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I remember you left the World Bank in 1981 around
the peak of stagflation. Have you ever thought of the
differences or similarities between then and now?
Very interesting question! I think that, broadly defined,
there are clear parallels between the *70s and early *80s
and where we are now in the following respects. There
was a mixture of very big real economic shocks with mon-
etary excess. It’s not just about 1981, but there were two oil
shocks in the 70s — one in 1973 and one in 1979 — and
they were both triggered by wars and now we have a huge
oil and gas shock which is also triggered by a war. So
that’s an obvious parallel.

And this time, of course, we also have two shocks. The
second shock isn’t another oil shock. We have a pandemic
shock and a war causing an energy shock. And then we
had two energy challenges again in the early *70s and we
have very high monetary growth leading to a very rapid
growth in demand, which then interacted with this huge
real shock to generate an inflationary process. But in that
case, it took, roughly speaking, 10 years to get it under

control.

Ten years? Then how long do you think it would take
to get inflation under control this time?

I am actually much more optimistic this time. I think there
are two reasons for that. The first is, of course, all the cen-
tral bankers remember this history. They know this histo-
ry and they don’t want to repeat these mistakes. And of
course, they are all independent and they have adopted
inflation targets. So that means they are pretty clear they
have to achieve it. The second thing is that with the excep-
tion of the United States, it’s externally generated. There
isn’t much domestically generated inflation. It’s the ener-
gy shock.

Now, there is a risk that this will cause a wage price spi-
ral. But again, an important difference from the *70s is, for
better or worse, labor organizations are much weaker.
Trade unions are much weaker. There are strikes, but

they’re not as fierce. So the probability is that there is a

ZACIBAFE HThE 18~19A417] FLollA] oo xAd
S dEEol . o &)k, glop|= i, T2
31 e Hi3(Walter Bagehoo)o[et: B3 -6 &3 SHdARY]
ti7tolRF 194)7] S35t G= o]F en| A EX] HEoI]IT
S Y S AP 229 FHIE AER|EY 2ol 7
&3 o2 AR | = Bl

27t g8 Higle] FE3M He ol HiE o7le]l itk
AERIOIHA o|F e A ERk= 119 5423 i wiZolot,
20417] o] % HiEiAE A2QloTHA ol ke AER QP
A5 oFF EET ol WAETF AJFE] I AR EE
Zroto gk = 1= Ado] 571 Witk

T3] €8 HiBl 22 QlEo] FAel= ¢ g EARtT
Bh2 uhel Sxoh @A) 2R g= voldd ERelil] 4
= fIHolTt, AN AIAIRY o] er| A EFT, T19) ZHo]
Hlo]A FY2P2| HIUAAH e A0l Zo] Rlo Hol= o]

e

AE{TIZa]j0|M0| HHOIE 198101 MAR3EE J9HE 2o
2 7[d5k=0|, et x[22f Hissst Ho|Lt xfo o]l chish A4zt
5 2 o] QLt?
oFE Au|gl= Zitole F8A| BAPH, 1970~80dH & 12
I Ag s Atelefle B 7H] fARo] Sitk o4 B3k
7t A FZo| Sl AR (W7F ARSIt
T9H) 198132 oAk, 1973383} 1979 F 2}l A ©
Y& T7F AR E BF Ao 2 S AF 27t
A3 Q= Yaet HMkA 23T WA ofsf) Aoy 2]
9] ATt A ARl & 4= qitk,

A el A Aghglo] 1EiskR T 7HA &30l Al

Ol 2= (Martin Wolf)
194602 19711 HZ 2AmCCH
Ol ZX[SH HTAAKMPhIl) StIS Bt
UCE MASE0| S017t DRIEA71O
ZE 47| AESE 2= 4 0|3 0]A
E7} =04 198137EK| U3ict. of2f 2|
MZ| MEO|AN YsliCh 87\ mo[HA
\ EfRAZ XRRIE &7 ME2lE 0|2
i O|AE'Z HAGICE = HEA 22
ofl chsh “ofF ZEA0|7| 2o A=
OllM LSt= Al EZCH D Lot

2023.Vol.72 | THE SAGEINVESTOR | 9



|
SPECIAL INTERVIEW

much greater chance that inflation will remain in the
goods markets, perhaps in the service sector. So I'm rela-
tively optimistic, not certain, but by 2024, 2025 inflation
will be substantially lower in all the major economies. |

am not sure whether it will be back to 2%.

People in the Korean business community and finan-
cial markets are very sensitive to the issue of how high
the Fed Fund rate will go up because they believe the
higher the rate would be the stronger the dollar.

Well, there are two dimensions to this. It’s very important
to separate the two dimensions. We had a conversation
recently with a member of the board. It was off the record.
I won’t say who it was. But the questions are how high it
might go. And just as important, I think, is how long it
might remain there. So I think it’s a reasonable guess on
the basis of what we know now, that the peak rate will be
somewhere in the fives. It’s not an unreasonable guess. It’s
not so far from where they are, they would rather do it
more quickly than not. The American economy remains

strong. The labor market is still very strong.

How long do you think it might remain at peak level,
around 5%?

The last inflation reading was very weak. So it would turn
out to be better and the Fed won’t have to do more. But, it’s
possible that inflation will turn out to be very resilient.
Now, once they got there, I suspect Fed won’t start to
change until they are reasonably confident inflation is
coming under control. So the rates might remain high for
quite a while. I don’t know yet, but it could be a year or

more. One would expect the dollar to remain strong.

The strong dollar has already been a burden for
Korean business leaders and investors. How long
might the strong dollar last?

This is not a forecast, but it wouldn’t be surprising if the

10 | THE SAGEINVESTOR | 2023.Vol.72
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dollar remained strong for a couple of years still. And I
think businesses should plan on that possibility and plan
to survive that possibility. Now, [ would have thought that
for Korean businesses a strong dollar has advantages as
well as disadvantages and improves competitiveness. It
obviously makes dollar finance more expensive.

But I’'m more worried about developing countries and
smaller emerging economies, which have got a very large
amount of dollar debt. Obviously, anybody with a lot of
dollar debt is going to find the combination of higher rates
with a higher dollar very difficult, and clearly there are

going to be a lot of defaults around the world.

How about Korea? Do you think Korea might face a
sort of crisis due to strong dollar?

Well, first of all, I don’t consider Korea an emerging mar-
ket. Obviously not. Korea is a developed country. In the
’90s, the problem was that Korean banks, as you know,

had taken on very, very large dollar liabilities and dollar
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debt, and their assets were not liquid assets. So they had a
currency mismatch. And once the dollar fund finance got
very expensive and the exchange rate collapsed, that obvi-
ously created a huge banking crisis. Since that crisis, the
authorities in Korea are very, very well aware of these
risks. The banks and the private sector of Korea are very,
very well aware of these risks. And they have no need to

borrow in dollars.

Let’s talk about next year’s business cycle in the global
economy, in particular the U.S. economy. Where do
you think the U.S. economy is heading?

My general expectation over the next year is we’re going
to have recessions. I mean, Europe is clearly going to have
a recession. There’s no doubt about that fact. It’s in reces-

sion. The U.K. is in recession. In the U.S. it’s less clear. Of
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course, it’s partly a question of how you define recession,
and there is no standard definition of recession. I'm
opposed to the definition, say, a couple of quarters of neg-
ative growth is recession. But in the U.S. we will have at

the very least a significant growth recession.

‘What do you mean by a growth recession?

A growth recession is a period in which the economy
grows well below potential and in which unemployment
rises. It is the aim of the Fed that this will happen. They
want unemployment to rise because they think the labor
market is too strong. I think there’s no doubt about it. And
it could be quite prolonged given the tightening of mone-
tary policy we’ve seen, whether it will actually be a reces-
sion as the NBER judges it — the National Bureau of
Economic Research is the organization that decides
whether there is a recession — whether they will decide
that this was a recession. Clearly not, if this happens and
brings inflation under control quickly, as I indicated, that
might allow the Fed and other central banks to start cut-
ting interest rates relatively soon. Perhaps even towards
the end of next year. And that will mean that this will be

possibly a briefrecessionary period.

Many business leaders in Korea have been worrying
about the Chinese economic activities because there
are over 60 million unsold apartments which have
been dragging the whole economy into a recession. Do
you think Chinese government could lead its economy
out of recession?

I think this is a very, very good question. Let me just give
you briefly what I think the Chinese problem is. A lot of
the investment over the last 10 to 12 years has been unpro-
ductive and that’s been particularly true in real estate. In
particular, the real estate investment is no longer sustain-
able growth. And so the investment in general starts to
collapse and the growth in the economy starts to fall. Now

it’s really low, maybe coming 3% or 4%.
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What do you think could happen from now on in
China?

Since investment generates pretty well half of demand in
China, reduction of investment generates a massive slow-
down which keeps on worsening the debt situation. So
there is a generalized debt crisis and the economy slows
and this, of course, is made worse by the zero COVID pol-
icy, which is stopping production and stopping demand.
And that must further weaken the situation of the of the
corporate sector and of households, who have borrowed
their income, will fall. They can’t get the same incomes as

before.

My question was originally about what Chinese gov-
ernment could do, in other words, what they have in
their arsenal of economy policy tools.

The answer to that, I think, is they can and they have to.
But the normal solution that the Chinese government has
found in the last 30 years, whenever demand has been
weakening, is a strategy to promote more investment. But
that doesn’t make any sense when you’ve got lots of excess
capacity in excess building, as you say, and weak demand.
You can’t. The basic point I make is in a 4% growth econ-
omy you can’t invest 40% of GDP. So investment has to
fall, and that means they have to substitute investment
with consumption. They can’t, however, do it with the
household sector because household income as a share of
GDP is very low compared with other economies, even

Germany.

If so, what is to be done in the situation?

They have to increase government consumption and they
have to increase the distribution and they have to distrib-
ute income from the corporate sector and governments to
households to increase their incomes so they can consume
more.

And that means a very radically interventionist govern-
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ment pursuing really essentially Keynesian type policy to
sustain demand. And it has to be the central government
because the central government is the only creditworthy
entity left in the system. Essentially, the government goes
out and borrows and provides resources to households to
consume, and bails out the banks, and lets the real estate
sector deflate, which is going to happen.

But restructuring in real estate sector is going to be very
difficult and politically very unpopular because a very
large part of the Chinese middle class has invested in real
estate. So, over the next couple of years will see how well
the Chinese government is able to respond to these imbal-

ances.
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	표1-Vol.72-Cover-ok
	01-02-목차-광고판권
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	30-33-일본부동산-ok
	34-43-인도 기업 특집-수정ok
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