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In the second part of the
interview, Med Jones dis-
cusses the global recession
visiting again even as the
world economies are recov-
ering, the lessons the gov-
ernments and investors
should learn. Excerpts:

QQ..  IIss  iitt  ttrruuee  tthhaatt  aa  sseeccoonndd
aanndd  mmuucchh  bbiiggggeerr  ccyyccllee  ooff
eeccoonnoommiicc  ccrriissiiss  iiss  lloooommiinngg
llaarrggee  aaggaaiinn,,  eevveenn  aass  gglloobbaall
eeccoonnoommiieess  aarree  rreeccoovveerriinngg??

A. The short answer is
yes. I spoke about that in
2007. I am concerned about
the US, the UK and the EU
in general, a crisis in Spain
would constitute a greater
challenge for EU policy
makers because the Spanish
economy makes up 12 per
cent of euro-area GDP,
which is close to double of
Greece, Ireland and
Portugal combined. 

In addition to debt and

inflation, EU still has chal-
lenges with ageing and
lower population growth.
The ongoing costs of sup-
porting an ageing popula-
tion and the law of dimin-
ishing returns will cause
more burdens on the EU.

There is a real risk that
by the time the US econo-
my recovers from this
financial crisis, they will
enter another crisis driven
by the much less publicised
social security, medicaid
and medicare debt and the
burden of ageing baby
boomers along with
unmanageable national
debt, large consumer debt
and a real risk for a curren-
cy crisis. 

All policies remaining
the same, there are two pos-
sible scenarios, either
another sharp correction
(crisis) with quick recovery
or a prolonged stagnation
similar to Japan's lost
decade. The bailout and the
misallocated stimulus
funds, the continued deficit
spending, and the balloon-
ing of the real uncalculat-
ed debt-to-GDP ratio of
about 700 per cent as
opposed to the official
debt number of 90 per
cent, and that is not count-
ing the individual states'
debt, the increased direct
and indirect taxes to fund
bad economic and busi-
ness policies could pose
the greatest risk to the US
economy. 

The current GDP recov-
ery is driven primarily by
debt-funded spending
rather than private sector
productivity improve-
ments and exports. The
problem is that
Government spending is
more than 40 per cent of
US GDP, so when the gov-
ernment spending slows
down and they will slow
down to try to balance the
budget, the private sector
and the economy will be
impacted significantly.
Unfortunately, what hits
the US economy 
will impact the world and
we could experience
another crisis. 

Countries that have high

Debt-to-GDP ratios and fol-
low the same US economic
policies will be hurt the
most. Japan and some EU
countries in particular Italy,
Spain, Portugal, Greece,
Ireland, Latvia and other
countries will feel the most
pain. In Latin America,
Mexico and Central
America, countries are

more vulnerable due to
their strong dependency on
US economy. Add to that
the long-term demographic
trend, over the next 50

years; the US labour force is
projected to grow at a slow-
er rate. As a result, there are
concerns about future
growth of the U.S. economy.
Despite the ageing of the
baby-boomers, the U.S.
labour force is in a better
position than most coun-
tries in Europe and East
Asia, which are facing

shrinking workforces in
coming decades. Japan, for
example, is projected to see
a 6 per cent drop in its
labour force by 2020. 

But it is not all bad news.
On the upside, the factors
that are in favour of the US
economy include the pri-
vate sector innovations
bringing export revenues,
attracting foreign 
investments to undervalued
assets, lack of 
governance and transparen-
cy in emerging markets
makes US a safer invest-
ment destination. 

One of the main reasons
the US has been able to pre-
vent the currency and the
economy from collapsing,
despite the latest wars, bad
economic policies and mas-
sive currency printing, is
because the dollar is the de-
facto standard for interna-
tional trade and the largest
international currency
reserve. 

Luckily this time, not
many international politi-
cians have the will to push
hard for alternative interna-
tional trade and reserve
currency. The US is run-
ning on the goodwill of the
previous decades, once the
dollar is replaced with a
basket of international 
currencies, the US econo-
my could crash, especially
if the government does 
not stop its debt spending
or go back to healthy pro-
duction-based growth and
investments. 

What scares is the rising
level of stress and distrust
in the relationships
between US and other
countries. Luckily the glob-
alisation of the economic

activities and trade made
all us invested in each
other, so we are unlikely to
see drastic decisions that
could result in a global eco-

nomic disaster, any push
and pull will be done 
gradually and hopefully
diplomatically.

So in the short term there
is little risk of another cri-
sis, but the US leadership
should not forget that 
global competition is grow-
ing. Manufacturing, servic-
es, knowledge and innova-
tion leadership gap is
diminishing. 

In the long term the dol-
lar will eventually be
replaced as the internation-
al trade and investment
currency. If they do not fix
the national economic
problems in the short term,
we will all face a bigger cri-
sis in the mid and longer
terms. 

I know this sounds
gloomy but I do not sub-
scribe to the Prophets of
Doom who are predicting
socioeconomic collapse.
I'm just being realistic
about the risks and chal-
lenges, you asked me about
the prospect of the crisis,
but if you asked me about
the prospects of recovery
you will have a more
upbeat answer. Make no
mistake, US will recover, it
is just the road to recovery
is rocky with potential set-
backs, and we have to pay
for our mistakes like every-
one else. 

QQ..  WWhhaatt  pprrooggrreessss  hhaavvee
ccoouunnttrriieess  mmaaddee  iinn  rreeccoovveerr--
iinngg  ffrroomm  gglloobbaall  ccrriissiiss??

Last year was of uneven
global recovery. The good
news is that global trade
has recovered, and should
continue to do so. The bad
news is that the real estate,
consumer credit problems,
and sovereign debt in the
world's largest economies
have not been solved yet.
About 22 countries, includ-
ing several EU-member
states requested IMF's
help. 

As expected, technically,
the recession has ended in
US and we saw modest
GDP growth, however in
my opinion, real recovery
is measured with the
growth of employment. 

“
”

‘I would hate to make
music and people
love me for some-
thing that isn’t me.’

ALICIA KEYS, 1981

QUOTE
OF THE DAY!

Born on  this
day

”“
There is a real risk that by the time the US economy
recovers from this financial crisis, they will enter
another crisis driven by social security, medicaid and
medicare debt, along with the burden of ageing baby
boomers and unmanageable national debt.

VL Srinivasan
Chief Reporter

� International Institute of Management (IIM) President Med Jones.

‘Another cycle of
crisis in the offing’  
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