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Lesson 1

The World Economy: Three-way Split

America, the euro zone and the emerging world are heading in different directions.

This year has turned out to be a surprisingly good one for the world economy. Global
output has probably risen by close to 5%, well above its trend rate and a lot faster than
forecasters were expecting 12 months ago. Most of the dangers that frightened financial
markets during the year have failed to materialize. China’s economy has not suffered a
hard landing. America’s mid-year slowdown did not become a double-dip recession.
Granted, the troubles of the euro area’s peripheral economies have proved all too real.
Yet the euro zone as a whole has grown at a decent rate for an ageing continent, thanks
to oomph from Germany, the fastest-growing big rich economy in 2010.

The question now is whether 2011 will follow the same pattern. Many people seem
to think so. Consumer and business confidence is rising in most parts of the world; global
manufacturing is accelerating; and financial markets are buoyant. The MSCI index of
global share prices has climbed by 20% since early July. Investors today are shrugging
off news far more ominous than that which rattled them earlier this year, from the soaring
debt yields in the euro zone’s periphery to news of rising inflation in China.

Earlier this year investors were too pessimistic. Now their breezy confidence seems
misplaced. To oversimplify a little, the performance of the world economy in 2011
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depends on what happens in three places: the big emerging markets, the euro area and
America. (Yes, Japan is still an economic heavyweight, but it is less likely to yield
surprises.) These big three are heading in very different directions, with very different
growth prospects and contradictory policy choices. Some of this divergence is inevitable:
even to the casual observer, India’s economy has always been rather different from
America’s. But new splits are opening up, especially in the rich world, and with them
come ever more chances for friction.

On the rise, on the edge, on the never-never

Beginwiththe big emerging markets, by far the biggest contributors to global growth
this year. From Shenzhen to Sao Paulo these economies have been on a tear. Spare
capacity has been used up. Where it can, foreign capital is pouring in. Isolated worries
about asset bubbles have been replaced by a fear of broader overheating. China is the
prime example but by no means alone. With Brazilian shops packed with shoppers,
inflation there has surged above 5% and imports in November were 44% higher than the
previous year.

Cheap money is often the problem. Though the slump of 2009 is a distant memory,
monetary conditions are still extraordinarily loose, thanks, in many places, to efforts to
hold down currencies (again, China leads in this respect). This combination is
unsustainable. To stop prices accelerating, most emerging economies will need tighter
policies nextyear. If they dotoo much, their growth could slow sharply. If they do too little,
they invite higher inflation and a bigger tightening later. Either way, the chances of a
macroeconomic shock emanating from the emerging world are rising steeply.

The euro area is another obvious source of stress, this time financial as well as
macroeconomic. Inthe short term, growth will surely slow, if only because of government
spending cuts. In core countries, notably Germany, this fiscal consolidation is voluntary,
even masochistic. The embattled economies on the periphery, such as Ireland, Portugal
and Greece, have less choice and a grim future. Empirical evidence suggests that
countries in a currency union are unlikely to be able to improve their competitiveness
quickly by screwing down wages and prices. Worse, the financial consequences of a
shift to a world where a euro-area country can go bust are only just becoming clear. Not
only do too many euro-zone governments owe too much, but Europe’s entire banking
model, which is based on thorough integration across borders, may need revisiting.
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These difficulties would tax the most enlightened policymakers. The euro zone’s political
leaders, alas, are a fractious and underwhelming lot. An even bigger mess seems all but
certain in 2011.

Reach for the stretch pants, Barack

America’s economy, too, will shift, but in a different direction. Unlike Europe’s,
America’s macroeconomic policy mix has just moved decisively away from austerity.
The tax-cut agreement reached on December 7th by Barack Obama and congressional
Republicans was far biggerthan expected. Notonly did itextend George Bush’s expiring
tax breaks for two years, but it also added more than 2% of GDP in new breaks for 2011.
When this is coupled with the continued bond-buying of the Federal Reserve, America
is injecting itself with another dose of stimulus steroids just when Europe is checking into
rehab and enduring cold turkey.

The result of this could be that American output grows by as much as 4% next year.
That is nicely above trend and enough to reduce unemployment, although not quickly.
But America’s politicians are taking a risk, too. Even though their country’s long-term
budget outlook is famously dire, Mr. Obama and the Republicans did not even try to find
an agreement on medium-term fiscal consolidation this week. Various proposals to fix
the deficit look set to gather dust. Bondholders, who have been very forgiving of the
printer of the world’s chief reserve currency, greeted the tax deal by selling Treasuries.
Some investors, no doubt, see faster growth on the way; but a growing number are
worried about the size of America’s fiscal hole. How much does this parting of the ways
matter? The divergence between the world’s big three will compound the risks in each
one. America’s loose monetary policy and concerns about sovereign defaults in the euro
zone will encourage capital to flow to emerging economies, making the latter’s central
banks reluctant to raise interest rates and dampen down inflation. Over the next five years
emerging economies are expected to account for over 50% of global growth but only 13%
of the increase in net global public debt. Rather than rebalancing, the world economy in the
immediate future will skew even more between a debt-ridden West and thrifty East.

The West avoided depression in part because Europe and America worked together
and shared a similar economic philosophy. Now both are obsessed with internal problems
and have adopted wholly opposite strategies for dealing with them. That bodes ill for
international co-operation. Policymakers in Brussels will hardly focus on another trade
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round when a euro member is about to go bust. And it bodesiill for financial markets, since
neither Eurdpe’s sticking-plaster approach to the euro nor America’s “jam today, God
knows what tomorrow” tactic with the deficit are sustainable.

Of course, it does not have to be this way. Now they have splurged the cash, Mr.
Obama and Congress could move on to a medium-term plan to reduce the deficit.
Europe’s feuding leaders could hash out a deal to put the single currency and the zone’s
banking system on a sustainable footing. And the big emerging economies could allow
their currencies to rise. But don’t bet on it. A more divided world economy could make
2011 a year of damaging shocks.

(From: http://www.economist.com/node/17677746)

” Words and Expressions )

split n. 3L4&; &% output n. = &; k¥
forecaster n. R R : mid-year slowdown ¥ 2 iK%
double-dip recession Uk % i& peripheral agj *&-&#; srEH
decent aaj. 48 L4F44 ageing n. %4

comph. n.dkh; RAlH . buoyant adj &% H4

. MSClindex BAREFAFITAERIEE shrug off 32AL

~ ominous adj Wik#y; RiEH rattle v, R

debt n. % pessimistic 7. &M; EMEL
heavyweight n. &% 5  divergence n o %

friction n. B4 on atear #F4 L4

spare capacity HE# 4 FhH asset bubbles =8k
overheating 7. i # by no means alone % R3Kk
surge v. #3% slump n. &3k

monetary adj. % T &9; £kl hold down #r4l; E%|

currency n. % ® inflation ~. 18 $¢ iRk

tightening n. &4 emanate v. #%; L&

steeply aav. &34 consolidation 7. 45

fiscal agj M # , voluntary adj /& #; B

. PR -
rrong PO o -
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. masochistic adj B EFLH embattled aaj. # E B &
< grim ad) ZAL; THE _screw down {EMB&MAE
bust n. ®E&; FEA ¢ enlightened aqgj #H#; XHA%
fractious aqgj H# &, XEuAst4tey  austerity n B4%; =5
expire v. k3; Ak tax breaks FLILE K, FLIAM &
couple with 5 -----3ask4; M inject v. i24¢
dose n. —#l; —Mk steroid n. ##&
rehab n. A& : * cold turkey % X877 %; RRTARE
dire adj Tthey; Eihey long-term budget ¥ #17 ¥
fiscal consolidation B4 - deficit n. FF; B
gather dust #24; #HME bondholder n. AMEFTA &
£ reserve currency #& KT bond-market bust 4T %4 &
£ sovereign default %54 dampen v. 374
skew v #i4}; L debt-ridden fiff & &
thrifty agj. 3 #-% : obsessed with % T
Bbde wllex ¢ gobust #&F*
sticking-plaster n. #& & tactic n. £%; K%
splurge v. #E; £ feud v. KIRA;, KH%-+
hash out #; ik footing n. Xah; LRA
beton #e-- 3T ‘ .
o et sl

Not_es ﬁg

e

1. economic soft landing: A soft landing in the business cycle is the process of an
economy shifting from growth to slow-growth to potentially flat, as it approaches but
avoids arecession. It is usually caused by government attempts to slow down
inflation. The criteriafor distinguishing between a Aardand softlanding are numerous
and subjective. In addition to being a certain type of business cycle, a softlanding may
also refer to a market segment or industry sector that is expected to slow down, but
to not crash, while the wider economy may not experience such a slow down at that

time. 2FHKEMH, REEREFHNETEI —BIEY KI5, PRUE %2 EEH
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KXE., BREFHETR NN LE, FFEEEGFEKENEZIRELR
—4%H%, MRESHEXKENLTES, PRy KEEEEXEN &84k,
RAFWYT &, EHITZH. X2, Al EEAFEHT KR, ERXRS
EFZRAEARPERARE. SEREFHETET —BARY KB, BHTH
BERKES, THTERNAE, TREAFEKEHEE, ‘K& BR—HE

2. double-dip recession: When gross domestic product (GDP) growth slides back to
negative after a quarter or two of positive growth. A double-dip recession refers to a
recession followed by a short-lived recovery, followed by another recession. The
causes for a double-dip recession vary but often include a slowdown in the demand
for goods and services because of layoffs and spending cutbacks from the previous
downturn. A double-dip (or even triple-dip) is a worst-case scenario. Fear that the
economy will move back into a deeper and longer recession makes recovery even
more difficult. XEA KR, XM KK WERKR, 2REFEFBENE AFE (Great
Depression) Uk &R EXNFRFubBAEN T LEREA. BEWNAFDBEEREFERY
ATEBEERFHANLREFEATRAZFE, WK XRMEZEAEZRERM.
KT R A TR G A AR L RE SR LRRASH. thRkF, EWEL#BAE
AREFHT —RERKRELE 201045 K 20115 K4, INNEERBRRFELK
ZAFCEMERHE A, BHREHTREAEDE, EFANERLE —RMK, W
Rk WA KR,

3. MSCI: Morgan Stanley Capital International & 4+ % % &< & Fx MSCI is a leading
provider of investment decision support tools to over 5000 clients worldwide,
ranging from large pension plans to boutique hedge funds. It offers a range of
products and services—including indices, portfolio risk and performance analytics,
and governance tools—from a number of internationally recognized brands such as
Barra, Risk Metrics and ISS. Since the MSCI indices were launched over 40 years
ago, the company has grown both organically and through acquisition to become
one of the world’s leading players in the provision of products and services to
institutional investors.

4. inflation: In economics, inflation is a rise in the general level of prices of goods and
services inan economy over a period of time. When the general price level rises, each
unit of currency buys fewer goods and services. Consequently, inflation also reflects
erosion in the purchasing power of money—a loss of real value in the internal medium
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of exchange and unit of account in the economy. A chief measure of price inflation is
the inflation rate, the annualized percentage change in a general price index
(normally the Consumer Price Index) over time.# % K EK TR B RGET, ER
MHEXTRAEFFER, CHALUIIATFREH, SEETRME, @528
—REFE AN LT S ERIAR. ELREHLCETRATHLEMS (i
MNFR) BEEFFL, ERBKERERANAFHRSEME LA, —BEBEBKA
BHRIRERYE S TR, WhkTRMENFEEFREZ TEASEREE TERTEE
2ENNTE, T)EHHATHAERTH LM mE.

5. tax breaks: Tax break isaslangtermreferring to any itemwhich reducestax, including
any tax exemption, tax deduction, or tax credit. Tax break is also a pejorative term
used in the United States to refer to purportedly favorable tax treatment of any class
of persons, as in “individuals get a tax break for xxx”. I %2 R B K — < Bt
WeEoE. B3, HABORER, MAEFEEEHFHELREREFENS TRER LR
B, xtNAEBLAK IR R DA B ABL; A BLAEBL K 2B S BRABL X5 A St
HARMARLARKE T HIRD HLBEREHREENEEL A2 —.

6. Federal Reserve: Federal Reserve, also the Federal Reserve System (informally the
Fred), is the central system of the United States. It was created in 1913 with the
enactment of the Federal Reserve Act, largely in response to a series of financial
panics, particularly a severe panic in 1907. Over time, the roles and responsibilities
of the Federal Reserve System have expanded and its structure has evolved. Events
such as the Great Depression were major factors leading to changes in the system.
Its duties today, according to official Federal Reserve documentation, are to conduct
the nation’s monetary policy, supervise and regulate banking institutions, maintain the
stability of the financial system and provide financial services to depository institutions,
the U.S. government, and foreign official institutions. % E B f#if & % % ( EiE: The
Federal Reserve System % # Federal Reserve, 3EE XA The Fed) R EBEfE,
RFBATEREOFRBRITHRT. INERARRE (B A 4ED (Federal Reserve
Act) T 1913F KL . INRAEEHRAREZ RS, KRAMERITREALNF
WHERREAR . FERARERAHUTERFR RGP REEZ R 20 12K,
MEXEZER TR EHRAGERITEAR. X - AHELANEEREETEER
RER. FAXENFRRIT, XBREAXEERERMN. XBREFRIAAFA
TR — BRI P 8 2 3 Sk

7. Investors today are shrugging off news far more ominous than that which rattled them
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earlier this year, from the soaring debt yields in the euro zone’s periphery to news of
rising inflation in China. sh47 & “xt-Fi# Ao BK B 4h Bl 3t X 5 3 A9 17 4 2| o [ 38 ¢
Bk AR S X e E R AR T A ZHAFHEE, RERKZERACNTRE B, XM
TR ANEAUBRIENGHE L4, thanfs 8 that#§1K news, A which## 7 —
ANEAE AL, from JE W B9 E o 4 A ERRIE, RET news .

. America’s loose monetary policy and concerns about sovereign defaults in the euro

zone will encourage capital to flow to emerging economies, making the latter’s central
banks reluctant to raise interest rates and dampen down inflation. sh 8 &% “EEH
FARFRTHRR GO E A ERE AR R B RERAANFTHXEFER, iLEHGF
FRITRBAFRGF R BREEK. XN TFHEHHEE4, £ER H and
HEBENENFFI RS, ESENBsRAEIAERENAE.

. And it bodes ill for financial markets, since neither Europe’s sticking-plaster approach

tothe euro nor America’s “jam today, God knows what tomorrow” tactic with the deficit
aresustainable. WA B h “EX 2R THLENEX, BATERRMMNERTELH
HEBNXR, FREXEXNTHFF “KRETER” BEK, HLEELEFHFR". ER
NMITH, EFSHHTLIHNE4H, EF5ENEHE since 5l FHRBERENE, G
# neither...nor £t 38 7 A4 B £1E R 4.

Exercises j

Vocabulary

Directions: Choose a word or phrase listed below, and complete each sentence of the

-

following, making changes if necessary.
périphera/, Shrug aff rattle, hold down, emanate, surge, skew, bet on

This operation clears all the latched data for conveyor motion.
Since the agreements had no accumulated stocks, they were powerless to
prices.

. Nevertheless, the inthe index is not confined to manufacturing: in particular,

retailers are more confident than they have been for six years.

. Investors were until recently big fans of the “decoupling” theory, the notion that Asian
economies can an American recession.
. Households are withdrawing money from low-yielding bank accounts to the



