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The Challengeisto Build Growth and Counter Protectionism By William R. Rhodes
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The risks of trade and investment protectionisnrigirg. Pressures
within both the leading industrial and emerging kefileconomies in a global
environment of sluggish growth are of mounting @nc

China, whose economy will again be the fastest grgw the world
in 2014, has a responsibility to work cooperativelith other leading
economies to ensure that protectionist pressuresresisted and instead
secure a pathway to sustained global growth.

We dare not be complacent at this time. The exoealiy modest
level of world trade growth is a warning indicatof.he World Trade
Organization (WTO) estimates that global trade agpd by just 2.1% last
year, after 2.3% in the previous year. Although MO is currently
forecasting 4.7% growth this year, which | belienay be too optimistichis
rate is still far below the record breaking riseniarld exports of 14.5% that
we saw in 2010 coming out of the ‘Great Recession.’

The International Monetary Fund (IMF) in its Spria§14 “World
Economic Outlook” begins its report by declaringttithe health of the
global economy is improving, but only a few pargis later the IMF
stresses, “Potential growth in many advanced ec@®is very low.” Then
it adds, “Potential growth in many emerging markebnomies also appears
to have decreased.”

It is important to understand some of the key uogieents in the
global economy today so that constructive polictas be cooperatively
developed among the leaders of the major economies.

It is increasingly evident that the advanced indaiseconomies have
still not escaped the long shadow of the 2008/Zb@cial crisis. Enormous
efforts by major central banks to boost liquiditydatake interest rates to
historic lows ensured that the Great Recessiomdicbecome a depression,
yet lending by commercial banks for productive, Eyment-generating
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investment, has been subdued. In part this is @ueetik demand. However,
it is also due to the many post-financial crisigulatory reforms that have
severely constrained the ability of banks, esplciad the 18-member
country Eurozone (the European Union countries hlaae the Euro as their
common currency) to lend.

While there are indications that the Eurozone’sneany as a whole
has recovered modestly, the growth outlook for tfgar is insufficient to
produce a meaningful reversal in the record rateneimployment of close to
12%. Around 19 million people are unemployed. Liatéficial Eurostat data
shows that the highest rate of unemployment isrege€e at 27.5%, followed
by Spain at 25.6%. The rates in two of the largesbnomies in the
Eurozone, France and Italy, are now also at relemels at 10.4% and 13%
respectively.

The prospect of a lost generation confronts mifliofiyoung people
in the Eurozone. More than 3.4 million people unttez age of 25 are
without jobs — the latest official data shows thiat Greece the youth
unemployment level is 58.3%, in Spain it is 53.6f0ltaly it is 42%, while
in many other countries it is exceptionally highdgmospects are bleak for a
meaningful reduction.

I have long argued that the European Central B&@8) needs to
cut interest rates further, not only because of dtagnation in numerous
Eurozone countries, but also because of the rigirept of deflation given
that the inflation rate now hovers around 0.5%.e8uction in rates is the
most direct and most effective action that the E@B and should take now.
But even easier monetary policies and special meady the ECB will not
bring great relief in the near-term for the unemplh

The social costs of such high levels of unemploymesar-upon-
year translate inevitably into political costs. Téds now a prospect of
nationalist parties gaining ground and securingovies in the European
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Parliament elections in late May. Such an outcoroalévbe worrying when
it comes to issues of trade and investment prateisin.

Meanwhile, despite a year of new economic policiader Prime
Minister Abe, the growth of the Japanese economgnanes tepid.
“Abenomics” involved three arrows of policy: fisa@form, easier monetary
policies, and structural reforms including deregata | have suggested for
guite some time that action on the latter frorégsential to secure sustained
growth. Now, in its most recent assessment ofbtiteook for the Japanese
economy, the IMF has reached the same conclusiaming that, The third
arrow of Abenomics—structural reforms—is esserftialJapan to avoid the
risk of falling back into lower growth and deflatib

| believe delays in implementing structural reforinsJapan will
strengthen pressures to revive the economy by ingosixports alone,
pressing down the Yen's exchange rate and raisingerns about eventual
currency wars with some of Japan’s trading partnierether words, there
could be regional economic consequences if Japdaysdefurther in
introducing important new reform policies.

The economy of the United States got off to a \sboyv start in the
first quarter of the year with growth at 0.1% afterffinal 2013 quarterly
advance of 2.4%. The severe winter weather wasjar rfactor in the poor
performance. Significantly stronger growth is alinosrtain for the balance
of this year, but the overall U.S. GDP growth rsteinlikely to be above a
range of 2.6% to 3%.

The Federal Reserve Board’'s balance sheet ha®baddrom $800
billion to close to $4 trillion and this is not samable. The central bank has
announced it will gradually reduce its special pang of purchases of
government bonds and | believe that it will keeghe current rate of so-
called “tapering”, which would see the program éaig this year. This is
essential, but it will not assist in bringing downemployment from its still
high level of 6.3%.

The tightening of U.S. Federal Reserve policy, ciomth with the
easy money policies of the Bank of Japan and kedyleasier money polices
of the ECB, will have profound effects on globahdncial markets.
Conditions will be volatile. Short-term investorstheir search for yield will
unleash pressures on the markets, and more spdlgifion some emerging
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market economies that have already seen effectexchange rates and
capital flows.

Adding to the mixed global economic picture arevgtorates for

Brazil and for India that are significantly belowose of earlier in this
decade. Most recent developments in Ukraine andrésalting tensions
between Russia and Western Europe and the UnitdsStwhich involve
sanctions, will weaken economic growth prospectsRossia. As a result,
the 2014 outlook for the Russian economy now iseiither stagnation or
recession. The country remains too reliant on dspof natural resources
and, indeed, many emerging market economies arelépendent on non-
food commodity exports and, as a result, they etréos challenging times.

China’s situation is again exceptional and its gies are now more
important than ever when it comes to prospectsgfobal growth and for
internationally coordinated actions to counter fmegrotectionist forces.

Although the official growth projection for china V.5% | believe it
will be a struggle to keep growth at over 7% far ylear.l am encouraged by
the determination to push ahead with a reform @othat over time will be
greatly to China’s advantage. The direction of segko boost domestic
demand and be less dependent on exports is theongh

Decisions to free up interest rates and to intredigposit insurance
will provide incentives for consumers to save lasgl spend more and so
movethe country in the desired direction. Actions tteefively regulate the
shadow banking system and to constrain credit taesoverly-borrowed
state owned enterprises and municipalities aressacg, even though they
will in the short-term make economic managementenalifficult.

This is a time for greater international econonatiqy cooperation,
but the geo-political tensions surrounding the ttguments in Ukraine could
well weaken the ability of the leading coordinatimzdy, the Group of 20, to
make progress. China, as the world’s fastest gmpwsonomy today, should
nevertheless seek to engage with the European Udagan, the United
States, Canada, South Korea, Mexico and Brazipairticular, in ensuring
that the benefits of globalization and of integdatmancial and economic
systems are not undermined by economic nationalissprotectionism.



Within this context, Australia as the official hastis year of the
G20, may need to play a special convening roles Thimportant to warn
the world against beggar-thy-neighbor competitigkgpes.

Typically, such policies see currency wars in tlaena of boosting

exports, combined with the creation of nationadlérdarriers in the name of
boosting domestic employment. We know from histdimat this is a
dangerous path.

While political conditions are just not right thigear for major
breakthroughs in terms of new regional trade agesgsn it would be most
helpful as a signal of determination to ensure f@ed open trade if the
world’s economic powers could finally prevail uppegotiators to conclude
the “Doha Round” of WTO negotiations, which wererlahed, after all, in
2001.
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At a time of volatile financial markets and econorgrowth falling
short of potential in many countries there is & thsat insufficient priority
will be placed by world leaders on acting to guaghinst protectionism.
Chinese leadership can and should make a diffetesee China’s economic
fortunes over many years have been positively emited by the opening of
world markets to Chinese exports. An environmeat firomotes trade and
investment is one that is essential now in streawjtiy the fabric of our
global economy.
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