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Presentation Notes
Pleased to present Chapter One of the United Nations World Economic Situation and Prospects 2009. The full report will be out in the first days of January.
WESP is a joint product of UN DESA, the UNCTAD and the five UN Regional Commissions


Mensajes clave

1. Alejandose del abismo

. Estabilizacion de los mercados financieros
. Reactivacion del comercio internacional y de los precios de materias
primas

2. Incipiente, pero fragil recuperacion global

. Leve, y aun fragil recuperacion de la economia mundial y de las
economias de América Latina y el Caribe

. Recuperacion dispar (liderada por los paises asiaticos emergentes)

3. Riesgos a la baja: ¢volver al abismo?

= Retiro prematuro de estimulos fiscales aumenta riesgo de una doble
recesion
. Una recuperacion sin reformas agudizara los desequilibrios globales

y el riesgo de un aterrizaje forzoso del dolar

4. Desafios politicos

e  El re-equilibrio sostenible de la economia global requiere cooperacion
internacional, asi como reformar la arquitectura financiera
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The four key messages of the report are
1. The world economy is in a recession, dragging by the severest financial crisis since the Great Depression. Previous issues of WESP warned repeatedly of this risk: in this sense it was a story foretold.
2. Slowdown is synchronized, no “decoupling” as developing countries are being hit severely.
3. Risks for a deeper recession are high
Also, even though dollar has appreciated recently after a long trend of depreciation since 2002, the risk is high we could see a hard landing of the dollar in 2009 and this could shock the financial system again.
4. More fiscal stimuli are needed in order to curb the world economy falling from a deep recession 
More international policy coordination is needed 
In the medium run, we need to overhaul the international financial system.
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1. La crisis se ha apaciguado

e Los mercados de valores se han
recuperado

e El margen
de créedito

de riesgo en las tasas
disminuyo

e Los flujos del mercado _
Internacional y la produccion
Industrial se han recuperado

e Los precios de las materias

primas se
terminos c

nan recuperado y los
e iIntercambio han

mejorado

para algunos paises
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The crisis should have taken no one by surprise. That analysts and policymakers are now expressing bewilderment at the extent of the crisis suggests not only a gross underestimation of the fundamental causes underlying the crisis but also an unfounded faith in the self-regulatory capacity of unfettered financial markets. Past issues of the World Economic Situation and Prospects have been repeatedly pointed out that the apparent robust growth pattern that had emerged from the early 2000s came with high risks.
Growth was driven to a significant extent by strong consumer demand in the United States, stimulated by easy credit and underpinned by booming house prices, and by very high rates of investment demand and strong export growth in some developing countries, notably China. Growing United States deficits in this period were financed by increasing trade surpluses in China, Japan and other countries accumulating large foreign-exchange reserves and willing to buy dollar-denominated assets.
At the same time, increasing financial deregulation, along with a flurry of new financial instruments and risk- management techniques (mortgage-backed securities, collateralized debt obligations, credit default swaps, and so on), encouraged a massive accumulation of financial assets supported by growing levels of debt in the household, corporate and public sectors. 
The de-leveraging now under way has brought down established financial institutions and led to the rapid evaporation of global liquidity that together threaten the normal operations of the real economy.
All parties seemed to benefit from the boom, particularly the major financial players in the rich economies, while the risks were conveniently ignored, despite repeated warnings that mounting household, public sector and financial sector indebtedness in the United States and elsewhere would not be sustainable over time. As strains in the United States mortgage market were transmitted to the wider financial sector, fears of a meltdown escalated and spread around the world, putting an end to a prolonged boom of the world economy.
�


1. ... pero la situacion sigue siendo
fragil

— La recuperacion se debe principalmente a los
estimulos fiscales y monetarios

— ...y aun nuevo ciclo de abastecimiento de
Inventarios a nivel mundial

— La oferta crediticia es aun muy restrictiva

— Muchas instituciones financieras permanecen
vulnerables y las familias experimentan aun
problemas financieros

— El consumo privado y la inversion
permanecen débiles

— Las tasas de desempleo a nivel mundial y el
empleo vulnerable en los paises en desarrollo
continuan creciendo
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2. Perspectivas de crecimiento

El crecimiento econdmico mundial sera
lento en 2010

Recuperacion esta siendo liderada por
los paises asiaticos emergentes

Se asume gue los gobiernos mantienen
sus politicas fiscales y monetarias
expansivas durante 2010
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Economic activity has already been affected by the financial crisis. The tightening credit conditions and the destruction of tens of trillions of dollars in global wealth have already led to a retrenchment of spending by households and businesses in the US, Europe and Japan. 
In fact, by the third quarter of 2008, most developed countries were already in recession. Developing countries will be hurt through international trade and finance channels. Commodity prices have dropped significantly, hurting primary exporters in particular, but lower developed country demand likely will affect export growth throughout the developing world. 
A growing number of developing countries have already witnessed a significant deceleration in economic growth. 


Se preve que la economia _
mundial crezca 2.4% en 2010 -

Crecimiento econdomico mundial, 2004-2010
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World gross product (WGP) is estimated to fall by 2.2 per cent in 2009, and projected to recover by 2.4 per cent in 2010. 
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La mayoria de las economias

desarrolladas se recuperan

lentamente
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In developed economies, despite a continued stabilization of financial markets, credit constraints remain as an impediment to the recovery. The effects of both the existing policy measures and the cyclical inventory adjustment are expected to diminish over time. 

Increasing unemployment rates and the weakened income and wealth position will continue to curb household consumption and business investment. 
GDP of the United States is expected to grow by 2.1 per cent in 2010, from a slump of 2.5 per cent in 2009, while the recovery in both the European Union and Japan is projected to be even weaker, with GDP growing by 0.6 and 1.7 per cent respectively in 2010.
In general, major developed economies, particularly the consumption demand in these economies, are not expected to provide a strong impetus to the global growth in the near-term outlook. 
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Recuperacion fragil de las

economias en transicion
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The recovery in the Economies in Transition will be much weaker, with GDP growing only by 1.6 per cent in 2010, after contracted by 6.4 per cent in 2009. 


“Recuperacion por debajo del
potencial en los paises en
desarrollo
7
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GDP for developing countries on average is expected to grow by 5.1 per cent in 2010, recovering from an estimated 1.9 per cent in 2009, but it is still two percentage points lower than the growth before the crisis. 

Some developing countries rebounded ahead of others, for example, the economies in East Asia, driven in particular by the powerful policy stimuli in China, but as a group, growth in developing countries and the economies in transition remains highly dependent on international trade, commodity prices and capital flows. The conditions for trade and finance have been substantially wreaked havoc on by the financial crisis, and, even with some expected improvement, will remain challenging in the outlook. Despite some policy efforts to strengthen their domestic demand, some structural problems in these economies have not been fundamentally changed. 
Meanwhile, the damage of this global financial crisis on the social and economic foundation in some low-income developing countries could be long-lasting, and may undermine the potential growth of these economies in the medium and long run. For example, for the next few years, after dropping to 0.6 per cent in 2009, growth in sub-Sahara Africa may not be able to resume the pace of above-6 per cent registered before the crisis. 



America Latina se recupera en 2N
2010, pero con disparidades =~
8.0 H2oos [ 2009 [ 2010

6.0 -

4.0 Proy. de la Cepal

74

2.0

0.0

I e GAGIGGGRRITIEEES  EEPERSRLTRERS

-4.0

-6.0

-7.1

-8.0

Ameérica Brasil Meéxico
Latina Argentina Venezuela =



... que resultan en parte del caracter.de
los choques comerciales en 2009
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3. Riesgos a la baja

 Retirada prematura de estimulos fiscales podria
provocar una doble recesion

e Una recuperacion sin reformas aumenta las
posibilidades de desequilibrios globales y una
pérdida de confianza en el dolar de los Estados
Unidos de América
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Downside risks include: 
1. Deeper crisis
The fire sale in equity markets and drops in asset prices will also be prolonged, along with deteriorating indicators of the real economy, including falling business profits and rising unemployment. As financial institutions continue to de-leverage and investors become even more risk averse, the pessimistic scenario assumes an extended vicious circle of asset price deflation and perceptions of rising financial risk. House prices in the United States, which have declined by about 20 per cent since the housing bubble burst, are assumed to fall by another 15-20 per cent during 2009. The wealth losses from a further sell-off in assets worldwide could completely dwarf the attempts at recapitalization of financial institutions and corporate businesses put in place by the governments of major developed countries and make the financial rescue look seemingly impossible.
This will erode market confidence further.
Developing economies would be hurt more through a deeper recession in the developed economies, a steeper fall in commodity prices and a sharper reversal of capital inflows.  Aid budgets could come under greater pressure and affect low-income countries relying on official development assistance not only for their long-term development but also as a cushion against external shocks.

2. Hard landing of dollar
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Simulaciones del Modelo de Politicas
Globales — Naciones Unidas
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4. Desafios de politica

¢ Cual sera el momento adecuado para la
retirada de los estimulos?

— Recuperacion robusta con crecimiento del consumo
e inversion privados

— Recuperacion del empleo

¢, Deberian preocuparnos la elevada

deuda publica y el alto déficit fiscal de los
Estados?

— A largo plazo si, pero un retiro prematuro de los
estimulos seria contraproducente

— Deflacion, mas que inflacion, sigue siendo el riesgo
mayor
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With limited space for monetary stimulus, fiscal policy options will need to be examined as ways to reactivate the global economy. Governments are hesitant to move quickly on such stimulus packages, fearing possible negative repercussions in the medium run from a further widening of fiscal deficits, which are already ballooning as a result of the emergency fiscal measures to recapitalize the financial institutions and the workings of automatic stabilizers. These are not normal times, however. The severity of the financial crisis calls for policy actions that are commensurate with the scale of the problem and should thus go well beyond any normal range of budgetary considerations. The steps taken by major economies are heartening and in the right direction, but need to ensure concerted action is taken to enhance global multiplier effects. We have made pleas for such concerted action in previous WESP issues.
Developing countries should also join, but the scope for a counter-cyclical stance will vary greatly across countries. 
First, many countries have a history of pro-cyclical macroeconomic policy adjustment, partly driven by policy rules (such as inflation targeting). Providing greater monetary and fiscal stimuli will thus require a departure from existing policy practice and policy rules in such cases. Second, not all countries possess equally sufficient foreign exchange
reserves, and some are likely to suffer stronger balance-of-payments shocks. Some countries still have ample policy space for acting more aggressively to stave off crisis. China has already begun to use its policy space and has designed a large-scale plan of fiscal stimulus which could potentially contribute to reinvigorating global demand.
For many middle- and low-income countries, the scope for conducting such policies will be even more limited as they may see their foreign-exchange reserves evaporating quickly to the extent they are hurt by either sharp capital reversals or strong reductions in the demand for their exports or both. In order to enhance their scope for counter-cyclical responses in the short run, further enhancement of compensatory financing and additional and reliable foreign aid flows will be needed.

Next to international policy coordination we also strongly recommend to align the fiscal stimulus packages with long-term development goals, including reaching greater food security, addressing climate change and meeting the Millennium Development Goals. This will require massive resources for public investments in infrastructure, food production, education and health, and renewable energy sources.
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4. Desafios de politica

® (/ Como alcanzar un re-equilibrio sostenible de la
economia global?

3 areas de accion para re-equilibrar la demanda global:
Pasar del sector publico al sector privado (consumo e inversion)
Pasar de paises con deficit a paises con superavit

Sustituir producciones contaminantes con producciones limpias

La interdependencia requiere de una fuerte coordinacion
politica internacional

e (/ Como manejar las fragilidades sistémicas?

Reforma de la regulacion del sistema financiero sigue
siendo crucial y urgente

Reforma del sistema global de reservas; menos
dependiente del dolar de los EUA

Reforma de las instituciones multilaterales
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At present, however, there is no credible, institutionalized mechanism for international coordination of stimulus packages or monetary policies. Such a mechanism will need to be created alongside other fundamental reforms.
Further steps advanced by the WESP include:
Establishing a credible and effective mechanism for international policy coordination. To guide a more inclusive process this not only requires participation of major developing countries, but also more representative institutions of global governance and hence a fundamental revision of the governance structure and functions of the IMF and the World Bank. 
Fundamental reforms of existing systems of financial regulation and supervision leading a new internationally coordinated framework that can stem the excesses of the past.
Reforms of liquidity provisioning and compensatory financing mechanisms, backed, among others, through better multilateral pooling of national foreign exchange reserves and which avoid onerous policy conditionality attached to existing mechanisms.
Reform of the present international reserve system, away from the almost exclusive reliance on the US dollar and towards a multilaterally backed multi-currency system which, perhaps, over time could evolve into single, world currency backed system.
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