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1. Introduction and opening of the meeting

The Fall 2012 Project LINK Meeting was held fromt@uer 22-24 2012 in New

York, hosted by the United Nations and the Unitgrsf Toronto. It opened with a

joint session of the Second Committee and the Boanand Social Council. Around

90 participants from 40 countries attended the neimg sessions. The agenda
comprised the following main themes: the global eeglonal economic outlook; the
way forward after the global financial crisis arn tglobal debt crisis as well as the
outlook for commodity markets and internationaldeamacroeconomic challenges
for the global economy and policy alternatives, @hobal modelling issues. This

document summarizes the presentations and disoigssio

The LINK Global Economic Outlook prepared for thiseeting by the Global
Economic Monitoring Unit of DPAD-DESA, the LINK cotry reports prepared by
country participants, and most of the documentssegmed at the meeting are
available on the United Nations websitett://www.un.org/esa/policy/and the
Project LINK Research Centre website at the Insitior Policy Analysis at the
University of Toronto fittp://www.chass.utoronto.ca/link/

Mr. Peter Pauly, University of Toronto, welcomed the participants, expressing his
thanks to DESA and his colleagues at the Univerdifljoronto for helping to arrange
the meeting.

Mr. Rob Vos, United Nations Department of Economiand Social Affairs (UN-
DESA), alsowelcomed the participants highlighting that althougprovements in
global economic conditions occurred in the firsif led 2012, the coming year will
present some serious challenges and risks foettwvery of the global economy.

2. Joint session of the Second Committee and the &dmmic
and Social Council: global economic outlook

H.E. Mr. George Talbot (Guyana) Chair of the Second Committee welcomed the
participants of the meeting and pointed out thabgl economic growth continued to
be slow as many weaknesses remained. Developedriesumave still not recovered
from the global financial crisis in 2008/09 and eeping countries have seen a sharp
slowdown in growth in the course of 2012.

H.E. Mr. Luis-Alfonso de Alba (Mexico), Vice-President of the Economic and
Social Council also welcomed the participants efitieeting.

Mr. Rob Vos, United Nations Department of Economiand Social Affairs (UN-
DESA) presented the global economic forecast of UN-DE®AK, the major
downside risks and uncertainties and a set of ypalecommendations aimed at
getting the world economy back on track.

Mr. Vos noted that four years after the eruptiontteé global financial crisis, the
world economy remains in a precarious situationth&t root of the global woes are
weaknesses in major developed economies, many ichwiave been dragged into a
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vicious cycle of increased sovereign risks, cordthubanking fragility, fiscal
tightening, slow growth and rising unemployment.. Nfos then illustrated the
ongoing jobs crisis in developed economies. Ingi® area, the unemployment rate
rose to a record high in 2012 as the situation hie tlebt-ridden economies
deteriorated further. In the United States, thempleyment rate remained above 8
per cent for the most part of 2012, the particgoatiate dropped to a new low and the
share of long-term unemployment reached a histohggh of about 40 per cent.
According to projections by the International LabdDrganization (ILO), a full
recovery of employment levels is still far away.

Mr. Vos then noted that the weakness in develometh@mies had spilled over to
developing countries in the course of 2012 throlgyher demand for exports and
more volatile capital flows and commodity pricescosth of world trade slowed
markedly over the past year, mainly as a resulvedker demand in Europe as the
region fell back into recession. Global financi@nditions remained fragile amid
ongoing concerns over the prospects for the U.8. EEuropean economies. Many
large developing countries, including Brazil, Charad India, also experienced home-
grown problems which contributed to the significalawdown of the past year.

According to the UN baseline forecast, growth ofribagross product (WGP) is
projected at 2.2 per cent in 2012, down from 2.7ge@t in 2011. A gradual recovery
to 2.4 per cent in 2013 and 3.2 per cent in 201dx®ected. In many economies,
growth will remain well below potential and emplognm will not fully recover
during the forecast period. As in previous yeaeyetbping countries will be the
main driver of global growth. However, for many @é®ping countries, the recent
slowdown implies a much slower pace of poverty otidn and less fiscal space to
speed up progress towards the Millennium Developréeals.

Mr. Vos pointed out that the world economy wasrgcseveral major downside risks,
including an escalation of the euro area crisig,fibcal cliff in the United States and
a hard landing of major developing economies, rgt&hina. In a pessimistic
scenario, where these downside risks materialize,gtobal economy would likely
fall back into recession. Also, although global atd@mces have narrowed in recent
years, they remain sizeable. Moreover, the degnmmarily reflects a slowdown in
demand in some major deficit countries, rather théme global rebalancing.

Mr. Vos concluded his presentation by laying owde& of policy recommendations
aimed at restoring strong, sustainable and balagcedth. He emphasized that a
fundamental policy shift is required to get the Moeconomy back on track,
identifying four major areas of reform. First, shtarm fiscal policy stances should
be changed to provide additional and internatignetiordinated stimulus. Second,
macroeconomic policies should be reoriented to ngtteen the impact on
employment and promote structural change for sueide growth. Third, global
financial instability should be attacked at its teooThis requires greater synergies
between monetary and fiscal stimulus and fastemenmmmprehensive regulatory
reform of the financial sector. And fourth, suféok resources should be made
available to developing countries, especially thosgsessing limited fiscal space and
facing large development needs.

Mr. Peter Pauly, University of Toronto, provided a general discussion of the
Global Economic Outlookresented by Mr. Vos. Overall, Mr. Pauly agreethwhe
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aggregate picture and the main messages presentée UUN report. At the same
time, Mr. Pauly identified a number of global issubat emerged from the crisis. He
pointed out that the current global economic situnatvas not only characterized by a
significant output gap, but also by a significaetederaging process of the private
sector. Indeed, global growth has been below pialefdr several years, creating
serious doubts whether this was a long-term proldethe global level. The current
situation also confirms that economic recoveriesnfrfinancial crises are longer,
more volatile and involve permanent problems tha&t @ot easy to tackle using
traditional economic policies. Additionally, Mr. &g stressed that the emerging
countries slowdown could be mainly attributed tdleyer effects from developed

countries. He then discussed the major risks otthieent economic situation, which
are stemming from different sources. On the on& hpalitical processes tend to take
time and negotiations involve many factors that dificult to assess. On the other
hand, the global economy is in a fundamentally sipowth period, characterized by
several structural issues.

Mr. Andrew Burns, World Bank , also expressed his general agreement with the
main messages presented in Giebal Economic OutlookMore specifically, Mr.
Burns discussed the current global economic saonatimphasizing two main ideas:
the role of expectations and the differences betwedeveloped and developing
countries. On the first issue, Mr. Burns stated thgectations had improved in the
European Union since the ECB announced potentiadlynmited purchases of bonds
issued by euro area members, so-called Outrighteltéoyn Transactions. Furthermore,
Mr. Burns expressed general optimism regardingzthe prospects. For example, he
pointed out that yields had been less volatile na?009 and that capital inflows to
developing countries had increased in recent mor@ims the differences between
developed and developing countries, Mr. Burns ersigkd that current output gap
patterns were not the same. This suggests thatrakeside policies in developing
countries were less likely to generate positivenecaic effects. Moreover, Mr. Burns
discussed supply side policies, emphasizing thential role of structural change in
developing economies. Finally, concerning the dgfife: risks for the global economic
prospects, Mr. Burns stated that economic polistesuld carefully address priority
areas. For example, many developing countries hathrhigher fiscal space in 2007
than in the current situation. Thus, developingntoas should increase their efforts
to rebuild fiscal space in the currently relativeitm conditions.

Mr. Moazam Mahmood, International Labour Organization, focused on the
employment situation, which he described as thet m@sous problem of the strong
economic adjustments at the global level in regeats. In particular, Mr. Mahmood
strongly emphasized that global employment continieebe in bad shape and had
not recovered to the pre-crisis level. Moreover pbeted out that in the euro area,
given the weak demand and the lack of exchange adjiestments, most of the
financial turmoil costs were absorbed by labour. #i&o noted that the level of
investment by firms and bank lending were low, simgvthat bank crises tend to last
a long time. As a result, Mr. Mahmood remarked #nagterity plans should not be
implemented in the current challenging environmantl the policy focus should
move decisively towards employment creation.

Discussion:



In the subsequent discussion, the first issue adaises the role of uncertainty and the
limits of monetary policy in this context. Mr. V@mphasized the difficulty to break

out of the current cycle of uncertainty and weakditions in the real economy. The
recent experience in the euro area shows thatraygielicies are self-defeating and

that the main policy objective should be to pronjotecreation and restart growth. In
this context, the new G20 focus on jobs and graw/th step into the right direction.

However, the existing plans do not explain howgaogation could be enhanced.

Responding to a question on spillover effects freeonomic issues and policies in
developed countries on emerging economies, Mr. naied that volatility of capital
flows and commodity prices had increased in conoeatith the quantitative easing
measures undertaken in developed economies. Tha®ln in many developing
economies has led to slower progress in reducingen and achieving the
Millennium Development Goals (MDGSs). These chalenhgan only be resolved by
increased cooperation and coordination betweenlales@ and developing countries.
In addition, he pointed out that the adverse esleconditions pushed developing
country’s to increase the level of internationaenves. While these reserves provide
a buffer against shocks, they limit the availapilbf resources for productive
investment. Mr. Vos also highlighted the importaméeexchange rate stability for
structural growth policies.

Mr. Mahmood responded to the question on global leympent challenges by

highlighting the fact that both the quantity an@ tuality of jobs had deteriorated.
This applies specifically to the situation of wonem young people in the countries
most affected by the crisis. To improve the labmarket situation, a large jump in
investment is required.

Mr. Burns stressed the importance of confidenca astical factor for a sustained
recovery. He noted that the situation in the eusaaemained weak. In the United
States, the level of confidence was still relatvieigh, although risks had increased
in recent months owing to fiscal uncertainties ahaygish growth. In developing
countries, by contrast, firms and households wenauch better shape and potential
growth remained high. Importantly, the outlook Bub-Saharan Africa, excluding
South Africa, is relatively favourable.

3. World economic outlook

Mr. Andrew Burns, World Bank, said that confidence in an economic recovery
deteriorated after the turmoil in May/June 201%ddng growth prospects by about -
0.2 per cent for 2012 and 2013.

Fortunately confidence improved since the enactroénécent policies and financial
market jitters eased significantly. In developimguitries median corporate default
swap (CDS) rates were less than those in the ewg@ #&s sentiments improve,
capital flows and bank lending to developing cowastboth increased.

On the real side, developing country industrialdarction increased, but remained
lower than before the crisis. In high income comstrthe euro area was stabilizing,
the U.S. improving, but Japan deteriorating. Redeuatchasing Manager Indices
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(PMIs) pointed to continuing weak activity, but thestorical relationship between
PMI and industrial production remains broken.

Lending in the euro area declined in October 2044 td the introduction of mark-to-
market accounting rules, which exacerbated delguggaSince the trough reached in
February 2012, deleveraging eased slightly. Euea &nding to developing countries
has declined too and it remains uncertain whethmerdecline is over yet. However,
capital flows to developing countries are expedtethcrease to 4 per cent, compared
to 8 per cent prior to the crisis.

Growth in developing countries is expected to remati about 5 per cent, below
potential growth. It remains an open question wieiotential growth has decreased
as a consequence of the global financial crisigodtential growth for developing
countries still at 8 per cent or has it decreage@-6.5 per cent in the wake of the
crisis? This remains an open question.

Inflation is slightly on the rise in some develogicountries. In this context, the
appropriate policy stance depends on the statieeofycle in each particular country.
In developing countries where the output gap isozand policy buffers have
decreased, governments should not stimulate detmainchther reduce fiscal deficit
to GDP ratio and rebuild buffers for future countetical policies.

Therefore, the outlook is cautiously optimistic,t ibree significant risks remain.
First, the impact of the fiscal cliff on the U.Somomy would result in a 2 per cent
drop in GDP in 2013. This could affect developingutries through the trade
channel and cut their GDP by 0.5 per cent, buinitred market contagion could make
this effect three times larger. Second, a euro arisss, where four economies are
locked out of financial markets, would have a largepact with risk premia up
everywhere, and could results in a 4 per cent lw<SDP in developing countries.
Finally, continued food price rises could fuel atibn. There have been huge price
increases for grains since 2005. The price of marzeparticular rose as a
consequence of the demand for biofuels and the&/stee ratio is very low. Stocks
have built up somewhat for wheat and rice, butséitelow too. Agricultural markets
are relatively closed as only 7 per cent of whead ace production are traded
internationally, but pass through effect of risimgernational prices could soon be
reflected in local prices.

In concluding, the May-June euro area pessimismhidslarger than expected real-
side effects and the global economy is much weakgrancial conditions have

improved but may well deteriorate again due to th8. fiscal cliff or euro area

problems. A significant downturn in the high-incomerld remains a possibility, but

developing countries need to focus on domestiacpaieeds, including a rebuilding
of buffers in many cases. For developing econonsastained strong growth will

depend on productivity enhancements, investmeniafrastructure, human capital
and governance.

Ms. Rupa Duttagupta, International Monetary Fund (IMF), said that the recent
IMF outlook was slightly more pessimistic compatedhe other forecasts. The GDP
forecast was revised downwards as a consequenoevwoketbacks. Risks increased
sharply. In advanced economies, policies progrefsgdstronger action was still
needed and, in emerging markets, a fine balancetdhd@ found to rebuild policy
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room for manoeuvre while supporting growth.

There have been new setbacks. PMIs have declinedilynn the euro area and
exports have slumped. This follows from the coritigueuro area financial strains,
the end of the boom in emerging markets, and fisgabkolidation in some countries.
On the other hand the new Outright Monetary Tratisias (OMT) policy of the ECB
has had a significant impact on spreads, but ndéwnding to the private sector. The
emerging market slowdown is mostly home grown auéghter policy - excessive
credit in some countries led to real estate bubaieor inflation above target and
policy reactions — but there is also an impact ffalliing global demand.

Looking ahead, the outlook is weak and uncertaindadlying assumptions of the
IMF baseline forecast include strong euro areacpsi to improve financial
conditions starting in the second half of 2012. Térecast also assumes there is no
fiscal cliff in the United States and advanced ¢oas pursue a 0.75-1 per cent fiscal
consolidation in 2012 and 2013. The global recowenytinues, but economic growth
remains weak at 3.3 per cent in 2012 and 3.6 parine2013. The IMF thinks that
potential output has declined, but most of theidedh GDP comes from the demand
side.

The inflation forecast is stable for the advancemuntries and declining for
developing countries.

Risks have increased, especially on the downsidesd risks arise from the euro area
crisis, the U.S. fiscal cliff and also from a pddsidecline in emerging countries’
potential growth.

Mr. David Turner, Organization for Economic Cooperation and Development
(OECD), made some comments on the global outlook, but @diaut that the OECD
has not yet finalized their forecast, and thataswery likely to be more pessimistic
on the euro area.

He said that there was a great deal of uncertabtut potential output in China.
Some forecasters believe it is close to 7 per cemérge downward revision from
previous estimates. If true this would affect ebenyy.

The OECD is looking at similar downside scenarie®#ner organizations: the fiscal
cliff and a worsening of the euro area crisis. Tdteer is the largest risk and would
entail a sharp rise in sovereign bond yields, assts, equity premiums, and a drop in
bank lending, but not a country default. If oneg&arcountry were to default, banks
across the region would be hit badly and there dbela lot of defaults.

On deleveraging in the advanced economies Mr. Tumoged that the U.S. is much
further ahead than Europe and so U.S. rates shiegidtase going forward, but not in
the euro area.

Mr. Jeffrey Herzog, Oxford Economics, said that the key question regarding the
euro area was whether there will be enough pdliteii to keep the common
currency. The baseline forecast assumes that notrgoexits the euro area, but
mentioned several possible downward scenarios asguam exit from the euro by
Greece (“Grexit”) as well as exits by multiple cties. The U.S. fiscal cliff also

7



represented a serious risk. In China, a potensied kanding would test the resolve of
the political system to tackle existing challengesjuding the required switch from

exports and investment-led growth to consumptiahglerwth. In an upside scenario,
several factors such as high cash levels of nantiral corporations and the resulting
positive impacts on investment and employment coulderpin stronger growth and
consolidate the recovery.

Mr. Herzog presented the euro area downward s@enearimore detail. In the Grexit
case, GDP would fall by 2 per cent in the euro @ 1 per cent in the U.S.. The
case of multiple exits was more on the scale oL#tanan collapse with GDP falling

by 8 per cent in the euro area and 5 per centartls.. Currency depreciation would
push inflation up in the euro area and down inWh®., and with a flight to quality

long term rates would rise up sharply in the eusaand drop in the U.S..

The fiscal cliff scenario was better defined ag¢hwas more information on what
would happen, including announced contingency plangovernment departments.
There were some possible variants, however. Thdlideacould be missed in the
first quarter, triggering financial market jittemad then policy reactions.

In the case of a hard landing in China, policiesldgartly compensate for the drop
in demand, although the shift from an investmerk export-led to a consumption-led
growth model will take more time.

The forecast attributed a 50 per cent probabibttyhie baseline scenario and assigned
the following probability to the risks that weresdiussed: 25 per cent for an exit in the
euro area, 10 per cent for the fiscal cliff ando&0 cent to a hard landing in China.

Discussion:

Mr. Alfredo Calcagno, United Nations Conference drade and Development
(UNCTAD), stressed that supply side reforms takeetito show results, leading to
slow growth in the developed countries and a ldokxternal demand for developing
countries. Furthermore, structural programs neghtiaffect the demand side in the
short run. He also mentioned the IMF study thatntbahat fiscal multipliers are
larger than normal in a synchronized downturn asietd why those multipliers could
then not be used to stimulate demand. Finally fethat there was also some doubt
as to the need for re-building buffers in develgpaountries.

Questions were also asked on how potential growdis weasured and how the
various downside scenarios were done, as well aheopolicies that should be
adopted to complete the economic recovery.

Mr. Burns said that, at the World Bank, potentiadput is calculated via a production
function with capital, labour and total factor puativity, which is a smoothed
residual. This is done for the years 1995-2005wvoicathe boom and subsequent
crisis with adjustments made by country experteidessary. He also replied that the
reason for tighter policies in developing countgesng forward is that the output gap
is small and that the required supply side poliaretude, for example, social safety
nets, health systems and infrastructure investméntbe euro area, however, tighter
policies and austerity measures are already hawvegative effects and should be
tempered.
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Ms. Duttagupta said that the calculation of potrutput is done using production
function estimates for developed countries. Forettpning countries, the IMF is
using variables such as wages, credit growth apea®d inflation. She noted that
evidence from those variables tend to support tl@mcthat growth in some
developing countries was above potential. Some toesnthat had been above
potential have already seen a slowdown to belowrgi@l. Ms. Duttagupta said they
are arguing for tighter policies, but not for cirtssocial security, etc. On the issue of
multipliers she said that their calculations shdvattpreviously a 1 per cent
consolidation led to a -0.5 per cent contractioIDP growth over 2 years, but that
now this same consolidation leads to a 1 per ceop.dThe reason is that the
consolidations are simultaneous and there is rsetifiig monetary policy available.
Consolidation is appropriate for the crisis cowggyibut should be far more muted for
other countries.

Mr. Turner said it was pretty clear how to modd fiscal cliff, but not how to model
the break-up of the euro area. As to what needsetdone in the euro area, he said
that many of the measures taken so far are foilahg run. Mutualisation of debt
under strict conditions is necessary. The creatioa banking union is very slow to
sort out. The effects of OMT are not clear yet #mete is an urgency to break these
negative cycles now. Mr. Turner also said that labarket reforms would increase
unemployment in the current situation, but thatdoei market reforms would
increase growth.

Mr. Vos noted the difficulty of weighting the riskand probabilities, especially
regarding the possible exit of Greece from the ewea. He said he believed that euro
area leaders will avoid Grexit at all costs, bt t®OMT is not sufficient to break the
cycle. In the case of China, Mr. Vos stressed thaving from investment and
export-based growth to consumption-based growghdsficult and slow process.

Mr. Herzog pointed out that in the wake of the was quantitative easing measures,
central bank balance sheets have become a fummgoriant signal of monetary

policy stances, in addition to the conventionahalgfunction of interest rates, and
need to be taken in to account in model simulatargforecasts.

4. Global outlook for commodity markets and internaional
tourism

Mr. William H. Meyers, University of Missouri, discussed the effects of the
drought in the U.S. and other countries on croggsriand in context of previous
projections that the Food and Agricultural Poliogtitute had made. He described the
current situation of higher and more volatile conaiity prices as likely to be the
“new normal.” Based on the drought and a moderatgegtion of the oil prices of
slightly less than $100 per barrel, the projectibase changed somewhat between
the initial period in February and the current pobjons created in August.

In February, based on the largest expected comtiptpin history and assuming
normal yields, prices were expected to fall ang &&v. Then, droughts occurred in
the U.S., the Black Sea region and in parts of Ehld. and were reflected in a
changed outlook for August. Overall there has keeeinop in yields of corn per acre
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in the U.S. for the past 3 years — bringing it vicdlow previous trends. World supply
also declined with low total production and lowalobeginning stocks. The drops in
production in previous years have resulted in iasee prices, but the droughts this
year resulted in much larger price increases.

For the last 5 or 6 years, ethanol has been tigesadriver of corn price increases,
but the market may currently has reached saturaiothis factor may play a more
muted role going forward. If the price continuesrige, then mandates for ethanol
production can be changed, but production has bbeead of mandates for the past
two years so there is leeway to produce less tas.y

Wheat and other grain production has been flat) thié biggest rise coming in maize,
and that largely as a result of the ethanol maisdatel increasing use as feed for
livestock.

In February, most projections for agricultural coothities had prices rising sharply
and then coming down slowly. In addition, the fdt maize prices were around the
same level as wheat is extremely unusual fromtarisl perspective.

Mr. Meyers then discussed some issues with chatogesS. and E.U. farm policy,

particularly the abandonment of direct paymentgatmers in the U.S. in favour of
crop insurance. The E.U. reforms have introduceshtgr constraints on farmers
receiving direct payments such as environmentalicgens as well as capping some
of the payments. Neither of those reforms are ebgpeiv have significant production
effects.

In the future, prices are expected to remain higd wolatile. New policies and
uncertainties in the oil market in particular ame tworld economy in general are
likely to contribute to these high prices and coméid volatility.

Mr. Robert Kaufmann, Boston University, made two presentations on the oll
market. First, he presented the current statusoatidok for oil prices. He started by
noting that although oil prices were similar toitHevel one year ago, there had been
significant bouts of volatility. He stressed thaé tLINK forecast of $100 per barrel
was too low compared to the average oil price ofiad $110 for 2012, but that it
was relatively close compared to forecasts madattogr institutions.

Looking at fundamentals of the oil market in 2012 stressed that supply had
exceeded demand over several quarters. OPEC isgaaduction quotas, but spare
capacity had decreased as several Gulf countrigeased production in order to
compensate for sanctions on the Islamic Republitrasf. While China and India
seemed to have only marginally decreased theitianaail purchases in reaction to
the potential sanctions announced by the UniteteStéhe E.U., Japan, South Korea
and, to a lesser extent, Turkey and South Africd hade significant efforts to
purchase from other producers.

In the short run, high OPEC quotas and higher mtoln should depress the oil

price, but the sanctions against the Islamic Repuiliran and geostrategic tensions
in the region create much uncertainty, entailingiee risk premium.
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In the longer run, demand in developed countridenscast to stagnate and decline
while developing countries are rapidly increasihgitt consumption. In the years
ahead, developing countries will become the largestsumer of oil, inducing a
consumption switchover. On the supply side, Iraanpgplto raise its oil output from
current 3 million barrel per day (mbd) and becorhe largest oil producer with
12mbd in 2020. The United States and Canada aradikteincreasing their
production of unconventional oil. In the United &atit could reach 6mbd out of a
total production of 11.6 mbd in 2020, and Canaddd:double its current production
to reach 6mbd by 2020. However, its export capaeityains limited so far.

In his second presentation, Mr. Kaufmann discusiseceffect of low interest rates on
the oil market in the context of the growing finatization of commodity markets.
Despite growing non-commercial inventories in theke of decreasing demand
growth caused by the global financial crisis, conuia inventories have declined,
oil price and oil price volatility remain elevatéd the oil market, including in the
market for Western Texas Intermediate (WTI) crusiece the crisis, the WTI futures
market switched from a situation of backwardatiarnén the price of the futures
contract trade below the expected spot price afr@cinmaturity) to contango (when
the price of the futures contract trade above thgeeted spot price at contract
maturity). Furthermore, stronger negative correladi have appeared and/or have
developed between WTI futures and the U.S. dolled 8.S. bonds and, more
surprisingly, a strong positive correlation appdabetween WTI futures and the
S&P500 index. What can explain these changes initlrearket and in the observed
correlations?

Mr. Kaufmann'’s hypothesis was that these changese weaused by the

financialization of commodity markets and by themin risk-free interest rate in the
wake of the global financial crisis. He used a tamsset pricing model to explain
the mechanism at work. Indeed, in the pre-crigigasion with high interest rates, the
WTI futures market was in backwardation, generapingitive convenience yield for

commodity holders and negative capital gains ferhblders of future contracts. As
interest rates dropped to almost zero in the wdkbeocrisis, capital gains increased
and convenience Yyields decreased, reducing in@ntieor commercial commodity

holders to maintain large inventories, eventualigning the oil futures market into

contango. As a consequence, oil futures contraatted to be correlated with many
financial products, including the SP&P500 index.

Mr. Kaufmann then presented a set of econometrgcifipations he had used to
identify causality and indicated that a paper megdme available in 2013.

Discussion:

A participant expressed his interest in the hypsithéhat was presented, but also
stressed the contradiction of framing this as pafrtthe commodity market
financialization phenomenon. Indeed, accordinghrhodel that was presented, the
correlation between WTI futures and the S&P500 xndeeversible and would again
turn negative or even disappear once interest ratesld go up again. The
financialization of commodity markets, however, asstructural change in how
commodity markets work, anchored in legal and tetdgical factors. As such, the
financialization of commodity markets would not apgpear with tighter monetary
policies.
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Mr. Sarbuland Khan, World Tourism Organization (UNW TO), presented an
overview of the prospects for international tourisfhe presentation began with an
overview of the structure and mission of the UNWidDowed by a discussion of
recent trends in tourism. He stressed that touissome of the larger service sectors in
the world economy and that would be over 1 billioarist arrivals in 2012. The
financial crisis reduced arrivals and receiptsdmes degree, but the sector is resilient
and moved back to positive growth between 2010281i®. The UNWTO estimates
that there have been 22 million more arrivals i@ pleriod from January to June in
2012 versus the same period in 2011. Growth is atedeto decelerate mildly, but
should remain positive at 4.2 per cent in 20122041 tourist arrivals grew by 5 per
cent and receipts were up 3.9 per cent to $1.0®rri In general, emerging market
destinations suffered less from the financial srend recovered more quickly. The
highest growth rates were in South Asia, followgdSouth East Asia. West Asia and
North Africa experienced negative growth in arrevad 2011, due to the Arab Spring,
but they have experienced some positive growth(0h22 Tourism is expected to
continue growing, but at a more moderate paceingitan estimated 1.4 billion
arrivals by 2020 and 1.8 billion by 2030, or an @aingrowth rate of around 3 per
cent. This increase will still be greater in abselmumbers at an average of 43
million per year, compared to 28 million per yeathe past 15 years.

He then went on to discuss the interlinkages beatwearism and the real economy
via employment and job creation, diversificatiomx trevenues, redistribution,
multiplier effects and preservation of culturalitege. Tourism is a source of foreign
reserves for many countries and improves balancpagments issues that many
developing countries face. He went on further teecdhe WTQ'’s code of ethics for
tourism which is made up of ten principles requjrail the actors involved in tourism
to comply and act in a “future oriented” mannerisi¢ode is also aimed at promoting
sustainable tourism and incorporating public andvape sectors together in
promoting sustainability. An overarching aim isatasure that international tourism is
not seen as extraneous to general economic trerldevelopment and that tourism
is incorporated into economic policies of countrigsd development plans of
companies.

5. Regional Outlook

Developed Regions

United States of America

Mr. Pingfan Hong, UN-DESA presented the economic outlook for the United State
partly drawing on the materials of LINK partnenscluding Global Insight and the
Current Quarter Model of the United States Econtayyrofessor L. R. Klein and S.
Ozmucur.

He started with a summary of the main messagethéoutlook. The outlook for the
U.S. economy in 2013 remains subdued, but the espmoay gain some strength in
2014 and the years after. Major weaknesses folJtge economy in the short run
included business investment and exports, whictewecelerating. Unemployment
remained elevated. The risk of a fiscal cliff wasorhing, along with other
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uncertainties and risks in the global economy. e dther hand, there were some
positive developments: a long awaited recoveryha liousing sector seems to gain
some traction. The new round of monetary easingh®y United States Federal
Reserve (Fed) was expected to provide more suppdhie economic recovery. The
process of deleveraging in the financial sector #&wdiseholds that had been
depressed demand in the past few years was exptrtedse somewhat in the
medium turn and boost private spending.

According to the LINK baseline forecast, GDP wapented to grow only by 1.7 per
cent in 2013, even weaker than the already anemiothy of 2.1 per cent estimated
for 2012. Some pickup was forecast for 2014.

After presenting a number of macroeconomic indgtddr. Hong elaborated on two
issues: the structure changes in the labour maakdtthe effects of quantitative
easing (QE).

An important question economists and policymakead been pondering is how
much of the job loss in this recession is cycliead how much is structural.
According to a study by Edward P. Lazear and JameSpletzer presented at the
annual economic policy symposium in Jackson Holgpiing, in August this year,
there are no structural changes, neither industoaldemographic. No shifts or new
skills mismatch can explain the increased rate oémployment in the latest
recession. Some industries, like construction, rfeanturing, and retails, experienced
disproportionately large increases in unemploymerBut those industries that
contributed much to the increase in unemploymetwden 2007 and 2009 were the
same that accounted for decreases in unemploymettitei recovery. The ratio of
long-term unemployed to total unemployment is mbaayher than it was in prior
recessions, but this is not due to any structurahge, but rather to the depth of the
current recession. They think the persistently higemployment rates are primarily
caused by cyclic factors. Their findings have apontant implication for monetary
policy, because central banks may be able to redydecal unemployment, but not
structural unemployment.

In commenting on the latest QE adopted by the FMrd,Hong said the difference
from the previous two QEs was that the new one ags-ended, without defining
the total amount and the duration of the assetshasing programme. The Fed hopes
to use this open-ended policy to gain more flekipiland to provide a more
tenacious anchor for public confidence. The debat#inues on the effectiveness of
these QEs. For example, the intention of theserpromes was to lower the long-
term interest rates, so as to ease financial éostoouseholds and businesses. Did the
QEs effectively manage to lower the interest ratés? discussed by Michael
Woodford of Columbia University in a recent stutlye yield on 10-year Treasuries
has declined since the Fed launched QEL1 in lat8.Z8(X this should not necessarily
be attributed solely to the Fed’s QE programmeg. Thyear yield actually rose over
the course of the QE1 and QEZ2 programs. The gederddining trend in long-term
bond yields might have more to do with the detatiog economic conditions that
triggered the expectation of deflation, than wile QEs. However, according to the
studies of Michael Woodford and a few others, teeet purchasing programmes
have indeed had important effects on lowering tistscof financing. He believed the
new round of monetary easing would provide morgeug for economic recovery in
the outlook.
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Mr. Hong concluded his presentation by showingrautation study of the “fiscal
cliff” for the United States. In the worst caseCibngress would not do anything, the
effects of the fiscal cliff would reduce aggregdtmand by about $550 billion, or
about 3.5 per cent of GDP, in 2013. A stand-alamaukaition shows that, compared
with the baseline, private consumption in the UWhi®tates would decline by 5
percentage points in 2013, government spendingadvordp by 4 percentage points,
and investment would also decline significantlyd @o would import demand. As a
result, GDP would decline by 3.8 percentage pain2013. Even if later in 2013,
policymakers are forced to reinstate those taxcpmdi and stop automatic cuts,
another 1 percentage point loss would still beikatan 2014.

Japan

Mr. Kanemi Ban, Osaka University, presented the outlook for Japan. He started
with the analysis of recent survey-based indictbigs.pointed out business condition
indices have been declining in general from Mar6h22 He further highlighted the
distinction between manufacturing industry and nmmufacturing industry. For the
latter, the situation recently stabilized while gh@wvnward trend was still prevailing
for the former one as illustrated by the persistiatline of the industry production
index, especially in the sector of transportatignipment. The decline of production
could mainly be attributed to the decline of exparblume, which itself was caused
by the reduced exports to China and the Europe.niiede, the imports volume
maintained the upward trend, increasing the go@detdeficit.

Mr. Ban also reported that employment situation inggkoved and contributed to the
expansion of private consumption. In addition, éeorted that the number of public
works had been increasing, because of the recatistmuafter the earthquake
disaster. On the monetary side, he observed tmatdecline of international
commodity price had contributed to the continuoe8adion in consumer price. The
Bank of Japan had kept the policy rate close to fmrmany years and was expected
to further loosen monetary policy, in addition toeyious rounds of QE. The
government debt had reached the highest level and@vgloped countries. The
consumption tax rate was scheduled to increase Sr@r cent to 8 per cent in April
2014 and further up to 10 per cent in October 2 finished the presentation by
discussing the outlook for growth. He predicted Gip&wth rate would decline from
the 2.4 per cent in 2012 to about 1.5 per cent@h32and 2014. This Japanese
economy would slow down, despite an expected rethaumexports, mainly because
of weaker domestic demand.

Discussion:

There was a comment on the appreciation of Japamseis-a-vis U.S. dollar and
the possible effects. Mr. Ban expressed that ataghereciation of the effective
exchange rate was not significant. In relatiorh funding of public deficit, Mr. Ban
expressed that while the business sector was fplditigh amount of savings,
household savings might be eroded by populatioringgén the longer run, the
reduced domestic savings rate could pose a profuethe external balance. To the
question of potential growth rate for Japan, MrmBaid he believed it was around 1
per cent per year.
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European Union

Mr. Peter Pauly, University of Toronto, discussed Dawn Holland’s (NIESR)
presentation on Western Europe. The euro area waels in recession due to the
impacts of three crises: the sovereign debt crigie, banking crisis and the
confidence crisis. The forecast for growth is pdor 2012-2014. Many of the

downside risks that were identified in the sprifg2011 also realized. Weak banks
are not lending. Lending conditions have tightemethe banking sector, and there is
a big discrepancy between funding costs for the&ingnsector versus the one for the
corporate sector and households.

Looking at the future for the euro area, politigamill be forced to choose between
deeper integration and partial disintegration. Qneestion is whether there is
sufficient will to keep the euro area intact, whighl ultimately require the creation
of a banking union, the sharing of sovereign credk, a fiscal union, and internal
devaluations to correct competitiveness imbalanths will entail a period of high
bond vyields, high and rising unemployment, in thasentries needing to pursue
austerity, and probably further bail-outs and destructuring. The big question is
whether this will be endurable for the region.

On the issue of the banking union, much is agreegrinciple, but implementation
will take several years. It is important becaudéifaoplementation would break the
negative spiral between sovereigns and banks.

The latest ECB action in the form of the OMT is ide, in that it is a credible

commitment to sharing credit risk. So far it hagmerery successful in bringing
down sovereign bond spreads. The case of Irelanttégesting. Irish bond spreads
were close to those of Greece and Portugal thronigh2011, but then came down
significantly, highlighting the importance of sati achievable rather than stringent
targets.

On the move towards fiscal integration, there igehpolitical resistance, and next to
no progress. Finally the route of internal devabret is difficult but not
insurmountable, requiring a decline in real wagéhaut reducing productivity. Most
of the improvement in current account deficits so ias been due to a lack of
domestic demand rather than through gains in catiyegtess.

If this path is untenable then alternatives inclalde possibility of some countries
leaving the European monetary union (EMU). Two ac&s examine this, the first a
Greek exit from the EMU and the second a Germain exi

The effect of the fiscal austerity measures in @lacross the region was also
examined. The presentation stressed their significagative effect on growth. With
fiscal multipliers larger than one, austerity measuvere self-defeating, all the more
if they were implemented in a synchronized manneseveral countries or across the
entire region.

Mr. Clive Altshuler, UN-DESA, continued the discussion about Western Europe,
attributing the sharp decline in regional growth ttree major factors: fiscal
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consolidation, deteriorated confidence and dedjnexport demand. Confidence
matters to explain the depth in the drop of agtjvds trade effects alone are not
strong enough to generate the observed declineciivitg. Using the World
Economic Forecasting model, for example, a simmatiof further fiscal
consolidation in periphery countries shows a GDElide of almost -0.5 per cent in
the euro area as a whole, so trade effects arsufilitient to account for this drop in
economic activity. By contrast, a sharp drop infmnce has a very strong effect.

Looking back at 2011 and 2012, there are two smafasodes where there was a
flair-up of the crisis during the first half of theear and then confidence declined
sharply leading to declining GDP by the end ofyhar. This means that policies that
restore confidence are an important part of thetiw.

A lot of significant policy moves were made ovee thourse of 2012. A Fiscal
Compact was agreed upon that would replace thali8taand Growth Pact with a
stronger and more credible set of fiscal rules.eAftleploying the long term
refinancing operations (LTRO) at the end of 201d emearly 2012, the ECB upped
the ante by announcing the outright monetary treimas (OMT) policy, which
amounts to a lender of last resort function, butctvirequires countries to enter a
formal assistance program first: It also addresBesproblem posed by the limited
size of the European Stability Mechanism (ESM).afin work has started on the
creation of a banking union, but it is still profvlatic, because a supervisory
mechanism needs to be agreed upon in a contextewheemain unclear how
European countries intend to handle the remairorig tbanking assets.

Two major problems remain, however. It is still artain whether some debt can be
mutualised and how growth in the region can beorest It is conceivable that core
countries could maintain some growth momentunhef ¢risis atmosphere dissipates
and confidence returns, but periphery countrieslgvoemain in recession or at best
experience low growth for a number of years. Furtttee, unemployment keeps
growing along with long term and youth unemployméseading to a skills loss and a
lost generation. Could targeted fiscal stimulustgbate avoid this waste of human
capital?

Finally there are also some key medium term isspastjcularly whether it will
eventually be possible to mutualise some of thd higbt levels in the region, and
how the relationship between the “ins” and “outsill evolve as the euro area
members become more tightly integrated.

Discussion:

Ms. Delia Nilles, University of Lausanne, Switzerth said that growth in

Switzerland was higher than that of the euro doe&that activity is slowing down,

because 60 per cent of Swiss exports are shippedetd.U. In 2011, the Swiss
National Bank adopted a ceiling for the Swiss auryedue to massive capital inflows
stemming from the weakness of the euro. The reguititervention amounts to 80
per cent of GDP, and it is unclear how to unwinel giiuation.

Mr. Pavlos Karadeloglou, European Central Bankd $hat the implementation of
OMT is quite complicated. It requires looking asdens learned from other financial
market interventions in order to determine whethere should be formal targets or
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objectives, and whether conditionality should bepased. Another issue is the
mutualisation of the debt, which he agreed woulenéwally be necessary, but so far
this solution was politically not feasible. He nbtinat increased competitiveness is
important for the crisis countries. However, imgrgvcompetitiveness includes more
than just lowering wages and prices, it also inekichon-price competitive issues
such as quality or networking.

Mr. Adolfo Castilla, Universidad Antonio de Nebij&pain, stated that Spain is
determined not to exit the euro and pointed out thany indicators were very
healthy before the crisis — there was a governmertlus and debt was less than 60
per cent of GDP. He attributed the current probléms lack of confidence and
uncertainty in the financial markets, noting thatould make a big difference if long
term yields were to come down 200 basis pointshikvein he welcomed the ECB’s
new OMT policy.

Ms. Lorena Vincenzi, University of Prometeia, ltalyaid that the new Italian
government has introduced three new fiscal plasd #re designed to increase
competitiveness and potential output. The burdefisofl consolidation, however,
lies heavily on households, depressing disposalsleme. In 2009, declining exports
had a major negative impact on economic growth nlowt it the problem is domestic
consumption. In her outlook, Ms. Vincenzi expecgsine increase in exports and
investment. It is possible that Italy will requestsistance from the new OMT, but a
primary surplus is expected in 2013 and the delss@d® ratio should decline. Ms.
Vincenzi noted that Italy’s external debt ratiomigy 20 per cent, so the fundamentals
do not argue for assistance. The problem is cooagnd uncertainty.

Developing Economies and Economies in Transition

Latin America and the Caribbean

Mr. Juan Alberto Fuentes, Economic Commission for latin America and the
Caribbean (UN-ECLAC), provided a comprehensive review of the macroecoaomi
situation in Latin America and the Caribbean. Ecniwo growth is expected to
expand by 3.2 per cent in 2012. This representseeeldration for a second
consecutive year, from 4.3 in 2011 and 6.0 in 200f@is is strongly tied to the
slowdown of the Brazilian economy.

In explaining the regional economic performance, Fuentes explained that the
global situation played a key role. The deceleratd China most strongly affected
exporters of natural resources, who have a gréiatal space to react. The moderate
dynamism of the U.S. economy benefited somehow ¢aitd, Central America and
the Caribbean, but these would have less fiscalespathe case of a “fiscal cliff”.
Finally, the recession in Europe has had varyingaiats in the region. In South
America, lower exports (Brazil, Chile and Uruguagmd remittances (Ecuador,
Colombia) were registered. In Mexico and some GéW{merican countries exports
increased, despite the contraction of the Europeanomy.

Mr. Fuentes pointed out that in spite of the slowdpthe region still exhibits good
indicators. Inflation is expected to reach 6 pemtde 2012, while unemployment
should decline to 6.4 per cent. In addition, Mrefies stressed that despite the global
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financial turmoil, the region maintains its accéssnternational financial markets.
The terms of trade suffered a decline in 2012 ctiffig South American countries the
most. On the policy side, no major changes in trexall fiscal balance are expected.
Monetary policy rates have been generally stahlmjgh some countries enacted rate
reductions. The most notable case is Brazil, whkidghthe interest rates by more than
500 base points to an historical 7.25 per cent.

In the outlook, Mr. Fuentes showed the estimatdsNHECLAC. According to these
forecasts, there will be a moderate recovery, aginal growth is expected to reach
a 4 per cent in 2013. A modest increase in growtthé Caribbean is also expected
from 1.6 per cent in 2012 to 2.2 per cent in 2013.

Discussion:

Mr. Alfredo Coutino, Center for Economic Forecagtiof Mexico, pointed out that

Latin America was able to compensate the globalkwesses by promoting private
consumption in recent years. This successful cosgiem allowed most of the
countries to register good economic indicators. elsv, the region faces several
risks in the medium term, particularly concernirtie trelatively low levels of

investments. The main challenge is to move from cmsemption-driven to

investment-driven growth. This should lead the sagio address structural reforms
that can provide different incentives for savingd amvestments.

Then, Mr. Andres Cardenas, Metroeconomica, BolararRepublic of Venezuela,
depicted the overall macroeconomic situation of ¢bentry. Mr. Eustaquio Reis,
IPEA/DIMAC, Brazil, said that many investments drapped in implementation
problems. He also commented the remarkable reductidhe interest rates lead by
the Brazilian central bank to a historical low 025 per cent.

Mr. Fuentes warned that the evaluation and impleatem of policies critically
depends on how long the global downturn lasts. e said that macroeconomic
policies are not enough to promote sustainable @oangrowth. Industrial policies
are required to promote diversification, innovatenmd structural changes in order to
increase productive diversification.

Western Asia

Mr. Yasuhiro Yamamoto, Economic and Social Commissin for Western Asia
(UN-ESCWA), presented the economic situation and outlookNestern Asia. He
indicated that elevated oil prices and ongoingtpali turmoil had been among the
most important factors shaping economic performancethe region. Most oil-
exporting countries benefitted from record-high pilces and rising oil output in
2012, especially Saudi Arabia, Iraqg and KuwaitoB8gy growth in Saudi Arabia was
further underpinned by the expansion of domestmatel and a dynamic real estate
sector. Public and private investments bolstereavtir in Qatar. Economic activity
grew more modestly in Bahrain, Oman and the Uniteab Emirates as the financial
and real estate sectors gradually recovered. allitnstability delayed any possible
recovery in Yemen. Social unrest and political abgdity, notably the civil war in the
Syrian Arab Republic, weighed on risk perceptiorthie entire region. Neighbouring
Jordan and Lebanon were further directly affectedubdued cross-border economic
activities, including trade, investment and tourism
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Inflation declined across the region during thetfthree quarters of 2012 in a context
of high commodity prices, but weakening externall @omestic demand. In Gulf
Cooperation Council (GCC) countries, inflation remeal around 3 per cent or below,
except in Saudi Arabia. The housing component ef dbnsumer price index was
negative in Bahrain, Qatar and the United Arab Btes, caused by excess capacity
and limited domestic demand pressures. In Sauddidranflation remained above 5
per cent during the first half of the year, drivey strong domestic demand and
housing prices growing by almost 9 per cent, angh8y declined thereafter. High
commodity prices contributed to keep inflation abdw per cent in Yemen where the
Government could not stabilize prices by increasinigsidies. Inflation in the Syrian
Arab Republic may exceed 30 per cent this year amrsequence of ongoing
violence and Western sanctions hampering productiod trade. In Jordan and
Lebanon, the pass-through effect of high food amefgy prices maintained inflation
above 4 per cent during the first three quartehefyear, a slight decline compared to
2011.

Mr. Pierre Kohler, UN-DESA, completed the presentation about the regional
outlook with a few words about Israel and TurkeyheTdeteriorating external
environment increasingly affected economic activity Israel, while weakening
domestic demand contributed to a sharp declinecam@mic growth in Turkey. In
Israel, the consumer price index grew by 2.1 pat daring the first three quarters of
2012, on the back of high food and housing pricasout 1 percentage point
compared to last year. In Turkey, demand-led iitftetry pressures progressively
weakened during the year, but higher food and gnernges as well as value-added
tax increases pushed up inflation, which may deatderom its current level to 7 per
cent at the end of the year. Absent a revival aihestic and external demand
pressures or a crisis pushing up commodity pricéistion will likely decline further
across the region in 2013.

In the outlook, economic growth in the entire regis estimated to decline from 6.7
per cent in 2011 to 3.3 per cent in 2012. It isebaist to stagnate in 2013 before
picking up to 4.1 per cent in 2014.

Africa

Adam Elhiraika, Economic Commission for Africa (UN-ECA), stressed that the
economic outlook for Africa remained solid, despite global slowdown, with a
growth forecast of 4.5 per cent for 2013 and 4.9 gent for 2014. However,
economic performances varied across the regioih, thhé main challenges being of a
long-term, structural nature. The main drivers loé £conomic performance were
higher commodity prices and production, new discege of natural resources,
growing domestic demand, increasing diversificataord strengthening links with
other emerging markets. West Africa will achieve gtrongest growth rate due to
higher oil output and solid oil prices. The probtemf the continent included its
reliance on natural resources, high unemploymemtedsas poverty and inequality.
Inflation rates had come down due to higher agnical output and slowing global
growth. Monetary policy was expected to ease introosntries in 2013 and 2014.
The main challenges were weak institutional capes;itlacking infrastructure,
military conflicts and upcoming elections. Riskstte forecast stemmed from the
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euro crisis and the global economic slowdown. Thennpolicy challenges lied in
infrastructure investment, greater diversificatemd the promotion of intra-African
trade.

Discussion

Several country experts then made some countryfgpeomments and comments
about Africa in general. Angola is expected to gtow8.8 per cent in 2012, driven
by the oil sector. Inflation remains a problem, exsally for food given its great

weight in the overall index. Price increases ase driven by supply constraints. The
economy has strong links with the euro area angbanticular, Portugal. However,

downside risks are partially offset by the growiegonomic links with other

emerging economies such as China.

Africa’s growth remains fragile. The diversificatidowards China and India is a
positive factor, but major structural problems remaespecially the lack of
diversification and the reliance on natural resesrcin this context, greater
diversification is a prerequisite for more intrajianal trade, as exporting natural
resources to other African countries is not a fdastrategy.

Ghana is forecast to grow by 8.7 per cent, with méwoutput as a major growth
driver. Inflation will remain between 8.4-9.3 peznt, with lending rates still high.
The balance of trade is still negative, with exparonstituting 19 per cent of GDP
and imports 29 per cent. One concern in this cangeihe composition of imports.
The fiscal deficit amounts to about 4 per cent &fFG with a decrease due to data
revisions.

In South Africa, the main problems include laboarast, high unemployment and a
weak investment climate. The latter derives frortdes such as labour unrest, high
labour costs and the lack of infrastructure. Howgetleese weaknesses are not new,
the global economic slowdown has only contributex expose them more
prominently. Significant policy measures have alsebeen initiated to address these
problems.

A 1 percentage point GDP decline in Europe by 1seaua reduction in African
growth by about 0.5 percentage point, implyinggmiicant exposure of Africa to the
economic situation in Europe. Africa needs to foonseconomic transformation as
well as economic integration in terms of trade digks. However, monetary
integration still seemed to be some way off.

East and South Asia

Mr. Aynul Hasan, Economic and Social Commission forAsia and the Pacific
(UN-ESCAP), presented the economic situation and outlook ferctbuntries of East
and South Asia. He first noted that in both regigres~vth had slowed amid increased
global turbulences. In the face of the turmoilhe euro area and the slow recovery in
the United States, East and South Asia had exmpetdeweaker export demand and
volatile capital flows. Despite the slowdown, Asiaoonomies remained a main
driver of global growth and an anchor of stability.
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While East Asia’s export-dependent economies weostmatrongly affected by the
weakening global conditions, China’s growth momentiad also slowed. Across the
region, merchandise exports weakened considerdhly, external balances had
remained fairly strong in most economies. Inflovidareign direct investment and

worker’'s remittances slowed moderately. In respotsedeteriorating external

conditions, many central banks eased monetarypolithe course of 2012. Fiscal
policies also became more expansionary, althougst gmvernments remained fairly
cautious. According to the baseline scenario, gnomds projected to pick up slightly
in most East Asian economies in 2013.

In South Asia, economic growth decelerated owingvéaker domestic demand and
subdued exports. The sharp slowdown of India’s ewon primarily reflected
sluggish fixed investment. In several economiesgige energy shortages had held
back growth. Across the region, consumer pricetith had remained high as a set
of domestic factors, such as continued high fisgealowing, continues to push up
prices. Current account balances had deterioratedlerately in 2012. Weak
merchandise exports had been partly offset byieesiremittance receipts. Many of
the region’s national currencies depreciated sicanitly against the U.S. dollar over
the past year. The room for monetary and fiscatd to fuel domestic demand was
limited by the strong inflationary pressures anel plersistently high fiscal deficits. In
the outlook, growth was forecast to acceleratenatid in 2013. Most other South
Asian economies were projected to see growth vedtivio potential.

Mr. Hasan then pointed out that overall risks remaditilted to the downside. The
major risks included a deterioration of the eureaacrisis, fiscal uncertainty in the
United States, geo-political risks in oil-produciregions, commodity price increases
owing to heightened global financial liquidity ardfurther growth slowdown in
China.

Mr. Hasan noted that most countries in East Asi $iaeable room for policies to
stimulate and rebalance economic growth. In additpmlicymakers should promote
regional cooperation to better share existing rigkd opportunities. The region’s
economies should also continue to play an active iro building a development-
friendly global economic environment and in stréwegiing global governance.

Discussion:

The presentation was followed by comments from ¢bantry representatives of
China, Taiwan Province of China, India and the iBpihes

The country representative of China highlightedt th@e euro area crisis had
contributed to a slowdown of China’s exports. Pb&rgrowth had declined from

about 10 per cent to 8 per cent. Growth was likeljrave bottomed out in the third
quarter of the year as new investment in infrastmecand monetary easing would
stimulate economic activity. However, existing unamties holds down growth and
the risks for the economy continue to be large. Ohthe major policy challenges
was to increase investment in upgrading technology.

The country representative of Taiwan Province oh@moted that 2012 had not been
a very good year for the domestic economy, whiath fifered from weak exports
owing to the crisis in Europe and the slowdown dina. Consumer price inflation
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and unemployment remained low. Tourism was a bisglot, showing strong annual
growth.

The country representative of India noted thatrtfaecasts were in line with those
presented by ESCAP and in the Global Economic ©ktldde pointed out that
India’s outlook had further worsened in 2012 as ¢kaenomy was facing serious
structural bottlenecks and deficits. He identiffedr deficits that were holding back
growth: the fiscal deficit, the current accountidief the policy deficit and the trust
deficit. Current tensions between monetary andafisuthorities over the policy
direction represented a key obstacle.

The country representative of the Philippines ndfeat the robust growth of the
economy in the first half of 2012 was primarilyvaan by consumption and increased
government spending. The growth target for 2013 6vas per cent. The low level of
inflation and the low fiscal deficit provided rodior policy stimulus if needed.

CIS and other Economies in Transition

Mr. Robert Shelburne, Economic Commission for Eurog (UN-ECE), presented
the outlook for the transition economies. He sthltg describing the major economic
characteristics of the region and noted that tia&xe no convergence in real incomes
with advanced economies, and the region experieacgldarper slowdown in 2009
than other emerging markets. In South-Eastern Eym@@nomic growth stood at low
levels in 2012 and will remain low in 2013, whileetcountries of the CIS exhibited
more variations. Among them, the Russian Federatias less vulnerable to external
shocks than during the global economic and findraiais, as its private financial
sector became a net creditor. The Russian econasyexpected to grow by only 3.7
per cent in 2012, with signs of overheating in @t@& consumption, as wages grow
faster than productivity. Post-crisis rebuilding ofventory had already been
completed, and companies took “investment holiddgs"a variety of reasons. The
economy, according to the LINK forecast, is expedie grow by 3.6 per cent in
2013, according to the baseline scenario, whichraes a more or less stable global
economy, domestic political stability and a pod#ipof FDI inflows.

6. Global issues

Mr. Peter Pauly, University of Toronto, discussed Dawn Holland’s (NIESR)
presentation on fiscal consolidation in a time @bession. The paper posits that debt
levels in several European countries are unsustiereand that fiscal consolidation is
only a question of timing. The two questions agsin this context concern the size
of the fiscal multiplier in normal times and how ¢hanges under the current
conditions. The multiplier has various determingotscountries as a whole, such as
the openness of an economy, access to liquiditythedlegree of independence of
monetary policy. Within a given country, an impottaleterminant is the formation
of expectations. Multiplier are generally less tlmare due to factors such as import
leakage and intertemporal smoothing. In a timerigis; the multiplier increases for a
number of reasons. Policy interest rates are ctoseero, there is a heightened
liquidity constraint which reduced intertemporal@thing, and hysteresis is taking
hold. The analysis focused on two scenarios, naraehormal one and one with
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modified assumptions including impaired interesterahannels and liquidity
constraints. In the second case, the analysis famndlevated multiplier that might
even be greater than one. This implies that anteatyspolicies might set off an even
greater fall in GDP growth.

Mr. David Turner, Organization for Economic Cooperation and Development
(OECD), pointed out that significant imbalances occuirethe run-up to the crisis.
More specifically, current account balances widemnehds in relative prices and unit
labour costs diverged and fiscal deficits and dew¢ls increased. Since the start of
the crisis, output gaps diverged throughout theo eaane, with the core euro area
countries seeing a reduction and the crisis casta further increase in the output
shortfall. At the same time, the current accounticde of the crisis countries
narrowed, while their unit labour costs decreas¢olwever, the imbalances in the
euro area are far from resolved. The outcome afamtifative analysis suggested that
further adjustments are needed, although theseldshmt come in the form of
depressed demand. Instead, a more feasible ogtithe icombination of adjustments
in surplus core countries in the euro area anctsiral reforms to boost productivity
and responsiveness of prices and wages in crigistiges. Once a recovery has taken
hold, this needs to be accompanied by ambitiousalfisonsolidation in order to
reduce debt levels.

7. International economic policy issues

Mr. Pavlos Karadeloglou, European Central Bank discussed the issues of price
and non-price competitiveness in euro area. Fagrfeant period, between 2001
and 2009, the euro area was losing price competiéss in terms of both exchange
rates and relative export prices. That trend hagido reverse since 2010, with
particular improvement since 2011. Harmonized cditipeness indicators (HCIs)
point to divergences at the country level with Ganwy driving improvements over
the 1999 to 2012 period. Most of the other largentes, France, Spain and Italy
show trends more like the E.U. as a whole with cetitipeness falling prior to the
financial crisis and competitiveness increasingrafards. This appears to hold true
for peripheral countries such as Ireland, Greeat Rortugal as well. He said that
price competitiveness losses could be observed dy of the changes in current
account deficits, with the less competitive cowwgrrunning significant deficits and
the more competitive countries such as the Nethésland Germany running sizable
surpluses as a percentage of GDP. Prior to thés agigport market shares were
perpetually falling, but that trend has reversedth® E.U. has a whole since 2009.
As with the other measures, export market shargswiglely across countries, which
is partly due to differences in price competitivene

Mr. Karadeloglou then discussed estimates of rexeabmparative advantage in the
context of a country’s integration into global valghains. Germany has become
relatively more integrated for intermediate impassthe other majors and peripheral
countries have become less integrated, with sonotuthtions over time. Most of the

countries have growing revealed comparative adgasta intermediate exports over
time with Spain and Greece relatively less integgtaind Greece’s integration falling

significantly since the financial crisis. With reda to trade connections, Germany
scored at the top, though connections had falleces?009. Portugal and Spain have
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increased their trade connections markedly ovettithe period, by over 70 and 50
per cent, respectively.

Mr. Karadeloglou then examined the degree the desgre in trade performance that
can be attributed to cost competitiveness. The mamtributions of the paper were in
dealing with the aggregation bias as well as angadi complete decomposition of the
trade balance based on a number of factors suctatasal resource endowments,
price and non-price competitiveness and servicdse methodology involved
combining an examination of the unit value of expowith a trade balance
decomposition. Looking at the decompositions faiows countries, all components
appeared to be negative for Greece whereas mogiamrants, except energy, were
positive for Germany. The U.S. was estimated teh@egative contributions from all
components as well, whereas China was similar ton@ey with mostly positive for
price and non-price and the main negative contivbufrom energy. The analysis
showed that, in general, countries that are prazapetitive are also competitive on
the non-price factors. A few caveats for the apghmnoare that it does not use
individual product data.

The conclusion was that the euro area had lostrexparket share due to a loss of
both price and non-price competitiveness, wherbasdivergence within the euro
area was mostly due to differences in price cortipetiess.

Discussion:

There were a number of questions on the defintifomon-price competitiveness, and
about the connection with price competitiveness. Karadeloglou responded with
an example about the reputation of German carsth@ngoarticipant asked what part
of the changes in competitiveness result from tsiabdishment of the monetary
union, as opposed to from individual country issudse answer was that effects are
difficult to disentangle, as illustrated by theusition in Greece prior the monetary
union, whereby the country entered into a vicioysle of devaluation leading to
higher inflation. This process was halted by jognthe euro area, but other issues
then arose.

Ms. Yangun Zhang, Chinese Academy of Social Scierg;gresented a study on
China’s impact on GDP growth and inflation in inttied countries. She first
provided some background information on the Chireesmomy, indicating that it is
now the second largest economy in the world. Thin€3d® economy has recovered
strongly from the global financial crisis and hasctéme increasingly important for
industrialized countries. She suggested that glotiabration may lead to a higher
divergence of business cycles between emergingdvahced economies.

Ms. Zhang then discussed the main motivation of dtuely and the methodology
applied. The study examined to what extent Chieasnomy affects output growth
and inflation in advanced countries, including th&., the euro area, and Japan. She
used a global VAR (GVAR) model to investigate pbksitransmission mechanisms,
with data on 25 countries and the euro area. Fbugstmess, the results were
compared to those generated by global structurafr@eaonometric models, such as
the Oxford Economic Forecasting Model (OEF) 201d #re model of the National
Institute for Economic and Social Research (NIGE@}.1.
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In the GVAR model, the impact of a positive dematmbck to China’'s GDP was
examined. This demand shock was constructed tacagplthe RMB 4 trillion fiscal
stimulus package of 2008/09, which accounted far@&r cent of China’s GDP in
2009 and 2.7 per cent of GDP in 2010.

Ms. Zhang then briefly described the main resuftthe estimations. The demand
shock had a positive impact on GDP growth in adlustrialized regions, while also
pushing up inflation. The impact was biggest fqvalaand smallest for the euro area.
In general, the impacts generated by the GVAR muaggk fairly similar, although
slightly larger than those generated by the NiGEM.

Discussion

In the subsequent discussion, participants raigs@ral questions about the main
drivers of the results and asked whether the impaaeveloping countries had also
been examined. They also inquired about the duratidhe shock and its impact and
about how the shocks are propagated in the modeltlan role of value-added in
trade. Ms. Zhang explained that trade linkages playmportant role for the results,
which explains the comparatively large impact af temand shock on the Japanese
economy. She welcomed the suggestions to look tinéo impact on developing
countries and the role of value-added in trade. &ke pointed out that the initial
shock has a duration of eight quarters. She aldated that it was possible to
compare demand shocks in China and the U.S. witisrframework.

Byron Ganges, University of Hawai'i discussed how business cycle shocks are
transmitted through global value chains (GVCs). Hfiects of the earthquake in
Japan and the floods in Thailand demonstrate theexabilities of GVCs. Drops in
trade in 2008-2009 also provide evidence that ttame become more inter-related.
The growth of GVCs has also led to higher corretai between business cycles
though there are some issues with determining teathannels for transmission are
and the methods for identifying GVC trade in théad&Vith regards to the channels,
there are two primary transmission vectors, the musition effect based on the fact
that much of GVC production is in durable goods turchase of which can be
postponed in the case of recession, and the seppin effect that may be inherent to
the structure of GVCs. The speaker used a smaklpsombined with a demand
export equation to estimate the effects based aneSé customs data on processing
and non-processing trade.

Two-thirds of international trade is trade in imediate goods and East Asia is
heavily specialized in durable goods, particulanyelectronics. 75 per cent of the
inputs came from within the region and over 50 qant of the exports went to the
U.S. and the E.U. Consequently the region is dptoonately exposed to shocks
from the U.S. or the E.U.

In examining the composition effect, two questi@mnsse in the context of durable
goods trade. Are durable goods more sensitive dckshvia demand fluctuations, or
is the income elasticity of exports larger for chleagoods? The question for supply
chain effects is if income elasticities are bigfprintra-GVC trade as a result of the
vertical structure and just-in-time production sihles. Finally GVC also give rise to
bullwhip effects, which are potentially larger as result of rapid inventory

adjustments as shocks move up the supply chaineffbets of the bullwhip effect
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might vary depending on the level of uncertaintyha particular industry as well as
the elasticity of import demand with respect to @xg. It is still uncertain whether
there are permanent or transitory effects from ghann demand. An examination of
Chinese processing trade points to low value aflole@VCs.

The model is based on two equations using fixeecedf one for export response to
durable versus non-durable another for processengLg non-processing trade. Some
issues with the estimation are related to the sbamiple period, the lack of a good
price deflator — the U.S. is used as a proxy — el @& growth rate fixed effects that
might overshadow trend growth effects. Overall, ieessive structural change China
is undergoing make it hard to disaggregate paseiceffects. An interaction term is
used to separate durable and non-durable and giogeand non-processing. Durable
goods have an effect four times as large as noabtkir but there is no difference
between processing and non-processing when indisséigcounted for. No bullwhip
effects were detected.

Mr. Ganges concluded that the research points moerdration in durable goods as
the factor driving sensitivity to shocks rather nthsomething inherent about the
structure of GVCs. The implications are that EastaAils now more exposed to
external shocks due to its concentration on durgbdels.

Discussion

There were a couple of comments by participanttherrole of protectionism during
the crisis, both in terms of anti-dumping policessd with regards to exchange rate
valuations. There were also questions about thénadetogy such as whether re-
exported intermediates are included and what woalppen if the dataset extends
beyond 2009. Another question was why trade corpetinas shifted towards
durable goods, which may have resulted in trendbapaviour. Mr. Ganges
responded that his approach did not deal with exgphaate effects, but that these
effects had been examined in other research. \Wghrds to the potential changes in
trend — fixed effects specifications should deahwthat, unless it was a change in
trend. In response to the sample period, more te@ars weren’'t used as they may
represent a special case. Finally, he respondétetquestion of whether the effects
were more related to changes in final demand, teiwhe pointed out that trade had
shifted more rapidly than final demand.

8. International economic policy issues / global nalling

Matthieu Charpe, International Labour Organization (ILO), presented a two-
country model using double Phillips curves, witfoaus on the labour market. The
ILO uses this model for policy simulations, esplgido examine the impact of
labour market adjustments, for instance wage deslimntended to improve
competitiveness, on output and employment in threeod of the crisis. In the future,
this model will be used to better understand theadyics behind changes in the
labour share of income.

The theoretical model focuses on income distrim#iand aggregate demand and
uses a double Phillips curve to capture feedbafdctst The estimation is based on
two-country open economy model using the U.S. anbje as the two countries.
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This model relies on Keynesian assumptions, not-Keynesian (NK) or dynamic
stochastic general equilibrium (DSGE) assumptiond & doesn’t rely on micro-
founded behavioural equations.

The first transmission channel is via income dusttion effects where there are
ambivalent effects of the labour share of incomeaggregate demand. Increases in
the labour share can stimulate consumption andezguprofits and investment, but
these results depended on whether aggregate desmavaje-led or profit-led. The
second transmission channel is via endogenous Hadimare adjustments, which re
proxied by the double Phillips curve. There re ¢igms specified for nominal wages,
price and the expectations and the inflation clendihe results of these depend on
whether the real wage is assumed to be labour tketk@r goods market-led.

The different regimes result in four typologiesezbnomic system depending on the
behaviours of aggregate demand and the real wagge\Wéd aggregate demand and
goods market-led real wage is stable, as is pieditaggregate demand with labour
market-led real wages. The other two combinatioasiastable.

Mr. Charpe presented two sets of results, one avithbosed economy, which showed
that if there is a wage-led regime then lower wages a recessionary effect and that
labour market flexibility is destabilizing. With é¢hsmall open economy estimation

and a wage-led regime the openness reduces tresi@tary effects of lower wages.

An estimation of the system with the U.S. and Esupports the hypothesis that wage
flexibility is greater than price flexibility, imging a wage-led regime.

Discussion

There were a number of concerns about the spdaificaf the model. Another
participant was concerned that there wasn’t a stersi framework for the analysis
and suggested that it would be better served tmewathese issues in a traditional
Heckscher-Ohlin framework. Finally a third partiam took issue with the lack of
micro-foundations. Mr. Charpe responded that withraalitional NK model you
cannot examine distributional effects, changes ages don't result in changes in
consumption and savings. Also, examining changesn@ome distribution in a
standard DSGE model requires very strong assungptibhe absence of micro-
foundations is certainly regrettable, but it aldtovas reproducing more realistic
outcomes.

Jacques Kibambe Ngoie, University of Pretoriamade a presentation on bifurcation
boundaries in economic models. He discussed newhadet for examining
bifurcation boundaries in light of the increasec wf dynamic models with the
possibility of nonlinearities. If bifurcation bouades are found to exist then
gualitative properties of dynamic models change aaa reduce the robustness of
dynamic inference. This is particularly true as amoenes close to the bifurcation
boundaries where quantitative features of the systee more sensitive to parameter
changes. Of particular concern is a shift fromadblst to an unstable system (issues of
stationarity vs. non-stationarity). Therefore, ba@ation boundaries need to be located
to determine if they cross the confidence region.

Two algorithms are constructed to assess the inmgfduifurcation boundaries based
on the acceptance or rejection of a particular Be. first requires that the resulting
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sample are independent and identically distribufied), whereas the second (a
Metropolis-Hastings algorithm) has a probability aafceptance based on a Markov
chain, but does not require the iid restrictiontba candidate sample. A Bernoulli
trial with an informative prior based on the twgaithms can be used for Bayesian
estimation of the probability of the existence déikcation boundaries.

Discussion

In the comments afterwards there were concernsrbiatlinearity was less of an
issue these days. Mr. Ingoie agreed, but respoti@edhis remained a interesting and
relevant question.

Another concern was that it is not obvious whichddesolutions need to be ruled out
— in other words, there is not always a reasonxpee stationarity. A subsequent
participant noted that many phenomena in the glelsahomy are now viewed as
non-stationary and that some of these issues hesseibvestigated by econophysics.

Ekkehard Ernst and Christian Viegelahn, International Labour Organization
(ILO) presentech quarterly forecasting model for employment. Thedet is a new
project in ILO aiming at providing quarterly forestdor employment and serving as
the supplement to the annual forecast currentlgrteg in ILO’sGlobal Employment
Trendsreport. This presentation covered the resultshferUnited States.

This model is a typical vector autoregressive (VAR)del including growth of GDP,
growth of employment and real investment growth. rélandicators can be
introduced, including hiring expectations, uncertyiand labour market mismatch.
For the case of the United States, the quartertiexnpublished byManpower
Employment Outlooks used as indicator for hiring expectation. Hog tincertainty,
ILO has included both economic policy uncertaintglex and implied volatility
indicator. For the last item, an indicator compiledILO based on the levels of job
openings and layoffs for 16 sectors has been adopesults show that the hiring
expectations help improving noticeably the foregqastision for 12 out of 15 sectors.
By contrast, the introduction of two uncertaintydictors deteriorates the forecast
precision. The authors hypothesized that eitheredamty does not matter for
employment decision of employers or there is naedr relationship that is not
captured by the model specification.
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