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Global economy a 
casualty of coronavirus 

outbreak
An already sluggish world economy has been hit hard by the 

coronavirus pandemic, which has triggered supply disruptions and 
demand shocks as well as heightened fi nancial vulnerabilities. 

As a result, a UN economic body expects a deceleration in global 
growth that would wipe some $1 trillion off  global income.
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GENEVA: Th e shock caused by the 
outbreak of the coronavirus disease 
(COVID-19) will trigger a recession in 
some countries and a deceleration of 
global annual growth this year to below 
2.5%, resulting in a hit to global income 
of around $1 trillion, the UN Conference 
on Trade and Development (UNCTAD) 
has said.

In an update to its Trade and 
Development Report analyzing the 
economic impact of COVID-19, 
UNCTAD said that the coronavirus 
crisis is fi rst and foremost a public health 
threat, but it is also, and increasingly, an 
economic threat.

Th e so-called COVID-19 shock, 
estimated UNCTAD, will trigger a 
deceleration of global annual growth 
to below 2.5% – oft en taken as the 
recessionary threshold for the world 
economy. Th e consequent hit to global 
income compared with what forecasters 
had been projecting for 2020 will be 
around the trillion-dollar mark.

Th e bigger question, UNCTAD posed, 
is: Could it be worse?

Serious shock

At a media briefi ng on 9 March, 
Richard Kozul-Wright, Director of the 
UNCTAD Division on Globalization 
and Development Strategies, said: 
“We were concerned in the last Trade 
and Development Report [released in 
September] that the global economy 
was already showing signs of weakness 
and fragility. We were looking then for 
all kinds of potential shocks that could 
cause a further slowdown in the world 
economy...

“Obviously, we did not foresee that a 
health scare in a central Chinese food 
market would be the source of a serious 
shock, but that is essentially what has 
happened and obviously we are concerned 
now about the scale of the likely shock 
over the coming months and particularly 

the impact on developing countries where 
there are some very serious vulnerabilities 
that could cause signifi cant problems for 
those countries.

“We envisage a slowdown in the global 
economy to under 2.5% for this year and 
that will probably cost in the order of 
$1 trillion compared with what people 
were forecasting back in September,” said 
Kozul-Wright.

Th e real question now is whether that 
prediction will prove optimistic, he said.

In this context, he pointed to the panic 
situation on 9 March in the fi nancial 
markets in Asia and subsequently in 
Europe. Th e collapse of oil prices has 
been a contributing factor to that growing 
sense of unease and panic.

“It is very diffi  cult obviously to predict 
the course of markets. But what they 
do suggest is a world that is extremely 
anxious. Th ere is a degree of anxiety 
now that is well beyond the health scares 
which are very serious and concerning. 
But the economic ramifi cations of this are 
obviously causing a major concern,” said 
Kozul-Wright.

He said that “one of our simple 
messages in this report is that this 
should not be happening. Ten years aft er 
the global fi nancial crisis, the major 
economies of the world have not been 
able to establish a robust growth path out 
of the crisis.”

Th ey have piled up debt and relied 
almost exclusively on monetary policy as 
the policy of choice to orchestrate a stable 
recovery but that has not proved suffi  cient 
and they constantly rely on what they call 
“structural reforms” – essentially code for 
further rounds of liberalization in labour 
markets and goods markets – as a promise 
that things will get better if such measures 
are enacted.

Th e evidence, however, is that that 
simply has not worked. Th ere needs to 
be a serious change of course in terms 
of macroeconomic policy and a far more 
activist fi scal agenda, said Kozul-Wright.

Coronavirus will slow growth to 
below 2.5%, cost $1 trillion
The coronavirus outbreak has dealt a shock to an already fragile global 
economy, which is now expected to experience a slowdown in growth 
to under 2.5%, predicts a UN economic body.

by Kanaga Raja
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“Governments need to spend at 
this point in time to prevent the kind 
of meltdown that could be even more 
damaging than the one that is likely to 
take place over the course of the year… 

“For many developing countries that 
are stretched to the limit in terms of high 
levels of debt and debt servicing, I think 
we need to consider a moratorium on 
debt servicing,” he said. In this context, 
he highlighted the need for proper 
mechanisms to handle debt restructuring 
at the international level to make sure “we 
have a fair and timely system that can 
handle precisely these kinds of shocks 
and their ramifi cations in developing 
countries.”

Economic consequences of COVID-19

According to the UNCTAD report, 
the duration and depth of the crisis will 
depend on three variables: how far and 
fast the virus spreads, how long before 
a vaccine is found, and how eff ective 
policymakers will be in mitigating the 
damage to our physical and economic 
health and well-being. Th e uncertainty 
surrounding each of these variables is 
adding to people’s sense of anxiety, which 
is a fourth variable that will shape crisis 
outcomes, it said.

Th e report highlighted two possible 
readings of the economic consequences of 
the COVID-19 shock.

Th e consensus view is that the shock 
has the potential to upset what was a 
spluttering but otherwise well-aligned 
global recovery that had set in during 
the second half of 2017, with the policy 
task at hand to nullify the new threats to 
a renewed economic confi dence that had 
underpinned a string of optimistic growth 
forecasts for the coming years.

From this perspective, if the 
outbreak is shortlived, a familiar mix 
of accommodative monetary policies 
(ideally limited to cuts in the central 
bank’s rate but possibly involving more 
unorthodox measures to lower long-
term interest rates) and automatic fi scal 
stabilizers should be suffi  cient to save 
the day, with the recovery assuming the 
“V” shape that followed, for example, the 
SARS virus shock of 2003.

If, however, the crisis is more long-
lasting, most likely due to disruptions 
on the supply side of the economy 
through crippled production networks 
and squeezed profi t margins, hopes of 
recovery will hinge on more sustained and 

coordinated liquidity injections by central 
banks, more active fi scal policies (where 
space is available) and renewed eff orts to 
bolster free trade and foreign investment. 
In such a scenario, said UNCTAD, “the 
recovery will then more likely assume a 
U-shape, like the oil shocks of the 1970s, 
with some serious economic casualties 
along the way, but with the organizing 
principles of the world economy preserved 
... until the next crisis!”

According to UNCTAD, an eff ective 
response to the economic consequences 
of COVID-19 will require not only active 
and targeted macroeconomic measures, 
but a series of remedial policies and 
institutional reforms needed to build a 
robust, sustained, equitable and climate-
friendly growth trajectory that would 
reduce the chances of a subsequent 
economic breakdown.

It noted that a spluttering recovery 
in the North and a general slowdown in 
the South have been hanging ominously 
over the global economy since the 2008-
09 fi nancial crisis. Combined with 
heightened market volatility, a fractured 
multilateral system and diminished room 
for policy manouevre, the past decade 
has been marked by a growing sense of 
economic anxiety.

Behind this lies a more prolonged 
period of sluggish investment and growth, 
punctuated by intermittent booms and 
busts, and underpinned by rapid private 
debt accumulation, stable prices and 
low interest rates, which emerged well 
before the fi nancial crisis in the advanced 
economies and has characterized much of 
the rest of the global economy since then.

Sluggish growth and a heightened 
economic anxiety have been closely 
associated with an unprecedented rise 
in inequality, across almost all countries, 
refl ecting a combination of wage 
suppression, corporate rentierism and 
wealth concentration.

Financial boom-bust cycles generated 
by attempts to overcome sluggish 
growth by monetary easing and fi nancial 
deregulation have exacerbated the 
inequality-stagnation nexus by creating 
waste and distortions on the supply side 
and reducing potential growth.

According to UNCTAD, over the 
second half of 2019, and before the 
outbreak of the COVID-19 crisis, it 
became increasingly clear that the global 
economy had entered more troubled 
waters with slower growth across all 
regions and a number of economies 

contracting in the fi nal quarter. Still, and 
despite the (self-fulfi lling) talk of limited 
room for policy manoeuvre, there was 
a widely shared expectation that things 
would gradually improve in 2020, led 
by the large emerging economies, with a 
return to potential global growth by 2021.

Th e gap between the reality on the 
ground, which was calling for bold and 
concerted policy action, and a persistent 
belief in sound fundamentals and a self-
correcting world economy, stigmatized 
suggestions of a need for bolder policy 
interventions, deferring instead to 
monetary tweaking and “structural 
reforms”.

With a percentage-point drop in 
global growth costing some $900 billion 
in lost income, most forecasts have wiped 
a trillion dollars of global income for 
this year and if growth comes in at 1.7%, 
the cost of the virus will be closer to $2 
trillion, said UNCTAD.

Channels of economic disruption 

According to the UNCTAD report, to 
understand the potential damage from 
the virus it is useful to distinguish three 
main channels of disruption: demand, 
supply and fi nance.

On the demand side, a combination 
of declining income, shift ing sentiment 
(fear of contagion) and the absence of a 
vaccine can be expected to negatively 
impact private spending, particularly 
in the service sector, with tourism and 
entertainment being more aff ected, 
especially in activities associated with 
large public events and catering services.

Th e increase in uncertainty about the 
eff ects of the shock will also delay private 
investment, but government demand 
can go up in many countries, to fi ght 
contagion through emergency health-
assistance initiatives.

Despite the latter, the net demand 
eff ect of the COVID-19 shock is generally 
assumed to be negative in the short run, 
said UNCTAD.

On the supply side, a sudden stop 
of manufacturing activity in the most 
aff ected regions will cause bottlenecks 
in global value chains. Inventory de-
cumulation can support supply for a 
while, but with today’s just-in-time 
globalized production structures, it seems 
reasonable to assume that the duration and 
magnitude of the COVID-19 outbreak has 
already exhausted inventory stocks. “Such 
disruption will in turn trigger widespread 
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factory closures for lack of intermediary 
inputs, even in zones still immune to the 
virus.”

According to UNCTAD, the concern 
is that exports of both manufactured fi nal 
goods and commodity inputs will begin to 
weaken sharply, further aff ecting earnings 
and employment.

Despite all unknowns, a moderate 
hypothesis is that profi ts will be initially 
hit and, if the crisis persists, employment 
and wages will also decline.

Th e consequences of disruptions on 
the supply side can therefore contaminate 
aggregate demand, reinforcing the fi rst 
channel (demand) mentioned above, as 
well as threatening fi nancial stability, said 
UNCTAD.

It noted that the shock is coming aft er 
an unprecedented splurge in borrowing, 
both public and (particularly) private, 
with total debt stocks reaching $229 
trillion at the end of 2018, over two-and-
a-half times global GDP, and up from 
$152 trillion at the onset of the global 
fi nancial crisis.

Heavily indebted commodity 
exporters are likely to be on the frontline 
of debt-related economic stresses from 
the spread of the virus, particularly where 
foreign exchange reserves have been on a 
falling trend.

But loans to the corporate sector have 
been a prominent feature of the post-crisis 
period, including to fi rms in emerging 
economies, and with so-called leveraged 
loans – characterized by a very high debt-
to-earnings ratio – which have doubled in 
size over their pre-crisis peak becoming a 
growing source of concern, particularly in 
advanced economies.

According to the Organization for 
Economic Cooperation and Development 
(OECD), the global outstanding amount 
of non-fi nancial corporate bonds reached 
$13.5 trillion, more than double their 
(real) value at the end of 2008, with non-
investment grade issuance reaching 25% 
of total issuance.

Profi t warnings and adjustments in the 
horizon of returns on investment by highly 
leveraged fi rms will likely trigger margin 
calls, tighten borrowing conditions and 
increase the risk of a stampede to sell 
those assets not hit in the fi rst round of 
heightened risk aversion. Th is is likely 
to be particularly stressful in sectors and 
for fi rms caught up in the disruption to 
supply chains caused by the virus spread, 
said UNCTAD.

Th is raises the prospect of a credit 

crunch in a period of high indebtedness, 
declining global growth, falling foreign 
exchange earnings and despite very low 
interest rates, it added.

Depending on how far this pattern is 
stretched out and how policies respond, 
the projected growth and fi nancial 
forecasts could range from a curbing 
of fi nancial exuberance through to a 
defl ationary panic to another “Minsky 
moment” (the sudden collapse of asset 
values marking the end of the growth 
phase of a cycle) and subsequent global 
fi nancial crisis.

Th e UNCTAD report also said that 
over the past decade, developing countries 
have experienced deepening fi nancial and 
debt vulnerabilities against a backdrop of 
tepid economic growth, slowing trade, 
sluggish real investment, including 
greenfi eld foreign direct investment, and 
growing income inequalities. In 2018, 
the total debt of developing countries – 
private, public, domestic and external – 
reached 191% of their combined GDP, the 
highest level on record. “As a result, fast 
growing developing country indebtedness 
has come with specifi c features that do 
not bode well for their ability to withstand 
another external shock, such as caused by 
COVID-19.”

A major concern is therefore that 
developing countries, already facing 
deteriorating debt positions, will not 
have the reserve cushion to withstand 
a temporary but possibly pronounced 
impact of the COVID-19 shock on their 
real economies.

How large the real COVID-19 shock 
to debt-ridden developing economies 
will be, and therefore the extent to which 
they may or not be able to sit this out by 
liquidizing their rather meagre reserve 
cushions, is also a function of their 
economic integration with China.

According to UNCTAD, data for 
some 117 developing countries shows 
that around a fi ft h of these economies are 
highly vulnerable to direct impacts of the 
COVID-19 shock due to a combination of 
deteriorating debt sustainability (captured 
by a growing share of public revenues 
going to service public debt obligations) 
with high exposure of their economies 
to trade and wider economic relations 
with China, including Mongolia, Angola, 
Gabon, the Philippines, Mozambique, 
Vietnam, Cambodia and Zambia.

Th ese developing economies are 
closely linked to the Chinese economy 
through their participation in Chinese-

led global value chains and also are reliant 
on commodity exports to China.

In addition, China has become 
an important source of fi nancing for 
developing countries, with loans to 
emerging market and frontier economies 
increasing 10-fold (from $40 billion 
in 2008 to $400 billion in 2017). For 
countries like Zambia, Mongolia, Ecuador, 
Venezuela, Angola, Kenya, Pakistan, Sri 
Lanka, Bolivia and Jamaica, China is now 
the largest offi  cial creditor.

UNCTAD said that recipient countries 
may be aff ected in future should the 
COVID-19 shock to the Chinese economy 
prove to have prolonged consequences, 
including for its ability to maintain long-
term lending into developing countries.

Policy response

UNCTAD said it should be clear that 
if a virus outbreak in a food market in 
Southern China, signifi cant as it is in 
terms of public health, is causing such 
global disruption, the most fundamental 
fl aws in the current economic system 
cannot be any longer ignored.

If the COVID-19 crisis has negative 
impacts on household and corporate 
spending, governments can avoid a 
slump by increasing their own demand, 
especially for goods and services that 
aren’t in short supply, such as construction 
and social services.

A temporary boost to emergency 
health spending – with free care for 
those aff ected by COVID-19 – is an 
obvious response, and the same holds for 
emergency cash transfers for those hit by 
a sudden loss of income, especially in the 
informal economy.

Th e welcome announcement by the 
International Monetary Fund (IMF) to 
provide $50 billion to mitigate the eff ects 
of the crisis should take the form of grants 
for the most vulnerable countries, and 
zero-interest loans for others.

Calls for increased public spending 
always raise fears of profl igacy and 
fi nancial trouble down the road, said 
UNCTAD. “Th ese are inappropriate in the 
face of massive waste for macroeconomic 
mismanagement (fi scal austerity stunting 
growth and eroding tax revenues), central 
banks’ bail-outs of private banks, fossil fuel 
subsidies and the scale of international tax 
evasion and avoidance.” UNCTAD said 
that reducing some of this waste would 
be enough to launch a Global Green New 
Deal including improvements to public 
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health systems.
Governments who are willing to do 

“whatever it takes” to stabilize the economy 
have to increase their spending until 
private-sector demand and employment 
return to healthy growth rates.

Th e lessons of the previous decade 
are clear: the combination of aggressive 
monetary policy and timid fi scal 
interventions leave private investors in 
a “wait-and-see” limbo and encourage 
speculative spirits.

In the current crisis, there is also the 
additional risk that a slow fi scal response 
could increase the high risk of contagion; 
governments should give a clear signal 
that public debt concerns are secondary 
to public health concerns.

UNCTAD also said that addressing 
economic inequalities should be a 
central part of the policy response with a 
recognition of both short- and long-term 
benefi ts. Growing inequalities over several 
decades have eroded most households’ 
spending power since long before the 

COVID-19 outbreak, and they now pose 
serious headwinds against a robust post-
outbreak recovery.

It said the restrictive business practices 
of large international pharmaceutical 
companies should be subject to 
independent examination to assess any 
potential obstacles they might pose to 
addressing the health emergency.

In addition, central banks should 
do “whatever it takes” in the face of 
COVID-19 including directing credit for 
production and employment creation 
(rather than fi nancial speculation 
or bailouts), reinforcing public 
infrastructure and development banks, 
and providing tailored credit lines for 
fi nancially distressed small and medium-
sized enterprises.

At the international level, said 
UNCTAD, multilateral institutions like 
the IMF should off er concrete low-cost 
hedging mechanisms for governments of 
developing countries to manage exchange-
rate risks coming from international 

shocks, averting the boom-bust fi nancial 
cycles of recent decades and putting the 
global economy on a sustainable path.

Th e fi nancially reckless tendency 
of reducing corporate tax rates and 
marginal rates paid by the wealthy will 
need to be reversed, said UNCTAD. 
Reverting to progressive taxation and 
reducing reliance on value-added taxes 
that erode private spending is viable 
fi nancially, economically desirable and 
socially fair. Th e need to implement 
the recommendations of independent 
bodies such as the UN Committee of 
Experts on International Tax Matters 
and the Commission for the Reform of 
International Corporate Taxation has 
become urgent, it noted.

For many debt-distressed developing 
countries already spending up to one-third 
of government revenue on debt servicing, 
an immediate moratorium is merited 
when a health emergency on this scale is 
declared, it concluded. (SUNS9087)

Coronavirus outbreak could cost 
$50 billion in exports, says 
UNCTAD 
The coronavirus crisis has hit Chinese manufacturing output 
substantially, which in turn will cause a decline in exports worldwide, 
given China’s key role in global supply chains, says UNCTAD.

by Kanaga Raja

GENEVA: Th e dramatic slowdown of 
manufacturing in China due to the out-
break of the coronavirus disease (COV-
ID-19) has had a ripple eff ect throughout 
the global economy and could result in a 
$50 billion fall in exports across the world, 
the UN Conference on Trade and Devel-
opment (UNCTAD) has said.

According to UNCTAD, China’s 
Manufacturing Purchasing Managers’ 
Index (PMI) fell by about 22 points in 
February to 37.5, the lowest reading since 
2004. Th is fall implies a 2% reduction 
in exports on an annual basis, and this 
contraction could lead to a fall of about 
$50 billion in exports across countries.

In a Technical Note issued on 4 
March, UNCTAD said the most aff ected 

economies due to Chinese supply 
disruptions include the European Union 
($15.6 billion in export losses resulting 
from a 2% reduction of China’s exports 
in intermediate inputs); the United States 
($5.8 billion); Japan ($5.2 billion); the 
Republic of Korea ($3.8 billion); Taiwan 
Province of China ($2.6 billion); and 
Vietnam ($2.3 billion).

Th e most aff ected sectors include 
precision instruments, machinery, 
automotive and communications 
equipment, said UNCTAD.

“In addition to grave threats to human 
life, the coronavirus outbreak carries 
serious risks for the global economy,” said 
UNCTAD Secretary-General Mukhisa 
Kituyi. “Any slowdown in manufacturing 

in one part of the world will have a ripple 
eff ect in economic activity across the 
globe because of regional and global value 
chains.”

Impact of China on world economy

At a media briefi ng on 4 March, 
Pamela Coke-Hamilton, Director of the 
Division on International Trade and 
Commodities at UNCTAD, highlighted 
the degree of integration of countries and 
industries with China’s economy. “[T]he 
level of integration of production that is 
reliant on China and China’s intermediate 
outputs is so signifi cant to the national 
economy and to the global value chain 
that it is important for us to measure,” she 
said.

She pointed out however that 
UNCTAD’s estimates were a limited and 
preliminary measurement in that they 
were only reliant on February’s indices. 
“If we look at what is occurring across the 
world now and even with respect to China, 
we will no doubt realize that the fall may 
be continuing and this may actually be a 
conservative estimate,” she said.

Asked whether companies could 
diversify their suppliers vis-a-vis China, 
Alessandro Nicita, an economist at the 
UNCTAD Division on International 
Trade and Commodities, said this was not 
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possible in the short term, as it would take 
a while to identify new suppliers. “In the 
long term, probably yes,” he added.

He however pointed to a major 
constraint related not only to production 
but also to logistics. China, he noted, had 
built up a large transport logistics network 
such as ports, shipping lanes and aircraft  
that were able to move goods in and out 
of the country.

Coke-Hamilton agreed that it was 
very diffi  cult to shift  in the short term. 
However, companies “may begin to look 
now that they have a situation that has 
impacted them so negatively”, she said. 
“Th ey may begin to look for the medium 
to long term on shift ing production 
perhaps to other Asian countries in the 
region still relying on the logistics value 
chain that has been established in that 
hemisphere, but it won’t happen in the 
short term.”

Asked if the coronavirus outbreak was 
having a strangulating eff ect on the global 
supply chain, Coke-Hamilton said, “In 
short, yes. It would seem so. Assuming 
that it is not mitigated in the short term, 
it’s likely that the overall impact on the 
global economy is going to be signifi cant 
in terms of a negative downturn.

“I think also for developing countries, 
the impact of what is happening in China 
is going to be felt very, very intensely and 
we will look at that as well in greater detail 
in the coming months.”

Nicita said that ultimately the economic 
impact of the outbreak depended on 
the measures that countries applied to 
contain the virus, noting that China had 
done a great job in containment.

Impact on global value chains 

According to the UNCTAD Technical 
Note, besides its worrying eff ects on 
human life, COVID-19 has the potential 
to signifi cantly slow down not only the 
Chinese economy but also the global 
economy. China has become the central 
manufacturing hub of many global 
business operations. Any disruption 
of China’s output is expected to have 
repercussions elsewhere through regional 
and global value chains.

Th e most recent data from China 
indicate a substantial decline in output. 
China’s Manufacturing Purchasing 
Managers’ Index, a critical production 
index, fell by about 22 points in February. 
Th is index is highly correlated with 
exports and such a decline implies a 

reduction in exports of about 2% on an 
annualized basis. In other words, the drop 
observed in February spread over the 
year is equivalent to -2% of the supply of 
intermediate goods, said UNCTAD.

Indicators on shipping also suggest a 
reduction in Chinese exports for the month 
of February. Container vessel departures 
from Shanghai were substantially lower in 
the fi rst half of February, with an increase 
in the second half. However, the Shanghai 
Containerized Freight Index continues its 
decline, thus indicating excess shipping 
capacity and lower demand for container 
vessels.

According to UNCTAD, during the 
last two decades, China has become 
crucial to the global economy. Its rising 
importance is not only related to its 
status as a manufacturer and exporter of 
consumer products. China has become 
the main supplier of intermediate inputs 
for manufacturing companies abroad. 
As of today, about 20% of global trade 
in manufacturing intermediate products 
originates in China (up from 4% in 2002), 
said UNCTAD.

Chinese manufacturing is 
essential to many global value chains, 
especially those related to precision 
instruments, machinery, automotive 
and communication equipment. Any 
signifi cant disruption in China’s supply 
in these sectors is deemed to substantially 
aff ect producers in the rest of the world.

“Indeed, many companies around 
the world are fearful that the measures 
put in place to contain COVID-19 (i.e. 
restrictions to economic activities and 
movement of people) could hinder the 
supply of critical parts from Chinese 
producers, therefore aff ecting their own 
output,” said the UNCTAD Technical 
Note.

A reduction in Chinese supply 
of intermediate inputs can aff ect the 
productive capacity and therefore the 
exports of any given country depending on 
how reliant its industries are on Chinese 
suppliers, it added. For example, some 
European auto manufacturers may face 
shortage of critical components for their 
operations, and companies in Japan may 
fi nd it diffi  cult to obtain parts necessary 
for the assembly of digital cameras, and 
so on.

For many companies, the limited use 
of inventories brought by a lean and just-
in-time manufacturing process would 
result in shortages that will impact their 
production capabilities and overall 

exports, said UNCTAD.
In terms of the potential eff ect of 

COVID-19 on exports (by sector) in the 
countries most exposed to Chinese supply 
disruptions, UNCTAD said that the most 
impacted economies will be the European 
Union (machinery, automotive and 
chemicals), the United States (machinery, 
automotive and precision instruments), 
Japan (machinery and automotive), 
the Republic of Korea (machinery and 
communication equipment), Taiwan 
Province of China (communication 
equipment and offi  ce machinery) and 
Vietnam (communication equipment).

While there is still uncertainty about 
the impact of COVID-19 on China’s 
productive capacity, the most recent 
statistics point to a signifi cant downturn, 
said UNCTAD.

“Th e full eff ect of COVID-19 on global 
value chains will become clearer in the 
coming months.”

Th e UNCTAD Technical Note said that 
based on its analysis, even if the outbreak 
of COVID-19 is contained mostly within 
China, the fact that Chinese suppliers 
are critical for many companies around 
the world implies that any disruption in 
China will also be felt outside China’s 
borders.

“European, American and East Asian 
regional value chains will be disrupted. 
Th e estimated global eff ects are subject to 
change depending on the containment of 
the virus and or changes in the sources of 
supply.”

Secondly, said UNCTAD, it is expected 
that the spillover eff ects of a disruption 
in Chinese supply will be diverse across 
economic sectors and dependent on the 
geographic localization of the COVID-19 
outbreak and the containment measures 
within China. For example, it noted, 
the automotive industry’s intermediate 
exports may fall relatively more as the 
industry is geographically localized in the 
region where the outbreak occurred.

Because of lack of information, 
UNCTAD said, the Technical Note 
does not consider this second aspect. 
Once sectoral data on Chinese output is 
available, the likely eff ect on the various 
global value chains will become clearer, it 
said. (SUNS9083)
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Coronavirus outbreak to impact 
negatively on FDI fl ows
UNCTAD also expects fl ows of foreign direct investment to weaken 
due to the coronavirus outbreak, slowed by demand shocks and 
supply disruptions.

by Kanaga Raja

GENEVA: Th e outbreak of coronavirus 
will have a negative impact on global for-
eign direct investment (FDI) fl ows, rang-
ing from -5% to -15%, in 2020, UNCTAD 
has said.

In a special issue of its Investment 
Trends Monitor released on 8 March, 
UNCTAD said that much of the impact 
will be driven by delayed investment 
as a result of the global demand shock. 
However, signifi cant negative impact will 
result in economies and industries that are 
highly dependent on global value chains 
(GVC) trade.

As such, the COVID-19 outbreak will 
potentially accelerate existing trends of 
decoupling (the loosening of GVC ties) 
and re-shoring driven by the desire on the 
part of multinational enterprises (MNEs) 
to make supply chains more resilient, said 
UNCTAD.

According to the Investment Trends 
Monitor, the economic impact of 
COVID-19 will be uneven, with the 
eff ects caused by negative demand shocks 
concentrated in those economies most 
severely hit by the epidemic, and eff ects 
caused by production stoppages and 
supply chain disruptions felt especially in 
economies that are closely integrated in 
GVCs centred around China, the Republic 
of Korea and Japan, as well as South-East 
Asian economies.

Th e investment impact will be even 
more concentrated and will be strongest 
in those countries that have been forced to 
take the most drastic measures to contain 
the spread of the virus, said UNCTAD.

Th e outbreak of COVID-19 will slow 
down capital expenditures of MNEs 
and their foreign affi  liates. Production 
locations that are closed or that operate at 
lower capacity will temporarily halt new 
investment in physical assets and delay 
expansions.

Already ongoing greenfi eld investment 
projects will also be aff ected by this. 
However, as new investment projects have 
a long gestation period and a life-cycle that 

can span decades, the immediate impact 
on existing investments and investment 
projects under construction is likely to be 
limited.

Announcements of new greenfi eld 
projects could be delayed. Similarly, 
mergers and acquisitions (M&As) could 
see a slowdown.

Like greenfi eld projects, M&As are 
generally long-term commitments to 
overseas markets. Nevertheless, data 
for February show a signifi cant drop 
in the completion rate of cross-border 
acquisitions, to below $10 billion from 
normal monthly values of $40-50 billion.

According to UNCTAD, COVID-19 
will aff ect market-, effi  ciency- and 
resource-seeking investment alike.

Market-seeking investment and FDI 
projects in extractive industries could be 
delayed worldwide as a result of negative 
demand shocks. For now, the demand 
shock is most serious in China, UNCTAD 
said, citing an example where Toyota 
reported a 70% drop in sales in China in 
February. But the impact is already visible 
in major markets beyond China as well, 
especially in consumer-facing industries 
such as travel and tourism, retail and 
wholesale, and other consumer cyclicals.

Th e negative eff ect on effi  ciency-
seeking investment – in production 
facilities that are closely integrated in 
GVCs – will at fi rst be concentrated 
primarily in China and East and South-
East Asia, said UNCTAD. However, it 
could rapidly spread outside the region 
through GVC linkages. Th e transmission 
will concern both economies that feed 
intermediate goods and services into 
China’s exports, and those that rely on 
inputs of intermediates from China. For 
example, Fiat Chrysler Automobiles has 
temporarily stopped production of its Fiat 
500L model at a plant in Serbia due to 
disruption in the supply of audio system 
components from China.

According to UNCTAD, apart from 
the primary eff ect on FDI of MNEs 

concretely delaying capital expenditures, 
a further (indirect) mechanism through 
which FDI fl ows could be aff ected in the 
coming period is through lower profi ts 
in foreign affi  liates leading to lower 
reinvested earnings, a component of 
FDI. In the economies most aff ected by 
COVID-19, reinvested earnings make up 
about 40% of total FDI infl ows.

Impact on business

Of the MNEs in UNCTAD’s Top 100 
(2019), 69 have already made a statement 
regarding the impact of COVID-19 on 
their business. Of those, 41 have issued 
profi t alerts or signalled increased risks, 
with 10 anticipating lower sales, 12 
expecting negative eff ects on production 
or supply chain disruptions, and 19 
expecting to be aff ected by both.

Th e automotive MNEs in the Top 100 
appear to be most aff ected, with all 12 
signalling negative implications (8 out 
of 12 due to production or supply chain 
disruptions).

Nine out of 13 MNEs in the electronic 
components and equipment sectors have 
done the same.

Most of the extractive industry and 
basic materials and chemicals MNEs, 
as well as the consumer goods fi rms in 
the top 100, have issued warnings about 
negative demand shocks.

To date, said UNCTAD, concrete profi t 
warnings have been issued by 23 of the 
Top 100 MNEs as a direct result of the 
COVID-19 outbreak. Most concern the 
consumer-facing fi rms, indicating that 
the demand shock, for now, is expected to 
have more direct eff ects on earnings than 
production or supply chain disruptions.

According to UNCTAD, very few 
fi rms in the Top 100 have given specifi c 
guidance on expected profi t impacts. 
UNCTAD noted that Hon Hai/Foxconn, 
the electronics contract manufacturer 
that supplies major technology fi rms 
worldwide and that has signifi cant 
production capacity in China, has so far 
lowered its expectations for global sales 
growth in 2020 from 3-5% to 1-3%.

Looking at a wider sample of the 
global top 5,000 (listed) MNEs, UNCTAD 
said that earnings forecasts for fi scal year 
2020 have been revised down in the last 
month by an average 9%. Th e majority 
of the top 5,000 (by revenues) have had 
earnings revisions since 1 February (until 
5 March).

Expected earnings were revised 
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The annual climate talks under the United Nations Framework Con-
vention on Climate Change (UNFCCC) held in Madrid, Spain in 2019 
ended almost two days later than scheduled on Sunday, 15 Decem-
ber. Some key decisions could not be adopted, mainly because of 
clashes of opinion between developed and developing countries. 

This is a compilation of 22 News Updates and an overview piece 
prepared by the Third World Network for and during the recent 
United Nations Climate Change Talks – the 25th session of the Con-
ference of the Parties to the UN Framework Convention on Climate 
Change (COP 25), the 15th session of the Conference of the Parties 
serving as the meeting of the Parties to the Kyoto Protocol (CMP 
15), the 2nd session of the Conference of the Parties serving as the 
meeting of the Parties to the Paris Agreement (CMA 2), as well as 
the 51st sessions of the Subsidiary Body for Implementation (SBI 
51) and the Subsidiary Body for Scientifi c and Technological Advice 
(SBSTA 51) – in Madrid, Spain from 2 to 13 December 2019.

For more information, visit https://www.twn.my/title2/books/ma-
drid2019_dec.htm

Madrid Climate News Updates 

(December 2019)

downwards especially in the energy, basic 
materials and consumer cyclical sectors, 
with the automotive and the travel and 
tourism industries being among the worst 
hit.

“For the moment, the most signifi cant 
negative revisions in the automotive 
industry come from parts producers 
based in the most aff ected areas in South-
East Asia, while leading car makers 
in developed economies have not yet 
registered the shock. Th e negative impact 
of the virus is likely to spread and increase 
further.”

Across developed economies, earnings 
revisions have been relatively mild to date, 
said UNCTAD. On average, Japanese 
companies had a revision of earnings of 
about 9%, in line with the global average. 

According to UNCTAD, this most 
probably underestimates the impact on 
Japanese MNEs given their proximity and 
GVC integration with emerging Asian 
markets. It noted that the numbers are 
changing rapidly, with revisions for large 
Japanese fi rms not yet fully refl ecting the 
impact of COVID-19.

UNCTAD said that its forecast for the 
underlying trend in its World Investment 
Report 2019 (confi rmed in the January 
2020 Global Investment Trends Monitor) 
had projected a stable level of global 
FDI infl ows in 2020-21 with a potential 
increase of +5% (relatively marginal for 
FDI).

However, it said that based on an 
expected GDP growth impact of -0.5% 
under a scenario in which COVID-19 

would be brought under control in the 
fi rst half of 2020, and a potential impact 
of -1.5% under a scenario in which the 
epidemic continues to aff ect the global 
economy throughout the year – in line 
with projections by other international 
organizations – UNCTAD projects a 
negative impact on global FDI fl ows 
ranging from -5% to -15% in 2020 
(with the eff ect of the demand shock 
fi ltering through 2021). Th is is based 
on UNCTAD’s forecasting model, early 
indications from monthly transaction 
data, and estimates of the potential impact 
on reinvested earnings. (SUNS9085)

In this collection of contemporaneous articles written over a span of 
more than three decades, Chakravarthi Raghavan traces the course 
of dialogue, cooperation and confrontation on the global develop-
ment front through the years. 

The respected journalist and longtime observer of international af-
fairs brings his inimitable blend of reportage, critique and analysis 
to bear on such issues as South-South cooperation, corporate-led 
globalization, the international fi nancial system, trade and the en-
vironment-development nexus. Together, these writings present a 
vivid picture of the Third World’s struggle, in the face of a less-than-
conducive external environment, for a development rooted in eq-
uity and justice.`

To purchase, visit https://twn.my/title2/books/TW%20in%20
the%203rd%20millennium.htm

The THIRD WORLD in the Third Millennium CE

by Chakravarthi Raghavan
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Developing countries spurn US 
proposal on diff erentiation
Developing countries have spoken out against a US proposal that 
would erode special dispensations accorded to many of them under 
future WTO agreements.

by D. Ravi Kanth

GENEVA: India, South Africa, China and 
several other countries have spurned the 
controversial proposal from the United 
States to introduce diff erentiation among 
developing countries in availing of special 
and diff erential treatment (S&DT) in cur-
rent and future trade negotiations at the 
World Trade Organization (WTO), trade 
envoys told the South-North Development 
Monitor (SUNS).

At a WTO General Council meeting 
on 3 March, the US again brought up, for 
the umpteenth time since the Council 
meeting in February 2019, its proposal, 
titled “Procedures to strengthen the 
negotiating function of the WTO”.

US Ambassador to the WTO Dennis 
Shea said the proposal “establishes 
objective criteria for determining whether 
a WTO member may continue to avail 
itself of blanket special and diff erential 
treatment in current and future WTO 
negotiations”. Under the proposal, 
members which meet at least one of 
the following four criteria would forgo 
blanket S&DT provision in current and 
future WTO negotiations:

• A WTO member that is a member 
of the Paris-based Organization 
for Economic Cooperation and 
Development (OECD) or a member 
that has begun the accession process 
to the OECD;

• A WTO member that is a member of 
the G20;

• A WTO member that is designated as 
a “high income” country by the World 
Bank; or

• A WTO member that accounts for no 
less than 0.5% of global merchandise 
trade.
According to the proposal, the 

developing countries would retain the 
ability to negotiate the fl exibilities they 
need to defend their interests.

Th e US, Shea said, was encouraged 
by the discussions it had held with 
“several members across the development 
spectrum”, particularly those developing 

countries that would meet at least one of 
the four criteria.

With regard to G20 membership 
being one of the criteria, Shea said that 
the G20 fi nance ministers and central 
bank governors had agreed on the G20 
mechanism to conduct informal dialogue 
in the framework of the Bretton Woods 
institutional system. “An important 
diff erentiating characteristic of G20 
membership,” he claimed, “is infl uence, 
the opportunity and the capacity to 
shape the agenda for international 
engagement on a diverse set of issues, 
including globalization, aid, fi nancial 
market development, regional economic 
integration, reserves, and demographics.”

Without naming Brazil and South 
Korea, which have declared their intent 
to forgo S&DT in the current and future 
WTO negotiations, the US envoy said “we 
are pleased two of the ten self-declared 
developing country G20 members have 
their intent to forgo S&DT in the current 
and future WTO negotiations, and we 
hope to see more step forward during 
Saudi Arabia’s G20 presidency this year”.

“Treaty-embedded right”

In a sharp response, India said that 
“S&DT is a treaty-embedded right at the 
WTO, an entitlement which developing 
countries have paid for, and that cannot 
be taken away from us based on certain 
arbitrary assumptions, including creative 
interpretations of the basis of G20 
membership”.

Th e parameters used in the US 
proposal were “unrelated to development, 
to target certain members”, India’s WTO 
Ambassador J.S. Deepak argued.

Notwithstanding progress made by 
some developing countries, Deepak said, 
“old gaps in the levels of development 
persist, and in some areas have even 
widened”. Further, “new divides, especially 
in the digital and technological spheres, 
are becoming more pronounced”.

“Th e S&DT in favour of developing 
countries and LDCs [least developed 
countries] is, therefore, as relevant and 
required today as it was in 1995,” Deepak 
insisted.

Th e Indian trade envoy said the 
“basis of S&DT is to give members 
time and fl exibility to integrate into the 
rules-based system”, as “members with 
huge diff erences in economic and social 
development cannot be put in the same 
category”. It would be “unfair”, he argued, 
“to put India, which has an annual per 
capita income of $2,500, in the same 
development category as the United 
States, with a per capita GDP of more than 
$70,000”.

Deepak questioned whether the US 
stance indeed related to S&DT only in 
the current and future negotiations. 
“In complete negation of such repeated 
assertions, the United States has been 
unilaterally denying S&DT to developing 
countries even under the existing WTO 
agreements,” he said.

He drew attention to “a recent 
example of such unilateral action” in the 
form of a February notice where the US 
Trade Representative, using the criteria 
mentioned in the US proposal, denied 
10 WTO members S&DT under existing 
WTO rules dealing with termination of 
countervailing duty investigations.

He also highlighted the US’ unilateral 
removal in May 2019 of India and Turkey 
from a list of developing countries exempt 
from application of the safeguard duty 
on crystalline silicon photovoltaic cells 
and large residential washers, an S&DT 
provision under the existing WTO 
Agreement on Safeguards.

Given the proliferation of unilateral 
measures over the past three years, 
Deepak cautioned that “in future, using 
arbitrary criteria, the United States can 
deny S&DT under the existing WTO 
agreements to other developing countries 
and even to LDCs”.

“In fact, such actions on the part of the 
United States fuel our apprehensions that 
the real purpose behind the United States 
[proposal] is to ultimately terminate 
S&DT at the WTO altogether,” he said.

Deepak also debunked the “so-called 
case-by-case approach” that was mooted 
by the US and is now being proposed 
by other developed countries too. Th is 
approach, he said, “is dependent on a 
developing country providing evidence 
of the need for S&DT, sector-wise to start 
with, which will soon expand to requesting 



10   

Third World ECONOMICS  No.  694, 1 - 15 March 2020C U R R E N T  R E P O R T S  l  WTO

for and seeking S&DT product by product 
and line by line”. Such an approach is “so 
burdensome and impractical that it will 
make S&DT for developing countries and 
LDCs extinct and a part of history of the 
WTO”, he warned.

Deepak further said the US had been 
denying any discussion in the WTO on 
the G90 developing-country grouping’s 
agreement-specifi c proposals on S&DT, 
which include a proposal that “importing 
developed country members shall not ban 
the importation and marketing of products 
originating from a least developed 
country member and developing county 
member facing capacity constraints based 
on the rejection of shipments from one or 
a limited number of suppliers from that 
member”.

He then drew attention to the 15 
January trade agreement between the 
US and China, saying that it “contains 
similar provisions for US exports to China 
of dairy products and infant formula 
(products); meat, poultry and processed 
meat; aquatic products; feed additives, 
pre-mixes, compound feed, distillers’ 
dried grains, and distillers’ dried grains 
with solubles; pet food and non-ruminant 
derived animal feed”.

“Th is refl ects the double standards 
of the US,” argued Deepak. “On the one 
hand, they [the US], even as a developed 
country, have negotiated a fl exibility for 
their exports to China, and on the other, 
they have been refusing even to discuss 
a similar fl exibility under special and 
diff erential treatment for developing 
countries, including LDCs…, as part of 
the G90 proposals for decades.”

Th e US stance on S&DT “appears to be 
a case of not only not practising what you 
preach but also not preaching what you 
actually practise”, he said.

Unacceptable criteria 

In her intervention at the General 
Council meeting, South Africa’s 
Ambassador Xolelwa Mlumbi-Peter 
reiterated that “S&DT is a treaty-
embedded right”. Th e proposed US 
criteria for determining which WTO 
members should continue to access S&DT 
were not acceptable, she said.

She said the only mandate that 
WTO members had was “to strengthen 
S&DT and make it precise, eff ective and 
operational as entailed in paragraph 44 of 
the Doha Ministerial Declaration”.

Th e G90, she noted, had circulated 10 

specifi c S&DT proposals which “remain 
important departure points to deliver on 
this mandate. Th e G90 will be submitting 
its revised proposals with a view to get 
a meaningful outcome in MC12 [the 
WTO’s 12th Ministerial Conference].”

(At the time of the 3 March General 
Council meeting, MC12 was still due 
to be held on 8-11 June in Nur-Sultan, 
Kazakhstan, as initially scheduled. 
However, since then, the chair of the 
General Council and the WTO Director-
General have informed WTO members 
that “In consultation with the Delegation 
of Kazakhstan, it is our considered view 
that holding MC12 as previously agreed 
will not be feasible” due to the coronavirus 
pandemic. A special General Council 
meeting will be held “as soon as conditions 
permit” to discuss the next steps ahead.)

Expressing concern over “unilateral 
measures that take away rights of 
members in covered agreements [and] 
that upset the delicate balance reached 
in negotiations”, Mlumbi-Peter said that 
“the case in point are rights members 
have under the Agreement on Subsidies 
and Countervailing Measures through the 
revised list of WTO members designated 
as eligible for special de minimis 
countervailable subsidy and negligible 
import volume standards under the 
countervailing duty law”.

She said that “the implementation of 
unilateral diff erentiation on the basis of 
arbitrary criteria is not supported”.

On G20 membership as one of the 
criteria for diff erentiation proposed by 
the US, Mlumbi-Peter said “the G20 was 
established to provide a new mechanism 
for informal dialogue to achieve stable 
and sustainable world economic growth 
that benefi ts all and should not be a 
determinant for a development status of 
a country”. She maintained that the G20 
“was never conceived as a grouping of 
developed countries”.

“As the WTO, we must ask ourselves 
whether we are laying the right foundation 
to achieve the Sustainable Development 
Goals (SDGs),” she said, noting that “the 
2019 SDG Report states that there is 
increasing inequality among and within 
countries”.

“Th erefore, while developing 
countries have made some progress, it is 
disingenuous to ignore the persistence 
of the enormous development divide 
between the developing and developed 
members of the WTO,” she said.

Moreover, “the development 

divide is refl ected in a wide range of 
indicators”. “It is evident in levels of 
economic development, industrial 
structure and competitiveness, such as 
GDP per capita, poverty levels, levels 
of undernourishment, production and 
employment in agriculture sector, trade 
in services, receipts from IPR [intellectual 
property rights], share of trade in 
value-added under GVCs [global value 
chains], energy use per capita, fi nancial 
infrastructure, R&D capacity, company 
profi ts, and a range of institutional and 
capacity constraints, among other things,” 
said the South African representative.

She drew attention to the “areas of 
global cooperation required to deal with 
poverty” as identifi ed by her country’s 
former President Nelson Mandela at 
the Make Poverty History campaign in 
2005. “Th e fi rst is ensuring trade justice,” 
Mandela had said, pointing out that “trade 
justice is a truly meaningful way for the 
developed countries to show commitment 
to bringing about an end to global poverty. 
Th e second is an end to the debt crisis 
for the poorest countries. Th e third is to 
deliver much more aid and make sure it is 
of the highest quality.”

Mlumbi-Peter said “trade justice can 
be achieved by ensuring that developing 
countries have access to the same policy 
tools developed countries used to 
industrialize, it is by ensuring that we have 
appropriate and adequate policy space 
to achieve our national development 
objectives within the parameters of 
global trade rules, it is by recognizing the 
diff erences in levels of development and it 
is by preserving S&DT and to ensure that 
in the context of the multilateral trading 
system, developing countries and LDCs 
take commitments commensurate with 
their levels of development.”

She quoted former US President 
Th omas Jeff erson as saying “there is 
nothing more unequal than the equal 
treatment of unequal people”.

China said its opposition to the US 
proposal on diff erentiation remained 
unchanged.

In varying responses, several other 
developing countries – Colombia, several 
Caribbean countries, Barbados, and Chad 
on behalf of the LDCs – challenged the 
US proposal on several grounds. But a 
number of developed countries, such as 
the EU and Australia, supported the US 
proposal. (SUNS9082)
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China challenges US proposal on 
market-oriented conditions
A separate US proposal on upholding market principles also stirred 
concerns among members at the WTO General Council meeting on 
3 March. 

by D. Ravi Kanth

GENEVA: China has challenged the 
United States on the latter’s controversial 
proposal at the WTO to discuss “the im-
portance of market-oriented conditions to 
the world trading system”.

China, India and South Africa among 
others also sought to know from the US its 
real intention behind triggering a debate 
on a complex issue that was not part of the 
WTO’s mandate.

At the WTO General Council meeting 
on 3 March, China asked the US whether 
its proposal was an attempt to bring the 
issue of industrial subsidies through the 
backdoor at the WTO.

Th e proposal came on the heels of 
a joint trilateral proposal in January by 
the US, the European Union and Japan 
to “strengthen existing WTO rules on 
industrial subsidies”. 

China asked whether resources would 
not be better spent “on resolving the crisis 
of the Appellate Body and pushing for 
possible outcomes at MC12” (the WTO’s 
12th Ministerial Conference) than on 
“issues that may deserve philosophical 
debate but are not relevant for the outcome 
of the Ministerial meeting”.

“Centrality of market orientation” 

Th e US, however, insisted that its 
proposal was aimed at discussing “the 
centrality of market orientation – one of 
the core principles of the WTO – in our 
collective eff orts to achieve meaningful 
WTO reform”.

US Ambassador to the WTO Dennis 
Shea said the US wanted “a draft  decision 
in which members would reaffi  rm 
that market-oriented conditions are 
fundamental to a free, fair, and mutually 
advantageous trading system, to ensure 
a level playing fi eld for our workers and 
businesses”.

He said the US reckoned that “any 
reform conversation must begin with 
some basic questions: What is the purpose 

of this organization? What values do we 
uphold?”

He took recourse to the Marrakesh 
Declaration, adopted in 1994 at the 
conclusion of the Uruguay Round trade 
negotiations which established the 
WTO, to justify Washington’s demand 
for promoting “participation in a world 
trading system based on open, market-
oriented policies and the commitments 
set out in the Uruguay Round Agreements 
and Decisions”.

Th e US trade envoy argued that many 
accession protocols concluded over 
the past 25 years refl ected these core 
principles by reaffi  rming a commitment 
to the Marrakesh Declaration or more 
explicitly stating that the goal of WTO 
accession was to achieve economic reform 
“based fully on market principles” or to 
“transition from a centrally-planned to a 
market-based economy”.

He noted that “in May 2018, the Trade 
Ministers of the European Union, Japan, 
and the United States agreed that non-
market-oriented policies and practices 
create unfair competitive conditions 
for our workers and businesses and 
undermine the proper functioning of 
international trade”.

“For the United States, the WTO is and 
should be a place where countries come 
together to work towards developing and 
enforcing rules that promote the common 
goal of free and fair trade on the basis of 
openness and market principles,” Shea 
said, remarking that those who joined and 
swam in the same swimming pool must 
agree to swim in the same direction.

Shea listed the following market-based 
conditions:

(i) Enterprise decisions on investments 
are freely determined and made in 
response to market signals;

(ii) Th e prices of capital, labour, 
technology and other factors are market-
determined;

(iii) Capital allocation decisions of or 

aff ecting enterprises are freely determined 
and made in response to market signals;

(iv) Enterprises are subject to 
internationally recognized accounting 
standards, including independent 
accounting;

(v) Enterprises are subject to market-
oriented and eff ective corporation law, 
bankruptcy law, competition law and 
private property law, and may enforce 
their rights through impartial legal 
processes, such as an independent judicial 
system;

(vi) Enterprises are able to access freely 
relevant information on which to base 
their business decisions.

In all of these areas, there should be 
no signifi cant government interference 
in enterprise business decisions, the US 
insisted.

Th e absence of market-oriented 
conditions in one or more WTO member 
countries could have devastating 
consequences for others, the US claimed.

Shea said “the existence of non-
market-oriented conditions tilts the 
playing fi eld in the direction of those 
members that seek to unfairly determine 
economic outcomes”.

“As WTO members consider new 
initiatives and rules – such as on fi sheries 
subsidies, industrial subsidies, state 
enterprises, or other issues – which could 
be key elements of achieving meaningful 
WTO reform, the importance of market-
oriented conditions only increases,” Shea 
said.

Th e EU, Japan, Canada and Australia 
among others supported the US proposal 
for discussing market-oriented conditions 
with varying nuances, said trade envoys 
who asked not to be quoted.

“No need to debate” 

In a sharp critique of the proposal, 
China said WTO members had a common 
sense about “market economy” and that 
“there’s really no need to debate about it”. 
“It’s just like we don’t have to debate if we 
need to eat when we’re hungry or bring an 
umbrella when it is raining,” the Chinese 
Ambassador Zhang Xiangchen remarked.

Zhang said the WTO was in no position 
to interfere with whatever “development 
path” or “whatever model a member may 
adopt for its own economy”.

Th e Chinese envoy thanked the US 
for reminding members of the Marrakesh 
Declaration, saying that the most 
relevant sentence from the Declaration 
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to be remembered always was: “Ministers 
express their determination to resist 
protectionist pressures of all kinds.”

He also urged the US and other 
developed countries not to forget “these 
words on members’ relations in the fi elds 
of trade and economic endeavour from 
the Marrakesh Agreement Establishing 
the World Trade Organization: ‘for doing 
so in a manner consistent with their 
respective needs and concerns at diff erent 
levels of economic development’.”

Th e US proposal “may look 
straightforward but it is anything but 
straightforward”, said Zhang. He posed 
the following questions: What are “non-
market-oriented policies and practices”? 
What are “internationally recognized 
accounting standards”? What does it mean 
to “freely access relevant information”? 
What is “signifi cant government 
interference”?

In its intervention on the US proposal, 
India said it was “curious, like many 
others in this room, about the intention 
behind this proposal, which at this stage 
is not clear”.

“Some of the terms used in [the] 
proposal are not clearly defi ned,” Indian 
Ambassador J.S. Deepak said, adding 
that “the nature of State’s actions and the 
category of enterprises falling under its 
scope are also not elaborated”.

“Because of its prescriptive nature, the 
proposal has stirred up the old market 
versus State debate”, which had been 
settled a long time ago, he said.

“State intervention in economic 
activities occurs in every country of the 
world without an exception,” Deepak 
said. Th e US proposal seemed “to assume 
that all state interventions are bad for 
markets and overlooks instances where 
state interventions have enabled markets 
to function better”.

He also asked, “Do we need markets 
only for markets’ sake or [do] we need 
markets that work for welfare and 
development?”

Th e Indian envoy further asked 
whether the WTO could make 
“prescriptions and monitor development 
models and economic systems of its 
members who may be at diff erent levels of 
development”.

He said that despite pursuing “pro-
market, pro-competition and transparent 
policies”, India took recourse to “state 
interventions” to “address market failures, 
given the signifi cant need to pursue pro-
poor, pro-welfare and pro-equity policies 

and bring more than 250 million people 
out of poverty”.

“As a founding member of the WTO, 
India believes that the WTO’s core 
objective remains promoting sustainable 
development, in a manner consistent 
with the needs and respective levels of 
economic development of its members,” 
he emphasized. He said “state or market 
are only the instruments for achieving 
this objective and the decision of which 
one to choose when, should be best left  to 
the wisdom of the members.” Moreover, 
the “focus of the WTO should be to use 
trade to create conditions of welfare and 
development”.

Public interest policies

South Africa said while it agreed with 
“optimal functioning of markets”, the US 
proposal “introduces a number of terms 
that are not clearly defi ned, making 
engagement on this issue a challenge”.

“It is not clear whether we have 
the same view of what is signifi cant 
government interference,” said South 
African Ambassador Xolelwa Mlumbi-
Peter.

She pointed out that “countries have a 
number of policies that are implemented 
in public interest to address market failure 
or achieve developmental objectives, 
including, in our case, addressing 
historical exclusion of especially black 
people in the mainstream economy”.

She asked “whether these policies 
would be seen as creating non-market 
conditions in terms of creating a level 
playing fi eld for workers and businesses 
even though they achieve a Constitutional 
mandate”.

Mlumbi-Peter said excessive faith in 
markets and the way they operate “lead 
at times to unintended consequences”, 
including “market concentration, rising 
unemployment and inequality”. She 
maintained that “policies and regulations 
are essential for their proper functioning 
and to promote a range of public policy 
outcomes”.

She said that “almost all WTO 
members have mixed economies where 
governments intervene in the economy 
or have state-owned enterprises who 
carry out specifi c functions to achieve a 
developmental mandate”.

She added that the following specifi c 
functions were being pursued by various 
members: certain kinds of research and 
development incentives that support 

industries that develop new technologies 
that are then commercialized; a range of 
non-tariff  measures that are not based on 
science; price controls on agriculture and 
pharmaceutical products; interventions 
taken in the context of the global 
economic crisis; and interventions for 
national security imperatives.

She said South Africa was sensitive to 
“any proposal that challenges the right to 
regulate in the public interest”, arguing 
that “governments need to balance a 
broad set of interests and concerns, 
including those of investors, workers, the 
unemployed, young people and others, as 
we forge social pacts within our societies 
to promote sustainable growth and deeper 
economic inclusion”.

Given diff ering levels of economic 
development, she said, the Marrakesh 
Agreement had acknowledged a number 
of objectives, including:

• conducting trade and economic 
relations with a view to raising 
standards of living, ensuring full 
employment and a large and steadily 
growing volume of real income and 
eff ective demand;

• expanding the production of and 
trade in goods and services; and

• enhancing the means for doing so in 
a manner consistent with members’ 
respective needs and concerns 
at diff erent levels of economic 
development.
Th e Marrakesh Agreement also 

recognized the need for “positive eff orts 
to ensure that developing countries, and 
especially the least developed among 
them, secure a share in the growth in 
international trade commensurate with 
the needs of their economic development”.

As countries progressed at “uneven 
rates” due to “complex” factors, Mlumbi-
Peter said, “these complexities necessitate 
the implementation of policies suitable 
to their development objectives and to 
address their specifi c challenges”.

Th erefore, “the WTO should not 
attempt to determine the economic model 
of countries”, she said. WTO members 
“need a multilateral trading system that 
supports inclusive growth and enables 
national authorities to pursue steps to 
achieve national developmental objectives 
and outcomes based on their peculiar 
circumstances”. (SUNS9083)
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South demand safeguarding 
of multilateral trading system, 
restoration of Appellate Body
On the eve of the General Council meeting, WTO members had 
convened in the Trade Negotiations Committee, where they aired 
their positions on a range of negotiating and institutional issues.

by D. Ravi Kanth

GENEVA: Developing and least-devel-
oped countries have reiterated their de-
mand for safeguarding the multilateral 
trading system and restoring the Appel-
late Body (AB) at the WTO’s 12th Minis-
terial Conference (MC12). 

At an informal Doha Trade Negotiations 
Committee (TNC) meeting on 2 March, 
India, South Africa, Botswana on behalf 
of the African Group of countries, Jamaica 
on behalf of the Africa, Caribbean and 
Pacifi c (ACP) Group, and Chad on behalf 
of the least-developed countries (LDCs) 
expressed grave concern over attempts to 
undermine the multilateral framework of 
the WTO, said several trade envoys who 
asked not to be quoted.

“Th e collapse of the Appellate Body, 
the attack on the principles that we have 
held dear, like non-discrimination and 
special and diff erential treatment, have 
cast a pall of hopelessness on the WTO,” 
said India’s Ambassador J.S. Deepak at 
the TNC meeting. “MC12 provides us 
an opportunity to address these grave 
challenges, if we can only get our act 
together.” 

In another sharp critique on the threats 
posed to the multilateral framework, 
South African Ambassador Xolelwa 
Mlumbi-Peter said “we must preserve 
the multilateral nature of the MTS 
[multilateral trading system] to ensure 
that it delivers outcomes that serve the 
interests of all”. “Th e plurilateralization 
of the MTS does not result in an outcome 
that ensures that no one is left  behind,” she 
cautioned.

Trade envoys of developing and least-
developed countries and several country 
coalitions called among others for adhering 
to existing mandates, strengthening 
special and diff erential treatment (S&DT) 
based on the G90 proposals, providing 
adequate S&DT in the proposed fi sheries 
subsidies agreement, and preventing 

the plurilateralization of the multilateral 
trading system.

Even some developed members such 
as the European Union expressed “alarm 
about the state of aff airs at the WTO” 
with the Appellate Body having come to 
a grinding halt. “It is an entire pillar of 
our organization that is under existential 
threat,” the EU’s trade envoy Ambassador 
Joao Aguiar Machado said.

Th e United States, which is responsible 
for the AB crisis following its decision to 
block the selection process for fi lling six 
vacancies at the AB, remained silent in the 
face of members’ pleas for restoring the 
two-stage dispute settlement system, said 
trade envoys who asked not to be quoted.

Instead, the US pressed ahead with 
its divisive demands to bring about 
“diff erentiation” among developing 
countries in availing of S&DT, and to 
transform the WTO on “market-based” 
fundamentals.

Japan spoke about the trilateral 
proposal by the US, the EU and Japan 
on industrial subsidies that would be 
introduced at MC12.

Speaking on broader reform of the 
WTO, China said that “the reform should 
reinforce the centrality of the multilateral 
trading system in international trade 
liberalization and facilitation”.

Without naming the US that had put 
forward a proposal on market-based 
conditions, Chinese Ambassador Zhang 
Xiangchen said that “macroeconomic 
issues, such as market practices, industrial 
policies or economic models, are by no 
means within the functions or capabilities 
of the WTO as stated in Marrakesh 
Agreement”. “Th e moon is simply too far 
to reach,” he remarked.

Reporting to members at the TNC 
meeting, the chair of the Doha fi sheries 
subsidies negotiations, Ambassador 
Santiago Wills of Colombia, painted a 

bleak picture of continued diff erences on 
several issues in the proposed fi sheries 
subsidies agreement.

Th e chair of the Doha agriculture 
negotiations delivered a report that 
suggested sharp diff erences on issues 
such as domestic support as well as the 
mandated issues of a permanent solution 
on public stockholding programmes for 
food security and a special safeguard 
mechanism (SSM) among others.

WTO Director-General Roberto 
Azevedo delivered his bleak assessment 
about the prospects for reviving the AB.

India said “the resolution of the 
Appellate Body crisis deserves the utmost 
priority and it should precede all other 
reforms”. Expressing serious concern 
over the absence of the AB, India said 
“as a major user of the WTO’s dispute 
settlement system and with four appeals 
involving India awaiting adjudication 
by the Appellate Body”, it was important 
that the AB crisis be resolved urgently, 
according to trade envoys present at the 
TNC meeting.

India urged the US to “consider the 
solutions developed under the Walker 
process seriously unless they have better 
alternatives to off er”.

South Africa, the African Group, the 
ACP Group and the LDC Group said the 
restoration of the AB was essential for 
safeguarding the enforcement function of 
the WTO.

“Th e impasse on the appointment of 
AB members has signifi cant implications 
for the preservation of rights and 
obligations of [WTO] members,” South 
Africa said. “We need a solution-oriented 
multilateral process to restore a two-
stage DSS [dispute settlement system] 
and unlock the impasse in the selection 
process of AB members.”

Fisheries subsidies 

On another contentious issue, India 
said members must “work rapidly to 
conclude the negotiations on ending 
harmful fi sheries subsidies”.

“Disciplines should focus on distant 
water and large scale industrial fi shing, 
provide exemption and carve-outs for the 
needs of small and subsistence fi shermen 
who operate in the territorial seas and 
EEZs [exclusive economic zones], and 
seek greater contribution from those who 
provide large subsidies, both in value and 
on per capita basis,” India said.

Given the sharp diff erences among 
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members on overcapacity and overfi shing 
(O&O), India said members needed to 
“quickly converge the various approaches 
for O&O on the table and start negotiating 
the consolidated text covering all pillars”.

India also cautioned that without 
“S&DT for developing countries who 
need it and for LDCs as agreed to by our 
leaders in SDG [Sustainable Development 
Goal] 14.6 and by our ministers at MC11 
[the 11th WTO Ministerial Conference in 
2017]”, it would be diffi  cult to accept any 
disciplines on fi sheries subsidies.

“Th is is a very sensitive issue involving 
livelihood of millions of marginal 
fi shermen and there could be nothing 
more unequal than an equal discipline 
for unequals,” India said. “Without 
appropriate S&DT, these negotiations 
would be doomed to end in a deadlock.” 

Th e ACP Group also underscored the 
need for strong S&DT provisions in the 
proposed fi sheries subsidies agreement.

South Africa said that to get an 
outcome on fi sheries subsidies, members 
needed to narrow approaches on the table 
to “those that truly deliver on the mandate 
which is to prohibit harmful subsidies”.

South Africa underlined the need 
to target “large-scale industrial fi shing, 
safeguard food security and livelihoods of 
coastal communities, and allow members 
policy space to develop marine resources”.

“Th e outcome must deliver on all the 
pillars of the mandate, S&DT must be an 
integral part of the outcome. Text-based 
negotiations will need to be inclusive and 
member-driven,” South Africa said.

Sharp diff erences among members 
on how to address overcapacity and 
overfi shing came into the open during the 
TNC meeting.

Th e US, which is one of the major 
subsidizers, called for an “agreement on 
comprehensive and eff ective disciplines”, 
while China underscored the need for 
“all big major subsidizers” to undertake 
“substantial reductions”. China said that 
it was wrong to presume that all fi shing 
activities in the high seas contributed to 
overcapacity or overfi shing, arguing that 
“high seas fi shing is very complicated”.

Th e EU, another major subsidizer, said, 
as per SDG 14.6, members were required 
to prohibit harmful subsidies while 
treating positive subsidies diff erently.

“Proper fi sheries management must 
have a place in the negotiations because 
it can neutralize any negative eff ect 
a subsidy might have,” the EU said, 
cautioning that any attempt to ignore the 

demand for proper fi sheries management 
was “doomed to failure”.

On S&DT, which the US wants to do 
away with in current and future trade 
negotiations, the G90 group of countries 
said they would table their revised 
proposals for a meaningful outcome at 
MC12.

“Delivering on the G90 proposals will 
contribute to the achievement of SDGs 
through socioeconomic development, 
industrial and structural transformation 
of LDCs and developing countries by 
operationalizing the existing S&DT 
provisions in the WTO agreements in 
accordance with paragraph 44 of the 
Doha Ministerial Declaration,” South 
Africa said.

“Th e collapse of 
the Appellate Body, 
the attack on the 
principles that we have 
held dear, like non-
discrimination and 
special and diff erential 
treatment, have cast 
a pall of hopelessness 
on the WTO.” - Indian 
Ambassador to the 
WTO J.S. Deepak

Agriculture 

 

On the agriculture negotiations, India 
said “we are proponents of a sequential 
approach where FBT [fi nal bound 
total] AMS [Aggregate Measurement 
of Support] entitlements are capped, 
reduced and eliminated fi rst”. “Only once 
the playing fi eld is levelled should we have 
a discussion on disciplining other forms 
of domestic support,” India said.

In the face of demands by the Cairns 
Group of countries to negotiate on 
Article 6.2 of the WTO Agreement on 
Agriculture, India emphasized that 
“Article 6.2 support is meant for low-
income and resource-poor farmers in 
developing countries [and] this is a S&DT 

fl exibility to support rural development, 
food and livelihood security of marginal 
farmers, therefore, by its very defi nition, it 
is minimally trade-distorting”. India said 
“there can be no question of accepting any 
limits or reduction in Article 6.2 support”.

Members must not lose sight of 
“proportionality”, India said, arguing that 
“it is high per capita support that has 
the most trade-distorting eff ect on the 
global markets as it incentivizes large-
scale commercial production mostly for 
exports”. “Equating subsidies of $200 per 
capita that Indian farmers receive with 
$60,000 per capita in many developed 
countries is absurd,” India maintained. 
“Th erefore, domestic support disciplines 
need to be guided by per capita numbers 
as well.”

India also said “mandated issues in 
agriculture, like the permanent solution 
on public stockholding for food security, 
for which we have missed deadlines, need 
to be prioritized for MC12”.

Th e African Group and the LDCs 
called for credible outcomes on reducing 
trade-distorting subsidies in cotton.

“We need an outcome on cotton as 
advanced by the C4 [group of four cotton-
producing countries], a permanent 
solution for public stockholding that 
makes provision for new programmes, 
and advance discussions on SSM,” South 
Africa said. “We underscore that S&DT 
must be integral to any outcome in 
agriculture.”

Brazil said “reform of agricultural 
trade rules is imperative for the success 
of MC12 and key to a package in Nur-
Sultan”.

India said “the results we achieve 
at Nur-Sultan, especially on fi sheries 
subsidy disciplines and resurrection of 
the Appellate Body, can increase the trust 
that the world reposes in the rules-based 
multilateral trading system”.

“In order to succeed, we need to 
prioritize a balanced agenda that is 
inclusive and development-oriented,” 
India said. (SUNS9081)
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As the outbreak of the novel coronavi-
rus disease COVID-19 threatens a global 
pandemic, major stock markets around 
the world have suff ered their worst 
performance since the 2008 fi nancial 
crash.

Th e Organization for Economic 
Cooperation and Development (OECD) 
has warned that the outbreak could halve 
global economic growth this year to 1.5%, 
the slowest rate since 2009. It has cut its 
2020 growth forecast for China to a 30-
year low of 4.9%, down from 5.7% in 
November.

Th e International Monetary Fund 
(IMF) downgraded its growth forecast 
for China to 5.6% in 2020, its lowest 
since 1990. Economists polled by Reuters 
during 7-13 February expected China’s 
economic growth to slump to 4.5% in the 
fi rst quarter of 2020, down from 6% in 
the previous quarter, the slowest since the 
fi nancial crisis.

Meanwhile, China’s manufacturing 
sector tumbled in February, as many 
factories remained closed aft er the annual 
lunar new year break. Th e Manufacturing 
Purchasing Managers’ Index (PMI), a 
widely used measure of factory activity, 
plunged to a record low in February, 
refl ecting the sharp contraction.

Th e World Trade Organization (WTO) 
head expects the coronavirus epidemic 
to greatly slow the global economy, 
as China accounts for 19.1% of global 
gross domestic product (GDP) using 
purchasing power parity (PPP), or 17% 
at current exchange rates, 13% of global 
trade, and 28% of global manufacturing 
output in 2018.

Impact on developing economies

Developing countries, especially those 
dependent on commodity exports and 
global supply chains, are particularly 
vulnerable.

Th e impact is expected to be more 
severe for the 21 African countries the 

IMF sees as “resource-intensive”, where 
growth had already slowed to about 2.5%. 
Trade between Africa and China grew 
2.2% in 2019 to $208.7 billion, compared 
with a 20% rise the year before.

Even Latin America counts China as 
its largest overall trade partner. Th e key 
downside risk is further deterioration of 
the commodity terms of trade. Th e most 
exposed economies are Chile, Peru and, to 
some extent, Brazil.

Asian developing countries linked 
to China through supply chains, raw 
material exports, investment and tourism 
are especially vulnerable, while other 
Asian giants, Japan and South Korea, have 
also been hit by the virus.

Global supply chain disruptions

Th e virtual shutdown of the “factory 
of the world” has slowed the supply of 
products and parts from China, disrupting 
production the world over.

Apple’s manufacturing partner 
in China, Foxconn, is experiencing 
production delays, while a Lombardy 
electronics factory was forced to close by 
the Italian authorities due to an outbreak.

Some carmakers, including Nissan 
and Hyundai, have temporarily closed 
factories outside China due to parts 
supply shortages.

European manufacturing could suff er 
considerably due to its extensive links with 
China through supply chains. Already, 
four of the world’s biggest carmakers 
are expected to shut down European 
production.

Meanwhile, 94% of Fortune 1000 
companies are facing supply chain 
disruptions due to the coronavirus. Even 
the pharmaceutical industry is expected 
to face disruption.

For the Harvard Business Review, 
“the worst is yet to come”, as it expects 
the COVID-19 impact on global supply 
chains to peak in mid-March, “forcing 
thousands of companies to throttle 
down or temporarily shut assembly and 

Coronavirus exposes global 
economic vulnerability
The COVID-19 pandemic is hurting the world economy but the 
economic policy response may be found wanting.

by Anis Chowdhury and Jomo Kwame Sundaram

manufacturing plants in the US and 
Europe”.

Commodity prices plunge 

Prices for commodities, from natural 
rubber to coal, plunged in February as 
Chinese companies cancelled orders, 
dragging down prices. Th e Wall Street 
Journal reports one of the worst routs 
in commodity prices in years due to the 
coronavirus outbreak as prices for some 
natural resources plunged to new lows.

With the outbreak spreading to more 
countries, the oil price has been dropping 
precipitously as global demand weakens 
further. US and Brent crude benchmark 
prices fell 16% and 14% respectively at 
the turn of the month, to the lowest levels 
since July 2017.

Meanwhile, iron ore prices dropped 
to $81.35 per tonne during the fi rst week 
of February from around $90 throughout 
January.

Perfect storm?

Years of spending cuts due to fi scal 
austerity policies have undermined 
public health provisioning, not only in 
developing countries but also in developed 
economies.

Various countries are bracing for 
economic fallouts from the virus outbreak, 
but have very limited policy space aft er 
eschewing sustained fi scal recovery eff orts 
following the 2008-09 global fi nancial 
crisis.

Instead, monetary policies, including 
unconventional ones, with historically 
low interest rates and central bank balance 
sheets, are still being relied upon. China’s 
central bank has already cut the country’s 
benchmark lending rate in February. Th e 
US Federal Reserve has recently further 
loosened monetary policy, with others 
quickly following or expected to follow. 
However, while rate cuts may temporarily 
boost fi nancial market indicators, they are 
unlikely to be of much help.

Despite rejecting sustained fi scal 
eff orts to revive economic growth in 
favour of austerity for a decade, debt levels 
continued to rise as revenue declined due 
to tax breaks. Scope for a “big boost” 
fi scal package is also limited by public 
perceptions of the record global debt level 
– estimated at $253 trillion, more than 
three times global GDP.

Although the economic consequences 
of the COVID-19 outbreak require a 
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In his presidential address to the Royal 
Economic Society in 1996, the late 
Professor Anthony Atkinson famously 
called for discussion of inequality and 
income distribution to be brought “in from 
the cold”. Since then there have been many 
examples of inequality worldwide: the 
pan-banging cacerolazos demonstrators 
of Argentina’s fi nancial crisis in 2001-02, 
the Arab Spring, the Occupy Wall Street 
movement, Spain’s los indignados, the 
gilets jaunes protests and strikes in France, 
and many others besides.

It was almost 20 years before the subject 
became a matter of mainstream debate, 
perhaps signifi ed by the publication and 
success of Th omas Piketty’s Capital in 
2014. Yet the statistics that show rising 
inequality are well known and have been 
staring us in the face for decades. In the 
US, the top 1% of the population account 
for 20% of total national income and 
more than 30% of wealth. Worldwide, 
around 9% of the population receive 50% 
of global income, while the bottom half of 

the world’s population receive a mere 7%.
Th is inequality has been increasing 

since the 1980s when a series of social, 
economic and political factors – including 
a shift  of employment from factories and 
manufacturing into services and more 
diff erentiated jobs, the weakening of trade 
unions, more wage competition facilitated 
by globalization, and fi scal pressures on 
welfare systems – combined to sustain 
rises in inequality not seen since the 
1920s.

It is now known that inequality lowers 
economic growth by reducing middle-
class demand and increasing the costs 
of redistribution. It causes poverty traps 
by reducing social mobility, and creates 
social tensions.

Th e “trickle-down economics” 
ideology that dominated the 1980s and 
1990s (and which has now reappeared 
in US President Donald Trump’s tax 
plan) has been well and truly debunked: 
economic growth does not automatically 
produce better lives for everyone.

Welfare works: redistribution is 
the way to create less violent, less 
unequal societies
By keeping inequality in check, welfare programmes that redistribute 
wealth can sustain social stability.

by Patricia Justino

Th ere is widespread agreement among 
experts that high inequality destabilizes 
societies. Increasing inequality can 
undermine democracy and trust between 
social groups and institutions, and even 
result in substantial changes to the political 
order. Today, increases in inequality have 
been accompanied by unprecedented 
growth of far-right politics, growing 
protest movements, and the election of 
governments with nationalistic overtones.

Th ere are steps that could be taken to 
curtail rising inequality, but not a great 
deal is being done.

What works

In research drawn from 18 countries 
across Latin America between 2010 
and 2014, we found that those taking 
part in protests were more likely to be 
strongly in favour of redistribution, 
and were motivated by the perceived 
failure of public services and institutions, 
corruption and lower standards of living. 
But some countries – the US, for example 
– are tolerant of inequality, as can be 
seen for example in how the US has a 
less progressive tax system, less public 
spending to benefi t the poorer-off , and 
limited employment rights in comparison 
with European countries.

When inequality reaches certain 
thresholds, it may lead to social confl ict 
and sometimes violence. Whether or not 
it gets to this stage depends on whether 
action is taken to reduce inequality. One 
solution to avoid potential instability is 
to redistribute wealth through welfare 

global response, multilateralism is in 
disarray. As if to underscore its growing 
irrelevance, the G20 missed an important 
opportunity to provide leadership at its 
22-23 February fi nance ministers’ meeting 
in Riyadh, Saudi Arabia. (IPS)
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nomics professor, was Assistant Director-
General for Economic and Social Devel-
opment at the UN Food and Agriculture 
Organization (FAO), and received the Was-
sily Leontief Prize for Advancing the Fron-
tiers of Economic Thought in 2007.
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The Equitable Sharing of Atmospheric 
and Development Space: Some Critical 

Aspects

by Martin Khor

Tackling the climate change crisis demands urgent actions to cut at-
mospheric emissions of the heat-trapping greenhouse gases that are 
causing global warming. The responsibilities this entails should at the 
same time be divided equitably between developed and developing 
countries, as recognised in the United Nations Framework Conven-
tion on Climate Change (UNFCCC).

The equity imperative is rooted in the development needs of the 
developing countries and in the fact that emissions of carbon diox-
ide and other greenhouse gases over the years mostly originated in 
the developed countries. This paper fl eshes out how this historical 
“carbon debt” and other equity considerations could be taken into 
account in the sharing of the global atmospheric space. Such an 
arrangement would, as envisioned by the UNFCCC, involve the de-
veloped countries taking the lead in emission reductions and in pro-
viding fi nancial and technological support for a shift by developing 
countries to low-emission growth pathways. 

Martin Khor is Adviser to the Third World Network.

Email twn@twnetwork.org for further information, or visit https://
www.twn.my/title/climate/climate04.htm.

programmes.
About half the reduction in violent 

confl ict experienced in Latin America since 
the 1990s can be attributed to increases in 
government welfare spending, largely in 
the form of cash transfer programmes. 
Welfare transfers are also an eff ective 
(and cheaper) means to mitigating riots 
compared with the police – as can be seen 
looking at data from India between 1960-
2011 where states with higher levels of 
welfare spending experienced less rioting.

Th e relationship between welfare 
programmes and sociopolitical tensions 
has deep historical roots. Otto von 
Bismarck initiated the world’s fi rst social 
insurance programme when he was 
chancellor of Germany in the late 19th 
century as a response to the threat of 
social instability by dissatisfi ed workers’ 
unions. Th e idea of using welfare transfers 
to curtail potential instability spread 
rapidly across Europe during the early 
20th century, becoming a central part 
of a social contract between states and 
citizens.

But welfare spending has been 
drastically reduced across the world since 
the 1980s, and it may not be surprising 
that inequality and social tensions have 
risen at the same time.

Welfare policies, such as cash transfers 
to the poor, unemployment benefi ts, 
child subsidies and universal healthcare – 
funded by progressive taxation – can break 
cycles of poverty and social discontent by 
addressing economic vulnerabilities and 
reinforcing resilience among those least 
well-off . More fundamentally, today, as 
in Europe at the turn of the 20th century, 
welfare programmes can sustain peace 
and stability because they remain a central 
part of the social contract between states 
and citizens.

When the social contract is seen 
to be broken, those that lose out feel 
disenfranchised and at the margin of 
societies while a few continue to amass 
great fortunes at the cost of the many. 
But unchecked rises in inequality come 
at a high societal cost, from protests and 
strikes to the rise of nationalism and 
autocracy. It may well be high time to 
bring redistribution in from the cold.

Patricia Justino is Professor and Senior Research 
Fellow at the World Institute for Development 
Economics Research (UNU-WIDER), United Na-
tions University. This article fi rst appeared on The 
Conversation (theconversation.com). 


