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The Old Normal: The pre-recession environment
for business was the same as it was in the past!

« Implication — the nature of business activity remains the same under all
conditions & at all times. How we do business today is precisely the
same as before!

« Reality — Gambling, trading, speculating, risk-taking, and hedging —
keywords of “mil | enrulturepecenomyadd | 1 n g

« Example of Chicago:
— Chicago Entertainment Tours - Horseshoe Casino in Indiana;
— East of Horseshoe 3 casino boats (Trump, Harrah boat Majestic star)

— 20 minutes from Horseshoe — Chicago Mercantile Exchange (largest futures market
in the world) - organised in pits for different contracts traded (agriculture & more
exotic stock index — e.g. Standard and Poor, 500, Nasdaqg, Nikkei (411.7 m contracts
underlying value of $294 trillion)

— Few blocks away — Chicago Board of Trades - 1m contracts a day

HORSESHOE ( )
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http://travel.nationalgeographic.com/places/images/photos/photo_lg_chicago.jpg
http://www.prnewswire.com/mnr/horseshoe/34094/images/logo.png
http://www.bloomberg.com/apps/data?pid=avimage&iid=iFq__Cs3pksE
http://images.publicradio.org/content/2008/01/22/20080122_trader_chicago_mercantile_exchange_18.jpg
http://sakosana.files.wordpress.com/2008/08/cbot.jpg
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The Old Normal: All forms of capital are the same!

 Implication = general, classic finance capital is the same as speculative capital

. Reality:

* Financial capital goes into production of investment in infrastructure,
goods & services;

«  Speculative capital is concerned with trading of financial contracts only; risk is traded
« through hedging and speculation; speculators buy the risk (sell stability)
» that hedgers try to sell (buy stability)

— creating market for risk

» Hedging = protect equity of a firm by maintaining balance between assets & liabilities
(defensive act) ; Speculation= make money (offensive act) but both grow together by
« trading in financial instruments

e Making money frommoney—-contri butes to the design of ,prof
e« of | arge organi s at i—walusstockB oy watahingpocenrmavements” :
« & their speed not valuation of fundamentals of performance measurement

« Gives rise to problematic innovation (changes in system; mismatches in system
* (financial system & regulators); increased complexity; tight coupling

. Volatility is the result Source: Cebon, P.Sloan M. Review, Winter, 2009
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http://www.remoratrade.com/IMAGES/sharkfed.jpg
http://www.parexbroker.lv/common/br.lv/img/global_market_big.jpg
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Fine dining, devoted epicureans, laid back sophistication

+

doubling of unemployment to 12.2% since 2008

Worst credit rating, cuts in state spending on schools, prisons, health care
Laying off staff for 3 days; paying workers in arrears

+

Pimco — biggest bond manager in the world ($840 bn for pension funds, universities, etc
forecasting that financial markets will revert to mean

Subdued growth

Banking and securitisation markets — pale shadow of former identities
Costlier finance & weak investment = reduction in stock of physical capital

Government involvement in banking and finance, car industry, commercial paper-market


http://www.jefflindsay.com/gif/art/newport-boys.jpg
http://www.wildnatureimages.com/images 3/Newport-Pier-Sunset..jpg
http://www.motherjones.com/files/images/Blog_Pimco.gif
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Implications of New Normal

88 banking crises Iin |last 40 years
Level of output = 10% below level if without crisis

Serious consequences for unemployed (c 25m in 30 OECD countries);
loss in fortune of employed; Unsustainable public debt

Value of global shares down by $30 trillion (from 2008 to spring 2009) ;
Value of homes down $11trillion = 75% of global GDP

Problem of lasting decline because of overpriced assets being accompanied
by vast debts

Probl em of -—prbtgcsoh @& jobs byiempgloyed + atrophy of skills

Unevenness of impact
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Figure 1shows that as share of population with college degrees Figure 2 shows that skilled places are more centralized,
in 1940 increases by 10 percent, current unemployment levels and manufacturing cities are less so. This effect continues to
decrease by 6.7 percent. be statistically significant even when controlled for skills and

manufacturing
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4 critical variables:

Skills and human capital

Skilled cities are centralised — clusters of related industries (Smart people,
connected by urban density, are doing a better job of dealing with adversity
Edward L. Glaeser, 2009)

Unemployment linked to heavy duty manufacturing industries

Mobility and migration — focus of intervention should be on people not places



The New Normal: Expectations & Realities

Bounce back to return to old scenario: -Mi | t o n

. Fr i e dmasAordll in demand = effect on supply &
String Theory

reduction of output (S2)

A Or drop in rate of growth (S3)

A 1dle labour = atrophy of skills;

A Recovery = increase in spending

& normal output per worker but not rate of

ADeep recessions followed by strong recovery; String =
demand side (spending by households, firms, foreigners &
govt.); supply side = board

AStrong spending = full employment of resources followed by

: ! _ employment
growth of workforce, capital accumulation & technological A Stock of capital reduced if demand
advancement = weak

ARecession = demands < supply = unemployment,
unexploited innovations

ARecovery = idle resources waiting to be brought back to
production

AWeak financial systems = disrupted flow
of savings + rise in cost of capital

After the Fall: Scenarios for Recovery

Scenario 1:
Full recovery

Ko

>
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— European

S Commission;

O ) The Economist,
Scenario 3: Oct 3-9, 2009

Widening Loss

Scenario 2:
Permanent Loss

Years




Questions for Leaders
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As economies stop contracting will jobs lost be regained?

 Implication = the recession does not change the fundamentals of business and jobs

 Reality :
« Changes in unemployment lag behind those of output;

POALE SR CWIREY . S

FeNGOAND LY Ly v i

« Falling demand leads to cost cutting, asset bust & unwinding of debt. Gt e

Recovery will be too weak to create quick jobs i s
€ f;_ o __Jﬂ

« Composition of jobs will change because consumers will save more
& surplus economies will rely on domestic spending

« Different markets have different problems — fastest in USA but relatively low in Europe
because of less flexible markets (structural changes — temporary workers & dual labour
market

« Different mechanisms for job protection — Chile & Columbia (individual
unemployment accounts) others (prefunded pension systems
based on individual accounts)

« Other measures (cut social insurance; shorten work weeks; Germany — 60% of the gap
between shorter hours & full time wage extended from 6 months to 18 months; Britain
encouragement of employers to hire & train

Source: New Internationalist, April, 2009 & various


http://news.bbc.co.uk/olmedia/170000/images/_173212_job_losses300.gif
http://www.feministe.us/blog/wp-content/uploads/2008/07/workers-ahead.jpg
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Are jobs are more critical in a recession than the wider environment?

. Implication = jobs at any cost are priority & jobs, productivity & environment are not
linked & tackling climate change will affect jobs

. Reality:
« Galloping executive incomes v decrease in real terms of average wages

e JILO-mi |l I i ons of ,green coll ar*®
production, sustainable transport, eco-building, retrofitting,
organic food production (ILO, 2008);

j obs coul

 Low carbon production methods

« Eco-friendly public spending

* Public money for business tied to green business activities

* (energy-efficient models) ulONE .
Totnes Pouns
* Low cost finance for social & green enterprises & local currencies S TR

(the Lewes Pound; LETS)

e Job retention schemes for transitional

(from traditional to green)



http://images.google.co.uk/imgres?imgurl=http://www.geos.ed.ac.uk/sccs/storage/CCSdiagram.jpg&imgrefurl=http://www.geos.ed.ac.uk/masters/ccs.html&usg=__5lOshYd7nGG7-V7tZZuST38idfw=&h=432&w=500&sz=166&hl=en&start=20&tbnid=aezMw96eODNCgM:&tbnh=112&tbnw=130&prev=/images%3Fq%3Dlow%2Bcarbon%2Bproduction%2Bmethods%26gbv%3D2%26ndsp%3D18%26hl%3Den%26sa%3DN%26start%3D18
http://www.socialenterprisefoundation.org/uploads/pics/sef_model.gif
http://images.google.co.uk/imgres?imgurl=http://transitionculture.org/wp-content/uploads/2007/totnespoundfinal_01.jpg&imgrefurl=http://www.bloomberg.com/apps/news%3Fpid%3D20601109%26sid%3Daq6uUiFX9_ZM%26refer%3Dhome&usg=__nO3TPw6ELrP_q6XGAsiV5UUoRe8=&h=342&w=634&sz=36&hl=en&start=3&tbnid=8B3J9XAKFFhcuM:&tbnh=74&tbnw=137&prev=/images%3Fq%3Dthe%2BLewes%2BPound%26gbv%3D2%26hl%3Den%26sa%3DG
http://ayrshirelets.googlepages.com/thistle.jpg/thistle-full.jpg
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Are innovation & entrepreneurship at the heart of the new normal?

Implication= entrepreneurs and innovators are “sleaze bags”

Reality:

Innovation & entrepreneurship leads to job creation, productivity gains, wealth accumulation, new business formation —
technology, products, services, people & global models

Threshold of key technologies — wireless broadband, green technologies, stem-cell research, nanotechnology, VolP, cloud
computing, social networking

Microsoft, Genentech, Gap, HP, Texas Instruments, united Technologies, Polaroid and Revlon, Cobra Beer — all founded in
recession or Depression

In emerging markets — 85% of entrepreneurs felt impact of crisis; 88% thought worst was yet to come; but expected businesses
to grow by 31% & workforces by 12% this year — global links are important

Downturn advantages of |l arger pool of talented staff, rent
Schumpeter); for best performers service improvement & entrepreneurial endeavour provide alternatives to cost cutting
(customers want more when you are cutting costs!)

Not new customers or increased market share but better value for existing customers (front line jobs & cheaper technology)



http://images.google.co.uk/imgres?imgurl=https://www.trangobroadband.com/im/pp_products.jpg&imgrefurl=https://www.trangobroadband.com/wireless_products/access5830_system.shtml&usg=__joQEKFhxk3RP9appD-xe2e9rPQ8=&h=240&w=240&sz=15&hl=en&start=11&tbnid=POo9Z--ch8lo2M:&tbnh=110&tbnw=110&prev=/images%3Fq%3Dwireless%2Bbroadband%26gbv%3D2%26hl%3Den
http://www.mahoningjvs.k12.oh.us/bpa/banks/planGearBig.gif
http://images.google.co.uk/imgres?imgurl=http://www.fcc.gov/voip/images/voip_HowItWorks_0203v2.jpg&imgrefurl=http://www.fcc.gov/voip/&usg=__ClJR53_F3LjO6ZJju43hEkDxBcg=&h=500&w=400&sz=43&hl=en&start=1&tbnid=ZEGJEpm3RHgxnM:&tbnh=130&tbnw=104&prev=/images%3Fq%3DVoIP%26gbv%3D2%26hl%3Den
http://blogs.sun.com/staso/resource/question-cloud.jpg
http://justinporwoll.files.wordpress.com/2009/02/social-networking.jpg
http://yorkstudentrn.files.wordpress.com/2009/03/stem_cell1.jpg
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Should we consider radical change to institutions & markets?

Implication = Leave things as they are and limiting horizons can be a good idea

Reality:

Carbon emissions continue to grow / 2.3 m people found jobs in renewable energy alone
(investment of $630 bn by 2030 would yield 20 m additional jobs); possibly further 2.1 m in
wind power, 6.3 m in solar power by 2030

Spread of inequality — CEO compensation increased from 369 employee wages to 521

times between 2003 & 2007 in USA (pay of executives -5 times faster than those of

efmp | oyees) ; , Gini I n diacxeasedreeaesyuegien agaft fromn e q u
Africa

Unemployment — end of 2007 to 2008 av. Unemployment rate in rich G7 countries rose
from 5.4% to 6.3% (sharpest in a generation) —in 2009 between 40m & 80m expected to

join 190 m registered world wide; sharpest in most free-market friendly economies

(Ireland, Spain, Britain and the USA)
1.3 bn people regarded “employed” (43% of

c 80% (5.3 bn) of world people have no social security coverage

Source: www.newint.org; Worldwatch Institute, State of the World, 2009



http://www.newint.org;world/
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What is happening at the local level?
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v Local economies: decline in aconomic growth rates, rade reductions, decline in People and labour markets: nising unemployment, youth unemployment, reductions
foeign crectinvestment, business faures and cutbacks, low business and consumer Injob vacancis, feductions n credi avaiabilty, home repossessions and increased
confdence, educions in credit avaiebiy homelessess, social unrest

Boonom . People and y
y Labour Markets,
(@)
o
o
- s 2
5
b= Responding City Impacts Preparing for
g to the and Responses the recovery
o] recession
L
=
o _Z ¥
. | |
80 Quality of " | Long Term
=T Place Leadership & Strategy
n O Governance '

Local governance and leadership: reductions inlocal tax take, reduced income Quality of place: reputational damage, property market decling, stalled property and

from fees and charges, increased demand fo senvices, fiscal constraints and budget Pousing developments, empty or derelictshop frons, foursm reduction.
reductions, pressure for efficiency savings.

Lo term stateqy and vislon: outdated economic Geyelopmentsateges
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Econom
Y People and labour markets

Locl s e sought o mproe e locl economes by Local areas have focused efforts on minimising the impact to local people by:

+ Improving business access to credit- through working as lender to local fims,
engaqing with banks, supporting the expansion of credit unions and paying invoices

Working to minimise the impact of job losses — working with large employers to
Investiqate short fime working schemes and lobbying for a fair deal for workers.

prompty. + Tackling youth unemployment - by expanding youth apprenticeship schemes and
+Increasing demand for local firms - by making them aware of local tender targeting universty and school leavers.
opportuniies, supporing business information and neworking events in partnership + Investing in skills - working to refrain the unemployed and through enanced training
with higher education institutions, and supporting refail. provision.
+  Redlucing business costs - reducing rent and service charges for business in city +  Tackling high consumer debt - launching workshops and projects o give debt advice
owned properties, campaigning fo increase take-up of business rate refief to local residents.
Local leadership German quzarbeit;
Local leaders from councils, regional bodies, universities and other key institutions have used Govt. subsisd y for w ages

their role as local leaders to anchor the response from a variety of local partners: to offset 60% of loss of income

Monitoring the local situation — local leaders are convening high level stakeholder 22 OECD countries subsidise
groups, conducting business surveys and monitoring the economic situation closely. shorter workin g wee ks

» Coordinating responses from multiple partners — some innovative leaders have
bought together a range of local stakeholders to mastermind coordinated campaigns. American unem P lo yme nt

+  Reducing the tax burden - local authorities have worked hard to ensure that local tax Insurance
rises are minimised to reduce the burden facing local residents and businesses.

+ Efficiency savings — as part of efforts to maintain services whilst minimising the tax
burden on local residents and businesses, city authorities have sought to identify and
make efficiency savings.

OECD/Work Foundation, 2009

Source;

British new deal — keep jobless
In workforce
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Quality of place
Local areas have sought to retain quality of place and respond to the decline in the housing
market in a number of ways, including:

»  Reducing physical decline — with creative use of empty shop fronts and fast tracking
of planning applications for viable developments.

«  Working closely with developers — to reduce the barriers currently facing developers
and ensure that planned developments go ahead where possible.

+ Addressing the loss of homes — by improving access to housing services for those
who are made homeless.

+ Boosting the third sector — to enable the third sector to cope with increased demand
for their services and ensure that local residents receive the help they need.

»  Addressing reputation decline — by recruiting ambassadors to spread positive news
about local areas.

Preparing for the upturn
Local areas are using the crisis as an opportunity in a number of ways:

-  Continuing infrastructure investment — continuing to invest in improving local
infrastructure to prepare cities for the uptum, exploring new financial tools and
instruments where necessary

«  Encouraging FDI and tourism — through campaigns to increase tourism and outreach
to venture capitalists and foreign investors.

-  Retraining the unemployed — to ensure that people are kept close to the labour
market and are able to take advantage of the opportunities that do exist.

» Investing in skKills, entrepreneurship and innovation — to support the enterprise and
innovation that will drive recovery and ensure long term success.

OECD/Work Foundation, 2009

Source:



Il University of Essex

The Barcelona Principles

Vi.

vii.

viii.

‘Provide pro-active and collaborative leadership at the local level’: Don't waste the
crisis, but respond with leadership and purpose.

‘Make the case for investment' 'Make the case for continued public investment and
public services and the taxes and other sources of investment required.

‘Robust long-term economic strategy’: In the long-term: build local economic strategies
which align with long-term drivers and identify future sources of jobs, enterprise, and
innovation.

‘Purposeful short-term action is needed’: ’'In the short-term: focus on retaining
productive people, business, incomes, jobs, and investment projects.

‘Investment attraction and readiness’ Build the tools and approaches to attract and
retain external investment over the long-term.

‘Relationships matter and need increased attention’: Building genuine long-term
relationships with the private sector, trade unions, and other key parthers.

‘Effective public works and major investments’: Take steps to ensure the sustainability
and productivity of public works, infrastructure, and major developments/events.

‘Stay close to the people’: Local leaders should act purposefully to support their citizens
in the face of increased hardship.

‘Stay open to the world’: Local economies have benefited and should continue to benefit
from being open and attractive to intemational populations and capital.

‘Build national-local alliances’ Communicate and align with national and other higher
tier governments.

Source:
OECD/Work Foundation, 2009
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What could be done?
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+

Opportunity Realisation

Opportunity Creation and Realisation

Generating disequilibrium:
running new experiments &
avoiding detailed strategies;
Creating opportunities; learning
from outside giwvV
outsourcing ideas & technologies;
industrial policy + fiscal policy)

Enabling innovation & realising
opportunities — economic, social &
cultural value creation through
productive entrepreneurship; New

n Instjubopagagrangements ¢

Facilitating Opportunities > growth

Emergency Stabilisation:

Current Actions — Local stimulus
Barcelona Principles 4,6,8,10

Fostering Adaptation;

|dentifying opportunities at the local
level to include social and organisational
Innovations;

Reviewing legacy practices & loosening
compacts; developing capacity
Barcelona Principles 1,2,5,7

Opportunity Creation



