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Mr. Chairman, 

 

 Despite a sharp slowdown in 2001, the world economy has defied predictions of a deep 

recession following the events of 11 September.  Timely policy efforts in some developed and 

developing countries have helped bring stability.  However, with much still riding on the 

performance of the United States economy, more balanced and sustainable global growth looks 

elusive.  Without a strong demand stimulus from all the major industrial countries, recovery may 

remain weak and unbalanced, making it difficult for developing countries to attain their growth 

and development goals.  

 

 2001 was a difficult year for the world economy.  The downside effects of the high-tech 

cycle eventually tipped the United States economy into recession in the course of last year, and 

the belief that the Euro area would be immune to slowdown across the Atlantic proved 

unfounded.  The global slowdown also upset the nascent recovery in Japan, sending the economy 

back into recession and unemployment to post-war highs.   

 

 Developing countries very quickly felt the impact of the slowdown in the major industrial 

countries, with their overall growth dropping to about 2 per cent in 2001 from about 5.5 per cent 

in the previous year.  East Asia led the downswing, with several countries experiencing a return 

to recession conditions in 2001.  Latin America followed, with a marked slowdown in some of 

the largest economies, notably Brazil and Mexico, and an intensification of the recession in 

Argentina.  Growth in Africa has remained steady, but at a level that barely matches the rate of 

population growth.  Only China and India, two big economies which depend less on foreign 

trade, have escaped the downward pressure from world markets.   

 

 

Mr. Chairman, 

 

 In today`s increasingly interdependent world, developing countries, it would seem, are 

more vulnerable than in the past to external disturbances.  International trade has been one 

important channel for transmitting the slowdown in the industrial countries.  After growing by 14 
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per cent in 2000, export volumes for developing countries grew less than 1 per cent in 2001, with 

all major regions experiencing a sharp slowdown.  Many developing countries in East Asia have 

seen sharp drops in their export earnings from such products as electronics, where they have 

expanded capacity in recent years.  In most regions, slower growth in export volumes has been 

compounded by lower commodity prices.   

 

 Uncertainty surrounding emerging market prospects has left private international capital 

flows to developing countries well below the pre-1997 levels, and only FDI has remained 

buoyant, albeit skewed towards a small number of locations.  The expectation that economic 

slowdown and looser monetary policy in the industrial countries would trigger capital flows to 

developing countries, as was the case in the early 1990s, has proved false.  Rather, increased risk 

aversion and liquidity preference have led to a flight to safety and added to the strength of the 

dollar.  While domestic economic difficulties no doubt played a key role in the outbreak of a new 

round of financial crises in Argentina and Turkey, external factors also contributed: not only the 

slowdown in industrial countries but also the strength of the dollar weakened trade performance 

in these countries owing to links between their currencies and the dollar. 

 

 Despite the concerted response by the world’s most important central banks following the 

events of 11 September, only in the United States has policy been consistently focused on 

attaining a rapid recovery by reviving domestic spending.  Economic performance in the Euro 

area and Japan, by contrast, has continued to depend on expansion of foreign demand.  Many of 

the East Asian developing countries with relatively favourable external payments positions have 

sought to mobilize domestic sources of growth through expansionary macroeconomic policies 

and have attained some recovery in the latter part of 2001.  However, most developing countries, 

notably in Latin America and Africa, have had little room to expand domestic demand because 

of tighter external constraints due to falling export earnings and private capital inflows.  

 There were widespread expectations that a positive outcome in Doha would help 

accelerate economic recovery and expansion of trade by raising business and household 

confidence.  The  agreement reached did cover a comprehensive programme of work, defined 

partly as a response to the need to rebalance the rules of the trading system so as to alleviate the 

problems encountered by developing countries, and partly as a response to the need to bring 
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greater consistency between the macroeconomic and development dimensions of trade.  Further 

favourable effects depend on the eventual outcome of the negotiations.  Moreover, the agreement 

in Doha has not prevented the emergence of new frictions in the trading system, as the 

combination of economic slowdown, the strength of the dollar, and large and persistent trade 

imbalances have provided humus to renewed protectionist pressures.    

 

 Global prospects hinge crucially on policy actions designed to restore strong recovery in 

private spending in the leading industrial economies.  The United States has taken the boldest 

measures, with a series of expansionary fiscal and monetary actions that were accelerated after 

11 September.  Still, the legacy of indebtedness created during the boom years may prove 

difficult to shake off, and there is uncertainty surrounding the strength of the country’s recovery.  

In Europe, the Stability and Growth Pact has led to the pursuit of budget deficit targets with 

insufficient regard to countries’ cyclical positions, and monetary policy has remained focused 

primarily on inflation.  While a weak Euro has helped to sustain foreign demand, monetary 

policy in the Euro area has been restrictive in terms of the contribution of the region to global 

demand.  Absent a strong domestic demand-led recovery, it seems unlikely that Europe will take 

the lead from the United States in pulling the world economy back to faster growth.  There are 

few signs of a quick turnaround for Japan, where policy options are heavily circumscribed by 

structural weaknesses. 

 

Mr. Chairman, 

 

 An orderly transition to a world where all the leading economies are pulling forcefully in 

the same direction is further complicated by the uncertainty surrounding exchange rate 

misalignments and by large and persistent trade imbalances.   The strength of the dollar has 

reached, in real effective terms, the levels observed in the mid-1980s before the Plaza agreement  

to bring an orderly devaluation.  It has been adding to global imbalances resulting from 

disparities in demand creation among the major industrial countries.  If an increasing number of 

countries seek to depreciate their currencies against the dollar as part of their attempts to get out 

of the recession, the eventual correction needed for the dollar could become very large, creating 

a risk of sharp swings in major exchange rates with attendant consequences for financial stability 
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and economic growth in developing countries.  Avoiding such a risk requires a better balance in 

the contribution of major industrial countries to global demand, with Europe in particular taking 

greater responsibility.  

  

 Past experience suggests that growth in the industrial world needs to reach about 3 per 

cent in order to support a vigorous increase in employment and income in developing countries.  

On current trends and policies this is unlikely to happen in the near future.  The context of slow 

and volatile growth, currency misalignments, and trade imbalances may also undermine efforts 

to improve market access for the exports of developing countries. 

 

 It may thus be necessary to reorient macroeconomic and structural policies in the 

industrial countries, particularly outside the United States, so as to bring a faster and more 

balanced growth in the world economy.  Improved market opportunities could provide a useful 

boost to activity in developing countries, and increased use of regional trade and financing 

mechanisms could provide relief from external constraints and protection against financial 

instability.  The continuing need of a large number of developing countries for substantial 

official financial support to protect them from the effects of the difficult external economic 

environment should not be forgotten. 

 

Mr. Chairman, 

 

 Recent experience has also raised questions, particularly from developing countries, 

about the effectiveness of current multilateral economic arrangements and the need for reforms 

to bring back a greater degree of coherence: 

  Initiatives taken to reform the international financial architecture since the outbreak of the 

Asian crisis have not been very effective in preventing a new round of financial crises in 

emerging markets.  Lack of arrangements for orderly debt work-out procedures continues 

to create difficulties and uncertainties in the resolution of international debt crises.  These 

point to the need to reconsider and reassess the reform process now under way.  
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  The tightened external payments constraint on developing countries resulting from the 

recent downturn in the world economy and from the pro-cyclical behaviour of financial 

markets raises the question of the adequacy of multilateral arrangements for the provision 

of official balance-of-payments financing. 

 

  The question of stability and appropriate alignment of exchange rates among the G-3  

currencies remains unresolved, so that large swings continue to pose a potential threat to 

global financial stability and the international trading system.   

 

  Notwithstanding the concerted monetary policy response to 11 September, there has been 

little coordination of macroeconomic policies among the major industrial countries to 

provide the basis for a rapid and balanced expansion of global demand and to avert the  

build-up of further trade imbalances and protectionist pressures. 

 

  While the Doha meeting acknowledged many of the concerns of developing countries 

first expressed in Seattle, there are considerable uncertainties surrounding the efforts at  

translating the expanded negotiation agenda into a genuine development agenda. 

 

 The goal of reform should be to ensure that current arrangements in the different 

economic spheres of trade, finance, debt, investment, and technology mutually reinforce each 

other in support of equitable, rapid and sustainable growth and development.  In a world of 

increased interdependence, no country can put its house in order regardless of the conditions 

prevailing in its external economic environment.  This is true not only for developing countries, 

with their well-known weaknesses in absorbing external shocks, but also for the most powerful 

industrial economies. 

 


