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Mr. Chairman,

The world economy is slowing sharply and hopes for a rapid rebound are fading.  The mood was
very different only six months ago when the world economy was still riding the crest of the new
technology wave, the opportunities of the dot com revolution seemed boundless, the business
cycles was widely treated as passé, and growth predictions were confidently being revised
upwards.

The economic slowdown in the United States, which became apparent in the final quarter of last
year, provided the reality check.  The concern now is how long and how deep the United States
downturn might be.  Unresolved structural difficulties and sluggish growth in Japan along with
continued monetary tightness in Europe mean that this year all the major industrial economies
are heading downward with considerable downside risks for the global economy.

A good deal of attention over the past decade has been concentrated on the performance of the
United States economy.  UNCTAD was among the first to applaud its shift of monetary gears in
the mid-1990s which extended the limits of potential growth and helped unemployment drop
towards post-war lows.  We were also among those warning about excessive exuberance feeding
into serious macroeconomic and financial imbalances in the late 1990s.  The sharp slowdown in
the United States has generated a swift consensus on the use of counter-cyclical monetary and
fiscal measures to avoid a prolonged downturn.  We hope that such measures will make a
difference.  However, despite decisive policy action, rapid recovery may prove difficult,  given
the financial excesses associated with the long period of expansion.  The history of asset price
deflations teaches that these can be difficult to manage and the situation in the United States is
made all the more complicated by its large external deficit and the uncertainties surrounding the
dollar.

But whatever happens to the United States economy over the near-term, the long-term health of
the global economy should not depend on developments in a single country.  Europe appears to
be in its best position for over a decade to assume wider economic responsibilities and to offset
the effects of slowdown in the United States.  Growth in Europe broke through the 3 per cent
barrier last year, and with budget deficits under control, healthy current account positions and
few signs of inflationary pressure, the way is clear for a shift to expansionary macroeconomic
policy.  Not only would this allow Europe to more effectively tackle its persistent and high
unemployment, but it would also help bolster global demand.

At the present juncture complacency is no guide for policy making anywhere in the world
economy.  As a result of growing global interdependence both real and financial shocks are
transmitted much more rapidly across regions, countries and sectors.  Moreover, while recent
financial crises in emerging markets had some favourable effects on growth in industrial
countries, no such benign symmetry can be expected from shocks which originate in the
industrial economies.

Mr. Chairman,

Despite a good record of growth in developing countries last year, there is mounting concern
about the impact of a slowdown in industrial economies.  Trade is the most direct channel of
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transmission, and the damage to export-led recoveries in Asia and some Latin American
economies has already been reflected in growth figures.  Some developing countries are hoping
that a downturn will bring relief through the decline in United States interest rates and a weaker
dollar.  The reasoning is sound.  Reduced borrowing costs and debt servicing should ease
pressure on balance of payments and budgets, and improved competitiveness for countries whose
currencies are tied to the dollar should allow for export expansion.  But outcome may not be so
kind.  A bigger than expected downturn could bring a new round of financial uncertainty and a
reassessment of risks in emerging markets, leading to a flight to safety by investors.  Already the
troubles in Argentina and Turkey have hurt investor confidence in other emerging markets.
Moreover, the resilience of the dollar despite the slowdown in the United States has so far defied
the predictions of most observers, highlighting once again the dangers of gyrations among the
leading reserve currencies.

Mr. Chairman,

The possibility that the downturn in the world economy could be more pronounced than under
normal cyclical conditions is very real.  Excessive financial liberalization and volatile capital
flows have created a world economy vulnerable to systemic instability.  UNCTAD has more than
a passing interest in this matter.  Developing countries which have experienced boom-bust cycles
in recent years have been subject to a good deal of opprobrium and invective, despite, in many
cases, a solid record of governance and economic performance.  These disturbances have often
been triggered by external shocks, including shifts in economic policy and performance in major
industrial countries.  In such an interdependent world economy the full range of policy options
needed to reduce the likelihood of such crises and to better manage them when they do occur
requires coordination and cooperation among all countries.  This was precisely the original
mission of multilateral financial institutions established to prevent a repetition of the inter-war
economic chaos linked to persistent payments and currency disorders and excesive reliance on
short-term capital flows.

The record since the collapse of the Bretton Woods arrangements in the early 1970s suggests,
however, that existing multilateral rules and mechanisms have lost direction. The frequency of
financial disturbances has been increasing, and these have more often than in the past combined
currency and banking crises.  The virulence of the forces unleashed after the collapse of the Thai
baht in July 1997 seemed to confirm the systemic nature and global reach of financial crises.
Various initiatives have been pursued in different forums in the hope of finding a system of
governance compatible with flexible exchange rates and large-scale volatile  capital flows.  But,
as discussed in some detail in this year�s Trade and Development Report, success has been
elusive, in large part because the agenda has been organised around a false separation of
problems facing developed and developing countries.

International action to address systemic instability and risks has given way to a plethora of
measures for reforming national institutions and mechanisms.  Even in this regard debtors and
creditors have been treated very differently.  Efforts have concentrated on disciplining debtor
countries, setting guidelines and standards on how they design and conduct policy, and providing
incentives and sanctions for their implementation.  Debtor countries have been urged to better
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manage risk by adopting strict financial standards and regulations, pursuing appropriate
exchange rate regimes, carrying adequate amounts of international reserves, establishing
contingent credit lines, and making contractual arrangements with private creditors which will
involve them in crisis resolution.  By contrast, little attention is given to the role played by
institutions and policies in creditor countries in triggering international financial crises, and
many other issues of concern to developing countries have not reached the discussion table.

Mr. Chairman,

A different track is urgently needed- one that recognizes the deep-seated biases and asymmetries
in the workings of the international financial system.  This will mean opening up the reform
agenda to interests other than those of the major creditor countries and providing for much
greater collective input from developing countries.

Renewing the reform agenda might start by recognising that most boom-bust cycles in emerging
markets have been connected with shifts in the liquidity positions and herd behaviour of lenders
and investors in the major industrial countries.  However, the obligations contained in new codes
and standards initiatives seem to reflect the view that the main flaws in the system for
international capital movements are to be found in recipient countries, which should thus bear
the main burden of adjustments needed to prevent and contain financial crises.  By contrast new
measures and recommendations to reduce volatile capital flows at source or to increase
transparency of currently unregulated cross-border financial operations are inadequate or absent.

Again, capital flows and exchange rates in emerging markets have been shown to be highly
vulnerable to shifts in exchange rates and monetary policy of the major reserve currencies.  It is
not meaningful to predicate attainment of exchange rate stability by emerging markets purely on
their adoption of appropriate macroeconomic policies and exchange rate regimes when the
currencies of major industrial countries are still so unstable.  But the exchange rate system has so
far been noticeable by its absence from discussions of reforming the international financial
architecture.  Given the degree of global interdependence, a stable system of exchange rates and
payments positions calls for a minimum degree of coherence among the macroeconomic policies
of major industrial countries.   However, the existing modalities of multilateral surveillance do
not currently include ways of attaining such coherence or of dealing with unilateral impulses
resulting from changes in the monetary and exchange rate policies of the major industrial
countries.  In this respect governance in macroeconomic and financial policies lacks the kind of
multilateral disciplines that exist for international trade, even though external financial shocks
are potentially more damaging than adverse impulses from trade.

The treatment of creditors and debtors during financial crises provides another set of issues
where the reform agenda is in urgent need of fresh thinking.  Large bailout packages often seek
to keep debtors current on their payments to creditors and to maintain open capital accounts, but
do little to prevent the collapse of currencies and deep recessions.  As a result, much of the
burden of crises is shifted on to the taxpayers in debtor countries.  While the international
community has increasingly come to recognize that market discipline will work only if creditors
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bear the consequences of the risks they take, it has been unable to reach an agreement on how to
bring this about.

A credible strategy for involving the private sector should combine temporary standstills with
limits on access to IMF resources.  Countries should be given the option to impose unilateral
standstills under an international statutory protection in order to prevent a grab race for assets
and to facilitate orderly debt workouts.  There should be limits to crisis lending with the purpose
of financing payments to private creditors which is difficult to reconcile with a meaningful
private sector involvement.  Such limits should only be exceeded after ensuring private sector
participation.  Given the increased instability of the external trading and financial environment of
developing countries, a reform of the Bretton Woods institutions should concentrate on
improving counter-cyclical and emergency financing of the current account rather than
expanding their role in financing capital account crises.

Mr. Chairman,

In the absence of effective global arrangements for a stable international financial system,
regional arrangements can provide collective defence against systemic failures and instability.
The European experience has been held up as a model here, for example in areas such as
intraregional currency bands, intervention mechanisms, regimes for capital movements,
payments support, and even regional lender-of-last-resort facilities.  Such arrangements among
developing countries would probably require the inclusion of a major reserve-currency country
willing and able to assume a key role.  In this respect, recent initiatives in Asia, involving
developing countries and Japan, could constitute an important step towards closer regional
monetary and financial integration.


