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1.
“G192” ONLY CREDIBLE BODY TO BRING ABOUT REFORMS

Geneva, 6 March (Kanaga Raja) -- The "G192", namely, the entire membership of the United Nations General Assembly (UNGA), is the only credible group to bring about the necessary reforms of the 21st century, in the context of the current global economic and financial crises, the President of the Assembly declared Thursday.

 

Father Miguel D'Escoto Brockmann of Nicaragua was responding to a question on whether the emphasis on the G20 leaders' process, which is meeting in London in April to discuss the global financial system, will marginalise the United Nations.

 

D'Escoto Brockmann made these remarks at a media briefing at the United Nations office here. He is currently in Geneva where he delivered an address to the UN Human Rights Council on Wednesday.

 

The head of the UNGA did not think that the United Nations is being marginalised by the G20 process. "But we are absolutely convinced that the only credible enabled group to bring about the necessary reforms for the 21st century is the G192, that is to say, the entire membership of the United Nations."

 

It is not possible to continue having the vast majority of the population of the world pay for the mistakes made in a decision-making process in which they did not participate in the least, he added.

 

He noted that all of these meetings such as the G8 or the G20 will give inputs to the proposal that the United Nations is preparing for heads of state from all over the world in the context of the General Assembly. One of the main inputs would be the Presidential Commission of Experts on reforms of the international monetary and financial system, headed by Nobel Laureate Prof. Joseph Stiglitz (which the General Assembly President set up, and will hold a second meeting in Geneva next week).

 

In this context, he said that he has been travelling to many parts of Asia and Europe, bringing the message to heads of state on the upcoming high-level UN conference (scheduled for June at UN headquarters in New York) to discuss and take action on the global economic and financial crisis.

 

In his address to the Human Rights Council on Wednesday, the head of the General Assembly said that developing countries suffer the most from the harsh effects of the economic and financial crises, and it would be profoundly unjust to expect them to postpone the realization of basic rights such as the right to food, education, and access to water and sanitation.

 

"I see a profound relationship between access to safe drinking water and sanitation and the enjoyment of the right to life or health. Indeed, access to water is indispensable for a life in dignity and a prerequisite for the enjoyment of other human rights," D'Escoto Brockmann told the Human Rights Council.

 "Similarly, we must bolster the concept of the right to food, fundamental to the established rights to an adequate standard of living and to health. The right to food
- especially access to adequate food - is seriously threatened by the confluence of global crises," he added.

 

Asked at the briefing Thursday for his comments on the recent move by the International Criminal Court (ICC) to issue an arrest warrant for Sudanese President Omar Al-Bashir for alleged war crimes committed in the strife-torn region of Darfur, D'Escoto Brockmann said "it is really a sad thing" that (the warrant was issued) in spite of the plea of the African Union and the Arab League to give peace a chance in Sudan and for the UN Security Council to put a freeze (on the warrant) for at least a year.

 

For international justice to regain the credibility "that it should regain if we are going to achieve the peace that we all should be working for, it would be important to begin by indicting people from very powerful nations, not to pick on the smaller ones," the UNGA President said.

 

"This is neither brave nor do I think (does it) represent a real commitment to justice in the world... it's a political decision that I think doesn't help in the least."

 

Asked how the current situation in Sudan could be improved, the General Assembly head said "to allow the ongoing peace negotiations [between Sudanese government and rebel groups in Darfur] to continue, to give peace a chance, as was the message brought by the African Union and the Arab League to the UN Security Council only two weeks ago."

 

Asked to name the powerful nations he referred to earlier, D'Escoto Brockmann, without identifying the United States by name, said that "everyone knows that the greatest atrocity in our world today is that being committed in Iraq."

 

He cited the British medical journal The Lancet claiming that by this time 1.2 million people have died as a direct consequence of "that aggression and occupation."

 

"It will give credibility to international justice if some of these big ones were called to give account of their criminal activity," he said.

 

In his address to the Human Rights Council on Wednesday, D'Escoto Brockmann urged the human rights body to focus on the profound problems that have been created by the massive violations of human rights in Iraq. "Even as the world absorbs the inhumanity of the recent invasion of Gaza, we see Iraq as a contemporary and ongoing example of how illegal use of force leads inexorably to human suffering and disregard for human rights."

 

"It has set a number of precedents that we cannot allow to stand," he told the Council.

 

D'Escoto Brockmann also urged the Council to discuss the appointment of a special mechanism to report on the situation of human rights in Iraq. "It is ironic that for almost 20 years before the US-led invasion and occupation, there was a Special Rapporteur on Iraq. Yet, precisely when the largest human catastrophe on earth began to unfold in Iraq in 2003, this post was eliminated.

 

"Reliable sources estimate there are over one million civilian deaths in Iraq as a direct result of the US-led aggression and occupation, and still there is no Special Rapporteur. This is a serious omission that should be corrected," he told the Council.

 

Asked at the briefing about the current dire situation in Gaza, D'Escoto Brockmann said that it is a case of an atrocity that should not be allowed to go on with impunity, and without real consequences. "And yet that seems to be the case because there are powerful interests defending the perpetrators of such atrocities."

 

The General Assembly head, a vocal critic of Israeli policies in the occupied Palestinian territories, said that what is most important at this point in time is to spare no effort "to try to bring peace between our Israeli and our Palestinian brothers and sisters..."

 

In this respect, he cited peace based on international law and on very concrete United Nations resolutions "calling for certain things that have not been implemented since 1967."

 

In a lighter vein, the General Assembly president said that while he may speak a bit too frankly at times, "we have to call a spade, a spade", recalling his remarks at his inaugural speech at the United Nations.

 

He observed that most people realize that what he is saying is true. Pointing to a principle that says that "it's true but its politically incorrect," he, on the other hand, thought that what is politically incorrect is in not saying it. "It makes us complacent with the ongoing lies and fraud." 
 


Published in South-North Development Monitor (SUNS) #6655, 9 March 2009 

________________________________________________________________________


2.
STIGLITZ PANEL FOR SWEEPING REFORMS OF FINANCIAL 

SYSTEM

Geneva, 25 March (Kanaga Raja) -- A high-level commission of experts headed by Prof. Joseph Stiglitz has proposed wide-ranging reforms to the global financial system including establishing an alternative forum to the G20, improved coordination of global economic policies, a new global reserve system to replace the dollar-based one, reforms in the governance of the World Bank and IMF, as well as comprehensive financial market regulation.

 

A key recommendation is for a globally representative forum - in the form of a Global Economic Council - to be created as an alternative to the G20 to address areas of concern in the functioning of the global economic system in a comprehensive way. At a level equivalent with the General Assembly and the Security Council, such a Global Economic Council should meet annually at the Heads of State and Government level to assess developments and provide leadership in economic, social and ecological issues.

 

The Commission of Experts of the President of the General Assembly on Reforms of the International Monetary and Financial System is chaired by Nobel Laureate Prof. Joseph Stiglitz and is comprised of notable economists, policymakers, academics and central bank officials drawn from Japan, Western Europe, Africa, Latin America, South and East Asia. The Commission was established by Assembly President Father Miguel D'Escoto Brockmann of Nicaragua.

 

The aim of the Commission is to review the workings of the global financial system and to explore ways and means to secure a more sustainable and just global economic order.

 

The wide-ranging recommendations of the Commission are contained in a draft document that is expected to feature in an interactive thematic dialogue convened by the Assembly President on "The World Financial and Economic Crisis and its Impact on Development" at the United Nations Headquarters in New York on 25-27 March.

 

It is part of the UN General Assembly discussion on an agenda item, "Follow-up to and implementation of the outcome of the 2002 International Conference on Financing for Development and the preparation of the 2008 Review Conference."

 

The draft document comes just as the G20 process involving some twenty leading developed and developing economies will be holding a leaders' summit in London next week to discuss the global financial system. The recommendations in the draft document are expected to be raised at the G20 summit.

 

The draft document said that the Global Economic Council would promote development, secure consistency and coherence in the policy goals of the major international organisations and support consensus building among governments on efficient and effective solutions for issues of global economic governance.

 

"Such a Council could also promote accountability of all international economic organizations, identify gaps that need to be filled to ensure the efficient operation of the global economic and financial system, and help set the agenda for global economic and financial reforms."

 

Representation would be based on the constituency system, and designed to ensure that all continents and all major economies are represented. At the same time, its size should be guided by the fact that the council must remain small enough for effective discussion and decision making. All important global institutions, such as the World Bank, IMF, WTO, ILO and members of the UN Secretariat dealing with economic and social issues would provide supporting information and participate in the Council.

 

"It could thus provide a democratically representative alternative to the G-20."

 

The draft document said that the rapid spread of financial crisis from a small number of developed countries to engulf the global economy provides tangible evidence that the international trade and financial system needs to be profoundly reformed to meet the needs and changed conditions of the 21st century. Past economic crises have had a disproportionate adverse impact on the poor, who are least able to bear these costs and that can have consequences long after the crisis is over.

 

While it is important to deal with the structural changes to adapt the international system to prevent future crisis, this cannot be achieved without significant measures to promote recovery from the current crisis whose impact may be even worse than in the past. Short term measures to stabilize the current situation must ensure the protection of the world's poor, while long term measures to make another recurrence less likely must ensure sustainable financing to strengthen the policy response of developing countries.

 

"Some 200 million people, mostly in developing countries, could be pushed into poverty if rapid action is not taken to counter the impact of the crisis on developing countries," said the draft document. "Even in some advanced industrial countries, millions of households are faced with the threat of losing their homes and access to health care, while economic insecurity and anxiety is increasing among the elderly as they lose their life-time savings in the collapse of asset prices."

 

Without a truly inclusive response, recognizing the importance of all countries in the reform process, global economic stability cannot be restored, and economic growth, as well as poverty reduction worldwide will be threatened.

 

"This inclusive global response will require the participation of the entire international community; it must encompass more than the G-7 or G-8 or G-20, but the representatives of the entire planet, from the G-192."

 

The draft document highlighted a series of immediate measures essential for global recovery as well as an agenda for deeper systemic reforms to the international system, which it said should begin now, if recovery is to be sustainable.

 

Among the immediate measures are that all developed countries should take strong, coordinated, and effective actions to stimulate their economies. National stimulus packages should thus include spending measures to be undertaken in developing countries to offset the impact of the decline in world trade and financial market dis-intermediation. Industrialised countries should thus dedicate1.0% of their stimulus packages, in addition to traditional official development assistance commitments.

 

(An ILO study released on Tuesday examined current rescue efforts in 32 countries, including all members of the G20. It said that while the IMF had called for stimulus plans in the order of 2% of GDP in response to the crisis, stimulus plans stand on average at 1.7% - even less as a share of world GDP. Moreover, said the study, stimulus as a percentage of GDP for advanced economies is only 1.3% - less than half that allocated by developing and emerging economies.

 

(The study, entitled "The Financial and Economic Crisis: A Decent Work Response", also found that the stimulus packages lean heavily toward financial bailouts and tax cuts instead of job creation and social protection. In advanced economies, only 3% of total spending is on employment measures while developing and emerging economies are spending 0.2%. Social transfers to low-income households comprise a relatively small percentage for both groups - 10.8% in advanced economies and 6.8% in developing and emerging economies. The study also noted that on average, fiscal stimulus packages for the real economy are five times smaller than financial bailout packages.)

 

Developing countries need additional funding, said the draft document. More permanent and stable sources of funding for developing countries that could be activated quickly and are not subject to inappropriate conditionality are necessary. Indeed, additional funding would be required just to offset the imbalances and inequities created by the massive stimulus and bail-out measures introduced in advanced industrialised countries.

 

Such funding could be provided by an issuance of Special Drawing Rights approved by the IMF Board in September 1997 through the proposed Fourth Amendment of the Articles of Agreement to double cumulative SDR (special drawing rights) allocations to SDR 42.8 billion and through the issuance of additional SDRs through standard procedures.

 

The document also called for the creation of a new credit facility as a matter of urgency. If such a facility could be created in a timely way, it could be a major vehicle for the disbursement of the requisite additional funding. The new credit facility might be more quickly established under the umbrella of existing institutions, such as the World Bank, where efforts are underway to remedy existing inadequacies in governance and lending practices, or in Regional Development Banks, where developing countries have more equitable representation.

 

Stressing the need for more policy space for developing countries, the document said that there was lack of coherence between policies governing trade and finance and these must be rectified.

 

Policy space is circumscribed not only by lack of resources, but also by international agreements and the conditionalities often accompanying assistance. Many bilateral and multilateral trade agreements contain commitments that circumscribe the ability of countries to respond to current crisis with appropriate regulatory, structural, and macroeconomic reforms and rescue packages, and may have exposed them unnecessarily to the contagion from policy failures elsewhere in the global economic system. 

"Developing countries especially need policy frameworks that can help protect them from regulatory and macro-economic failures in systemically significant countries," the document said. Developing countries have had imposed on them not only deregulatory policies akin to those that are now recognized as having played a role in the onset of the crisis, but have also faced restrictions on their ability to manage their capital account and financial systems, for example, as a result of financial and capital market liberalization policies; these policies are now exacting a heavy toll on many developing countries.

 

The crisis responses, the document said, must avoid protectionism. Overt protectionism, including tariffs and domestic restrictions on procurement, is contained in some stimulus packages. Seemingly "symmetric" complex provisions in international trade agreements (such as exceptions to application of provisions to countries covered by particular WTO or other agreements) can have markedly asymmetric effects.

 

Subsidies, implicit or explicit, can be just as distorting to open and fair trade. Banks receiving large amounts of government assistance have been pressured to focus on lending domestically. "Efforts need to be made to finance additional support to developing countries to mitigate the impact of the crisis as well as of both open and hidden subsidies."

 

There are asymmetries in global economic policies - counter-cyclical policies are pursued by developed countries, while most developing countries are encouraged or induced to pursue pro-cyclical policies. While this is partly due to the lack of resources to pursue counter-cyclical policies, it is also due to misguided policy recommendations from international financial institutions. Conditionality attached to official lending and support for international financial institutions has often required developing countries to adopt the kinds of monetary and regulatory policies which contributed to the current crisis.

 

As to the issue of deeper systemic reforms, the draft document pointed to the need for a new global reserve system. The global imbalances which played an important role in this crisis can only be addressed if there is a better way of dealing with international economic risks facing countries than the current system of accumulating international reserves.

 

Inappropriate responses by some international economic institutions in previous economic crises have contributed to the problem, making reforms of the kind described here all the more essential. To resolve this problem, a new Global Reserve System - what may be viewed as a greatly expanded SDR, with regular or cyclically adjusted emissions calibrated to the size of reserve accumulations - could contribute to global stability, economic strength, and global equity.

 

The draft document said that the dangers of a single-country reserve system have long been recognized, as the accumulation of debt undermines confidence and stability. But a two (or three) country reserve system, to which the world seems to be moving, may be equally unstable. The new Global Reserve System is feasible, non-inflationary, and could be easily implemented, including in ways which mitigate the difficulties caused by asymmetric adjustment between surplus and deficit countries.

 

(Media reports from Beijing on Tuesday cited China's central bank chief as calling for a new international reserve currency that would replace the dollar, the predominant foreign exchange reserve at the moment. China currently holds the world's largest foreign exchange reserves, which media reports have put at some $2 trillion. According to the media reports, the governor of the People's Bank of China has proposed in a paper that the IMF could control the new reserve currency system, which might prove to be more stable and equitable. A similar proposal was recently made by Russia.)

 

The draft document also called for reforms of the governance of the international financial institutions. It said that there is a growing international consensus in support of reform of the governance, accountability, and transparency in the Bretton Woods Institutions and other non-representative institutions that have come to play a role in the global financial system, such as the Bank for International Settlements, its various Committees, and the Financial Stability Forum.

 

"These deficiencies have impaired the ability of these institutions to take adequate actions to prevent and respond to the crisis, and have meant that some of the policies and standards that they have adopted or recommended disadvantage developing countries and emerging market economies."

 

On financial market policies, the draft document said that financial policies, including regulation, have as their objective not only ensuring the safety and soundness of financial institutions and stability of the financial system, but protection of bank depositors, consumers and investors and ensuring financial inclusion - such as access to all banking services including credit, and the provision of financial products which help individuals and families manage the risks they face and gain access to credit at reasonable terms.

 

The current crisis has made it apparent that there are large gaps and deficiencies in the regulatory structures in place in many systemically significant countries. It is also apparent that while effective regulatory system must be national, there must be some global regulatory framework to establish minimum national standards and also govern the global operations of systemically relevant global financial institutions.

 

On financial product safety, the draft document said that regulations should be based on what things are, not what they are called, i. e. insurance products should be regulated the same way, whether called insurance or not. Financial regulators should be mandated to ascertain the safety and appropriate use of various financial instruments and practices, including through the creation of a Financial Products Safety Commission.

 

Although the activities of private investment funds, equity funds and hedge funds did not trigger the financial crisis, their regulation is not globally uniform, creating the potential for regulatory arbitrage and the potential for gaps in regulation. Funds should be registered in the countries of their operations and provide appropriate information to regulatory authorities. In addition, banks must define limits for transactions with hedge funds.

 

The draft document also noted that the large-scale use of unregulated, unsupervised over-the-counter (OTC) derivatives has resulted in undue complexity, opacity, and mis-pricing of these instruments, and facilitated capital avoidance by financial institutions. "These practices have weakened our financial system significantly and made resolution of failing firms extremely difficult."

 

Where appropriate steps should be taken to develop regulated exchanges for trading standardized contracts of systemically significant derivative contracts, with the associated regulatory restrictions including limits on non-commercial traders. Regulations should insure that derivative instruments are held on balance sheets, valued at independently audited real transaction prices, with appropriate capital provisioning, and clarity of purpose. The use of OTC contracts by core institutions should, in general, be discouraged, but whenever used, there should be ample and adequate margin.

 

It is imperative that there is not only adequate oversight of large financial institutions but that efforts be made to limit their size and the extent of their interactions, to limit the scope of systemic risk. This will require more effective global cooperation in financial and competition regulation. Movement towards this goal might be enhanced by taking steps to lay the groundwork for a Global Financial Regulatory Authority and a Global Competition Authority.

 

On the trade front, the draft document said: "There is a need for a true development round, to create an international trade regime which truly promotes growth in the developing countries. It is essential, that in all trade negotiations, the long recognized principle of special and differential treatment of developing countries be preserved." 
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3.
GENERAL ASSEMBLY THEMATIC DIALOGUE ON ECONOMIC CRISIS BEGINS

 

New York, 25 March (TWN) -- The UN General Assembly on Wednesday kicked off a three-day interactive thematic dialogue on the world financial and economic crisis and its impact on development.

 

The dialogue will include sessions on Thursday and Friday in which Prof. Joseph Stiglitz, chair of the Commission of Experts on Reforms of the International Monetary and Financial System, and other members of the Commission, will present the draft recommendations of their report.
On the opening day, there was a morning panel discussion on the origins and systemic aspects of the crisis, and an afternoon session on the UN system response to the crisis.

 

One significant proposal was by Russia's deputy foreign minister, who was very supportive of the UN General Assembly process. Andrey Denisov said that in addition to the scheduled June high-level General Assembly conference on the crisis, that there also be a related UN conference of authorized experts which would draft proposals and arrangements that provide the basis for a new international monetary and financial architecture.

 

The UN General Assembly President, Miguel d'Escoto Brockmann of Nicaragua, started the meeting, noting that there is need for a 21st century architecture to deal with 21st century problems of a world in economic crisis.

 

Norway's Ambassador Morten Wetland, who chaired the first session on "The crisis: origins, evolution and systemic aspects", said that countries had believed that the financial system was self-correcting. The crisis had its origins in financial products that escaped regulation and a Washington policy of low interest rates allowing consumers to overspend and use their "house mortgages as ATM machines." After the Lehman Brothers collapse, there was a full-blown crisis of crisis.

 

Dr. Jomo Sundaram, UN Assistant Secretary-General at the UN's Department of Economic and Social Affairs, said the UN-DESA and UNCTAD had warned of the system's vulnerability and the impending crisis. There was an international financial architecture that is an "insult to architects" as there was actually no proper global system regulating finance.

 

He said that capital account liberalization was promoted by institutions like the IMF, while the IMF's own staff had recognized that financial globalization did not contribute to growth.

 

Though developing countries are victims, the responses are inadequate and also reflect double standards, said Jomo. There is a new situation where the non-inclusive G20 is invoked to provide leadership, while the UN General Assembly is trying for a more inclusive process.

 

Despite financial globalization, investment did not increase but declined over the past decades. The unwinding of global imbalances has been disorderly and the collapse of growth in trade has had disastrous effects especially for commodity producers.

 

There is now a deflationary spiral, where the effects of stock and property markets had led to a credit squeeze and lower global and national demand. The UN's prognosis is not optimistic. The fate of developing countries has become tied up with the developed countries' economies. There is recession in the North with slowing growth in developing countries.

 

Jomo said that developing countries are facing a run down in their foreign reserves. UN-DESA predicts that world trade will fall by 10% this year, an unprecedented situation in seven decades. The social impacts are serious, with an increase of 200 million working people becoming poorer and unemployment rising by 51 million, according to ILO figures.

 

Jomo said that this is a "Bretton Woods moment". He said there is a legitimacy problem with the present leading processes, including the G20 process. Discussing the role of the UN in the crisis, Jomo asked whether it can take the lead, ensure a systemic reform and align the IMF, World Bank and regional banks with the UN agencies to ensure policy coherence.

 

Ms Jane Stewart, special representative to the ILO, said the world is in a deflationary cycle, with job losses leading to more job losses. Our job is to put a floor under that cycle, she said. There has been a spike in unemployment, with 11 million losing their jobs in 2008 and in 2009, up to 50 million will be unemployed.

 

She said migrants' loss of income is a major problem. For end-2009, another 25 million will find employment in unsafe and precarious work. More alarming, 200 million will be pushed back into deep poverty. Small and medium sized businesses are also badly affected.

 

The ILO proposed that jobs is the issue through which the crisis should be tackled. The UN should consider a Decent Work Pact, in which the large stimulus packages should be transformational, making the world move towards a low-carbon economy and to make globalization work for all.

 

Daniel Titelman, a Director of ECLAC (the Economic Commission for Latin America and the Caribbean) said 2009 would see the greatest contraction in world exports since the Second World War. It is uncertain whether there will be a recovery in 2010 as this depends on many factors.

 

Developing countries face challenges including the tightening of external financial conditions, declining commodity prices, weak external demand causing export decline, and difficulties to finance counter-cyclical policies, he said.

 

Private capital flows to developing countries have fallen sharply. Between 2007 and 2009, the net capital inflow will fall from $184 billion to $43 billion in Latin America, while for emerging countries in Asia, it will fall from $315 to $65 billion.

 

Social effects include rising unemployment, with real wages reducing and employment shifting from dynamic exports to low productivity informal sectors. Declining remittances and the return of migrants could also undermine poverty gains.

 

He added that many developing countries (including China, Egypt, Saudi Arabia, Argentina, Bolivia, and Brazil) have announced fiscal stimulus plans to counter the recession. But the response from developing countries is not enough due to the limited funds they have for the stimulus. Thus, they require international counter-cyclical liquidity, he said, mentioning the boosting of funds to various global and regional institutions.

 

Andrey Denisov, first deputy foreign minister of Russia, said the UNGA discussion is a unique opportunity to lay the foundation for future intergovernmental decisions aimed at building new, more effective and equitable systems of international economic relations.

 

He said the Stiglitz Commission's recommendations were a generally sound basis for further discussion. The experts should continue their work, including to elaborate a road map to implement the recommendations. The experts can also provide their expertise to the UN follow-up activities after the UN General Assembly's high level conference on the economic crisis in June.

 

He added that the UN has universal and unchallenged legitimacy, and thus Russia attached paramount importance to the June conference, which is a landmark event to build a political foundation to consolidate the international efforts to combat the crisis.

 

He proposed, in addition to the June meeting, a special international conference at the level of authorized representatives, involving experts in relevant fields, which could elaborate specific proposals and draft international conventional arrangements for a new international monetary and financial architecture. 
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4.
STIGLITZ COMMISSION PRESENTS PROPOSALS TO GENERAL ASSEMBLY
 
New York, 26 March (TWN) -- Professor Joseph Stiglitz on Thursday presented the recommendations of the Commission of Experts on the global economic crisis, at the second day of the UN General Assembly's thematic dialogue on the financial and economic crisis.

 

Chairing the morning session, Korean ambassador In Kook Park, highlighted the new institutions that had been proposed by the Commission. These include a new credit facility, an IPCC-type expert group on the global economy, an Economic Council under the UN, a financial products safety commission, an international bankruptcy court and a new system of global reserves.

 

Stiglitz, who chairs the Commission, and is a Nobel prize-winning economics professor at Columbia University, said the summary of proposals is a work in progress. It is remarkable to get consensus among the diverse group of Commission members on very contentious issues, he said.

 

He added the Commission agreed to focus on the impact of the crisis on developing countries and on the poor in all countries. The summary of recommendations can still be added to, and the Commission will still be writing a longer document that will be finalized by the end of May in preparation for the UNGA June summit on the economic crisis.

 

Stiglitz said there is an underlying problem, the irony that there is insufficiency of aggregate global demand. As is result there is excess supply, rising unemployment, and the consequences will be severe in countries with less social protection. Some 200 million could be pushed into poverty. In the North, millions of families are facing loss of homes and jobs.

 

Clear we have failed to create a stable economic system that provides adequate social protection, said Stiglitz. The particular irony is that of insufficient aggregate demand in a world which has huge unmet needs, including the need to restructure our economies in light of global warming and fulfil the MDGs.

 

There are two sources of insufficient demand - inequality in the world, and mismanagement of the East Asia crisis and subsequent crises. The result is that countries accumulated large reserves to protect themselves. This has gone into trillions of dollars. This may be rational for each country but not so globally. It is understandable why countries increased their reserves, but money that is set aside is reducing aggregate global demand.

 

The unbridled consumption of the US consumer fuelled growth of past years, said Stiglitz. There is a basic flaw in the system that it requires the richest country to spend beyond its means to have growth in the world. That system is now broken, at great cost to all.

 

Moreover, even after we fix the US economy, we cannot go back to the previous situation, said Stiglitz. The US consumers cannot be profligate again. "We don't want another bubble to replace the previous bubbles," he said. "We are in the midst of an economic crisis which we will recover from but the climate crisis is more serious and long-term that we are uncertain we can recover from."

 

Another set of problems contributing to the crisis are monetary policies that did not focus on financial stability and long-term growth but on inflation. The view that low inflation is necessary and sufficient for long-term growth has been shown to be wrong. There was lack of focus on financial instability.

 

This is compounded by the wrong regulation framework, said Stiglitz. We allowed banks to grow too big to fail, and we did not enforce strong competition policy. Many TNCs are larger than small countries and there is a unfair balance. We thus need a global competition authority, he added. He also said there was the wrong incentive system. Participants in markets responded to incentives that led to failure. He attributed these perverse incentives was to bad corporate governance.

 

Globalisation has brought large benefits especially to those who opened up their markets including financial markets. However it facilitated a contagion, spreading the mistake of the centre, with global consequences. That failure spread around the world. The US can bear the consequences, said Stiglitz, but many poor countries are not in such a position. The irony is that countries that are adversely affected are those that opened themselves up to the global economy the most.

 

This highlights that economic globalisation outpaced political globalization. Countries became more inter-dependent, but we don't have the political institutions to prevent the adverse consequences, he said. We have a step forward to create a system that is less likely to have the problems we have.

 

This is a global crisis in the modern globalization age. The decoupling hope that Asia would save Europe from the US downturn has turned into a myth. You can't have a problem in the world's largest economy without having effects on the rest of the world, said Stiglitz. Thus, the response also has to be global. There is the G20 process, but there are 192 countries and 172 of them are not in the G20. Thus, said Stiglitz, we need inclusive representative institutions with political legitimacy reflecting the world. So far, the locus of response is still at the national level. Each government is looking at its own costs and benefits.

 

This, he said, represents many serious problems. First, it does not take account of the spillovers of national policies. Unless we have a coordinated global response, the magnitude of the response will be too low.

 

Each country as it frames its stimulus package tries to maximize the benefits it gets. In the 1930s there were beggar-thy-neighbour policies. Even today each country asks how to design a stimulus which is good not for the world but for itself. Thus the global response will be lower (than if a global approach is taken).

 

Second, said Stiglitz, this is troublesome when it leads to protectionism. According to a World Bank report, 17 of the 20 countries of the G20 have engaged in protectionism since their first meeting, the most publicized being the Buy American provision in the US stimulus package.

 

Stiglitz also said that the trading system was not designed with the global crisis in mind. There is a WTO procurement agreement but is mostly among developed countries. The US says it won't violate WTO agreements in the Buy American provision, and this means it will buy goods from other developed countries but will discriminate against developing countries.

 

There is a need to rethink the regulatory structures, said Stiglitz. However, the scope of policy change is inhibited by bilateral FTAs, especially those parts in the FTAs that relate to financial services. We now know the philosophy of unfettered markets is wrong but the FTAs were framed in this flawed economic philosophy, he said. We need a global response. Every country must have a stimulus package except for one problem, that the developing countries don't have the resources to take the stimulus packages. There will thus be an imbalanced global response unless there are funds for developing countries.

 

An important recommendation is that developing countries need access to substantial additional funding. This could be through the developed countries setting aside 1% of their stimulus packages for developing countries, the IMF to issue the SDRs to help countries in need, and a variety of regional approaches too.

 

Stiglitz added that there is also a need for mechanisms to disburse these funds. They should be distributed in ways that give developing countries policy scope, especially for counter cyclical policies. The East Asian crisis saw countries being asked to do pro-cyclical policies which was counter productive as the policies were contractionary.

 

Whatever assistance is given should be done without inappropriate conditionality, stressed Stiglitz. There are problems with existing institutional arrangements, for example the slow progress in reform of IMF and World Bank The pace of reform is not fast enough and competition in disbursement is good, so many mechanisms should be explored.

 

Stiglitz said the Commission proposed to mobilise additional funds through a new credit facility which is a matter of urgency. Whatever the form is chosen, the new facility should have a more democratic governance with stronger representation of developing countries.

 

On longer-run reforms, Stiglitz highlighted two issues I want to highlight two issues - a global reserves system and a UN economic council. He said a new reserves system has been long discussed. When the Bretton Woods system was created, the economist Keynes had in mind a new global reserves system. He recognized the disadvantages of a reserve currency linked to a country.

 

Meanwhile, globalization was developed and the need is all the greater now. The current reserves system contributes to instability and to insufficient demand and is inequitable. Developing countries lend trillions of dollars to the US at near zero interest rate. They do it because they want to protect against financial instability.

 

Stiglitz added that you can't have a stable reserve system when the dollar's value is volatile. This is the time in which a new global reserves system can be created. It can be done in a number of ways, for example bottom up or top down. Efforts at the regional level, like the expanded Chiangmai Initiative, are also on going.

 

The second proposal he highlighted was a new global economic coordinating council. There can be a IPCC-type expert group, and a political body of a coordinating council. The council can be a body that identifies gaps in the system. After the Argentinian crisis there was talk of the need for a sovereign debt mechanism, but there was no outcome. A function of this council is to identify the gaps in the institutional structures, and identify what can be done and give proposals. Other Commission members also spoke on specific points following Stiglitz's presentation, and several delegations then responded. 
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5.
REFORM OF IMF RAISED AT UNGA DEBATE ON ECONOMIC CRISIS

 

New York, 27 March (Bhumika Muchhala) -- Various proposals were put forward by UN agencies, the World Bank, IMF, South Centre and diplomats at a panel discussion at the UN General Assembly's thematic dialogue on the global financial and economic crisis held on 25-27 March.

 

There was also a lively exchange between panellists and some diplomats and NGOs on the role of the IMF in the crisis and the extent to which it has reformed, even as developed countries are proposing a big expansion in the IMF's funds.

 

The panel was composed of representatives of UNCTAD, UNDP, CEPAL, the World Bank, the IMF and the South Centre.

 

UNCTAD officer Ugo Panizza presented the recent UNCTAD paper on systemic failure. He said that inflation is not the main risk now and expansionary policies and more coordination of such expansionary policies are needed and that countries should be given more space to adopt countercyclical policies. He also presented lessons for developing countries for financial regulation. There are flaws with the assumption that markets know best and regulators should not try to second guess them. Developing country regulators should develop their financial sectors gradually to avoid boom and bust cycles.

 

UNDP representative Selim Jahan said a human development perspective on the crisis is important, with UN agencies monitoring the impacts on jobs, malnutrition, gender and human rights. He stressed the need for an effective voice for all. The G20 meeting in London is more inclusive than the G8, but there are still 140 countries that are not in the room. It is up to the UN system to work with those countries and give a voice to those countries.

 

Jeffrey Lewis, Senior Advisor of the World Bank, provided data on how the crisis was affecting developing countries, including commodity price declines, a 9% volume fall in exports and a big drop in capital flows. He said there was a $270 to $700 billion gap in external financing facing developing countries in 2009, which he described as "mind boggling." Policy challenges for developing countries include the need to stabilise their economies, but poor countries do not have funds to undertake fiscal stimulus. There are also challenges to protect long-term development prospects and to protect the vulnerable.

 

The IMF's deputy director of the policy and review department, Ranjit Teja, admitted the IMF did not see the crisis coming adequately or in time. It was now planning to double or treble the IMF's funds from $250 to $500-600 billion to provide credit. Nothing is as damaging to credibility as an underfunded program.

 

He said there is recognition that Fund has to do a much better job. The IMF will design its programmes better and change conditionality. It would introduce a new facility without any conditionalities for selected countries that have a very good framework. He said it is important for the IMF to come to grips with the fact that there has been stigma attached to IMF conditionality and we have to deal with it.

 

South Centre executive director Martin Khor said the developing countries were not responsible for the global crisis but were its main victims as they had been affected more seriously than developed countries. He cited the effects through the trade mechanism (a fall in commodity prices by half, and a fall in manufactured exports in some Asian countries by 30-50%, as well as a fall in migrants' remittances and tourist arrivals) and the finance mechanism, including a massive fall in private capital flows. He warned that many developing countries would face a new debt crisis, as their balance of payments, foreign reserves and currencies come under increasing pressure.

 

Khor said that from the perspective of the problems and interests of the developing countries, the priorities on actions are establishing an international system that fosters financial stability for developing countries; having access to adequate and stable financial resources, as private flows and exports decline; avoidance of financial and debt crises and proper management of crises if they occur; avoiding collateral damage from policies taken by developed countries in response to the crisis; and being able to maintain and expand policy space to implement appropriate policies.

 

He warned that some crisis measures taken by developed countries may have adverse effects on the South, and thus a need to prevent or offset these actions. He cited the huge subsidies to the financial institutions and auto industries in the West, and the Buy American provision in the US stimulus plan. He added that developed countries' governments should assure that the assets of developing countries in developed countries are protected.

 

A high priority for developing countries is to establish international measures to foster financial stability and avoid activities driven by speculation, through regulation of capital flows. In the absence of this, developing countries must be allowed to undertake national policy measures to regulate capital flows. This requires changes to free trade agreements and IMF policies that require open capital accounts.

 

Khor stressed that the IMF should be reformed, including through removing inappropriate conditions such as an open capital account, pro-cyclical monetary and fiscal policies that have magnified contractionary conditions, and its trade liberalisation policies. Without the reform, it is premature to expand its resources.

 

Khor added that countries should not be requested to provide loans to the IMF to augment its resources because this would compromise the ability of the IMF to carry out its surveillance function and to discipline the policies of countries that provide the loans. It can obtain resources from the market or from the issuance of SDRs, instead of obtaining loans from governments. The imbalances in the system of governance, with its present serious imbalance in voting rights and decision-making, should also be addressed.

 

Khor also called for the establishment of a global reserve currency system based on the SDRs, and a large multilateral fund to assist developing countries. The new financial architecture should also deal with the threat of new debt crises facing developing countries, including an international system of debt standstill and debt workout for countries that face debt servicing difficulties. He said the UN General Assembly high-level conference in June is an important opportunity for discussion and follow-up actions on the crisis.

 

The G77 and China, represented by Sudan, said international agencies like the IMF must take the share of blame for the crisis. It described the IMF as an agent that was too biased towards the market and was self-promoting, and had rejected many proposals for reform. It described the efforts of the IMF to portray change as another attempt for re-capitalising itself and not as genuine moves to face the crisis.

 

Brazil said that the developing countries faced a Catch-22 situation. They need to implement countercyclical policies but do not have the ability to do so. Indonesia also developing countries had limited finances and there was a constraint on their policy space to act. The UN should give budget support for counter-cyclical measures and social safety nets.

 

Venezuela said the global financial institutions and their leaders should ask mankind for forgiveness for the serious situation in which developing countries find themselves. Columbia warned about the consequences for developing countries of the developed countries' stimulus package and bank bail-outs.

 

An NGO participant, the Third World Network, stated that a study it had done showed that the IMF had maintained contractionary monetary and fiscal conditions in the recent loans that it provided to nine countries, including Eastern European and developing countries. These conditions included the countries being asked to raise their interest rates and to reduce their government spending. 
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6.
UP TO UN TO FRAME GLOBAL REFORM, SAYS STIGLITZ AT 
            DIALOGUE’S END
New York, 29 March (Bhumika Muchhala) -- It is now up to the delegations in the United Nations to take up work to frame the reforms to the global economy, said Prof. Joseph Stiglitz at the close of the three-day UN General Assembly thematic dialogue on the global financial and economic crisis.

 

The delegations should be particularly sensitive to the concerns of developing countries and to the poor in all countries, said Stiglitz, who is Chair of the Commission of Experts on the global economic and financial crisis set up by the General Assembly President. Stiglitz and other Commission members had presented the proposals of the Commission during the dialogue.

 

The Commission's final report will be issued at the end of May. It is to be an input to a special General Assembly session, to be held at the "highest level", scheduled for the first week of June, to discuss the crisis and its effects on development.

 

Delegations have been meeting intensely to finalise the modalities of the session on the crisis, which was mandated by the Doha conference on financing for development held in December 2008.

 

In his closing remarks, Stiglitz, who is a Professor at Columbia University and a Nobel Laureate in Economics, said that the global community cannot go back to the way things originally were before the crisis. The Commission realized that it had to begin with a comprehensive diagnosis of the crisis. Its recommendations have focussed on ten short-term policies and ten long-term policies, he said. In the last few months of the global financial crisis, there has been a growing consensus around many of the necessary solutions.

 

Stiglitz said that there is now clear consensus on the need for a large global stimulus, and that unless developing countries receive substantial assistance, it will be difficult for them to play their required role in the global recovery process.

 

In the past, developing countries have not been given policy space to pursue the kind of expansionary policies they need to pursue at such a juncture of crisis. It is important that funds be provided to developing countries in the form of not only loans but also grants. Many developing countries are emerging from excessive debt burdens. It would be a shame to have them go through more debt burdens.

 

It is also important that these funds be provided through a variety of channels, Stiglitz said. The IMF is problematic because it provides loans, while the need now is for grants. The global community cannot ignore the fact that in the past the IMF has often pursued pro-cyclical policies, and has often pushed the kinds of deregulatory policies that have now contributed to the financial crisis.

 

This historical legacy of the IMF is not going to be wiped out overnight, he said. There will be reluctance to turn to the IMF by developing countries. So, it is vital that countries are responsive to the demands and needs of their citizens. It is important to create alternative venues and mechanisms for the funding that developing countries need. There are various arrangements that are more appropriate and responsive on the regional level.

 

An important recommendation is the creation of a new credit facility and the new use of Special Drawing Rights (SDRs). A key question that has been raised by delegates is on the trade-off between creating new institutions versus reforming existing institutions. It is important that we prioritize the speed of reform, and there are ways of doing this both inside and outside existing institutions.

 

A second aspect on which there is global consensus is the need for stronger global regulation, he said. The big issue here is the real risk of cosmetic reform instead of real reform. It is not going to be very easy to tell the difference between what the cosmetic reforms are and what the substantive reforms are because investors are very clever. They create complex mechanisms and some oversight structures can be established that do not have the ability to enforce anything.

 

In this area, Stiglitz said that there is an urgent need for comprehensive and real oversight with strong tools for intervention. Regulation has to be comprehensive both across institutions and countries. Only then can regulatory arbitrage, regulatory evasions, and the shift from the banking institution to the shadow banking institution be prevented. This comprehensiveness is absolutely essential.

 

Stiglitz noted that the Commission details in their report the specific forms that financial regulation needs to take. The functions that have to be served should be clear. It is very important for the creation of a safety commission, or an institutional arrangement that does oversight and ensures that the financial products are safe.

 

Another recommendation that has received a lot of attention is the creation of a new global system of international reserves. It may be a new concept for some, but the economist Keynes had argued for this 75 years ago. His hoped at the Bretton Woods meeting in 1944 that the IMF would be able to serve as this global reserve system. Keynes failed to achieve his proposal because of a veto from the United States.

 

The time has now come to revisit Keynes' original idea. Stiglitz said that it is in the interest of all countries to create such a reserve system. Global instability hurts all countries, and the accumulation of large reserves around the world also hurts all countries.

 

Stiglitz stressed that the institutional mechanisms and design of the proposed global reserve system need to be pursued in a manner that is non-inflationary and that will enhance global stability. The transition to this system can be done in a way that both maintains and enhances the durability and strength of the global financial system. It can be done either from a top-down or bottom-up approach.

Stiglitz also re-emphasised the proposal of creating a global economic coordination council within the UN. The IMF does not possess any accountability other than to the central banks of their member countries. So, the accountability structure of a new economic coordination council needs to be aligned with environmental issues and a host of other aspects in the global community. It is also important that gaps are identified in the global economic and financial architecture toward managing cross-border flows and achieving sovereign debt restructuring.

 

The task of repairing the global economic institutions will not be accomplished in one month, or six months or a few years. The Commission's aim is to set out a framework to achieving the end-goal of structural reform in the long-term.

 

Stiglitz said that 65 years ago, there was a recognition that the global economic architecture had failed. In some cases, it was decided that it was better to begin anew. Stiglitz said that we are again at that moment of beginning anew. The global economy has failed and this failure has severe consequences for all countries, and especially for the poorer countries.

 

Eleven years ago at the time of the East Asian financial crisis, many people had talked about the need for reform and had created fancy phrases such as the need for a new global economic architecture. There was hope on the part of some that people would continue to talk until the economy would recover, and until the momentum for reforms would be over. Then the creators of the crisis could go back to the way things were.

 

Stiglitz said that he hopes that this will not happen this time. He did not think that it will because this crisis is not just a crisis in the periphery, but one in the core which has spread to the whole world.

 

Stiglitz hoped that the delegations in the coming months can now begin to work and frame some of the reforms necessary to make the global economy more stable and just. He also hoped that all country delegations will be particularly sensitive, as they pursue their deliberations, to the concerns of developing countries and to the poor in all countries.

 

In final closing remarks, UN General Assembly President, Miguel d'Escoto Brockmann of Nicaragua, said that the global community must fulfill its collective responsibility to protect the common good and the voice of the people. The world's most vulnerable are in need of the global force of the 192 nations present in the UN body. The task now is to defend the rights of the world's most vulnerable people and to protect the world's fragile countries.

 

Before the closing session, the meeting heard a final substantive panel, on the macroeconomic policy responses in the crisis. The panel was comprised of several Commission members from France, China, the US, Tanzania, Belgium and India.

 

Commission member Yaga Venugopal Reddy, the former Governor of the Reserve Bank of India, said that capital account management needs to include external debt management. On whether existing multilateral institutions should be used or whether new ones should be created, he said there is an urgent necessity for new institutions. The existing institutions suffer the lack of confidence of the people and waning government support, highlighting the urgency for reforms. The global community simply cannot afford to postpone addressing problems.

 

Yu Yongding, a Commission member who is the Director of the Institute of World Economics and Politics in the Chinese Academy of Social Sciences, stated that the Chinese economy has been severely hit by the crisis. He described the Chinese fiscal stimulus package as a strong deal that can enable the country to reach its growth target of 8% for this year. Yu expressed confidence that this growth target is achievable, because the fiscal position, budget deficit and debt-to-equity ratio of the Chinese economy are all in a good position.

 

He said that China has not suffered from the liquidity shortage or the credit crunch. However, the demand for exports has dropped drastically, which will pose serious problems. Yu said the current international financial architecture is characterized by the fact that the richest country in the world borrows far too excessively from much poorer countries. This is both unacceptable and ridiculous.

 

The prospect of the dollar devaluation is very frightening. If China's investments in the US reserves goes awry, China may not be able to do much, he said. One of the most important tasks facing China is to try to decouple the link between the US bond market and the reserve positions of surplus countries. This can be achieved through the creation of a new international reserve currency or the extensive use of SDRs, said Yu. SDRs should replace the US dollar as the reserve currency of choice, and its composition should be broadened to include all major currencies.

 

Yu stressed that Asian countries have the right incentives in place to fix the crisis in their countries through pooling their resources in a regional fund, referring to the Chiangmai Initiative, an effort that is becoming increasingly important for a stable financial architecture.

 

Another Commission member, Robert Johnson, former Chief Economist of the US Senate Banking Committee, said that what has occurred is a failed vision in which economics reflects power rather than sound logic. There are now externalities of enormous proportion that have resulted from the crisis, as the actions taken in the financial sector has spilled over to the entire planet. He said that it is indeed an intellectual failing that people didn't account for the externalities.

 

Johnson said that the laxity of regulatory officials led to the failure of the banking system. The Commission is looking at ways to alleviate the burden of taxpayers who are charged with bailing out the very people who caused the banking failure.

 

John Maynard Keynes would have said that it is the surplus countries which should be pursuing more stimulus than the deficit countries, said Johnson. There is a high cost associated of taking money away from the rest of the world. Authorities become frightened of the scale of their debt and their creditworthiness and consequently cut back on economic and social programs that could contribute to long term stimulus and growth. While "market fundamentalism" is evoked to maximize the freedom of those in the financial sector, when a financial crisis occurs these very financiers that exhort on the free market expect to be bailed out. This creates a profound "moral hazard", where bankers and investors will take excessive risks, said Johnson.

 

The UN Commission's recommendations support the protection of consumers from financial products by proposing the creation of a consumer product safety commission, which could protect people from the persuasions that led to the sub-prime mortgage crisis.

 

Commission member Benno Ndulo, who is Governor of the Bank of Tanzania, said that there are two conditions that must be heeded to. First, there should be a separation between the lending and policy functions of the financial market so as to assure disinterested intervention. Second, financial markets must be democratically governed and free of conditions that prevent information disclosure, he said.

 

This means that financial policymaking should be free of political pressure from rich countries. The current boards of many financial institutions prevent the exercise of democratic oversight. Ndulo warned that without these two principles, the creation of a new global fund will have the same problem that other funds currently have.

 

Commission member Jean-Paul Fitoussi, Professor of Economics at the Institut d'Etudes Politiques de Paris, said that the current crisis resulted from credit bubbles that reflected capital gains rather than earnings from productivity. The financial sector did not pay sufficient attention to capital, human and environmental externalities. As a result, there has been a sharp loss of confidence in the financial system and labour market.

 

Fitoussi said there is a need to redefine exactly what stability should mean. It should not just reflect price stability, but rather the real stability and security of citizens. Related to this redefinition of stability, there is a need to re-evaluate inflation targeting programs in order to make economies more resilient to shocks.

 

Francois Houtart, who is from Belgium and is one of three Special Representatives of the President of the General Assembly, said that the Commission is only at the beginning of the "rethinking process."

 

Houtart doubts the idea of "capitalist democracy," and said that capitalism is a social construction and markets existed before this construction. There is a need for the Commission and the UN delegates to now think beyond capitalism in order to restore democracy.

 

Houtart said that there is a longstanding tradition of using abstract economic models to make developing periphery countries symmetrical in nature to the core countries. However, where there is an exogenous shock, capital flows out of the periphery countries, not the core countries.

 

This is why Keynes had proposed a recycling mechanism whereby multilateral institutions provide periphery countries with capital in order to replace the loss of capital being experienced through outflows. 

Published in South-North Development Monitor (SUNS) #6671, 31 March 2009 
________________________________________________________________________


7.
DELEGATIONS RESPOND TO COMMISSION’S CRISIS PROPOSALS
  

New York, 30 March (Bhumika Muchhala) -- Several country delegations to the United Nations presented their views during last week's General Assembly dialogue on the global financial and economic crisis. They also engaged in an interactive exchange with the Chair (Prof. Joseph Stiglitz) and other members of the Commission of Experts on the global financial system set up by the President of the General Assembly.

 

The main issues raised by the delegates included reforms to the IMF and World Bank, and the mechanisms and process by which financing would be provided to developing countries which do not have the fiscal space to pursue stimulus policies. There also appeared to be differences of views between developing and developed countries.

 

Australia, for the CANZ group, acknowledged that the world's most vulnerable countries are going to be the most impacted and that the global response must incorporate this fact. The Commission's report is an important document with significant ramifications.

 

Sudan, for the G77 and China, said that the Commission is biased towards immediate and short-term measures, which is worrying because the crisis should be an opportunity for fundamental change. The first task is to reform the Bretton Woods Institutions, on which the Commission "shies away from saying the hard thing," it said. It agreed that the IMF should undertake to adopt a double majority rule in governance. Another IMF reform needed is the "total abolition of conditionalities." The Fund's recent reforms in reducing conditionality fall short. They pitch their changes as a "new regime for conditionality," but the result still reflects a clear bias for the industrialized countries' agenda.

 

Substantive reform needs to be a precondition for the recapitalization of the IMF, it said. The financial crisis has presented new business opportunities for the IMF, but to recapitalize an institution that has not been reformed carries the danger that it will apply the same policies as before even more vigorously.

 

Uruguay said that this crisis has raised the most frightening reaction of protectionism. Trade protectionism will, for example, exacerbate trade distortions and the agricultural sector in developing countries will be most affected. It cited the ECLAC estimate that growth in Latin America will plummet to 1.6% in 2009 compared to 4.6% in 2008.

 

The United Kingdom said it would take time to set up a new credit facility, as suggested by the Commission. In the immediate period, the best focus for reform efforts would be on existing mechanisms and institutions, such as the IMF and World Bank. The G20 ministers agreed to bolster IMF resources and "we would like to see this go further," said the UK. The European Union has also agreed to provide a bilateral loan fund to assist Eastern European countries.

 

Japan said that it attached high importance to the upcoming June summit of the UN. Japan will honour its pledge to double ODA to Africa by 2012, despite the fact that Japan is also impacted by the crisis. Japan added that the Chiang Mai Initiative can be a model for regional cooperation aimed at providing liquidity. The CMI's funds have been recently increased from $80 billion to $120 billion. In the IMF, the voices of emerging economies must be strengthened. The capital base of the IMF must also be enhanced, and Japan has agreed to provide a loan equivalent to $100 billion to the Fund.

 

Although Japan acknowledged that the UN Commission recommends creating a new credit facility, it believed that existing mechanisms and institutions should be used rather than establishing new ones. Japan also asked the Commission what the proposed number of seats are for the global economic council proposed in their recommendations, and what the comparative advantage of such a council is in comparison to the existing bodies of the ECOSOC and G20.

 

Ethiopia praised the Commission's recommendations for being timely efforts to counter the wide-ranging adverse impacts on developing countries. Unless the most poor and vulnerable in Africa are also addressed, the response to the crisis will not be truly global.

 

China said that it is pursuing both national and regional responses to the crisis. The national stimulus plan aims to stimulate domestic demand, while at the regional level, China is committed to moving East Asian financial cooperation forward. China described the June UN meeting as important. Through the full participation of 192 member states, the UN meeting will send a positive signal of unity and determination to the international community, and mitigate the harm brought about by the crisis.

 

Brazil said that however imperfect the multilateral trade regime is, there is no other means to rein in protectionism. What defines the development component of the Doha round is trade finance, especially for South-South trade, which is an indispensable part of development finance. Trade finance should be a core component of the provision of liquidity to developing countries recommended by the Commission.

 

The Philippines raised several questions. First, if the measures recommended by the Commission are not implemented soon, what would be the impact of the crisis on growth and MDG attainment in developing countries? In the implementation process, what form of binding mechanisms will enable enforcement of the recommendations by the UN?

 

Norway said that while the developed countries are "vacuum cleaning the market for credits," the immediate term focus of the UN should be on creating policy space for those countries least equipped to implement fiscal stimulus policies. Norway also brought up the importance of illicit financial flows. The Doha conference on financing for development established that illicit capital flows out of developing countries are equivalent to several times the amount of capital flowing in to developing countries.

 

Nepal highlighted that the Commission's recommendations do not mention "vulnerable countries." The Commission's recommendations do not outline how the G-192 in the UN can stop the contagion of the crisis to LDCs, protect their markets, their exports and meet their specific needs. It asked the Commission to revisit this issue and put forth recommendations specifically for LDCs.

 

Jamaica said that the greatest urgency for multilateral institutions is the need to reform governance, without which an inclusive approach to finding solutions will not be possible. There should also be more opportunities for smaller developing countries to have a voice in the deliberations of the G20. The immediate concern is how to get out of this crisis. Substantially greater ODA levels are necessary to fight both the burgeoning debt problem but also the emerging deep recession in developing countries.

 

The urge toward protectionism needs to be resisted, particularly by developed country stimulus packages. Any regulatory regime in the Caribbean region should not follow a one-size-fits-all approach. It emphasized that regulations designed to serve the interests of discredited financial institutions should not be imposed on the Caribbean region. The urge to shut down offshore financial institutions in the Caribbean needs to be resisted. Instead, the larger and more established offshore banks should be monitored in the same manner as banks in the Western countries are.

 

India asked the Commission what would be the comparative advantage of the global economic coordination council they proposed over the ECOSOC. Before creating an entirely new body, India asked whether the UN might not first focus on improving the effectiveness of the ECOSOC.

 

Barbados said that while the Commission has affirmed developing countries' need for greater resources and variegated mechanisms for disbursing these resources, the Commission had not addressed how developing countries would access these resources.

 

Nigeria emphasized that "exclusiveness and creeping protectionism should be avoided," and that the collateral damage to the developing countries needs to be acknowledged by the developed countries. The current opportunity to reform the Bretton Woods Institutions should be taken.

 

Indonesia said that its experience after the Asian financial crisis of 1997-98 demonstrated that upon implementing substantive regulatory reform in the financial and banking sectors, there was improvement in the economy. However, it is also important to not over-regulate, which can stifle future economic growth. Indonesia notes the importance of mismatches between regulation and product innovation in the financial sector. While developing countries need national policy space, they should not use policy space as a protectionist policy.

 

Venezuela said that a "totalitarian economic policy by developed countries toward developing countries have marked the last few decades." A large part of the problem lies with the functioning of the Bretton Woods Institutions. It agreed with what Commission member Pedro Paez (from Ecuador) said regarding abolishing conditions that are imposed on access to development finance through the BWIs and regarding breaking the BWIs monopoly of credit.

 

Tanzania said that renewed political will is urgently needed to transform the governance of global institutions, regulate financial markets and pursue development. International financial institutions should stand ready to make available sufficient resources to help countries overcome the crisis, but also address the impacts of climate change in LDCs.

 

The European Union (EU), represented by the Czech Republic, said that IMF and World Bank reform needs to be accelerated. It agreed that top appointments to the World Bank and IMF should be an open procedure available to all qualified member country candidates. Governance reform in the World Bank and IMF should also address internal governance to ensure the effectiveness and even-handedness of IMF surveillance.

 

The IMF needs to have the means necessary to assist countries affected by the crisis, and for this reason there is an urgent need to increase IMF resources significantly, through an expanded New Agreement to Borrow and an accelerated quota review. The EU has agreed to contribute 75 billion Euros to the IMF, and allocate 50 billion Euros to the EU Balance of Payments facility which will assist Eastern European countries hit hard by the crisis.

 

An NGO, New Rules for Global Finance Coalition, said that the global reserve system proposed by the UN Commission should find a way to create and use SDRs outside the walls of the IMF. It is imperative that the IMF be comprehensively reformed across the areas of governance, accountability, transparency, participation and through establishing an external complaint mechanism. It also emphasized that the quality of conditionality attached to IMF lending needs to change. Currently, the IMF is changing post-hoc conditions to ex-ante conditions.

 

In response, Professor Stiglitz said that the ECOSOC could be empowered to address much of the functions of the proposed creation of a global economic council. However, a new council would be given the mandate of surveillance of the global economy, which is unique. A new council would also identify the gaps within the global economy, which other UN members could also report to.

 

Stiglitz reaffirmed that developing countries certainly need more space to maneuver their policies, particularly in light of restrictions placed on the ability of countries to manage their capital account. If they had this ability to control capital inflows and outflows in their capital account, developing countries could be less exposed to the instability of the global financial system. Stiglitz also emphasized that there should be not be any pro-cyclical macroeconomic policy conditionalities imposed on developing countries who need loans to counter the impacts of the financial crisis.

 

A few other Commission members also provided comments and responses to the country delegates. Pedro Paez, who is Ecuador's former Economic Coordination Minister, said that the problems of legitimacy are becoming increasingly deep. Paez said that when a society has entered a spiral of violence due to this kind of economic crisis, it cannot emerge in just 2-3 years, it takes decades.

 

Paez said it is possible to move forward on the proposed new reserves system in as little as six months, as making Special Drawing Rights accessible does not have to take longer than that. What the global community needs is to recover its decision-making capacity, and to recover the conditions for the depth of maneuver required to put in place counter-cyclical and social policies.

 

Commission member Yaga Venugopal Reddy, who is the former Governor of the Reserve Bank of India, said that some financial innovations are good, but many in the current generation have been mechanisms used to circumvent responsibility. This is a major problem is in regard to national regulation and sovereignty.

 

Reddy also highlighted that exchange rate management, capital account liberalization and reserve management are critical development issues in this financial crisis. As economies grow and financial markets deepen, the benefits of capital account liberalization could increase. However, he stressed that this should be done only when the time is right. 
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