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2008 : the growth cycle is coming to an end.
During the last ten years the world economic growth has been exceptionally strong. It
pulled millions of people out of poverty.
In 2008, however these gains are threatened by three converging crises, financial,
energy and food.
All over the world, these crises have generated social unrest, resulting in serious
disturbances and riots in the poorest countries. These tensions have been put down
to globalization and have locally resulted in protectionist attitudes.
Beyond the inevitable cyclical reversal, it is becoming more and more clear that we
have now reached the limits of our development model.
Following the 8th edition of the economic forum, le Cercle des économistes draws up
three main conclusions:
– Corporations have played a major role in the outbreak of these crises.
Neither their responsibilities nor the backlash they have suffered have been
adequately analyzed. Neither the debates that have taken place nor the proposals
that have been issued have acknowledged the fact that the objectives, the
functioning, the regulations and the integration in the social fabric of 21 st century
firms would be of such paramount importance for the new model of economic growth.
– The model that will ultimately emerge will be determined by the type of
relationships between corporations, States and society as a whole. This new
model will not be limited to the current 1,000 national champions. Quite on the
contrary, all the companies, big or small will be concerned.
– Growth is still strong in many regions of the World: Asia, South America and parts
of Africa. The countries that will be able to take advantage of it are those that will
have implemented a new alliance between firms, State and society, at the same time
making the most of globalization and protecting their people.

The purpose of this declaration is to define the three principles on which this
relationship between firms, State and society should now lean on.

I. What did we learn in 2008?
– Debt has fuelled growth as per the rules governing Anglo-saxon capitalism:
unreasonable
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disintermediation, short-termism, hence profound international financial imbalances
the cost of which we are now paying.
– Regulations and institutions that govern world markets have become more and
more destabilising and procyclical.. Among those, special responsibility should be
assigned to prudential regulation and accounting norms, particularly adjusting value
to follow market values, the risk-incentive way in which company directors are paid.
– The widening of inequalities between countries and within each country, even if this
gap is partly hidden by the growth in purchasing power of a rising middle-class in
emerging countries, particularly in India and in China.
– The refusal to take account of the predictably unavoidable rise in the cost of raw
materials, which prevented the implementation of new energy policies.
– The current debate on sovereign wealth funds shows that the issue of the
ownership of capital and of the exchanges with largely nationalized economies
remains unsolved.
II. Three mainstays for 21st century firms

We are not trying to establish a single model; our ambition is to open up a range of
possibilities to be built on common bases that will allow firms to adapt to permanent
changes. In our view, there are three essential and inseparable mainstays.

1. Firms must take their social and environmental responsibilities

This requires the invention of a new social pact. Like any other human activity,
economy must be based on ethic rules. This implies new rules in the ways of paying
directors and managers. We also believe that a better representation of all the
stakeholders should be implemented. Firms should be more involved than they are in
social protection and further training of their employees with due respect to European
social benefits. Provisions should be made for firms to contribute to the financing of
the community, itself concurring to their productivity. This will stem from the
harmonization at European level of companies tax bases and subsequent
coordination of this tax rate, from the implementation of fair practise concerning
transfer prices and fiscal optimization. Finally, firms should be involved in the fight
against climatic changes even if States should lead the way in these matters. The
latter objective should be made compatible with the demands of competition.

2. Open up new free spaces for companies

While the growth cycle is coming to an end, signs of a further fragmenting of the
World’s economy are increasing. This is something le Cercle des économistes have
been worrying for some time; should this phenomenon continue it will lead to an
overall pauperization. The response lies in both competition and respect of local
identities. Competition is not a necessary evil it is an indispensable good. Concerning
the French market of goods and services, le Cercle des économistes considers that
the new laws on the modernization of economy are heading in the right direction.
they should be prolonged with a view to reducing financial privileges that cripple
growth. In the specific case of public markets, medium size companies and large
firms do not stand on equal footing. This should be amended by a European style
Small Business Act. Concerning the labour market we call for firms to join forces with
trade unions to define a new balance between flexibility and job security.
Large and middle size companies do not have equal access to the capital markets.
Access to capital should be made easier for small businesses notably via the
development of private equity funds. The shortening of payment deadlines as made
provision of in the LME (Law for the modernization of economy) is a very short term
must.

The ownership of companies’ capital whatever their size will be a crucial issue in the
years to come. Le Cercle des économistes attached as they are to the free
circulation of capital believe that this cannot be achieved without strict reciprocity
investment rules. We firmly believe that, within a transparent framework designed by
investors, any State is entitled to have a say in foreign investments as soon as they
constitute a threat to its sovereignty.

The advances made by the Doha cycle are obviously insufficient, but Le Cercle des
économistes believe it is necessary to put an official end to it in Geneva, at the end of
July. This will make it possible to summon up the resources of multilateral
negotiations on the creation of new regulations.

3. Define new ways of producing norms

Together with accepted society rules and extended economic freedom, the third
mainstay will be the production of norms. Accounting norms are a perfect illustration
of the fact that both institutional regulations and self-regulation have failed to
embrace the complexity of the current economic system.
The production of accounting norms for corporations was entrusted to a private
institution, namely the IASB, which came out with a system which was bound to end
up in a crisis as was demonstrated during the 2007 credit episode.

We therefore recommend
– to revise the IFRS norms as well as Basel II to away with their procyclical
dimension,
– to strengthen banking and financial prudential norms,
– to rethink Solvency II while it is still time as it seriously reduces the capacity of
European insurers to invest in companies,
– to open new negotiations, in the wake of the Doha cycle, towards a multilateral
agreement capable of regulating international investment.

Finally and in agreement with its former declarations, Le Cercle des économistes,
reasserts that this production of new norms will be possible only within the framework
of an extended world governance in which successful emerging countries would take

on increased responsibilities provided they fully accepted multilateral regulations.
This is a necessary condition for a balanced development of the world economy.

