Weekly Review – 7th November 2005.

This is the last ‘half term’ edition of the Weekly Review and from next week it will return to its longer format.

UK News
The number of people declared insolvent in England and Wales in the third quarter of 2005 has hit a record high - figures showed 17,562 personal insolvency cases a rise of 46% on a year ago and these included 12,043 bankruptcies. It seems that this trend reflects the higher level of debt that has been taken on by the public. The largest rise has been in the voluntary procedure called the Individual Voluntary Arrangement. 

	


This is an alternative to traditional bankruptcy. 

Their number has nearly doubled in the past year, with 5,519 people choosing this route to resolve their debts in the third quarter. Total debt in the UK has now passed £1 trillion barrier, with the amount we owe on mortgages, credit cards and personal loans is more than 12% more in than it was 12 months ago.
Some questions
1. In your opinion what have been the major causes of increased debt in the UK?

2. Why do such levels of debt cause concern for some economists?

3. How might (a) a rise in inflation (b) an increase in base interest rates and (c) rising unemployment affect the current trends in bankruptcies?

EU News

More joining Euro?

The task of persuading the ‘new’ countries of the EU to join the Euro is starting to look quite formidable.

Poland, the biggest of the new EU member states, will have to mint up to five billion new coins. Slovenia, one of the smallest, will print 74 million banknotes and 235 million euro coins. 

Only one country, Estonia, has thought of how to get rid of the old notes and coins - something that proved a major headache for the 12 EU countries that adopted the euro in 2002. Other, such Estonia, Slovenia and Lithuania plan to join the euro zone in 2007 and look to be the best prepared of all the 10 new members. 

Slovakia, which plans to adopt the euro in 2009, was also praised for the practical preparations it has made... 

In order to join, countries must have low inflation rates, small budget deficits and limited currency fluctuations against the euro. Some of them, like Cyprus and Hungary, are already facing problems and have delayed their target date for adopting the euro. 

Poland, the biggest of the new EU members, is the only country that has not set a date. On the contrary, the new Euro sceptic government in Warsaw wants to increase the budget deficit. 

Amongst some countries already within the euro zone complaints have been made about price rises.
Italians and Germans in particular have complained that prices in euro are significantly higher than those in lira or Deutschmarks. The euro was also a factor in the rejection of the European Constitution by French and Dutch voters earlier this year. 

The European Commission estimates that the impact of the euro was actually limited to between 0.1% and 0.3 % and affected just a few areas, such as restaurants, hairdressers and cinemas. 

On Thursday, the European Central Bank - which sets the rates for the euro zone - left its key interest rate unchanged at a historic low of 2%, while the Federal Reserve raised US interest rates again to 4%.

The latest forecasts for membership of euro are:

2007 – Lithuania, Estonia and may be Slovenia.

2007 or 2008 – Cyprus, Malta and Latvia.

2009 – Slovakia

2010 – Hungary, Czech Republic and possibly Poland.

These dates were given to me last week in Brussels by National Bank of Belgium.

Some other information
What might a member of the ‘new 10’ expect to gain from joining the euro? The following are some of the proposed benefits that might flow to a new member of the euro zone.

1. The ‘one size fits all’ single interest rate.

2. The new member states are small economies with two-thirds of their trade already going to and from euro area.

3. The shape and structure of their economies is already changing and they are becoming less exposed to asymmetric shocks – the euro zone would increase this less ‘exposed’ economic structure

4. Their debt has fallen since they began to work towards membership and so have their domestic inflation rates.

However, might there also be pitfalls?

1. The ‘new’ members have less advanced economies than even Portugal, Ireland and Greece had when they joined the EU, so can ‘transition economies’ expect to move smoothly into such a zone?

2. Their financial markets remain under-developed.

3. Their domestic savings are low and too small to promote internal investment, so these countries will remain dependent on foreign flows of capital.

4. Their economies require structural changes in such areas as social protection, health, education and pensions.
5. Meeting the above will put considerable pressure on their ability to meet Convergence Criteria.

6. They might suffer from the Balasso-Samuelson effect, which will see their real exchange rate appreciate – making an agreed rate of entry value difficult.

Some questions
1. What is the European Monetary Union (EMU)?

2. How might the UK benefit from joining the ‘euro zone’?

3. In what ways are some of the ‘new ten’ countries struggling to meet the entry requirements for the euro?

4. In world terms how successful is the euro since it became the only currency of twelve member states in 2002?
International News
Coke ditches three flavours in US  

 The global drinks giant Coca-Cola is to end sales of three flavours in the US by the end of 2005. It has also decided to drop Vanilla Coke in the UK from early 2006. In the US Vanilla Coke, Vanilla Diet Coke and Diet Coke with Lemon are to be replaced by Diet Black Cherry Vanilla Coke and Black Cherry Vanilla Coke. These changes are being partly driven by two market changes - cherry flavoured drinks sales were up, as were low-calorie ones. 

The soft drink market is going through a period of considerable change with analysts saying that sales of Vanilla Coke slipped to 35 million unit cases in 2004 from 90 million unit cases in 2002. Whilst Vanilla Diet Coke sales fell to 13 million unit cases last year from 23 million unit cases two years ago. Sales of Diet Coke with Lemon have fallen from 24 million unit cases in the year of its launch, to just 9.9 million in 2004. Despite what might seem to some to be reactions based on poor figures Coca-Cola saw an increase in their second quarter profits of 9% - with strong sales growth being recorded in Mexico, China and other markets outside its US base. But ‘at home’ profits continue to fall.
Some questions
1. Why are low calorie drink sales continuing to grow?

2. As profits continue to fall at home how is Coca Cola reacting?

3. Where and how are UK domestic supplies of all Coca Cola drinks produced and why?

4. How successful were Coca Cola in the UK when they launched a mineral water drink?
