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Better management of inventory and inflation makes world economies more
flexible

By John Clinkard, Consulting Economist, CanaData

The phrase “risk of a U.S. economic recession” has appeared with increasing frequency in the financial press. Over the post-war
period, Canada has experienced 11 economic recessions with varying degrees of severity. A recent article in the Economist reported
that there had been a number of recessions over the past 20 years in most major developed countries. However, according to three
economics professors, Stephen Cecchetti, Alfonso Flores-Lagunes and Stefan Krause, the pattern of economic growth in much of the
world is stronger and more stable than it has been in the past.

The analysis by the economists found that improved inventory management procedures, reflected by the steady downtrend in the
ratio of inventory to shipments (see chart), have enabled firms to produce smaller batches of goods “just in time” to meet a
consumer’s changing needs. This strategy avoids large, potentially destabilizing inventories which have caused production
shutdowns and layoffs in the past.

Another factor which has helped to reduce economic volatility is the concerted effort by most central banks to rein in inflation. Banks
have reduced financial market volatility and created a positive climate for increased business investment.

Currently, over 80% of the world’s economies are experiencing growth over 2%. By comparison, twenty years ago, the economies of
one out of three countries were contracting. On an international basis, inflation has moderated. The proportion of the world’s
economies with inflation over 10% has fallen from 66% in 1980 to under 16% in 2007. Not only is growth stronger and inflation
lower in most of the world, but both of these economic variables have become much more stable.

Of course, no one can predict if — or when — the world will undergo another major economic contraction. However, just as medicine
has reduced the incidence of many fatal diseases, sophisticated management systems and improved financial regulation have made
most global economies more flexible and resilient.

John Clinkard has 30 years experience as an Economist in international, national and regional research and analysis with leading
financial institutions and media outlets in Canada.
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