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Chairman Brown, 
Chairman Carstens, 
Excellencies, 
Ladies and Gentlemen: 
 
Let me open my address with two statements on which I think we can all agree: that the short-
term outlook for economic performance in the developing world is relatively bright, and that this 
is largely a reflection of the increasing interdependence in the world economy. I would like to 
take this opportunity to comment on some aspects of this interdependence that are particularly 
important at this juncture from a trade and development perspective. 

 

I will first address these short-term prospects against the background of the global trade 
imbalances, and then raise two issues related to global economic governance: IMF reform, and 
the international trade negotiations. I would then like to share with you some thoughts on a 
subject that has been at the centre of UNCTAD’s work from its inception – commodity prices 
and the terms of trade – and conclude with some remarks on the aid-for-trade initiative.  

 

It now appears that in 2007, at an expected overall expansion of 3.6%, the world economy will 
maintain its momentum for the fifth consecutive year. In this environment, developing countries, 
including many of the poorest, continue to benefit from strong demand for primary 
commodities. Notwithstanding the recent decline in some commodity prices, most of these 
prices remain at relatively high levels. Although not all developing countries have enjoyed 
improvements in their terms of trade, because they face higher oil import bills and their exports 
do not include other products whose prices have increased at similar rates, gains in the terms of 
trade since 2003 have improved the external and fiscal balances of many developing nations in 
Africa, Latin America and West Asia. This has paved the way for more expansionary policies, 
and in some cases for a recovery of investment rates. UNCTAD is predicting that Africa will 
again grow at around 5.5% in 2007.  Over the past five years, in fact, per capita GDP in Africa 
and in Latin America has increased by more than 15%, something not seen in these regions 
since the early 1980s. While this is certainly cause for optimism about progress towards the 
Millennium Development Goals, per capita income growth in several of the poorest countries is 
still too low to achieve these goals.     
 
Once again, the fastest-growing region of the world economy will be South and East Asia, 
thanks mainly to the strong performances of China and India. Given their high investment rates, 
this pattern is likely to continue in the years to come, provided that the inevitable correction of 
the global imbalances does not come at the expense of a major recession in the United States, 
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where a large part of Asian exports go. Macroeconomic policies in China are now aimed at 
increasing the contribution of domestic consumption to economic growth. If successful, this 
reorientation would lead to a more balanced expansion in that country and tend to reduce its 
trade surplus – one element in the global imbalances.  
 
There are other signs that the sources of impetus for the world economy are slightly shifting, as 
the US economy is slowing down while growth in Japan is picking up. But this adjustment is far 
from adequate to solve the global imbalances problem, because the US current account deficit 
remains extraordinarily high, exceeding $850 billion in 2006. So, too, do the risks of a sudden, 
disorderly correction of the imbalances.  
 
There can be little doubt that these current account imbalances cannot be corrected without 
adjustments in the global pattern of demand and exchange rates – and here I emphasize the word 
“global”, because the problem is not confined to the US and China. In addition to China, with a 
current account surplus of around $200 billion in 2006, Japan and Germany have also been 
enjoying very high surpluses, of $170 billion and $150 billion, respectively, and Germany’s 
surplus has risen even further since then. Moreover, the Japanese currency, rather than 
appreciating as theory would suggest, has depreciated in recent years in both nominal and real 
terms vis-à-vis those of its most important trading partners. And there are other cases where 
exchange rate changes have gone in the wrong direction. Indeed, compared to 1996, of all the 
world’s large economies and those countries with the biggest surpluses, only China has 
experienced a slight appreciation of its real effective exchange rate, and thus a slight 
deterioration of its competitive position. For the other three countries with the largest surpluses 
– Japan, Germany and Switzerland, which are all officially adhering to “free floating” – this rate 
has actually depreciated.  
 
This paradox may deserve greater attention in the debate about remedies for the global 
imbalances. In the case of Germany, the real depreciation of 20% compared to the mid-1990s 
can be attributed to very slow growth of nominal wages, which has driven unit labour costs 
below the levels of its main trading partners both inside and outside the euro area. In the case of 
the yen and the Swiss franc, the real depreciation can be explained by the so-called “carry 
trade”, which occurs against the background of differences between the expected nominal return 
and the expected real return on investments. This is not new. Most of the financial crises in the 
post-Bretton Woods era of floating have in fact been preceded by a build-up in nominal interest 
rate differentials, which is not covered by depreciation in the exchange rate of the country with 
the higher nominal interest rate. This leads to shifts in the currency composition of investor 
portfolios, triggering an appreciation in the real exchange rate of the country with the higher 
nominal interest rate and implying a further rise in the return on such investments.  Moreover, if 
central banks attempt from the outset to limit the extent of appreciation of the domestic currency 
through foreign exchange market intervention, the resulting growing stock of foreign currency 
reserves only adds to the confidence of international speculators. 

 

The ongoing "carry trade" involves shifts in short-term asset holdings from yen or Swiss francs 
– currencies of countries with very low inflation and very low nominal interest rates – to 
currencies of countries with higher inflation and higher interest rates, such as Brazil, Turkey and 
several economies in Eastern Europe. This breaks the vital link between interest rate 
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differentials and the risk of currency depreciation. As such, it should be sufficient to challenge 
the view that floating is the only feasible solution to the problem of the external balance.   

 

From this standpoint, pressure on China to float its currency could easily lead to the opposite of 
what is intended. As that country’s interest rates are still rather low, it is by no means clear that 
the renmimbi would appreciate if its exchange rate were floated. Like the yen and Swiss franc, 
assets now held in the renmimbi could be carried to high-interest-rate locations, resulting in 
renmimbi depreciation, greater competitiveness of Chinese producers and worsening global 
imbalances.  
 
Distinguished Ministers, 
Ladies and Gentlemen: 
 
Part of the problem lies in the lack of sufficient institutional arrangements for enforcing 
multilateral disciplines on exchange rates, which by definition are internationally determined 
variables and depend on monetary policy in more than one country. This issue deserves special 
attention in our discussions about reforming the international monetary and financial system, 
including the IMF. At this point, the Fund’s policy oversight does not effectively cover the main 
surplus and deficit countries. Instead, it remains confined to its poorest members, which need to 
draw on its resources, and to emerging-market economies, which are experiencing financial 
crises and disruptions in financial markets. To make matters worse, most of these countries are 
inadequately represented in the collective decision-making of the international financial 
institutions. Reforming the Fund’s voting system is thus all the more imperative.  
 
Let me elaborate. Current and future quota reviews must bring voting weights into better line 
with changing realities in the globalizing world economy. They must fully reflect the increasing 
role played by developing countries in international trade and financial flows and their growing 
share of world real output and population. In principle, the Fund’s weighted voting system 
allows for adequate voice and participation of the poorer and smaller countries, through the 
institution of basic votes.  But since these votes have not been increased since 1944, whereas 
Fund quotas have risen by a factor of 37 and membership by a factor of four, their significance 
has been greatly reduced. The relative decline of basic votes as a percentage of the overall votes 
of the IMF – from the original 11.3% to 2.1% today – has substantially shifted the balance in 
favour of countries with large quotas.  
 
IMF voting reform is critically important for the developing world. Even with the ad hoc quota 
adjustments agreed in Singapore, and a doubling of the basic vote, the current system is skewed 
heavily in favour of the developed countries. The voting reform should thus involve not only an 
immediate adjustment, but also the introduction of a mechanism that allows for further 
adjustments in the medium to long term, in keeping with structural changes in the world 
economy. Proposals to delink IMF voting weights from economic power have been put up for 
discussion, especially by the Group of 24, and merit serious consideration.  
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Excellencies, 
Ladies and Gentlemen: 
 
Another key issue in global economic governance that has aroused some concern is the lack of 
progress in the Doha Round of multilateral trade negotiations. Even if, as some observers 
believe, the overall net benefits for development that can be expected from the Round are less 
than what the standard calculation of welfare gains would suggest, every effort should 
nonetheless be made to avoid a definitive failure of the Round. 
 
Further trade liberalization – be it multilateral, bilateral or unilateral – will open new 
opportunities for trade and income growth, but it will not by itself promote development. The 
static gains that might be obtained from increased market access are relatively small, and they 
might not last unless developing countries significantly increase their productive capacities to 
supply domestic and international markets. In most developing countries, this will be possible 
only with faster capital accumulation in favour of diversification and industrialization. 
Experience has shown that trade liberalization and reliance on market forces will not be enough 
to attain this objective. More proactive and innovative policies in support of capital 
accumulation and productivity enhancement will be needed in many countries to stimulate the 
dynamic forces of markets that underlie structural change and economic growth, and to develop 
new sectors of economic activity that allow greater benefits to be reaped from globalization.  
 
Some developing countries are reacting to the lack of progress in the multilateral trade 
negotiations by entering into bilateral trade agreements with developed countries. Such 
agreements may actually be far more restrictive with regard to policy flexibility than the existing 
multilateral rules and regulations, and even more restrictive than what could be expected from a 
possible outcome of the Doha Round. It is therefore in everyone’s interest that the Doha Work 
Programme be concluded and that it deliver on the development promises of the Doha 
Declaration. This will, however, require greater flexibility on all sides.  
 
Chairmen, 
Ladies and Gentlemen: 
 
One of the typical structural disadvantages of many developing countries is their continuing 
dependence on the production and export of a small number of primary commodities, which 
makes their entire economies highly vulnerable to demand and supply shocks and reduces their 
ability to make economic and social progress through productivity gains. It is true that in the 
recent context of worldwide expansion, the demand for primary commodities has considerably 
increased, in particular from the fast-growing East and South Asian economies. Rising demand 
and prices for energy and raw materials in particular have added to the export earnings of many 
poor countries. But two facts must be considered here. First, not all countries have benefited 
from improved terms of trade and higher foreign exchange income; oil-importing developing 
countries that lack a significant share of minerals in their export basket, or that face strong 
competition from more competitive exporters of low-skilled manufactures, have encountered 
severe difficulties in balancing their payments. And most of the least developed countries have 
seen a declining share of world trade.  Second, not all the gains arising from higher commodity 
prices are accruing to the exporting countries in the form of higher profits of domestically 
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owned companies, higher wages in the primary sector, or increased public-sector income from 
royalties or taxes. In many cases, these forms of income have constituted only a minor part of 
the total gains, while a larger share of the higher profits has accrued to foreign investors, or been 
reinvested in the extractive industries.  
 
From the standpoint of development strategy, such reinvestment is useful inasmuch as it helps 
generate benefits for the domestic economy by enhancing the productivity and profitability of 
these industries. But this may lead in the short term to a reversal of favourable price trends, with 
developing countries selling non-renewable raw material wealth at a faster pace and cheaper 
price. In the medium to long term, it may perpetuate a country’s dependence on primary exports. 
A better development policy approach might be to focus on how best to channel the gains from 
higher raw material export earnings into investments in infrastructure (e.g. for health and 
education services) and manufacturing, which would accelerate diversification and reduce 
commodity dependence.   
 
These development goals cannot, unfortunately, be achieved by the developing countries alone. 
The international community must also take action, doing much more than in the past to bolster 
the productive and trading capacities of the more vulnerable developing countries, so as to allow 
them to become competitive suppliers on both external and domestic markets.  The aid-for-trade 
initiative could contribute to this end. It is a necessary systemic response to trade 
marginalization. For many low-income and other vulnerable developing countries, aid for trade 
is crucial both to realize the potential gains, and to mitigate the potential costs, of trade 
liberalization.  
 
Since aid for trade is meant to help developing countries solve additional problems resulting 
from trade liberalization, it is essential to ensure that such aid is fully additional to other forms 
of official development assistance. It should also be associated with a minimum of 
conditionality, so as to allow adequate flexibility for governments in the receiving countries to 
support the process of diversification and industrialization. Every country should be able to 
design and implement its own strategy for integration into the global trading system. UNCTAD 
will continue to contribute to the conceptualization, operationalization and implementation of 
the initiative in order to turn the idea into a reality, and to help developing countries maximize 
their gains from globalization.  

 


