
 
THE DIRECTION 

OF 

GLOBAL COMPETITION 

Professor Richard Vietor 
Harvard Business School 

May 2013 



MARKETS HAVE BECOME GLOBAL 

  

Globalization, underway for more than half a century, is a 
process of economic integration and cultural homogenization 
across national borders.  Fostered by advances in transportation 
and communication technologies after World War II and eight 
rounds of trade negotiations under GATT, trade has grown at 
twice the rate of world GDP.  Floating exchange rates, 
sovereign lending and the liberalization of capital accounts have 
accelerated this process.  

   

 Today, more than 82,000 multinational corporations manage 
more than 808,000 multinational subsidiaries.   
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SHARE OF THE WORLD GDP 2012 

Source: IMF, 2013 

$71.7 trillion 



      SHARE OF THE WORLD GDP 2012           
Purchasing power parity adjusted 

$81 trillion 

* Adjusted for Purchasing Power Parity 

Source:  IMF, 2013 



COUNTRIES COMPETE 

• Within this global market place, 

countries compete for exports, for 

foreign direct investment and other 

capital resources, for technology and 

managerial know-how, and for access to 

natural resources.   

• The purpose of this competition is 

growth and development. 



  “Preparing our nation to compete is a goal 

that all of us can share…  In a dynamic 

world economy, we are seeing new 

competitors, like China and India, and this 

creates uncertainty.” 

President George W. Bush 

          State of the Union Message, 2006 



   NATIONAL DEVELOPMENT STRATEGY  

Nations have development strategies 

(either explicit or implicit) and 

organization structures that (hopefully) 

match… 

But when there is a mismatch, or the 

context changes abruptly….nation 

states can run into serious difficulties. 



THE ROLE OF GOVERNMENT IS CRUCIAL 

• Mediates the strategy; 

• Determines the organizational 

structure; 

• Shapes the context by building and 

regulating the institutions that 

shape the market 



 ESSENTIAL ROLE OF STATE  

• Provide security – domestic and international; 

• Enforce contracts, property rights, and laws; 

• Back risk – incorporation, bankruptcy, 

unemployment insurance, pensions, nuclear 

facilities; 

• Provide money; 

• Manage macro-economy; 

• Implement industrial policy (explicit or implicit) 



DEVELOPMENTAL STRATEGY OF GOVERNMENT 

• Fiscal policy 

• Revenue sources 

• Expenditure choices 

• Deficit/Debt management 

• Monetary policy 

• Control money/inflation 

• Regulate banking 

• Control exchange rates 

• Incomes policy 

• Wages, prices, work rules, distribution of income 

• Trade policy  

• Tariffs, taxes, non-tariff barriers 

• Foreign direct investment controls 

• Nationalization/privatization 

• Economic regulation 

• Externalities (environment) and market failures (telecom, banking, 
infrastructure, and competition) 

• Provision of subsidies 



GOVERNMENT MANAGEMENT OF INSTITUTIONS 

• Corporations, partnerships, proprietorships 

• Infrastructural resources 

• (water, power, roads, rails, air traffic, telecom) 

• Human resources 

• (schools, colleges/universities, healthcare) 

• Technological resources  

• (patents, defense, and public-science research) 

• Capital resources 

• (banking, securities, insurance) 

 



Trajectories of Future Development 

Asian high growth 

Post-Soviet restructuring of Russia and East 
Europe 

Latin American recovery from debt crises 

Islamic resurgence 

African renaissance 

European integration 

Deficits and debt in Japan and the United States 

 



World Economic Outlook 

Source:  International Monetary Fund, World Economic Outlook, April 2013. 



CHINA’S CHALLENGE IN 1978 

• $200 per capita 

• Closed, Communist economy 

• Inefficient collective agriculture 

• State-owned enterprise 

• 987 million people 

• “Cultural Revolution” 



  DENG’S PRAGMATIC LIBERALIZATION  

• One-child policy 

• Agriculture – household responsibility system 

• TVEs – Township & village enterprises 

• SEZs – Special economic zones 

• SOEs – management responsibility system; then 
privatization 

• Gradual price decontrol 

• Tax reform (1994) 

• Currency reform (1994) 

• WTO - 2001 



CHINA - RESULTS 

• 9.4% real GDP growth  7.8% 

• Investment 44%; Savings 50% 

• Consumption down to 35% 

• Exports 3%  35% 

• Imports 3%  28% 

• Inflation 3.5  5.5  4.0% 

• Unemployment – 9+% 

• Balance of trade $241 bil; current account $171 bil 

• Cumulative FDI – $1,225 bil  

 



CHINA INDUSTRIAL PRODUCTION: FINANCIAL CRISIS 
(yearly percent change) 

Source: Compiled with data from the Economist Intelligence Unit.   
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NOVEMBER 9TH STIMULUS PLAN – Rmb 4 trn ($586 billion) 



China’s Trade 
Exports, Imports, Current Account (billions $$) 

© Richard Vietor 
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Source: Compiled with data from the Economist Intelligence Unit.   

CHINA’S GROWTH 
Nominal GDP, Real GDP, CPI 
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RENMINBI/DOLLAR EXCHANGE RATE AND U.S. MERCHANDISE 

TRADE BALANCE WITH CHINA (INVERTED SCALE, MILLIONS $$) 
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• Corruption-induced, political instability; 

• Real estate bubble bursts; 

• Income distribution & land confiscation – rural unrest; 

• Sudden change in oil and/or agricultural commodities; 

• Global warming – catastrophic effects; 

• New strategy of “Balanced growth”  fails, USA  

   Europe impose tariffs. 

• Island dispute with Japan leads to military conflict. 

CHINA’S RISKS…. 



5-year Forecast for China 
(barring risks) 

Real GDP growth/yr.   8.1%          5%  

Unemployment            7%            5.5% 

Inflation                       2.6%          5.0% 

Fiscal balance             -2%            -1.3% 

 

Trade balance         $300 bn         $200 bn 

Current account       $220 bn         $50 bn 

 

 Exchange rate         6.2 R/$          6.0 R/$ 

 FX Reserves            $3.3 tr          $3.7 tr 



INDIA – FAILED IMPORT SUBSTITUTION 

• Hindu rate of growth – 3.5% per year (with 

population growing 2.5% per year); 

• 50% of output owned by public sector; 

• 100% of banks and insurance firms; 

• Highest tariffs, capacity licensing, imports 

allocated and price controls;  

• “Sick units” protected; 

• Widespread corruption. 



INDIA AFTER 1991 

 WASHINGTON CONSENSUS…GRADUALLY 

• Fiscal policy – deficit reduction; 

• Monetary policy – tightened; 

• Exchange rates – floated; 

• Capacity licensing – removed; 

• Price controls – removed; 

• Tariffs – lowered; 

• Privatization – begun; 

• Foreign direct investment – allowed; 

• Spending on infrastructure and education – increased. 



GDP Growth Current Account Deficit Government Deficit 

 
Source: Compiled from IMF; Center for Monitoring the Indian Economy; HSBC Securities; Jardine Flaming India Broking Ltd. 

Note: Fiscal deficit is the difference between revenues and spending; current account balance is the broadest measure of goods, services, 

and money that crosses a country’s border, with a deficit indicating more imports than exports. 

% %/GDP %/GDP 

© Richard Vietor 

INDIA’S RESULTS: 
Year-to-year percentage growth in gross domestic product, and government deficit and current 

account deficit as percent of GDP; all figures for year ending March 31 
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Foreign Investment in India Since 1991 
Billions of $$ 



CORRUPTION  2012 

Source: Compiled from Transparency International, 2012 Corruption  Perceptions Index , www.transparency.org. 

(0 = most corrupt     10 = least corrupt) 

Note: rank among other countries is in parentheses 
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COALITION POLITICS IN INDIA – MAY 2009 



INDIA’S EXCHANGE RATE 
(Indian Rupee / U.S. Dollar, inverted scale) 

Source: Compiled with data from the Economist Intelligence Unit.   
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India’s Risks… 

• Corruption inducing Political Paralysis 

• Oil and food price instability 

• Inflation (especially food) 

• Manufacturing lags, deepening trade deficits  

• Unemployment – 9+ 

• Conflict with Pakistan erupts 

• Conflict with Naxilites deepens 



5-year Forecast for India 
(barring risks) 

Real GDP growth      5.4%           7.2%   

Unemployment          9.9%           8.5% 

Inflation                      9.2%           7.0% 

Fiscal balance            -6.1%          -4.3% 

 

Trade balance       -$196 bn          -$288 bn 

Current account       -$86 bn         -$101 bn 

 

Exchange rate           54 R/$           48 R/$  

FX Reserves           $281 bn          $315 bn 

 



MEXICO AND LATIN AMERICA 
 (debt, structural adjustment, and micro-reform) 

Old Strategy 

• Import substitution strategies with resource-

led growth 

• High tariffs, limited FDI, large public 

sectors, fiscal deficits, monetization, fixed 

exchange rates 

Revised Strategy 

• Debt leveraged growth, 1974-1982; 

• Debt crises & IMF bailouts 

 



ECONOMIC LIBERALIZATION STRATEGY 

IN MEXICO, 1982-1996 

• Devaluations 

• Fiscal and monetary control 

• Tariffs down  NAFTA 

• Privatizations – domestic & foreign 

• FDI – maquiladoras 

• Wage controls 

• Brady plan debt reductions 

• But, overvaluation, current account 
deficits, and foreign debt up – second 
“tequila” crisis. 





http://4.bp.blogspot.com/_7Se7iswAanA/TLMk-AJyHCI/AAAAAAAAM30/uxwejVUJuCM/s1600/mex_ex1.gif
http://3.bp.blogspot.com/_7Se7iswAanA/TLMk5VO1_SI/AAAAAAAAM3w/lq40nqQ3cKg/s1600/mex_ex2.gif


 

    Vincente Fox (2000-2006) – ineffective  

    liberalization 
•  Macro-economy stable – now microeconomic and institutional reform; 

• Fix pensions; Poverty, education, income distribution, labor law, oil and 

gas sector, environment; 

• Control crime and drugs 

• China entering the WTO… 

• But PAN a minority party…little accomplished… 

  Felipe Calderon (2006-2012) – more effective 
• Drug war – 10,000 arrested; 25 leaders; 35,000 dead 

• Pension reform – retirement age up; defined benefits  defined 

contributions; 

• Electoral reform – shorter campaigns, limit to media spending; 

• Fiscal reform – corporate flat tax revenue up 2%; 

• Pemex – limited financial flexibility; 

• Electoral reform – re-elections 

 



BUT …FINANCIAL CRISIS… 

 



 









President Enrique Pena Nieto, 2012-2018 

 “Pacto por Mexico” 

 Education reform (arrest Ms. Gordillo) 

 Eliminate fuero (immunity) law for Chamber 

 Telecommunications reform – eroding monopolies 

      of Telmex and Televisa 

 “Zero” deficit for 2013 (except 1.8%/GDP for Pemex) 

 

 Anticipated reforms 

 VAT increase? 

 Pemex reform – private-firm partnerships? 

 

?   Drug violence? 

 



Mexico’s Risks 

• Drug-related crime syndicates deepen 

domestically 

• Monopolies persist (in telecom, energy, cement, 

bread, etc.) 

• Rising unit labor costs make Mexico uncompetitive 

• Peso appreciation makes Mexico uncompetitive 

• Stuck-in-the-middle 

• Offshore drilling delayed; Mexico a net oil importer 

• Income distribution worsens…. 



 

    5-year Forecast for Mexico 

                 (barring risks) 

               

Real GDP growth             4.0%          3.7% 

Unemployment                 4.5%           3.6% 

Inflation (CPI)                   3.8%  

 

Fiscal balance (%GDP)   -2.4%          0.9% 

Trade balance                -$2 bil          -$30 bil 

Current account              -$8 bil          -$34 bil 

 

Exchange rate                13 P/$          12.8 P/$ 

Reserves                       $142 bn  



• Argentina – stable government? Will Argentina inflate? Will it become competitive? Will 
default have lasting ill-effects? 
 
• Brazil – Can institutional reform continue, with effective debt management, pension 
reform, income redistribution and exchange-rate pressure? Will Dilma manage 
responsibly and build Brazil’s competitiveness?  
 

• Columbia – Free Trade Agreement with USA? Ending FARC terrorism? 
 

• Venezuela – will Chavez’s replacement lead to a rebirth of democracy & capitalism? 

LATIN AMERICA? 

2012 2013 2014 2012 2013 2014 2012 2013 2014 

Argentina 1.9 2.8 3.5 10.0 9.8 10.1 0.1 -0.1 -0.5 

Brazil 0.9 3.0 4.0 5.4 6.1 4.7 -2.3 -2.4 -3.2 

Chile 5.5              4.9 4.6 3.0 2.1 3.0 -3.5 -4.0 -3.5 

Colombia 4.0      4.1 4.5 3.0            2.2  3.0  -3.4 -3.4 -2.9 

Venezuela 5.5 0.1   2.3  21.1 27.3 27.5 2.9 6.2 7.7 

Growth of GDP                % Inflation  Cur acct (%/GDP) 

Source: IMF, World Economic Outlook, April 2013. 



ISLAMIC RESURGENCE/SAUDI ARABIA 

ANNUAL GDP GROWTH 
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SAUDI ARABIA – ECONOMIC ISSUES  

UNTIL OIL PRICES ROSE 

• Slow economic growth (1.8% per year), 
except for past three years – high oil prices; 

• Low domestic investment – average 19-20% 

• Government budgets – irregular deficits/debt; 

• Defense, debt service, and education; 

• Unemployment  13+%; 

• Low inflation; 

• Huge Trade surpluses; 

• Current account deficits (until 2000): large 
surpluses since. 

 



ABDULLAH’S DEVELOPMENT STRATEGY 

• Reduce fiscal deficits 

• Open up foreign investment 

 FDI law, gas initiative 

• Build infrastructure 

• Finance domestically 

• Privatization 

• Fund education 

• Maintain low inflation 

• Saudization 

• Expand production capacity to 12.5 mmbd  

• Produce enough oil (10 mil. bbls./day) to 
stabilize price 

• Abdullah Plan – Middle East Peace 
 







2.65/4.53 = 58% of spare capacity is Saudi Arabia 



SAUDI ARABIA SINCE 2005 

• Raid economic growth (up to 7.0% per year) 

• Huge government surpluses, debt down to 

28%/GDP 

• Defense, education, and infrastructure, 

including four new cities 

• Unemployment  10.2%  

• Inflation up to 9%; back down to 5% 

• Huge Trade surpluses 

• Current account surplus - $451 billion in 

Sovereign Wealth Reserves 



BUILD-UP IN RESERVES; DRAW-DOWN IN CRISIS 



Saudi Arabian Risks 

• Oil prices slump (expanded production in  

    Iraq and the USA) 

• Surge of domestic terrorism 

• Liberals (women & youth) pursue abrupt  

    reform 

• War breaks out between Israel and Iran 

 



5-year Saudi Arabian Forecast 

                 (barring risks) 

Real GDP growth     5.5%        4.7% 

Unemployment         9.7%        8.6% 

Inflation (CPI)           4.4%        4.8% 

 

Fiscal balance          12%        -1.0% 

Trade balance      $250 bn        $150 bn 

Current account    $155 bn        $40 bn 

 

Exchange rate       3.74 R/$   

FX reserves         $630 bn         $700 bn 



Turkey – A Work in Progress 

  2001  2002  2003  2004  2005  2006  2007  2008  2009  2010 2011 2012a 

Nominal GDP (TL bn) 238.7 348.1 453.9 558.1 648.1 757.0 843.0 950.6 951.5 1,097.9 1,293.9 1,419.1 

Private consumption (% of GDP) 68.8 68.3 71.4 71.4 71.7 70.6 71.3 69.8 71.5 71.7 73.1 73.3 

Government consumption (% of GDP) 12.2 12.6 12.1 11.8 11.7 12.3 12.8 12.8 14.7 14.3 14.0 14.9 

Gross fixed investment (% of GDP) 16.0 16.7 17.0 20.4 21.1 22.3 21.5 19.9 16.9 18.9 21.9 21.8 

Stockbuilding (% of GDP) -0.9 1.0 0.6 -0.8 -1.0 -0.3 -0.4 1.9 -2.0 0.6 2.0 -2.0 

Exports of G&S (% of GDP) 27.1 25.0 23.1 23.4 21.9 22.6 22.4 23.9 23.4 21.2 23.7 24.0 

Imports of G&S (% of GDP) 23.2 23.5 24.1 26.2 25.4 27.5 27.5 28.3 24.4 26.7 32.7 32.0 

Real GDP (LCU) 68,376 72,492 76,342 83,496 90,485 96,707 101,289 102,072 96,835 105,852 114,912 118,385 

GDP (% real change pa) -5.7 5.7 5.3 9.4 8.4 6.9 4.7 0.8 -5.1 9.3 8.6 3.0 

GDP per head (US$ at PPP) 7,650 8,310 8,860 9,790 10,710 11,690 12,473 12,717 12,070 13,218 14,517 15,067 

Agriculture (% of GDP) 9.9 11.7 11.4 10.9 10.8 9.5 8.7 8.6 9.3 9.6 9.3 9.1 

Industry (% of GDP) 30.2 28.7 28.6 28.5 28.5 28.7 28.3 27.7 25.9 27.0 28.1 28.4 

Services (% of GDP) 59.8 59.6 60.0 60.6 60.7 61.8 63.1 63.7 64.7 63.4 62.6 62.6 



Turkey’s economic problem -  



 Turkey’s Deputy Prime Minster, October 9, 2012 

 





Turkey’s Risks 

 Savings remains small, foreign borrowing grows; 

 Current Account Crisis; 

 Energy dependence worsens – crisis; 

 Frictions with Iraq worsen; 

 US/Israel war with Iran; 

 Islamicization gets out of hand; military 

     asserts itself…. 



5-year Turkey Forecast 

                 (barring risks) 

Real GDP growth     2.2%        5.0% 

Unemployment         9.2%        6.3% 

Inflation (CPI)           8.9%        4.4% 

 

Fiscal balance          -2.0%        -2.2% 

Trade balance      $-65 bn        $-110 bn 

Current account    $-48 bn        $ -91bn 

 

Exchange rate       1.8 Tl/$   

FX reserves         $73 bn         $115 bn 



      1995 GDP(bil$)      GDP Growth 90-95     GDP Growth 2010 

Kenya      9.1           1.4  5.0 

Tanzania      3.6           3.2  6.5 

Congo    14.4           1.8  7.2 

Zambia      4.0          -0.2  7.6 

Zimbabwe     6.5           1.0                  9.0 

Malawi      1.5           0.7  6.6 

Uganda      5.6           6.6  5.2 

Angola      0.5          -4.5                  1.6 

Botswana      0.2           4.2  8.6 

Mozambique 0.4           7.1  7.0 

Namibia      0.4           3.8  4.4 

South Africa 136.0           0.6  2.8 

Lesotho      1.0           7.5  2.4 

AFRICA RECOVERY 

Map source: http://www.politicalresources.net/africa-map.htm 



GEAR – GROWTH, EQUALITY, AND REDISTRIBUTION 

• Fiscal policy (deficit reduction) 

• Monetary policy (constant real exchange rate) 

• Privatization – now stopped 

• Two-pronged industrial policy 

• Lower tariffs - WTO 

• Two-tier wage policy - failed 

• Now Black Empowerment 

 ASGISA – ACCELERATED AND SHARED GROWTH    

                   INITIATIVE FOR SOUTH AFRICA 
• AIDS 

• Broad Based Black Economic Empowerment (2003) 

• Mugabe (Zimbabwe) 

 

• Spending on infrastructure, education, green energy, tourism 

New Growth Path 



SOUTH AFRICAN SOCIAL ISSUES 

• Unemployment:  25% 

• Infrastructure: electricity,  plumbing,  telephone,   

housing; 

• Education: 32% illiterate 

• Crime: 26,000 homicides; 1 felony/21 people 

• HIV+: 19-20% of adult population  

© Richard Vietor 





SOUTH AFRICA 



SOUTH AFRICAN UNEMPLOYMENT 



South Africa’s Budget Proposal 2011 



      South African Risks 

 

 
• Unemployment leads to more crime/violence 

• Strikes undermine competitiveness 

• Minerals prices collapse 

• AIDS problem deepens 

• Rand appreciates leaving SA uncompetitive 

• Stuck-in-the-Middle  



5-year Forecast for South Africa 
(barring risks) 

GDP growth            2.6%            5.1% 

Unemployment       25%             21% 

Inflation                   5.1%  

 

Fiscal balance       -4.8%            -2.7% 

Trade balance       -$5 bn           -$4 bn 

Current account    -$22 bn         -$21 bn 

 

Exchange rate        8.2 R/$         9.4 R/$       

FX reserves            $53 bn         $54 bn 



BRAZIL, ARGENTINA, CHILE, MEXICO, 

SOUTH AFRICA, MALAYSIA, AND TURKEY 

 - IF NOT… 

      

      low cost 

       differentiation 

       focus 

  

“STUCK IN THE MIDDLE”? 
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Source: IMF Database, 2011 

GROSS DOMESTIC PRODUCT PER CAPITA (PPP) 

FOR EXPORTING COUNTRIES 
  (in U.S. Dollars) 

$$ 



Europe in Crisis 





Unemployment in Europe – March 2013 



Euro Area Unit Labor Costs and Projected Adjustments  

Source: OECD Economic Outlook, November 2012 



 





Greece – 5th Plan, 2nd bailout… February 2012 
 

- 53% Haircut for holders of Greek Debt 

- Exchange bonds for new ones – 30 year, average 

interest rate lowered from 4.8-3.65% 

- Debt written off $142 billion – 74% net present 

value loss 

- Greece refinance public sector - for $172 billion  

- New reforms, better enforcement 

GERMAN FINANCE MINISTER WOLFGANG SCHAUBLE:  

 Perhaps we and our partners must look into ways 

 to assist Greece…in an even closer manner…. 



EUROPEAN BANKS OWN A LOT OF DEBT 







A PROBLEM OF EUROPE… 

   





ANYONE SEE A SOLUTION? 

Roscini 



SO THE ECB BOUGHT DEBT… 



SO ENTER “MAY THE FORCE BE WITH YOU” 

“Outright Monetary Transactions” (OMTs) 

1. Purchasing sovereign bonds on 

the secondary market… 

2. 1-3 year maturations 

3. “Will sterilize” money created 

4. For countries needing financial 

help and   operating under 

“conditionality…” 





  European Risks 

 
• Greece defaults/withdraws from Euro 

• Portugal defaults/withdraws from Euro 

• Fiscal restraint induces longer recession 

• European banks too leveraged on 

government debt -> banking crisis 

• Spain – social revolution 

• Italy – social revolution 

• Germany stops subsidizing…. 

• Euro collapses 

 

 





JAPAN – DEFICITS, DEBT AND DEFLATION 

Performance Factors 1979-85  1985-91 199112 

Real GDP Growth 3.9% 5.1% 1.0%/yr 

of which consumption 60.7 57.8  56.8 

government 10.0 9.9   17.9 

investment 29.6 34.0  19.4 

exports 12.1 14.2  16.0 

Unemployment 2.8 2.1  5.2  4.3 

Savings (household) 17.0 14.9  5.1  1.5 

Productivity Growth 4.1 2.9  2.7 

Budget Deficit (%/GDP) 6.1 4.2  1.1   8.3  8.8 

Balance of trade (bil $$) 7  56  77   105  -64 

Current account (bil $$) 1  49  57   248  84 
© Richard Vietor 



JAPAN 



 



JAPAN’S INFLATION 
(percent change per year) 

-3

-2

-1

0

1

2

3

4

5

6

Source: Compiled with data from the Economist Intelligence Unit.   
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JAPAN: MAJOR BANK PROFITS, FY 90-99  
(in trillions of yen) 

   
Source: Fitch IBCA 





PUBLIC DEBT OF JAPAN  
(as percent of GDP) 

Source: Compiled with data from the Economist Intelligence Unit.   
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JAPAN POST EARTHQUAKE  

http://images.search.yahoo.com/images/view;_ylt=A0PDoKmmefBQhQ0ARKmJzbkF;_ylu=X3oDMTBlMTQ4cGxyBHNlYwNzcgRzbGsDaW1n?back=http://images.search.yahoo.com/search/images?p=fukushima&tab=organic&ri=7&w=1200&h=740&imgurl=4.bp.blogspot.com/-NDPWxVSMd9s/Tf8vvilWh9I/AAAAAAAAAF8/IzHFJC-Z6JI/s1600/japonia-fukushima.jpg&rurl=http://environment-clean-generations.blogspot.com/2011/06/what-happened-at-fukushima.html&size=140.1+KB&name=What+happened+at+<b>Fukushima+</b>~+Environment+Clean+Generations&p=fukushima&oid=8fa5d16b6adff7545bd0698009e2661b&fr2=&fr=&tt=What+happened+at+<b>Fukushima+</b>~+Environment+Clean+Generations&b=0&ni=48&no=7&ts=&tab=organic&sigr=12pgsflt9&sigb=129r41sio&sigi=12ue06dd1&.crumb=yw8kdPw4bKZ


JAPAN’S 
Three-month moving average (¥ trillion) 

Source: Federal Reserve  Bank of New York, Japan Economic Indicators, 2012. 





JAPAN RISKS 

• Monetary policy fails – deflation 

• Larger fiscal deficits lead to debt crisis 

• Hot summer, high oil prices – power failures 

• Export competitiveness declines – debt crisis 

• Japan’s island conflict with China erupts 

 



5-year Forecast for Japan 
                  (barring risks) 

 

Real GDP growth               1.8%            1.0% 

Unemployment                   4.3%            4.0%  

Inflation                               0.0%            0.4% 

 

Fiscal balance (%/GDP)     -9.8%          -7.0% 

Trade balance                  -$75 bn          -$110 bn 

Current account                 $66 bn           $20 bn     

 

Exchange rate                    87 ¥/$            93 ¥/$ 

FX reserves                     $1.35 tr           $1.52 tr 



USA Fiscal History 



Source: Bureau of Economic Analysis, Feb. 2013.  

United States Real GDP, 2005-2012 
(quarterly, billions of chained 2000 dollars) 
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GROSS PRIVATE DOMESTIC INVESTMENT  



Numbers of People 

7.5% April 2013 



GOOD NEWS - US PRODUCTIVITY:  1984-2013(Q1) 

Source: Bureau of Labor Statistics, May 2013  
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Better News… 



BAD NEWS – BUDGET DEFICITS 

Source: Compiled from Economic Report of the President 2012; CBO, Budget Outlook, May 2012.                                © Richard Vietor 
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U.S. FEDERAL GOVERNMENT DEBT 

101% of GDP 



MANDATORY FEDERAL SPENDING 

ON HEALTH CARE, BY CATEGORY 

CHIP – Children’s Health Insurance Program 



BUDGET CONTROL ACT OF 2011 

 - August 2, 2011 – Congress compromised to raise debt crisis 

  

 Stage #1 

 

 - Imposed caps on new discretionary budget authority – designed to 

 reduce  expenditures by $756 billion (plus $134 billion in debt service 

 savings), cumulatively; 

              - debt ceiling raised immediately $400 billion, $500 more when 

 Congress votes;  

 

 Stage #2  

 

 - New Congressional committee (6×6) to cut additional $1.2 trillion 

 ($1 trillion plus $197 saved debt service), including entitlements, 

 cumulatively; 

              -  If Congress does not vote by December 23, automatic cuts of $1.2 

 trillion, across the board… 

 









 

“The Fiscal Cliff” 



Savings and Costs in the Fiscal Cliff Package 
   

Source:  Committee for a Responsible Federal Budget (CRFB.org). 



Obama’s Proposed Budget by Category, FY 2014    







OVERALL GLOBAL CURRENT ACCOUNT 

BALANCES IN 2012 Billions $$ 
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2.7% 

Mar. 

$329 bil 



CORPORATE PROFITS 



SAD NEWS FOR THE NEXT GENERATION 

© Richard Vietor 



Good news – U.S. dollar has weakened, some 

http://research.stlouisfed.org/fred2/graph/?s[1][id]=TWEXM


Risks facing the USA 

• No debt solution by march – debt crisis 

• No long-term deficit reduction – debt crisis 

• Recession resumes 

• Democrats & Republicans in Congress 

      fail to compromise 

• Climate change worsens significantly 

• Oil price shock – sudden jump 

• Income inequality widens – crime & 

      unrest 

• Education does not improve 

• Competitiveness does not improve 

• Demographic trap worsens 

• US enters war with Iran 

 

 



  5-year Forecast for the USA 
                     (barring risks) 

  

 Real GDP growth             2.2%          2.5% 

 Unemployment                 7.8%          6.1% 

 Inflation (cpi)                    2.2%          2.3% 

 

 Fiscal balance (%/GDP)  7.0%          3.2%            

 Trade balance              -$737 bn          

 Current account           -$486 bn    - $390 bn 

 

 Exchange rate 

        



Global Risks 
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Japan debt crisis 

USA fiscal                crisis default 

Climate change event 

Euro collapse 

Greece, Spain, or Italy default 

Israeli-Iranian war 

 

Food crisis 

Water crisis  

Cyber-event 

US current account crisis 

                     Japan – China clash 

China bubble bursts 

Korean conflict 

Oil price volatility 


