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Dear Reader,

The global economic scenario is a business risk manager’s nirvana! While it is true that economic recovery seems likely, it is equally true that the road ahead appears rocky and fraught with a wide array of business risks. In the USA, Obama got his health care program passed through the legislature but it is not clear what will be the political cost. The ideological divide has widened in the US and domestic terrorism has surfaced (the media continues to refer to “nut cases” but terrorists is the correct term). The current anger could dissipate or increase so the outlook is uncertain, and risk is nothing more than the measure of our uncertainty. Financial reform is the next item on the US agenda and this is certain to be a thorny issue. The “derivative machine” continues producing its weapons of mass disruption. On the positive side, the economy shows signs of stronger recovery and continued excess capacity assures relatively weak inflationary pressures in the private sector. However, a huge public sector budget deficit and high debt still constitute potential weakness.

 The EU continues its debate as to whether it is only European or if it is a true Union. The decision to help Greece through its travails is a positive sign but there are others facing deficit and debt troubles – most notably Portugal, Spain, and Ireland. Economic recovery in the “old world” will be slower than originally expected and the major risk is recession. Russia is also a potential problem.

Latin America is a mixed bag. Brazil is recovering nicely but recent articles in both The Economist and the Wall Street Journal expressed concern for the possible emergence of a “maximalist” state in the Latin America’s strongest economy. I have been harping on this question in numerous past issues of this report and I continue to argue that it is a serious risk that you should factor into your budgeting and forecasts. Argentina and Venezuela continue their downward slide on the Bolivarian slope and the risk of default and/or hyperinflation should remain in your scenarios for those economies. Mexico appears to have confined the threat of drug cartels to the US border region, thereby ensuring control over the rest of the country and avoiding the risk of becoming a “failed state”. Stratfor has published an interesting analysis of the situation in Mexico. Colombia appears headed toward continuing stability and a strengthening of its ties to the US.

China and the US appear to be heading toward a modus vivendi and the possibility of policy coordination (albeit limited). This reinforces my hypothesis of an eventual G-2 geopolitical alignment. It won’t be a smooth transition but neither party has an interest in short-term confrontation. The rest of Asia, composed principally of export driven economies, will follow Chinese initiatives. However, the pace of their growth is likely to be slower than projected in earlier forecasts.

At the global level the emerging economies are increasingly assertive and unlikely to accept policy coordination if it appears to impinge on national sovereignty. Consequently, a return to the pre-recession status quo is unlikely. Global corporations will be facing a new economy as the dust settles (and it is far from settled at this writing). Like a traditional bride, the new world economy will emerge wearing “something old, something new, and something borrowed (from the past)”. Hopefully the “something blue” will be the color of the ink used to record the recovery. The changes might be subtle but change is nevertheless in the works. Be prepared and carpe diem.

 
BRAZIL

Executive Summary
Brazil continues to attract negative commentary in the business press (most notably in The Economist and the Wall Street Journal and more recently the Financial Times). The country’s incomprehensible foreign policy and promises to restore the role of the state as the “driver” of economic development have raised concerns regarding the attractiveness of Brazil to foreign investors. Brazil steadfastly refuses to attack the ubiquitous and pernicious “Brazil Cost” that penalizes production and erodes comparative advantage. Once again, Brazil could be headed for being “the country of the future” rather than becoming a “player”. Investment is increasing and this places an additional burden on the country’s weak infrastructure yet infrastructure improvement remains on the back burner. The combination of a dynamic private sector and a retrograde public sector is inimical to sustained growth and development.
Economy
To inflate or not inflate; that is the question
o Code Yellow Risk: The debate continues.

There is still little consensus among the economic authorities as to the risk of inflation. The Central Bank is concerned for inflationary pressures and seems likely to increase interest rates while others argue that there is still sufficient excess capacity in the economy to keep inflation at bay while continuing the expansion. One source of inflation is probably margin recovery. With consumer demand continuing to expand it is reasonable to assume that companies that lost margin during the downturn will seek to recover it as the economy expands. Margin recovery is usually a one-time phenomenon that disappears once margin “normality” is restored. However, if margin recuperation is not the principal issue and deficit spending is the greater culprit, the die is cast for longer term inflation. A slight tightening of the monetary screws will serve to identify the primary cause of inflation. But some sort of adjustment is probably necessary, especially in view of the electoral silly season which invariably leads to increased public sector outlays.
Industrial sector investment increases at a fast pace

o Code Yellow Risk: Investment in industry could advance 25%
Firms servicing the domestic economy have announced plans to sharply increase investment to meet rising demand. Consumer goods producers report strong growth in volume sales. One large company informed that volume sales are increasing at an annual rate of 30% and the company is already running 3 shifts! The upcoming South African World Cup soccer match is also generating a sharp increase in up-market television set sales that will be followed by an enormous increase in the sale of yellow Brazilian team jerseys in short order. Stores, banks, and other public entities have installed or are installing wide-screen TVs to ensure that patrons will not miss a game while shopping or conducting their financial affairs. This is all good news. The flip side is the risk of short-term price pressures on raw materials and intermediates, especially with commodity prices on the rise in the international economy. Watch this closely.

Is Brazil indirectly promoting US trade with China?

o Code Red Risk: How ironic would that be?
A number of issues ago I offered the hypothesis that the global political-economic scenario would evolve toward a G-2 arrangement between the US and China. Recent actions on the part of both countries suggest a growing rapprochement. China is Brazil’s largest customer; but is also a huge and increasingly strong competitor. Brazil’s recent foreign policy initiatives (e.g. Honduras, Iran, Hamas, et al.) seem to be directed toward pushing the US closer to trade with China. Brazil seems bent on continuously antagonizing the US and China offers a much lower-cost venue for exporting manufactured goods to the USA. Brazil steadfastly refuses to attack the ubiquitous “Brazil Cost” which adds some 36% (compared to the average cost of production in the USA and Germany) to production costs while China seeks to be a “business friendly” environment in spite of some serious weaknesses. Switching suppliers is an excellent and perfectly legal form of economic and/or political retaliation. A rough estimate of Brazil’s manufactured exports to the USA in 2009 is US$9 billion. Brazil has announced an aggressive plan to increase this figure in 2010. I am forced to ask why the US would seek to increase trade with and investment in Brazil if while shaking the USA’s hand Brazil insists on peeing on its leg. (More comment on this issue in WORLD).
Nature is not cooperating

o Code Red Risk: Excessive rainfall has produced serious flooding and landslides.

Brazil has experienced serious flooding in several of its major cities and states. Santa Catarina was devastated by flooding last year with significant damage to its major export terminal. The City of São Paulo and some areas of the state suffered severe damage from flooding and landslides in December and January and Rio de Janeiro suffered calamitous damage in early April from one day’s rainfall that dumped as much water as usually occurs during the entire month. The normally-parched Northeast is now experiencing unseasonal rainfall and severe flooding in major cities. The bill for the damages will be enormous and require huge outlays for improving urban infrastructure.
Politics
Silly season reaches cruising speed and altitude

o Code Yellow Risk: Read between the lines.

It’s time to put on your BS decoding ring to understand what the candidates are saying. Dilma Rousseff, the Labor Party (initials PT) candidate is promising continuity while the opposition  candidate José Serra (PSDB) is espousing change. That’s because Dilma really espouses change and Serra really espouses continuity! WHAT? Remember that Dilma has said in other moments that she wants a large state presence in the economy and that presence is presumably based on the National Human Rights Program (version 3.0). That’s change (big time!) And remember that the current economic policies are really those of the former Cardoso administrations (PSDB). That’s continuity! Of course we must also remember that José Serra is not enamored of all of the previous policies, even of his own party. What Dilma is actually proposing is a return to the “nationalist-developmentalist” model of the past that proved disastrous to the Brazilian economy, caused enormous budget deficits which, in turn, eventually led to hyperinflation. But if Dilma proposes continuity, Serra has little choice but to promise change – at least in the area of governance. If you don’t own a BS decoding ring, I will try in this report to keep you as informed as possible! I still have mine from previous elections and time spent in politics.
Early polls can be deceiving

o Code Yellow Risk: Dilma could start losing ground.

In spite of a statistical tie in the pre-election polls, PT candidate Dilma Rousseff does not appear to be doing so well without Lula acting as her “ventriloquist”. Her tendency to shoot from the lip has confounded even her partisan allies. Moreover, she has some partisan problems with local PT alliances in several states, making it difficult to campaign in them. Watch for Serra to start pulling ahead in the polls.
Who cares what you guys think?

o Code Red Risk: Is it possible that it’s all about hubris? 

While 47 nations were gathered to discuss how nuclear proliferation could be contained, Brazil blithely negotiated an agreement with Iran to help the latter circumvent whatever sanctions might be imposed on the country as a result of its nuclear ambitions and public declarations regarding same. It’s totally unclear (at least to me) what Brazil expects to gain from this agreement that is pretty much a slap in the face of the USA. Brazil exports roughly US$1.2 billion to Iran and estimates that this figure could increase by 40% as a result of the agreement. That would suggest eventual exports to Iran of roughly US$1.7 billion. By comparison, the USA imported roughly US$20 billion from Brazil in 2009. I guess it’s not about the money! While Brazil was cozying up to Iran, China, one of Iran’s principal suppliers together with Germany (which supports sanctions), announced that it now accepts to discuss imposing sanctions on Iran. So I guess it’s not about alignments either! As rotating members of the UN Security Council, both Brazil and Turkey oppose sanctions on Iran but neither has veto power in the Council. Brazil’s foreign ministry said that because both Brazil and Turkey are respected in the international community, their support is important to a sanctions resolution to enhance its legitimacy. Is that what it’s about; an affirmation of respectability? Helping Iran to avoid sanctions imposed through the UN by other respectable nations hardly seems the way to enhance one’s international prestige! The US is sure to be appropriately miffed and some sort of retaliatory action is likely. We have not heard the last of this. (See WORLD for more comment). 
Security
Homicides on the rise
o Code Red Risk: The personal security situation is worsening.

After 10 years of steady decline, the homicide rate in São Paulo has increased. The rate rose 12% in the first quarter of 2010. The increase shows no discernible pattern and is spread across the entire city fairly evenly. One can only guess at the causes at this point. Violent crime does not usually increase in times of economic expansion so we can surmise that poverty is not the primary driver. Some likely causes are: 1) increased drug use, especially crack; 2) increased availability of illegal firearms and increased illegal firearms traffic; 3) resistance to police crackdowns on organized crime and “turf” wars between and among drug traffickers. It was also noted that there appears to be increased resistance on the part of victims to robbery attempts. You are advised to avoid resisting assailants if you have been accosted. 
Management Risks
Brazil’s rather idiosyncratic tendency to shoot itself in the foot is difficult to understand. It is a constant background business risk that no investor can afford to ignore. In the decade of the 70s, on the heels of unprecedented GDP growth labeled universally as “The Brazilian Miracle”, Brazil launched a Second National Development Plan - PNDII (during the first petroleum crisis) that resulted in the creation of numerous state-owned companies and which did little more than lay the groundwork for enormous budget deficits and rising inflation. The PNDII was followed by a series of disastrous economic stabilization programs and a foreign debt rescheduling that culminated in hyperinflation that was only brought down in 1994 with the Real Plan. From 1994 to the present, Brazil restructured, privatized state-owned behemoths, emerged from the ravages of inflation, survived the recent financial crisis in good order, and markedly increased its prestige in the global economy as an emerging “player”.  The country became THE country in which to invest. Rather than build on its rather remarkable performance of the past 15 years, Brazil now seems determined to toss it all out on the political promise to restore the role of the state as the “driver” of economic growth and development and on a series of incomprehensible foreign policy initiatives. This sudden “about-face” has confounded the international community and led to a reversal of the previously positive view of the country in the international business press. It’s as if the country is constantly looking backward to the mistakes of the past and saying: “this time we will do it right!” It may have been Einstein (or perhaps it was Freud) who said that doing the same thing over and over while expecting a different result is not terribly smart.
Recommendations

A maxim of management strategy in Brazil is that you must always be prepared for change. I have seen over the past 40 years that if you leave Brazil for 3 months it appears upon return that everything has changed but if you leave for 3 years, it seems upon return that nothing has changed. Your best strategy now is to hunker down, wait out the elections and the end of the silly season, re-evaluate your options and opportunities when the dust has settled, and then act accordingly. Historically, Brazil has tended to move forward in fits and starts – two steps forward, one backward. Maybe the pattern has not been broken even by the country’s recent successes. Perhaps we are back to the comment that was ubiquitous in the 80s: “Brazil looks good in the long-term but faces serious problems in the short-term”. Few long-term international investors have cause to lament their commitments in Brazil but all site the problem of volatility of earnings as a major challenge. I suggest you merely batten the hatches and ride out the tempest that appears to be on the horizon.

REGION
Executive Summary
With the exception of some negative comments in the international business press about the direction of Brazil and the launch of Coca Colla in Bolivia, there is little change in the business risks in the region. Argentina and Venezuela continue on their merry way to financial disaster and Hugo Chavez continues to berate the “capitalist media”.
Economy

Argentina: Why don’t I just pay you in Pesos?
o Code Red Risk: How will Argentina pay its debt?

One of the principal challenges facing Argentina is that it has very little local currency debt relative to total debt. Argentina has a large component of its debt in foreign currency so it can’t simply print money to pay it off. Unless…. unless the Kirchners manage to get legislation that permits payment of the debt in pesos. That’s not unheard of and if the hard currency debt cannot be rolled over, you might expect it to be a “viable” option to be presented to creditors on a take it-or-leave-it basis. The dynamic duo might have trouble getting such legislation passed since they don’t have a majority in the legislature. Moreover, while Argentina has exportable commodities that could generate hard-currency revenues, the Kirchners have serious problems with the farm sector because of an ill-advised attempt to raise revenue by taxing agricultural exports. If creditors are given the unfortunate option of receiving payment in pesos, they can expect inflation to eradicate much of the value of their returns. Fiscal austerity? Don’t even think about it!
Bolivia: Taking on the “capitalist giant” and US symbol
( Code “Zen” moment: Bolivia launches a new soft drink.

Bolivia has announced the launch of a new soft drink made from the leaves of the coca plant. The name? Why, Coca Colla, of course. Does the beverage giant from Atlanta face a major contender in the “altiplano”? Stay tuned for the next chapter in this exciting story!! First Bolivia, next the world!
Politics
Mexico: Avoiding the failed state syndrome
o Code Yellow Risk: Watch this issue.

According to a recent Stratfor analysis, Mexico has been able to avoid becoming a failed state by restricting the influence of its drug cartels to the border region with the US. This allows the government to maintain control over the rest of the country while sharing the cost of controlling the drug cartels with the US. It is vital to the US that Mexico not become a failed state (i.e. unable to control and govern its own affairs). As long as the US recognizes that American drug use and both legal and illegal arms sales to Mexican gangs are mutual problems, the Calderón government is assured of its control over the rest of the country.
He’s at it again!

o Code Yellow Risk: One more step toward total control.

Hugo Chavez has announced the formation of groups of “communications guerrillas” who will wage guerrilla “war” against what Chavez calls the capitalist media. Brandishing a sword during a speech in Caracas, he exhorted his “guerrillas” to combat any and all negative references to his government in cellular phone messages, blogs, the written press, and even graffiti. Chavez is using students from the “Courageous People’s Alliance” (how’s that for a moniker?) to carry out his guerrilla campaign. Ho hum!
Management Risks
The plethora of business risks in the region begins with the risk of debt default in both Argentina and Venezuela. Both continue blithely sliding down the Bolivarian slope as if they were enjoying the thrill of a water park slide. They seem unaware that the pool at the bottom is replete with piranhas. Mexico has successfully confined the issue of its war with the drug cartels to the border region with the USA (at least for the time being), thus protecting governability of the rest of the country and sharing the burden of the war with the USA. Brazil continues to send conflicting signals to the international business community. 
Recommendations

Be prepared for the risk of market volatility in Brazil (as mentionedin the BRAZIL section). I figure Argentina and Venezuela to be hopeless cases in the short run. If you are a creditor to Argentina you should be prepared for the possibility of having your hard-currency asset converted to pesos if the Kirchners cannot get the necessary foreign funding to meet the country’s obligations. As long as oil prices remain above US$60/bbl Chavez can be expected to continue his shenanigans. You are best served just to look elsewhere in the region for business opportunities. Ho hum!


WORLD

Executive Summary
Recovery of the global economy is fraught with a wide array of potential pitfalls. The EU faces the risk of debt default from smaller member countries and the cost of the Greek bailout which will cause growth to slow to lower-than-expected rates. The USA faces a plethora of political and economic problems to include the rise of domestic terrorism, slow job creation, and rising home foreclosures. China continues to be the “driver” of economic growth, now spurred more by the growth of its domestic economy rather than exports. Latin America plods along in fits and starts and debt default on the part of Argentina and Venezuela is even more likely than debt default by Greece.
Economy
Greece: EU to the rescue
o Code Yellow Risk: Good news in the short-term.

Greece will receive bailout money from the EU to the tune of €30 billion and an expected €10 billion from the IMF plus a possible additional €40 billion over the next two years for a total package of €80 billion. The money won’t be cheap but it’s a lot better than being kicked out of the club! However, in spite of the bailout, US financial advisors are still not recommending Greek bond issues and are advising investors to take a wait-and-see approach. Watch now for what happens in Portugal, Spain, and Ireland. Recovery in the Euro zone will be slowed.
US-China: Nice to see them playing kissy-face 
o Code Yellow Risk: Rapprochement in the works.

I have hypothesized in previous issues of this report that the US and China would eventually come to terms and it looks like it is happening. US President Barack Obama recently stated that while he believes the yuan is undervalued, he accepts that it is China’s sovereign right to set its exchange rate. China was appropriately “understanding” of Obama’s concern and indicated that it is reviewing its exchange policies. China also stated that it could come around on the question of increased pressure, and possibly even sanctions, on Iran and that it will become more “market oriented” going forward. All this argues for a smoother US-China relationship.
USA: Get ready for the fight over financial regulation

o Code Red Risk: If you thought the health care fight was nasty….

You ain’t seen nothin’ yet! The debate over financial regulation in the US promises to be a nasty one. At issue is the question of “self-regulation”, plus a host of other governance questions that need to be addressed. My own view is rather simple. I have no issue with big bonuses and “obscene” salaries. I have no objection to structured derivatives, proprietary trading, and swaps. I do have a problem with the too big to fail (TBTF) concept. To my mind the fundamental question is one of proper evaluation, reporting, and regulation of RISK. With regard to derivatives and swaps, we should remember that some banks were structuring derivatives and swaps to look like bonds, getting AAA ratings for them, and then selling them as sound investments. They were taking crap, covering it with whipped cream, getting a triple-A rating, and then calling it “cake”.  As a well-known speculator is reported have said; “if you don’t know who the sucker is in a derivative transaction it is probably you”. As for proprietary trading, no problem…as long as the bank uses its own money (e.g. retained earnings) and the trades are duly reported to senior management and the shareholders (who can bail out if they don’t like the odds). They should not be able to use the funds of unknowing “orphans and widows”. Since I don’t care how much a banker earns, I don’t care how much he loses either…as long as it’s his own money and not mine! As for TBTF, I suggest that any organization in the private sector that is TBTF is most probably TBTE – too big to exist. Big and bad are not synonyms and neither are small and good. If (regardless of size) a financial institution’s risk profile could cause systemic failure it simply has to alter its risk profile, or be shut down. That’s not so complicated! As for “Chinese walls” inside a firm, we know that is just so much “cake”, too. The problem is that a lot of the “cake” being sold before the crisis was off-balance-sheet so the risk was actually unknown even to those buying it. You can’t tell me that swapping cash for Greek lottery ticket revenues does not alter the risk profile of both parties, most especially the holder of the promise of revenues from the sale of Greek lottery tickets! That kind of stuff has to be evaluated and reported. Finally, a lot of the stuff being sold as “cake” was structured to allow financial institutions and pension funds to invest in things that would otherwise have been prohibited to them (e.g. foreign currencies) if it were not for the triple-A ratings that were assigned to them by virtue of their camouflage as bonds. 
USA: More heat than light

o Code Red Risk: Early signs of financial reform debate are not encouraging.

It would really help a lot if some US legislators could engage their brains before opening their mouths. One influential legislator is now proposing to outlaw derivatives. Derivatives are nothing more than side bets. They are a zero-sum game: the winners’ gains are equal to the losers’ losses. They have been around since ancient Egypt. I bet it will prove impossible to outlaw betting. Moreover, many legitimate, non-speculating firms need derivatives (e.g. forwards/futures) to lock in raw materials purchases and to hedge their bets. All that is really needed is better reporting of derivative trading and transparency as regards risk. As long as an investor follows the simple rule of not betting more than he/she can afford to lose and knows the odds (as well as the true value of the underlying asset), there is nothing intrinsically wrong with derivatives. Jeez! Get out your BS decoding ring so you can understand the debates surrounding financial reform in the USA. Remember that legislative elections are scheduled to occur in the US this year so it’s silly season there, too. 

USA: You don’t say!
(A supreme Code “Zen” moment: The awakening has occurred!

Some Wall Street banks have concluded that they might have a public relations problem because of the enormous salaries and bonuses being paid out while a 9.7% unemployment rate continues unabated and home foreclosures increase. The PR risk is even included in the formal risk assessments of some of the major banks. Are you guys really surprised that Main Street wants to see you hanged from the yardarm? Did you expect to be loved for your successes? If so, you are even dumber than I thought! Imagine some guy living in the Midwest with four kids, unemployed for the past 8 months, facing foreclosure, and uncertain of his own future and that of his family. Do you really expect him to be ecstatic because you earned 2 “bars” (one Wall Street “bar” is equal to a million dollars) in salary and bonus last year?! Give me a break!
USA: The jobless recovery

o Code Yellow Risk: Something to monitor closely.

If you are one of my long-term readers, you might recall that when the crisis began I hypothesized that the US economy would not return to the status quo ante or even something looking like it. Like the Great Depression of the 30s that changed the consumption and savings habits for the subsequent 20 years – changed only by the aftermath of WWII (see my article on corporate organization at www.criticalcorp.com.br). We face a similar watershed moment now. A significant share of US manufacturing has been sent offshore and will not come back in the foreseeable future – if ever. By no means does that imply doom and gloom. It simply means that things have changed on-a-once-and-for-all basis. Savings will increase in the USA and consumption will decline. In the emerging economies consumption will increase and savings will decline. In the short-term consumption in the emerging economies will be hard pressed to substitute for the loss of consumption in the world’s largest economy. US consumption is approximately 70% of roughly a US$14 trillion GDP. That’s US$9.8 trillion. If US consumption declines by 3 percentage points (i.e. to 67%) we face an incremental requirement of US$400 billion just to maintain the current level of global consumption (all else being equal). Once the imbalances caused by the recession have been worked out, maybe the US$400 billion of additional consumption will surface. In fact, it probably will. The question facing the global corporation is where and when the increased consumption will occur and how to get a piece of the action. It is significant that in March 162,000 new job placements occurred in the USA but the unemployment rate remained at 9.7%. As the Cheshire cat observed to Alice; “to stay in one place you must run as fast as you can. To get somewhere, you must run faster than that!” 
USA: Rocks in the road

o Code Red Risk: There are vulnerabilities in the US recovery.

In spite of continued improvements in the US economy and a sharp rise of retail sales in March, it’s early to forecast a smooth transition and recovery. There are vulnerabilities in the rate of job growth, as mentioned above, and commercial real estate is facing problems. Home foreclosures continue and hit the quarter million mark (i.e. 258k) in QI-10. That’s 35% higher than in QI-09! Surveys of companies indicate that hiring plans are still highly tenuous. Moreover, ideological division and partisan politics still tend to cloud reasoned debate over key issues.
Europe: Bank reform debate there seems a little more rational
o Code Yellow Risk: Watch this for more reasonable guidelines.

The Basel Committee met in mid-March to initiate discussion of banking regulation in Europe. The Committee seems to have a better grasp than US legislators on the nature of the problem and the business of finance. Some of the proposals under consideration are: 1) Central Bank intervention to discipline wayward banks (Brazil does this rather successfully); 2) Compulsory contingency plans (i.e. risk management); 3) Simplify management structures (i.e. compartmentalize operations so the left hand knows what the right hand is doing); 4) More stringent capital requirements; 5) Transgressors shall be allowed to fail (i.e. no bailouts); 6) Central Bank reserve levels sufficient to “save the system” if a crisis occurs. No talk of “obscene” bonuses, etc. Seems to me the Basel Committee is on the right track.
Politics
EU: Is it concern for the Union or antipathy toward the IMF?
o Code Yellow Risk: Watch the development of the bailout of Greece.

It’s not clear that the bailout package for Greece is the product of concern for the maintenance and strengthening of the union or antipathy toward resorting to the IMF for help. EU members have voiced concern over IMF funding to what is considered a “developed” region of the global economy. The IMF is generally associated with helping “underdeveloped” countries with their financial affairs and the EU chafes at its involvement. That feeling did not stop Britain from resorting to IMF aid in the past, but it apparently bothers some others in the “old world”.
Security
USA: The cages have been opened

o Code Red Risk: Domestic terrorism on the rise.

Increasingly violent ideologically-inspired rhetoric has apparently led right-wing or anarchist militia groups to take action. While the mainstream media continues to refer to such groups as “nut cases”, I take little consolation from the reference when the “nut” is sporting an M-16 or an AK-47. One recent federal dragnet arrested the members of a militia group that is accused of planning to kill a law-enforcement officer and then ambush the funeral ceremony to kill even more. Another group sent letters to state governors (reportedly all 50 of them) “suggesting” they first sign an 80-page manifesto (the content of which was not revealed) then resign from office, or “be removed” (whatever that ominous warning might mean). I don’t know about you, but until a psychiatric examination affirms that those guys are harmless nut cases hearing voices, I will continue to believe they are domestic terrorists. Joan of Arc heard voices, too, but she still caused a lot of problems for the English!
No nukes for the bad guys

o Code Yellow Risk: The ambitious program is under-funded.

At the 47-country nuclear summit, US President Barack Obama managed to get 46 countries to sign an agreement to keep nuclear weapons out of the hands of terrorists and limit the proliferation of weapons of mass destruction. Combined with a recent US agreement with Russia to scale down nuclear arsenals, the agreement paves the way for putting pressure on Iran whose ties to terrorist groups are well known. The declaration leaves Brazil on the outside looking in. Maybe Brazil’s Foreign Ministry knows something the rest of the world does not! In any case, the IAEA has a rather meager budget for an increased role as nuclear watchdog. At present, the agency’s budget is a mere US$10 million. That might have to change.
Management Risks
Global business risk continues to be highly concentrated in the “developed” economies in spite of some signs of recovery. The EU is particularly vulnerable to the risk of default and to the effects of large budget deficits. Austerity programs to right the balance will slow growth in that part of the world. The US recovery is “spotty” and still subject to the risk of reversals. The deficit is a major issue. China’s GDP growth has switched from being practically totally export driven to an increasing reliance on the growth of the internal market. There is a risk of overheating of the Chinese economy that should be factored in to your planning.
Recommendations
Overall the global economy gives off signs that justify a certain albeit very cautious optimism. We are still in the chronic phase of the crisis and setbacks could occur. However, the behavior of the key actors suggests a high level of awareness of the need for policy coordination accompanied by appropriate local action. Job growth will be the key to consumption growth over the longer term so you should monitor this variable closely. Keep your eye on the long term horizon and be prepared for a somewhat different world than the one that existed before the crisis.
Until next issue,

Jim
e-mail: Jim@criticalcorp.com.br


