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 Dear Reader,

Silly season ain’t so silly anymore. Time was when political campaigns everywhere offered a respite from the drudgery of rationality. Maybe I’ve matured (I doubt it!) or maybe it’s just not funny anymore because times have changed. When millions lose their jobs, their hope and their homes, it just ain’t so funny. When the second largest national economy in the world has an annual average per-capita income of US$3,800, something seems to me to be out of kilter. Maybe what made things funny in the past was the fact that there were institutions in place that kept the folly of politicians within reasonable bounds. In short, we could afford to laugh. 
When I first came to Brazil the country was a small economy based on the exports of iron ore, coffee, cocoa, and sugar. Today, Brazil is a modern industrial economy much touted to become a global “player”. How did it happen? Actually, it turned out to be rather simple and can be summed up in a single word: institutions. Being a global player requires the convergence of three variables: prosperity, power (both hard and soft), and prestige. To make these three variables converge a country must have a project and the institutions to make it all come together. Plagued for most of its history by chronic inflation, Brazil was not able to project itself in any of the three aforementioned areas and lurched from crisis to crisis. It was not until 1994 that the administration of Fernando Henrique Cardoso created a project to provide the means to achieve the convergence of the three previously mentioned variables. Breaking the back of inflation with a new currency, the Real, created the conditions for increased prosperity. Governance was improved with the creation of regulatory agencies and the de-facto independence of the Central Bank. State-owned companies were privatized to make them more competitive and to break up public sector monopolies. Brazil became prosperous and the new ambience conferred prestige in the global economy. Foreign investment flowed into the country. With prosperity and prestige came soft power. Brazil was a thriving, growing democracy with a growing voice in international affairs. The continuation of Cardoso’s policies under the Lula administration consolidated the gains proffered by the Real Plan and stable growth led to the emergence of a new middle class. The wisdom of the Real Plan was justified when Brazil came through an international financial crisis almost unscathed (for the first time in its history!).
 Now, for some unfathomable reason it seems that the past 16 years on the path to becoming a “player” risk being sacrificed on the altar of hubris and wishful thinking. A “new” project appears to be in the works. If implemented, the “new” project is likely to undermine Brazil’s plan to become a player. I have placed “new” in quotes because there is really nothing new about the project. It seems to be based on a model that has been tried for years, found wanting and has destroyed prosperity, power, and prestige wherever implemented. In support of my concern I offer a number of signs in the campaign of the Workers’ Party (PT) that point to the eventual  adoption of a “socialist model” of government intervention and increased state presence in the economy. First among the signs was the Third National Human Rights program (PNDH3) which argued for suspending the right to private property, controlling the “monopolistic media”, and imposing a tax on “large fortunes”. The PT quickly announced that this was just a “think piece”, not a program. When the same items showed up as three planks in the PT’s platform (the second sign), and submitted to the electoral authorities, it was again denied and withdrawn claiming a “technical error” and that the candidate had neither seen nor signed off on the items (subsequently proven to have been untrue). A third sign is the recent “think piece” prepared by the government’s Secretary for Strategic Affairs suggesting a new world order based on “the decline of the West” and the developed countries – most especially the US – and describing the Nuclear Non-Proliferation Agreement as a ploy to hold down the emerging countries.(After the paper was reported in the press Brazil announced an aggressive expansion program to enrich uranium that will generate an exportable surplus as early as 2012 but which won’t be needed for domestic use until several years later). Fourth is Brazil’s foreign policy of embracing the likes of Hugo Chavez, Evo Morales, the Kirchners in Argentina, Rafael Correa in Ecuador, Daniel Ortega in Nicaragua, Fidel Castro, and Mahmoud  Ahmadinejad in Iran. Fifth, the PT has systematically emasculated the regulatory agencies created by the Cardoso administration. Finally, there are numerous statements by the PT candidate that she is NOT Lula and plans to “build” on his programs rather than follow them in what has grandly been called “The Great Transformation”.

While a model based on a greater state presence in the economy is not a problem per se, extending the presence to create a “new” economic model along the lines of the Soviet Union, Cuba, or (heaven forbid!) Venezuela is a formula for disaster. Hypothesizing greater plurality in the global economy is not the same as claiming that the G-20 will rule the world. That simply is not going to happen! That a new world order will emerge is unquestionable, but it won’t be run by the likes of Fidel, Chavez, and their similars. With the US and the EU still producing 53% of the goods and services of the planet, the “decline of the West” is also not a foregone conclusion. Simply projecting a straight-line trend of the current situation into the future is both dangerous and naïve. An equally plausible hypothesis is that North America and the EU could come together in a transatlantic free trade agreement that could halt the so-called “decline of the West”, restore prosperity, and encourage China to become more “open”. That, too, would represent a break with the past but on an entirely different footing.


BRAZIL

Executive Summary
A pattern is finally beginning to emerge in the presidential campaign. It has been difficult so far to figure out what each candidate stands for and how each might govern Brazil if elected. However, as elections loom closer, analysts and the candidates themselves have to provide some hints as to what each stands for. For example, Worker Party (PT) candidate, Dilma Rousseff has recently been making it clear that she might not be the candidate of continuity. A number of seemingly isolated incidents imply a PT converging on a radical leftist-oriented model with a return to a dominant state presence in the economy. The Social Democrat candidate, José Serra, has given off fewer signs of his governance plans but they appear to include a change in exchange and interest rate policy and reducing or even ending the de facto autonomy of the Central Bank. With regard to foreign policy the differences between the candidates are much more pronounced. Dilma appears likely to continue Brazil’s “friendship” with Iran, Venezuela, Cuba, and other “Bolivarians” in Latin America while Serra is considered likely to build on Brazil’s “traditional” relationships with the USA and Western Europe. The economy continues to slow in response to both a growing base against which to measure growth in subsequent periods and, more seriously, in response to infrastructure constraints.
Economy
The slowdown gains traction
o Code Yellow Risk: Watch this carefully.

Industrial production slipped a full 1% in June over May and 2% for QII. Remember that the decline is coming off a very high rate of growth in QI so it is not cause for alarm. It appears that companies have now replaced depleted inventories, income and salaries continue to grow and credit is available. Watch for smaller increments of growth to the end of the year.
Is the currency overvalued?

o Code Red Risk: Trade account problems or devaluation?

The decline of manufactured exports continues to plague the foreign trade account. Most analysts acknowledge that the Real is overvalued and kept overvalued by the carry trade; supported by the interest rate differential between the developed and Brazilian markets. And, of course, there is that ubiquitous Brazil Cost factor. Keep a close eye on this, especially after elections. A sharp devaluation could hit your bottom line pretty hard. You might want to dividend out any excess cash while the US dollar is still relatively cheap.

Infrastructure deficiencies grow
o Code Red Risk: A sea anchor on growth

Brazil’s seaports and airports are clogged with export products. Sugar exports, especially, are suffering and some 100 ships are reported to be waiting in the Santos harbor at an estimated cost of US$60k per day. Estimates are that the blockage will only be relieved in September. In the airports both passenger and freight flows have been slowed by inadequate infrastructure. This is a serious constraint.
The post-election economy
o Code Red Risk: Possible change of the “economic model”

It is generally believed that Brazil is on the way to becoming a “player” in the global economy. However, being a player is a function of balancing the economy on a tripod of prosperity, prestige, and power (both hard and soft). A think piece prepared by the head of Brazil’s Strategic Affairs Secretariat should lead us to question whether Brazil is or is not going to become a true player. The “think piece” is entitled The World in 2022. The author argues for the creation of Brazilian “mega-companies” (presumably state-owned or state-financed) dominating major world markets. He argues in his paper that the nuclear non-proliferation treaty is simply one way the dominant world powers seek to keep developing countries down. (Does that imply that Brazil will seek a nuclear weapon capability in spite of constitutional guarantees to the contrary or materially support those who do have such aspirations?) It would appear that the timing of the think piece is designed to make it the “intellectual” basis of PT economic and foreign policy should the party win the presidency. I know, I know, I keep beating this horse but numerous statements and specific behaviors (see previous issues of this report at www.criticalcorp.com.br) suggest that a radical departure from current economic policy could occur following the election. Among the BRICs, China is the only member that seems to be developing the 3 components of the above-mentioned “player tripod”. Russia and India appear to eschew the prosperity component for different reasons. Russia hardly wants a broad-based middle class because it would mean the end of authoritarian rule. India would risk losing its caste system. However, China appears to be pursuing all three legs albeit using a mercantilist model under tight government control. The country recently announced that it plans to implement a major technical education program; it has studiously pursued international importance as a producer, and has sided with the major powers on the question of nuclear proliferation. Brazil appears to be developing the prosperity leg but in spite of recent progress poverty still remains an issue and the lack of a good educational system is a major obstacle to social mobility. Brazil has not set out to develop the power leg and, in fact, by embracing the likes of Iran, Venezuela, Argentina, and the former president of Honduras was well as Fidel Castro and Daniel Ortega, appears to be thumbing its nose at the current global power structure. Brazil seems to value most highly the prestige leg of the tripod. Without all three legs of the tripod, no country can aspire to the status of true global “player”. It should be noted that the right-wing equivalent of the current proposal for a new world order in which Brazil is a major player was tried by the Geisel administration in the mid-70s – in the midst of another global financial crisis caused by increased petroleum prices. Geisel’s plan – The Second National Development Plan – and the spending orgy that accompanied it was followed by a decade of stagnant growth, hyper-inflation, and a decline of Brazil’s attractiveness as an investment site. Brazil’s greatest success at moving to player status occurred only with the Real Plan and privatization. If a new government espouses an ultranationalist, state-dominated economic model, Brazil will take a huge step backward. Watch this very closely.
Politics
Gee, Mahmoud, I though we were friends!
( Code Zen Moment: A reality check on foreign policy

President Lula, apparently counting on his personal relationship with Iran’s President Mahmoud Ahmadinejad, offered asylum to an Iranian woman sentenced to be stoned to death for adultery. (Can you imagine a law like that applied to Hollywood?) There are 24 more women awaiting the same fate. Lula’s offer was reported in the conservative Iranian press (clearly representing the views of the ruling clergy) as “interference in Iran’s domestic affairs” and based on emotion and misinformation.  I guess even true friendship has its limits.
You call that a debate?
o Code Yellow Risk: If you watched the debate, you missed a good soccer match!

The four principal candidates to the presidency engaged in a televised debate in early August. At the same time, on another channel, São Paulo was playing Internacional in the Libertadores Cup. Analyst that I am I watched the debate and missed a darned good soccer match! The consensus of political analysts was that the debate was a lukewarm affair that most likely did not convince any voters to change their votes. José Serra was clearly more composed than his principal opponent Dilma Rousseff who seemed a bit unsure of herself without Lula next to her. But that was about it! Neither heat nor light was visited on key issues. It’s as if the candidates believe that after 16 years of economic stability there is nothing left to do! And to top it all off, São Paulo lost the Libertadores match! I’m glad I cheer for Fluminense! A second debate, was also insipid with regard to key issues, but was at least a bit more animated.  (Yawn!!)
A wolf in sheep’s clothing or simply trying to stay in the game?
o Code Red Risk: What is Lula’s game plan?

Time was when the PT needed Lula to ascend to power. Does Lula now need the PT to continue to exercise power once he leaves the presidency? I find it difficult to believe that someone who ran for the presidency for 13 years and took on the military government to develop a worker-led labor movement would relish relinquishing power after 8 years as President of Brazil to play dominoes with his comrades of yore. Remember, however, that on his way up the power pole, Lula abandoned the PT and created “Lulism”. When he leaves the presidency, “Lulism” leaves with him. The reins of power are turned over to someone else. Lula now needs the PT (if Dilma should win the election) more than the PT needs Lula. Might that explain his embracing what seems to be a more radical posture now that he is leaving office? Is he trying to show that underneath it all he is really a PT stalwart, or was he always? He was certainly astute enough to keep hidden the answer to that question throughout his 8 years in office. His policies were “left-of-center” and his economics orthodox but his “friends” were from the radical elements of his party. He achieved world acclaim as a “leader” in a new global plurality. Obama said “he’s the man!” He clearly seemed to enjoy the international stage and being in the spotlight. However, recently Dilma Rousseff has made it clear that she is NOT Lula. She stated quite clearly that she does not intend to follow Lula’s lead but rather to “build on it”. In politics that tends to translate into a highly diminished or even non-existent role for Lula in a Dilma administration. Lula was never an orthodox Marxist. He had little patience with radical “liberation theologians”. He never took up arms against the military. He is as much a creation of the military government as he was an opponent of it. I suspect (but cannot prove) that his current behavior is an attempt to re-ingratiate himself with his former colleagues so he can avoid being cast aside as “just another former president.” Lula recently was quoted in the press that he will still be around and offering his counsel if Dilma is elected. Dilma was not quoted in the article. Watch developments carefully!
Security
Bad guys on the move

o Code Red Risk: Organized crime is fighting back in São Paulo

Following a failed assassination attempt of a senior police official, the organized crime group known as PCC (in Portuguese: Primeiro Comando do Capital) shot up a local police precinct. The attack on the official was reported to be in reprisal for the killing of a PCC member whose nickname was Little Vampire (I guess that pretty much qualifies the deceased!). After failing in the assassination attempt, the PCC attacked the police station. Since the attack, some 7 bad guys have been whacked and some 36 people have died in police shootouts during the first half of 2010 (vs. 21 for the same period in 2009). Be alert when frequenting police stations, banks, gas stations, and taking buses – frequent places of attack. Things could get worse in the short-run because Brazil’s Father’s Day prisoners’ furlough (second Sunday in August) has “temporarily” released some 20 thousand prisoners to visit daddy. Not all of them will return to their cells – at least not voluntarily!
Jewelry stores still in vogue
o Code Red Risk: Be careful when visiting shopping centers.

The bad guys hit another two São Paulo jewelry stores in early August and this time  some shots were exchanged. There have been 8th such robberies this year. You may have to go shopping now wearing a bullet proof vest!
Apartment invasions continue
o Code Red Risk: Serious danger.

Twenty armed assailants invaded an up-market São Paulo apartment complex, held several residents hostage, physically maltreated a few of them, and left with their booty. Perimeter security and access control are the only cures for this kind of crime. Make sure your home is safe!

Management Risks
The insipid political campaign leaves you with very little information as to what to expect the day after a new president takes office. One gets the impression that after 16 years of economic stability and surviving the international financial crisis in reasonably good order the candidates think there is nothing left to do. That’s hardly the case given the lousy condition of Brazil’s economic infrastructure, a sub-standard educational system, and continued poverty. Getting to the level of “player” in the global economic scenario requires a lot of hard work. If the think-piece referred to above becomes doctrine in a PT government – a distinct possibility in my view – Brazil is in for a setback. The gains of the past 16 years could be mortgaged on an ambitious, retrograde project. Moreover, the economic success of any national economy over the next few years will be a function in large part of its role in the global economy (e.g. China) and Brazil’s model does not appear to be in the right direction under what seems to be the emerging PT philosophy.
Recommendations
Keep a close eye on the exchange rate. If financial investors get worried the Real will begin to devalue. If you are a multinational and have excess cash, dividend it out while the dollar is cheap. Hold the line on major commitments until the post-election scenario takes form. Read campaign statements “between the lines” because neither of the two major candidates seems willing to say or even hint remotely at what they really intend to do. You might also want to do some scenario building considering the likely policies of either candidate to the presidency and most especially with regard to “The Great Transformation”.

REGION
Executive Summary
The region continues to be a patchwork quilt of risks. The dismal conditions of the Bolivarians (esp. Venezuela and possibly Argentina) hold back the two just mentioned as well as Bolivia and Ecuador. Brazil continues to grow but elections raise some doubts about the future policies of a new administration. Rapprochement between Venezuela and Colombia offers the prospect of stability but Hugo Chavez is unpredictable and could quickly change his tune. Mexico continues to face down the drug cartels and could be facing some problems with the US as regards illegal immigration. Peru is growing nicely and Chile is on an even keel. 
Economy
Venezuela: Let them eat rocks?
o Code Yellow Risk: Well, it’s his choice.

On the heels of his breaking diplomatic relations with Colombia, Hugo Chavez rabidly announced that if Venezuela were attacked he would suspend sales of oil to the USA. And I bet you thought the argument was between Colombia and Venezuela! But Chavez is convinced that Colombia is a US puppet so if Colombia attacks Venezuela it is as if the attack was carried out by the USA. Hugo said that he would cease oil sales to the USA “even if Venezuelans had to eat rocks”. That sounds like a rather dismal prospect, but one that might turn out to be the case even if Venezuela is not attacked.  Since that outburst, Chavez has met with the new president of Colombia, Juan Manuel Santos, and it looks like some fence-mending is in order. The Venezuelan economy is in deep, deep trouble and Chavez could do with some imported foodstuffs.
Argentina: Cristina is up to her old tricks

o Code Red Risk: Yet another nail in Argentina’s coffin?

Undaunted by reality, the dynamic duo of Néstor and Cristina (or Cristina and Néstor) has placed price controls on gasoline and has slowed the importation of Brazilian agricultural machinery, halting some shipments at the border. (Well at least the machinery won’t spoil like the food did!)

Politics
Colombia: Is the FARC on its last legs?
o Code Yellow Risk: Will Venezuela’s economic problems have an impact?

At his meeting with Colombian President Juan Manuel Santos, Hugo Chavez said that he did not want (and did not confirm) the presence of FARC guerrillas on Venezuelan territory. FARC may have served its purposes to Hugo Chavez and could now be a political orphan. Chavez now has greater problems to deal with, like putting groceries on the shelves of Venezuelan supermarkets before elections. If Chavez holds to his word, the FARC and its elders might soon be out of business or at least lose a valuable ally.
Management Risks
The greatest risk to management in the region comes from the uncertainty of the policies to be followed by a new administration in the region’s largest economy – Brazil. While Brazil’s foreign policy has pretty much sought to make its mark in the global economy as opposed to assuming regional leadership, the Brazilian private sector has made inroads in the region. If this progress is not supported by intelligent policy, Brazil’s ability to be a regional “leader” will be compromised. 
Recommendations
Your best bet is to deal with South America on a country-by-country basis until after the elections in Brazil. Regional leadership in the economic sphere could shift to smaller but more “reliable” partners such as Peru, Colombia, or Chile. Make sure you have a regional “fall back” position in the event that Brazil’s economic model suffers a setback and goes “Bolivarian”.

WORLD

Executive Summary
The US and the EU continue to be affected by the “blahs”. This is affecting global growth because there is only so much slack that can be taken up by the emerging countries. China is NOT an engine of growth in spite of its dynamism. It is export-driven and needs markets for its products. The USA and the EU still account for 53% of global income so the prosperity of those two economies is the real driver of the global economy. Until significant improvement occurs in those North America and Europe, the recovery process will be agonizingly slow.
Economy
USA: The economy slows

o Code Red Risk: Promises of a slow recovery

What feels like a recession but is not one? Why, the US recovery of course! The most recent figures on the US economy show a sharp reduction in consumer confidence and a build-up of business inventories. However, business investment spending has been rising and private savings are also up. In my earliest reports I said this was to be expected and is desirable. The fundamental issue is how to address the demand side of the economy to ensure that the reduced consumption does not cause business to re-trench.
USA: Which side are you on?

o Code Yellow Risk:  What’s wrong with supply side economics?
Danish philosopher and one of the founders of existentialism, Søren Kierkegaard was reported to have been followed around Copenhagen by children derisively shouting “either-or” in response to Kierkegaard’s philosophical musings. Maybe the same group of kids should run around behind Republican supply-siders. Adam Smith taught that an economy is like two blades of a scissors: supply is one blade and demand is the other. Policy formulation requires that one look at both blades at the same time. Supply-siders tend to argue that taxes are always too high. (I have no philosophical argument with that – I have a pathological hatred of taxes and tax collectors, but that’s not the issue.) So, the supply-siders argue, cutting taxes is always a dominant strategy to achieve economic growth. Unfortunately, that says nothing about the demand side of the scissors – i.e. how much is a government spending? If government anticipates a rise in spending, prudence requires that it also consider a rise in taxes to finance the spending (or it has to borrow the money). I remember when G.W. Bush promoted his tax cut the US was on the verge of going to war in Iraq. I wrote then that I confessed my confusion at a tax cut on the eve of going to war. It’s certainly not orthodox. The alternative would have been to cut spending to close the gap but that was not done either (blame the Congress for that one). There is yet another alternative which is to increase the total volume of tax revenues through growth. Growth means more people employed which, in turn, means more people paying taxes and more people consuming – also implying higher tax revenues. But jobs were leaving the USA, not being generated. While the demand for goods and services was being fueled by a loose monetary policy, the supply of goods and services produced in the domestic market was declining and imports were rising thus tossing the trade balance into a tail spin. Keynes postulated that under certain conditions the economy would not respond to a supply-side approach. (He didn’t specifically mention “supply-side” because that came later when Arthur Laffer supposedly drew the curve named after him on a cocktail napkin.) Keynes postulated a “liquidity trap” in which consumers, perceiving falling prices, would hold back on spending in the expectation that prices would fall further. He argued that printing money and deficit spending would frustrate those expectations and break the bonds of the liquidity trap. Clearly, neither the Keynesian nor the “supply side” model will work exclusively. Policymakers must consider both blades of the “scissors”. It is not a matter of the Kierkegaardian “either-or” but one of “both-and”. One of the major mistakes of US economic policy was to cut taxes on the eve of going to war. How can you avoid a deficit if you reduce revenues while increasing expenses? It’s a matter of simple arithmetic. Prudence argues for matching expenditures (expected or current) to revenues (expected or current), regardless of which blade of the scissors you happen to favor. Ronald Reagan and G.W. Bush (supposedly fiscal conservatives) both left office with budget deficits. W. J. Clinton (supposedly a fiscal liberal) left office with a budget surplus. (Talk about a mixed message!!) So, the argument is not whether to choose austerity or stimulus but rather to address the arithmetic of America’s debt/deficit challenge by applying stimulus where it will (equitably) generate growth and applying austerity where it will (equitably) lead to deficit reduction. Leave the “either-or” for the existentialists!
EU: Perhaps not as bad as originally thought

o Code Yellow Risk: Fear of collapse seems to have abated

Reports indicate that Greece is handling its austerity program rather well. The European Central Bank has offered a more upbeat forecast for recovery and bank profits are up in the Euro-area. Spain’s borrowing costs fell by 100 basis points in a EUR 3.5 billion bond auction which registered demand at roughly twice the amount sold. Portugal and Italy reported similar experiences. Finally, Germany is now more optimistic than it was a few months ago and the Euro is about 5% stronger than it was in early July. Not bad! Of course, it’s not a bed of roses in the EU, but improvement seems to be in the cards.
China: When you’re no. 2 you try harder

o Code Yellow Risk: It’s that low per capita income that is worrisome

China has now surpassed Japan as the world’s second largest national economy. However, with an average annual per capita income on the order of US$3,800 even a billion Chinese consumers cannot be expected to match the combined consumption of the USA and the EU, and not even that of  now-3rd-ranked Japan earning an average US$317 per month . Consumption in China is estimated at about 36% of GDP or roughly US$1.4 trillion. US consumption (after recent adjustments due to the crisis) is estimated at about 67% of GDP or roughly US$9.4 trillion. Before the crisis, US consumption was about 72% of GDP or roughly US$10 trillion – i.e. the crisis has caused a US$600 billion reduction in estimated consumption in the USA. That’s 43% of total Chinese consumption. Clearly China is going to find it a bit difficult to replace locally what has been lost in the US market. Consequently, China has indicated that its growth has suffered. This should not be surprising. China is an export driven economy – at least for the time being and for the foreseeable future. If Europe and the USA are in the doldrums and they jointly represent 53% of global income, China will be moving with those two economies, not in a contrary direction. China is NOT an engine of growth, but simply one more car on the train. It’s fortunes result in large part from the prosperity of other countries. Consequently, it cannot carry the world economy on its own. Moreover, China has to soft pedal the growth of the domestic market for fear of losing control over its population. A rising middle class can be pretty demanding of an authoritarian government (as it is already showing itself to be the case). China might be competing “geo-politically” with the USA and the EU for a place in the sun, but it is inextricably linked to the fortunes of both in terms of sales. And it does not appear that China relishes a role as a lender of last resort to the rest of the world – at least not now or anytime soon.
Politics
USA: Is he a “one-pitch” pitcher?
o Code Red Risk: Obama needs to mix it up a little

In American baseball, most pitchers have a repertoire of pitches; fastball, curveball, slider, etc., to confuse batters. A “one-pitch” pitcher has only one delivery and once batters have “read” his pitches he is usually toast. Remaining cool in the face of crisis is important in crisis management. There can be no doubt about that. However, having negotiated numerous crises, some of which involved kidnap, I also know that a crisis manager needs a repertoire of responses to different situations. It’s one thing to appear cool in the face of crisis; it’s another to seem to be detached. The appearance of detachment can give the impression either that you don’t care or that you don’t understand the problem. Neither is appropriate; either is dangerous. Obama has reacted in virtually the same way to the financial crisis, two terrorist bombing attempts, an oil spill, even the local issue of a mosque near the site of the 9/11 attack, a dire military situation in Afghanistan, and a disintegrating “post war” Iraq. People are left not knowing what he believes or cares about. Leaders must not only be calm, cool, and collected, they must also lead.
USA/EU: Don’t they make a lovely couple?
o Code Yellow Risk: Could they pull together?

The two largest economies in the world share a common political heritage and both are high-wage economies driven by a broad-based middle class. There is more to unite them than to keep them apart. They trade insults and admonitions like bickering relatives but they believe in (relatively) free trade, democracy, the advantages of competition, research, and a host of other issues. And they share a common concern for the Chinese mercantilist model. They have been talking about a transatlantic free trade agreement (TAFTA) which is probably a damned good idea. Canada has already been aggressively pursuing such a goal to become less dependent on NAFTA. C’mon guys, I descend from a family that claims Irish, German, and French ascendency. Many other North Americans can make the same kind of claim. Can we agree to disagree on some issues and improve trade with each other? That would certainly reduce the pressures and anxieties of having to negotiate with 20 sovereign nations to develop a consensus, not to mention reducing the noise-to-signal ratio in the ideological sphere.  Yeah, I know it won’t be easy, the Americans are a difficult bunch but the recent financial crisis might have taught them some humility (or at least caution)! They should quit referring to Europe as “socialist” just because they have more social safety nets, seem to enjoy life a little more, have more time off, better health care, thinner women, real castles, Asterix, and (horror of horrors for the Tea Party!) higher taxes. In spite of all that, their private companies still earn profits, so it ain’t ALL bad now, is it? And there are all those barbarians at the gates who threaten both economies!  I am certain that China will adapt. It’s in China’s interest to do so – just as it was in Japan’s in earlier times. Now, Obama is not an “Atlantic president” but so what? If he does not soon wake up and smell the coffee he will lose the power to lead the USA anywhere. His successor might be more of an “Atlanticist”.
Management Risk
Getting back to prosperity is the single greatest challenge to the USA and the EU. It seems to me that the USA needs to make some adjustments to its “business model”. A prosperous, thriving middle class has been and will continue to be the mainstay of both the US and the EU. Barack Obama campaigned on the promise of change, but he seems now to be blissfully unaware of what sort of change is needed. He has succeeded in his health care and financial regulation initiatives but not in improving jobs – the real key to prosperity and recovery. US education is dismal. There is a risk that the ideological divide in the USA will make it impossible to bring about a strong recovery. As for the “new plurality”, I see no way that 20 sovereign nations can collectively call the shots in the global economy and BRIC was never meant to be an economic or political union. It’s just four big resource-rich economies that can feed the global recovery process which ultimately depends on the world’s largest and most prosperous economies.
Recommendations
Companies in the USA are sitting now on mountains of cash and looking around to use it. The key to recovery is to use the cash to build jobs and increase the competitiveness of manufacturing. Making and selling “stuff” is still what it is all about. Government has a role to play in this equation. Some intelligent expenditure switching coupled with private sector investment and collaboration is called for. Investment spending is a dominant strategy for private companies, but improving profits via wage reduction is self-destructive. Someone has to buy the “stuff” you produce. Take a close look at your “business model”. Are you spending enough on R&D and applications technologies to restore competitiveness or create new products? Can you use inputs more efficiently? Are the bonuses you pay to management serving to improve your business results via increased revenues? Can you trim waste in your operations? Can you improve product quality? Are your final markets growing or shrinking? In short, if the jobs aren’t there, your consumers won’t be either.
Until next issue,
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