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CONFERENCE ON:

"THE GLOBAL ECONOMIC CRISIS: CHALLENGES, EFFECTS AND PROSPECTS FOR PUBLIC LISTED COMPANIES AND INVESTORS"
"The Global Economic Crisis - A Pan-European and Cyprus perspective" by Pieris Theodorou, Chairman of SYDEK and Director/Group General Manager of Hellenic Bank Public Company Ltd
Introduction
The financial crisis that was ignited in the US subprime market about two years ago has proved to be one of the most tumultuous times on record in the global financial markets.  The IMF has acknowledged it to be the worst crisis to hit the world economy since the Great Depression in 1929 – 1931.  Markets and economies around the world today are so inter-connected that hardly any nation has been immune to the crisis.  In 2009 more than 90 per cent of the economies around the globe have been in various stages of recession.
Cyprus Perspective of the Global Economic Crisis
After two or so years of the crisis we have already the first signs of getting out of the recession especially in larger economies.  This by no means guarantees that the return to growth is definite.  We observe that economies such as the one of Cyprus lag behind as far as the full effect of the recession is concerned and therefore we cannot yet speak of the end of the recession.  Generally, economies, markets and financial systems remain fragile, despite the gigantic measures taken for fiscal growth and strengthening of liquidity.

In recent weeks and months we have witnessed an impressive upward trend in stock markets compared to the beginning of the year.  This was the case both in Europe as well as in Cyprus and particularly in emerging markets.  This, according to Prof. Thomadakis, the former Chairman of the Greek Securities and Exchange Commission, appears odd, given that the economies are still at various stages of recession and crisis.  In other words, how can stock markets behave in such bullish ways not in pace with their corresponding economies?  The classic answer that in stock exchanges we read today what will happen in the future and that increases in stock prices reflect the expectation of increase in company profits or future growth in economies is not correct, according to Professor Thomadakis.  And this because there is still uncertainty and confusion for the future behavior of companies and economies, with grave doubts whether the worst is over.  
Cyprus has of course not remained unaffected by the economic consequences of the global crisis.  Although the Cypriot economy grew last year with more positive rates than the average of the European Union and even the Eurozone, we have had definite signs of a slowdown in 2009 even though we still perform comparatively better than most of our European peers.  The prospects for 2010 are less certain than initially predicted.  In a presentation last year about the global crisis it was characteristically said that:
‘‘Nobody can still tell us how long it will take Governments in Europe and all over the world to stabilize their budgets again and return to normal conditions. The Cypriot economy, being an open economy, depends to a large extent on foreign economies.  If the Cypriot business partners fall ill economically, Cyprus itself suffers from the virus of weaker investment, weaker demand for services and cuts in the expenditure of foreign tourists.’’
In this context, on the one hand we observe a delayed entry of Cyprus into recession, which we shall analyse below, and on the other the CSE General Index touched a new 12 month high earlier this month, comfortably trading above the psychological 2000 points level, bringing its gains from the start of the year to 84,4%. 

Despite positive international comments and reports on Cyprus, the picture of the domestic economy, between April and July 2009 worsened sharply with the 2nd quarter of the year showing a negative rate of growth of the gross domestic product of 1% compared to a 0,9% positive growth rate for the 1st quarter and appreciably higher positive rate of growth, of up-to 3,7% for the whole of 2008 compared to the corresponding rates of the previous year.  

Therefore Cyprus has entered, after many decades of positive growth rates, into recession.  It is, however, a consolation that compared to the European and developed countries with higher negative growth rates Cyprus compares favourably.
The negative growth rate for Cyprus continued in the 3rd quarter of 2009, with hopes that the situation will start improving in the 4th quarter.  Interestingly, when it was announced that Cyprus entered into its own recession, France and Germany recovered from their full year recession, which was their worse since the Second World War.  Similarly, the US economy is hoped to be recovering gradually.  
However, we observe that:
(a)   The improvement globally is somewhat anaemic,
(b)   In Cyprus we have not yet seen any major painful corrections to the  same extent that happened in other economies.  Examples of such corrections are the reduction of debt and savings of households, the write-off of doubtful debts in the banking system, the drop in property prices and in private consumption, the increase in unemployment etc.

(c)   On a longer term perspective, the supportive measures taken by Authorities globally – both monetary and fiscal – have been unprecedented in modern economic history.  It is a very delicate question when will the global economy really be able to stand again on its own feet in the period after such extraordinary measures are gradually withdrawn.    

The IMF in August 2009 predicted a rate of Growth of GDP  for   Eurozone of - 4,6% for 2009 (the ECB recently revised it to -4,1% and -0,2% for 2010, and for Cyprus +0,3% for 2009 and +2,1% for 2010.  For the global economy its forecasts are -1,2% for 2009 and +2,5% for 2010.  The ‘‘emerging’’ economies of China, India and Brazil are already pulling the global economy out of its recession.
Cyprus’s fiscal deficit as a percentage of GDP has been burgeoning from 1% in 2008 to an estimated 3,5% in 2009, whereas tourist arrivals were down 0,5% in 2008 and in 2009 they are anticipated to drop by 15%.  Unemployment went up from 3,5% in June 2008 to 5,4% in June 2009, a marked increase, yet far lower than other European countries.

The efforts of the Authorities globally concentrated on providing liquidity, reducing interest rates and also strengthening the capital base of financial institutions and guaranteeing their obligations.  In Cyprus the authorities did not have to take such drastic steps for the financial sector, other than some liquidity support in order to reduce domestic interest rates.  Deposits and loans on the whole followed a downward rate of growth between June 2008 and June 2009 and further contraction is envisaged.

A recent survey conducted by the University of Nicosia and Synovate Global Market Research among 26 markets all over the world shows that Cypriots are among the most optimistic people in the world about the consequences of the world economic crisis with a surprising number of people having a positive outlook on the economy, while those in leading economies are gloomier about their prospects.  Whereas 24% of Cypriot respondents said they had nothing to fear from the global crisis, by contrast, on overall 31% of global respondents felt that ‘‘the economy is going downhill and will get worse before it gets better’’.  This high optimism of Cypriots is probably due to the timing of the survey in May 2009 when the crisis had not yet fully hit the Cyprus economy and the government was still sending optimistic messages; also to the fact that 27% of the working population work in the wider public sector and banks, where they enjoy job security and high emoluments.  The question is whether this optimism of Cypriots is justified.  The answer is probably not yet;  We have a lot to do to put our house in order as Cypriots; and we should grab the opportunity of this crisis to do so, especially as far as certain structural problems and weaknesses are concerned:  To mention only a few corrective measures I would refer to the need to:

· Contain the civil service size and payroll and reduce the fiscal deficit and the debt of the private sector

· Put right structural distortions

· Pay much more attention to the need for Research, Information Technology and Technological innovations

· Change our attitude and way of thinking and try to rebuild shattered values and principles

· Increase our almost totally lost competitiveness and improve our productivity

· Combat bureaucracy 

· Promote a much healthier social dialogue

· Encourage think tanks 

· Tackle as soon as possible the social integration of economic immigrants

· Promote Cyprus as a medical centre encouraging private initiatives rather than nationalising them and enlarging further the state mechanism

· Promote further our tourism, our new airports, higher education and shipping and expand our inadequate ports,
· Promote further alternative sources of energy

· Amend the budget for 2010 to create more jobs and growth prospects as well as value added through various development projects.  Even if the Cyprus economy were to be placed under the supervision of Brussels because of a deficit of over 3% this is not the end of the world so long as this deficit is caused by productive investments and non-recurring expenses.  Under the present economic crisis 24 out of the 27 member-states of the EU have exceeded the 3% limit of their deficit

· Last but certainly not least work for a workable and viable solution of our national problem

Pan-European Perspective of the Global Economic Crisis

Let’s first look at the main causes of the crisis, which did not emanate from Europe:
First, bad and excessive lendings over consumption and bubbles in property prices.
Secondly, poor corporate governance and lack of transparency among major financial conglomerates had intensified the financial meltdown.  Risk management systems of major US Banks broke down while compensation structures of financial executives were merely based on short-term performances.  

Thirdly, there was little global co-ordination between national regulators which prolonged the financial turmoil.  According to the views expressed by many foreign experts, the lessons we should learn from the crisis are the following:

· A stable financial sector is essential with financial authorities having sufficient means and measures to confront inherent risks.

· Regulators should promulgate proper procedures for the listing, trading and rating of various securities.  Rating agencies should be regulated and not just function as profit making entities, with much less reliance being placed on their ratings.

· The scope of existing laws and regulations should be enlarged to encompass the operation of all types of financial intermediaries.

· It is usually assumed that management of listed companies act on behalf of investors to protect their benefits in the long term.  This is a governance issue which entails correction through periodic removal of certain board members or even a complete change of management.

· Increased levels of transparency corporate communication and disclosure are essential.

With this background, the global financial and economic crisis speaks eloquently for the European Business Model and Europe’s inherent vigour in general.  Just as the financial crisis reveals the weaknesses of global markets and free–market thinking, the advantages of European modes of business have become strikingly evident.  Should EU reforms build on the these comparative advantages, Europe should emerge even stronger.

Many people were under the wrong impression that the financial and economic system had the mechanisms and the safety valves to avoid a global recession.  This was proven wrong.  So we need to strengthen those mechanisms of markets and economies supervision to ensure the taking of corrective measures with the appearance of early warning signs.  Furthermore, such strengthening needs to be co-ordinated at Regional and International levels.  Already the EU are working on a Pan-European plan for further supervision of cross-border financial markets with proposals for the establishment of a European Systemic Risk Council as well as a European System of Financial Supervisors.  

On a Pan-European level the question posed is what kind of financial system should Europe aspire to?  According to the Director of the European Department at the IMF, the 1957 Treaty of Rome put forward the objective of a single financial market.  Despite the costs of the crisis, which will undeniably be large, the rationale for such a single financial market remains compelling.  Moreover, for the EU, an integrated financial market is an essential complement of integrated markets for goods and services.  There is no rationale for having 27 separated and artificially isolated financial systems functioning on their own.  There are obvious benefits and potential of a single financial market.  This crisis was not caused by financial integration but by flawed financial innovations, incentive problems, inadequate and sometimes faulty regulations and macroeconomic policies.  Part of the reason why the crisis spread on such a global scale is the fact that many of these causes had been mirrored in financial and prudential systems around the world.  The IMF official concludes that an ambitious overhaul of EU’s cross-border financial stability arrangements opting deliberately for ‘‘more Europe’’ gives us the perspective of a well-performing and stable financial system and the opportunity should not be missed, even though Europe is difficult to co-ordinate.
Analysing the various challenges facing European integration and the EU institutional architecture as a result of the global financial and economic crisis, probably the best solution would be to increase the EU fiscal potential.  This would allow providing rescue packages to both financial institutions and member states in a co-ordinated way.  In addition, the EU must act to complete the lacking elements of the Single European market architecture (such as European financial supervision and help in strengthening global policy and regulatory co-ordination).  Analysts believe that Europe needs a Eurozone regulatory structure and if Britain wants a role it must manage its Eurozone entry.

The President of the European Central Bank Mr Jean-Claude Trichet has recently ventured the estimate that the economy of the Eurozone is coming out of the recession around the end of 2009 and shall enter a positive growth path.  

However, many observers believe that the economic crisis may split East and West in Europe as the meltdown puts huge pressure on the EU’s free market rules.  It is well known that the Central and Eastern Europe region is the sick man of emerging markets.
While the global crisis has hit practically the whole world, the situation in Central and Eastern Europe is particularly bleak.  After almost a decade of outpacing world-wide growth, the region has contracted in 2009 and entered in recession with particularly difficult problems to be solved, hopefully with help of the EU, at least for those countries that are already ΕU members.
It is also believed by Professor Seyad, Researcher at Stockholm University that the financial crisis was a testing time for the EU and its ability as an international organisation to withstand such serious turmoil.  All EU Member States have been victims of the Crisis to varying degrees.  He also believes that it is difficult to say whether the financial crisis will promote further integration and strengthen the unity in the union; or whether it will lay the foundation for a gradual disintegration.   

It is also interesting that the global financial crisis is strengthening Corporate Social Responsibility, not as a luxury in good times that makes companies ‘‘feel good’’, but as a part of a company’s core Strategy.  The Global Head of KPMG Sustainability Services, Wim Bartels said in a survey on CSR last year that ‘‘in a world of changing expectations, companies must account for the way they impact the communities and environments where they operate’’.  Almost 20% of all capital in Europe is now invested explicitly in the areas of environmental sustainability and social responsibility.

Looking ahead, the world will never slide back to the state it was in before the crisis struck.  

In another recent survey of the Economist Intelligence Unit, 59% of global business executives said that the current economic crisis has revealed shortcomings in their organisations that they are attempting to address and 66% said that their organisation is using the crisis as an opportunity to drive change that would have been difficult to achieve in better times.

So let us all invest in organisational changes that will ultimately result in more efficient and effective business practices.  This is a time of opportunity.

Thank you. 

