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INTENSE NEGOTIATIONS ON UN ECONOMIC CRISIS CONFERENCE

By Bhumika Muchhala, New York, 19 June 2009

Negotiations are going down to the wire on the outcome document for the UN Conference on the global financial and economic crisis and its effects on development, which will take place in New York on 24-26 June.

 

The conference, organized under the presidency of the General Assembly, is supposed to be at the "highest level", but it is not clear how many heads of state or government will attend.

 

The preparatory process has gone through a tortuous process, with contention earlier over which draft document to use as the basis of negotiations. The two co-facilitators, appointed by General Assembly President Mr. Miguel d'Escoto Brockmann of Nicaragua, produced a draft outcome document; subsequently, the President released his own draft, which resulted in controversy.

 

Eventually, a new draft was released by the President and the Co-facilitators (Amb. Carlos Gonsalves of St Vincent and the Grenadines and Amb. Frank Majoor of the Netherlands) and that has become the basis of negotiations. The conference has also been postponed from its original dates of 1-3 June.

 

The negotiations on the draft outcome document started in earnest in the last fortnight of May. Thus, there has been little time for discussion on such a complex and vital subject. The negotiating sessions have been held almost round the clock, with morning, afternoon and night sessions. There are now compilation texts, with proposals of various groupings and parties placed together with the original text, and with the Co-facilitators now also putting their version of compromise text in each paragraph as the negotiations proceed.

 

Diplomats expect the negotiations to go right to the eve of the Conference, and probably into the time of the Conference itself, with a final draft ready only near the Conference's end.

 

The draft has sections on a preamble, a section on the "present state of the world economy", and then articulates on the impacts and causes of and the response to the crisis. The middle section is on "The need for prompt and decisive action", and mainly compromise proposals for actions under the following headings: make the stimulus work for all; containing the effects of the crisis, improving regulation and monitoring; and reform of the international financial institutions (IFIs).

 

The final section of the document, titled "The way forward", discusses the decisions and adoptions that will be made by the General Assembly to continue the work of the UN in the world economic and financial crisis.

 

Among the key areas that have emerged in the negotiations are the role of the UN in the global economic and financial crisis; the immediate and long-term financing needs of developing countries; the reform of the International Monetary Fund and World Bank; the new role and importance ascribed to the Special Drawing Rights (SDRs); the proposed establishment of a Global Economic Council under the UN; and the possible follow-up mechanisms that will enable continued discussions after the Conference.

 

At the heart of the negotiations on the draft outcome document is the role of the United Nations. The developed countries have given the impression that they see little new role for the UN arising from the crisis. Their view seems to be that the major role on financial and economic matters should be left to the Bretton Woods Institutions (which they state quite directly) and the G20 (which they indirectly allude to, such as that there are already other processes which should not be duplicated).

 

In contrast, the G77 and China is articulating that the UN, representing 192 member countries through a one country-one vote democracy, is the most legitimate forum for global solutions to a global crisis. It refers to the UN Charter and the UN's clear mandate to address and take the lead on economic issues.

 

During the negotiations, the US and European Union delegates have shown they disagree with the idea that the UN has a special, superior or urgent role to play in the financial crisis. The US said that the UN is not the only legitimate multilateral institution that has an important role to play in the financial crisis. With a clear reference to the Bretton Woods Institutions, the EU said there are many other institutions that are also legitimate and that are already taking action.

 

In a telling remark, the US said that the current financial and economic crisis highlights the need for better regulation of the financial markets, not necessarily the reform or the strengthening of the UN.

 

The delegates of the US and the CANZ Group, representing Canada, Australia and New Zealand, try to frame the UN Conference as part of an ongoing process and engagement in the financial crisis by the global community, whereas the Co-Facilitators text, reinforced by the Chair of the G77 group, highlights the UN Conference as a beginning, a first effort in the multilateral fora, where the global community is involved through participation of all 192 member states.

 

One of the two Co-Facilitators clarified that the intent is to show that this is the first time that the entire membership of the UN, in its totality, is engaged in the financial crisis response.

 

A crucial North-South divide among the negotiators is whether the conference will decide to create mechanisms and bodies by which to follow up on the Conference, and to provide the UN system with a stronger role in addressing the global financial and economic crisis.

 

Developing country delegates voice that they would like to see an inter-governmental mechanism by which the work will be continued and the results presented to the General Assembly at the 64th meeting in September 2010.

 

Besides the overall mechanism, the G77 and China has also proposed the setting up of three working groups -- on global stimulus for mitigation, restructuring, debt and trade; reform of the international financial system and architecture and global regulatory frameworks; and global and regional reserve systems - which will present their proposals to the General Assembly also by the end of the 64th session.

 

In the corridors, the talk is that the major developed countries are either hostile to or at best lukewarm to the idea of follow-up processes. They would rather let the Conference be held and then end the process there. However, some of their delegates are resigned to the idea that there will be some follow-up mechanism, and the impression is that they would like to severely limit its scope.

 

With regard to the idea of a Global Economic Council, this was proposed in the Co-Facilitators' draft outcome document itself, that member states may consider establishing "a Global Economic Council that is part of the UN system and which provides coordination and oversight of concerted responses in addressing the broader range of global challenges."

 

The G77 and China has supported this part of the draft, and added on to it some of their own language. However, the US, EU, CANZ group and Switzerland have called for the deletion of this paragraph altogether.

 

Another feature of the negotiations is that the developed countries seem to want to confine international cooperative actions to the least developed countries or low-income countries, while leaving the middle-income countries to fend for themselves. In contrast, the G77 and China in its proposals to amend the draft has stressed the need to cover both the low-income and the middle-income developing countries.

 

In the discussions on the first section of the draft, the G77/China Chair, Ambassador Lumumba Di-Aping of Sudan, stressed the need for assistance for both the poorer as well as the middle-income countries.

 

He said that middle-income countries are affected by the crisis in a more vulnerable way, due to the very direct ways in which they are impacted by exogenous shocks, often to greater extent than least developed countries due to their greater degree of openness in world financial and trade markets. However, the delegates from the US, EU and the CANZ group sought to emphasize the economic burdens on the Least Developed Countries, particularly African countries.

 

The G77 also supported the emphasis on LDCs and African countries and suggested that a separate paragraph be given to these countries. While the severe decline in global GNP will impact middle-income countries disproportionately, the G77 chairman pointed out that African countries have been suffering economic decline for the past 30 years due to structural adjustment programmes of the IFIs. The G77 and China proposed a lengthy paragraph on assistance required by low-income countries, including debt moratorium and an injection of $100 billion of SDRs at no-cost.

 

The G77 also called for ensuring that developing countries have policy space. The G77 also specified that protectionism needs to be rejected in any form in developed countries in particular, and in particular, for a debt moratorium in order to prevent new debt crises.

 

The US delegation responded by asking for the deletion of references to policy space for developing countries, the call for a debt moratorium to prevent new debt crises, as well as the specification made by the G77 on protectionism in developed countries. Japan also called for a similar deletion.

 

The US has consistently emphasized that the UN process should build on an already existing and ongoing multilateral and global process to date - inferring both to the G20 Summits as well as the Bretton Woods Institutions. The CANZ group sided with the US on this topic.

 

The US added that the UN is not the place to discuss and articulate issues on trade and protectionism, and that there are other exiting fora in which subjects such as trade are more appropriately discussed, such as the WTO.

 

On the G77's call for a global fiscal stimulus package, the US said: "We are not in a position to undertake any new obligations, and we are involved in a number of new initiatives already under way."

 

There were also major disagreements on the policy space issue. For example, the G77 and China proposed adding a paragraph that "developing countries facing a shortage of foreign exchange because of the fallout of the crisis should not be denied the right to use legitimate trade defense measures, temporary capital account restrictions and debt standstills, in order to mitigate the adverse impacts of the crisis."

 

On the first part, the EU sought to confine the reference on the right to take trade measures to only the balance-of-payments provision of the WTO and Japan added that this should only be a last resort after all other measures had failed.

 

As to the right to use debt standstill and capital controls, any reference to this was flatly rejected by Japan, the US, the EU, CANZ and Russia. Japan said having this in a UN declaration would cause the markets to react negatively.

 However, the G77 and China stuck to its position that these three aspects of the right to policy space should be placed in the text.

 

On Thursday night, there were also major disagreements by developed countries to the proposal by the G77 and China to have the IMF make new issues of SDRs to developing countries which can be used by them to make up for the shortfall of foreign financing.

 

The G77 Chair, Lumumba Di-Aping, made a lengthy defence of the proposal, including rejecting a statement by the US that the UN was not the place to discuss SDRs. "The days when the US can tell the world it cannot think are gone. No state can impose such a condition on the UN." 
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