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Held on 25 May 2011, at the International Labour Organisation in Geneva 
A conference on “Global Financial Turbulence: Options for Developing Countries” was held in Geneva (at the ILO headquarters building) on 25 May 2011.  It was attended by about 100 policy makers, diplomats, civil society organizations and researchers and staff of international agencies in Geneva (especially ILO and UNCTAD).

The conference discussed various aspects of the current global economic and financial situation, financial policy, macroeconomic issues and policy options especially for developing countries, and financial policy that are most critically affecting developing countries.
Among the prominent participants and speakers were former Central Bank Governor of India Dr. Y.V. Reddy; former Nigerian Central Bank Governor Dr Charles Soludo; Chairman of the G77 and China (Geneva Chapter), Ambassador Mothae Maruping of Lesotho;  President of the UNCTAD Trade and Development Board, Ambassador Homero Hernandez Sanchez of Dominican Republic;  Arturo O’Connel (Advisor to Central Bank Governor, Argentina),  and Raymond Torres, Director of the Institute for International Labour Studies of the ILO.      

The conference was organized by the South Centre (an intergovernmental organisation based in Geneva), in cooperation with the Consumers’ Association of Penang (a leading consumers’ organization in Malaysia) and the Third World Network (a network of NGOs and researchers in the developing world).

The conference was organized around the following five sessions:

1. Current Global Economic Situation:  Issues at Stake for Developing Countries

2. Global Financial Turbulence, Financial Architecture Reform and Finance Policy:  Lessons for Developing Countries

3. Review of International Regulations for Financial and Commodity Markets.

4. Macro-Economic Policies and Trade/Investment Rules and Implications for Financial Policy.

5. Conclusions and the Way Forward

The Programme of the Conference is annexed at the end of this Report.  

Session 1:  Current Global Economic Situation:  Issues at Stake for Developing Countries
Martin Khor, executive director of the South Centre, said that the South Centre is paying close attention to the causes of the global financial crisis as well as its interface and effects on national economies in developing countries and their policy options. Through its several research papers on the crisis, the Centre had:

· Analysed the global financial crisis, the needed reforms to the financial architecture and the policy responses that developing countries could take.  

· Pointed out that the recovery from the crisis had been heralded too early and the deep-seated problems remain.  It analysed how global imbalances are playing out between the systemically important economies and what needs to be done to address the inadequacy of global effective demand. 
· Examined the extent to which the global economic slowdown will affect China and in turn the Asian developing countries that depend on imports to China that go as inputs into China’s exports.  As China switches from export-led to domestic demand-led growth, the exports of the Asian countries to China would be affected. Other sources of growth need to be developed.

· Analysed the reforms required to the IMF and the international financial and monetary system in light of the recurrence of crises and the instability generated by the present system.  These are issues not addressed by the G20 or other fora. 
The South Centre has also published a paper, in cooperation with UNIDO, on the impacts of the global economic crisis on Least Developed Countries (LDCs).  The paper examined how LDCs were the main victims of the crisis and how a new round of debt crisis could have been instigated by the crisis. However, the increase in commodity prices have to some degree averted a new round of debt crisis in LDCs, but the LDCs remain vulnerable to a new round of economic slowdown and a downturn in commodity prices.

Yilmaz Akyuz, chief economist of the South Centre, analyzed how different regions are faring from the impacts of the crisis and how the dynamics of global macroeconomic imbalances are playing out.  Overall, the world economy is facing risks of further instability and slowdown. The G20 is not addressing the key problems in the world economy. The strong growth seen in developing economies since 2009 is not sustainable, as the growth was dependent on particular policy responses whose effects are wearing out.  
One major policy response to the crisis that was easy monetary policy, particularly in the US, and the excess liquidity has created bubbles in commodity markets and asset and equity markets in the developing world.  These bubbles are a major factor behind rapid growth in emerging economies, and with the ending of these bubbles rapid growth is likely to disappear, as there is still considerable vulnerability to destabilizing factors, such as capital flows, in emerging economies.  
The peripheral countries of the European Union are grappling with serious sovereign debt problems in addition to a wide-scale process of fiscal consolidation and monetary policy tightening.  A growth-oriented adjustment is required in Germany. Europe’s debt problems cannot be solved by getting the afflicted countries to cut growth and get into even more debt. The peripheral European countries of Greece, Portugal, Spain and Ireland, unlike Latin American countries in the 1980s, do not have the option of devaluation; the burden of adjustment falls on wages while the currency remains subject to speculative attacks.  
Akyuz described four scenarios in which the present capital flows to developing countries and the bubbles can end.  The first scenario is that the current boom in capital flows will end with abrupt monetary tightening in the US.  The second scenario sees a significant slowdown of growth in China and the bursting of property bubbles, which could bring commodity prices down and trigger a massive exit from commodity markets.  The third scenario is that of a balance of payment or financial crisis in one or a few major developing economies, causing a sharp reversal of capital flows to developing countries as a whole. And a fourth scenario is that of turmoil in the Eurozone, which may involve sovereign debt defaults.  

In the subsequent discussion, the Mission of Pakistan in Geneva asked about the plight of the commodities burden on the common person in lower-income countries, which have virtually no voice in the decision-making of international financial institutions and at the same do not possess adequate national policy space to avert the impact of high commodity prices.  The German NGO WEED made a comment on how economic growth inflated by speculation-driven bubbles in commodity and other asset and property markets is “growth depressing and diverges capital from the real economy to the financial economy.”  

Chakravarthi Raghavan of the South-North Development Monitor stated that the US economy is so awash with easy money, even though QE2 has technically ended, it is difficult to see how the current liquidity will conclude without creating a major depression as in the 1930s.  Charles Soludo of Nigeria said that while the international community may understand what the major countries should idealistically do to address the systemic shortcomings in the international financial architecture, policymakers in the major countries may not want to play the roles they should to contribute to global recovery. What is the other scenario for what will happen when countries do not do what they should do?
Akyuz responded that globalization has resulted in a deflationary gap, where the boom-bust cycle of property and commodity markets have become a major part of the growth trajectory.  If the major questions are not addressed by this current crisis, there will be an even bigger crisis.  Such a circular pattern of crises will continue until maybe there will be another Bretton Woods conference, all over again, and perhaps in the re-establishment of a new financial architecture the structural problems that caused this crisis will finally be addressed.
Session II: Global Financial Turbulence, Financial Architecture Reform and Finance Policy:  Lessons for Developing Countries

Dr. Yaga Venugopal Reddy, former Governor of the Reserve Bank of India, gave his analysis on what is happening in the post-crisis period and why.  With regard to macroeconomic imbalances, Reddy said that the good news is that pressure to correct imbalances in the systemically important countries is beginning, but the bad news is that there is still no global consensus on what constitutes imbalances and what the political leadership is willing to do about it. The technical indicators for imbalances do not always work.  There are questions such as, does the high public debt of India contribute to macroeconomic imbalances in the rest of the world? Did the natural calamity in Japan create an imbalance elsewhere?  Even the debt problems in Europe alone do not create imbalances.  It thus becomes very difficult to be technically sound when measuring imbalances.
Reddy said that there is a troublesome race to the bottom in financial regulation.  From the discussions taking place, the gravitation is toward the least regulated legislation.  The tough part of regulation is diluted by the interventions of financial lobbies, especially on stretching out the timescale and weakening the operational details. The moniker of ‘too big to fail’ ascribed to many western banks, in essence blessed these institutions with eternity.  They were enabled to live forever, no matter what their capital requirements were, and thereby the subtext was that these financial institutions are too politically powerful to regulate.

Developing and emerging market economies are still operating on the basis of the agenda set by the Northern countries in response to the crisis.  There has been a focus on designing a financial system that can avoid financial instability.  But from a developing country point of view, development is also important.  The use of financial intervention, global institutions and market mechanisms should create both growth and stability.  There should be an insistence on broadening the debate to include and give at least equal importance to overall development as well as financial stability.  

Charles Soludo, former Nigerian central bank governor, said that the key lesson for developing countries is to prepare for the next crisis.  It is important to distinguish between the various groups of developing countries.  There are critical variations between low-income countries, middle-income countries, and emerging market economies.  Low-income countries are primary commodity exporters who will suffer when commodity prices collapse, for example Nigeria  experienced instability when oil prices collapsed.  In preparing for the next crisis it is important to realize  we live in an increasingly globalized world and thus the problems we face are largely global – but the solutions need to be located within the national economy. In poor countries with nascent capital markets, the impacts of a crisis are massive capital outflows and a collapse of the stock market.  What occurs mildly in advanced economies can have magnified effects in low-income economies.

Soludo described a few key steps towards preventing another financial crisis. The IMF should have a new and reformed multilateral surveillance framework that will firmly assess the ‘systemically important countries’ with sanctions for bad behavior.  Secondly, there should be created a pool of funds for low-income countries from the taxation of global capital flows, in the form of a sort of Marshall Plan where everyone is required to compete under the same rules toward the purpose of making globalization more fair and to provide urgent international liquidity.
Jorge Marchini, professor of economics at the University of Buenos Aires, said the big challenge presently is to rethink the development model, and to change how things are done.  A key lesson from the crisis is that we have to acknowledge that what we have been taught may no longer hold true. The assumption that the South cannot change the global financial system is no longer true. Argentina experienced a debt default and a social and political crisis, and despite begin told that if it defaulted it would not be able to re-join the global economy, it has recovered and is still growing.   Since the various regions of developing countries have common problems, they could build why common solutions.  He referred to regional programmes such as the Chiang Mai Initiative in Asia and the Banco del Sur in Latin America as steps towards South-South cooperation in finance.
In the discussion session, the Nigerian Mission in Geneva asked whether the South is pursuing a new model for development or simply repeating the model that has failed; also, where does human capital formation fit into the models put forward by the speakers.  Development has been hard to achieve via globalization because it is hard to localize globalization into pro-development policy and practice. Before the 1980s, Nigeria had a lot of thriving industries, but after the effect of structural adjustment in deindustrializing Africa, the local industries had collapsed. What policies could be suggested to drive industries again?  

Jo Marie Griesgraber of the New Rules for Global Finance asked whether the emerging market economies and developing countries could rally behind a single candidate for the post of the IMF managing director, in order to avert another European from being the leader of the IMF again. 
In response, Marchini said developing countries need to use capital controls as a common tool for maintaining their economic health. It is also important that developing country voices are heard in a unified way in the international financial institutions IFI arena, and this is the challenge for the South – to speak with one voice. We require a strengthening of a network of people who are thinking about how to build unity among such a diverse group of countries.  

Soludo said that there is a long existing tension between global collective action and policy space, which complicates the incentive for the international community to collaborate on systemic financial issues versus doing what is in individual countries’ best interest.  In terms of Nigerian industrial policy, industry comprised a bigger share of national GDP in the era of import-substitution industrialization and that this share has eroded with the advent of structural adjustment policies. For developing countries overall, the agenda was not just about industrial policy, but also about achieving competitiveness as well as correcting international financial asymmetry.

Reddy said that the debate on the selection of the next IMF chief should not just be about nationality but more importantly it should be on what kind of scholarship, values, and thinking should a managing director of the IMF have. Once this is identified, then it doesn’t matter what the nationality is.  The real issue is that the South has not yet defined what kind of ideological qualities, temperament and predilections they would like to have in someone who could truly manage this institution.” 
Session III: Review of international regulations for financial and commodity markets
Andrew Cornford, associate commentator for the Observatoire de la Finance in Geneva, spoke on the recent measures taken in international financial regulation, focusing on the many major lessons of the crisis for financial regulation.  
First, the crisis illustrated how far-reaching financial contagions can exist in globally integrated financial markets.  By and large, the direct effects of the financial contagion affected the major financial markets in advanced countries.  However, the effects of this contagion on interest rates and prices have been felt globally by emerging market and other developing countries, as have the challenges to policies in areas like the control of capital movements. Second, financial regulation with a micro-prudential focus does not adequately monitor and control systemic or macro-prudential risks. Third, regulation needs to keep up with transactional institutional innovation and other changes. The failure to exercise control or to outright prohibit certain financial activities and products can exacerbate micro- and macro-prudential risks. 
Fourth, regulatory models relying heavily on market signals provide inadequate incentives for effective risk management.  Fifth, questions need to be faced concerning both the reality and the desirability of the policy objective of increased global financial integration based on concepts like an international playing field and progressive removal of obstacles to the expansion of international banking and to cross-border financial transactions.  The crisis has highlighted the huge divergence between the capacity of advanced and developing countries to subsidize financial activities.  Finally, the case for ‘speed bumps’ in financial markets is now stronger.
Joerg Mayer, a senior economic affairs officer in UNCTAD spoke on why commodity prices and markets are so volatile and what can be done about it.  The evidence on price trends is that of a boom and bust volatility.  The recent boom in commodity prices looks much the boom of 2007-2008, except that over the past few months commodity prices have exceeded 2008 levels. Overall price uncertainty for many agricultural products has increased and remains high.

Mayer explained some key factors and questions behind the recent commodity price developments. First, the depreciation of US-dollar has an inflationary impact on commodity prices. Second, for food, low stock-to-use levels and the link between energy and food prices (agricultural inputs, biofuels, financial index-based investment), as well as climatic factors and ad hoc policy measures (e.g. export bans) play a big role.  And third is the significant role of financial investors.  They look at commodities as an asset class (just like equities, bonds or currencies) and enter commodity markets to diversify their portfolios and chase yield, and deregulation and financial innovation have been facilitating factors in this process.  

Commodities have thus acquired a dual nature as both physical commodities and as financial assets. The long-term solution to rising price levels and volatility is the sustained rapid growth of production and productivity, greater transparency, tighter regulation and more targeted measures to contain the adverse effects of financialisation on price formation. Developing also need to explore the efficient use of a wide variety of risk-management instruments in their commodity markets.

Michael Lim Mah Hui, a senior fellow at the Socioeconomic and Environmental Research Institute in Penang, Malaysia, provided an Asian perspective of the financial and economic crisis and how to address it.  According to Lim, current account imbalances, the asymmetry between the financial sector and the real economy and persistent income inequality globally are three main structural causes of the crisis. These structural causes can be understood by examining the links between growth, debt, financialisation and inequality.  In the US, since the 1960s, the average growth rate has declined while household and financial debt has soared, creating a dominance of the financial economy over the real economy where the financial sector has captured regulatory institutions and is today the master rather than the servant of the real economy.  

Asia, which did not suffer as much as the developed economies in this recent crisis due to having repaired their national, corporate and household balance sheets while accumulating foreign exchange reserves, should not follow the Anglo-Saxon model of finance.  Asia should instead take long-term initiatives on the following: (a) bringing back finance to serve real economy, not the casino economy; (b) strengthen traditional lending to support production (especially Small and Medium Enterprises); (c) regulate speculative finance, including by establishing capital gains tax to increase costs for speculative fin transactions; and, (d) establish approaches for central banks to lean against the wind of financial crises rather than pick up the debris of crises.
Session IV: Macroeconomic policies and trade and investment rules and their implications for finance policy
Martin Khor, said the space for domestic financial policies in developing countries can be affected by their obligations in the WTO’s General Agreement on Trade and Services (GATS) and in bilateral free trade agreements and bilateral investment treaties.  He commented on the negotiations and draft texts on domestic regulation in the GATS part of the Doha talks, pointing out that some proposed concepts and provisions such as the “necessity test” and “pre-establishment” could curtail national policy space for financial regulations. 
Many developing countries have subscribed to or are negotiating financial services and investment liberalization commitments in free trade agreements (FTAs) and bilateral investment treaties (BITs).  Under the FTA chapter on investment parties are obliged to allow the free flow of all kinds of capital, and thus capital controls would be difficult, as in some FTAs the companies affected can file expropriation claims against the country. Under BITs, there is also a prescription for free capital flows, and  developing countries also risk being sued for large sums on the grounds of their policies being tantamount to expropriation.  These rules should now be reviewed to enable effective financial regulation. 

Duncan Campbell, director of policy planning in employment at the International Labour Organisation (ILO), spoke on the urgent need to make employment a priority goal in policy especially as there has been reduced interest in this globally.  A bias on export-led industrialization has occurred, often at the neglect of developing the domestic economy, and in this process, globalisation induces a lower employment-intensity of output.  

Economic development arises from the structural transformation of economies.  But a study involving a sample of 58 countries has shown that jobs in manufacturing and construction as well as community, social and personal services have sharply declined from levels in the 1980s; meanwhile, jobs in information technology and financial services have increased. There has been a loss of jobs due to the unhealthy growth of some service sectors.  Campbell proposed that growth should target real variables, such as employment, rather than nominal ones such as GDP, investment should be directed in large part to infrastructure and agriculture, and the state should engage in employment guarantees, as in the example of India.

Raymond Torres, director of the International Institute for Labour Studies at the ILO, spoke on the interrelationship between financial globalization, employment and income distribution. There was a quick fall in employment because of the crisis, and now a slow recovery due to market imperfections and time lags.  Factors affecting employment include economic volatility resulting in the difficulty of enterprises to operate in a long-term fashion, jobseekers shifting out of the labour market, increased informality, children dropping out of school and governments adjusting budgets toward decreases in social protection and weaker bargaining power of workers. Taxation has become less progressive, there has been increased competition to lower taxes in order to attract capital. There needs to be an effective and globally coordinated way to address the volatility of capital flows, without which it will be difficult if not impossible to have inclusive and employment-enabling growth. 
In the discussion session, Sarah Anderson of the Institute of Policy Studies in Washington DC remarked that the US Treasury, in response to economists and NGOs advocating against the  prohibition of capital controls in BITS, had said that countries do not need capital controls because they have access to a range of other measures.    
In response, Khor said it was puzzling why the US Treasury had come to the conclusion that countries do not require capital controls, especially since even the IMF now admits that capital controls are part of the toolkit for addressing capital flows.  Torres said that workers, social partners and governments need to act together in a coordinated and effective manner.  With regard to the G20’s mutual assessment process.
Session 5: Conclusions and the way forward
Y.V. Reddy offered specific suggestions on the way forward for developing countries. First, he said that much of the policy debate and discussion in the South is reactive, not proactive, and thus   policymakers and thinkers from the South are not prepared ahead of time. A proactive approach is thus needed.  Second, the importance of financial diversity needs to be upheld in that the governance of the financial sector ought to entail a diversity of participants and thought models. The current monoculture model of banking, production and economic development should be seen as a failure; a sign of this is that the very regulators who did not follow this prescribed model enabled their financial systems to survive.  If the same type of model is going to be proposed to be applied toward global regulation, the importance of diversity has to be emphasized, and that the South has benefitted from employing diversity.  
Third, the recent financial crisis has demonstrated the bankruptcy of the status quo economic model, and thus, policy tools such as capital controls should not be discouraged. And fourth, global coordination has suffered by the separating of all the different aspects and sections of the economy and the financial/monetary apparatus.  By contrast, in the private sector, there is a move in the opposite direction, towards conglomeration and coordination. Global bodies need to drive toward coordination.

Yilmaz Akyuz said that globalization has been oversold to developing countries as a positive sum game, and countries were urged to integrate with the world economy to the maximum extent possible. The message to developing countries had been to simply put their house in order vis-à-vis the macroeconomic policy prescription, and to leave the rest to global market forces. UNCTAD Trade and Development Reports were one of the first reports challenging this globalization approach. 

In going forward, countries should rethink the nature of integration and take an approach instead of a “strategic integration” with the global economy. South-South cooperation in policy coordination is most important in taking measures to change the global system, an important5 part of which is to transform the system of global governance.  Developing countries could move forward from making regional monetary alliances towards cooperation in systemically changing the international architecture. 
Manuel Montes, chief of Development Strategy and Policy Analysis of the UN Department of Economic and Social Affairs, presented some key conclusions from the UN’s World Economic and Social Survey.  For developing countries, the policy of reserve accumulation in recent years has served several purposes. It provided self-insurance against sudden capital flow stoppages and in so doing, reduced the likelihood, should such stoppages occur, of a recourse to IMF pro-cyclical adjustment. The policy also protected export-oriented stances by preventing exchange appreciation.

The shift towards raising reserves increased the demand for dollars, and financed  the widening current-account deficits of the United States. There emerged a pattern of widening global imbalances including the unsustainable flow of investment resources from (paradoxically) poor countries as a group to the developed world. 

Ensuring that developing countries are able to increase their rate of investment continues to be as big a challenge today as it was in the early days of development thinking. During the 1980s and 1990s, structural adjustment programmes coupled with the liberalization of private capital flows had been expected to increase the rate of investment in developing countries. Instead, the rate of fixed investment stagnated in most parts of the world, despite a significantly higher level of international financial flows. 

Antonio Maceido Silva  from the South-South Cooperation Unit at UNCTAD, said that the so-called rise of the South is an issue being much talked about presently.   In preparation for the 13th session of UNCTAD, the UNCTAD secretariat had been calling for a development-led globalization. UNCTAD is interested in development-oriented policies and the political and substantive means to achieve them together, along with organisations such as the South Centre.  Going forward we hope to pay attention to South-South cooperation in the areas of regional finanical cooperation, the role of regional development banks, regional monetary funds, south-south and the formation of networks of policymakers in developing countries.
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Programme

	Session 1
1000-1120h
	Current Global Economic Situation: 
Issues at Stake for Developing Countries

Introduction to the Conference: 

· Mr. Martin Khor, Executive Director, South Centre

Speaker:

· Dr. Yilmaz Akyuz, Chief Economist, South Centre; former Director, Division for Globalization and Development Strategies, UNCTAD 

	Session 2
1120-1300h
	Global Financial Turbulence, Financial Architecture Reform and Finance Policy: Lessons for Developing Countries
Chair: H.E. Ambassador Marion Williams, Permanent Representative of Barbados; former Governor, Central Bank of Barbados

Speakers:

· Dr. Yaga Venugopal Reddy, Emeritus Professor, University of Hyderabad; former Governor, Reserve Bank of India

· Dr. Charles Soludo, former Governor, Central Bank of Nigeria

· Dr. Jorge Marchini, Professor of Economics, University of Buenos Aires

	Lunch
1300-1415h

	Session 3
1415-1540h
	Review of International Regulations for Financial and Commodity Markets
Chair: H.E. Ambassador Mothae Anthony Maruping, Permanent Representative of Lesotho; Chair of the Group of 77 and China in Geneva
Speakers:

· Dr. Andrew Cornford, Associate Commentator, Observatoire de la Finance – Recent International Financial Regulation Measures : Review and Assessment
· Dr. Jörg Mayer, Senior Economic Affairs Officer, Division of Globalization and Development Strategies, UNCTAD – Why are Commodity Prices and Markets so Volatile and what Can be Done About It
· Dr. Michael Lim Mah Hui, Senior Fellow, Socio-economic and Environmental Research Institute of Penang – The Global Financial/Economic Crisis and How to Address It – An Asian View

	Session 4
1540-1700h
	Macro-Economic Policies and Trade/Investment Rules and Implications for Finance Policy
Chair: Ms. Chee Yoke Ling, Director, Third World Network

Speakers:

· Mr. Martin Khor, Executive Director, South Centre – Multilateral and Bilateral Trade and Investment Rules:  Implications for Financial Regulation and Policy, and Proposals for Reform 
· Mr. Duncan Campbell, Director, Policy Integration Department, International Labour Office – Designing Employment-Oriented Macro-Economic Policies for Developing Countries in the Recovery

· Mr. Raymond Torres, Director, ILO Institute for International Labour Studies – The Impact of Finance on Distribution and Employment  

	Session 5
1700-1800h
	Conclusions and the Way Forward
Chair: Mr. Martin Khor, Executive Director, South Centre

Speakers: 

· Dr. Yilmaz Akyuz, Chief Economist, South Centre; former Director, Division for Globalization and Development Strategies, UNCTAD

· Dr. Yaga Venugopal Reddy, Emeritus Professor, University of Hyderabad; former Governor, Reserve Bank of India

· Dr. Charles Soludo, former Governor, Central Bank of Nigeria

· Dr. Manuel Montes, Chief, Development Strategy and Policy Analysis, UN Department of Economic and Social Affairs (UNDESA)
· Dr. Richard Kozul-Wright, Head, Economic Cooperation and Integration among Developing Countries Unit, UNCTAD
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