift in the balance of power from the West to the East over a decade ago. The idea of a shift is now widely accepted but there are a number of ideas within the present debate that have become generally accepted but that are likely to prove wrong.


This shift in economic power does not mean that it is all doom and gloom for the West, or anything like it. The US and other Western countries should prosper if they position themselves wisely. Many Western firms have done well exporting to Asia or investing in Africa. Germany is a manufacturing powerhouse and it will benefit from the infrastructure boom and expenditure on capital goods across the globe. The UK, in contrast, should benefit more in the future from exporting financial, business, professional and legal services. The East is set to produce more; the West is likely to innovate more.


While the outlook across emerging economies is good, it does not mean the path ahead will be straight. There will be some significant and inevitable setbacks along the way. However, these setbacks should not be misinterpreted as failure. They are to be expected as these economies become more global and are subject to business cycles.


But those who are critical of many emerging economies, such as China, are like stopped clocks, always saying the same thing. These cautious and pessimistic voices should not be ignored – I shall address them later – but they should be kept in perspective. Stopped clocks might be right twice a day, but they are useless at telling the time.


The essential message is that the outlook is a positive one for the world economy. That does not mean that we should expect everything to go up all the time. The reality is far more complex, which makes the outlook more interesting. Some of the situations in the story have occurred before. The difference now is in the magnitude of the change. We are observing a radical shift in the global economy.


As a result of the crisis, Western politicians have lost the moral economic authority to tell the rest of the world what to do. This might encourage a more healthy view of how the world should proceed – this time driven by domestic and regional needs.


I shall now turn to the key influences on the world economy, the major drivers of global growth, and their likely future developments. For many people, the economic future will not be solely about achieving growth but about how the fruits of success are distributed between and within countries.
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Superman drives the world economy





Imagine being able to look at the world economy from 36,000 feet, from an aeroplane window. It would look very different. Or imagine being able to see the shifts in the earth’s tectonic plates.


If you were to gather a group of economists together, they would be unlikely to agree on the key drivers of the world economy’s tectonic plates. This is unsurprising, as there are so many influences to choose from. However, there should be no argument about the first: China. Its global impact is already apparent but how much bigger can it become? Or will it just burn itself out as, after all, there is a fashion in economics as there is in everything else?


Think about the economies that have suddenly soared into our vision, like shooting stars, grabbing the attention and then fizzling out. Over the last fifty years, different economies have taken centre stage. In the 1960s the Russian economic model was much admired, before its faults were plain to see. Then the Swedish social democratic model was all the rage for a while; economists pointed to its strong post-war performance, despite its large public sector, before its star started to wane as we moved into the 1970s.


It is incredible to think now that in the early part of the 1970s in Western Europe even the East German economy – if not its political system – was seen in a positive light. It was viewed as a sporting success: East Germany did well in the 1972 Olympics, and even beat the eventual champions West Germany in the 1974 football World Cup. It was also seen as an industrial success, in contrast to the UK, which suffered from the 1973 energy crisis and the resulting three-day week, and had to be bailed out by the IMF three years later. ‘Goodbye Great Britain’ was both a Wall Street Journal headline and the title of a successful book reflecting the prevailing mood.


Fashions continued to change, with Japan becoming the economy to follow in the 1980s, as its industrial model took centre stage. Since that high point it has suffered two lost decades. West Germany, too, which had become fashionable in the 1980s, was cast aside at the beginning of this century, and is only now experiencing a justified rebound in the economic fashion stakes. In its social market economy, the German government seeks to guarantee the free play of entrepreneurial activity while trying to maintain the social balance. In the mid-1990s East Asia was the centre of attention, with the World Bank producing a report entitled The East Asian Miracle. Yet, by 1997–8, there was an Asian economic crisis. Then, as we entered the current century, it was America’s turn to be the economic fashion icon – not for the first or the last time – as its economy boomed and easily weathered a succession of shocks, until it trembled under the impact of 2008.


China, too, could be a flash in the pan. Some think it is, but I am not one of them.


Two hundred years ago, Napoleon said, ‘Let China sleep, for when she awakes, she will shake the world.’ At that time China, like India, was going through its economic slumbers, but its potential scale would have been obvious. Until the 1750s or so, largely because of their large populations, China and India were the biggest economies in the world. Industrial revolutions then enabled the economies of the West to overtake them. Now it is the West’s turn to be shaken. Although China is already the world’s second-biggest economy, its catch-up potential is still huge, as its income per head is less than one-eighth that of the US and is on a par with that of the Dominican Republic.





OEBPS/faber-branding-logo.png





OEBPS/9780571307807_cover_epub.jpg
THE .;
CONSOLATIO
OF ECONOMICS

HOW WE WILL ALL BENEFIT
FROM THE NEW WORLD ORDER

‘One of the most influential analysts of f i ii
the global economy.” The Times






OEBPS/faberfindslogo_online.jpg
]

FABER & FABER





