Doom and Gloom: the global economic recession and the British economy

The economic news in September and October 1998, was, to say the least, gloomy. The potential threat of a global recession remains a real possibility following the collapse of the economies in SE Asia, and the effect this event has had upon stock markets and currencies around the world. The Asian contagion is by no means over. With financial crisis in Russia, and the Brazilian government appealing to the IMF for assistance, the economic downturn appears to be in its early day's. In early October the World Trade Organization (WTO) predicted that the growth in world trade would fall by half this year, from 9.5 per cent to 4-5 per cent. In addition it revealed that imports into the Asian countries most effected by the crisis, are still continuing to fall. The EU, in particular, will find that its imports into the five most affected Asian countries (South Korea, Thailand, Indonesia, Malaysia and the Philippines), will drop by over 40 per cent, compared with a 12 per cent increase in exports from the same countries. The WTO's predictions are in line with those of the International Monetary Fund (IMF), which in September reduced its estimate for world growth to 2 per cent, a reduction of some 2.25 percentage points on its prediction of a year ago.

In the UK, even without the full-blown effect of a global recession, the economy's position appears uncertain. High profile redundancies in the North of England at Fujitzu, Siemens and Vickers, and the announcement of 2500 jobs to go at Rover in the Midlands, add to the impression of a serious slowdown in economic activity.

But how far is this the case? A report published at the beginning of October by the economics consultancy group, Business Strategies, suggests the UK may just avoid recession. It predicted that the UK economy will grow by a meagre 0.7 per cent this year, a significant reduction in its 2.2 per cent projection from last year. As the Financial Times of Thursday 1 October 1998 reported:

The manufacturing sector, struggling with the effects of a strong pound and crisis in Asia, will experience another year of contraction, with output forecast to shrink by 0.9 per cent.

Weaker growth in consumer spending will hit service industries. Retailers, pubs, hotels and restaurants will be hit hardest, while growth in financial services will also tail off.

Between March 1998 and the end of 1999, some 350,000 jobs will have been lost in manufacturing, and unemployment will rise from a projected 4.8 per cent to 5.2 per cent of the workforce.

The slowdown has been triggered by higher interest rates and a strong pound that, combined with the Asian economic crisis, have hurt exporters. The high value of the pound and its subsequent effects upon the performance of the British economy came in for further criticism towards the end of October 1998 when Rover executives blamed the high value of sterling for its decision to save costs and axe 2500 jobs at its Longbridge plant. The company identified the UK's decision not to join the European single currency at the end of the year as one of the main reasons for sterling's current strength, despite the fact that sterlings rise began way back in June 1996, since which time it has risen by a massive 17.4 per cent against a basket of other major currencies. The pound is likely to remain strong well into 1999 unless the Bank of England progressively reduces interest rates. The necessity of such action would seem evermore necessary if French-led calls for lower euro-zone interest rates is heeded. The European Commission expects euro-zone economies to see growth fall from the predicted 3.2 per cent to 2.6 per cent. With poor economic prospects facing the US, and with a falling dollar against euro-zone currencies, the concern must be that this growth projection by the Commission may drop even further in the face of rising US competitiveness, unless the euro-zone economies lower interest rates, and thereby, reduce the desirability of holding euro-zone currencies.

Want to find out more?

The South East Asian crisis has been well documented in all the broadsheet newspapers. The Financial Times has a special report on its web site dedicated to events within the region and their impacts upon the global economy. This is an excellent source for material and right up to date. In addition, on this web site there are two case studies looking at the South East Asian crisis. Originally entitled The South East Asian Crisis part 1 and The South East Asian Crisis part 2, the first considers the causes and consequences of recent events, while the second assess the IMF's solution to the problem. Additional material concerning the problems countries encounter in managing the global economy can be found in J Sloman Economics 3rd Edition section 24.7 and Box 24.9 or 4th Edition Ch25, or J Sloman and M Sutcliffe Economics for Business Box 24.1, section 31.1 and 31.2, and Box 31.1. As with South East Asia, the UK's current dilemma is well documented in the press. For more information concerning the effects of a high or low exchange rate upon the economic performance of a nation, see Economics 3rd or 4th Edition section 14.2, Economics for Business section 26.2, and especially Box 26.2, and J Sloman Essentials of Economics section 12.2. Also on this web site, A High Exchange Rate: Is it necessarily bad news for exporters? offers some interesting arguments on why a high exchange rate might be beneficial to business in the longer term.

