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DIFFERING VIEWS ON CURRENT DEVELOPMENTS IN GLOBAL ECONOMY

By Bhumika Muchhala, Geneva, 8 July 2009
A high-level policy dialogue on current developments in the world economy at the UN Economic and Social Council (ECOSOC) saw a difference of views between the UN Conference on Trade and Development (UNCTAD), the International Labour Organization (ILO) and the UN Department of Economic and Social Affairs (UN-DESA) on the one hand, and the World Trade Organization (WTO), the World Bank and the International Monetary Fund, on the other.

 

The high-level policy dialogue with the international financial and trade institutions on current developments in the world economy took place on Monday afternoon during the high-level segment of the annual substantive session of ECOSOC (6-31 July).

 

The policy dialogue involved top officials from the WTO, the International Monetary Fund and the World Bank, as well as from UNCTAD, the ILO and UN-DESA.

 

(While the heads of UNCTAD, the ILO and UN-DESA participated in the high-level dialogue, the World Bank and the IMF were represented by lower-level officials. The World Bank was represented by Joy Phumaphi, Vice-President of the Human Development Network at the World Bank, while the IMF was represented by its Deputy Managing Director, Mr Murilo Portugal.

 

(Coincidentally, the World Bank chief, Mr Robert Zoellick and the Managing Director of the IMF, Mr Dominique Strauss-Kahn, were both in Geneva and had attended the second global review of Aid for Trade at the WTO earlier in the day. At the UN Conference on the World Financial and Economic Crisis and its Impact on Development late June, both the heads of these two organizations were a no-show.)

 

At the high-level policy dialogue, the outlook of UNCTAD, the ILO and UN-DESA were grounded in the stark reality of the severe economic and human impacts of the crisis, the urgent need for fundamental reforms and the disproportionate burden that developing countries are experiencing.

 

On the other hand, the WTO, the IMF and the World Bank emphasised hope and opportunity for recovery, and momentum based on how they were responding to the crisis through determined efforts.

 

In the ensuing interactive dialogue, speakers made a number of comments, including the fact that developing countries were bearing the brunt of the economic crisis, for which they were not responsible, and that the root causes of the crisis had to be addressed.

 

The G77 and China, represented by Sudan, highlighted the importance of the outcome document that came out of the recent UN conference on the financial and economic crisis and its impact on development in New York. It also said that there was an urgent call for a more coordinated and comprehensive response to mitigate the negative impact of the crisis and to ensure the timely adoption of the necessary long-term structural reforms needed to prevent future economic turmoil.

 

The G77 and China emphasised that the UN conference on the financial and economic crisis and its impact on development should be a central point of reference in the discussions held by ECOSOC.

 

Developing countries are bearing the brunt of the negative impacts of the crisis, for which they are not responsible.

 

The vast majority of the world's developing countries lack policy and fiscal space to implement counter-cyclical measures that may be necessary to combat the effects of the crisis and ensure economic recovery, said Sudan. Most of the developing world is facing considerable foreign exchange shortages, making it extremely difficult for them to maintain external commitments.

 

The G77 and China reiterated the call for substantial new and additional financial resources to be made available to developing countries. It is necessary to adopt effective mechanisms so that adequate resources are provided without additional burdens being experienced by developing countries.

 

The G77 and China also called for ambitious measures to be taken to address debt sustainability to avoid a new debt crisis. This includes a moratorium on foreign debt servicing.

 

The current crisis has further highlighted the urgent need for a substantive and comprehensive reform of the international economic and financial system and architecture, including mandates, scope and governance, to better enable it to respond and prevent financial and economic emergencies and effectively promote development.

 

With regard to governance reform at the Bretton Woods Institutions, Sudan stressed the importance of undertaking ambitious and expeditious reform in their governance structures in order to address the democratic deficit and improve legitimacy of these institutions.

 

Part of IMF reform should also address the feasibility of the global reserve system, in which Special Drawing Rights can be given a more prominent and effective role, and can be supported by regional currency arrangements.

 

The outcome document, said the G77 and China, makes an urgent call for a more coordinated and comprehensive response to mitigate the negative impact of the crisis and to ensure the timely adoption of the necessary long-term structural reforms needed to prevent future economic turmoil. The senior leadership of the UN and the international financial institutions who are present here today cannot afford to ignore the important messages from the outcome document.

 

In opening the high-level policy dialogue, Under-Secretary-General for Economic and Social Affairs Mr Sha Zukang cited the latest figures from the recently updated UN World Economic Situation and Prospects report, which forecasts that the world economy will decline by 2.6% this year. For the developing world as a whole, there will be zero per capita income growth. At least 60 developing countries will face reductions in average income, with people living in sub-Saharan Africa, Western Asia and Latin America suffering the sharpest declines.

 

Mr Sha said that the crisis will continue to hit developing countries through several channels of transmission, from tighter conditions for international financing to higher costs of borrowing, a sharp fall in global trade volumes, declining remittances and stalled or contracting aid flows.

 

Additionally, he said, "renewed external debt problems" coupled with a reduction in infrastructure investment and the increased cost of achieving the Millennium Development Goals (MDGs) due in part to decreased funds for social spending are impacting developing countries, and in particular, the low-income countries.

 

Mr Sha further said that the outcome document of the UN conference on the world financial and economic crisis and its impact on development, adopted on 26 June, sets forth a number of specific proposals for tackling the crisis.

 

The "way forward" section of the document underscores the principle of inclusiveness in the global response to crisis and collective understanding of its impacts. It calls for strengthening the UN's capacity and its coordination of policies and actions with the international financial institutions. In particular, the outcome document requests ECOSOC to pursue a range of related actions to follow-up on the implementation of the outcome document.

 

Several steps were outlined by Mr Sha as necessary international actions to overcome the crisis and its most potentially devastating effects on developing countries. One key item of action is a fiscal stimulus that works for all.

 

The UN official noted that 80% of the global fiscal stimulus is concentrated in developed countries, "while many developing countries lack the fiscal space to counteract the consequences of the crisis." More of the G20's $1.1 trillion in financial contributions should go to the developing countries, and temporary debt moratoriums should be put in place.

 

Closer international coordination of existing stimulus packages is needed, said Mr Sha, while emphasising that it will be critical to resist trade protectionism tendencies and intensify efforts to achieve a truly developmental outcome of the Doha Round of trade negotiations.

 

He highlighted the multiple and interconnected crises being faced by the world, from the current economic and financial crisis to food insecurity and climate change. The opportunity of new, large-scale investments - including through stimulus packages - must be used "to set our economies and our planet on a more sustainable and equitable growth path."

 

Mr Sha stressed the need to keep up the sense of urgency, for it was real.

 

The Secretary-General of UNCTAD, Dr Supachai Panitchpakdi, said that we should not be too optimistic of the various news reports of supposed "green shoots". There are still many challenges and threats to the world economy - and talk of recovery is highly misleading and could do more harm than good.

 

Supachai said that it is unfortunate that the world does not seem to have learned its lessons from the Asian financial crisis of 1997-98, particularly in dealing with how to exit the financial crisis. He said, "we know the causes behind financial crises, but we need to be able to think in terms of how we can exit the crisis - and not just a temporary exit where we are forced to come back to crisis mode in periodic intervals."

 

The cycles with which financial crises happen are not normal or natural cycles. Rather, they are induced and can wash away the development gains of entire countries, wiping out a country's trade gains or poverty alleviation strategies.

 

"We simply cannot accept this situation any more," he said. He noted that the world is encountering a "deflationary global economy." Traditional concerns of how to fight inflation are almost irrelevant and impossible. Consumer demand will not rise to previous levels for a few years to come, so, upward pressures on prices will be non-existent. Unemployment is also projected to stay the same.

 

The original forecast for unemployment in the US was 8.9% by December 2009. Now, it is 10% or even more, signifying that we are not at all at the end of the recession yet. "Green shoots without employment implies that the green shoots will not be growing into trees," he said.

 

He also said that aid budgets are dropping in alarming percentages. Exports in Asian economies are dwindling, meaning that Asian countries cannot depend any more on external demand. In sub-Saharan Africa, UNCTAD estimates growth of
2% or even less this year. Additional credit squeezes in developing countries mean that developing countries cannot generate their own domestic stimulus.

 

At the food summit in Rome last year, it was stated that $22 billion in food aid was needed. However, as of today, only about $2 billion has been delivered. Meanwhile, the number of malnourished people in the world has increased to one billion people today. This will not go away easily, said Supachai.

 

UNCTAD has also estimated a drop in Foreign Direct Investment (FDI) in the first quarter of this year, which stands at a fall of 54% from the $1.3 trillion peak of FDI flows in 2008. A central factor is the heightened insecurity that transnational corporations feel with investing abroad.

 

Finally, Supachai called attention to the emerging new debt crises in developing countries. "Many developing countries now have debt levels of over 150% of GDP. And we don't have the process to deal with insolvent debt." The need for a moratorium on foreign debt servicing is at an all-time high, while at the same time, the international community cannot "rescind efforts from a global and coordinated fiscal stimulus."

 

The Director-General of the ILO, Mr Juan Somavia, said that the outcome document adopted by consensus by the UN General Assembly provides "good and useful guidelines for the future." The global community needed such a document from the UN. The outcome document is a pivotal step forward in pulling together the different parts of the UN system and managing a crisis response.

 

Somavia stressed that a well-functioning financial system is one that works for the real economy. Even though this has been publicly acknowledged by the IFIs and the developed countries, "I have to be frank," he said, adding: "It is taking a long time. We are now moving into mid-2009 and it is quite worrying that concrete steps are not being taken to solve the problem of the mis-match between the financial economy and the real economy." There cannot continue to be rhetoric with no follow-up actions, he said.

 

He also said that the world simply "cannot go back to business-as-usual with this crisis. We cannot say that we muddled through it, we mishandled the financial economy, but that the rest is all right, and so fundamental changes do not need to take place." It is the responsibility of the UN to put together a system that is fairer, cleaner, and more sustainable.

 

Somavia also addressed the ILO's Global Jobs Pact, which was adopted two weeks ago by the tripartite International Labour Conference in Geneva. The Global Jobs Pact is an "urgent call to put employment and social protection at the heart of recovery policies," said Somavia, and it reflects the "productive response of the real economy actors to the excesses and mismanagement of the financial economy that underlies this crisis."

 

Somavia said that up to 50 million jobs will be lost this year, with unemployment continuing to grow into 2010. Meanwhile, 45 million young men and women enter the global job market globally each year. Historical data and experience of past crises point to a 4-to-5-year lag time between growth and employment recovery, so, without concerted global action, the world will likely confront a "potential jobs crisis of between 6 to 8 years."

 

These increased uncertainties will have a severe impact on human health, and for that reason the focus of this ECOSOC high-level segment on global public health is to be commended.

 

The ILO is collaborating with the IFIs to develop cross-system collaboration on key policy issues, such as on social protection floors, employment-intensive infrastructure investment and green jobs. "We are working together with the WTO and the World Bank, and consulting with IMF Managing Director (Dominique) Strauss-Kahn, to place social protection into the agenda of the IFIs," said Somavia, emphasising that we "need a quantum jump in the cooperation between multilateral bodies in order to accelerate recovery."

 

The Director-General of the WTO, Mr Pascal Lamy, said that the results of the recent UN Conference in New York contributes to the belief that the global community has to act in concert to exit the crisis, and one part of this is to realise the full potential of institutions such as the ECOSOC in order to ensure global coherence and coordination of respective actions.

 

He highlighted that there was "clear support" from the full UN membership for the Doha Round and the WTO's role and functions in fighting the crisis. "There should be no doubt that the most significant thing the WTO can do to bolster the global economy is to conclude the Doha round," said Lamy, stressing that "keeping trade open is an essential ingredient to help exit the crisis."

 

The Doha Development Agenda, Lamy said, "remains the stimulus package that many of our Members need now. It does not require trillions of dollars but rather, renewed political attention and energy."

 

Lamy also called attention to the need for Aid-for-Trade packages for poorer countries to be able to address their supply-side constraints and boost competitiveness. A 10% annual increase in funds committed has resulted in funding pledges for Aid for Trade standing at more than $25 billion annually; non-concessional loans add an additional $27 billion.

 

The Deputy Managing Director of the International Monetary Fund, Mr Murilo Portugal, spoke on the various ways in which the IMF has been responding to the crisis through reforms, increased flexibility and augmented lending.

 

IMF lending commitments are now 11 times bigger than in the pre-crisis period, standing at a record level of about $160 billion, in comparison with $14 billion at end-2007 and a peak of $86.2 billion in the wake of the Asian financial crisis.

 

Murilo Portugal stated that the IMF has undertaken a "major overhaul" of its lending framework through increasing loan amounts, expediting the speed of loan disbursement and discontinuing structural performance criteria. For low-income countries, the IMF is "continuing debt relief initiatives" and allowing for more "flexible, short-term, precautionary, and emergency" loans.

 

Murilo Portugal also pointed out that the IMF has started to loosen fiscal deficit targets in close to 80% (18 out of 23) of African countries with an active IMF loan. Similarly, inflation targets were also relaxed during 2008 in the wake of food and fuel price increases.

 

(However, earlier analysis by civil society researchers in 2008 has pointed out that the loosening of fiscal deficit and inflation targets is temporary and short-lived, and is reverted to the typical low targets within a year or two. Furthermore, the increased flexibility of deficit and inflation targets comes after years of maintaining low target levels by the loan recipient countries.)

 

The IMF's policy advice, said Murilo Portugal, focuses on financial sector restructuring and expansionary monetary and fiscal policies, which would constitute the counter-cyclical measures called for by both the G20 and the UN. However, these counter-cyclical measures are only advised for countries that have "low and sustainable debt positions and access to financing to do so."

 

According to the IMF, three lessons for the future of the international financial system are to ensure stronger regulation and supervision of financial markets in the advanced countries; making more effective the international surveillance of countries' economic and financial policies; and reforming the governance structure of the IMF and World Bank in order to better represent developing-country voices, in particular, the "dynamic emerging market economies."

 

Ms Joy Phumaphi, Vice President of the Human Development Network in the World Bank, expressed concern that achievement of the Millennium Development Goals (MDGs) will be severely stalled by the financial and economic crisis in developing countries. Phumaphi said that "with many low-income countries already off track on most of the human development MDGs, the global crisis threatens further setbacks."

 

According to a recent World Bank study, "Averting a Human Crisis During the Global Downturn: Policy Options" from the World Bank's Human Development Network, 23 countries depend on foreign aid for more than 30% of their total health spending. "Maintaining donor aid flows during a crisis is urgent in order to safeguard health services. In Rwanda and Ethiopia, foreign aid donors subsidize more than 50% of total government budgeted health spending," said Phumaphi.

 

In response, the World Bank Group has stepped up its financial assistance to middle- and low-income countries, by committing $58.8 billion in fiscal year 2009, and a total of $14 billion to the world's 79 poorest countries through the interest-free loans and grant facility of the International Development Association of the World Bank Group. 
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