
Likewise, international trade involving developing countries 
between 1981 and 1990 was 41.8% of these economies’ 
GDP, compared to a massive 81.6% more recently. The 
opening up of global goods, services and labour markets 
over the last 30 years has presented a wide variety of 
opportunities, as well as challenges.  On the opportunity 
front, demand sources available to well positioned 
companies have grown substantially. Global integration 

also allows for more efficient exploitation of global 
comparative advantages – so that inflation is 
more subdued, and global real wealth is ultimately 
boosted. On the downside, this intensification of 
competition has threatened growth and 
employment in the regions which have been more 
sluggish to respond to changing global dynamics. 
This has had important implications for changes 
in the global distribution of wealth. 

More specifically, the intensification of 
international trade has driven countries into three 
broad economic groups, reflecting the 
exploitation of competitive advantages. Group 1 
economies are more efficiency and innovation-driven, with 
activities in the high value added secondary and tertiary 
industries. Group 2 economies are typically 
labour-intensive, with mostly secondary and some primary 
industries. Group 3 economies represent the others - the 
net consumers of the world with relatively low savings and 
investment. The US-led policy of quantitative easing and 

the global financial crisis from which it was born have 
played an important role in shaping these economies over 
the last 5 years. Group 3 in particular benefitted from 
massive capital inflows stemming from QE liquidity, which 
was due to generally high real interest rates, and reinforced 
strong credit-driven consumption growth. The resulting 
boost to domestic demand left policymakers more relaxed 
about reforming these economies and generating more 

supply-side efficiency.  Group 1 economies were the 
most badly hit by the global financial crisis due in part 
to strong inter-linkages in their financial markets. These 
economies were forced to undergo major structural 
reforms, including significant declines in real wage 
growth, massive private-sector deleveraging, and 
policy-driven energy sector changes.

As global liquidity conditions tighten, Group 3 
consumption growth will start to wane. The lack of 
supply-side reforms in these economies means that 
the import intensity of consumption and investment is 

high, and that there are often no suitable domestic 
substitutes for imported goods and services. The 
slowdown in capital inflows thus could drive Group 3 
exchange rates abnormally weaker, as the import intensity 
of these economies remains necessarily high. Additionally, 
as demand for Group 3 assets weakens, interest rates will 
rise, constraining domestic credit extension. 

The slowdown in growth and drying up of foreign capital 
may depress government funding, leaving less public 
money for consumer subsidies that are in many cases 
extensively utilised. A weaker exchange rate and lower 
capacity for consumer subsidies will drive inflation higher, 
threatening political stability in these regions. From a 
competitiveness perspective, increases in the cost of living 
in many emerging and middle income countries will 
continue to put upward pressure on labour costs. 

In this environment, the structural reforms undertaken by 
Group 1 economies are proving to be a key tailwind. 
Technological advances in producing energy, through 
means such as solar or shale gas, are having profound 
effects on lowering power costs in these countries.  Not 
only do these developments boost real income and 
stimulate domestic demand, but also allow Group 1 
economies to compete far more effectively with 
international peers in the goods markets. Superior transport 
and communications infrastructure in these economies 
allows them to adapt to changing trends more quickly. We 

have seen evidence of this in the US manufacturing 
sector, which for the first time in 15 years is creating 
new employment.

The net result is that countries with advantages in 
renewable energies will benefit substantially in the 
future. The competitive edge will put some emerging 
economies under pressure, and will pose a risk to 
the oil exporting nations. Just as the emerging 
market crises of the 1990s forced many of those 
economies to shake out their cobwebs, the global 
financial crisis has allowed certain developed 
markets to establish a more competitive economic 
position. Additionally, the lack of reforms in some 

emerging markets, particularly those in Group 3, leaves 
them vulnerable to crises in the future. Initiatives in South 
Africa relating to serious structural reforms such as the 
National Development Plan should now more than ever be 
fast-tracked into implementation. This will prove crucial in a 
world without easy money. 
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In the last 30 years, international trade has grown considerably. Between 1981 and 1990, trade by 
developed economies was equivalent to 26.5% of GDP on average. The latest UNCTAD figures, 
however, show that it is equivalent to a substantially greater 53.3% of GDP currently.  
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