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In the 100-year view of Nobel laureate economist Michael Spence, the

current global economic woes are linked to the slow and painful adaptation

of the developed world to the growing economic clout of China, India,

Brazil and other developing economies.

Spence says it has not yet been fully recognised that the economic

malaise is not just a cyclical downturn caused by excess debt,

overconsumption, low interest rates and lax regulation, but part of a

long-term structural change brought about by globalisation and technology,

which are shifting the comparative advantage in a range of industries and

services towards the developing world.

Europe, the US and other advanced economies must make long-term

reforms to labour markets and boost productivity as well as encourage

public and private sector investment in infrastructure, education, skills and

training to remove growth constraints. Short-term fixes, such as Europe’s

bailout packages and the US Federal Reserve’s promises of low interest

rates for longer, can do little more than “kick the can down the road”, he

says.

As chairman of the World Bank Commission on Growth and Development since 2006, Spence is uniquely informed

on the subject of growth. In his new book The Next Convergence , he judges that it will take until mid-century for

developing economies, which represent 60 per cent of the world’s population, to reach advanced status.

Further growth of developing economies could bring about more unemployment in developed economies unless they

restructure, he says, citing Germany as a model between 2000 and 2005 when it loosened labour markets,

committed to high-value manufacturing and accepted the trade-off between high income and employment.

The weakness in global economic and political leadership in the developed world is “a real puzzle”.

In the US “people want things they aren’t prepared to pay for. There’s a fair amount of ideology – maybe people

think those are real solutions when they are not”.

In contrast, Spence says, developing countries in general have “evolved a kind of pragmatic, persistent, problem-

solving model. They’ve got some reasonable balance between government on the one hand and the private sector on

the other”.

But, he says, we’ve entered a “high risk mode”. If the advanced countries can keep growing and avoid another

recession, China and the developing world can keep expanding apace.

“But they can’t sustain enough demand to withstand a [US and European] downturn” he says. That would slow

everyone, including China, Brazil, India and Australia.

Australia must remember “that natural resource wealth is volatile and impermanent”, Spence says. We should be

investing “a fair amount” of the income from natural resources wealth abroad – thus mitigating the effects of the

Dutch disease where a high exchange rate hollows out the rest of the economy.
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