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There has been much talk recently about econongco\rery” taking hold in developed
countries and with it a return to “normality” fdneg world economy. In reality, that recovery
is uneven and timid. Global output growth will bgirexceed 2 per cent in 2013, measured at
constant 2005 dollars, little changed from lastrisaveak performance. With a growth rate
of around 4.5 per cent, developing countries vahtmue to be make the largest contribution,
accounting for two thirds of global growth; tramnsit economies will grow at around 2.5 per
cent, while developed economies will grow slightdove 1 per cent. The growth in
international trade has also slowed sharply sifid2to less than 2 per cent in volume this
year, compared to an average of 7-8 per cent iprierisis years.

This failure to gain traction leaves the recovennerable to unexpected shocks and changes
in investor sentiment. Moreover, many of the suadtimbalances that lay behind the crisis
have yet to be addressed. This means that a retyare-crisis growth is not only unlikely to
happen, but is also undesirable given that it wak bn unsustainable global demand and

financing patterns.

Employment conditions are symptomatic of the curnqerecarious situation in developed
economies. The total number of employed in thosmt@s has declined from 510 million in
2007 to 500 million in 2012, creating a jobs gapdeficit that is larger and longer-lasting
than in any previous crisis affecting these coestiwver the past three decades. This led to
historically high unemployment rates, especiallyha European Union (close to 12 per cent)
and the United States (around 7.5 per cent). Uneynent performance has fared better in
developing countries: among the G-20 emerging evde®) only Mexico and South Africa
had higher rates of unemployment at the end of 2042 before the crisis: all the other
countries managed to reduce that rate. Howevenany developing countries the quality of
employment has not improved, with underemploymert enformal sector jobs persistent

structural challenges.



As the developed economies continue to experidoged stagnant growth, the resilience of
developing economies is beginning to weaken. Faligvthe crisis, the initial difference in
the economic fortune of developed and developinghtees led some to speculate about a
“de-coupling” of the growth performance of the éatfrom the former. Developing countries
were able to mitigate the impact of the crisis bgams of expansionary macroeconomic
policies and by relying on closer trade and investiiies with each other. The differential in
growth rates between developed and developing deanincreased sharply, reaching 6.2
percentage points in 2009, although it declinecartound 3.5 percentage points in 2012-
2013.In fact, as the external economic environnstmws few signs of improvement and
with the effects of expansionary policies now faginhe developing and transition

economies are also struggling to maintain theinwitanomentum.

If the period of slow growth in developed countréses continue, it seems highly unlikely
that developing countries will be able to rely oqperts to those countries to return to pre-
crisis growth rates. Developing countries have gheir share in global exports rise steadily
over the past two decades linked, in particulathéoexpansion of south-south trade. Much of
this is, however, concentrated in Asia and is dlosied to the spread of international
production networks. These networks continue iy o developed countries as their
ultimate markets. This suggests that south-souattietthas not yet become an autonomous
engine of growth for developing countries. Someedartherefore needed to avoid fuelling
unrealistic expectations of GDP and trade expansiothose countries based on simple
extrapolations of recent trends: while more acpedicies will be needed to secure lasting

development gains from choosing a different gropath.

One shared challenge facing both developing anéldped countries will be to ensure that
wages keep pace with increases in productivityb@lly, the share of labour-income as a per
cent of GDP has fallen dramatically in recent desadHowever, wage income constitutes a
large proportion of total income (about two-thirdsleveloped countries) and is still the most
important source of demand for goods and servit@sany countries. Further reductions in
the share of labour income will have dampeningctffeon household consumption with

resort to higher levels of household debt unlikedycompensate this time around. The
damage to sustained growth from this pattern db@londerconsumption could worsen if the

trend of too many goods chasing too few consumeygetrs second-round effects through



dampening investment, raising the threat of stagnaty pressures across the global

economy.

This negative outcome is not inevitable. Coordidateacroeconomic policies in which
surplus countries apply a stronger stimulus anccawntry adopts contractionary policies
would deliver better results in terms of growthgame distribution, employment and global
imbalances than current policies that place alldhelen of adjustment on deficit countries.
According to quantitative exercises on alternapeécy scenarios conducted with the United
Nations Global Policy Model, even if developed cows were to persevere with their
current policy stance, developing countries couildl improve their economic performance
by pursuing a coordinated economic stimulus. Frbis perspective, encouraging regional
cooperation and closer South-South ties would nedak an important component of their

development strategies.

*k%k

Prior to the Great Recession, buoyant consumer ai@inasome developed countries enabled
the rapid growth of manufactured exports from indakzing developing and transition
economies which, in turn, provided opportunities gfamary commodity exports from other
countries. This virtuous expansionary circle bobgbal growth and seemed to vindicate
developing and transition economies in adoptinggort-oriented growth model. However,
the model rested on a rising tide of household @rgorate debt, and its viability is under
guestion in the current context of balance sheptsadents and slow growth in developed
economies. Exports growth from developing countails® declined significantly from more

than 11 per cent a year between 2002 and 2008gdHan 4 per cent since January 2011.

As discussed in UNCTAD'’s Trade and Development Rep@13, to address the prospect of
a prolonged period of considerably slower exporwgh, policymakers in developing
countries need to give greater weight to domestimahd as an engine of growth. Such a
move towards a more balanced growth path could eosgie for the adverse impact of
slower growing exports to developed countries. Muweg, this more balanced growth
strategy could be pursued by all developing anakitisn economies simultaneously without
beggar-thy-neighbour effects. In fact, if many doi@s expand simultaneously their domestic
demand, their economies could become markets @ir ether, fostering regional and South-
South trade.



Putting in place the measures that are requireschdeve this change in growth trajectory
will need a policy rethink in several areas. Itlwdquire a move away from seeing labour as
only a cost of production that needs to be keptiloarder to compete on global markets and
towards seeing it as a key source of consumer dén#lso, in order to avoid an import
surge and subsequent payments crisis, it will Iserggl to strengthen domestic investment
and innovation to ensure a convergence in domestiduction and consumption patterns.
This, in turn, means re-directing the financialtegcto ensure that enterprises can access the
credit they need, at the right price, to transfoheir productive processes into ones that can
meet the needs of local and regional consumerdicPinbestment will also be needed, to
develop infrastructure, transport and education ragnather things. Industrial policies can
help strengthen the competiveness of domestic peydun domestic and regional markets,
and to help gear production structures to the dngngomposition of demand as per capita

incomes rise.

In their pursuit of more balanced growth strategesntries will need to fully utilize the
policy space still available following the Urugu&®ound trade agreements and various
regional and bilateral trade and investment agreégsn&uch agreements should also preserve
adequate policy space for developing countriedudicg by allowing a greater degree of

support to certain industries that are at an esddge of development.

In light of the obstacles faced by advanced ecoasrtu effectively reregulate their financial
markets and institutions and given the absencengfsignificant efforts at the multilateral
level to bring about greater market stability, depéng countries need to find ways to protect
their financial systems against the vagaries adrivdtional finance and to make them more

supportive of productive investment.

The recent ebb and flow of capital to emerging reerlsince the financial crisis has served
as a reminder that these movements have much mate with financial conditions in the
centre than with a specific host country’s condisi@r needs. Macro-prudential measures are
increasingly seen as necessary to reduce the toeagbwth and development from future
rounds of financial instability. Given the scopetloé potential damage, the use of controls on
both inward and outward capital flows should noekeluded from the list of tools available

to developing countries facing significant finariaialatility.

*k%k



The announcement by the US Federal Reserve in & af its intention to slow down the

pace of quantitative easing has caused turmoihéndurrency markets of many emerging
economies, accelerating an economic slowdown thdtdiready been set in motion in the
larger economies of the South. In the era of fieded globalization, characterized by

increased inter-dependence and instability, thesmte have demonstrated yet again that
developing countries are still very vulnerable ¢mmomic and policy shifts in the advanced
economies, and a further reminder that de-couphnipe South is a misleading description

of recent trends.

Together with the policy changes described eafberrebalancing away from excessive
dependence on external markets for goods and #naswuth-south cooperation can be a
further critical element of a new development siygt Appropriate regional arrangements
can provide support to industrialization and ecoraiversification, as well as new external
markets to complement domestic demand. In the cue@nomic context in which southern
countries can no longer rely on the northern markat sustainable growth and development

such arrangements would appear to have taken engegeater significance.

In this respect, south-south cooperation can suppgional trade and productive integration.
It can help overcome the obstacles that have heldexgional integration to date, by setting
up new financing mechanisms for trade and infrastine development, and supporting a
more ambitious agenda that focuses on productiveaciy building and structural

transformation at the regional level. South-soutioperation can further support a new
development strategy by filling the gaps in therent international financial architecture in

critical areas for developing countries, such asroeconomic volatility and external shocks.

Recent initiatives in the area of south-south coaten have been very encouraging. In
particular, it is worth highlighting the on-goingsdussions for the creation of a BRICS
development bank to support infrastructure and lopweent projects both in BRICS and
other developing countries. Other important sowthts initiatives worth mentioning include
a BRICS agreement to set up an international respool to work as an additional line of
defence against external financial shocks, andativies to create local currency swap
arrangements to address volatility and shocks frenogy markets and support trade among

participating countries.

*k%k



Alongside the challenges facing developing coustiie this uncertain and still evolving

global economic environment, debt sustainabilitynags an important issue. As the
discussion of tapering and exit from the unconweral expansionary monetary policy in

developed countries is picking up, rates on lomgit&donds have begun to rise. This is
particularly true for developing countries that dasxpended a significant degree of their
fiscal buffers in recent years to respond and riéignegative shocks stemming from the
global financial and economic crisis, which cametlom back of the food and fuel crises in
2007-2008. At the outset of the crisis, many dewielg countries had a strong or balanced

fiscal position but now, for many, their fiscal jpyl space has greatly diminished.

Since the outbreak of the global crisis the growththe total external debt stock of
developing countries has grown at a faster pac@0Olrl it reached $4.8 trillion, marking a
10.7 per cent increase over the previous year; 20drks the third consecutive year that the
growth of external debt of developing countries Baseeded 10 per cent following nearly a
decade of average growth around 7 per cent. Aloitg vising debt stocks developing
countries also experienced a slowing of outputexybrt growth which has contributed to a
worsening of key debt ratios over the past yead: @though the external debt situation of
developing countries as a group remains manageatptgegate statistics mask some

important differences between regions and countoygngs.

For many LDC economies in Sub-Saharan Africa, alsoation of strong growth, prudent
macroeconomic management, and debt relief has pedda sharp decline in debt burdens.
However, the public debt ratios have been risingnany post-HIPC/MDRI countries in
recent years. A number of countries that have cetaglthe HIPC Initiative continue to be
classified at a high risk of debt distress. Thisaisvorrisome trend particularly as it is
accompanied by a decrease of ODA flows over thewas years, at a time when low income

countries need highly concessional financing tona@n debt sustainability.

Debt sustainability depends upon a multitude ofdiecthat include not only future growth,

but also borrowing conditions, terms of trade, igmeexchange risk, interest rate risk, among
other considerations. As such debt sustainabsgitpart of a much wider policy discussion.
However, a preemptive strategy supported by apateppolicies and standards can usefully
focus on the prevention of future debt crises. His trespect, the implementation of the
UNCTAD Principles on Responsible Sovereign Lendamgl Borrowing provides a step in

the right direction.



Further to the efforts at the country level theinational community must remain vigilant in
providing assistance and debt relief to countneaeed, especially as the post-2015 agenda
takes shape. With the conclusion of the HIPC Inwedrawing near, lessons must be drawn
from both the successes and shortcomings of thatlae. As it is not realistic to assume that
additional challenges will not arise in the fututtee international community should make its
best effort to learn from this experience to begprepare for debt crisis response in the future.
In addition, the international community should mactively explore a rules-based approach
to sovereign debt workouts to increase predictgbdnd the timely restructuring of debt
when required, with fair burden sharing, includihg provision of minimum outlays in the
budget for social protection. In this context, UNEKIT has set up a working group with the

participation of all stakeholders to develop a debtkout mechanism.

*kk

Imbalances and instability in the global econompgtitwe to threaten growth and stability at
the national level, particularly, but not only, developing countries. Addressing these
problems remains to a large extent the responsitli systemically important advanced
economies. However, and even though the increasighty in recent years, of developing
countries in global output, trade, FDI and capftalvs has been concentrated in a small
number of them, this shift opens up new possibditiFor one, it gives greater weight to their
voice and increases their bargaining power as apgfar reshaping the rules and institutions
that constrain the policy space available to coestihat are latecomers to development. But
perhaps as importantly, the international commumitypuld now realize that, with the
structural shifts in the world economy, global emmnc partnerships should move away from
unidirectional and asymmetrical relationships amdbeace, instead, the logic and the spirit of

truly international collective action.
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