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I’VEtaken a few deep breaths, aligned my chi, and decided that this week, I
can’t be bothered to be angry even though I find a dozen subjects I could be
furious about every time I turn on the news or open a newspaper. The

CWG continues to lurch from bad to worse and worser, an Allahabad High
Court decides where God lives, and carves up his (or her) backyard like it’s
some dodgy piece of disputed real estate. In Washington, world powers are
back to petty squabbling, never mind the chilling recession that showed just
how dangerous it is to play a national game in a global economy.

Oh, well. Let’s take CWG first. It’s now moved from the realm of sports and
politics to high farce, worthy of a Charlie Chaplin or Marx brothers. I sense
people in India trying very hard to look on the ‘positive’ aspects of the Games.
Considering it’s the most expensive CWG ever, and the money has come out
of taxpayers’ pockets, it makes sense to try and squeeze whatever little joy we
can out of the event.

It might be more fun to treat the whole saga as an extended comedy show,
with lots of banana skins, snake oil salesmen and whitewash buckets lying
around. Not to mention plumbing disasters. Besides, everyone else in the
world is having enormous amounts of fun, laughing their heads off. You may
not like it, you may fulminate about ‘western’ prejudices, but well, that’s the
universal nature of comedy.

Maybe the government should make some money selling the movie rights
to someone like Sacha Baron Cohen — whoever buys it won’t even need a
scriptwriter. Every gag in the book is already there.

Of course, the other big event of last week was the Ayodhya verdict. Mostly,
the whole thing goes about six miles over my head. I’ve never quite figured
out whether the court was supposed to rule on a disputed title deed to a piece
of prime real estate, or decide about God’s location. 

If I remember my ACKs correctly, we’re talking here about Ram, the prince
of Ayodhya (or God, person, Avatar, historical/mythological persona, what-
ever you choose) who chose to disappear into a forest rather than fight a legal
battle for his inheritance and property with his brother. I wonder what he’d
think about all this squabbling over his birthplace and his wife’s kitchen. If I
again recall correctly, his wife did most of her cooking in various forests.

I’m thinking now, can the Allahabad High Court locate my favourite divin-
ity if I just filed a case? Then we could all skip the bits about praying, being
good, believing, etc and just give the address to the nearest taxi driver. When
exactly did the judiciary take on the role of spiritual guide? Of course, the oth-
er completely curious bit about the whole judgment issue was something I
kept looking for and didn’t find in the reams of media coverage. Where were
the experts? As in the archaeological experts, religious scholars, historians,
the kind of people who spend lives studying ancient scriptures and write trea-
tises and books on them? Am I to believe that in a country like India, there are
no scholars who know about this 1,500 year-old site, both from the Hindu and
Islamic perspectives?

I looked it up. It appears the Archeological Survey did file a report in 2003 or
something. But there isn’t anything much about what was in it, and how it in-
fluenced the final verdict. There’s a huge difference between contemporary
religious leaders and scholars. The priest, the rabbi, the imam or chaplain is
not supposed to be a scholarly expert — their job is to nurture the faith and
lead the contemporary faithful. I’m assuming that the court did listen to vari-
ous such experts for all these years while they were making up their minds.
How come we don’t get to know what they said?

As has been usual in the course of Indian history, I expect I’ll have to wait
until someone in Oxford or Harvard writes a book about all of this. From what
I could make out, the ASI report pointed to enormous historical, archaeologi-
cal and possibly religious riches, not on the site but under it. But that again,
we’ll never get to know, not with everyone building temples and mosques or
whatever on top. Again.
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AIR hunger is the urge to breathe that is
caused due to excess of carbon dioxide
rather than lack of oxygen. More and more

consumers in the developed world and in the
emerging economies are coming under the grip of
air-hunger and they clearly need a glide path. It is
expected that once the economic situation stabi-
lises, Americans will spend at about 86% of their
pre-downturn level. In a consumption-driven
economy, the implications are far-reaching if that
forecast proves correct.

Here are some statistics: Americans constitute
5% of the world’s population but consume 24% of
the world’s energy. Americans spend a staggering
$2.5 trillion on healthcare every year (2.5 times
India’s GDP), 60 million American kids (under 14
years) buy toys worth $33 billion annually, an esti-
mated 65% of US adults are overweight or obese
leading to an annual loss of 3,00,000 lives and at
least $130 billion in healthcare cost.

Such high spending has many reasons: Ameri-
cans love new technology and they buy new prod-
ucts two years ahead of Europe — and obviously it
does not come cheap. The previously-available
easy consumer credit also fuelled irresponsible
consumption. Everything from gadgets to houses
was snatched up. Home equity was tapped to pay
for vacations, new cars and kitchen renovations.

When the party ended, the nation was left with
more than just a hangover. As per the Federal Re-
serve’s website, the current consumer credit out-
standing is approximately $2.4 trillion, or about
$21,239 per household. The jury is out: leveraged
spending cannot substitute for demand created by
people. A remarkable new study by Research Affil-
iates to gauge if a nation is over- or underleveraged
contrasts their debt levels with a blend of four fac-

tors that assess their ability to pay, based on the size
and wealth of their economies.

The first is GDP, yardstick for their supply of cap-
ital. The second is total population, which mea-
sures labour supply. The third factor is energy con-
sumption, a gauge for advancement. The fourth
factor is area occupied in total square miles, which
measure depth of natural resources.

The average of these four criteria is called RAFI
weight. One can easily compare the RAFI weight
with the share of total world debt that the country
holds. If that number far exceeds its economic size,
then the nation is carrying far too much debt. As
per RAFI’s measure, US accounts for 14% of the
world economy but holds about 25% of global

debt. Virtually all west European nations carry
debt that is 2-3 times their economic size. The
numbers for the developing world are astounding-
ly healthy: China accounts for 15.6% of the RAFI
definition of the world economy, but has just 2.3%
of the debt. It also holds dollar reserves of around
double its debt level, so it could pay off all of its bor-
rowings. India, measuring 8.6% of the world econ-
omy, has less than 2% of total debt.

Worldwatch Institute rightly says, “The US
economy that produced a world of abundance for
many in the 20th century faces a different challen-
ge in the 21st: to focus not on the indefinite accu-
mulation of goods but instead on a better quality of
life for all, with minimum environmental harm.”
People in the US are so scared that the US savings
rate reached 6.4% in June 2010, up from 1.7% in
August 2009 — a step in the right direction. China
and India’s large consumer set constitutes only
16% (around 362 million) of the region’s popula-
tion, whereas in Europe, the figure is 89%. Indeed,
in most developing countries, the consumer class
accounts for less than half of the population — sug-
gesting considerable room to grow.

Applying RAFI framework to India, we have
two big levers to focus on: move population from
rural areas to growth clusters, which will require
infrastructure, education and health services, and
this is already happening though at a slow pace.
The second challenge is to create an energy-effi-
cient infrastructure to sustain future consump-
tion: India lags behind China in investing behind
wind and solar energy.

Savour this: China added more than 4 million
new private cars last year and India added around
1.5 million cars last year. If growth continues
apace, 150 million cars in China and 65 million cars
in India could jam streets by 2020 — much more
than what US had in the early stage of their boom.
Obviously, the current trail of consumption needs
to be redefined: we need a fundamental shift in the
kind of cars we buy, a fundamental shift in the
homes we buy, and a fundamental shift in con-
sumption generally. The challenge lies in manag-
ing carbon dioxide and not oxygen.

(The author is managing director at Everstone-Private
Equity. Views are personal)
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O
NCE a soufflé collapses, it rarely
rises again. That has indeed been
the experience of most developed
economies following the global fi-
nancial meltdown, with economic

growth still flattish and equity markets on seem-
ingly a long road to nowhere.

But the fluffy stuff is not just back in many
emerging markets, it is puffing up to levels last
reached at the height of the 2003-07 economic
boom. Capital flows are running at nearly the
same record pace as in 2007 when emerging
markets outside west Asia attracted more than
$500-billion net. In fact, portfolio inflows this
year have already surpassed the 2007 peak of
$89 billion with emerging market debt and equi-
ty products so far pulling in more than $100 bil-
lion in fresh money.

At least in some parts of the world then, abun-
dant liquidity has helped recreate last decade’s
golden era of economic growth. India, Indone-
sia, Turkey and Brazil are among the countries
where analysts now believe that the 2003 step-
up in economic activity was actually a trend for
the foreseeable future. The pace of expansion in
emerging markets doubled to 7.2% a year from
2003 onwards following a long period of lack-
lustre growth that averaged 3.6% on an annual-
ised basis between 1980 and 2002.

The surge in their growth trajectory stalled af-
ter the economic meltdown of 2008 as export
growth directed to the freely-spending US con-
sumer took a hit, as did the easy access to cheap
capital. Strong exports and the global credit bub-
ble were significant factors behind the growth
leap in the developing world; it was no coinci-
dence that the levitation act of emerging markets
began in earnest from mid-2003, once the US
economy started to sharply recover as the Fed
aggressively cut interest rates.

It was natural to assume that unless a V-shap-
ed economic recovery occurred in the US follow-
ing the Great Recession, growth rates in emerg-
ing markets would downshift this decade with
external demand contributing less to growth
and capital flows possibly slowing on account of
lingering investor caution. In reality, the recov-
ery in the developed world has been U-shaped
and exports are not providing developing coun-
tries as big a boost to their growth, as in the 2003-
07 period. Growth rates in the industrialised
economies are likely to be a full percentage point
less in the coming years due to structural prob-
lems related to the debt overhang.

There has indeed been some fallout from the
New Normal in the developed world. Consensus
estimates suggest that average growth in emerg-
ing markets as a whole will settle at a trend rate of
5.5% — lower than the annualised 7.2% rate of
2003-07. But that is still far above what prevailed
in the 1980s and 1990s, and the higher growth is
being facilitated by the capital that comes gushi-
ng back in, once again reducing the cost of fund-
ing to record low levels.

Furthermore, the composition of the emerg-
ing market growth mix has changed. The devel-
oping countries that gained mostly through the
trade channel in the 2003-07 era are now experi-
encing the slowest recoveries; their trend
growth in the years ahead should be relatively
slower compared to the previous boom period.
The fastest bounce-back is in those emerging
market economies where capital inflows played
a major role in propelling growth higher and

where domestic demand prospects are exciting.
As long as global financial market conditions re-
main benign, growth momentum in the latter
group of countries is likely to remain strong.

Trend growth is settling at a lesser rate in Rus-
sia, South Africa and even China. The current ac-
count surplus in Russia and many other oil-ex-
porting countries is much smaller now, thereby
pitching in less substantially to economic grow-
th. China’s current account surplus has halved as
a share of its economy from near double-digit
levels of 2006 and 2007. Although current ac-
count positions have deteriorated across emerg-
ing markets, the impact on growth is most
strongly felt in countries that are either export-
dependent or have less promising domestic de-
mand prospects due to a weak banking system
and an unappealing demographic profile.

On the other hand, countries such as Brazil
and India that are running the largest current ac-
count deficits — each at about 3% of GDP — in
their recent history are easily funding them and
then some more with massive capital inflows.
Economist Carmen Reinhart’s recent study, Cap-
ital inflows and reserve accumulation, shows that
a surge in capital flows in non-industrial countri-
es over the past few years has consistently boost-
ed their money supply and, in turn, fuelled credit
growth. The same dynamic is at work this year

with loan growth rising sharply in the emerging
markets that are getting strong capital inflows.

In effect, some degree of decoupling in growth
rates and even asset prices has happened betwe-
en emerging markets and developed countries
— a phenomenon that was hard to imagine dur-
ing the depths of the financial crisis in 2008.
However, it is important to note that decoupling
is still partial in nature. While some emerging
markets with naturally-buoyant domestic de-
mand can continue to grow at the new-era grow-
th rates of 2003-07, even as the developed world
settles into a lower growth paradigm, countries
from India to Turkey are still dependent on ex-
ternal flows to fund a part of their growth.

But will the current frenetic pace of flows con-
tinue into emerging markets and keep the good
times rolling? The obvious answer is that as long
as the Fed and other developed-country central
banks keep real interest rates low, capital will just
flow to the best growth opportunities available.
The Fed, for its part, seems only more intent to
keep pushing on a monetary string and its inten-
tions to engage in another round of quantitative
easing over the past few weeks have only sent
more money rushing into emerging markets.

The risks to capital flows are if developing

countries for some reason are compelled to pur-
sue growth-unfriendly policies or if an event
takes place that causes major global risk-aver-
sion. The biggest threat to the emerging market
story is inflation. While the positive side to the
ultra-loose monetary policies is increased capital
flows, the negative aspect is the difficulty in di-
recting liquidity that can often end up finding the
wrong home. Recent examples include the oil
price bubble in the first half of 2008 and traces of
an echo bubble in some commodity and proper-
ty prices in late 2009 and early 2010. Policymak-
ers in emerging markets were forced to respond
to such misbehaviour, especially in China that
needed to crack down on the local property mar-
ket earlier this year.

Policy tightening steps have so far not dented
any of the growth enthusiasm in developing
countries as they have been gradual in nature. A
retreat in commodity prices during the spring
and summer months also dimmed the spectre of
inflation. However, ever since Federal Reserve
chairman Ben Benarnke made his intentions
clear in late August that he would do whatever it
takes to reflate the US economy, commodity
prices have again cut loose.

The 30% surge in agricultural-based com-
modity prices over the past quarter is seriously
worrisome given the high weight of food in the

emerging market consumer’s basket. Core infla-
tion in many developing countries has anyway
been inching higher and — at nearly 4% cur-
rently — is already at levels similar to the later
stages of the previous boom.

On a related point, whenever the price of oil
has reached close to $90 a barrel, it has always
posed a problem for the global economy. Anoth-
er potential blow to capital flows is a sovereign
debt problem in one of the bigger European na-
tions. Spreads on Greek, Irish and Portuguese
debt continue to widen but the market has been
able to largely ignore this of late because the size
of these economies is relatively small at around
$300 billion each. But a more pronounced effect
on risk appetite and capital flows is possible if the
situation in a trillion-dollar economy such as
Spain, which too has terrible debt dynamics, be-
gins to spin out of control.

Until any of these risks materialise, money
will keep flooding into emerging markets and
nurture the impression that the growth levita-
tion act of 2003-07 in the developing world was
not just a fluke but the start of a new era.

(The author is head of emerging markets at
Morgan Stanley Investment Management)
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