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Asia: The aftermath of crisis
The continent’s rapid recovery is not because of decoupling but
because both fiscal and policy transmissions worked better

Alok Sheel
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The major
concerns
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financial
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the cost
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of private
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OW that the worst of the global financial crisis is possibly behind us, the
time is perhaps opportune to reflect
on where Asia stands at the current
juncture. High levels of global integration initially saw double-digit quarterly declines
in GDP in some small Asian economies induced by
external trade shock. Recovery, however, has been
equally remarkable. Asia seems on the whole to
have weathered the financial crisis better than a
decade ago, and also better than developed countries. Consequently, the crisis has only served to accelerate the recent trend in convergence in per-capita incomes between the west and Asia. Why?
It would be a serious mistake to attribute the
bounce-back to decoupling which is a contradiction
in terms in an increasingly-globalising world. There
has no doubt been a robust increase in recent times in
intra-Asian trade, but much of this is in primary and
intermediate goods that feed final consumer demand
in high-income OECD countries. Fiscal support measures and rebuilding inventories in western economies have aided this recovery that could be severely
tested in the event of a double dip in OECD countries.
Of course, the fact that the two fastest-growing major
economies are located in the region also aided the recovery. Some of the smaller dynamic economies are
recovering rapidly on their coattails.
Difference in policy response is a more plausible
explanation. Both advanced and emerging markets
resorted to aggressive monetary and fiscal policies to
counter the unprecedented crisis. Transmission
channels of monetary policy, for long the first line of
macroeconomic defence, collapsed in OECD countries. Although monetary policy transmission has
traditionally been weak in emerging markets on account of its unsophisticated financial markets, these
channels never became impotent. Unlike western
countries, there was no need to fall back almost exclusively on fiscal policy, as both orthodox monetary and fiscal policies worked in tandem. For the
same reason, the crisis has not battered public finances in the fashion of western economies.
Being first off the block, it is also likely that exit
policies would be implemented first in Asia. As
elsewhere, the timing and sequencing of exit
strategies is critical. Unlike western markets, where
the IMF has advised that fiscal exit should precede monetary exit on account of the unsustainable accumulation of public debt, the sequence
may well be reversed in Asia, for two good reasons.
Firstly, sustained and unorthodox monetary easing
in western markets is drowning emerging markets
in liquidity through a surge in capital flows. Secondly, public finances are not as strained in Asia as
they are in western economies.
The implementation of exit strategies in developed markets is likely to reduce the surge in capital
flows to Asia. A decade ago, a sudden stop could
have endangered growth. But this is no longer the
case since Asian economies have since accumulated a huge war chest of hard currency reserves.
If anything, monetary tightening in western
countries might ease the pressure on asset prices,
monetary policy and exchange rate appreciation,
and, therefore, actually prove beneficial. Moreover, exit policies in developed markets would signal the revival of private demand, which is critical
for the return to trend growth in Asia, which has
mostly been affected through the trade channel.
It is too early to tell whether the recent crisis
would lead to fundamental structural shifts in Asia
through a substantial unwinding of global imbal-

ances. Mercantilist exchange rate policies in Asian
countries have not fundamentally changed.
Weighed down by wealth losses, threat of default and high unemployment rates, the US consumer may be retrenching and returning to saving
habits. This saving is, however, counterbalanced by
the increase in government deficits. These deficits
are unsustainable over even the medium term, unless surplus economies fund these with the same
alacrity as they funded leveraged private consumption. Otherwise, there would be a permanent decline in global trend growth as it is difficult to envisage, on current trends, that Asian consumption
would increase so much so soon to make up the entire slack. Consequently, there is a real threat that
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tion, liquidity buffers, extending the perimeters
of regulation and compensation practices, have
little immediate relevance for highly-regulated
deposit-based Asian financial systems that already operate as utilities. The major concerns at
this stage are not regulatory but developmental,
such as financial repression, financial inclusion, reducing the cost of capital, long-term finance for infrastructure and development of private bond markets that can make transmission of monetary policy actions more effective.
While being mindful of pitfalls that lie ahead,
most clearly brought out in the animated debated
within and without the Financial Stability Board,
failure to move ahead with development of the
financial sector could make their companies less
competitive going forward. Globally-competitive
corporates in Asian countries kept capital costs
low by accessing either subsidised finance at home
or cheaper finance from overseas. To the extent
that higher capital requirements in western banks
will increase borrowing spreads on external commercial loans in Asia, this ‘safety valve’ could be
partly shut. Higher capital norms at home, when
not really required, would only further increase the
cost of domestic finance.
To conclude, Asia’s rapid recovery is not because
of decoupling but because both fiscal and policy
transmissions worked better. For the same reason,
public debt has not risen as steeply. Exit policies will
likely be implemented in Asia first, and monetary
exit will likely precede fiscal. Going forward, since
global imbalances may not easily abate, Asia may
have to live with lower trend growth. Finally, developmental, not regulatory, issues are more relevant for the Asian financial sector presently.

UST when I think the Brits, what with all these elections and recessions,
have given up being delightfully weird, they start up something that is like
a double dose of chocolate for snarky columnists.
These days, everyone’s talking about boomerang kids. First, what are
boomerang kids? They are adult children at the university age, or even older,
living at home with their parents, anywhere between the ages of 18 to 30 or
more. It’s rather howlarious that this pretty standard way of living in India is
being treated with large doses of horror, hand-wringing, and endless navelgazing by the British media and public alike. ‘Teenagers denied rites of passage’,
‘Boomerang kids hit savings of pensioners’, and the ‘Challenge of intergenerational living” are hot topics for discussion and debate.
Perhaps the absolutely funniest bit is that Lord Peter Mandelson, through
his BIS — he keeps changing its name, it’s the same old trade and commerce
ministry — issued an advisory leaflet to parents on how to Show your kids tough
love. Essentially, telling parents of boomerang kids to make their grown-up
children uncomfortable at home, not do their laundry or cooking, and generally try and push them out of the parental nest, gently, gently.
Well. I would have thought, as did a lot of suitably-outraged parents, that
Lord Mandelsen, the government’s business minister, really has better things
to do around now than go about lecturing parents about how to bring up
adults. But then, this is the Nanny state, and government tries to tell you how
to do everything including eat breakfast, live, sleep. Though it is strangely silent
about the things people here want and need to know, like when the jobs are
coming back. That’s modern Britain for you… sigh.
But first, you need the background to this peculiarly-British palaver.
This isn’t bothering people so much across the channel — Italians and continental cultures, as some here note with derision, have always had the concept of intergenerational living.
At the base of every societal norm, as always, it’s economics.
University is no longer free, like it used to be back when today’s parents went
to college, and British graduates have to take hefty loans. This year, estimates
are that about 22% of undergraduates are opting to live at home and study
nearby, simply because it’s too expensive to pay for living away from home.
Similarly, thousands of new graduates are hitting a moribund job market — no
jobs, no income, student loans to pay back.
Property prices, to buy or to rent, (despite the crash) is far and away too high
for new graduates, or even those in their first jobs.
Besides, today’s parents don’t have issues with girlfriends of boyfriends staying the night — some even keep their kids supplied with contraceptives — or
communicating with their adult kids and their friends. Living at home helps
young people starting out to save more, so well, it’s should all be happy, happy
Bollywood-ishtyle togetherness, you might say.
Umm no. The reaction to this trend ranges from well-concealed horror to complete confusion at having to deal with such an alien trend. The ruling societal norm
is such that boomerang kids are considered something to look down on, not helped by popular culture poking fun at stay-at-home adults. Mandelson’s homilies
aren’t helping any which way. The subtext of that advisory is obviously that boomerang kids are somehow being shiftless and lazy, and need to be encouraged togoo change their bad habits, much like eating too much candy as tiny tots. Tags like
boomerang kids and parent-hotels are themselves, well, somewhat derogatory.
Parental commentators are bemoaning the fact that their children don’t
seem to have or even want that ‘freedom’ they themselves valued so much.
I’ve seen random young men, chatting up girls at the local pub, go all red in the
face before admitting that they still live at home. Naturally, Indians or British
Asians don’t get any of this. They don’t want their kids to go live in dirty, poky
bedsits with grimy toilets and 10 flatmates, and they very definitely want to
keep an eye on who their daughters are dating.
Of course, there are plenty who think Mandelson should keep his advisories
to himself, and want their boomerang kids at home. Except, in this country,
most don’t do financial planning to account for supporting a grown-up family. It was always assumed that children would leave, so people tend to move
into smaller houses, retire, move into shorter mortgages, that sort of thing.
I’m wondering exactly when they’re going to realise the really big hurdle of intergenerational living is still to come — grandparenting and providing free childcare for their stay-at-home children. Today’s graduating generation is likely to bear
the burden of bailing out the last recession for years, so this change in living habits
is probably here to stay for a while. Maybe we’ll get a genre of K-serial type soaps
on joint families, or they can change Coronation Street to Coronation House.

(The writer is a civil servant. Views are personal.)
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Asian trend growth could drift lower.
It is difficult to say at this point in time whether
the recent decline in the value of the dollar is structural or simply on account of the revival of risk appetite in the aftermath of the global financial crisis.
Arguably the crisis has only strengthened its safehaven status, and the first whiff of crisis or monetary tightening by the Fed could easily reverse the
declining trend. If global imbalances are to unwind,
the dollar would need to depreciate in an orderly
manner. However, if the Chinese renminbi remains effectively pegged to the dollar, Asian countries could suffer from the double whammy of a declining dollar and renminbi that would not only devalue their hard currency reserves, mostly parked
in dollars, but also adversely affect the export competitiveness that is their engine of growth.
There is consequently a real danger that instead
of unwinding, as the global economy recovers both
major surplus and deficit economies are tempted to
return to old ways, as this could lead to a quick return to former levels of high growth. Imbalances
will not go away easily, as they are also partly cultural — Angela Merkel’s thrifty ‘Swabian housewife’! — and also structural, as fast-growing young
societies have a marginal tendency to save, just as
slow-growing aged societies have a marginal tendency to consume. Arguably, household consumption in Asian economies could increase if the compulsion of households to save for retirement and for
episodes of unemployment is reduced by putting
comprehensive social security systems in place.
Is it possible to mitigate the risks associated with
global imbalances that brought the global economy
to the brink of financial Armageddon? Much hinges on the retrofitting of the financial system that is
currently underway under the watchful eyes of the
G 20. But therein lies a paradox. If the financial sys-
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Overcoming the Copenhagen failure

RETTY speeches can take you only so far. A
month after the Copenhagen climate conference,
it is clear that the world’s leaders were unable to
translate rhetoric about global warming into action.
It was, of course, nice that world leaders could agree
that it would be bad to risk the devastation that could
be wrought by an increase in global temperatures of
more than 2° C. At least they paid some attention to
the mounting scientific evidence. And certain principles set out in the 1992 Rio Framework Convention,
including “common but differentiated responsibilities
and respective capabilities”, were affirmed. So, too,
was the developed countries’ agreement to “provide
adequate, predictable and sustainable financial resources, technology, and capacity-building…” to developing countries.
The failure of Copenhagen was not the absence of
a legally-binding agreement. The real failure was that
there was no agreement about how to achieve the
lofty goal of saving the planet, no agreement about reductions in carbon emissions, no agreement on how
to share the burden, and no agreement on help for developing countries. Even the commitment of the accord to provide amounts approaching $30 billion for
the period 2010-12 for adaptation and mitigation appears paltry next to the hundreds of billions of dollars
that have been doled out to the banks in the bailouts of
2008-09. If we can afford that much to save banks, we
can afford something more to save the planet.
The consequences of the failure are already apparent: the price of emission rights in the European
Union Emission Trading System has fallen, which
means that firms will have less incentive to reduce
emissions now and less incentive to invest in innovations that will reduce emissions in the future.
Firms that wanted to do the right thing, to spend the
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tem is to be truly inoculated against risky lending
practices and hyper leverage, it might be difficult to
recycle surpluses to private consumption on anywhere near the scale seen in the recent past. The
other alternative is to recycle them to emerging
market stocks, or to developed country governments, who may otherwise have to inflate their
way out of unsustainable debt.
What do ongoing reforms in the financial system
mean for Asia? Its financial system held up well
during the crisis because it was conservatively regulated on the assumption that it should be handmaiden to the real economy. Some of the more
hotly-debated regulatory issues within the Financial Stability Board, such as bank recapitalisa-
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money to reduce their emissions, now worry that
doing so would put them at a competitive disadvantage as others continue to emit without restraint.
European firms will continue to be at a competitive
disadvantage relative to American firms, which bear
no cost for their emissions.
Underlying the failure in Copenhagen are some deep
problems. The Kyoto approach allocated emission
rights, which are a valuable asset. If emissions were appropriately restricted, the value of emission rights
would be a couple trillion dollars a year — no wonder
that there is a squabble over who should get them.
Clearly, the idea that those who emitted more in
the past should get more emission rights for the future is unacceptable. The ‘minimally’ fair allocation to

Developed nations could
use some of the revenues
generated to fulfil their
obligations to help the
developing nations in
terms of adaptation and
to compensate them for
maintaining forests,
which provide a global
public good through
carbon sequestration
the developing countries requires equal emission
rights per capita. Most ethical principles would suggest that, if one is distributing what amounts to ‘money’ around the world, one should give more (percapita) to the poor.
So, too, most ethical principles would suggest that
those that have polluted more in the past — especially after the problem was recognised in 1992 — should

have less right to pollute in the future. But such an allocation would implicitly transfer hundreds of billions of dollars from rich to poor. Given the difficulty
of coming up with even $10 billion a year — let alone
the $200 billion a year that is needed for mitigation
and adaptation — it is wishful thinking to expect an
agreement along these lines.
Perhaps it is time to try another approach: a commitment by each country to raise the price of emissions — whether through a carbon tax or emissions
caps — to an agreed level, say, $80 per tonne. Countries could use the revenues as an alternative to other taxes — it makes much more sense to tax bad
things than good things. Developed countries could
use some of the revenues generated to fulfil their
obligations to help the developing countries in
terms of adaptation and to compensate them for
maintaining forests, which provide a global public
good through carbon sequestration.
We have seen that goodwill alone can get us only so
far. We must now conjoin self-interest with good intentions, especially because leaders in some countries
(particularly the US) seem afraid of competition from
emerging markets even without any advantage they
might receive from not having to pay for carbon emissions. A system of border taxes — imposed on imports
from countries where firms do not have to pay appropriately for carbon emissions — would level the playing field and provide economic and political incentives
for countries to adopt a carbon tax or emission caps.
That, in turn, would provide economic incentives for
firms to reduce their emissions.
Time is of the essence. While the world dawdles,
greenhouse gases are building up in the atmosphere, and the likelihood that the world will meet
even the agreed-upon target of limiting global
warming to 2° C is diminishing. We have given the
Kyoto approach, based on emission rights, more
than a fair chance. Given the fundamental problems
underlying it, Copenhagen’s failure should not be
a surprise. At the very least, it is worth giving the
alternative a chance.
(The author is university professor at
Columbia University and winner of the
2001 Nobel Memorial Prize in Economics)
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