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Mal aysi an econony facing “jobless recovery' situation
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EARLY this nmonth, sonme 400 top economists in the United States, including
10 Nobel |aureates, slanmed President George W Bush for his US$674

billion (RM.56 trillion) proposal to cut taxes.

Bush was al so slamed for proposing the |argest budget deficit (US$2.23
trillion for fiscal years 2004-2008) in the history of US Governmnent
fundi ng.

The group - including such eninent nanes as Lawence Klein of University

of Pennsylvania, Paul Sanuel son and Franco Modigliani both of
Massachusetts of Technol ogy, and Kenneth Arrow of Stanford University -
took out full-page advertisenents in American newspapers to launch their
campai gn agai nst the Bush econom c stimul us package.

Their argunments are essentially this:

That the Bush package to cut taxes to stimulate economic growth "is not
the answer” to creating jobs and growh - two serious problens that need
to be overcone urgently and within the shortest possible tinme at this
stage of the US econom c recovery cycle.

Al t hough statistics showed that the US econony had been growing in the
three quarters to Septenmber 2002 (reported to be 0.1 per cent, 1.4 per
cent and 2.1 per cent), the growmh had been so slow that very few jobs had
been created.

This situation gave rise to what economi sts around the world have now
conme to coin the term "jobless recovery", which basically neans an econony
is recovering but the number of jobs created is so small, that the
unenpl oynent rate continued to remain high as in a recession, or even
rising.

Doesn't this sound quite famliar with the Ml aysian econony?

The Mal aysi an econony has sl owed down considerably in the |ast few years
fromhigh gromth of earlier years. Two to three years ago, there were
retrenchnents, with factories closing down or shifting operations
overseas, mainly to China and Thail and.

The present recession in the US has characteristics that are
significantly simlar to Ml aysia s current slowdown, as far as the |abour
mar ket i s concerned.

As Larry M shel, president of Economic Policy Institute, a Washington-
based think-tank, told a US Senate Committee hearing in Septenber |ast
year:

"The decline in private sector enploynent - 1.7 per cent or 1.83 mllion
jobs - is larger at this point in the cycle than in the recessions of
early 1980s and 1990s.

"The increase in unenploynent has been nore uniformin this recession
affecting a broader spectrum of the work-force - by gender and by
educati on.

"I'n contrast, unenploynent in prior recessions rose nuch nore anong the
| ess educated. College graduate unenploynent this tinme around had al so
risen.

"In this recession, those who became unenployed tend to stay unenpl oyed
| onger, suggesting a greater mismatch between the types of jobs available
and the types of workers that are unenpl oyed."

In Mal aysia, the situation is alnpst simlar. Mre people are today out
of a job than the | ast sl owdown.

Unenpl oynent is nore broad-based, with sone having years of experiences,



sone highly qualified, and some still young in their working life. Mre
fresh graduates and college |eavers are known to be without a job for as
long as six nonths to a year.

In one instance, a business friend of the witer advertised for a clerk
and he received nore than 600 applicants, sone of whom even had degrees
and were willing to work for |ess.

This brings to a very pressing issue, which is also occurring in the US
that rising unenpl oynent woul d have the negative inpact of reducing the
| evel of income of those who are still enployed, and eventually the
working famly's income.

As M shel explained, incones in the US are growing faster than
inflation, but at only half the pace of a few years ago, at roughly one
per cent rather than two per cent real growh.

At the same tine, statistics showed a w dening of the incone gap between
the Iow and mddle-incone workers, and between the hi gh-wage and m ddl e-
wage groups.

This wage inequality is now across the board in the US, and hi gher
unenpl oynent has cut famly incones in general by as nuch as US$1, 800 for
2002 for the mddle-inconme famly.

"I'n short, high unenploynment rates relative to a few years ago are
beginning to lower the living standards of many working famlies,” M che
concl uded.

In Mal aysia, the stark economic reality is only beginning to exert its
consequences, as nore retrenched workers fail to find enploynent and as
their retrenchnent benefits begin to run out.

In many ways, the argunents of the group of 400 econonists could be
sound advice for Malaysian planners to take note of when drawing up the
stimulus package that Prine Mnister Datuk Seri Dr Mhathir Mhamad is
schedul ed to announce end of next nonth.

Cenerally, what the group of 400 economists is saying is that economc
grow h, though positive, has not been sufficient to generate jobs and
prevent unenploynent fromrising further.

They argued that, "to be effective, a stimulus plan should rely on
i medi ate but tenporary spending and tax neasures to expand denand, and
that it should also rely on imediate but tenporary incentives for
i nvest ments".

VWhat they are saying is that, first government planners should know the
meani ng of "stinmulus”, and should be clear about the characteristics that
a stinulus package shoul d have.

As M shel argued in a policy paper in Decenber |ast year: "Many policies
are purported to stinulate the econony, but it is inportant to distinguish
between those that will have their effects in the follow ng year, and
those that take effect only rmuch later."

That neans any useful stinmulus package shoul d strengthen the recovery
i Mmedi ately, and create nmore jobs within the next six to 12 nonths

He added: "Any stimulus designed to increase productive capacity - the
supply side of the econony - will be ineffective because at this tine,
there is already substantially unused capacity."

In Mal aysia, there are already unused capacities in the form of plants
and factories, many of which are currently running at way bel ow 100 per
cent capacity.

Then, there is also an oversupply of |abour which neans a | arge pool of
unenpl oyed.

But what is mssing, as Mshel argued, are the "custoners" for the firms
to increase their sales.

Busi nesses need nore sales to survive. At this stage of the recovery, they
do not have the custonmers to buy their products.



Wth nore sales, profits will also rise, and so will nore firnms enploy
nore workers. Investnents in plant and factories will follow next to
produce nore to neet the hi gher denand.

In economic term nol ogy, what we have is excess supply but insufficient
denmand. Thus, this nismatch is not able to produce an equilibrium on the
mar ket .

It would be a sheer waste if econonmic planners were to introduce
neasures just to spur nore business investments at this stage. It would be
i neffective, as business investnments will continue to remain sluggish
until consumers pick up their spending.

I ndeed, as in the US, many busi nesses in Ml aysia already have
sufficient cash resources in hand to invest nore, and the present |ow
interest rate regine should also provide them with additional capital for
i nvestments. They would only do so if consuner spending increases.

It has been proven that governnent spending would be a nore effective
tool to stinmulate consuner spending than tax cuts or rebates. The latter
nmeasure nmay result in |eakage when consuners save rather than spend

To the higher-incone earners, the tax cuts or rebates may not even
matter nmuch to their pattern of spending.

This conmes to the next issue: That a "stimulus" package should al so have
fiscal discipline - a point on which Federal Reserve chairman Al an
Greenspan parted ways with his boss, President Bush.

About a week ago, G eenspan enphasised at a congressional hearing the
i mportance of |ong-term fiscal discipline

He said: "There is an aggregate anount of fiscal capacity in any
econony, and we are very clearly straining capacity of this system ow ng
to the inexorable retirenent of a very significant part of our population
starting at the end of this decade.”

Bush's US$2.23-trillion budget deficit is to last till 2008 - which is
about the end of the decade that G eenspan is tal king about. The burden of
carrying the costs of financing that huge deficit would also have to fall
on the shoulders of the population existing then, which G eenspan referred
to.

The purpose of a good "stinulus" package is only to get the econony
rolling again, so that the private sector would come in to play its role
in restoring the econony's health.

So, as Mshel said, for this "one-time short-run objective, permanent
ongoi ng neasures are inappropriate”, neaning a permanent "stinulus”
package is unnecessary. Such a package could also adversely affect the
Governnent's fiscal position in the next five to 10 years

Dr Mahathir had said last nonth that there would not be any fisca
stimulus, adding that "if we do not have the noney, we will not punp-
prime".

Nati onal Economi ¢ Action Council executive director Datuk Mistapa
Mohaned was nore direct when he said |ast week that the Prinme Mnister
woul d be announcing a "growh package" that ainms to nake Ml aysia nore
conpetitive

"We are not tal king about expenditure, about nobney. W are talking about
systens, about procedures, about inproving the governnent delivery
system "

Coul d then the growmh package that the Prine Mnister plans to announce
be a long-term economic plan with nore permanent neasures? Wich could
mean it is not a stimulus package.

If on the other hand it is a stimulus package, and if it involves tax
cuts and punp-primng spending, then it should be designed with conponents
that are "one-off and tenporary"”.

In essence, for a stimulus package to be effective in giving the econony



a nudge, the neasures proposed should conprise those that will have an
i medi ate inpact and those that will take effect six to 12 nmonths down the
r oad.

A stinmulus package should also target the "unfulfilled" social needs,
such as repairs needed on existing, or construction needed for new,
educational facilities, as well as inprovenents needed for sanitation and
sewerage facilities.

Tenporary spending by the Governnent on these "unful filled" social needs
woul d not only stinulate consumer demand but also nmeet the social needs
which eventually will raise the overall standards of 1iving

One final note: In Malaysia, there is a rather nisleading yet pervasive
view that since the stock market is a baroneter of the econony, pushing
share prices up would help revive a sluggish econony.

Many econoni sts have today argued that economic policies should not be
targeted at getting the stock market up, so as to help those suffering
pai nfully fromtheir |osses.

They said that governnents in general should not be in the business of
providing safety nets for shareholders. There are many reasons why this is
so.

There is no basis of establishing what the correct level of the market
should be. No one really understands what noves the market. The connection
between rising share prices and inprovenent in the well-being of a
majority of the people has not been established conclusively.
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