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President & CEO, William R. Rhodes Global Advisors, LLC. Author: “Banker to the World: Leadership 
Lessons from the Front Lines of Global Finance.” 
 
The risks of trade and investment protectionism are rising.  Pressures 

within both the leading industrial and emerging market economies in a global 
environment of sluggish growth are of mounting concern.  

 
China, whose economy will again be the fastest growing in the world 

in 2014, has a responsibility to work cooperatively with other leading 
economies to ensure that protectionist pressures are resisted and instead 
secure a pathway to sustained global growth. 

 
We dare not be complacent at this time. The exceptionally modest 

level of world trade growth is a warning indicator.  The World Trade 
Organization (WTO) estimates that global trade expanded by just 2.1% last 
year, after 2.3% in the previous year. Although the WTO is currently 
forecasting 4.7% growth this year, which I believe may be too optimistic, this 
rate is still far below the record breaking rise in world exports of 14.5% that 
we saw in 2010 coming out of the ‘Great Recession.’  

 
The International Monetary Fund (IMF) in its Spring 2014 “World 

Economic Outlook” begins its report by declaring that the health of the 
global economy is improving, but only a few paragraphs later the IMF 
stresses, “Potential growth in many advanced economies is very low.” Then 
it adds, “Potential growth in many emerging market economies also appears 
to have decreased.” 

  
It is important to understand some of the key undercurrents in the 

global economy today so that constructive policies can be cooperatively 
developed among the leaders of the major economies. 

  
It is increasingly evident that the advanced industrial economies have 

still not escaped the long shadow of the 2008/2009 financial crisis. Enormous 
efforts by major central banks to boost liquidity and take interest rates to 
historic lows ensured that the Great Recession did not become a depression, 
yet lending by commercial banks for productive, employment-generating 

investment, has been subdued. In part this is due to weak demand. However, 
it is also due to the many post-financial crisis regulatory reforms that have 
severely constrained the ability of banks, especially in the 18-member 
country Eurozone (the European Union countries that have the Euro as their 
common currency) to lend. 

  
While there are indications that the Eurozone’s economy as a whole 

has recovered modestly, the growth outlook for this year is insufficient to 
produce a meaningful reversal in the record rate of unemployment of close to 
12%. Around 19 million people are unemployed. Latest official Eurostat data 
shows that the highest rate of unemployment is in Greece at 27.5%, followed 
by Spain at 25.6%. The rates in two of the largest economies in the 
Eurozone, France and Italy, are now also at record levels at 10.4% and 13% 
respectively.  

 
The prospect of a lost generation confronts millions of young people 

in the Eurozone. More than 3.4 million people under the age of 25 are 
without jobs – the latest official data shows that in Greece the youth 
unemployment level is 58.3%, in Spain it is 53.6%, in Italy it is 42%, while 
in many other countries it is exceptionally high and prospects are bleak for a 
meaningful reduction.   

 
I have long argued that the European Central Bank (ECB) needs to 

cut interest rates further, not only because of the stagnation in numerous 
Eurozone countries, but also because of the rising threat of deflation given 
that the inflation rate now hovers around 0.5%. A reduction in rates is the 
most direct and most effective action that the ECB can and should take now.  
But even easier monetary policies and special measures by the ECB will not 
bring great relief in the near-term for the unemployed. 

  
The social costs of such high levels of unemployment year-upon-

year translate inevitably into political costs. There is now a prospect of 
nationalist parties gaining ground and securing victories in the European 
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Parliament elections in late May. Such an outcome would be worrying when 
it comes to issues of trade and investment protectionism. 

  
Meanwhile, despite a year of new economic policies under Prime 

Minister Abe, the growth of the Japanese economy remains tepid. 
“Abenomics” involved three arrows of policy: fiscal reform, easier monetary 
policies, and structural reforms including deregulation. I have suggested for 
quite some time that action on the latter front is essential to secure sustained 
growth.  Now, in its most recent assessment of the outlook for the Japanese 
economy, the IMF has reached the same conclusion, warning that, “The third 
arrow of Abenomics—structural reforms—is essential for Japan to avoid the 
risk of falling back into lower growth and deflation” 

 
I believe delays in implementing structural reforms in Japan will 

strengthen pressures to revive the economy by boosting exports alone, 
pressing down the Yen’s exchange rate and raising concerns about eventual 
currency wars with some of Japan’s trading partners. In other words, there 
could be regional economic consequences if Japan delays further in 
introducing important new reform policies.  

  
The economy of the United States got off to a very slow start in the 

first quarter of the year with growth at 0.1% after a final 2013 quarterly 
advance of 2.4%. The severe winter weather was a major factor in the poor 
performance. Significantly stronger growth is almost certain for the balance 
of this year, but the overall U.S. GDP growth rate is unlikely to be above a 
range of 2.6% to 3%.   

 
The Federal Reserve Board’s balance sheet has ballooned from $800 

billion to close to $4 trillion and this is not sustainable. The central bank has 
announced it will gradually reduce its special program of purchases of 
government bonds and I believe that it will keep to the current rate of so-
called “tapering”, which would see the program end late this year. This is 
essential, but it will not assist in bringing down unemployment from its still 
high level of 6.3%.  

  
The tightening of U.S. Federal Reserve policy, combined with the 

easy money policies of the Bank of Japan and the likely easier money polices 
of the ECB, will have profound effects on global financial markets. 
Conditions will be volatile. Short-term investors in their search for yield will 
unleash pressures on the markets, and more specifically, on some emerging 

market economies that have already seen effects on exchange rates and 
capital flows. 

  
Adding to the mixed global economic picture are growth rates for 

Brazil and for India that are significantly below those of earlier in this 
decade. Most recent developments in Ukraine and the resulting tensions 
between Russia and Western Europe and the United States, which involve 
sanctions, will weaken economic growth prospects for Russia. As a result, 
the 2014 outlook for the Russian economy now is for either stagnation or 
recession. The country remains too reliant on exports of natural resources 
and, indeed, many emerging market economies are too dependent on non-
food commodity exports and, as a result, they are set for challenging times. 

  
China’s situation is again exceptional and its policies are now more 

important than ever when it comes to prospects for global growth and for 
internationally coordinated actions to counter possible protectionist forces. 

  
Although the official growth projection for china is 7.5% I believe it 

will be a struggle to keep growth at over 7% for the year. I am encouraged by 
the determination to push ahead with a reform course that over time will be 
greatly to China’s advantage. The direction of seeking to boost domestic 
demand and be less dependent on exports is the right one. 

  
Decisions to free up interest rates and to introduce deposit insurance 

will provide incentives for consumers to save less and spend more and so 
move the country in the desired direction. Actions to effectively regulate the 
shadow banking system and to constrain credit to some overly-borrowed 
state owned enterprises and municipalities are necessary, even though they 
will in the short-term make economic management more difficult. 

  
This is a time for greater international economic policy cooperation, 

but the geo-political tensions surrounding the developments in Ukraine could 
well weaken the ability of the leading coordinating body, the Group of 20, to 
make progress. China, as the world’s fastest growing economy today, should 
nevertheless seek to engage with the European Union, Japan, the United 
States, Canada, South Korea, Mexico and Brazil, in particular, in ensuring 
that the benefits of globalization and of integrated financial and economic 
systems are not undermined by economic nationalism and protectionism. 
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Within this context, Australia as the official host this year of the 
G20, may need to play a special convening role. This is important to warn 
the world against beggar-thy-neighbor competitive policies. 

  
Typically, such policies see currency wars in the name of boosting 

exports, combined with the creation of national trade barriers in the name of 
boosting domestic employment.  We know from history that this is a 
dangerous path. 

  
While political conditions are just not right this year for major 

breakthroughs in terms of new regional trade agreements, it would be most 
helpful as a signal of determination to ensure free and open trade if the 
world’s economic powers could finally prevail upon negotiators to conclude 
the “Doha Round” of WTO negotiations, which were launched, after all, in 
2001. 

 
At a time of volatile financial markets and economic growth falling 

short of potential in many countries there is a risk that insufficient priority 
will be placed by world leaders on acting to guard against protectionism. 
Chinese leadership can and should make a difference here. China’s economic 
fortunes over many years have been positively influenced by the opening of 
world markets to Chinese exports. An environment that promotes trade and 
investment is one that is essential now in strengthening the fabric of our 
global economy. 
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