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50 SHADES OF ‘NEW NORMAL’: WHIPPING COMPANIES
TO EMBRACE AN ALTERNATE SOCIETAL LIFESTYLE

(PART 1)

THE BIRTH OF AN ALTERNATE REALITY
Introduction

The ‘New Normal” seemed to have
happened overnight with the advent of the
coronavirus. Whilst there were signs and
warnings that major disruption was around
the corner before the COVID-19 virus hit
us; these were doomsday scenarios of the
future, rather than one that required
immediate crisis management today.

Climate change was the biggest of the pre-
COVID-19 doomsday scenarios. The Paris
Accord gave us hope that if all the countries
pulled together and reduced our
greenhouse gas emissions, we could keep
global warming below 2°C. The other worry
was a potential Nuclear War starting in the
Middle-East, but then President Obama
had brokered the Iran Nuclear

Agreement, to the collective relief of the
whole world. The Economists and Bankers
worried about the alternative world of
cryptocurrencies such as Bitcoin, that could
use Blockchain technologies to by-pass the
traditional banking systems. Facebook, the
massive social network, along with 27

other partners, were touting the Libra
digital coin and the corresponding digital
wallet, Calibra, as a way to make sending
payments around the world as easy as it is
to send a photo.

Generational Change

Before the coronavirus pandemic, what is
called the ‘"New Normal’ today, was simply
called “generational change”. Children
watched ‘Daniel Tiger’ and ‘Peppa Pig’
instead of Mickey Mouse or Donald Duck.
The superhero comic books already had
‘Thor’ the Norse God of Thunder as a
female; and Superman had died after battle
with the villain ‘Doomsday’. Out in space
Pluto was no longer a planet; and Elon
Musk had a ‘Tesla’ car orbiting the Sun.

On the political front, we had populist
dictators running so called democracies;
but the scale of destruction that they
would later cause in their mismanagement
of their own country’s pandemic response
was not on anyone’s radar. In

Europe, Brexit happened on January 31,
2020, bringing to an end 47 years of British
membership of the EU and the institutions

Prof. Janek Ratnatunga
CEO, ICMA Australia

that preceded it. In Asia and Africa, China’s
global intentions were fairly transparent
with their ‘Belt and Road Initiative’; and its
claims to disputed islands in the South
China seas was already causing significant
tensions. The Golden Arches Theory of
Conflict Prevention where the author
stated that no two countries that had a
McDonalds Restaurant would go to war
with each other because of the power of
globalisation was being severely

tested.[i] Tensions along the India-Pakistan
border had resulted in many skirmishes,
but no official war had actually broken out.
Both countries have McDonalds
restaurants, so war was prevented by
business interests just as the theory had
predicted.
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During the COVID-19 pandemic tensions
heightened, with troops in the India-China
Himalayan border actually killing each
other with rocks. Thankfully, no weapons
were discharged. Globally, tensions today
are at a fever pitch, with USA and Australia
accusing China of sophisticated ‘hacking’ on
a large scale. Chinese companies such

as Huawei were being blocked from being
involved in sensitive IT networks;

and TikTok was being accused of being an
arm of the Chinese government, with a USA
threat to block it, or take the company
over. Business leaders appear to have been
effectively silenced by the increasingly
hostile posturing of the political leaders of
the USA, China, UK and Australia. It was
only when President Trump announced
that the USA was going to ban WeChat;
was there some push-back from over a
dozen large US businesses doing business
in China, where the ubiquitous app is used
by 1.2b people globally. Business leaders
around the world need a more proactive
strategy to safeguard their interests, as a
hostile ‘trade war’ leaves no casualties.

On the Social front major changes were
also happening before the COVID-19; but
the pandemic has exacerbated these
issues. The global #metoo movement
brought down some big names, and
companies had to rethink their sexual
harassment policies. Although the
movement is primarily about women who
have been harassed by men; the
organisational hierarchies of many
companies that have women in positions of
authority and power, could soon be
subjected to a #MENtoo movement.

The ‘Black Lives Matter’ movement with
the use of the hashtag #BlackLivesMatter,
began on social media in July 2013, after
the acquittal of George Zimmerman in the
shooting death of African-American teen
Trayvon Martin. The movement became
nationally recognized in the USA for street
demonstrations following the 2014 deaths
of two more African Americans. During the
COVID-19 pandemic the movement got
supercharged and went global, after a
white police officer, Derek Chauvin, knelt
on African-American George Floyd’s neck
for nearly eight minutes and choked him to
death. There were demonstrations in
almost every country from Europe to Asia
to Africa. Many participated in the
marches, not only in support of the
movement, but also as a release from their
‘lockdown’ due to COVID-19. During the
protest marches many of the statues of
those considered as slave traders and
racists were attacked and either defaced or

damaged. There were even calls to ‘defund’
the police.

President Obama in 2019 asked people to
be ‘Woke’, which is now increasingly used
as a byword for ‘social awareness’. Such
awareness has resulted in previously
published literary and artistic works being
either ‘censored’ on a piece-meal basis; or
the entire works of that author, director or
entertainer being ‘cancelled’. This has
significant consequences for business. For
example, a book published in an earlier
generation might suddenly be ‘censored’
because of language, racial
characterization, or depiction of drug use,
social class, or sexual orientation of the
characters, or other social differences that
are viewed by today’s moralists as harmful
to the readers. Such a posthumously
censored book will not only cease
accumulating royalties, but worse still be
subject to costly litigations against the
author’s estate. A body of work that is
‘cancelled’ entirely for whatever reason,
loses all its value. There was a move to
cancel all of Michael Jackson’s music after
child-abuse accusations by the victims in
the ‘Leaving Neverland’ program aired on
HBO; but Billboard said that his work was
too extensive to ‘cancel’.

The Big Bang of the New Normal

The exact date the world changed
dramatically is unclear.

On 31 Dec 2019, the World Health
Organisation (WHO)'s Country Office in the
People’s Republic of China picked up a
media statement by the Wuhan Municipal
Health Commission from their website on
cases of ‘viral pneumonia’ in Wuhan. It was
only on 27 January 2020, that the WHO
Regional Director for South-East Asia issued
a press release that urged countries in the
Region to focus on their readiness for the
rapid detection of imported cases and
prevention of further spread. Finally, on 11
March 2020 WHO announced the COVID-
19 outbreak as a pandemic. By then, the
global network of international travel had
taken the virus to all corners of the Earth.

Since then our “New Normal” has had
many shades such as: Flattening the Curve;
Social Distancing; Home Schooling; Travel
Restrictions; Self-Quarantine; Lockdowns;
Hot Spots; Compulsory Face Masks; Contact
Tracing, Intensive Care Units

(ICU), Ventilators and Vaccines.[ii]

We also came to understand the
importance of millions of essential ‘Front-

Line Workers’ who, despite the hardships
and health risks, continued to do their jobs
during the COVID-19 pandemic. These
hardworking heroes continued keeping
their country’s citizens fed, picking up their
garbage, providing them life-saving
medicine, delivering their groceries and
packages, preparing and/or delivering their
food, cleaning their hospitals, caring for
those who are most vulnerable, and
keeping us safe—often while earning low
wages and few benefits.

In addition to direct health care workers
such as medical doctors and nurses, such
frontline workers include health care
support workers such as orderlies and
phlebotomists; direct care workers such as
home health and personal care aides; and
health care service workers such as
housekeepers and cooks. Also, those who
kept the supply lines working, such as truck
drivers, taxi drivers and supermarket staff
who diligently controlled shoppers to
ensure that a repetition of the “Great Toilet
Roll Shortage of March 2020” and similar
panic buying and hoarding by customers
did not happen.

The pandemic has exposed and
accentuated inequities in the economic
system. Those in white-collar jobs can work
from home, but “essential” front-line
workers must continue to work, and are
therefore at greater risk of contracting
COVID-19, all the while for poor pay. Those
in industries such as hospitality
(disproportionately young, female and with
black or brown skin) have borne the brunt
of job losses.

The lockdowns of entire cities created a
‘new normal’ for our access to news and
entertainment. Streaming services such

a Netflix and YouTube had a fifty-fold
increase in traffic; as did volume of
postings on social media sites such

as Facebook; which also had a spike in
posting of ‘Fake News’ and ‘Alternate
Facts’. These often gave confusing,
conflicting, non-scientific information
about COVID-19 and its origins, treatments
and conspiracies. There was even
conflicting advice as to the usefulness of
wearing masks in publics, uploaded or
posted sometimes by those claiming to be
medical professionals. Sometimes,
extremely dangerous utterances such as
the advice to use Bleach to prevent COVID-
19, was disseminated around the world at
lightning speed. Facebook morphing into
‘Fakebook’, was another virulent shade of
the ‘new normal’.
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The greatest short-term impact for most
companies has been the sudden transition
to a “Work from Home (WFH)”
environment. This ‘new normal’ of a WFH
culture has raised the multiple issues that
come with it, such as: sharing excel files
through multiple locations; boosting
internet bandwidth; factoring home office
costs; building corporate networks;
ensuring information security and data
protection and consider workplace safety
issue as all homes becomes places of
work.[iii]

In the corporate world, the big winner has
been Zoom, one of the dozens of video
conferencing services. Zoom has risen to
the top, thanks to intense separation
measures, a profound resonance within
this new social distancing culture and the
new WFH environment. A ‘Zoom culture’

has become one major shade of the new
normal, with daily downloads of the Zoom
app have increased 30x since COVID-19;
and daily users have spiked to 200 million
in March, up from 10 million in December.
Zoom is not only a big winner in business
communications, but also with millions of
people being forced to stay home to help
stop the spread of COVID-19; with many
finding creative ways to virtually stay social
through happy hours, trivia nights and
birthday parties.[iv]

However, this new WFH culture — where
either multiple members of a family maybe
working from home, or when some are
working whilst others a caring for young
children or supervising home schooling —
has created added pressures on family
dynamics. Whilst some have taken this new
normal to get healthier by walking and
exercising; other have turned into couch
potatoes watching endless television and
being sucked down the You Tube Rabbit
Hole.[v] Also, whilst the WFH culture has
enabled some to be closer to their
immediate family and enjoy this new
normal, the increased incidence of family
violence reported globally tells another
story.[vi]

Summary

Prior to the COVID-19 pandemic, significant
changes were already happening that
altered our view of the world, such as: The
Rise of Populism; Brexit; Tension in South
China Seas; Golden Arches Theory; State
Based Hacking; Huawei and TikTok;
#MeToo; WOKE; Censored; Cancelled; Black
Lives Matter; Defacing Historical Statues;
Defund the Police; Blockchain;
Cryptocurrency and Libra. All These
changes were supercharged during the
COVID-19 pandemic, creating lasting
shades of ‘new normal’.

Further shades that were directly related to
reducing COVID-19 infections were added
to our regular lexicon, such as: Flattening
the Curve; Social Distancing; Home
Schooling; Travel Restrictions; Self-
Quarantine; Lockdowns; Facial Masks; Hot
Spots; Contact Tracing; ICU;

Ventilators and Vaccines.

Indirect shades of ‘new normal’ due to the
virus included: Front-Line Workers; Panic
Buying & Hoarding; Netflix and the You
Tube Hole; Fake News and Alternate Facts
(Fakebook); Untested Medical Remedies;
Working from Home (WFH); Zoom
meetings and changes in Family Dynamics.

In all, 35 shades of the ‘New Normal’.

In the next part, 9 further shades in the
new normal of ‘Crazynomics’ will be
covered.

Next... PART 2: THE EMERGENCE OF
‘CRAZYNOMICS’

The opinions in this article reflect those of the
author and not necessarily that of the
organisation or its executive

[i] Thomas L. Friedman (1999), The Lexus and the
Olive Branch, Farrar, Straus and Giroux, p.394

[ii] Janek Ranatunga (2020), “Financial Modelling
Wars: COVID-19 vs. the Economy” On Target,
March

31. https://www.cmawebline.org/ontarget/finan
cial-modelling-wars-covid-19-vs-the-economy/

[iii] Janek Ratnatunga (2020) “COVID-19: New
challenges for Management Accountants in the
‘Work from home’ environment’, On

Target, March

18. https://www.cmawebline.org/ontarget/covid
-19-new-challenges-for-management-
accountants-in-the-work-from-home-
environment/

[iv] Dain Evans (2020), “How Zoom became so
popular during social distancing”, CNBC News,
April

4, https://www.cnbc.com/2020/04/03/how-
zoom-rose-to-the-top-during-the-coronavirus-
pandemic.html

[v] The You Tube Rabbit Hole is what happens
when you watch an embedded YouTube video
on another site and then watch a couple dozen
related videos that are displayed after the
previous video completes. The rabbit hole effect
is only encountered after at least an hour has
passed and you regain your sense of temporal
awareness. This effect usually is followed by,
“How the hell did | get to this video?”

[vi] Anthony Galloway (2020), “Domestic
violence on the rise during pandemic”, Sydney
Morning Herald, July

13, https://www.smh.com.au/politics/federal/do
mestic-violence-on-the-rise-during-pandemic-
20200712-p55b8q.html
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50 SHADES OF ‘NEW NORMAL’: THE EMERGENCE OF
‘CRAZYNOMICS’ (PART 2)

Introduction

Part One of this series, covered the political and
social ‘alternate reality’ that the world finds itself
in. Significant changes were already happening
prior to the COVID-19 pandemic. These changes
were supercharged during the COVID-19
pandemic, creating lasting shades of ‘new
normal’. When the pandemic hit, further shades
were added to our regular lexicon that were both
directly related our efforts at reducing COVID-19
infections; and to our forced lifestyle changes. In
all, 34 shades of ‘new normal’ were covered

in Part One.

In this part, 9 further shades in what we will call
the new normal of ‘Crazynomics’ will be covered.

Development of Macroeconomic Policy

In 2005 Stephen J. Dubner, a University of
Chicago economist and Steven Levitt, New York
Times journalist wrote a book

called ‘Freakonomics’ which explores unintended
consequences, both positive and negative, of
various policies and business decisions.[i] Today
we are observing the birth of a ‘new normal’ that
can only be described as ‘Crazyian Economics’

or Crazynomics, as some of the most
foundational principles of economics are being
significantly challenged.

The application of macroeconomics policies
began in 1936 with the publication of John
Maynard Keynes’s “The General Theory of
Employment, Interest and Money”. Keynes’ view
was that Governments were supposed to run
large deficits (i.e., spending more than they took

in taxes) during downturns to prop up the
economy, with the expectation that they would
pay down the accumulated debt during the good
times. By the 1970s, ‘Keynesian’ economics had
encountered problems. The persistently high
inflation and high unemployment of that decade
(“stagflation”) baffled mainstream economists,
who thought that the two variables almost
always moved in opposite directions.

This resulted in the ‘Monetarist’ era in the 1980s,
most commonly associated with the work of
Milton Friedman, who's critique of Keynesianism
was that if policymakers tried to stimulate
without tackling underlying structural
deficiencies then they would raise inflation
without bringing unemployment down. Thus,
high inflation could then persist, just because it
was what people came to expect. The monetarist
ideas were implemented by the US Federal
Reserve (The Fed), which enabled inflation to be
crushed by constraining the money supply
(interest rates at 18% were normal in that
period); even though doing so also produced a
recession that sent unemployment soaring. Many
monetarists argued that policymakers before
them had focused too much on equality of
incomes and wealth to the detriment of
economic efficiency. They argued that focusing
on the basics—such as low and stable inflation—
would, over the long run, create the conditions in
which living standards would rise for everyone.

From ‘Keynesian’ to ‘Crazyian’ Economics

This dominant economic paradigm began to
show strain after the global financial crisis of
2007-09, as policymakers were confronted by

Prof. Janek Ratnatunga
CEO, ICMA Australia

two big problems. The first was that the level of
demand in the economy, i.e. the aggregate
desire to spend relative to the aggregate desire
to save seemed to have been permanently
reduced by the crisis. To fight the downturn in
spending, central banks slashed interest rates
and launched quantitative easing (QE), (or
printing money to buy bonds).[ii]

Printing more money does not increase economic
output — it only increases the amount of cash
circulating in the economy. If more money is
printed, consumers are able to demand more
goods, but if firms still have the same amount of
goods, they will respond by putting up prices.
Thus, in a classical economic supply-demand
model, ‘printing money’ should cause rampant
inflation. However, this did not happen in the
USA. Eventually, labour markets boomed, but
inflation remained muted. Inflation and
unemployment were once again not behaving as
expected, though this time they were both
surprisingly low.

This was not the only signal of the start of
‘Crazyian’ economics. Between March 2008 and
December 2019, the US Fed'’s balance sheet in
terms of its total assets, ballooned from USS900
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billion to USS$4.5 trillion. This should also have
meant that with such an oversupply of dollars,
the exchange rate of the US dollars vis-a-vis
other global currencies should have depreciated
significantly. However, against all economic
theory, even as the supply of the dollar increased
5-fold, the global demand US dollar also
increased, thus strengthen it against most
currencies.

This resulted in the following crazy scenarios. The
US purchased billions of dollars of goods from
China, and paid for them via quantitative easing
(printing money). China used this money to not
only improve its infrastructure, but also loan the
money for infrastructure projects in its ‘Belt and
Road Initiative’. It also used the money to
purchase assets around the world, from real-
estate to listed companies, some of them in
highly sensitive industries. After all this spending,
China still had money left over to send their US
dollars back to USA and buy its Treasury Bonds,
which the US Fed printed and sold to China!

The second post-financial-crisis problem related
to the distribution of wealth. While concerns
about the costs of globalisation and automation
helped boost populist politics (e.g. “Make
America Great Again”), economists asked in
whose interests’ capitalism had lately been
working. Some worried that big firms had
become too powerfulliii]; others, that a
globalised society was too sharp-edged or that
social mobility was declining.

Negative Interest Rates — The Brave New World
of Finance

By 2014 Crazyian economics was gathering pace;
with economists much divided on the perceived
wisdom of how to manage the economy. Central
bankers were of the opinion that only an interest
rate below zero would force a release of savings
and generate enough demand to stimulate the
economy. That was a point they could not easily
reach, since if banks tried to charge negative
interest rates, their customers might simply
withdraw their cash and stuff it under the
mattress, rather than spending it. The countries
that have already felt the effects of negative
interest rates are: Denmark (2012); Eurozone
(2014); Switzerland (2015); Sweden (2015) and
Japan (2016). In such countries and economic
zones, the central banks usually charge about
0.1% interest on a portion of excess reserves
financial institutions park with them.

The concept of ‘Negative Interest Rates’ turns the
world of finance and investing on its head. For
example:

Time has no Value in Money: A fundamental
tenant of Finance is that there is a ‘Time Value of

Money’. Money now is worth more than money
later as, as you can invest the money today at an
interest rate and get a higher compounded value
later. If interest rates are negative, theoretically,
companies can borrow money from banks

and get paid by the bank for taking the loan.
Interest will no longer be an expense but a
revenue source; i.e. the more a company borrows
from the bank, the more profit it can make!

Capital Budgeting Decision Rules Reversed: The
weighted average cost-of-capital (WACC) is the
hurdle-rate that drives all investment decisions.
The WACC is a composite of the cost of debt and
the cost of equity. One component of the cost of
equity is the risk-free interest rate (such as the
Treasury Bond rate) and another is the market
rate of return. With negative interest rates the
risk-free return will higher than the market
return; thus, reversing traditional Capital
Budgeting Decision Rules!

COVID-19 - Back to Keynesian Economics?

The coronavirus finally destroyed the
‘monetarist’ economic policies with the force of a
nuclear bomb. Supply chains and production was
disrupted simultaneously, resulting in both raw
materials and finished goods becoming harder to
come by in every country. This should have
caused prices to surge, but notwithstanding
some short-term profiteering in essential goods,
prices have remained stable. The bigger impact
of the pandemic has been on the demand side,
causing expectations for future inflation and
interest rates to fall even further. The desire to
invest has plunged, while people across the rich
world are now saving much of their income.[iv]

Even before COVID-19, policymakers were
starting to focus once again on the greater effect
of the bust and boom of the business cycle on the
poor. But since the economy has been hit with a
crisis that hurts the poorest hardest, a new sense
of urgency has emerged. That is behind the shift
in macroeconomics. Devising new ways of
getting back to full employment is once again the
top priority for economists.

But how to go about it? It appears that many rich
countries have reverted to Keynesian economics
by jointly providing fiscal stimuli worth some
US$4.2 Trillion; proving wrong that policymakers
cannot fight downturns. It also created a ‘new
normal’ that was unimaginable prior to COVID-
19; i.e. that most governments would actually
place the health and safety of its citizens above
politics, and close their economies down despite
significant resistance from its populace — many
of whom lost their sources of income. This
enormous stimulus has calmed markets, stopped
businesses from collapsing and protected
household incomes. But for how long?

Policymakers now have to weigh up the risks to
choose from in the post-COVID-19 world. There
are many choices: widespread central-bank
intervention in asset markets, ongoing increases
in public debt or a shake-up of the financial
system. However, an increasing number of
economists’ fear that even these radical changes
are not enough. They argue that deeper
problems exist which can only be solved by
structural reform.[v]

A Booming Stock Market in a Recession: WTF is
Happening?

The coronavirus pandemic is producing some
unusual developments in financial markets,
challenging some historic correlations.
Sharemarkets have surged since the trillion-
dollar capital injections by the central banks;
although the spread of the virus shows no signs
of abating, especially in the USA due to the total
mis-management of the pandemic by President
Donald Trump.

Beyond the health crisis and its economic
implications of a pending global recession, the
upward trajectory of the sharemarkets continue.
This is despite the escalation of political tensions
between the world’s two largest economies

— the US and China; China’s crackdown on civil
liberties in Hong Kong — a key global financial
centre; border conflicts between China and India;
a potential collision between China and the West
over issues as disparate as technology and the
South China Sea and a looming election amid
massive civil unrest in the US.

A surging sharemarket has historically been
positively correlated to the copper price which
has also spiked 38 per cent since March. Copper
had historically been very sensitive to economic
conditions. What is confusing however is that
gold and silver prices — which traditionally have
had an inverse correlation with the sharemarket,
the copper prices and the state of the global
economy — have also soared.[vi]

The unusual correlations between copper,
sharemarkets, gold and silver encapsulate the
confusion about the economic impacts of the
coronavirus. Clearly, The Fed’s multi-trillion
dollar infusions of liquidity and credit, and the
initial SUS2.9 trillion (A$4.1 trillion) US Congress
stimulus (with more about to come imminently) —
along with what are in real terms zero or
negative interest rates around the world — are
being regarded as contributing to a perceived
potential debasement of the US currency; and
hence the popularity of gold and silver as
alternative investments. Traditionally, investors
looking for “safe” investments have sought
refuge in Treasury bonds; but with these now
essentially yielding almost nothing — precious
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metals like gold and silver are seen as ‘stores of
value’ that can also offer much higher yields.

Cash and Conquer: The Rise of Shadow Banks

Traditionally, commercial and investment banks
held only a fraction of their assets as reserves
and they borrowed short-term to make long-
term loans or hold long-term securities. That
exposed them to runs. Economic history is
littered with the tombstones of banks that were
felled when markets for illiquid securities seized
up, or depositors rushed to withdraw their funds.

The subprime fiasco of 2007-09 inflicted severe
economic pain for all banks, and the US Fed had
to inject over 200 billion to bail them out. All
types of banks have faced tighter regulation
since then, which has made them more risk
averse and blunted their competitive advantage.

As banks have grown risk-averse, tech-savvy non-
banks, often called ‘shadow banks’, are stepping
up with a new wave of innovation in capital
markets that has changed securitisation and
debt issuance and led to more direct lending.
Technology has also facilitated this shift because
it has promoted the growth of payments; and of
bank-like activities outside the banking system.

The term ‘shadow banking’ could apply to a
range of financial institutions and activities. It
includes long-established institutions like
pension, insurance, private-equity and hedge
funds, as well as newer ones, like exchange-
traded fixed-income funds, which provide a
vehicle for savers to deposit cash that is then
invested in government and corporate bonds.

Banks’ stagnation and their risk aversion has had
consequences for how central banks respond to
crises. In 2007-09, the Fed had to intervened
mainly to prop up commercial and investment
banks and AlG Insurance. When the coronavirus
pandemic hit and capital markets seized up,
rather than acting as a lender of last resort to
banks, the Fed became market-maker of last
resort, intervening in credit markets with massive
capital injections. The scale of the Fed'’s
intervention surpasses any other in its history. As
a result, both traditional and shadow banks went
relatively unscathed.

The US Fed has intruded into a bewildering array
of financial markets in the aftermath of the
COVID-19 pandemic, including: the treasury
market, the corporate-bond market, and the
repo market (where Treasuries are swapped
overnight for cash). It is providing liquidity to
money-market mutual funds and it has bought
up mortgage-backed securities.[vii] The US Fed,
acting with the US Treasury, has bought up the
bonds of AT&T, Apple and even Coca-Cola, and

lending directly to everyone from bond dealers to
non-profit hospitals. Together the Fed and
Treasury are now supporting 11% of America’s
entire stock of business debt. Across the rich
world, governments and central banks are
following suit.[viii] Australia’s second biggest
airline, Virgin Australia, hampered by massive
debt, asked the Australian government to buy it
out. When this was rejected, it went into
voluntary liquidation.

Such a broader and deeper reach by a State
across all sectors of the economy creates some
opportunities. Low rates make it cheaper for the
government to borrow to build new
infrastructure, from research labs to electricity
grids, that will boost growth and tackle threats
such as pandemics and climate change (i.e. a
more Keynesian approach).

Yet this new normal of massive state spending
also presents grave risks in that such policies are
vulnerable to capture by lobbyists, unions and
cronies. Sprawling macroeconomic management
always leads to infinite opportunities for
politicians to play favourites. Already they are
deciding which firms get tax breaks and which
workers should be paid by the state to wait for
their old jobs to reappear. Soon some loans to
the private sector will turn sour, leaving
governments to choose which firms fail. When
money is free, they will rescue distressed
companies, protect obsolete jobs and save
troubled investors with political clout, rather
than economic necessity.

This has resulted in a perverse ‘new normal’ in
that even as millions in the USA have lost their
jobs and are worried about how to get food and
pay the rent, banks and shadow banks are awash
with cash. Such cash is finding its way to exotic
investments; and ‘fire-sale’ purchases of
companies distressed in the wake of pandemic.
For example, Bain Capital an American private
investment firm that specialises in private equity
and venture capital recently made a bid to

buy Virgin Australia, when a government bailout
was not forthcoming.

The holy grail is for policymakers to create a
framework that allows the business cycle to be
managed and financial crises to be fought
without a politicised takeover of the economy.
There is no evidence that such a shade of ‘new
normal’ will ever eventuate.

Summary

In this part, 9 further shades in the new normal
of ‘Crazynomics’ were covered. These

include: Massive Size of Government Borrowing;
Quantitative Easing,; Central Banks Buying
Company Bonds; Negative Interest Rates; Money

10

Printing vs. Low Inflation; Money Printing vs.
High Exchange Rates; Booming Stock Market in a
Recession; The Rise of Non-Banks; Private Equity
Funds on Spending Sprees.

In the next concluding Part 3, the impact of
COVID-19 on various global interconnections,
from logistical supply chains that drive our
commerce, to physical weather patterns that
drive our climate are explored.

Next...PART 3: THE CLASH OF GLOBAL
INTERCONNECTIONS

The opinions in this article reflect those of the author
and not necessarily that of the organisation or its
executive
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50 SHADES OF ‘NEW NORMAL’: THE CLASH OF GLOBAL
INTERCONNECTIONS (PART 3)

Introduction

Part One of this series covered the political
and social ‘alternate reality’ that the world
finds itself in. In Part Two, it was shown
that the traditional macroeconomic policies
that worked in previous crises could no
longer be relied upon as, there was
evidence of the emergence of what can
only be described as ‘Crazynomics”.

In this concluding Part Three, the impact of
COVID-19 on various global
interconnections, from logistical supply
chains that drive our commerce, to physical
weather patterns that drive our climate are
explored. When the pandemic tsunami hit,
the seamless man-made supply chains that
could be tapped by both governments and
large and small companies came to a
grinding halt. In terms of the world’s
natural logistics of its weather patterns,
there was some respite as the emission of
greenhouse gases reduced when countries
went into ‘lockdowns’. However, these very
lockdowns have caused a significant
increase in plastic pollution in terms of

throw-away masks and take-out food
containers — most of which have found
their way to our rivers and seas, where the
logistics of ocean currents take such
pollution to all parts of the world.

The World is No Longer Flat

When Thomas L. Friedman claimed in 2005
that “The World Is Flat”, it was a metaphor
for viewing the world as a level playing field
in terms of commerce, wherein all
competitors have an equal

opportunity.[i] Of the ten “flatteners” that
he saw then as levelling the global playing
field, three of them will require reimagining
post COVID-19. These are:

®  Qutsourcing: where service and
manufacturing activities are split into
components that can be
subcontracted and performed in the
most efficient, most cost-effective
way.

= Offshoring: where a company’s
manufacturing or other processes are

Prof. Janek Ratnatunga
CEO, ICMA Australia

relocated of to a foreign land to take
advantage of less costly operations
there; and

®  Supply-Chaining: where technology is
used to streamline sales, distribution,
and shipping into a seamless supply
chain much like how a river delivers
water.

It is now clear that it was this very ‘flatness’
that initially caused the pandemic to spread
at warp speed from China to every corner
of the world via Air Travel. When
governments finally reacted and closed
their borders, it was again the ‘flatness’
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that resulted in scarcities of essential
supplies as most of these were being
sourced from China. The pandemic, which
originated in China, initially led to
government-mandated factory closures
which shut down China’s manufacturing
base. Many suppliers temporarily ceased
production and logistics providers struggled
with transporting goods, particularly across
borders. This reinforced the risks for
multinationals of being overexposed to one
source of supply, and, as the pandemic
spread, revealed how dependent the rest
of the world had become on China for both
the most basic and also the most critical of
equipment and supplies, including medical
supplies and equipment.

In the wake of the virus-induced supply
chain disruptions, some experts have been
quick to blame “Just-in-Time (JIT)
manufacturing’, citing modern
manufacturers’ obsession with lean supply
chains as the culprit. Manufacturers around
the world, relying on JIT supplies for their
basic components for production, could not
manufacture as basic supplies dried up.
Supply shocks like pandemics highlight how
interconnected the supply chain structure
is. Your supplier might not be in the
affected areas but if their raw material is in
an affected region, then you will be
affected too.

It must be remembered however that JIT is
a ‘pull’ manufacturing system, where
manufacturing starts only when an order is
received. No pull system can produce for a
future event — because pull systems do
not recognise future events; they only
meet current demand needs. Pull systems
like JIT are responsive, not predictive.

It is the ‘push’ systems that have sales
forecasts and make inventory to meet the
predicted demand. But even the best of
forecasts, using big-data and other
analytics, did not predict the global impact
of the COVID-19 pandemic, and were also
caught short. Some had enough inventory,
but nowhere to send!

Further, one of the key reasons to
implement a JIT philosophy is to reduce
inventory (ideally to zero) as holding
inventory has significant costs. This

includes the financing costs of holding
inventory. However, if interest rates are
effectively zero (or even negative), then a
very large component of inventory holding
costs are eliminated. In the ‘new normal’
companies should be urged to hold
supplier inventories as consignment stocks
in their own warehouses. Those that had
already implemented this were caught less
‘off-guard’ by the supply chain disruptions
that ensued; and were able to continue
operations under JIT conditions until
replenishments arrived.

The pandemic’s disruption to supply chains
has also added an edge to the previous
discussions about diversifying and re-
shoring supply chains and is producing
some significant action. The Japanese
government has recently set aside $US2.2
billion to provide incentives for Japanese to
“re-shore” activity from China and has
offered a smaller amount to companies
that relocate production elsewhere. The US
has indicated that it is prepared to spend a
similar amount to Japan to promote the re-

shoring of manufacturing activity and jobs;
with Vietnam, Taiwan, Mexico and Europe
being the main beneficiaries.[ii]

Most Western economies, including
Australia, are contemplating creating
domestic manufacturing of products such
as essential goods, personal protection
equipment, medical technology and
pharmaceuticals previously sourced from
China.[iii]

In the near term, China’s economy cannot
be easily decoupled from America’s, let
alone those of the rest of the Western
world. There would be enormous costs and
dislocations for companies to disengage
from China and the sheer size and growing
affluence of China’s domestic market are
too seductive for western companies to
ignore.

However, the ‘new normal’ will be that the

world will no longer be that flat anymore.
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Climate Change: You Can’t Do Business on
a Dead Planet

Following the pandemic is like watching the
climate crisis at warp-speed. Neither the
virus nor greenhouse gases care much for
borders, making both menaces global. Both
put the poor and vulnerable at greater risk
than wealthy elites and both demand
government action on a scale hardly ever
seen in peacetime.

The two crises are not only similar in
impact, they also interact. Locking down
the economy has led to massive cuts in
greenhouse-gas emissions in most big cities
around the world. COVID-19 has resulted in
the biggest carbon crash ever recorded. No
war, no recession, no previous pandemic
has had such a dramatic impact on
emissions of CO, over the past century as
COVID-19 has in a few short months.
Multiple sources indicate we are now living
through an unrivalled drop in carbon
output. The International Energy

Agency expects global industrial
greenhouse-gas emissions to be about 8%
lower in 2020 than they were in 2019, the
largest annual drop since the second world
war.

However, even though we will see a
massive fall this year, the concentrations of
CO; that are in the atmosphere and
warming our planet will not stabilise until
the world reaches net-zero. This is
unfortunately the inconvenient truth about
the climate crisis. It is much too large to be
solved by the abandonment of planes,
trains and automobiles. Even if people
endure huge changes in how they lead
their lives, this sad experiment has shown,
the world would still have more than 90%
of the necessary decarbonisation left to do
to get on track for the Paris agreement’s
most ambitious goal, of a climate only
1.5°C warmer than it was before the
Industrial Revolution.

However, there is one glimmer of hope.
Whilst the pandemic reveals the size of the
climate challenge ahead; it also creates a
unique chance to enact government
policies that steer the economy away from
carbon at a lower financial, social and
political cost than might otherwise have

been the case. Rock-bottom energy prices
make it easier to cut subsidies for fossil
fuels and to introduce a tax on carbon.
Such a tax, when added to the depressed
oil prices, will appear seamless to
consumers at the pump; as it will merely
bring the price up to pre-COVID-19 levels.
Such a tax will also enable renewable
energies to remain price competitive. Also,
the revenues from a carbon tax over the
next decade can also help repair battered
government finances.

Carbon prices are not as popular with
politicians as they are with economists,
which is why too few of them exist. The
lessons (hopefully) learned from the
COVID-19 indicates that their time has
come. A relatively small push from a carbon
price could give renewables a decisive
advantage—one which would become
permanent as wider deployment made
them cheaper still. There may never come
a time again when carbon prices could be
introduced without much political
resistance; and be able to achieve so much
so quickly.

Oil Prices Go Negative: | Will Pay You to
Take My Oil

The investing world was gobsmacked when
oil futures went negative in April 2020. The
new normal of restricted air travel, city
lockdowns and work-from-home culture
created such a drop in the demand for
crude oil that storage capacities around the
world started filling up fast. Onshore tanks
in most parts of the U.S. were at capacity,
and the rest of the world was not far
behind.

If refineries ultimately do not want oil, it
has little to no value. If a supplier has
crude oil and nowhere to put it, it can have
negative value. This is what happened in
April.

Oil supertankers became floating storage
bins, hoping for prices to go higher in the
coming months. The OPEC+ and G20
production cuts started on May 1%, but
with many countries facing a second wave
of the pandemic, prices remain depressed.
The industry is facing unprecedented
demand, job and wealth destruction. Yet
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some continue to pay for the same barrel
of oil three times. They spend to take it out
of the ground, spend to move it
somewhere else, and spend to store it
somewhere, perhaps even back in the
ground.[iv]

Major oil companies are reporting massive
losses. Chevron Corporation reported on
July 31 2020 a net loss of US$8.3 billion for
the second quarter due to a lower
commodity price outlook. It was its worse
loss since 1989. Not only oil companies, but
all businesses that are at the heart of the
fossil-fuel economy — oil and gas firms,
steel producers, carmakers—are already
going through the agony of shrinking their
long-term capacity and employment.

Such upheaval, as painful as it is for those
affected, is tailor-made for investment in
climate-friendly infrastructure that boosts
growth and creates new jobs. Low interest
rates make the bill smaller than ever. Over
the past decade the costs of wind and solar
power have tumbled, but not enough to
shift consumers away from fossil fuels. The
COVID-19 pandemic has changed market
sentiments. Today, both businesses and
individuals are actively seeking alternative
energy alternatives in such large numbers
that it makes worthwhile in investing in the
infrastructure to deliver such energy.

Pandemic of Plastic Pollution: Pity the
Oceans!

Consumption of single-use plastic may have
grown by 250-300% since the coronavirus
took hold, according to the International
Solid Waste Association (ISWA), which
represents recycling bodies in 102
countries. Much of that increase is down to
demand for products designed to keep
COVID-19 at bay, including masks, visors
and gloves. It is forecasted that the global
disposable-mask market will grow from an
estimated $800m in 2019 to $166bn in
2020.[v]

Staggering though such figures are,
personal protection is only part of the
story. Lockdowns have also led to a boom
in e-commerce. Activity on Amazon’s
website, for example, had a 65% increase
on last year. Much of what is bought online
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are often packaged in plastic comprising
several layers. Whilst this keeps the
contents safe in aeroplane holds and on
delivery lorries, it also makes it nearly
impossible to recycle the plastic.

In addition to the public’s increasing
appetite for single-use plastic, there also
appears a diminishing inclination to recycle
even materials that can be reused. An
unwillingness to recycle might be explained
by people’s nervousness about venturing
out to put waste in recycling bins. Or it
might just be that lockdowns have put
more pressing matters into their minds,
prompting a slip in their diligence.

COVID-19 has led to a glut in plastic waste
in other ways. As the pandemic caused a
crash in the oil price, and because
petroleum is a major constituent of most
plastics, they have become cheaper to
produce. That in turn give firms less
incentive to use the recycled stuff. Another
reason for the growth of plastic rubbish has
been caused by the fact that municipalities
around the world have curtailed their
recycling schemes over fears about
spreading the contagion (the virus can
survive for about 72 hours in plastic).

CALWEST
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All of which means that much of the plastic
produced this year is ending up either in
landfill sites or being incinerated. Landfills,
especially in poor countries, are often little
more than open dumps. They are
responsible for some of the biggest
leakages of plastics into oceans, because
the material is light, it is easily swept by
rain or wind into waterways.

Summary

In this Part 3 of the article, the final 6
shades of the 50 shades of ‘New Normal’
are explored. These are Changes to Supply
Chain Logistics (World is No Longer Flat);
Questioning the JIT Philosophy; Decoupling
China; Climate Change; Negative Oil

Prices and Plastic Pollution Pandemics.

The three parts of the article taken as a
whole discuss the 50 shades of ‘new
normal’ that companies have to adopt to,
in order to remain competitive in the post
COVID-19 world. It shows the
interconnections that range from
economic, to political, to finance, to supply
chain, to sustainability and more. Business
strategies can only be developed with an
understanding of this new normal external
environment, and the opportunities and
threats that come with it.
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CRITICAL REVIEW OF YOUR BUSINESS

DURING COVID-19

By David Cartney

Coronavirus related disruption is a challenging time for all
businesses, and especially for business leaders. Now is the time to
review the short term and rethink longer-term strategies for an
emerging future before your competition beats you to the punch.
While it can be helpful to do this with guidance from a business
mentor, even conducting a review on your own can be benéeficial.
Business survival is up for grabs, as are the future opportunities
that will present themselves for those ready to succeed.

Business leaders should review the following critical strategic
business areas during COVID-19:

e Address immediate challenges or major issues to workforce,

customers, operations, technology and business partners
e  Communicate factually and effectively to all key stakeholders
. Customers

o  Take the pulse of your customers
o  Strengthen your relationships, support them and
communicate factually and listen
Fix any immediate issues
Think how long-term shifts in core markets or business
will impact your customers, what you offer and how to
best position the business now and in the future
Fix short-term cashflow and funding issues
Protect revenue and financial performance with faster
scenario planning and regular financial modelling to guide
actions
Create fast start-back plans to get volume up and running
and lock in any gains
Consider funding needs in the short, medium and longer
term and seek funding as appropriate
e  Your people
Move faster with digital change and ensure that your
business’ IT is capable of supporting your remote

o

workforce, and all business-critical systems and your
people have sufficient digital training and skills to work in
this environment

Review any global mobility issues, travel rules, social
distancing and virus prevention practices, first-aid plans
and HR policies

Re-assess remote working strategy, including need to
stop work or work remotely or relocate individuals

o  Consider a business mentor or coach for your key people

e  Supply chain

o Review supply chains for short-term and long-term
sustainability during the pandemic
o  Find alternative supply chain scenarios

Adapt allocations to

customers and pricing
strategies to reflect
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changes and limitations

as well as long-term

customer relationships
e  Regulations

o  Comply with government requirements in individual
countries and local areas
o  Getto grips with how regulatory and competitive

dynamics will change and impact the business
e  Strategy Review

o  Consider how to improve resilience to further shutdowns
with contingency planning to cover such disruptions

o  Ask what is the new normal and how can you adapt your
strategy to it?

o  Completely review medium and long-term strategy given
the above factors

o Involve your people, customers, operations, sales and
marketing, IT, suppliers and funders in researching your
strategy

o  Consider business mentoring or coaching to assist you in

your strategy review

General Areas Likely to Change After the Crisis, Impacting
Strategy

Businesses will realise that working remotely has worked well
during the crisis lock downs, and the demand for large rented
offices will likely drop sharply with more remote working in the
future and more meetings and presentations held online. This will
not be good for the commercial property market, as businesses will
demand less space and may move more to shared business spaces
and flexible space use.

After the crisis, there is likely to be fewer large department stores,
with more online shopping and perhaps smaller retail footprints,
and innovative mixed retailing and services evolving quickly.
Retailers may partner further with more exotic services such as
celebrity chefs, artists, opinion formers, bakers, authors and other
well recognised brands offering a mixed service and retail
experience. This will aim at improving brand awareness,
particularly with those highly attractive online and wider
audiences. Values such as business ethics or traceability of product
origins and method of production may gain traction. This may arise
as the current crisis has focused many people on the right things to
be done. Unique and ethical products or services and their fresh
brands will attract more customers, especially among the younger
demographics. Collaboration between people has clearly increased
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during the crisis, and this collaboration will translate back into
workplaces and across supply chains in the future.

Customers, particularly the middle aged and baby boomers, have
also moved further into the online shopping space during the crisis,
and this trend should continue. This is clearly the time to target
these age groups with new online offerings of products and
services. This move online will reduce both the need for retail
premise space and the need to stock the past levels of product in
retail premises.

Supply chains for all companies, organisations and countries that
rely completely on China or any other single geographical source
must re-consider their risk exposure and widen and deepen their
future supply chains so they can cope if another pandemic strikes.
Businesses should consider how best to support their specific
supplier chains in the likelihood of future crisis events and
collaborate with them in contingency planning and to solidify the
business relationships.

Financial dynamics may have to be proactively re-engineered to
reduce fixed overheads of businesses to reduce their financial risk
in future crisis downturns. Such adaptation will favour flexible
businesses with a history and mindset for lower organisation
structures. To succeed in making such changes, business leaders
will need to be flexible and develop more efficient work practices.
This will need to be combined with developing and retaining good
business knowledge, leadership, and understanding of how to
maximise cooperation and get results. A well-matched business
mentor or coach can help you and your business to adapt.

The Impact of Technology During the Pandemic

Technology has facilitated business, education,
government, religious communities, membership
organisations, and social interaction to a much greater
extent than before the COVID-19 crisis, and
communication technology take up will continue in the
years to come. This has removed any stigma over working
from home and will increase the use of remote meetings.
The travel industry may face significantly lower business
travel in the future, as businesses will now better
appreciate the cost benefit of online meeting
platforms to bring people together

effectively and at short notice

at low cost. Also, many of
the travelling public may
continue to avoid travel
after the crisis as they
realign their priorities
and repair their own
personal balance

sheets. It is likely

that the online

travel industry will

flourish further than those in bricks and mortar, who may well
decline.

Technology in education has stepped into the pandemic breach
and will no doubt play an increased role at all levels in educating
future generations. This will further disrupt the roles of educators
and change cost structures in education. This shift will suit most
students in our educational institutions today who are from
Generation Z, a generation that has grown up in a globalised world
and are technology natives. This generation, the oldest of whom
are now 25 years old, will have reflected on the impact on their
education of this global pandemic. Many of them will face
cancelled exams, sporting events and even graduations. This
generation seems strongly defined by their technology
environment, where the terms FOBA (Fear of Being Alone) and
FOMO (Fear of Missing Out) express their expectation of instant
communication and feedback — effected through apps like
Messenger, Snapchat and WhatsApp.

Generation Z values greatly the power of working collaboratively to
communicate socially and also to solve educational problems and
mega challenges such as climate change and mental health. They
also have a collective responsibility to self-isolate to protect older
members of the community.
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The technology environment dominance now includes not just
students, but also older generations, and their parents and
educators. This has been amplified with the current shift to remote
learning and remote working.

All areas of service will move further online after they have
realigned their service delivery during the crisis. This will range
from lawyers, accountants and management consultants to
medical advice, building services, food delivery, religions, clubs,
music performances, training and education, and more.

Other Significant Business Trends After the COVID-19 Crisis
World Trade

The danger with world trade is that countries may revert to import
substitution and higher tariffs to protect their domestic industries.
This would reduce the potential GDP growth from trade worldwide,
leading to significant inefficiencies at a much higher cost with lower
choice for consumers.

Aid

Levels of aid budgets may not be renewed as governments struggle
with reducing debt and re-balancing their own budgets. As a result,
countries and organisations dependent on government funding
may find they are no longer able to be funded. The same reduction
in contributions will be true for funding that is traditionally
provided by individuals who have faced the economic
consequences of the COVID-19 fallout. There may be a renewed
focus by communities and governments to prefer to fund local
charities and organisations to help their own people before
providing aid overseas.

Changes to Saving and Investment Behaviour

Many individuals and businesses will reconsider their need for cash
buffers and investment risks in the future, and net saving rates will
rise. This will reduce levels of consumption and increase the
demand for investments.

Innovation and Growth Areas

The crisis has encouraged innovation, and the new economic
turmoil will throw up many new opportunities, with whole
industries being disrupted. The potentially lower and higher value
of real assets and companies themselves will also open up more
opportunities for takeovers, start-ups and mergers.

There will also be a marked contraction in smaller businesses that
will not survive the crisis, and a tendency for the significantly larger
and well-funded organisations to grow as a result and solidify their
market shares. Pressure to win business in shrinking or no-growth
market sectors will further reduce profitability and marginalise
more businesses.

Organisational Changes

All organisations should look at how they have coped during the
crisis and adopt positive changes to organisation dynamics,
improved service delivery, sales, operational efficiency and cost
structures as a result.

Government Planning

Broadly, governments at all levels should urgently review what has
happened during the crisis to discover what improvements can be
implemented quickly to improve resilience against such events in
the future. They may also look at permanently streamlining
resources and focusing services to improve the cost vs. benefit of
the services they deliver.

Taxation

In general, taxation will no doubt increase, at least in the short to
medium term, to cover the much higher debt levels of
governments. Governments should also look at what efficiency
gains they can implement to reduce the cost of government and
roll back any such short-term tax increases.

Employment

Employment will be forcibly restructured in many areas where
business has failed or has significantly lower revenues or activity
levels. This will lead to much higher unemployment rates than in
the last 2 decades. This in turn will put pressure on the
government’s debt to fund the higher unemployment, making
paying back the significantly higher borrowing to fight the crisis
much harder.

Conclusion

In conclusion, all business leaders should critically review their
short-term and long-term business strategy on a regular basis to
reduce risk and plan for the optimal future. You should do this even
if the future is unclear, as stepping towards a new approach is
going to clarify your thinking and harness your key people so you
can proactively approach the future.

Contact International Business Mentors to find out how business
mentoring or coaching can assist you with fresh eyes to review
your current strategy and give you confidential support in these
turbulent times.

About the Author

David Cartney is a well-qualified business mentor with 30 years
experience in directing and managing businesses and in training
mentors. David Cartney is a Council Member of ICMA.

You can reach David via his website International Business
Mentors (www.internationalbusinessmentors.com).
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REMOTE WORK: EMPLOYERS ARE TAKING OVER OUR
LIVING SPACES AND PASSING ON COSTS

by Richard Shearmur, McGill University

As many office workers adapt to remote work, cities may undergo
fundamental change if offices remain under-utilized. Who will
benefit if working from home becomes the post-pandemic norm?

Employers argue they make considerable savings on real estate
when workers shift from office to home work. However, these
savings result from passing costs on to workers.

Unless employees are fully compensated, this could become a
variant of what urban theorist Andy Merrifield calls parasitic
capitalism, whereby corporate profits increasingly rely on
extracting value from the public — and now personal — realm,
rather than on generating new value.

The allure of remote work to employers

A fter three months of remote work, some companies are moving
towards permanent home-based work: Shopify, for instance, has
announced that its employees will continue to work from home
after the pandemic.

Indeed, pre-coronavirus estimates suggest savings (for the
employer) of about US$10,000 per
year for each employee who works

from home. $2000

Though employers are backed by a
chorus of remote work
proselytizers, others note the $1600
loneliness, reduced productivity

and inefficiencies of prolonged

remote work.

$1200
Whatever the personal and

productivity impacts of remote
work, the savings of US$10,000 per
year are the employer’s. In effect, $800
this represents an offloading of
costs onto employees — a new
type of enclosure.

$400
In 16th-century Britain, powerful
landowners expropriated common
land from communities, often for

the purpose of running lucrative $0

1 bedroom

sheep farms. Today, businesses like
Shopify appear to be expropriating
their employee’s private living
space.

The employee’s perspective

If working from home becomes permanent, employees will have to
dedicate part of their private space to work. This requires
purchasing desks, ergonomic chairs and office equipment.

It also means having private space dedicated to work: the space
must be heated, cleaned, maintained and paid for. Permanent
remote work cannot take place at the corner of a kitchen table
peering into a laptop while perched on a stool.

How much will this cost employees?

That depends on many things, but for purposes of illustration, |
have run some estimates for Montréal. The exercise is simple but
important, since it brings these costs out of the realm of
speculation into the realm of meaningful discussion.

Rental costs in Montréal and Westmount

Taking as a starting point 2019 rental values published by Canada’s
Mortgage and Housing Corp., | estimate what it would cost to rent

an apartment with one extra room in the city of Montréal and in its
upmarket suburb, Westmount. Here’s the data:

2019 apartment rents, Montreal and Westmount

2 bedroom 3 bedroom*

= Montreal ®Westmount

CMHC rental values for three-bedroom plus apartments in 2019 in Montréal and Westmount.
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The CMHC does not report rental values for three- o~

bedroom apartments; it only reports the average
rental value for apartments of three bedrooms and $8,000

more.
$7,000
Obviously, the average rent for apartments with o
three bedrooms is less than the average rent for
apartments with three bedrooms and more. | $5,000
assume that if an employee moves from a two-
bedroom to a three-bedroom apartment, the $000
increase in rent is 66 per cent of the increase in $3.000
rent between a two-bedroom and a three-
bedroom-plus apartment. $2,000
The extra costs (and savings) an employee would o
incur working from home, and adding an extra $0
room for work purposes, are presented below.
-$1,000

Transportation savings are modest — half the value
of a monthly pass, because it’s assumed employees
will still need to move around the city for some
work purposes even while working from home.

I made some assumptions here of a monthly cleaning service at
$100 a month, $50 to $65 a month in extra utilities, the
aforementioned public transit savings of 50 per cent of a monthly
pass, and $1,000 a year in office and other equipment.

The total annual costs in the above figures come out of employees’
after-tax income. In Québec, the marginal tax rate for earnings of
$50,000 and $150,000 a year are 40.5 per cent and 54.8 per cent
respectively.

Given the costs presented in the above graph, in order to fully
compensate employees for setting up and maintaining office space
at home, the employer would need to raise employees’ pay by
between $5,871 and $16,285. The lower number corresponds to a
move from a one- to two-bedroom apartment in Montréal for an
employee earning $50,000 — in other words, a net of $3,493 when
taking into account the higher apartment rent.

The higher number corresponds to the same move in Westmount
for an employee earning $150,000, or a $7,369 net. An alternative
would be for the employer to cover the total costs directly as
expenses, and the employee could require a lower increase in
income if they obtain some tax rebates for expenses related to
their jobs.

These rough calculations show that the savings made by employers
when their staff works from home are of similar magnitude to the
compensation workers should receive for setting up offices at
home.

Extra costs and savings to employees of working from home - per year

Montreal, 1 to 2 bed Montreal, 2 to 3 bed Westmount, 1 to 2 bed Westmount, 2 to 3 bed

mRent = Utilities Cleaning Equipment ® Transport

What does this mean for offices in cities?
One of two things may happen:

1. Employers offload these costs onto employees. This
would be a form of expropriation, with employees
absorbing production costs that have traditionally been
paid by the employer. This represents a considerable
transfer of value from employees to employers.

2. Employees will be properly compensated. In this case,
employer real estate savings will be modest.

If savings are modest, then the many advantages of working in
offices — such as conviviality, rapidity of communication, team-
building and acclimatization of new employees — will encourage
employers to shelve the idea of remote work and, like Yahoo in
2013, encourage employees to work (most of the time) from
corporate office space.

About the Author

Richard Shearmur, Professor, McGill School of Urban
Planning, McGill University
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USING SHARED SERVICES ARRANGEMENTS TO
MANAGE COSTS DURING AND AFTER COVID-19

As Covid-19 continues to disrupt
franchised businesses and affect the global
economy, franchisors and franchisees
should consider shared services
arrangements to spread costs, create
efficiencies, and leverage knowledge and
expertise across brands. In shared services
arrangements, an entity provides generally
the same type of services to more than one
brand operated by a franchisor and its
affiliates; the same applies to franchisees
and their affiliates. Examples of shared
services for brands include human
resources, legal, finance, real estate, IT,
training, and sales and marketing.

Anecdotal evidence suggests that shared
services arrangements are highly beneficial
to franchisors and franchisees alike. In the
current economic climate, shared services
arrangements may help brands cut costs
and remain financially viable. Franchisors
and franchisees that implement shared
services arrangements now to counteract
the present impact of Covid-19 will likely

continue to realize the benefits of shared
services arrangements long after the Covid-
19 pandemic is over. However, there are
some risks to consider. The overarching
concern in shared services arrangements is
to prevent unfair advantage to one brand
at the expense of another brand. Here are
some critical factors to consider in creating
a shared services platform.

Disclosure of shared services arrangement

A franchisor should disclose the shared
services arrangement to its franchisees,
especially where costs for the services may
be passed on directly to the franchisees.
Disclosing this information will foster
transparency and may avoid legal claims
alleging breach of the implied covenant of
good faith and fair dealing or tortious
interference with contractual relations,
based on a franchisee’s objections to the
shared services arrangement.
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A franchisor would disclose the existence of
shared services arrangements in one or
more items of its FDD. In Item 1, the
franchisor may alert its franchisees that
certain services will be provided by an
affiliate or by personnel or departments
that also service the franchisor’s other
brands, especially where such brands offer
competitive services. If the affiliate will sell
goods or services directly to the franchisee,
such affiliate must be disclosed in Item 1. If
the franchisees are required to directly use
the shared services, disclosure of the
arrangement will commonly occur in
discussion of fees in Item 5 and Item 6. In
fact, such disclosure is required if the
franchisee will pay the affiliate directly or if
payment is made to the franchisor for the
benefit of the affiliate.

For example, a franchisor may use the real
estate services of an affiliate designated as
an “approved supplier” by the franchisor to
assist franchisees with site selection, lease
negotiation, and construction. Item 8
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should address affiliates that are
designated or approved suppliers or
suppliers of goods or services that must
meet the franchisor’s standards or
specifications. Iltem 11 may discuss shared
services in the context of the franchisor’s
obligations to the franchisee, particularly if
the entity providing shared services will
provide those services directly to the
franchisee on behalf of the franchisor. For
example, if a franchisor conducts
franchisee training for multiple brands on a
shared services basis, the third party that
conducts the training would be described in
Item 11.

It is also advisable for the franchise
agreement to require the franchisee to
acknowledge and agree to the franchisor’s
right to delegate a third party to perform
services for or on behalf of the franchisor.
The franchise agreement may also require
the franchisee to acknowledge and agree
that shared services may be performed for
competitive businesses within the same
territory. The franchisor may reserve the
right to allocate costs, personnel, and other
resources across its brands.

Safekeeping of confidential information

There should be no transmission of a
franchisor’s confidential information to a
related franchisor for its advantage. Armed
with non-public information about a
competitor, the brand could have an unfair
advantage at the expense of its related
franchisor.

Fair and proportional allocation of costs

Because the essence of a shared services
arrangement is cost-sharing, much scrutiny
will be given to how costs are divided
among the brands to determine whether
the arrangement is appropriate. The
determination of what are fair and
proportional costs may vary (e.g., how
franchisors split costs for a group media
buy), but the costs should be justified and
well-documented.

Sharing of customer information

Some shared services arrangements are a
vehicle for cross-brand marketing
initiatives. Brands have used information

about customers and consumer trends and
the successes and failures of their affiliates’
marketing efforts to make more-informed
marketing decisions. Some brands use
customer information to increase cross-
utilization of affiliated brands and enhance

their affiliates’ customer loyalty programs.

Neighborly (formerly Dwyer Group) owns
25 brands including Glass Doctor and
Window Genie and supports the cross-
brand sharing of customer information
through shared services. Thus, Neighborly’s
4,000 franchisees “get to share customers...
which enables users to buy services from
its many brands through a [centralized]
portal.” Neighborly brands identify
customers’ other needs and cross-sell the
affiliated brands to “mak]e] life easier for
our customers.” While affiliated franchisors
stand to gain much benefit from these
cross-branding initiatives, the applicability
of data privacy laws to this information
sharing should be considered.

Avoiding competitive activity

Shared services such as sales and
marketing and real estate are more likely to
lead to competition between franchisors or
franchisees if the proper precautions are
not taken to keep the services provided to
each brand completely separate. For
example, information sharing may lead to a
competitive advantage for one brand over
another in advertising campaigns.

Shared real estate services may raise
concern. United Franchise Group, for
example, provides real estate shared
services to its brands including Signarama
and Fully Promoted. In the FDD for each of
these brands, the franchisor mentions that
an affiliate and “Approved Supplier”
(Franchise Real Estate, Inc.) assists
franchisees with site selection, lease
negotiation, construction management,
store design and layout, and assistance
with obtaining building renovation costs.
Thus, franchisees of similar businesses in
similar territories may find themselves
using the same real estate service to lease,
construct, and/or build out a location.
Competition issues may lead to actionable
claims by franchisees if there is evidence
that a shared services arrangement led to
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diversion of business from one brand to the
other.

Administrative functions

Services such as accounting, human
resources, and call centers are largely
administrative functions that can be shared
without raising much concern.
Administrative functions are the low-
hanging fruit for a shared services
arrangement developed to combat the
economic impact of Covid-19. Sharing
office space, equipment, management, and
personnel can be extremely efficient and
economically advantageous. Franchisors
may have centralized shared costs (IT,
supply chain, accounting) and centralized
compliance costs (legal, tax) that can be
consolidated without much concern.

For example, DineEquity, owner of IHOP
and Applebee’s, has set up an affiliated
entity, Dine Brands, to provide support
services to franchisees through its
Restaurant Technology Support Center
(Help Desk). DineEquity has credited
millions of dollars of cost savings to
leveraging the shared services operating
structure across these two brands.
Similarly, Yum Brands, which owns KFC,
Taco Bell, and Pizza Hut, announced in
2019 that it created two new technology
leadership positions within the company to
“partner with the global brand divisions to
elevate the customer experience and
accelerate global growth” in the IT space.
The announcement referenced Yum'’s “IT
shared services team.”

Separation of systems

This can be preserved through a formal
shared services agreement or informally
through common leadership with different
departments to separate the shared
services functions. A formal shared services
agreement should cover, among other
concerns, the parties’ obligations,
allocation of costs, nondisclosure of
confidential information, ownership of
intellectual property, and metrics of
success.

With respect to informal separation, some
companies have created global support
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centers to centralize shared services
functions and to separate these services
from the individual brands’ unique
departments. Inspire Brands, which owns
multiple brands including Arby’s and
Buffalo Wild Wings, opened a shared
services center for its brands in February
2018. Inspire shares services across human
resources, finance, legal, IT, development,
communications, customer personalization
and insight, and media.

On the other hand, a franchisor and its
affiliates may have an executive oversee
marketing across all its brands. For
example, Focus Brands’ portfolio includes
small and mid-sized businesses such as
Moe’s Southwest Grill, Auntie Anne’s
Pretzels, and Cinnabon. Focus Brands has a
Global Chief Marketing Officer to oversee
marketing, advertising, menu innovation,
and digital and mobile commerce initiatives
across all franchises. Within the marketing
department, there are three social media

managers, each of whom oversees two

brands’ marketing efforts. These informal
departmental combined efforts can be
applied to multiple shared services
functions, such as real estate and
franchisee training.

Franchisors and the entities providing the
shared services should develop policies and
procedures to ensure separation between
the brands. They should also create a plan
for taking and investigating franchisee
complaints related to the services.
Individuals employed by the entities
providing the shared services should be
aware of the risks inherent in shared
services arrangements and should be
mindful of keeping the systems separate.

Conclusion

Franchised businesses of all sizes are
grappling with how to manage costs during
the Covid-19 pandemic. The economic
benefits, increased efficiency, and
improved experiences of franchisees make
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shared services arrangements an enticing
option to consider implementing now, and
to continue in the future. When developed
and administered carefully and with the
above considerations in mind, shared
services platforms are positioned to
become a go-to cost-savings option in
franchising both during and after Covid-19.

About the Author

Joyce Mazero, a shareholder with Polsinelli
PC, a law firm with more than 900
attorneys in 21 offices, is Co-Chair of its
Global Franchise and Supply Network
Practice. Contact her at 214-661-5521 or
jmazero@polsinelli.com. Emily Doan is an
Associate with the firm and also focuses on
the firm’s Global Franchise and Supply
Network. Contact her at 303-256-2702 or
edoan@polsinelli.com.
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A WARM WELCOME TO NEW MEMBERS (une & juLy 2020)

Acharya, Bhumi Raj
Adhikari, Chintamani
Adhikari, Madhusudan
Akther, Nargis
Alarussi, Ali

Amahoro, Cynthia Elyse
Anakotta, Fanny Monica
Angelio, Cris Lad
Antonio, Maria Theresa
Ardiana, Helda

Areja, Emmanuel
Armeliza, Diah

Aryal, Saligram
Bajracharya, Hira Ratna
Banks, Grace

Bao, Quan

Baral, Hari Prasad
Bastola, Shikha
Bhattarai, Badri Prasad
Bui Thi, Huong

Bui Thu, Hien
Cabantac, Racquel
Camua, Aiza

Cawili, Lilibeth

Chan, Chi Wai

Chan, ChunYin

Chand, Purna
Chandra, Novianti
Chapagain, Atmaram
Chaudhary, Bal Ram
Cheng, Kai Ming
Cheng, Wai Fong
Cheng, Wai Ling
Cheng, Wai Lun
Cheung, Yik Hang
Corpuz, Rommel
Dahal, Balkrishna
Das prena, Gine
Dhungel, Jhanak Raj
Dimaunahan, Dorelene
Do Minh, Hai

Ebio, Gaiety
Ekaputra, Agus Az
Escano, Joyce Brigitte
Figueroa, Rolando Jr.
Fok, Siu Wai

G, Ravi

Galvez, Helen
Goldar, Gholamreza Mohammadi
Guno, Amiel Angelo
Hanna, Sameh

Hong Nguyet, Anh
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Hugno, Liezle
Irvan, Alfianto
Jamolin, Joyceline
Javier, Jonathan
Javier, Rominna
Jimenez, Emil Paul
Kariadi, Fanny
Karki, Hari Bahadur
Karunatilaka, Thushantha
Khanal, Naresh
Khanal, Ramchandra
Khatiwada, Govinda
Khatri, Babu Ram
Kunwar, Babu Ram
Kwee, Ing Ing
Kwong, Andy

Lee, Kwan Ho
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Li, Meng

Lui, Rogelio

Maas, Jayravi
Mahyuni, Luh Putu
Mai Thi Thao, Trang
Mak, Kar Fai

Malan - Tan, Malou
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Mangona, Sherryll
Mendoza, Rodel
Milan, Alonah

Mira, Jocelyn

Mirzaei, Mohammad
Mulitas, Lorena
Nambiar, Srijit

Nguyen Thi Huyen, Trang
Nguyen Thi Ngoc, Tien
Nguyen Tran, Trung
Niraula, Dhurba
Ongkiko, Charmaine
Osti, Pradip Raj
Padilla, Michael Angelo
Padua, Resthelyn
Palma, Rose Ann

Pant, Pradip

Parrefio, Harold
Pasaribu, Friesca
Patacsil, Marlo
Paudel, Dhurba Prasad
Pervez, CM

Poon, Chun Lun
Prihatni, Rida
Purwohedi, Unggul
Raga, Robby

Rahaman, Md. Mofijur

Rahon, Marizel

Rai, Ganesh

Ramanathan, Shyamsunder
Reyes, Harking

Reyes, Mayra

Ruwali, Gakul prasad
Samarin, Behzad Zamanian
San Fernando, Lorelyn
Sharma, Vijaya

Shing, Wong

Shrestha, Chandra Bhakta
Shrestha, Gyan Krishna
Shrestha, Poshak Lal
Shrestha, Prem Bahadur
Shrestha, Sanjay Kumar
Shrestha, Shakul kumar
Suresh, Jude

Surianti, Meily

Tan, Rosanna

Tan, Yen Ching Germaine
Tatari, Ali

Temalagi, Selva

Thapa, Babu Ram
Timsina, Dinesh
Tonggano, Stephenly
Tran Thi Thu, Ha

Tumangan, Kathrina
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Villones, Jarvin
Wahyudi, Muhamad
Wegmann, Gregory
Wei, Lai

Wiabdi, Stephanie
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Widowati, Mariatin
Wong, Kwan to
Wong, Wai Yan
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Yong, Wei
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CPD OPPORTUNITIES

Registration link: https://www.cmawebline.org/ontarget,
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ON TARGET CMA AUSTRALIA

CMA EVENTS CALENDAR

Private Providers

Wharton Institute of Technology and Science

e  Webinar - Finance Leadership during a Crisis: Respond, -
(WITS), Australia

Recover and Reimagine 2 July 2020

Syme Business School, Australia
e 2020 Certificate of Proficiency in Strategic Business

Analysis, SMU Academy, Singapore (3rd Intake) 10 July SaclEmiptaRHiniars e ull kel
2020

IPMI (Indonesian Institute for Management

Development), Indonesia
e [Postponed] 7th CMA Intensive Program at Mercu Buana

University Jakarta, Indonesia, organised by Inspire Singapore Management University Academy
i (SMU Academy)
Consulting 25 July 2020 SMU Academ

Business Sense, Inc. , Philippines
e Sustainable Marketing - No longer just a “green” word,

but a strategic mindset 22 July 2020 HBS for Certification and Training, Lebanon

R —'El—
e [Postponed] CMA Intensive Program at Mercu Buana SMART Education Group, UAE

University Jakarta, Indonesia, organised by Inspire Institute of Professional and Executive
Consulting 1 August 2020 Management, Hong Kong

e Virtual Drinks & Networking 7 Aug 2020 AFA Research and Education, Vietnam

Segal Training Institute, Iran
e CPD - Enterprise Risk Analysis Workshop 19 August 2020

PT Angka Bisnis Indonesia (Business Number

e Strategic Business Analysis, conducted by Workplace Consulting), Indonesia
Skills Development Academy (WSDA), Dhaka, Bangladesh . . .
Inspire Consulting, Indonesia
21 August 2020 Inspire Consulting, Indonesia

ManAcc Consulting, New Zealand
e  Webinar: 50 Shades of ‘New Normal’: Whipping

Companies to Embrace an Alternate Societal Lifestyle 20 STRACC Learning LLP, India

August 2020 Workplace Skills Development Academy

(WSDA), Bangladesh
e Strategic Cost Management, conducted by SMU Academy

12 September 2020 Ra-Kahng Associates Ltd, Thailand
e CPD - Project Finance Workshop 15 September 2020 CAEREIET B LA (e ST B 0 0 LS
. . . Singapore Training Institute, Singapore
e Strategic Business Analysis, conducted by SMU Academy
2 October 2020 Blue Globe Inc, Japan

New Zealand Institute of Business, Fiji

e CMA Intensive Program Over Zoom 10 October 2020
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https://academy.smu.edu.sg/smu-icma-certified-management-accountants-programme-cma-2421
http://www.cmaphilippines.com/
http://www.cmamena.com/
http://www.cmadubai.org/
http://www.cmahongkong.com/
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http://www.cmaaustralia-vietnam.org/
http://www.cmairan.com/
http://www.businessnumberconsulting.com/
http://www.businessnumberconsulting.com/
http://cvinspireconsulting.com/
http://cmanewzealand.org/
http://www.icmaindia.org/
http://www.icmabangladesh.org/
http://www.icmabangladesh.org/
http://www.cmathailand.org/
http://www.cmanepal.org/
http://www.cmasingapore.com/
http://www.cmajapan.org/
http://www.cmafiji.org/
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UWA Business School

Queensland

Dr. Gregory Laing, PhD CMA
Branch President

University of the Sunshine Coast

OVERSEAS REGIONAL OFFICES

BANGLADESH

Mr. Sazzad Hassan, CMA

Regional Director — Bangladesh

Email: sazzad.hassan@gmail.com
Website: http://www.icmabangladesh.org

CHINA (including Hong Kong and Macau)
Prof. Allen Wong, FCMA

Regional Director and CE - Greater China
Email: info@cmaaustralia.org
allen.wong@cmaaustralia.org

CYPRUS

Mr. Christos loannou BA (Hons), MBA , CMA
Regional Director-Cyprus

Email: chioanou@cytanet.com.cy

EUROPEAN UNION

Mr. Rajesh Raheja CMA, Branch President
9, Taylor Close, Hounslow, Middlesex TW3
4BZ, United Kingdom

Tel: +44 208 582 0025

Email: rajesh@cmaeurope.net
http://www.cmaeurope.net

FUI

Dr. Chris D'Souza, CMA

Country Head — Fiji (Pro-Temp)
New Zealand Institute of Business
Website: http://www.cmafiji.org

INDIA

Mr. Jayafar MV, CMA

Deputy Regional Director — India
Email: mvjayafar@gmail.com
Website: http://www.icmaindia.org

INDONESIA

Special Capital Region (Jakarta) Regional
Office

Ms. Arum Indriasari — Jakarta Centre
IPMI Business School

E-mail : arum.indriasari@ipmi.ac.id

West Java Regional Office

Ms. Paulina Permatasari, FCMA
Regional Director - West Java
Email: paulinapssj@gmail.com

East and Central Java Regional Office
Dr. Ana Sopanah, CMA

Regional Director - East Java

Email: anasopanah@gmail.com

IRAN
Mr. Alireza Sarraf, CMA
Regional Director- Iran

Email: sarraf@experform.com

JAPAN

Mrs. Hiroe Ogihara

Country Head — Japan

Email: y.al.0ogi999@gmail.com
Website: http://www.cmajapan.org

LEBANON
Mr. Fawaz Hamidi, CMA
Regional Director - Lebanon

Email: hbs@cmamena.com

www.cCmamena.com

MALAYSIA

West Malaysia Regional Office

Dr. Ridzwan Bakar, FCMA

Deputy Regional Director - West Malaysia
Email: ridzwan.bakar@mmu.edu.my

CAMBODIA
[To be Appointed]

NEPAL

Mr. Kumar Khatiwada, CMA
Regional Director — Nepal

Email: kumar_kha@hotmail.com
Website: http://www.cmanepal.org

NEW ZEALAND
Dr. Louw Bezuidenhout, CMA
Regional Director — New Zealand

Email: loubez@bizss.co.nz

Website: www.cmanewzealnad.org

PAPUA NEW GUINEA

Dr Thaddeus Kambanei, CMA

Regional Director - PNG

Email: Thaddeus.Kambanei@yahoo.com
http://www.cmapng.com

AUSTRALIA

PHILIPPINES

Mr. Henry Ong, FCMA

Regional Director - Philippines

Email: hong@businesssense.com.ph
http://www.cmaphilippines.com

SINGAPORE

Dr Zahabar Ali, CMA

Country Head — Singapore
Email: ali@parkinsons.com.sg

Website: http://www.cmasingapore.com

SRI LANKA

Mr Kapila Dodamgoda, CMA

Regional Director - Sri Lanka

Email: kapiladodamgoda@yahoo.com
http://www.cmasrilanka.com

THAILAND

Mr. David Bell, CMA

Regional Director — Thailand

Email: david.bell@rakahng.com
Website: http://www.cmathailand.org

UNITED ARAB EMIRATES

Mr. Shakeeb Ahmed, CMA

Regional Director - U.A.E. & GCC Countries
Email: shakeeb@smarteducationgroup.org
Mobile: +971-55-1062083

Website: www.cmadubai.org

VIETNAM
Mr. Long Phan MBusAcc, CPA, CMA
Regional Director- Vietnam

Email: longplt@afa.edu.vn

Certified

Management
Accountants
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