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DON'T BE BOLD, BE

CAUTIOUS

Roger Bootle, managing director of Capital Economics and economic advisor to
Deloitte, predicts that Europe will be 'hit very badly' this year, warning that this is not a
time for expansion. He shares a stark message with Christopher Kanal.

Christopher Kanal: What is the financial outlook for thing to do? Yes. We are in a position where the traditional tools of
Europe for 2009? Do you foresee any recovery? monetary policy aren’t that effective. That doesn’t mean you shouldn’t use
Roger Bootle: No one can say for certain what the outlook will be. them. If anything, it’s the opposite. But I wouldn’t be confident that this
There will be more declines in Europe. If the world economy were in a will deliver a massive response.

reasonable state then I think it is possible that you might find Germany
showing signs of recovery but I wouldn’t be confident about that. Tam  Will there be future interest rate tls?
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a good export percentage will actually find their profits going up because
of the exchange rate, whereas domestic-facing industries could get
absolutely clobbered. Within the eurozone there won'’t be that factor.

Are any industries recession resistant?

Basic utilities will be fairly resistant but even in the food and drink
industry we have seen people trading down, not necessarily in quantity
but in price, which hits profit margins.

What impact will the slowdown of Brazil, Russia, India,
and China have on the world economy?

China is going to experience a very sharp slowdown, with growth of
about 5% this year. This sounds pretty good but, compared to previous
growth of 10% and 12%, it is not. It is potentially devastating inside
China, bringing with it a risk of social unrest, but good things could
emerge from it as Chinese authorities take steps to bolster demand.

The worst thing that could happen is that they react by keeping export
surpluses up or increasing them. India will suffer but it is not as exposed
to the world economy in terms of export share as China. Russia is hugely
problematic. It will be back in budget deficit and current account deficit
this year and in 2010 at these oil prices, let alone if prices fall to $20 a
barrel, which they could easily do. Brazil’s position is less serious. Of the
Latin American countries it will probably do the best but as a commodity
exporter it will be hit.

In January 2009, the Guardian newspaper put together a
guide to the people who it claims got us into this mess,
including Alan Greenspan and George W Bush. What are
your thoughts on the choices?

I largely agree. They were a bit hard on Mervyn King (Bank of England
chief), who warned about the bubble from some way off. There is no
mention of the Chinese, who I think are the root cause of all this, nor is
there any real mention of the academics who argued that the markets are
always right.

Has the crisis exposed an inherent fault in the construct
of capitalism?

No, I don't think that. It has exposed the peculiarity of financing and the
need for it to be treated differently. There is nothing much wrong with
capitalism but there is something wrong with financial markets and
supply of credit.

Also at an international level, the system seems to generate a situation
in which a large number of countries think the right thing to do is
to run huge surpluses. If there are surplus countries, there have got be
deficit countries.

Are there investment opportunities at this time?

There are lots of opportunities if the world economy is going to

bounce back. We don’t know. It’s possible that we are entering the

great depression mark two, in which case I don’t suppose there are

many opportunities apart from western economies substituting for
eastern supply. If there was a real breakdown in trade relations and trade
agreements imploded, then there are all sorts of old-fashioned industries
in the west that would have to be re-invented, particularly the ones we
have parcelled out to China and India. Parts of Africa would benefit if we
couldn’t trade with China. But assuming the world economy recovers, the
big opportunities will lie in western industries supplying to China and
the emerging markets. I also think that, going forward a fair way, there has
to be a boom in eastern tourism into the west. ll
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