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1. Dynamics of the great recession: redistribution of world income and lack of areal
global policy

This paper begins with the political, economic andial setting in which we are situated. In
August 2013, we still find ourselves enduring tedaus difficulties that began in 2007 on a
world scale. Of course, with larger or smaller peots in the different countries, according to
their respective circumstances; but in any caseout having yet encountered global

solutions to our economic troubles.

Mission impossiblgt could be said, since after a six-year peribgroblems, the discussion
between neo-Keynesians, neo-classicalists, andraiacs seems to be never-ending.
Although it has to be accepted that internatiomaperation in the present circumstances is
in better condition than during the Great DeprassWwhen the World Economic Conference
of London in 1933 signified that an idea of concesas not a common purpose, it opened
the inevitable path to the Second World War (WWII).

Yet international cooperation has not achievedeessary high level. At the G-20 and other
international forums, the main-springs of the srisave not been well analysed for the
purpose of having a real diagnosis. In that seitskas not yet been appreciated that the

world economy is presently a complex made up addtectonic plates

* Thefirst plateis made up of thach countries with a high level of consumption
and low savings rate, slower growth than in the,@asl gradually giving up their
previous position of absolute protagonism, or leslie if you prefer. We are

referring mainly to the US, the EU and Japan.

» Thesecond plateonsists of themerging countrieswith broad human and

natural resources, strong savings, and rapid exgaon$§their GDPs. In the

! This briefing paper is based on a public lecturéhyfessor Tamames at the ANU Centre for Européacti<s on
29 August 2013.



group the BRICS (especially China) have crucialonignce, since more than 50
per cent of worldgrowthat present comes from them. And at the same timee, t
largest international reserves are kept and manlagéukir central banks, or their

powerful sovereign wealth funds.

* Thethird tectonic platédbelongs to the developing countries, which despié
difficult structural situation in so many casesrseto be awakening from a
long phase of stagnation. This is a new developitiettis not due to the
official aid of the rich countries, but that confesm globalization. And by the
way, we can recall the public demonstrations oges$rand squares in the great
cities of the advanced countries, from the 196a8¢dl990s of the Jcentury,
when the youngest and most generous people demémelé@nsfer of 0.7% of
their GNP to the Third World, so that it could gsegoverty. These public
demonstrations are not seen anymore, since thegpsotvidenced since 2008
on, are mostly related to the budget cuts of thseaitty policy especially in
the rich countries.

What happened? It is simple: many countries thathe 19 60s and the 1970s were
developing very slowly are now real emerging powhBigt on account, as we said, of any
special, generous North-South support, but beddestihen poor countries were able to
profit from the great possibilities offered by gédlzation; above all on the basis of the

comparative advantages of low wages.

And to quantify this fundamental transformation, weuld say that in world trade in
2010, from a figure of 32 trillion US dollars, sorwoair trillion were exports by emerging
and developing countries; a multiple almost tweiwees the 0.7 per cent demanded in the
past for official aid. Furthermore, we can appreci@ow the emerging and developing
countries entered with full force into the so-cdlouth/South trade. Thus fulfilling the
prophecymade by Raul Prebisch on the occasion of theWIMETAD, Geneva, 1964.
Summing up, the joint effects of globalization éalth-South trade resulted in a very
significant redistribution of world wealth and imoe: actually, the best news linked to the

most serious crisis we have been going throughes2007.

Although the world economy is divided into thredfatient plates, we must emphasize
their interdependence in the world scenario, sihttee 30 wealthiest nations make up only

10% of the world population, their GDP represerg8%§2010). So that if more economic



dynamism is not fully restored to the tectonic @lat the wealthiest part of the world, the
other two could fall into a serious slowdown, daghte dynamics of international trade; for
which considerable evidence is emerging in arelas India, East Asia and South

America.

In other words: in a global economy, there mussdree kind of global motor to countervail
the trends of decline in the previously rich wotfdwe live in a globalized economy, we
need more than evgtobal institutions and truly global mentalities; thus overcoming the
existing situation of a weak world institutionahinework, incapable of dealing with great

global issues.

2. TheEurozonecrisis: iseverything in such bad shape?

In the global context we have analysed previoust/cannot accept the idea that the single
European currency will not survive. Against thatyeese augury we must emphasize that the
Eurosystem is creating its own federal tools tbffiggainst auto-demolition. Something

absolutely necessary, because as Martin Wolf hds sa

if countries face year after weary year of debtadiefn and depression, the euro risks becoming a
detested symbol of impoverishment. As a strongriddenion, the US will bear the strain of such
sustained disappointment. The far more fragile earee will not. Very simple: because the Eurozone

would be dismantled with all catastrophic consegasn

We can be sure that we are not going to experighatecatastrophe: a dismantling like the one
that occurred with theatin Monetary Unionfwhose members were France, Belgium,
Switzerland, Italy, Greece and in some way alsar§ppromoted by Napoleon Il whiate
factodisappeared when the French Emperor was defeathd FFranco-Prussian War (1870).
The Eurosystem has not been created by any auypdraicby the 11 sovereign countries,
signatories of the Maastricht Treaty, and now, EHueo is the common currency of 17

European states, which are integrated through-Edrapean trade.

In other words, it has to be understood that trst besiness for all Europeans is to push the
Monetary Union forward; instead of dropping it,go back in history, to the age of small
national currencies. In that sense, instead ofveepgol IV Reich, what we need at present is a

real European Germanyo help the single currency and the solidarity.



3. Inevitability and feedback of the austerity policy

Before entering the discussion about how to regdgdfuropean economic institutions, we
must analyse what happened after the explosidnedfiinancial bubble which emerged from
2001-2007, as a result of the previausdit bang Banks, after lending so much, were
affected by a lack of new funds entering their bedss, and also by a very high level of
defaulting by borrowers.

In that difficult context, and to prevent a complebllapse, a series of measures were taken
by the economic authorities all around the Eurozdimeough different means, and mainly
through aid to private banks by central nationalksaand even with a few nationalisations in

the worst cases.

The banking system had to be saved; otherwisetietion could have developed most
catastrophically. And that was done by most ofrtfeenber states of the EU, though in the
most serious circumstances, four countries —Grdecdpgal, Ireland and Cyprus— had to
be helped with special communitarian aid schemeaileuts; implemented by the Eurogroup,

combining credits of the newly createdropean Fund for Financial Stabilignd the IMF.

In the case of Spain, there was not a full bailthd is true, but a special programme of 40
billion Euros had to be devised to balance oubteking balances. Especially the saving
banks ¢ajas de ahorrly which had suffered extremely serious difficidtien account of
their excessive activity in the field of mortgageadits. All that policy was necessary.
Otherwise a systemic crisis could have taken pldees, collapsing the whole economic
system of the above-mentioned countries, and eVvdrestronger EU nations, through some

kind of domino effect

But the situation regarding banking difficultiesuéed in more complications for some state
members, since they had to issue an enormous arabBablic Debt to substitute the dramatic
fall of normal fiscal receipts with money borrowednternational capital markets all due to

the decline of economic activity in so many sectors

In that scenario, red lines had to be settled t@gr certain levels of maximum deficits,
fixed on terms that generally were qualified ag/\a&vere. And at the same time it was
necessary to quantify maximum targets to the pudalat stock related to the GDP. Those
measures together were the main tools of the $edalisterity policyto put a brake on what

Is considered excessive state spending.



Austerity and bailouts were the policy of last msto maintain the Eurosystem and not
permit the exit of certain states out of the Elravas a real need to avoid that option because
of its consequences in terms of strong devaluatioaiscould have followed after re-adopting

their previous national currencies.

The target of the austerity measures is a newlfsgailibrium, reducing the size of public
administrations through employee dismissals, wag®, public organism dismantling. But of
course, the austerity measures also fed backhetpriocess of recession. And that is why so
many request a new common European policy, tolyogrow again. This is a subject that we
shall deal with further, after appreciating whas lshanged so far in the Eurosystem’s main

institutions.

4. Reinforcing European institutionsin the Eurozone

The Euro scheme provided by the Maastricht Treaty mot immediately developed, mainly
because throughout the creation of the Eurosysi®®8) and until 2007, a cycle of bonanza
prevailed all over the world economy. But when ¢lele changed abruptly in 2008,
everybody realised that the institutionalisatiorthef Euro was not strong enough. Therefore,
in the declining region of the cycle (2009 and @fteew Euro-institutions had to be created to
ameliorate the performance of the single currehtthat direction, the principal changes

introduced were the following:

* Fiscal Union,so that the Eurogroup supervises national budddtecstate
members, to ensure a certain common disciplinerdegapublic expenditure. It
includes obligingecommendationsontained in thiemoranda of Understanding

which are real contracts between the Eurozone adll @f their countries.

» Golden fiscal ruleto achieve zero budget deficits in all the Eurdestaembers by
2020, for which constitutional amendments wereoifiticed in a few countries,

based on the previous German model.

» Banking Unionso that all the credit systems inside the Eurozmréorm on the
same patterns, according to the agreement achawbd Bank for International

Settlements (Basel-lll).

» Single banking supervisoo assure banking disciplines, a feature stilhvatany
doubts on its future setting, because of the delayseries of reforms to be



introduced in the German savings banks, which aténsuch good shapes ist

nicht Gold alles Gold was glanz.

* A new attitude inside the ECB, which probably wordduire a reform of the
Maastricht Treaty: to make the ECB closer to thg wfavorking of the Federal
Reserve System in the US. In that direction, newmaeand methods will be

formulated:

= Larger acceptance of state bonds by the ECB, taiceronditions, to

make the public debt issue easier.

= Direct help from the ECB to private banks, not gpoihrough public
debt issued by the states.

= More expansive policies to make possible lower arge rates for

the euro and thus to make European exports moreetitide.

»= Probably some kind of Europegoantitative easingQE) on the style
of the Fed Reserve System regarding big enterpaisé®ther

institutions.

= An enlargement of thEuropean Mechanism for Financial Stability
as a real federal reserve of the ECBLil now, Germanyas blocked
a more expansive policy on the side of the ECBeEsfly looking
forward to the so-calleBurobondsthat could mean a real
mutualisation of public debt inside the Euro-zom@tomote public

investments.

5. What isHappening in Spain?

Let me say a few words about what is cooking inawy country. | can say straight away that
Spain — after a real economic nightmare betwee 20@ 2011 — is improving at present in
its economic situation. Among the different indaratin favour of that thesis we can select a

few:

= The strong reduction of the risk premium; that he differential of interest rates of
the Spanish long term bond issues related to tmen&eBund That indicator has gone
down from 550 in the middle of 2012 to 240 poimtsSeptember 2013.



= The increase of exports, especially to the non-Eas withsuperavitin the combined
commercial and services balance, most importameifemember that in 2007 that

deficit was more than 10 per cent of GDP.

= The improvement of tourism, with a great increalSRussian and Chinese citizens, who

come to Spain not only to visit, but also to pusgha lot of expensive items.

= The trend in the reduction in the rate of increafsenemployment, as a real effect of the
labour reform which permits higher productivity,datmerefore, better competition
regarding foreign markets.

= The much better behaviour of the stock exchangeefiests the Ibex-35 Index, in
parallel to a clear comeback of international apit

In spite of all these indicators, it can be samt the Government has not yet done all its
homework, since many reforms have been postponedlgrhalf implemented. Especially
the Public Administration, where there are, stdh many employees with low productivity.
In addition, there are further issues to be solvemely the broad margin of fiscal fraud;

the financing of the autonomous communities; aedhilgh level of public debt.

6. Global reformsrequired

The improvement of the economic situation in theoZane countries also depends on the
general trends in the international economy. désr that the favourable current forecasts are
no assurance that a final solution to the crisslie®en attained. Some would even argue that a
new crisis is looming in the economic horizon. Heem we can state here that any national
economy — if they still can be thus called — degenia the future adjustment of international
institutions and behaviours. And only as a prelanyrepertoirg we can mention the main

cases to be reformed:

= The Group of Twenty, the G-20, has to be more engpetk Otherwise, its world
summits — from Washington 1998 to Saint PetersB0d — are going to be

remembered as more or less useless for real iti@mahcooperation.

= Almost the same can be said about the World Tradar@sation, with its delayed Doha

Round, started in 2011 and now in serious dangarfiaisco. Something has to be done



to overcome the unsolved difficulties, with the aifra more globalised international

economy.

= Reconstruction of an international monetary systdm$). This is a real need as was
the case between 1944 and 1971, thanks to theoBrétbods agreements. And we
could say that some ambitious goal had to be finduch the BRICS countries are
already clamouring for. We could even say thatbgnesian idea of a global currency

(remember th®ancol), must be fully recovered.

= A new programme against poverty is also absolutetyessary, after the lack of success
of so many items belonging to the Millennium Deyetent Goals. As has been
assessed, the best business that can be dongive to the poor of the world the

opportunity of overcoming their painful situation.

» Military expenses have to be reduced, which isanciiimeric goalUtopia is possible
if the leaders of the superpowers assume more igaivgoals instead of their obsolete
hegemonic ones. In that sense, it could be postilile a maximum level of 1 per cent
of GDPdedicated to Defence, as is already the case ahJapd also the

recommendation by NATO, in certain conditions,lte hon-hegemonic countries.

= We have to emphasise too, the increasing roleBRICS, as a new growth
motor for the whole international economy. Thisndd to create any exclusive
blocks, but to reinforce the role of those coustiich still have broad growth

possibilities (of course, in a more sustainablenavork).

7. Theglobal framework

| conclude by underscoring the increased interdégece in the present international
economic scenario. If we have more and more glsatdin, we need to push the idea that
globalized institutions are also needed. Besidas te should try to formulate some kind of
new theory regarding what in previous times wasrretl to as comparative costs trade
advantages. In this sense globalisation means feareiers to interchange, productivity,
quality and sustainability. All of them have todmnsidered as principal targets in all kinds of
production systems without forgetting the fundarakstlidarities, regarding peace, nature

conservation and the struggle against underdevedaopm
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