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Ladies and Gentlemen,

Everybody listening to me today knows that the world economy has, over

the last few months, been hit by a more powerful blow than any seen in

our life-time. Most commentators suggest the world economy is facing

a downturn which will be more brutal than the Global Financial Crisis of a

decade ago, more brutal than the Asian financial crisis of the late nineties,

and more brutal even that the sharp downturn of 1987. This shock

could conceivably be of the same magnitude as the Great Depression of

the thirties, though I hope we learnt enough from studying that crisis that

we will not make the same mistakes that were made then.

Just a few days ago, the International Monetary Fund issued their latest

World Economic Outlook report, complete with projections for economic

growth (in real terms) for 2020 and 2021.



In January, the IMF projected that the world economy would grow by

3.3% in 2020. Now they project that the world economy will shrink by

3.0% this year.

In January, the IMF projected the US economy would grow by 2% this year.

Now they project it to shrink by almost 6% (by 5.9% to be exact).

In January, the IMF projected China to grow by 6% this year. Now they

project it to grow by just over 1%, the slowest rate in living memory.

And as if to emphasise that bleak prospect, China’s growth in the first

quarter of this year was, at -6.8%, the most dismal outcome for any

quarter since 1976.

In January, the European Union, the third largest economic zone in the

world, was projected to grow at a modest 1.6%. Now the economies

of the European Union are collectively expected to shrink by 7.1% this

year.

In January, the IMF projected Japan to grow by a very modest 0.7% this

year. Now, the Japanese economy is projected to shrink by 5.2% this

year.

And in the accompanying commentary on these projections, the IMF

admitted that “there is extreme uncertainty around the global forecast….

It is very likely that this year the global economy will experience its worst

recession since the Great Depression, surpassing that seen during the



global financial crisis a decade ago. The Great Lockdown, as one might

call it, is projected to shrink global growth dramatically. A partial

recovery is projected for 2021… Much worse growth outcomes are

possible and maybe even likely.”

The IMF now projects the economy of my own country, New Zealand, to

shrink by 7.2%, and there are some economists in New Zealand who

expect an even bigger decline. The New Zealand Treasury estimates

that over the four weeks during which our economy has been quite

tightly locked down – four weeks which is scheduled to end on Thursday –

the economy actually shrank by some 40% as very large numbers of

businesses were closed and their employees idle at home.

Of course, some businesses have been able to continue working. I am

chairman of the New Zealand subsidiary of ICBC and we have been able

to continue functioning with staff working from home. But many

businesses simply cannot have their staff working from home – those

employed by manufacturing companies, for example. And the many

businesses catering to foreign tourists – airlines, hotels, restaurants,

rental car companies, tour companies – have suddenly found themselves

without any customers.

The social costs of the pandemic, and of the sudden slowdown in

economic activity in all the countries in the region triggered by attempts

to control the pandemic – indeed, in all the countries of the world – are

enormous. We don’t yet have a clear idea of what the unemployment



numbers will look like, and they will vary from country to country

depending on the institutional arrangements in each country. But we

know that, for example, the IMF projects unemployment in the US to go

from below 4% of the workforce to 10% later in the year, while some

credible US commentators see it rising to above 20%. A few days ago,

an article in the Washington Post noted that by last weekend, 25 million

Americans were expected to have filed for unemployment benefits since

the middle of March, “obliterating all 22 million jobs created since the

end of the last recession in 2009”.

And we know also that with increased unemployment go a host of other

social problems – domestic violence, marriage break-up, mental illness,

murder and suicide. All of this comes on top of the health issues caused

by the Covid-19 virus itself, issues which can largely be dealt with by

developed countries, including China, but which are very difficult or

impossible for a great many less developed countries in Asia, Africa and

the Pacific.

So much for the background. I have reminded us all of that background

before I talk about trade and investment because the substantial

slow-down in economic activity in all our countries is having, and will

continue to have, an enormous influence both on the volume of trade

and investment and on the attitude to both.

The pandemic and related substantial slow-down in economic growth has

an obvious effect on trade, especially though not exclusively on trade in



services. International tourism has to all intents and purposes ceased to

exist. To take New Zealand as an example: we were projecting tourist

arrivals to be some 4 million this year; now our borders are effectively

closed. All of a sudden, many thousands of people who were employed

catering for the needs of those tourists are out of a job. The same is

true for many of the countries in the region, and of course in other

countries too, such as Greece and Italy.

Similarly, the provision of secondary and tertiary education to foreign

students – in New Zealand’s case, particularly from China and India – has

virtually ceased, with far-reaching implications for some of our schools, all

of our universities, and indeed the residential property market, which had

been buoyed by the purchase of housing by Chinese parents for their

student children.

Some countries in the region, though not New Zealand, are heavily

dependent on remittances from their citizens working abroad – one

thinks, for example, of the many thousands of Filipinos working in

Singapore and the Middle East who may find themselves without a job.

Even the mechanics of trade have been complicated by the economic

slow-down. While by far the largest volume of freight moves by sea of

course, a lot of high value cargo and cargo with a limited shelf-life (think

strawberries, cherries, lobster, flowers, and so on) travels by air – and has

relied on using the otherwise-unused cargo capacity of passenger aircraft.

But with passenger aircraft almost entirely grounded, that way of getting



high-value freight to international markets has gone.

Quite apart from that direct effect of the global slowdown on trade, there

is a more insidious factor at play – a factor which was growing even

before the pandemic hit aggregate demand so badly.

I don’t think I need to remind anybody in this audience that the tension

between the two greatest Powers on Earth has been growing for some

years, perhaps particularly since the election of Mr Trump as President of

the US. And this tension has been particularly evident in acrimonious

trade negotiations.

Contrary to the views of any economist I have ever met, Mr Trump

believes that the balance of payments deficit which the United States

runs with the rest of the world, and particularly with China, means that

the rest of the world is somehow exploiting the US; and he has tried all

kinds of measures short of dealing with the underlying factors which

actually do cause balance of payments deficits to rectify that situation.

In particular he appears to believe that he can reduce the deficit by

erecting trade barriers of one kind or another against imports, and he has

focused on China because that is where a large part of the dollar value of

the deficit appears to be coming from.

Into this environment which was already hostile to trade comes the

severe economic slowdown caused by the pandemic – a pandemic which

he can plausibly blame on China.



Moreover, when Americans noticed that many of the pharmaceuticals

which they routinely use – and now badly need – came from China, the

scene was set for a further increase in protectionist sentiment. This

protectionist sentiment appears to be very strong in the US at present. I

came across a widely-read US daily newssheet a few days ago, which

read:

Whether it is in developing 5G or other technologies, America

needs to mobilize and be the world’s leading export nation, the

same way we became energy independent and a leading

energy-exporting nation. We have to grow our economy and not

rely on enemies of democracies to import our essential goods,

either medical or technological.

No surprises for guessing which country the writer was referring to.

Earlier this month, the Japanese government announced a US$2.2 billion

subsidy programme to encourage Japanese firms in China to move not

only back to Japan but also to other countries in the region. Other

countries may implement similar programmes, and further accelerate the

corporate exodus from China.

All over the world I suspect there will be voices calling for more

protection against imports. People will be saying “Let’s make our own

pharmaceutical supplies, let’s assemble our own cars, let’s make our own



clothing – and provide jobs for our own people.” And to a great many

politicians, those calls to create more jobs locally by keeping out goods

made by foreigners will sound plausible. At least in my country, and I

suspect in many others, too many political leaders have no memory of

just how damaging to longer-term prosperity high barriers against

imports usually are.

This antagonism to imports is a natural political reaction to a sharp

downturn in domestic demand. We saw it in an acute form in reaction

to the Great Depression, and we’ve seen it to a greater or less extent in

response to recessions since that time.

There is currently a somewhat similar reaction against foreign direct

investment, especially from China.

I admit I feel very strongly on this issue, I suspect in part because I am a

convert from a time in my life when I saw foreign direct investment as

dangerous and exploitative.

I did the thesis for my Master’s degree on New Zealand’s heavy

dependence on foreign capital, and I noted that foreign direct investment

was particularly to be avoided because it typically cost more than

government borrowing and involved handing control over key decisions

affecting New Zealanders to foreigners in London or New York. When I

went to Australia, I spent more than three years writing a doctoral thesis

on the effects of American corporate investment in Australia. Starting



from a strong belief that detailed study of 100 Australian companies

controlled by American parents would prove how damaging such

investment was to Australia, I had to admit that I had been completely

mistaken: American investment had overwhelmingly been in Australia’s

own national interest, and in those cases where that was not the case, it

was a consequence of foolish Australian government policy.

So I start from the assumption that foreign direct investment is normally

beneficial for the recipient country.

There has been a reasonable amount of Chinese investment in New

Zealand.

The investment I’m most familiar with of course is that by the Industrial

and Commercial Bank of China, and I’m familiar with it because I am the

Chairman of the New Zealand subsidiary of ICBC, as I’ve already

mentioned. ICBC (NZ) is a wholly-owned subsidiary of ICBC in China,

and ICBC is about 70% owned by the Chinese state. In other words, it is

quite explicitly controlled and primarily owned by the Chinese state.

And the same is true of the two other Chinese banks operating in New

Zealand, the Bank of China and China Construction Bank. In New

Zealand, we are very familiar with major corporate entities which are

majority owned by the government, but with a minority private

shareholding – that is true, for example, of Air New Zealand and three of

our largest electricity generating companies. So far, I’ve seen nothing to

indicate that ICBC expects its New Zealand subsidiary to operate in



anything other than a profit-maximising way.

Much of the Chinese investment in New Zealand is focused on our

agricultural industry, which is hardly surprising given that agriculture is

the part of the New Zealand economy which has most to do with China.

At least three different Chinese dairy companies have interests in the New

Zealand dairy industry. One of them, the Yili Group, invested in New

Zealand by buying a company called Oceania Dairy, a wholly

farmer-owned company of which I was the chairman. The farmer

owners of Oceania Dairy had planned to invest $80 million to build a milk

powder plant and spent money getting all the various consents needed to

establish the plant – and then decided that actually financing the plant

was beyond their financial capacity. Yili bought the company and

proceeded to greatly expand what had been planned to encompass a

much larger operation, to the benefit of New Zealand farmers in both the

Canterbury and West Coast regions of New Zealand.

And yes, the three Chinese-owned dairy companies have expanded at the

expense of Fonterra, the farmer-owned cooperative which dominates the

New Zealand dairy industry – but Fonterra still handles over 80% of all the

milk produced in New Zealand and the competition from the increasing

number of smaller players has almost certainly been to the benefit of

dairy farmers generally.

There is also significant Chinese investment in the New Zealand meat



industry – for example, Shanghai Maling Aquarius owns a 50% stake in

Silver Fern Farms Cooperative, one of the largest meat processing

companies in New Zealand – and in the forestry sector, mainly in the

ownership of forestry itself (rather than in processing).

Chinese investment has been increasingly evident throughout the world.

And with it has come some increase in hostility. In New Zealand, a book

called “The Jaws of the Dragon” talks of the menacing power of Chinese

investment in New Zealand, and that was published even before the

pandemic caused a sharp downturn in financial markets.

A common myth being circulated on social media suggests that China may

have engineered the pandemic in order to deflate international share

markets, thus making it easier for Chinese companies (which, it is

asserted, are all under the direct or indirect control of the government in

Beijing) to buy up major companies in other parts of the world at bargain

basement prices.

Until recently, only quite large foreign corporate investments in Australia

required approval from the Foreign Investment Review Board. As from

the end of March, every acquisition of an Australian company by a foreign

company requires the Board’s approval, and the change was explained in

terms of the effect of the pandemic on the price of Australian shares.

In some parts of the world, fear of foreign investment, and particularly

investment from China, verges on paranoia. A few days ago, I saw a



short video clip from a TV programme in India which reported that the

Indian Government was “concerned” because the People’s Bank of China,

China’s central bank, had bought shares in HDFC – the Housing

Development Finance Corporation. And how much had they bought?

Exactly 1.01%! If the Indian Government really is concerned by such a

tiny investment, paranoia has got totally out of control!

European countries have also in some cases tightened their rules on

acquisitions by foreign corporations for fear that European companies

could be bought cheaply in a situation where they are weakened by the

recession.

In this potentially perilous situation, there is clearly a role for small

countries to play: they have the most to lose from a retreat into

protectionism. I am pleased that just a few days ago New Zealand and

Singapore signed a new trade initiative to ensure supply chain

connectivity and the removal of blockages to trade in a list of essential

products that includes medicines, and medical and surgical equipment.

The two countries undertook to remove tariffs, not to impose export

restrictions, and to remove non-tariff barriers. It was called an “open

plurilateral” initiative so that other countries can join it any point.

It is imperative that all those who want a peaceful and prosperous world

work hard to prevent a dangerous slide into protectionism. A wise

person once said “When goods cannot cross borders, soldiers will”. That

is surely one of the lessons from the thirties and one we must not forget



as the world heads into very turbulent economic waters.

Don Brash
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