Scepticism over “decoupling” – 30 Oct 07

I have previously written about the decoupling of Asian economies from the US after the financial turbulence this summer – it seemed like a great explanation to why the Asian economies have not been affected by it.  “The suggestion is that powerful stock market rallies and strong growth in domestic demand and trade in the region have untied Asia’s economic future from the US and other developed economies”.
But I read an article in today’s FT which puts forward some arguments as to why this is only a short term event, but fundamentally, those economies still remain tied up with the West.

The arguments for decoupling are quite strong.  Firstly, Chinese savings are now being injected into their stock markets while domestic consumption increases.  Secondly, regional trade may have expanded enough to withstand a fall in US demand.  Testament to this is Japan’s record high trade surplus which is 63% higher than it was a year ago, but at the same time, exports to the US have fallen by 9.2%.  The EU has surpassed the US as the biggest destination for Chinese exports.  Thirdly, household spending has risen dramatically in Asia – in India, it has risen by 50% between 1996 and 2006 and by 130% in China.  Fourthly, stock markets in Asia have surged – the Hang Seng rose 58.2% this year.
However, there are sound arguments to why this decoupling has not happened.  In fact, the linkages may be growing.  Firstly, there is still a strong correlation between Asian stock markets and the US and Europe, which reached a 30 year high of 0.6.  Secondly, return on equity fell in Asia during the downturn of 2001.  However, I think that this argument is not very strong, as the world economy has changed quite a lot since 2001.  Lastly, some argue that monetary policy has not decoupled.  “Asian currencies are still much less volatile against the dollar compared with the yen or the euro”.
Sceptics argue that real decoupling will take a couple of decades.  But one thing is for sure; Asian economies are becoming less dependent on the US.
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