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From BRICs
to America”

Sung Won Sohn

Smith Professor of Economics
University of California, Channel Islands

First of all, let me talk about why we have slow economic growth
globally. When we look at the global economy, we are running into a
“tipping point”. You as a nation in Asia, you as a company, you as an
individual, what can you do about it? In my book “New Econony”, 1 talk
about why economic growth around the globe will slow. There are many
reasons for that, but this morning I want to talk about just two — history

and productivity.

History and Productivity Affecting the Global Economy to Slow

If you look at economic history, why we go into a recession matters

1) This is a transcript of a speech by Professor Sung Won Sohn given at the “IGE/Samsung
Electronics Global Business Forum” on May 23, 2014. The views expressed here are the

speaket’s.
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a great deal. Let me give you three specific examples. In 1847 in the
United States there was a so-called “railroad crisis”. In those days
America was building railroads to go West. A lot of the money then
came from Europe. When money did not come from Europe, people
did not get credit, so they could not build railroads. For a while the
money was coming from Europe but then it stopped. And that turned
into a financial panic. People could not borrow. Those who borrowed
could not pay back. As a result, the US had quite a bit of a problem.
Even worse, railroads sold shates, stocks on installments. This was the
first historical example of selling something on installments. In 1847
when people bought railroad shares on installments, they assumed that
prices would go up and up and up. When prices go up, you pay off
your loan with the higher prices. But that did not happen. So there was
a financial panic. The problem back then was that government officials
did not know why the problem was occurring, They did not know
what was happening and what to do about it. That went on for a while.
Ensuing economic recovery was very lengthy and painful. The same
thing happened in 1907. We had a financial panic. The government
officials again did not know what was happing and what to do about it.
Eventually, they decided to establish the Federal Reserve System in 1913.
But that was a problem. You can see it in the Great Depression. Ensuing
economic recovery was very lengthy and painful.

The point is that when economic downturn occurs for other reasons,
the ensuing recovery can be pretty fast. The snapback can be pretty
quick. On the other hand, if the cause of an economic recession and

downturn is financial, it takes a long time for the economy to recover.
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Finance is like blood in our system. If your blood is spoiled with poison,
it is going to take a while to clean out. That is what was happening
and to some extent that is what is happening today. The cause of the
economic problems today is the Great Recession caused by the financial
crisis in 2007-2008. That is one of the reasons why I say that we are
talking about probably lengthy, sluggish economic growth for some time
to come.

The second reason why I say long term economic growth is not
going to be all that spectacular and not exciting this time around is
productivity. We all know what we mean by productivity. If you ask
me what the single most important word in economics is, I would say
productivity because that is our standard of living. How well you live
depends on your productivity. If productivity goes up, you live better. If
productivity goes down, you do not live as well.

When I was teaching economics 101, I used to talk about a Swedish
cheese factory. This is a true story. There was a cheese factory in
Sweden, which had operated for about 700 years. What was interesting
about that cheese factory was the fact that it kept meticulous records
of production. Also, it did not increase the number of employees over
the 700 years. It was kept at 7 people. It claimed that its technology of
cheese production did not change at all. However, during the 700-year
period, if you look at its records, its cheese production with the same
technology and the same number of people went up about 500%. That
is productivity. When productivity goes up, you can have more; you can
live better; and your standard of living goes up. That is productivity.

If you look at the chart below; this shows growth in real per capita
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GDP from 1300 to 2000 and to 2100. From 1300 for about 500 years
GDP per capita did not change much. Then it shot up. In recent years it
is going up, but at a slower rate. According to the chart below showing
productivity gains, it took 500 years for productivity gains to double and
for the standard of living to double. Then it took 100 years, from 1800
to roughly the 1920s or so, for the standard of living to double again. In
the 20th century it took about 35 years to double. But what is happening
is that in the 21st century it is taking more than 35 years. Productivity
gains are rising, but at a slower rate. That is one of the concerns that we

have. Are we reversing the continuous acceleration in productivity gains?

Growth in Real GDP per Capita, 1300-2100
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We all know about the steam engines, textiles, cotton spinning,

railroads, and so forth from 1750 to 1830. Innovations and inventions
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take time and it did. Many of these inventions did not really bear
fruit until later, which is so-called the “Golden Age” of productivity
gains. From 1870 to 1920 we had indoor plumbing, Many economists
including myself say that of all the significant inventions that we
have had in economic history, indoor plumbing is probably the most
significant one that we have had. When we did not have indoor
plumbing, men and women had to go out to fetch water every single day,
three or four times a day, spending thousands of hours a year. Not only
that, it was dirty. Infant mortality was very high and people were getting
sick. In 1870 the average life expectancy was 47 years and today we are
talking about the life expectancy of mid-80s. That is in part because of
indoor plumbing, Indoor plumbing did wonders for productivity and
for our health.

Automobile was also very important. In the olden days, we had
farms and the cities. People could not get back and forth very easily
because they did not have a good mode of transportation. When the
automobile came, people from rural areas could go to the cities and
from the cities to rural areas. We had labor mobility. Labor mobility is
very important in promoting economic growth and productivity. Not
only that, people from rural areas went to urban areas. They bought
apartments and kitchen appliances, telephones, and stuff in their houses.
As a result, consumption went up which helped economic growth. We
know about electricity to run air-conditioning, water heaters, elevators,
etc. This is so-called the “Golden Age”. About 70% of all the inventions
in economic history came about during this period, so-called the Golden

Age between 1870 and 1920. Many of those are spin-offs from eatlier



inventions. It takes time for new inventions to bear fruit.

From 1960 to date, we have computers, internet, and smart phones.
Productivity gains are occurring, but at a much slower rate. With smart
phones, HD TVs, all these electronic computer gadgets, satellites, etc.,
productivity gains should be accelerating and going sky high. But that
is not happening, So, a lot of people question how that is possible. The
chart below from the US. Department of Commerce Bureau of Labor

Statistics says that productivity gains are actually slowing,
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That is one of the reasons why I said earlier that we used to be able
to double our standard of living every 35 years, but we are not doing
that anymore. It is now taking more than 35 years. One of the reasons
is that smart phones and HD TVs do not really raise productivity that
much. It is fun and pleasant to have them and enjoyable to watch TV

on HD, but it does not save time. I suppose that one could argue that
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we are wasting a lot of time because of all of these gadgets. It does not
raise productivity. That is one of the reasons why productivity gains are
slowing;

If youlook at the long-term economic history, a major new economic
invention occurs about every 60 to 70 years. Some people say that we are
coming to the tail end of the computer-internet revolution. In 5, 10 or 15
years, there may be a new major revolution in technology. But that is not
going to affect you and me. When a new revolution in technology comes,
that will affect our children and grandchildren because it takes a long
time to bear the fruits of invention, as I pointed out eatlier. So, the main
reason why I am saying that economic growth around the world will slow

down significantly is slowing productivity gains.

Economic Gravity Moving Back to Advanced Economies

When you look at economies around the world, abstracting away
from the global issues I just talked about, I would say we are into a
tipping point. A few years ago, right after the Great Recession, we
talked about how developing economies were doing so well. They were
pulling the advanced nations forward and upward. Today, that situation
is changing slightly. The economic momentum and gravity is changing
from emerging markets to developed markets such as the United States,
Japan, and Europe. They seem to be doing a little bit better than they did
before, whereas developing nations from Brazil to India are having a lot
of problems. Instead of talking about BRIC, we talk about the Fragile 5 —
Turkey, India, Indonesia, Brazil, and South Africa, and the Fragile list can
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go on and on and on.

If you look at the Asian economic miracle, a lot of it was based on
credit expansion. In the chart below, you see what has been happening
to monetary base, which used to make money supply. The red line at
the bottom 1s the US Federal Reserve. Federal Reserve has engaged in a
number of rounds of so-called “Quantitative Easing”. That was a major
reason why the US economy has been able to do better now. But when
you look at the monetary base of 10 Asian countries, it has been going
at a faster pace. But one cannot obviously rely on credit indefinitely. So,

that is one of the reasons.

Asia: Central Bank Balance Sheets
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The chart below shows the Asian credit and economic growth.
China was heavily dependent on credit expansion from 2005-2007. So
were Malaysia and Thailand. But one can do it only for so long. So I

think that is one of the reasons.
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Asia: Credit and Economic Growth
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Asia’s exports are not doing well as before, either. There is an increase
of exports from the previous year. Exports of Japan, China, Taiwan,
and Korea are going up, but not all that rapidly. The rate of increase has

slowed quite a bit. There are many reasons for that.
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China’s Economic Outlook

When you look at the emerging market nations, there, too, are general
economic problems. Current account deficits are pretty high. Brazil, for
example, has always had current account deficits. But during good times
a lot of money came in, thanks in part to quantitative easing in the US
and other countties. It covered up. It paid for a lot of red ink in current
account deficits. Now; that may not be the case. Money is not coming
in as readily as it used to. It is not covering the current account deficits
as it had before. So that is one of the problems. Also, many emerging
economies have got chronic inflation, fairly high long-term inflation.
They are also heavily dependent on commodities. For example, China
used to buy a lot of commodities from Brazil and Indonesia, Australia
and even Canada. They have benefited a great deal from Chinese
purchases of commodities. But China is slowing economic growth. It is
not buying as much as it used to.

The world used to talk about BRIC and it meant “This is where
the action is and this is the exciting place.” They even had the BRIC
economic summits. Today I would say that the BRIC is falling apart. If 1
had to do it, I would get rid of B; I would get rid of R; I would get rid of
I; and I would just have C. It would just be C, not BRIC.

Cleatly, if there is a locomotive pulling the wotld economy today, it is
not the US; it is not Europe; it is not Korea; it is not Japan; but it still is
China. If China loses its status as a locomotive, the global economy will
be in trouble. One of the reasons why the Chinese economy is slowing
is because the government wants it. I think it does for good reasons.

The Chinese government does not want to pollute air or export at the



expense of health and the environment. It is saying it wants quality, not
quantity. Composition of economic growth is far more important than
quantity of economic growth. I think that is really in the right direction
because many economists including myself have been saying for years
that China cannot be producing goods like this and export and export
and export. It needs to improve the quality of production and quality of
life. The new leadership in Beijing is doing that and I applaud them for
that.

Yet, China’s economic growth between 1980 and 2011 averaged
10%. In some of the quarters it was growing at 13-14% in an annual
rate. We are not going to see that again partly because the Chinese
government does not want it that way. From 2012 to 2014 it grew 7.6%.
The economic growth rate has slowed dramatically and significantly. I
think that is going in the right direction. Does that mean China will have
a hard landing? If China were to have a hard landing, that would have
a significant impact on the Korean economy, the US economy, and the
global economy. After all, China has been the fastest growing market
for US exports. The biggest market for Korea is China. 24% of Korea’s
exports go to China. The fastest growing market for Mercedes Benz and
Callaway golf is all in China. One-third of Swiss luxury watches were
sold in China.

So, what happens if Chinese economic growth slows precipitously?
In the chart below, the blue line is year-over-year economic growth,
which tends to be a bit more stable. The dotted red line that you see is
the quarter-to-quarter change in economic growth, which tends to be

more volatile. The point is that every time you hit one of those valleys,
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economic growth on a quartetly basis goes down significantly and the
Chinese government engages in some kind of economic stimulus. It did
that again and again. When it does that, economic growth on a quarter-
to-quarter basis picks up and accelerates. But in the long-term, we will
have a soft landing, not a hard landing, That is good news for the global
economy. China used to enjoy from 13% to 14% economic growth, but
it is now talking about something in the range of 7.5% to 8% or even

lower. That is what the government wants.
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As far as global economic implications are concerned, it is fairly
significant, especially if a country is exporting commodities. 66% of
global iron ore consumption is done in China. China consumes 46% of
all the copper produced in the world and 18% of all the wheat produced

in the world. So for a country is exporting commodities such as copper,
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wheat, or iron ore, what happens in China does make a great deal of
difference. I go to China once or twice a year and every time I go to
China, I worry. Fortunately, my worries have not turned into disasters
but China does have some risks, particularly debt, a real estate bubble
and cost.

A lot of debt in China is really residing at state and local
governments. A few years ago in Beijing, a friend of mine in the central
bank of China was telling me that at the time 88 cities were building
subway systems. I said, “Why do you need so many subway systems?”” He
said, “If my next-door neighbor city is going to have a subway system,
I'am going to have one, too.” I said, “How do you finance it?”” He said,
“That is easy, you go to a government owned bank and borrow.” So I
asked, “How do you pay it back?”” He said, “It is a government owned
bank, so you don’t have to pay it back.” That is the kind of mentality
they have. So, they have pretty significant national debt.

The picture below shows a bridge called the Guizhou Bridge in
Guizhou province. It cost almost US$1 billion to build this bridge.
Guizhou is a poor interior province in China. Should they have spent
about US$1 billion building this bridge? They should not have done it
but they did. Who has got the debt? The government does and a lot of

the money came from the local government owned banks.
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Guizhou Bridge

Regarding real estate, Chinese house prices from Beijing, Shanghai,
and Shenzhen to other medium sized cities are going up at a slower rate.
It certainly has peaked and crashed. In some cities, prices are actually
declining, In the US, not long ago the CBS TV station did a story on
China’s ghost cities. They did a half an hour program on the ghost
cities in China. You will find a beautiful city in the ghost cities. But the
problem is not even a single individual lives in it. Someone decided to
build a city, thinking people would come. But they did not come. There
any many such cities in China and all these cities are built on credit.

The third concern I have about China is cost. Not long ago, many
Korean, American and European firms went to China because of the
low production cost. But no more. In terms of manufacturing wages,
China has been going up rapidly. Mexico is a lot more competitive. More

and more American firms are going to Mexico. If you look at labor
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cost including benefits, China versus Mexico, you can see as of 2012 we
crossed the line. Today China is actually more expensive than Mexico
in manufacturing labor costs. By 2015, I project that there will be a
significant disadvantage for China compared to Mexico. Also, in terms
of the distance, it takes 4 months to ship goods from China to Chicago
by ship and by rail. But if you produce in Mexico, it takes 4 days or even
less. If you ship it by airplane, you can get there in 4 hours, not 4 days. So
it has a significant distance disadvantage as well.

Going back to the tipping point, does that mean we should get out
of developing nations for production, investments, etc.? I say no. Still,
developing nations are growing faster than the developed nations. This
is one place that you want to be. But again, the tipping point has been
reached. We need to continue to pay attention to developing nations no
matter what you do — importing, exporting, and investing. They have
got fast economic growth. If you look at the stock market capitalization,
they are growing faster than the United States and Europe and also
you can get much higher returns. If you go to South Africa or Taiwan
today, you can actually get double-digit rates of return. Of course, the
diversification of your portfolio is another reason. But when we talk
about this tipping point from BRICs, developing nations, to developed
nations, advanced nations, we know Japan is doing better and Europe
is coming out of a recession even though no one is very excited about
the prospects in the future. I would still say that today the United States
is one of the happier places to be in terms of economic growth. The

prospects are pretty good.



US Economic Outlook

Now, let us look at the United States. US economic growth has been
somewhat slower than anticipated. No one is expecting a spectacular
surge in economic activities in the US. Also, the US is spending a lot
of money on capital spending but none of it is related to oil and gas.
It does not really import a lot from overseas to produce oil and gas. It
exports oil and gas drilling equipment. Consumers are still in the process
of paying down debt. They were very highly leveraged during the Great
Recession. Now they are trying to put their balance sheet and house
back in order.

Below you see all the jobs the US have lost during the Great
Recession. Now the US is almost back to where it was. If the cause
of an economic downturn is financial like it was during the Great
Recession, it takes a long time for the economy to recover and ensuing
recovery is gradual and slow and sometimes very painful. That is what
the US has been seeing but now at least it is back. Economic growth in
2014 and 2015 is expected to accelerate a bit but nothing to write home

about.

U.S. Jobs: Back to Pre-Recession Peak
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When I was an economist in the White House, one of my jobs then
was computing potential economic growth rates for the US economy.
This was many years ago. Back then we were talking about potential
economic growth rates for the United States at about 3.5%. Today the
potential economic growth rates are probably 2% or 2.5%. No one
is talking about anything approaching 3%. The potential economic
growth rate for the US has slowed quite a bit. That has also been true
for Korea. Korea’s economic potential growth rate has slowed from 4%
to something around 3%. Let me tell you how much of a difference it
makes.

If you could grow the economy at 4%, it takes about 20 years to
double your standard of living, If you grow your economy at 3% per
year as opposed 4%, it will take 70 years to double your standard of
living; So, you can see that 1% makes a lot of difference. 1% generates a
lot of revenue with which you can pay for a lot of budget deficits. If we
can get the US economy to grow by one more percent, we can take care
of all the budget deficit problems and then we can spend money here
and there and everywhere. But economic growth is the key. One thing
good about this economic growth in the United States is the fact that it
is growing slowly at a sluggish pace. When it does that, generally it goes
on for a long time. Today, you can see the current expansion beginning
in June 2009. It is about 58 months old and hopetully, this will go on for
a while. The longest one, as you can see, went on for 120 months during
the technology boom in 1991 and then 2001. I am not sure if we will
match that but I am hoping that this economy will be growing at a good

pace for quite some time.
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Length of Economic Expansions

AVG
1991-2001: The tech boom 120 months
1961-69: The roaring ‘60s 106
CBO forecasts for current [ 1102
1982-90: The Reagan boom 92
Fed forecasts for current [ 1 90
2001-07: The housing boom 73
1975-80: Post-Vietnam 58
Current expansion (since June 2009) [ is8
1970-73: Before OPEC embargo 36
Average since 1854 27
1980-81: Between Volcker's recessions 12

But some people worry already about a recession. I do not think
a recession is in the cards, but one of the reasons why people worry
about 2 recession is because of the central bank, the Federal Reserve.
Here you see all the recessions and all the causes. The number one
cause was a mistake on the part of the Federal Reserve. They overdid
it. They tightened it too eatly, too fast, and too soon. Then you can see
that almost two-thirds of economic recessions were caused by the US

Federal Reserve. Will it do that again?

Recession Triggers

1948-49  Fed tightening
1953-54  Fiscal tightening
1957-58  Fed tightening
1960-61 Fed and fiscal policytightening
1969-70  Fed tightening, GM strike deepens the recession
1973-75  Qil shock, Fed tightening
1980 Qil shock, Fed tightening, credit controls
1981-82  Fed tightening
1990-91  Fed tightening, oil shock, saving and loans crisis

2001-02  End of Information Technology bubble

2007-09  End of housing bubble




Here is the consensus from the Federal Open Market Committee
of the central bank. Here you have three scenatios. If you look at the
middle one, the blue one, it essentially says that it will raise the interest
rate sometime in mid-2015, a year from now, and then it will start
raising the rates slowly and gradually. I tend to disagree, even though
I am obviously not at the Federal Reserve. Given my global economic
outlook, kind of a sluggish economic outlook, I do not think inflation
is a problem. To me, deflation is more of a problem. In this global
economic environment, I do not think the central bank, the Federal
Reserve, should be raising the interest rate too soon. I would rather see
the Fed raise interest rates later than sooner. My expectations are that
rates will go up sooner or later. But June 2015, as the consensus says,

may not be the case. It might be later than that.
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If you look at the historical pattern, this is what it looks like. The Fed
begins tightening; it takes about 18 months for the stock-market, the
S&P 500, to peak. Then the S&P 500, the leading economic indicator,
often causes an economic recession. So if you look at the whole span, it
is about 28 months. The Federal Reserve has not begun to tighten yet,

so we have some good, exciting opportunities ahead of us.

Beginning
of Fed
Tightening

S/

+18 Months +10 Months

S&P 500 Recession

Peak Begins

+28 Months

You see the Federal Reserve holdings as a percentage of GDP. A
lot of people are saying that sooner or later that this is going to create
a lot of inflation. It is a fait accompli; it is the handwriting on the wall.
Milton Friedman said so. When you create money supply, it leads to
more inflation sooner or later. But if you look at history, you can see that
in the 1940s and 1950s the Federal Reserve holdings of a government
bond as a percentage of GDP was very high. Did that cause inflation?
No. In the 1950s and 1960s we had virtually no inflation. That the
Federal Reserve, the central bank, produces a lot of liquidity does not
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mean that it necessarily leads to more inflation right away. I do not think

that will be the case this time around.

Fed Reserve Holdings % GDP
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The United States is one of the better economies that we have
right now. There are many reasons — economic, institutional, human
capital, and location. The economic size does matter because it gives
you a variety, diversification, and economies of scale. Clearly, the US
economy is one of the largest economies. Also, the United States is now
Saudi America. The US is producing more energy than Saudi Arabia
and Russia. That has a number of advantages. First of all, obviously, the
US does not have to import oil as much. It helps its balance of trade.
Politically, the US does not have to depend on the volatile Middle Fast,
so it reduces uncertainties.

Also, energy goes into the production of everything, For example,

if you look at 1,000 cubic feet of natural gas, in the United States it
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takes about US$4 today. If you went to Japan, it is US$16. If you went
to Europe, it would be about US$18. So, it means that Volkswagen and
Mercedes-Benz are paying US$16-18 per 1,000 cubic feet of natural
gas, whereas GM and Ford are paying only US$4. You can see the
tremendous cost advantage that American companies have because of
the energy availability.

Besides, manufacturing is coming back to America. A lot of
manufacturing went overseas to China because in the past it required a
lot of hand, a lot of labor. But today machines can do that; computers
can do that; and software can do that. There are a number of companies
coming back to the US. They are the US companies. A factory in
Kentucky, GE brought back this plant from China. They are making
water heaters. One cannot see too many people in the factory because
these water heaters are being built not by humans but by machines,
software and robots. That is why companies can come back to the US.

Not only GE and other American firms, but foreign firms are
coming back as well such as Siemens and Toyota for example. In terms
of manufacturing productivity, the US has the highest manufacturing
productivity. Not only that, the cost of energy — natural gas — is much
lower and this essentially shows you that the US has the advantage in
the relative manufacturing costs to China, Germany, France, and Japan.
Number one, people’s productivity is higher. Number two, energy costs
are lower. It helps manufacturing,

Regarding geographical location, Germany, France, and Poland fight
and have hit each other over the history. Countries do the same in Asia.

Korea, Japan, and China had wars and hurt each other, etc. But if you
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look at the United States, on the left hand side there is the Pacific ocean
and on the right hand side there is the Atlantic ocean. No one is going
to come over. It is just too big. On the northern side, there is Canada
and on the southern side, there is Mexico. The US has a pretty good
relationship with Mexico and Canada. So, it is a pretty good geographic
location. That is important.

Also, the US has the “Wimbledon Effect”. Once a year the UK has
a tennis match but very rarely, except for the years 2003 and 2004, an
English guy wins the Wimbledon match. The key is not the fact that a
British guy or an English guy wins the Wimbledon match. The key is the
fact that it is taking place in England. That is what is important. The UK
gets all the notoriety, all the publicity, and all the good will because of
the Wimbledon match. There are tens of millions of people watch the
Wimbledon match all around the world. Again, the UK benefits because
of that.

A good example of the Wimbledon Effect is Silicon Valley. About
35% of all the talents in Silicon Valley are from overseas — Chinese,
Korean, Japanese, Indian, etc. Wall Street is another Wimbledon Effect.
30% of all the talent on Wall Street is from overseas. If you go to
London’s financial district, it is the same thing, 35% of people there are
from overseas. What Silicon Valley, Wall Street, and London financial
district are doing is they are taking all the good people from overseas and
say, “You are American,” “You are British,” “You are mine,” then they
take advantage of them and they do very well. This Wimbledon Effect
is very important and I think that America has alot of it.

One of the things missing in Korea is the Wimbledon Effect. Many
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foreigners say it is very hard to work in Korea. Koreans do not let you
in. Foreigners feel very lonely, so many foreigners come to Korea end up
talking to other foreigners. They cannot really get inside of the Korean
community or Korean culture. A lot of them come but a lot of them

leave. I think that is a problem. But America has the Wimbledon Effect.

Japan’s Economic Outlook

Japan is doing a bit better because of its massive quantitative easing;
Japan talked about arrows one, two, and three. Inflation is going up.
Whether this can be sustained or not remains to be seen. When you have
higher inflation expectations, people are likely to buy more. If you think
prices are going to go down, why would you want to buy things today?
If you waited longer, it would be cheaper. But the inflation rate is going
up. Also, the real interest rate — the interest rate adjusted for inflation —
is falling and that is good for the economy. That will give a stimulus to

the economy:. It is moving in the right direction.

Japan: Higher Inflation
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The question is whether it is temporary or it will be sustained. The
key is what Prime Minister Abe called the third arrow on structural
reforms. That is hard to do. So far there is really very little evidence that
he has done anything significant and so we will have to wait and see.
It might be that right now we have seen some positive things coming
out of the Japanese economy. But printing money is easy. If you could
simply fix all the economic problems by printing money, wouldn’t it
be wonderful? But it does not work that way. You have got to do some

other tough things like structural reforms.

Europe Still in the Doldrums
In Europe, things are doing better. Economic growth in Europe is
supposed to show some strength. Not a lot, but a little bit. But again, the

European economy will remain in the doldrums for quite some time.

New Ways of Doing Things: Co-Creation, Clustering and
Crowdsourcing

The point is that when you look at the global economy, it is growing,
not as rapidly but again the center of gravity is coming from developing
nations to developed nations such as Japan, the US, and maybe even
Europe.

But the purpose of my book "New Ecwnomy' was not so much to
talk about a slow economic growth rate. The purpose of my book was

“What do we do about it?” That is what I devoted much of my book



about. I guess the point is that when you have the global economy not
growing very rapidly, what matters is really the market share. How do
I get a bigger market share? How do I as a nation get a bigger market
share? How do I as a company get a bigger market share?r How do I
as an individual get a more income and bigger market share in your
company? Those are the things that we are talking about.

Economists like to count things; “Ah, you produced 10 wheels
of cheese. You produced 3 cars today. You produced 10 pairs of
shoes.” That is productivity. But today people are saying that may not
be the right way to look at it. If any of the products I make does not
satisfy you, it does not mean much. Now economists are getting more
interested in satisfaction, rather than counting the number of products:
“Are you satisfied? Will you buy it? Are you happy about it?”” That is
where the paradigm shift is occurring;

There is something called co-creation. I went to Harvard Business
School. If you go to Harvard Business School or Stanford Business
School today, they are teaching something called co-creation. This is
a way to get that satisfaction that I talked about. This co-creation idea
is actually nothing new. The idea came from a toy company called
Lego, a Danish company, which happens to be the most profitable toy
company in the wotld today. When you give your children a battery
operated toy, they play with it and when the battery runs out, they throw
it out. Even when you give them new batteries, they do not want to
play with it anymore because they are bored. But when you give them
a box of Lego toys, they are very interested and they make thing. They

are very excited and will do that year after year after year because they
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are creating, You are not giving it to them but they are creating it. That
is why it is called co-creation. The parents, the toy company, and the
children are creating together. That is called co-creation. That is why
Lego has become the most successful and profitable toy company in
the wotld. If you go to Levi’s on the website, it claims that it has 6,500
different style combinations of jeans. You can make your own jeans by
style, size, and color with 6,500 combinations. That is co-creation. More
and more companies are doing that.

A similar idea is crowdsourcing. A couple of months ago, I was
in Mexico City to give a speech and at night I was watching a TV
commercial. It was a Heineken beer commercial. It was in Mexican
Spanish, so I did not understand it but later on I found out that the
Heineken beer commercial was not produced by the Heineken beer
company but a guy in the street of Mexico City. Heineken put an ad
through the internet saying that it wants some commercials for the
company. If you send one to them and they like it then they will run
it and that is exactly what it did. This is called crowdsourcing. The
American company called Procter & Gamble, before it makes any new
product or introduces any new brand, it announces on the internet; “We
want your opinion”. “We are thinking about doing this, would you like
to participate?” In the olden days, people used to use so-called focus
groups. They would invite 5, 10, or 20 people and ask them what they
think. Of course, today, we are not talking about 5, 10, or 20 people but
20 million people, 10 thousand people, etc. There are a lot of people
sending messages to Procter & Gamble saying, “This is what I want...,”
“This is what I like...,” “T don’t like this...” and so on. That is a pretty
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standard procedure today — crowdsourcing, getting information from
you. If you have input, the chances are that you are more likely to buy
that and because you had input, you are more likely to be satisfied. If you
are more satisfied, you are more likely to pay higher prices. Therefore,
your margins are higher. So, that is what is happening around the world.

There was a commercial run during the Super Bowl. This
commercial was run on the Super Bowl. This was, again, crowdsourced.
The company did not make it. Someone in the street made it and sent
it to the company and the company decided to use it and ran it on the
Super Bowl.

I just talked about the co-creation idea. I talked about the
Wimbledon Effect, taking advantage of talents from overseas and I
suggested that Korea should do the same thing, The other thing I think
is important for Korea is having more clusters. When I went to Harvard
Business School, one of my professors was Michael Porter. He went
on a sabbatical for a year and travelled around the world. He went to
Switzerland, a country famous for chocolate. He asked himself a very
good question; “Switzerland does not even produce cacao. How come it
has become the chocolate capital of the world? If you want to get fancy
colored tiles, you have to go to Italy. Why Italy?”” His question was; “Why
not Korea? Why not Japan? Why not Romania?”

So he came upon the idea of clusters and after he came back from
his sabbatical, he wrote a book and introduced this idea of clusters.
If you go to Napa Valley in California, that is a cluster, meaning that
not only are there wine producers but there is actually a university

department specializing in how to make wine. And there is a bunch
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of financiers and banks which specialize in financing vineyards. There
are places where they train how to become grape growers, etc. That is
a cluster. In Silicon Valley, there is a cluster. So, if you want to become
successful, you really need to have more clusters. Successful economies
have many, many clusters. I think in Korea there are clusters but Korea
needs mote clusters than now to become successful. So, rather than
simply saying GDP going 3% and 4%, I think we need to be a lot more
specific. What are we doing to have the Wimbledon Effect? What are
we doing to have more clusters? What are we doing to really encourage
co-creation? Those are the things I am talking about.

Let me give you a couple of examples of how other companies are
doing it. If you go to Seattle, there is a company called Paccar. It makes
cabovers for interstate trucks. If you go to America, they have these
gigantic monster trucks and they carry everything from furniture to
food and to appliances and they go from east coast to west coast. Many
of those so-called intercity trucks are owned by trucking companies.
Beacon is one, United is another. They own them. These companies
order standard trucks and then the drivers have to sleep overnight along
the way. But the the drivers want to sleep in motels, not in trucks. So
they buy inexpensive cabovers. There are also independent truck drivers,
usually a husband and wife team. They drive around the country and
they live in the truck. So, they want a very fancy cabover. They want air-
conditioning, stereo music, TV, etc. So they are turning to this company
called Paccar which is making these cabovers. It was not making a lot
of money at Paccar. So Paccar decided to approach these independent

owners of a husband and wife team. Paccar tailor-makes these cabovers.
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Since it is tailor-making the cabovers, it is getting high margins. Also,
when selling these truck cabovers to these large companies, Paccar did
not have the pricing power. But with these individual, independent truck
drivers, it has got the pricing power. It gets very high margins. So, this is
one example of how a company has become very successful in a very
difficult market.

Let me give another example. In the US there is a company called
Sysco. If you go to restaurants, country clubs, hotels, etc, you see the
Sysco trucks all over. It brings all the raw materials to the restaurants,
hotels, etc. In serving restaurants the competition is very keen. Trying to
convince them to buy your product is very difficult. That margin is very
low: So, Sysco decided to sell food to the restaurants but also sell other
services like what kind of menu to have, how to manage inventories, and
how to hire a chef. Sysco has become a very successful story. It is a very
profitable company. You see the Sysco trucks all over the US because it

is not just selling food but services.

Educational Reform for Creative Economy for Korea

The last thing that I want to mention is education. I think we all agree
that Korea’s education system is very good and strong. Korea, today, is
the healthy economy as it is primarily because of the good education
system. But, now;, we are talking about the creative economy. I think the
creative economy is right on. In the last fifty years or so, Korea has been
able to do very well, making things from automobiles to cell phones to

ships. But what will Korea do in the next fifty years? That is where the
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creative economy comes in. I do not want to get into that but to me the
creative economy is more of a longer term issue rather than a short term
issue. I think Korea is really right on because it really needs to find what
it is going to do over the next fifty years and that is where the creative
economy comes in.

Even though that is the right way to approach it, I think education
has to change. The educational system has to change to support the
creative economy. It is not a very good example but when I went to
high school here, we were essentially told to memorize. I was very good
at memorizing things but not very good at reasoning, When I went to
America and competed with other American boys and girls at the time, I
was not very good at reasoning even though I was great at memorizing;
In Korea, we do things as a group and I think we do very well. But in the
creative economy we are talking about what is important to us. We need
to really emphasize individuality, creativity, and innovation — though
the group think is also very important. I think that is the way we need to

educate the young people in the future to go with the creative economy.
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Thank you very much Prof. Sohn. I think this is one of the best
Q lectures I have had in many years. One of the most impressive
lessons I get from you is the Wimbledon Effect and that Korea is
lacking it. In that sense, the Lone Star which made a huge profit, US$2
billionin a 5 or 7 year period. Then the Korean press criticized the Lone
Star hedge fund. The hedge fund is a symbol of evil capitalism because
they make a huge profit, grab it and run away. But in some sense I think
they did make a lot of risk and they could have lost money. They criticize
people who make money in Korea. But we make money from the US.

So what is the impact of Lone Star in relation to this Wimbledon Effect?

A As a general economic matter, I agree with you. We do not like

foreign firms like hedge funds coming into the US. Hedge funds
are really not here for a long time. They want to make quick bucks and
leave essentially. They do that everywhere. To some extent, that is what
they were trying to do. Since I am not a legal expert, I am abstracting
away from Lone Star. If Koreans think Samsung, for example, making
much of its profit from overseas is okay and foreign companies making
money in Korea and taking it elsewhere is not good, I think Koreans
should really move away from that. Because the Korean economy is big,
foreign investors will be attracted to Korea. They should be allowed to
make money in Korea. Also, Koreans should be allowed to go overseas
— whether that is Europe, America or China — and make money and
do what they want with that money. That is really the free economy. I

hope we move in that direction.

* Dr. Sung Won Sohn answered all questions.
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When there are alot of economic problems in Korea and when SMEs
are complaining that their sales are down and they cannot get credit, etc.,
if they see a foreign company taking huge amounts of money away from
the Korean economy, they could get upset. But I think we need to geton a
helicopter and get a bigger picture. When you look at the bigger picture, I
think really the free movement of money and capital is really the best way
to go. Just think about Korea today. Do you think that Korea would be
as prosperous as it is today if it weren’t for the global economy? Certainly
not. Korea is one of the major beneficiaries of the global economy. So 1

think we should really encourage globalization.

You mentioned that China has three major problems: severe
Q debt, a real estate price bubble, and increasing wages. Asia had
a financial crisis in 1997; the US had one in 2008; and then the crisis
moved on to Europe. What is the percent likelihood of a crisis in China?
China’s total and government debt as a percentage of GDP are about
240% and 65%, respectively, and this indicates that China is one of the
most stable economies in terms of debt. And I think it is only natural
for a growing country to have rising real estate prices. Why do you view

China has having so much risk?

A If you look at the big picture, the Chinese economy has many
problems mostly due to the communist-style controlled

economy. In this system, what government wants, it gets. If China were
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a free market economy like the US or Korea, the bubble would have burst.
The likelihood that China’s bubble will burst is actually quite high because
the government is controlling everything. Number one, the central
government controls everything. Number two, it has lots of money. There
are four largest banks in China: the Bank of China, the industrial and
Commercial Bank of China, the China Construction Bank, and the China
Agriculture Bank. The debt of these four banks is said to be at about 20%
of assets butitis estimated higher. Yet, that is not the problem. Korea had
that in the past. It is called “fiscal pressure”. It is when the government
says to the bank, “You do this. If there is a problem, I will bail you out.”
That is what happens. The central government can control things and has
lots of money. Consequently, the central government will fix it for you.
It is almost like a semi-government, implicit government guarantee. That
is what they have. That is why I do not think there are problems but it
will lead to the breakup of a bubble. However, this becomes a problem.
Although it is not a problem, if you include the central government and
look at the entirety of China, there are enormous amounts of debt in
local governments.

Back in the day, America was the same. As in the L.ehman Brothers
case, the entirety of America wound up with lots of subprime mortgage
because the Lehman Brothers and the government just controlled it and
split it up here and there. And if you look at the economy as a whole, the
Lehman Brothers’ case was not that big of a problem. The reason why
it happened that way is because it was concentrated in real estate. The
government did do the bailout but not for everyone. So that is how the

American situation happened.



In China’s case the government is of course able to resolve everything,
In my mind, the problem is in an isolated area — the state or local
governments — for example, real estate. Not everyone, but in some of the
cities like ghost cities. If China were America or Korea, the bubble would
burst and there would be a big problem. But, for China, the government
is not letting the bubble burst and even if it does, it would just control
everything, so it would not wind up being that big of a problem. That is
why I do not think that they will have that kind of credit financial crisis that
we had in the United States. So, it is a structural issue. China has a different

structure of the economy and that is why they can control it.

On behalf of the audience let me ask you this. Please explain
Q this to the audience. You did mention the re-shoring and
mechanization. How can you solve the job and unemployment
problem in the future when the job creation effect of re-shoring and
particularly manufacturing sector is getting lower and lower because of

mechanization? How would you reconcile these problems?

A That is a good point. In the olden days people from developed

nations such as the US and Korea would go to Bangladesh,
India and Mexico and say, “We have a great product and it has been very
successful here. This is good for you. You should buy it.” It could be
tractors. It could be cars. It could refrigerators. Now more companies

are going overseas, learning from developing nations, then bringing that
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idea back to America, back to Korea, and then create new products. That
is called reverse shoring,

The Chairman is talking about re-shoring, which is manufacturing that
went to China but is coming back to the United States. Because of the
mechanization, we are not talking about creating a whole lot of new jobs.
That is why if you look at my chart on manufacturing and employment in
the US, the bottom is going up but not very rapidly because the machines
are doing all the work, not individuals. I do not think re-shoring per se will
necessarily create new jobs. I think it will prevent more jobs from going
overseas as it had in the past. But in the future I do not think we should
simply count on re-shoring to give us more jobs. We have to do many
things such as co-creation, clustering, and the Wimbledon Effect. These
things combined, I think, will give us more jobs. In the United States, for
example, during George Washington’s days 95% of the population made
a living related to food and agticulture. Again, when you compare back
then and today, we have had a lot of innovations and a lot of new jobs
created. Over the next 10 years, that is what is going to happen. There will
be a lot of jobs in energy, environment, and finance. One of the things
I have said many times in the past was that Korea needs a Samsung of
financial services. I spend much of my life in financial services. I know
Korean banks have done very well in Korea. But when you look at
Korean banks overseas, they have not done very well. Globalization for
many Korean banks here is going to Korea town in New York or LA and
opening branches. But that is not globalization. I think Korea really needs
a Samsung in financial services to compete with JP Morgan, Goldman

Sachs, Credit Suisse, etc. These things will take time.
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Economic Size: U.S. vs. China
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U.S. Manufacturing Employment

20,000

A

S [ YV

o W \
A L

r / \/
10,000 T
8,000 -
1940 1950 1960 1970 1980 1990 2000 2010

U.S. Firms Re-shoring

- (;94 astano  FAR@UK

OutdoorGreatRoom EX S T E M8

IQCZFE\

FLEXTRONICS

AGCO

& Electrolux

CHESAPEAKE BAY CANDLE®

4 e | gused =
CEITCay o B (oleman® [ § SAUDER]
s § ©YAMAHA

N\
SIEMENS o,
‘ d AUDIO
% INATIONAL PROSTHETIC DENTAL LAE E
LOBA =
OUND

RIES .l"fastg ’ Peerless LINCOLNTON

URNITURE

101




GE Appliance Park in Ky

Foreign Firms Expanding in U.S.
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Manufacturing Productivity

Manufacturing productivity per worker
Real productivity (2010 USD)
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Japan

Japan: Higher Inflation
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Japan: Low Real Interest Rate B
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Europe Improves

10-year government bond yields
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Russian Bear
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Pie
Not Growing
Fast

What to Do?
More Production
does not mean
More Satisfaction
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Co-creation
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Proctor & Gamble

S(?EH IcCl
You gopro baby Q Upload | ~

GoPro: Dubstep Baby - Super Bowl Commercial 2013

GoProCamera - 530 videos 1,224,928
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Slow Global Growth

Inevitable

Technology Can

Give you a Bigger
Share of the Pie
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Asia: Credit and Economic Growth
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Asia’'s Exports Sputter

— Japan China

Asia’s exports have failed to maintain sustained growth as they did after

previous economic crises. Quarterly exports, change from a year earlier: — Talwan ——— Korca
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China’s Economy: Soft Landing
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U.S. Jobs: Back to Pre-Recession Peak

Cumulative change in nonfarm payrolls since the peak in Jan. 2008, in millions
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Length of Economic Expansions

AVG
1991-2001: The tech boom 120 months
1961-69: The roaring ‘60s 106
CBO forecasts for current [ 1102
1982-90: The Reagan boom 92
Fed forecasts for current [ 190
2001-07: The housing boom 73
1975-80: Post-Vietnam 58
Current expansion (since June 2009) [ 58
1970-73: Before OPEC embargo 36
Average since 1854 27
1980-81: Between Volcker's recessions 12

AgEHA =l e HARE 1 ddse] Asyth 7H 2 ol
© A=A AeASUTh et 23] giiEo| sy v
2710l Y5 ] v gt 52 sy 2/3 7He] AA A

St o=

)
N
[‘_92
N
II
Y
H1
=)
M
=2
s
o?:
31
rr
)
filo
e
4
s

Recession Triggers

1948-49  Fed tightening
1953-54  Fiscal tightening
1957-58  Fed tightening
1960-61  Fed and fiscal policytightening
1969-70  Fed tightening, GM strike deepens the recession
1973-75  Oil shock, Fed tightening

1980 Oil shock, Fed tightening, credit controls
1981-82  Fed tightening
1990-91  Fed tightening, oil shock, saving and loans crisis
2001-02  End of Inform ation Technology bubble

2007-09  End of housing bubble

—
SN
ul



AFEHA . ALTHAPE 1R8] (Federal Open Market Committee,
FOMOZE grelet W&y, Al 714 Alv] 27t syt 309
vt e HAE, WSl 20159 SRF 25 v S s Aleal o
Ut 28jal gelE s 1Al HAEeR e Ay A
© YRRl FEIAL A= FAE, o] AluE| o= vt
Utt, A= AABAZE 222 Aolzkal Ashy] mieel & el
Aol ZAlRKAL AZBHA| st A tEdolde] o 2 A=
AL Az, o] AlAISkHE A ol A AREHIAIE=TF U
el 528 eEAe o gyth S9E o = &8s Aol F5 U
o 2ER A e gE7 2R A AUk ey
w2l g5 A7 e AL oSe] gk 2015 692 ofd ke

STk, THERE SHA S gt

Fed Rate Hike Scenarios

50% 1

=——Dovish/Bad Growth
4.5% A
4.0% ~—=HBaseline e = ——me——
’
3.5% o
= = Hawkish/Strong Growth
£3.0% - ’
o ’
‘

EQ 5% A ’
€ Hikein iy Hike in
B20% 4 Q12015 ’ Q2-2016
- Normalize 4 Normalize

15% A Over2 Years /’ Over3 Years

J ’
1.0% 2
’
0.5% 4 P
rd
0.0%
Mar-14 Mar-15 Mar-16 Mar-17 Mar-18 Mar-19

136



A oA TS wE, o) maUrh uEnAEs) 7]

= ARl FAARE, S&P 5000] 1ol =Esl= bl 18714E0]
A-u, 22l "izie A3 BAIRIRESR] S&P 5000 F71HAE 1+

w0 WE Zlo] dejubs FIzte] oF 9874 A Auch
ob @l AlEs} o}y 115 AR GlgkoBE gho R
222 71817} gloeler Az,

Beginning
of Fed

S&P 500
Peak

Recession

Begins

Tightening

A 4

+18 Months +10 Months

+28 Months

o} =3 GDP thu] elgEn|9Isle] Ak By H &Iyt
o]Zlo] £t & Qo] do] $uIe Aoleti Be o So] 4
ST, ol 715 AR aompi 013, BT ek g,

Alzjo] WE L] =H(Milon Friedman)® 1ZA| olop7 |35t £

137



A E Blgo] vl EdEynh A dEdoldel HRE
7F? oPd Yt 1950 thet 1960\ d thofli= AR dlZeol4do] ¢l
Sy, 18ER AYEHAET 1S sl 9
219l QEdold 22 olofR= A2 ofdyth. 12y of o]

b B A I
1o 702 A7,

N
o
o)
II
=
n
L

(il

[¢]

A

rr

ot

A]

i

Fed Reserve Holdings % GDP

234%
22.2%

5%

0%
1914 1924 1934 1944 1954 1964 1974 1984 1994 2004

HjRe @A) AR FEd et % sty 44, AE, 2
A 249, A 5 W o7} gyt AA| T b okt
o} 1) F2o] A AT v Faghth £ e
A7 AR g % sl Ea A3E ALY ob2)7ksaud
America)7} BT, B2& ALeToletulole} B Aot} e
oA Z AAREI, o]t e Axo] Qlrieh A, ve g

AFE 5% Bavt gtk o2 Fojerlo] mgo] ik

138



AAA SR BRI S50l oA BaTt glotA Aol A4
k.

ERL, ouAl= BE 2le Abehs o 283Ut oS S0, d
A mlsollA e 7k 1,000 T ECF 28| E)E Aitsl
of 427k Ut dE2 oF 16227 wuyh S oF 18227}
SUt}, webd] Zauplat dixls Hod 7RA 1,000 9] E A4t
16-18EH 5 A=y}, BHH =9 GMI} == A9 4d2ut
ARy, vl 719 ofl|A] 718 ol el ul-g- -9
Fe|aL lssyTh

Akt Alzdo] vl=to R Foke il syt 27 B Az
o] T=o= WUt GAlols B dEol BagAt A=

ZIAIE AHarE, 2R]a a2 EYo7E 11 A e 5 dsyTh W

2 7]950] njo R T Botom QiU ol5L nls 7]4ig)

i

-

GES} 7]E} 1] 7|98t olUja} 6l2 5o} A|RAGiemengo} &
QEKToyon) e 92 7|9 Boteq Aguith A2y AHe)
Zro|x], )=} =0, ol FoflA] ujFto] HJuit, o] of
e} A7 e githale] (el =il ofuf 2] ulo] WAl Lk

OFRAL, oA EHAOR w|xo] Fo, FU, TRA, |3 &

139



of wls A=Y vl-& -2loll k= Ae HoAgUH, A4, Z2A=
o] Arbdol ¥ w54 A4, olyA| vlgol ¥ WsUh ol
Al ol ol HyT,

A2 1R of el HEEeA b, Sdu; Tk, Etes 3
o A& S FsUh obote TRZIAI Y, o=, it F
=0 A AFL, A2 AAE dZ5U Ly vl 2%
BisH o] AL LEZof| thA|Fo] QlojA] ofe W& AlRo] Qs
oh U Sy BRog2s vyl QAL gl WA= Sl
Yk, vl WA, Fiiutiel WAV ] S5Uth 1 EE A
22 Y7 AFs] 55U oA A%t aadyrt ok&d 1
o AEE AT Wimbledon Effect) 7} J&5UTH G- 1o 31 ¥
A HU2 47|15 254, 2003-20043-E ALk g=¢lo] ¢
£4 H3lE 53 97 A /llsuth St A2 g=elol
G55k 2ol opdyth, A717F G=ollA] ERitk= Adyeh L
o] TRYUL, =2 FEY 9] Yol 228 A= T o,
SO U o B AFEEe] fEd 4718 sy ol 9
go] P

HEE 2] F2 A= vl=e] Aoz, A
O] A T 34%7F S, 7H=el, Al Q1= 5 o= &4l
AU, dAEgEl= gE5d a7l syt dAEFE <l
o] 30%7F all9] EAldYTE |H F871l= 35%2] 1A7 a9 =
Aduc, Aejez|et d2EdE, dd 587k 9o 4% H

T = d

o] <]

o
=>“=

140



S vlells e 4Ed mut glgyc

oA 2sl7] ofgirhi Wahih, A5 TS WolEe|x] g
o B 959150 RgS Lylu, SHolA e 9151 o}
g W}, 35 A AAIBI B Rajo] AT 57t et B
© 9J5ie150] QX)L E3 g olelSo] Wik T1ste] 24
e AZkgh e nlaels YT wubh g,

o] shato] o3 olob7| ek, Q1Edol Mo A%ati G,
Qo] A5} A48 T Hof gtk Q1Eeeld 7]
7H 0, ARKES] Tk ol 7Rso] wUTE bt st
Ao clgichd o 9 BAL S o ZlckelE B
2 ) ek, e el eol o] A4ska gguch
3 A FeP7h Wolxa gL, oA BAS Sla) F4vitk HA

2) 5 gelollA Aol &S ARt Aol A Feolt)

141



2 o At 2912 o R obka giguch

Japan: Higher Inflation

%yly %yly

—Headline —Core

| ,NA\‘O
g A

00 01 02 03 04 05 06 07 08 09 10 11 12 13 14

$717) elgaeh, AR ok el7t 593
F12 ks FAE AY gAR, Qo AARolof ek, A

142




OZ15| Eilof] ikE! &

fjo] FobAlxn giuitk. §3e] A4 A4S & o 2t

¥ o
s}
e
o

MES ZAYHO| HIAl : ZERIR SPAEZ FAIRCAAl

o o, T——0O

0

Al 878 AAZAT w2 obERi=E AdAsial glom,
Al Aol HE=rollA D, vl=r, 22|aL AR} R 7kA] 2Rk Al
Ao 2 A7 gk Ay

TR Al A Tule BALS 5242 AA AEE =0t tiel =3
ARz Zlo] obd Ut o] Aef Fal e “e-2)7} o GA AT AV
off tafl =2sl EARs AUt Al AofM @2 F2da 71710l ol
R5Uy. AAEA7E of m2A] AdshA] Xelthd, Sa%t A
A Afreddoh oA st A Afee 52 4 ERY
=7FRA oA 2 AP AR A o UAS7RY 7192 oY
A Y B2 a5 &2 7Y W ¥ 2 daes ARS8 old
U850l 727t =efatarzt sk Adueh

A= sEeele Ae ok of, gl A= 101
& Aty g4l 25 A2k sUlE RS, B4l
A 10281E AAS U olAlo] AUt 18y 2=

o= olzlo] &2 ol ofd = sy ek W7k Tk ofE A

.
o

flo ©

L

143



= AL A A Eatehe, RS 2 o)} it ol4) 4
ABAES ARO) A4S Al AP R THE B isacion ] o
AL 23 QU “FALS BESHIUZ? 2AS TekshA A
Y712 150] ukgel EAUZY” of7lel sfefeke) Wett 471
U,

BEH R co-creation)2H= F10] QT A SEAGTher

(Harvard Business Schoo) S thdSUth @2 spHEA G sko|u)

30
o>

:

AENZ E A G ERA Stanford Business School)o| A= S22 ek= A
2 JRAYT, TR AV BEEY 5SS Y,

5%k ofoltols A AlRe 22 ofduyth. o] T4

Vg 2 50k el gzt SARIUG ool SelA el &

2 0, AUS 7P 3 STt e )7} o Holy
w el UT T A e el S, ofoliz XS4 B 7
A3 354 ebrrh, et ololSollA A g AXE 2 uhe &
H|z9lah Fol7kE whEUT ofolSE WS- Alo] LA 13 3
vt |3 7RI 5 AU 2R Relke Bxsta o] o
Btk olefio] ofo] Sl Fi o] ohe}, ofolSo] gEm
o7) Wl e BER ek SR Swel Ay 8]
AL, otol7k 3] Az, 2Ale] BT 1A vt
A QAN 71 g Aol 40lo] & 7]elo] | AU, 2ut

O| A(Levi's) YA E] 71, 6,500714] AEtd o] Aupz] 23S A

144



THTHL ST} AEfdah A5 Aol whe} xAlee] HuE 7h

MEHeE 2A0] T Ay HH H w2 710l 3%

19} HlsRl ofo|r o2 FEhp-Ea](crowdsourcing) 0] AFUT.

A A WA SA )| ZE2 w) TV LS s Byt 5f
o F (Heineken) WF= FAFFUTE S|l = Fof QlofA] 1 f
© 7 UUA ofsliahA]l A, ygoll T stoluial Wi FalE

AASE AL W SAF ob 31 WA 5A El 9] o Algloleks Ab

A dFYH. stolvidl Bsiis Aol FalE SRt
== =RaUh stoluldle: 3ER Fal Fofl nhgo] == Aol Q
A

-5

o Vel YAk ATka B, A3k Ao $AGUC o

o] At EAAY Y IS 7|9 ZSe o

2 = ujulch Qlejylo] )

Aol ojzke Tk 1 R, "2t old e T Az

o}, HolshAAEU?” ool F2 EAL T ocus group)o|2

G ARIES 5ol 104, 2092 Zufska o

2 Bl BE o5ue 5, 109, 2090l ofulzt 22t 1, 1
0= SolgUth W ARSo] T2 e o 2] HAAE

A ofdl Zlo] ELyrt.

HE-(Procter & Gamble)

r
2
n1m
HHN'
F
=
Y
<
:é

H
e
°
)
N
rlr
o
rL
PO
fijo
e
i)
i
41

A old Aol A5Uct.” 55 guth, 8RR esdols &
v zpolA| )AL el Fakor o] Ao B2 Axpt HglS
ch, Zple] ozo] ukedHehy g 7HsAdo] Ear, AR4le) o)z



urolE R RS 75 Ao] 7] QiU BEEs} o o &
2 7VAE AEe s Ao] st Theby 71909 olgo] H A
ghuieh o Qo] A AAH 0= dojuba gyt
a2 iSuper Bow) 717F 59t ol Bz} Qloigt, of
T e @ o) G E Qs o] AR o] Ak i
o AR SlaelA AAsE Aol obdyct, ojwl Ajglo]
At 71908 B Sk 1 S ARl ARt
S o} s
A g ERReE ololtlol AFayt 9 AE
83He Y vl oA E SEERAS e o] 3
FRtch AZRIU B Be SuAHE 245H AR wo] 3
oF 8 Fa%t Yolek AZFT) SHHEAATHH A5} A o]
S 28] Michacl Porer) 420 7] S T, AN QAo
AAE claskigyeh, 22508 fuak 29l 7higut
Ao vl $ ARG Aol G “Agiiols 71}
08 AASIAE Rt olg) AlAle] 225 $57} 9 5 A
712 R S B Al ofekelole] Ztoks). ShAIuL ¢ o]eke]
oF7}7" 0] WEL o) FHolt U, Rrhlolrt obd Y A

Y},

M}r

N

‘1

.

Aol Fofeba] A YL, FLE ks S 2%sY

o}, e EUo} Uit el hel SelsEh Qi skl Al



ok ofuje} ofel AlAle] Estel tst sl gt HEAOR
L] 5 H5t SWE QsUh LEg AS L3k
FE Q. 27lo] FeAEUT AlelEeldE Seliet
QluTh webd Agsteld weA] el iEE offofok Fhuich
e ARl SeliE} i Wi Sl SeaEt 9
Auk Agsteld ARt Hobdok St s GDP7F 3%, 4%
T W7 Rk B TAlHolojof gt el YEE fukE

HAYAIZ17] S8 FolE Bkl e, SEAEE 28] sl

;:O
i)

padl

k)

712 ofgl Zk50] Ak W Ee] 1A Sh ALY
TF2 7] ol ol St QA B 71K XS ST
A 2 AOE] 7HA Tk PacearEhs 71%00] QT o] 719]
ol i olHe B8 2HAE AU 1)5te] 7k
Aeler E¢fo] qlizt] 7oA 4], 717]e] o277k 22k B4
& A uje PPt vlEBecon) T SOl E EUnicd & b
£5+ ol2u} £A|9} EAIZ Ol £ B} Bo] iyt o] 719
Se 2z Efe 2Eht 19H LA7AEE BAAR The
5% 3152 Ajof SHt), ol5 o] ofje mele]x] a1 o]
Fuck, A APe LB caboven S T o] SHAIEE
ol Aoz AT E Aol 2 LANEE YsUTh o
A R8I g A B Eeleld ARt deng o}
£ ule £ JomE AR ool AEHe Sof TV 52

flo

147



A ABH=AE HojF AT,

CHE ARlE BEE AU, 0)5] A2 ycoek 7]49e)
gt Algolut S, 39 Fof 7ha ojtAu Alam £
2 2 4 U e 59 So AYRS dEU A
oA A9t o] ohe- X aFhch A Eelo|ut e RS

of e Aga} AL A 5] FH olgigyrt, 49
o o gLt e A2 ol A, A3 e, et R
§ 50| 0 Au|2E T ATIIR G, AL o 4
2 U= 71U o5 At oh

AB|I271A] sl e, vls A RoA AlAS) ERE E 4 Q)

1;(]

pve)
>
v
i)
=
o
Llf-r
4
Jﬁ

oy

148



St} et o] Selis FrAle] Tl oloplstn Ytk
A HEAAE S doleka AzkaT AW 5047 A 4
aje} Frial, Ak Alzad v 2L 4TS Wl 19
U o 50GZES of @A & AU of7|14 F2AAt Bagt
Ut} o] FAIE hEAE SR, A AR 97129 24
ep| ek 47120l BAlet Az B 504 Bt ROl
ok 24 Btolok 513, 1 BAel A HEAAE Laghch, ueb
A o] SHHE WS Zhtcha AZka

AH2AA7 Sk AT ol Ag, mg o] Walok gtk Azt
Futh 08 Aw FEAAES A UHES vplojo} Pt of
2o Al obdythat, AL shelA Eatms chw Alde]
71eA 0 o740 R Wit A 7l SA FE
ORI, Tl ZbS u, Ao )5t At vlaste] )
A R Wk By SEelAE BAE AEsta
E o9 AT T HrARll A el ot Ao &
9101 d=ojao} ghich TAIA ARLE v SR sk, A, %ol

rr

rr

3, 2L Hals AT Ad=xske Alo] ey o= A=A

o] Altfjo]] HAUEL wS3sl] Y8 Basdt Zdolete gzighct,

149






9l s} HEsheks olelueh, e HellA
Su7h 59 B 7 ek 200] Sejes et
35 Qo] 22t SINHES vl AR oie 4
©12 Qlom T17LE A3 W7 o] Aeteh AHEole] e

Ut} 2t of | el i B SAHEE B SIS A
SUT £318 2 5w dgisyeh, T3e) SEelAE £ w4
YEL BRI, T ARE vlFel A B2 WUt aeE
2 e aviel Beiste] ek of | GRS nHAUR

==

ANPER] 74 Bl Tl AEAte] ol ol
o}, uERISE )] SXEEeL 2 0l 7)o Sof
2 U)X oRsUT SXEES} A7) Al e 28
U X EEL ZjEA o R W] £ W vy, 1
52 ofr]ol vt 137 B ofi AE TRlo] FX s B
Hech A WE AR} ofU7] wjie] EAvks AfslAs
o}, §ASE o2 Sof Aol FololA BirEt 4018 7] Fols
ol A& WRTH A7), 12t 93 7]¢o] o] oh
g £ W3 wythe 1) oeha A7, of Al e Al
ofufot gk, FHEA] A} v F7] W] o)t S}

* 249 A} E AR Fstorl,

@

lo
rr
Y

>E

151



AEo] el miEE =2 AdY olE0] =M =& EES
S1E8foF eyt 2 ol HE, vlwol s, Tl HidE
o= WM =& Hil, 1 =2 doks di2 88 =5 S
SfoF gt J1AloJoP R A Ao B R Bl I WRe R
Uel71& vy,

ol B2 A ZA7E AL, Fa7IGellA = viEe] oA
dEs @ 5 gle W, <= 71ge] A=7gdAlola et o] ==

AR 28 B EEeha o Qg Tei el delE

3} Q0] 2§ e 2Aedo] FHime] et Qo] FHHe A
243l BAN 2. AAZAAPE o Qleka Bo] @5 dAT M 4

YASHA? BE oA L, Tejug Fe AAAAY g 2

S W Sk % SRIUTE weba AAISHE Sxsiof ghuch

ol Al ZHA ZAI7E dokaL Wes s UL, Azt 5
% Aot FgAE 7HE vlE, el dg AUt ofAjok=
97 Y715 AL, I thE 200890 vl=to] Y71E AL, 1
ol fHo® dolzksUrt, T2 917] 7S 9 HAEY
=77 a9d| S=o] FRAY= GDP tiv] oF 240%0]aL, AR HA
+ GDP tjH] 65%etA] A4 Ao 2= 7P QPR =7} 5 shubly

o, 22|l ARske =7l FeAt 7ol SRl AL IRt

152



ool 9 Fto] 187 2lA37} Ak MAlLA] FEg .

2 OPe B, FRYAY B BAL 2 B

EAAA Bk old Al A R} stelar 5

W ok 4 Qg FRol Aol 1l e A4 AR
o] SRS AUk F5 457} o BASP] tie] 2

AU 28y T2A ZA7F obdy T ofuRshi gkt Slgo
A PG, 9] AN E(fiscal pressure)o]2aL 4], A FLolA] &
ol “olZZ shAl2, Thef EAI7F EH FefEE Y AL YT o]
o] A7 doual Q= YU TN SAE o= UL,
o] W7| wze] AiA 0 2= FAIE v s ashTe Ukl Ay
o}, A9 wikahe] 7] R EZo|| 7Syt =2 18
Al Bkl YTt olZlo] A7t F=o] EAI7F e Alol2tal AZyst
+ oAt HEE A AdUHE ey o] 2 wAI7E HUT
wAI7E obd e}t dAlete, SYEFIA] 236t S AAE = )
of e ARl FA 7} 98] HesuTh

Ao n|Z2e up7 A 95Ut 2l HE e ALehman Brothers)

153



AR AU, vl= AAA o= g EEE A wigo]] AHZEkY] B
71271 ol AR RolA FAlsHEA o]AE o71A7] ElAl
A ke, A AAA ez B 2 Ay 284 2 AT
ot syt I-H A7 | olf= st FFH AW
HEdY T A7 A = AN B sl ks U
oA siA T8l RS U

s A= A5 98 o fasiE = Al
o 2AlE LEE A@eld A 2] F-g4tel
o e AP 2" AL ofYil R Al D2 AR EA AR 11
Fauth S=0] e nl=olut ol e HES HAE Aolal
Z 2APE = AU IRy S HEe] AR s R

7FAAFLL QAL A= M SAS R B2 A7 F gyt

i)
i
—
2
oZ
Ea)

Hue nj=oA] WANE A S AL - 28971 WAsA e
A0 PRI F3e A T2}t A HAE EA

3 % e

% FAAE diilste] AEe =dAsU o] Fiof His)

AARRA g o gk 2o @ (re—shoring)
T 71A Bl tisiM Agstisy. ZIAIRKR QlsiA 2ol ot A
219 dAkE] e a7 A3 RolA|AL Sl SFe 2 oA

Aeoh A1) BAIS AT 5 QG2 ek oA o] B

154



2 2B AEIR?

uj$- e Aol AUk 37, vltolut 75 So) Hxl

@ AP WA, QLT WA Sl 7hA ‘el 2
& ABS 7T Qe o] il A3 Helglyrt ol of
2ol 2 AT Frfslor FUTF R o7 ST, Ea
o S Qi AEA, WY SE Ut oA, B AR A}
50| of7]o] Arj Ak Tl Qs ofA] WA o we 719
So] sol2 Urba HEsolq w9, ofo|tjolS n|al Hato s
AR Soloha ARES WEUTH o2 om0 Y leverse
teshoring |2} FUet,

A oA 2leoleol TislA st 2laole
ol FLow Lzkd Alzelo] mlFo R Botet Ay 7|43}
2 QA B U7 AR heths olopr|ahth 17
A A7) st Az Pl EEES RR, 0] 1go] vHEs)a 9lX|
vk 7 S whzx) o ok Al oAl 1AL 2 5
T QU b elolal 1 AL e UXtelE BEStelekn
W7 QU SAY ARt delE Uk AS uhe 4
QUAAE, Gro i Axe] 35S 2l a0l 7Y AL < ek
AR, Sl N, ZelaE, 9 i 5 Be 92

H

o e, ofd Zle oA B W2 dAZFAAE A= A7

Ol

_

d|



Uik oz, 24 A B Aol wE1e] 95%7} Al

== T8 AH]2A19] Ado] Hasithes AUt A Al Y
> A Fe ARl oA BRlSUH o] 23E0] o
ol ] ul-- sk itk A2 AT, Lol Q= gh=re] 23
& JI0RA] A Aol £2] syt ko] S SolA AlAISkt &
ofuf =20 gHel BREofl A4S 7N sk Ayl 1y
o] AR} obd U, JP EZA(P Morgan), EERFAF2(Goldman

mln

Sachs), AYH 2YA(Credit Suisse) 51} FASHH S840 A

o A3 22 71ge] Bt} o]z AlRto] 2 A4yt

156



o
SO A} E%%AI?}EAlN{ Sk
: (=1
STrold & UELIC
pFAEAT  p SHAMHA X  p7|Y E ZME  p T FopH Al

7 TradeSOS  gofo) g1t BE %, E20|= 24E{1566-5114

o2 HIE] ==
2014 1GE Distinguished Lecture Forum ‘ | ‘ ‘ || H
MAIBH 83T EZHABRICS)OIA O|= 22 (From BRICs to America) 9 198386 82580

ISBN 978-89-86828-80-1

Institute for Global Economics

[ S MAZNATRH |




