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 Dear Reader,

There is a pattern to Brazil’s political history that suggests a more or less regular alternation between periods of democracy and periods of authoritarianism. It would appear that Brazil is headed for a spell of authoritarianism. This is an empirical rather than a theoretical observation. I have no “model” for this behavior other than the hypothesis that a weak institutional governance framework allows for the personalization of power over time. This appears to have been the case with the current administration. President Lula has been routinely thumbing his nose at Brazil’s electoral laws in his frantic attempt to keep the Labor Party (Portuguese initials: PT) in power and in the hands of his chosen successor Dilma Rousseff. Lula violates the law, pays the fines, apologizes (sometimes), and then blithely ignores it again to promote his candidate. Dilma has yet to show who she really is or what she stands for. For its part, the PT made it pretty clear what it wants and intends to pursue with the presentation of its plan for governing (i.e. platform) if it wins the election. The plan called for restraints on what was called the “monopolistic media” (shades of Chavez and the Kirchners), restrictions on the right to property via the requirement that invasions must be negotiated rather than reported as crime, and a tax on large fortunes, among other items (you’ve seen this film before in other places!). The PT campaign team simply ignored the inputs of its supporting party, the PMDB (from which comes the vice-presidential candidate Michel Temer), in putting together the electoral platform. The platform was quickly withdrawn and a milder one submitted to the electoral authorities. It was subsequently shown that candidate Dilma initialed every page of the first document. The PT issued a statement that she signed the document – her platform – without reading it!! (Does that strike you as “presidential”; do you believe it?)  The gradual expansion of the state in the economy, accompanied by the erosion of the powers of the regulatory agencies created under the previous administrations of Fernando Henrique Cardoso, also offer testimony to the direction of things. In the area of foreign relations, Brazil has been increasingly embracing some of the most brutal dictators on this planet while seeming to celebrate what it claims is the declining power of the western democracies.

Added to the above is the fact that neither candidate to the presidency has raised the real issue of reforms considered necessary to improve efficiency in Brazil, to wit, political reform, labor law reform, tax reform, and administrative reform. The ubiquitous Brazil Cost continues to serve as a sea anchor on the economy.

I am a staunch believer in the maxim “doing what you’ve always done will get you what you always got” as well as the statement in psychiatry that doing the same thing over and over while expecting a different result is one definition of madness. With the 1994 Real Plan, Brazil broke with its past and short circuited the behavior that caused chronic inflation. The next 16 years were a repudiation of what had always been done and included the election of a labor leader to the office of President. The results are there for all to see. The economy weathered an international financial crisis admirably, Brazilian companies have evolved into multinational organizations, and a whole new middle class has developed. If that proves anything it is that Brazil is a perfectly “normal” economy that responds in “normal” ways to the right kind of management. So, what is the meaning of the PT’s campaign phrase: The Great Transformation? The great transformation occurred with the Real Plan, and it’s working just fine. We’ve also seen clearly where grandiose “socialist” schemes such as the Soviet Union’s Gosplan (based on rigid input-output coefficients), China’s Great Leap Forward and its Cultural Revolution, or Venezuela’s 21st Century Socialism, as well as the grandiose right-wing New American Century and the febrile illusions of the Wall Street Wizards  have taken us. Maybe it’s time for a little realism and some just plain common sense accompanied by real leadership.

Brazil’s leftward, authoritarian drift bodes ill for the economy and most certainly will compromise Brazil’s plan to become a major player on the global stage. The last 16 years could easily and rather quickly become just one more “flash in the pan”.



BRAZIL

Executive Summary
The economy continues to move forward at a relatively rapid pace but the forecast slowdown in the second half is gaining traction. That’s not necessarily bad news given the overheating of the economy that marked the first quarter. Infrastructure constraints are approaching the “critical” level. Politics rules the roost right now as elections move closer. A drift toward left-wing authoritarianism appears more likely now, most especially (but not solely) if the PT should win the race. It’s time for optimism tempered by a healthy dose of caution.  
Economy
 Is your papaya squishy?
 o Code Red Risk: More infrastructure bottlenecks.

If your breakfast papaya seems a bit overripe, you might want to see if your grocer or favorite restaurant is importing it from Brazil. It may have sat for too long at the airport. It seems that on the heels of bottlenecks in Brazil’s seaports, the airports are now facing severe capacity constraints processing exported product. Some of that stuff has to be shipped overnight in refrigerated containers because it is perishable and if the paperwork can’t be processed, it can’t be shipped. Imports are also suffering inordinate delays. The problem has been building since 2008. Interesting that neither of the candidates seem concerned about the infrastructure issue! Maybe that’s because Dilma has it all under control with the accelerated growth program (Portuguese initials: PAC). Or no?
The slowdown has begun

o Code Yellow Risk: Keep an eye on the rate of decline.

The forecast slowing of the Brazilian economy has begun. This is fundamentally good news since the economy was seriously overheated in the first quarter. The reasons for the slowdown are various: 1) a rising base against which output is measured as the economy moves further from the downturn in 2008/9; 2) phasing out of the tax incentives to consumers; 3) infrastructure constraints and rising costs (especially labor costs). Growth in May was stable against the April figure and retail sales growth (deseasonalized) grew only slightly in May. Transportation figures also indicate a reduction in shipments in June vs. May and packaging material sales also declined in June over May. Moreover, food prices have risen slightly. Watch the rate of decline closely for signs of what 2011 will look like. Real incomes continue to rise against shortages of qualified labor and that should sustain consumption going forward. The slowdown will also allow the Central Bank to hold back slightly on interest rate increases since inflation appears to be giving way to the slowdown. The financial sector had been expecting a year-end base interest rate (SELIC) of 13%. The forecast is now for a SELIC rate of 12%.
Class C & D consumers continue to be the main attraction

o Code Yellow Risk: A phenomenon to watch.

Brazil’s 3 largest supermarket chains report that at least a third of their expansion investments over the next year will be directed toward Class C and D consumers (i.e. earning 3 to 10 minimum salaries per month or from US$9,975 to US$35,206 per annum). The growth of this market segment has been enormous and is a highly positive sign as regards sustainability of GDP growth. Not surprisingly, this consumer group has become increasingly demanding with regard to service and amenities such as food patios in supermarkets, nearby gyms, and improved visual aspects of shelf space, as well as prices. This is Brazil’s growing middle class and it comprises some 50% of the Brazilian economy. Watch their smoke and do what you have to do to accompany this growth. If you were raised in the USA or Europe in the 50s, this is all very familiar territory.
It’s a good thing the domestic market is growing!

o Code Red Risk: Because China is taking care of the foreign customers.

Maybe the US has collective bad breath or is using the wrong deodorant! Whatever the reason, the Brazilian government seems blithely uninterested in trading with the USA. Maybe the bustling economies of Equatorial Guinea and Zimbabwe have more to offer! While China’s participation in the US import market (19%) doubled over the past 8 years, Brazil’s remains at the 2002 level (1.3%). Even with Brazil’s market share of US imports, the US is still Brazil’s second largest export market (after China). Interestingly, it is Brazil’s Ministry of Foreign Affairs that is responsible for the country’s international trade promotion (might that explain something?). Then again, maybe the lack of growth of trade with the US is just because of that ubiquitous Brazil Cost! (Choose one or both!)
Politics
 What did I tell ya?
 o Code Red Risk: The first robin of what could be a cold Spring.

I suppose I should thank Dilma Rousseff (PT candidate for President) for finally justifying my insistent argument that she is not a carbon copy of Lula and will not follow Lula’s pragmatic lead in governing Brazil. The Supreme Electoral Tribunal requires that candidates register their platforms and Dilma’s may have proved surprising to those who have argued that she has changed her Marxist spots. Three items deserve your attention: 1) a proposal to tax “large fortunes”; 2) combat the “monopolistic media”; 3) force the owners of properties that have been invaded (e.g. by such groups as the Landless Peasant Movement – MST) to first negotiate with the invaders before filing a claim for the re-instatement of their (formerly private) property. The platform is grandly entitled “The Great Transformation”. Although the PT is running with the support of, and with a vice-presidential candidate from the PMDB (Brazil’s largest political party), the PMDB was solemnly ignored regarding the content of the platform. Following the submission of the platform and the ensuing public outcry in the press, the PT claimed a technical error and submitted a revised platform without the 3 points mentioned above. However, the Freudian slip was not wasted on attentive observers. Within the PT some sources dismissed concern by saying that the objective was to present a strongly left-oriented platform to force negotiations with the other 9 allied parties and to appease the left-wing of the PT. (Really? Isn’t that an internal campaign issue?) SOMEBODY wrote that document and it was publicly submitted to the supreme electoral authority. Either the campaign team and its candidate have no control over what is being issued or this is a true representation of what is in store for Brazil if Dilma gets elected! Some members of the PMDB were miffed because not a single line of their internal proposals was included in the PT document. The press initially reported that Dilma did not endorse the controversial points mentioned above. (So why and how was it issued?) However, it was subsequently shown that she did, indeed, review the document and signed off on it. The PT has not denied an intention to pursue those 3 goals. It simply stated that the platform is not cast in stone. (Nice try, guys!) And, of course, there is the title of the campaign: The Grand Transformation. If policy continuity is the promise, what is being “transformed”? By the way, the three points mentioned are straight from the 3rd National Human Rights Program (Portuguese initials: PNDH3) which I analyzed in a special report in 2009. (That report is no longer on the CCI website but if you want or need another copy, send me a return e-mail and I will forward to you). In spite of PT claims that the PNDH3 has been abandoned and was simply a statement of beliefs rather than policy, we might now conclude that not to be the case. So, I guess it is reasonable to ask; whaddya think? Was it an honest mistake or trial balloon? My conspiratorial vein suggests to me that no one is stupid enough in a presidential campaign to issue a platform to the authorities that the candidate does not support or has not seen – especially a candidate known for having a short fuse when mistakes are made. However, throwing out a few crazy ideas to test the water to see what kind of opposition they might generate is not a bad tactic. I ran contrary to the market when Lula ran for office in 2002. I forecast that he would NOT pursue the PT agenda and it turned out that he did not. I choose to run contrary again, this time arguing that Dilma WILL pursue the PT agenda while the market is arguing that it will be business as usual. Let’s see. As I have said before, I hope I am wrong!
Meanwhile, back at the PSDB…
o Code Red Risk: You call that a platform?

If the document the PSDB submitted to the supreme electoral authority as its platform is a harbinger of what is to come, Brazil is poorly served. Instead of preparing a proper platform, the PSDB simply submitted two speeches given by candidate José (aka “Zé” – see report 11, BRAZIL, at www.criticalcorp.com.br) Serra, claiming that the speeches represent what the candidate stands for and a governance plan. At best, that strikes me as a little lazy! The party could have at least made an effort to put together some sort of governance plan that voters could analyze. Well, as I said before, the campaign looks a bit insipid.
Getting even more surreal

( A true Code Zen Moment: Say again?

After visiting the severely flood-damaged Northeast of Brazil and ducking out of the G-20 meeting, President Lula went on a tour of Africa. He met with Obiang Ngeuma Mbsogo, head of state of Equatorial Guinea who has been in power for the past 31 years and is one of the world’s richest heads of state in one of its poorest countries. Lula announced that Brazil and Equatorial Guinea have “reaffirmed their continued support of democratic principles and human rights”. (That’s cool!) Brazil wishes to expand trade with the country. Being from New Jersey, I fully understand the meaning of “nothing personal, just business” but calling Mbsogo a “democrat” was probably not necessary. I mean 31 years is a pretty long time to be head of state in a “democratic” country, but what do I know? Why not just do the business and forget the adjectives? When questioned about Equatorial Guinea’s rather poor human rights record, Brazil’s Foreign Minister cited the fact that the butter at the breakfast table was from France. (Maybe that’s a new way to look at the “guns vs. butter” quandary of classical macroeconomics!) Far be it from me to deny the Guineans their butter, but does that mean that because France sold it to them the country is a democracy? Weird, no?
Ooooh, THAT law!

o Code Red (or maybe Code Zen) Risk: So how will it be when one of them gets elected?
Brazil’s electoral legislation, monitored and enforced by the Superior Electoral Court, forbids office holders from using their office to campaign on behalf of candidates. Lula has already been fined 5 or 6 times for using the presidency as a platform for his chosen successor, Dilma Rousseff. He pays the fine and continues breaking the law. Now it has been announced that São Paulo Governor, Alberto Goldman who took over when José Serra stepped down to run for President against Dilma, has also been using his office to promote Serra. Laws that are routinely disobeyed are not a new phenomenon in Brazil. They are known locally as “leis que não pegam” (i.e. laws that don’t “catch on”). So maybe it is just a “Zen” moment. However, it does beg the question of how the actual candidates are going to govern if political “ventriloquists” keep doing the talking – especially given the radical platform issued by Dilma’s campaign office.
We know who did it, but we ain’t gonna tell!

o Code Red Risk: What’s that all about?

The local press announced in mid-June that confidential income tax information of Eduardo Jorge, Vice-president of the opposition party (PSDB) had been criminally obtained from the federal tax office (in Portuguese: Receita Federal) computers. An investigation ensued to find the culprit or culprits and the press announced in mid-July that the government had discovered who was responsible. However, the government also announced that it would not release the information until after the elections. Hmmm, I wonder which party might have been responsible for that illegal act?!?! Deep mysteries fascinate me! The supposed culprit has since been publicly identified but there are claims that she is merely a scapegoat! Well, as I said way back when silly season began, this particular electoral campaign promised to be an ugly one from the start. But there is something rather disturbing about blatant violations of the law when trying to guess how a winning candidate might choose to govern if the rule of law apparently means so little to either or both. Or am I missing something?
Security
New tactics for changed situations
o Code Red Risk: You might want to consider taking a taxi.

While some criminals are moving up market and robbing jewelry stores in the better shopping centers, the criminal proletariat – car thieves – have adapted to new circumstances in their market segment. With increased security devices on new vehicles (especially imports) it has proven more difficult to simply steal a car off the street. The thieves now hang around parking lots. A thief will approach the payment booth of the parking facility to ask for directions while his partners suddenly arrive to the facility as if to park a vehicle. Three or four passengers in the vehicle disembark and invade the booth to grab the keys of parked vehicles and drive away with as many as they can handle. There are variations on this theme. In some cases, a thief will approach a driver (e.g. in a restaurant or store) whose car is parked on the street and claim that his/her car is blocking the thief’s car. When the driver goes to move his/her car the thief grabs the keys and drives off with the vehicle. In others, when a driver is backing up to leave a parking place he/she suddenly finds the rear window view blocked with a sheet of newspaper. When the driver (without turning off the engine) gets out to remove the paper, a thief will jump into the car and drive away.
Management Risks
The greatest management risk in Brazil is that of a change of direction in economic management. The PT has clearly shown an authoritarian disposition first with its initial platform submission to the electoral authorities and second with its total disregard for the contributions of its allied party, the PMDB. The opposition candidate, José Serra is also known as a “centralizer” and has indicated that he does not favor an independent monetary authority. Both candidates are considered to occupy the left side of the political spectrum. None of this implies that the economy will not continue to prosper. However, progress could be less sustainable and Brazil could regress to the “two-steps-forward-one-step-backward” growth pattern of the past. This would mean a change in your “management model” in Brazil. Whether the highly globalized economy now allows for that kind of pace is not clear. I tend to think things today are different, and volatility of growth and periodic crises are less acceptable than in previous periods. If inflation increases as a result of policy flip-flops, the dynamism of the Class C & D growth will decline due to real income erosion.
Recommendations

Be prepared for the possibility of a stronger state presence in the economy. This will limit flexibility and the bureaucracy will become even more ponderous and slower. You will have to be prepared for occasional exchange and interest rate distortions if Central Bank autonomy is reduced or eliminated. Watch for signs of increasing and persistent inflation and resulting constraints on the growth of consumption in the Class C & D market segments. Hunker down and wait out the elections. 

REGION
Executive Summary
The antics of the Bolivarians have not reduced the dynamism of some of the other countries in the region. The economies of Brazil, Mexico, Colombia, and Peru offer opportunity for growth. I am particularly strong on Mexico which seems to be emerging from the doldrums quite well and Peru’s growth is strong. I am cautious on Brazil for reasons mentioned in the previous section. It is not clear to me at this stage that Brazil will not once again shoot itself in the foot as it did in the late 70s. The problem is hubris.
Economy
Growth revised upward
o Code Yellow Risk: Watch developments closely.

The 2010 growth estimate for the region has been twice revised upward since the beginning of this year. Initially forecast at 2.9%, the estimate was revised to 4.0% at the end of the first quarter and now stands at 4.5%. The recovery is strong but spotty. Mexico is expected to grow just over 4%, Peru should grow at close to 6%. Colombia is forecast to expand just over 3%, and Brazil at 7%. But growth will be spotty, Venezuela will contract over 4% following a contraction of just over 3% last year. Argentina is forecast at whatever the Kirchners say it is but whatever they say is probably overestimated. So, with the exception of the gruesome twosome of Argentina and Venezuela, the region looks pretty good overall.
Politics
 Venezuela: He was murdered and I know who did it!
 o Code Red Risk: Yet another diversion from economic malaise.

Hugo Chavez has not only dug up the memory of Simón Bolívar, he has also dug up what Hugo says are his bones! Bolívar is reported have died in 1830, in Colombia, of tuberculosis. Chavez  says Bolívar was poisoned and he even has a culprit in mind. Naturally, the accused is a Colombian – a General Francisco de Santander. I am pretty sure an examination of the corpse can determine if a person has been poisoned – after all they found traces of arsenic in Napoleon’s corpse – but I think it might be a bit late to ascribe guilt. After 180 years, there are probably not too many witnesses around! Hugo is miffed because Colombian President Alvaro Uribe (again) accused Venezuela of being in cahoots with the FARC (see item Colombia/Venezuela, below). As usual, Hugo had nothing good to say about Uribe and has broken off diplomatic (a generous adjective in this case) relations with Colombia. Meanwhile, the Venezuelan economy continues to tank (in an election year) and supermarket chains taken over by Chavez now are patrolled by machine-gun toting soldiers, presumably to ensure Bolivarian obedience to government dictates or maybe to avoid looting. It is unlikely that Chavez will be willing to risk a shooting war with Colombia. As Argentina learned in the Falklands War, patriotic fervor runs high until the body bags start coming home. Furthermore, war costs money (just ask Obama) of which Chavez at the moment has little and the Colombian army is combat tested while Venezuela’s is not. 
Argentina: Up in arms re gay marriage

o Code Red Risk: What will be the political fallout?

I could not care one way or the other about gay marriage. Sorry if that offends either side of the issue, but it is just not on the top of my agenda as a “world stopper”.  Someone’s personal sexual orientation is none of my business. But you have to give the Kirchners credit for their terrible political timing. Argentina has just passed a law allowing gay marriage and voters have already taken to the streets – some for, some against. Nothing like a little controversy in a country that needs a little controversy like it needs a migraine headache, right? Ho hum!

Colombia/Venezuela: The Alvaro/Hugo show in its final season. 

o Code Red Risk: Is Uribe undermining Santos?

Colombia’s president-elect, Juan Manuel Santos, announced that he hoped to mend fences with his country’s neighbors – Venezuela and Ecuador. Apparently not happy about that prospect, President Alvaro Uribe announced that Venezuela – read Hugo Chavez – provides support to the FARC. Ecuador was not moved either way re the statement but announced that a warrant for Santos’ arrest was still outstanding for his role as minister of state when Colombian troops crossed Ecuador’s border in pursuit of members of the FARC. Hugo was later quoted in one of his usual diatribes against Uribe. On July 22, Venezuela broke diplomatic relations with Colombia. At this point no analysts forecast anything other than a lot of nasty name calling with Brazil entering to say “C’mon fellas, break it up, whaddya say?”
Cuba: Underneath it all, he is really a nice guy

o Code Zen moment: Watch for the next exciting chapter of “Brazil’s Foreign Policy”

To show that his heart is in the right place, Fidel Castro released 52 political prisoners. The first comments of some of them were that Lula owes them an apology for comparing them to common criminals on his last visit to Cuba. Brazil’s Foreign Ministry, on the other hand, insinuated that Brazilian diplomacy had somehow led to the release. (???)  Lula, however, gave his regular “I-didn’t-know-about-that” response. Well, maybe he didn’t since he was running around meeting with some of Africa’s nastier political leaders. I don’t think he plans to apologize to the former Cuban prisoners.
Management Risks
Once known for its virulent inflation, Latin America appears to have tamed the beast. This is good news and with the exception of the Bolivarians the situation appears sustainable. Policy continuity in Chile and Peru, and possibly in Brazil accompanied by the revival of the Mexican economy argues well for investment opportunity in the region. There has been a marked change in the maturity of institutions and policy in some countries in the region and the sustainability of growth is enhanced. 
Recommendations
Look aggressively for investment opportunities in the dynamic countries. Low inflation has improved purchasing power among the lower income groups and new middle classes are developing throughout the region. The notable exceptions are, as usual, Argentina and Venezuela where the middle classes are diminishing.

WORLD

Executive Summary
The USA is recovering, albeit at a rate that suggests relatively long-term stagnation and slower-than-normal growth. The EU is temporarily hamstrung by the lack of an appropriate administrative infrastructure to deal with its debt/deficit quandary. Issuing a common Eurozone bond is one way out, but it requires a Special Purpose Vehicle and pricing the issue could be complicated. However, the union is likely to strengthen before it weakens. The USA continues plagued by an increasingly wide ideological divide and the risk of policy paralysis. China is slowing largely because it is an export-driven, mercantilist economy and 53% of world GDP is produced by two economies in the doldrums. Stimulating the domestic market implies more than economic challenges for China. We cannot forget that China is a “managed society” and a growing middle class there has more than economic implications. Latin America moves forward at a reasonable rate and some countries show increasing economic and institutional maturity (see REGION). Until the stimulus vs. austerity debate is resolved one way or the other, global companies will find it increasingly difficult to develop strategies.
Economy
USA: Now it’s the lawyers’ turn
o Code Yellow Risk: Now the fun begins.

US President Barack Obama finally got his financial reform. Now it is up to the attorneys and bureaucrats to pin the tail(s) on the jackass(es). The operational stuff now has to be put in place. What will be the rules? What will be the sanctions? How will compliance be monitored? All that stuff. Europe is pleased that the USA has finally moved on the matter and a new global financial structure will emerge in one form or another. Watch developments closely.

USA: Is it recovering or not?

o Code Red Risk: Will the recovery lose steam?

Recent announcements of corporate results, consumer confidence, and stock and financial market performance indicate that the recovery in the USA could be losing steam. Well, maybe. To my (admittedly partial) view the question reverts to the issue of jobs. Corporate results depend in large part on final sales. Consumer confidence cannot be expected to be high if people don’t have jobs because that means they don’t have incomes, and that means they can’t consume very much. Poor performance in the financial markets most probably stems from the poor capital ratios of the banks. They are still carrying those nasty bad assets on their books and via continued foreclosures are still picking up bad real estate all over the place. As for the stock market, that is a barometer of expectations and as we see from the foregoing comments, we can’t expect a hell of a lot of optimism there. The fact that the legislature waited so long to extend unemployment benefits and has yet to pass a jobs bill most certainly did not help to generate an optimistic outlook. However, the extension of unemployment benefits for another 6 months does ease the pain somewhat. Meanwhile the ideological divide widens and Americans have lost confidence not just in the economy but also in the institutions responsible for its management. Generating consensus is proving increasingly difficult. Although a second dip of recession is not necessarily on the horizon, most certainly a long period of stagnation might be. It seems to me that the debate over austerity or stimulus is a bit sterile. The ideal solution would be to zero in on those expenditure items that do nothing for growth, cut them back, and spend the savings on what will stimulate growth (i.e. a hefty dose of expenditure switching based on some reasonably intelligent analysis).
China: Slowing in the works?

o Code Red Risk: Why would that not be the case?

One of the concerns of the pundits and analysts is the apparent slowing of the Chinese economy. I’m not sure that we should be surprised at a slowing of growth in China. China is an export-driven economy and if the two largest economies in the world are in the doldrums China will simply export less so it will produce less. So what about the domestic market? Won’t that absorb output and sustain growth? We must remember that China is a centrally controlled mercantilist economy. A growing domestic market generates (as it has generated in China) political pressures. Improved wealth creates increased demands most especially for more individual freedom. We tend to forget that China is a “managed society” and the ruling elites are not given to surrendering control over the liberalization process. China is NOT a democracy. And it is not an entirely cohesive or monolithic culture either. Holding a country that large together politically is no easy task. So, if the rest of the world slows, China will too. It will not be the engine of growth that many are saying it will be.
The stimulus vs. austerity quandary
o Code Red Risk: How will global growth be affected?
The question of more stimulus or austerity is being debated (sometimes heatedly) in both the EU and the USA. The EU has special problems because there is no lender of last resort and to avoid pressuring the deficit/debt situation of member countries the EU might have to revert to a Eurozone common bond issued with the guarantee of the 16 members that use the Euro exclusively and do it through a Special Purpose Vehicle. Germany is opposed to additional stimulus and favors austerity to bring individual member accounts into line (esp. Greece). In the USA the debate takes on ideological overtones in addition to budget concerns. The outlook for US growth would argue for neither excessive stimulus nor excessive austerity. However, there are some very specific areas where at the very least some “budget neutral” stimulus might be required: jobs. Replacing, rebuilding, or refurbishing the USA’s crumbling infrastructure might be a good place to start. Maybe it could be financed by reducing the enormous amount of money spent on a bloated war-on-terror intelligence function that seems to work at cross purposes anyway.  
Politics
It’s that “decline of the west” thing again
o Code Red (or maybe Code Zen) Risk: It’s not that simple or easy.

I never cease to be amazed at the facile reasoning used to predict that the “western powers” have succumbed to their “inherent internal contradictions” and now are mere paper tigers. I recently read the statement of a third world spokesperson who said that countries like Brazil would soon rule the world. I’ve heard that one before! I don’t begrudge Brazil its place in the sun. On the contrary, I have preached the wisdom of recognizing certain characteristics and opportunities of the Brazilian economy for 40 years. But, the USA and the EU represent (even in the current crisis environment) roughly 53% of total world GDP. Granted, the gap is narrowing but not at such a rate of speed that the preeminence of those two economies is seriously threatened in the short term. China, for example, seems perfectly content to sell to both the USA and the EU while working its way up to the level of “player”. That the global economy has become more integrated and, therefore, more pluralist is unquestionable. That clearly argues for more consultation between and among actors and a different form of leadership, but by no means suggests a “replacement of leadership”. That kind of naïve hubris is not unlike the distorted reasoning of the neocons who drew up The New American Century document that claimed the USA could “do whatever it wanted” with impunity. Simply stated, it just don’t work that way - for either side of the ideological spectrum!!

USA:The ideological rift is a serious problem
o Code Red Risk: Right or wrong, Barack Obama is stymied.

Regardless of whether US President Barack Obama is or is not pursuing the “correct” policies, he is increasingly stymied by rabid opposition from Tea Party and right-wing ideologues who simply oppose everything while proposing nothing, as well as by some hare-brained Democrats who seem to be unaware that a crisis even exists. It should be noted that 50% of those claiming to be Republicans support the Tea Party. (That could include a good bit of pre-electoral positioning on the part of some legislators and, consequently, mean nothing!) As I mentioned in my last issue (No. 11 at www.criticalcorp.com.br) in a crisis situation proper management requires that you do something so the system can “kick back”. Without that feedback, the perverse internal logic of the crisis continues unabated. I am less worried about Obama’s reputed ideological “bias” than I am about the fact that it takes so long to get anything done and to create some sort of consensus in a widely divided country. It seems to my economist’s mind that refusing to pass a jobs bill and delaying the extension of unemployment benefits was not a very smart move. Such programs can be phased out as conditions improve without placing undue strains on the federal budget but at present some 2.1 million Americans are unemployed. Putting people back to work is, or should be, a priority. Making “stuff” is what creates wealth in an economy. 
USA: So is the English language for some public figures
(( A Super Code Zen Moment: New words for new times.

Former Republican vice-presidential candidate, Sarah Palin, has coined a new term. The new word is apparently a combination of “refute” and “repudiate” and is pronounced “refudiate”. Refute means to prove the falsity or error of a statement. Repudiate means to disown, disavow, or reject. So, “refudiate” most probably means that one should first prove the argument is false and then disown it! Clever. In defense of her new term, Ms. Palin said that English is a living language. If so, why does she seem so intent on killing it?! It’s not a moose! It’s hard enough to understand politicians under normal circumstances. When they make up words, it’s impossible!
Management Risks
It is vital that global companies know which way governments intend to lean with regard to the austerity vs. stimulus debate. My own view is that both can be selectively applied – cutting back on waste, improving economic infrastructure, and shoring up jobs – real jobs, not make-work. Until this issue is resolved, you are caught between a rock and a hard place. I am reasonably certain that neither the USA nor the EU is going to fall into the abyss. The greatest risk is stagnation. 
Recommendations
Do not cut costs too far. You should be prepared for contingencies and this means at least having a minimal amount of slack and redundancy in your system. Errors when and if they occur can be more expensive than what you have saved by paring too close to the bone. 
Until next issue,

Jim
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