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· Final Report 

I.    AGREED CONCLUSIONS AND RECOMMENDATIONS

1.
INTRODUCTION


The High-level Advisory Group of Eminent Personalities and Intellectuals, convened pursuant to the decision of the South Summit (Havana, Cuba, 10-14 April 2000), to prepare a report on globalization and its impacts on developing countries, met in Geneva from 12 to 14 September 2001 under the Chairmanship of H.E. Ambassador Bagher Asadi, Chairman of the Group of 77 in New York.  Having addressed the multifaceted issues of globalization, the Group agreed on the following conclusions and recommendations:


The present processes of globalization have led to widening inequities between North and South as well as within countries, and the developing countries and the poor people within countries are becoming ever more marginalized.  Moreover the global economy has become more unstable, due to the volatility of financial flows and currency exchange rates and their effects on the real economy.  The current global economic crisis is a reflection of this instability the lack of global policy coordination.  People across the world are also feeling more and more insecure as they perceive an increasing inability to exercise control over their lives.


Whilst economic policies and relations are greatly influenced by technological developments, the Group believes that ‘globalization’ should not be seen as an inevitable force beyond the control of human beings or of countries.  Instead, the type of globalization process taking place is to a large extent the result of policy choices, and thus determined by human decisions, values and culture.  Thus, the globalization process itself can and should be given a proper direction.  It can be changed through the selection of different policies, and these policies should be based on the shared positive values of humanity, especially justice, equity and the well-being of all people.  Since many aspects of the present type of globalization have produced negative effects, especially on developing countries, then the globalization process can and should be re-shaped to make it more inclusive, more equitable and beneficial to people in the developing world.


The Group was of the view that the central concept of interdependence should be restored to the phenomenon of globalization.  Globalization without real interdependence is unmanageable and may result in confrontation, suffering and social chaos.  The Group therefore was moved by the need for revitalizing the spirit and central role of multilateral cooperation in all fields.  The Group stressed the need for an alternative and more inclusive economic paradigm to guide international economic relations as well as national development strategies.


Having recognized the need for interdependence and multilateralism, the Group agreed that developing countries have to actively prepare for and participate in meetings, gatherings and global negotiations that will shape globalization.  It is thus critical that developing countries carefully prepare for and take advantage of the forthcoming major global events, including the Ministerial Conference of WTO, International Conference on Financing for Development, and the World Summit on Sustainable Development, in order to promote the interests of the South and attain a more balanced agenda for globalization.  The Group also believed that these global conferences should be taken not as once-and-for-all events, but as important milestones for on-going processes of reforming aspects of the international order to make it more balanced and equitable.


The G.77 should build upon the momentum emanating from the Havana Summit by deepening the coherence between domestic and external policy approaches.  This coherence should be based on a realistic understanding of the process of globalization and appropriate responses to it, in order to make globalization more inclusive.  In this context the Group recognized that the concept and approach of "decent work" constitutes a positive direct response to globalization, as it puts quality employment at the centre of economic and social policies and is an important component of the development agenda.


The Group discussed various aspects of globalization, including trade, finance, environment and development, and governance issues and strengthening of the developing countries.  The conclusions are summarized below.

2.
TRADE AND DEVELOPMENT

2.1
General 


The Advisory Group recognized that trade has an important role to play in development.  It was also recognized that in the trade-development nexus, trade is a means whilst development is the objective.  Trade liberalization has led to mixed results in developing countries.  Some countries that paced their liberalization in line with the development of their industries were able to improve their competitiveness and to also expand the range and volume of their exports.  However, many developing counties, often under structural adjustment programmes, engaged in rapid liberalization before their domestic firms were sufficiently competitive, thus resulting in deindustrialisation or a closure of firms and loss of manufacturing jobs.  In the agriculture sector, the viability of small farms in some sectors in many developing countries continue to be affected by cheap imports (some of which are heavily subsidized).  Recent UNCTAD data show that whilst imports surged, exports did not increase at a corresponding rate, and the trade deficits of developing countries (excluding China) on average increased by 3 percentage points of GNP between the 1970s and the 1990s, and inappropriate trade liberalization was a contributory factor.  Whilst imports were liberalized, developing countries’ exports have been constrained by the fall in commodity prices, continued lack of access to developed countries’ markets in sectors such as agriculture and textiles, and by supply constraints.

Recommendation: 


It is proposed that the dominant trade policy model that stresses maximum liberalization be reviewed and modified.  Instead, a policy of appropriate liberalization should be adopted, in which the pace, scope and sectors for liberalization are matched with the preparedness of the country concerned, the existence of necessary conditions and of adequate export opportunities and earnings.  Appropriate lessons should be drawn from the trade experience (positive and negative) of developing countries so as to enable the evolution of more appropriate approaches to trade strategy and policy.  The trade policy conditionalities of the Bretton Woods institutions, and the rules and operational principles of he WTO, should be reassessed and reconsidered in light of this.

2.2
Issues relating to the World Trade Organization


Despite the establishment of the WTO, the benefits of global trade have continued to be unevenly distributed.  This is marked by the increased marginalization of developing countries, particularly the LDCs.  It was recognized that the present WTO structure and rules have not been designed to sufficiently take into account the capacities, needs and interests of developing country Members.  As a result, the developing counties face several types of problems in the WTO system: First, some important structural features of the system and many agreements are imbalanced against their interests.  Second, the anticipated benefits from the Uruguay Round to developing countries have not materialized (a significant reason being that developed countries’ markets are still restricted in textiles and agriculture and through tariff peaks, tariff escalation and anti-dumping measures).  Third, developing countries face problems when implementing their obligations under the rules, including on intellectual property, investment measures, subsidies and agriculture.  It was noted that many of the serious implementation problems arose from the then ‘new issues’ added to the trading system through the Uruguay Round.  Fourth, they are facing intense pressures to accept more obligations in ‘new issues’ such as investment, competition, government procurement and labour and environment standards, proposed by developed countries for negotiations toward new agreements.  Fifth, the decision-making process is often untransparent (especially in the process of preparing for and at Ministerial conferences), adding to the difficulties already faced by developing countries to participate, due to their inadequate capacity.

Recommendations


The Group’s recommendations concern two kinds of needs: the immediate requirements raised by the ongoing negotiations at the WTO, and the underlying needs related with the capacity to formulate trade policies and rules in accordance with the developing countries’ development requirements and objectives.

Recommendations on the immediate requirements:


In view of the forthcoming 4th Ministerial Meeting of the WTO, immediate attention needs to be given to ensure that developing countries’ interests and concerns are fully reflected in the WTO’s future work programme.  Thus the process of drafting and the substance of the Ministerial Declaration is of utmost importance.  The processes of formulating the Declaration and the preparation of the work programme must be inclusive and transparent, allowing for the full participation of developing countries and avoiding exclusive “green room” meetings.  While the specific interests of the G77 members are diverse, there is a shared concern on the need for the WTO work programme to address their development needs and to facilitate the effective participation of developing countries in the development and execution of this work programme.  Developing countries need to continue to bring forward concrete proposals on the full range of WTO issues of concern to them.  Adequate support should be provided (including by UN agencies and by institutions of the developing world) to the developing countries to develop and defend their positions and to participate in negotiations and other discussions.


On the substantive content of the WTO work programme, the first priority must be to address the development agenda of the developing countries.  In fact, this must be the main focus of the WTO’s work in the next several years.  This Development Agenda should deal with the problems facing developing countries, as described above.  First, there should be a review of the various WTO agreements in order to rectify the imbalances and deficiencies contained in them, and thus improve them.  Second (and related to the first), the problems of implementation faced by developing countries when fulfilling their obligations have to be addressed.  Third, focus should be put on the need for and mechanisms of developed countries to fulfil their commitments in reducing and removing trade restrictions in areas of interest to developing countries (including liberalization of textiles and agriculture, tariff peaks and escalation, anti dumping and other protectionist measures, etc).  Fourth, the special and differential treatment principle should be strengthened and operationalized (including in making it legally binding in various rules).  Fifth, there should be the mainstreaming of development and the development principle into the operational principles, policies and rules of the WTO.  Sixth, the special needs of LDCs have to be addressed.  Seventh, the system and culture of decision-making should be transformed to become transparent and participatory to enable full participation by developing countries; the restricted "Green Room processes" in which only some countries are invited should be discontinued, and all Members must be allowed to attend all the meetings of WTO and take part in decision-making.


The WTO’s work programme will also be occupied with the built-in agenda, including negotiations in agriculture and services, and the mandated reviews of TRIMS and TRIPS.


With the above agenda, the WTO will already have a heavy schedule of work.  The claim that the WTO requires negotiations in new areas to maintain the institution’s relevance is thus misleading.  Indeed, there is now rethinking among trade experts and the public interest groups as to the wisdom of having extended the mandate of the multilateral trading system to non-trade areas such as intellectual property rights, as this has threatened to distort the role of the trading system.  The proposed new issues of investment, competition and government procurement (as well as labour and environmental standards), if accepted into the WTO, would further extend the frontiers of the trading system to new and unchartered areas.  The Group is of the view that such an extension of the frontiers is not advisable for several reasons.  The proposed issues, if accepted for negotiations, could lead to new agreements that further restrict the national policy space of developing countries and constrain their development options, with adverse development consequences.  They would overload the WTO system, or even distort it, as most of the issues do not directly involve trade nor are they suitable subjects on which trade or WTO rules should apply.  If negotiations were to start on these new issues, the critically important development agenda of developing countries (or issues of vital importance to developing countries) would not be able to command the attention it deserves.


Therefore, the Group suggests that the proposed new issues should not be included on the agenda or the work programme of the WTO Ministerial Conference in Doha.

Recommendations on the nature of the multilateral trading system and the development imperatives


The basic design of the trading system should be reviewed and improved on.  The basic principle of reciprocity among Members should be reviewed, particularly as developing countries (with less capacity) would not be able to benefit equitably from the operation of this principle.  Instead, the WTO system and its rules should recognize that Members have different levels of capacity and are at different levels of development, and that in order for there to be equitable benefits in the outcome, the rules have to be designed in such a manner that there are correspondingly different levels of obligations.


The development principle (as reflected in the objectives of the Marrakech Agreement) should also be accorded the highest priority.  Therefore, the existing rules should be reviewed and appropriate changes made, so that measures and policies required for the development of developing countries could be permitted in the rules.


The appropriate scope and mandate of the WTO could also be examined, in light of the experience to date of the WTO.  For example, the appropriateness of the issues currently in WTO or are presently being proposed for entry into the WTO system should be objectively assessed and those issues that are inappropriate for rule making in the WTO should be dealt with in other fora.

2.3
Trade issues not covered by WTO


There are some issues that are not covered by the WTO but which are critical to the trade performance of developing countries.  The Group believes that these issues should be given the importance they deserve.

The problem of commodities


The decline in terms of trade for commodities, and for commodity-dependent developing countries, remains one of the most important trade problems for many developing countries, which have suffered serious income losses resulting from this terms-of-trade decline.  Since the early 1970s, developing countries have also suffered losses of market shares in world commodity export markets, caused by their loss of competitiveness in production and marketing and to protectionism and high subsidies in developed countries.

Proposals


The developing countries' commodity problem should be on the agenda of international processes such as the Financing for Development Conference.  Where feasible, the international community should encourage international schemes aimed at voluntary supply management to achieve a better balance between supply and demand in commodities, thus avoiding waste of investment, depletion of natural resources and excessive price volatility.  In their financing of projects that increase the production of a specific commodity, the international and regional financial institutions should take into account the effect of the production increases on the price level and export earnings of other developing countries exporting the same commodity.  Developed countries should eliminate or drastically reduce their tariff peaks, tariff escalation and trade-distorting subsidies in agriculture.  UNCTAD should act more effectively on the commodity issue and resources should be provided to enable this.  All developed countries should join the Common Fund for Commodities and provide it adequate resources to assist developing countries.

Fundamental issues of supply capacity


A major reason why many developing countries have been unable to adequately benefit from the trading system is their lack of supply capacity, due to the low levels of infrastructure, technology, enterprise management, labour skills, marketing and distribution systems.  For developing countries to benefit from the trading system, they should be assisted in removing these obstacles and in building their domestic production, technological and marketing capacities.  These issues should be taken up by relevant institutions, particularly in the UN system.

3.
FINANCE AND DEVELOPMENT


The creation and full utilisation of domestic financial resources is a key component of any successful development strategy.  However, in an increasingly interdependent global economy, the external financial environment may be as important to achieving this objective as domestic policies designed to raise domestic savings to support rapid capital accumulation and growth.


The Group recognizes that financing development through private financial markets has become a central feature of the contemporary globalization process.  This has occurred in an environment of steadily declining official development assistance (ODA).  Although there was an upsurge in private flows in the 1990s, this represented no more than a return to trend after the blighted years of the 1980s and those inflows have increasingly been concentrated in a small group of emerging markets. Moreover, an important part of private capital inflows, motivated by speculation, has proved highly unstable triggering boom-bust cycles in some countries.  Even the surge in FDI to developing countries has been heavily weighted towards acquisitions of service sector firms rather than greenfield investment in export sectors.  As a result of capital account liberalization, a growing proportion of net private capital inflows to developing countries is absorbed by activities that add little to productive capacity, including the accumulation of reserves as a safeguard against speculative attacks.


The Financing for Development Conference, to be held next year in Mexico, provides an unprecedented opportunity to find better ways of providing more stable and effective means to finance social and economic development.

· In approaching the Conference, the Group, while not ruling out specific proposals, recommends adopting broad guidelines and principles to ensure that the process reflects those systemic issues of concern to developing countries rather than designing a detailed blueprint of reform.  Given that any broad principles and specific proposals will have to be translated into action across a number of multilateral institutions, follow-up will be particularly important.

· In light of the unbalanced representation in existing multilateral financial institutions, the Group sees the desirability of a new forum to monitor the outcomes of the Conference and to further pursue, on a continuous basis, the concerns of developing countries on matters of international finance.


A guiding principle for developing countries at the conference must be that private financial markets cannot be relied upon to provide all their development finance needs.  Accordingly: 

· The Group repeats the urgent call to raise ODA to the target levels already agreed by the international community and to make that aid more effective by decoupling it from donor demands;

· Reiterates that while greater reliance on grants for poverty alleviation programmes in LDCs is desirable, this should not come at the expense of continued multilateral lending to middle income countries;

· Calls for additional financing to be made available to meet the needs arising from trade liberalization in developing countries;


It is generally recognized that the debt of many developing countries is not fully payable.  To date the resolution of such debt problems has been left entirely to the discretion of creditors.  As a result middle-income countries facing similar debt burdens have been excluded, and, even for those involved, excessive and intrusive conditionality has greatly slowed the process.  The Group, therefore: 

· Insists that this is against the principles established in most industrial countries which recognizes debtor's rights and extends protection to all of them;

· Recommends an independent assessment of the debt problem in developing countries with a view to its full and swift resolution.

· Insists that debt relief should not be at the expense of ODA.


Because financial instability is global and systemic the Group insists that reforming the international financial system cannot be left exclusively to major creditor countries.  The Group notes that the reform of the international architecture designed to bring greater stability to international financial markets should include:

· greater transparency of the international financial markets and institutions, including the activities and operations of currency traders and hedge funds;

· a more effective regulation and supervision of international capital flows, including the activities of international lenders and investors in the source countries.


The current approach to managing financial crises aims to keep open the capital account and meet the demands of the creditors.  The resulting policy advice has often heightened recessionary pressures in countries hit by crisis, and debt-restructuring programmes have all too often shifted the burden onto taxpayers by de facto government guarantees for private debt.  Therefore, the Group:

· urges a search for credible alternative strategies for involving the private sector in crisis management and resolution;

· notes that a combination of temporary standstills for countries experiencing financial crisis along with stricter limits on access to IMF resources for capital account financing could offer an alternative basis for crisis management, and suggests that such limits should only be exceeded when there is a risk of systemic crisis and the explicit involvement of creditors, recognizing that current IMF quotas have lagged far behind the growth of global output, trade and financial flows, and may not provide appropriate yardsticks to evaluate the desirable limits to normal access;

· reiterates that given the increased instability of the external trading and financial environment of developing countries, an effective reform of the Bretton Woods institutions should seek to improve, not eliminate, counter-cyclical and emergency financing for trade and other current transactions.


The Group recognises that in international finance, power and influence is heavily biased in favour of the industrial creditor countries.  In particular, the three major financial powers or G3 set their macroeconomic and monetary policies independently of their impact on capital flows to and debt burden of developing countries.  Instability and misalignment among the currencies of the G3 is a major source of disruption for developing countries in the management of their exchange rates. Accordingly, the Group:

· insists on making the exchange rate system integral to any discussion of financing development;

· calls for strengthening surveillance of the macroeconomic policies of industrial countries and suggests creating procedures and mechanisms for ensuring the coherence of those policies with stable flows of finance for development.

Noting the absence of effective global arrangements to achieve greater financial stability,

· the Group reaffirms the importance for developing countries to retain their policy autonomy with respect to the choice of exchange rate regime and capital account liberalization.

4.
ENVIRONMENT AND DEVELOPMENT


The Group recognized that the environment is an important issue both for the world as well as for developing countries, as the crises of resource depletion, pollution, climate change, water scarcity and so on have immense effects and implications for developing countries.  As worked out in the process towards and at UNCED 1992 and after, issues related to the environment have to be integrally related to development, within the context of sustainable development.  In that framework, the principle of ‘common but differentiated responsibilities’ as contained in the Rio Declaration should be upheld.


Negotiations and treaty-making in the area of environment and development are very much part of the processes of international relations and have profound implications for developing countries, which should thus seriously build their capacity in this area.  The forthcoming World Summit on Sustainable Development (WSSD) in 2002 is of vital importance in this regard.  Whilst recognizing the worsening global environmental trends, developing countries should uphold the framework of working towards solutions to environmental problems in conjunction with development objectives and needs, and in line with the principle of common but differentiated responsibilities.


The Group noted the importance of the on-going discussions on international environmental governance, and stressed that this discussion should be conducted within the overall context of sustainable development.  It was recognized that there should be a strengthening of the environmental activities of the UN system and of environmental governance, for example through better coordination among the multilateral environmental agreements.  In order for balance to be maintained between environment and development, there should be a corresponding strengthening of the UN system’s development activities and capacity, and the enhancement of the framework and capacity of the UN in managing sustainable development, including the Commission on Sustainable Development.


The Group recognized that there are interactions between economic and environmental factors and effects.  On the relation between trade and environment, there are concerns about both the possible adverse environmental effects of trade and the need to prevent environmental issues from being used as the basis for protectionism against developing countries’ products.  International trade, and trade liberalization, under some conditions, can contribute to unsustainable patterns of production and consumption; thus, there is the need to integrate environmental concerns in economic and trade policy making at national and international levels, to ensure that development is sustainable. However, in handling the trade-environment relation, developing countries and their export products should not be penalized.  The issue of ‘environmental standards’ (and related concepts such as processes and production methods, internalization of environmental costs and eco-dumping) are extremely complex and should not be the subject of negotiations in the WTO as they could be the basis for protectionism against developing countries’ products.  In discussions of environmental standards, the principle of common but differentiated responsibilities should apply.


In the WTO, developing countries should pay close attention to the relation between the multilateral environment agreements and the WTO agreements (for example, between the Convention on Biological Diversity and the TRIPS Agreement); the effects of the TRIPS agreement on the environment and on human development (including on the rights of farmers and local communities to their traditional knowledge and the use of their seeds and other resources); and the issue of domestically prohibited goods.


Developing countries should be supported to increase their capacity to participate in negotiations in the existing multilateral environment agreements, such as the Climate Change Convention and the Convention on Biological Diversity, as well as in the future processes involved in new agreements, so that they can protect and promote their interests.  They should also be supported for the effective and beneficial implementation of these agreements.

5.
GLOBAL GOVERNANCE


At this time of rapid change, the development prospects of developing countries, particularly in the fields of trade, money and finance, are being seriously affected by the unbridled pursuit of national, short-term interests of some important developed countries.  Deep concern was expressed that mechanisms and rules established in these circumstances, in a non-democratic manner, will prove unsustainable over time and will produce more harm than good to the efforts of establishing a system of governance that strengthens global peace and security and creates a development-enhancing legal and institutional framework. 


The development needs and interests of developing countries are only marginally reflected in global economic and multilateral rules and institutions.  A consequence of this in practice is that there are international mechanisms by which rules can be implemented for the weak countries but not for the strong and the agenda for new multilateral rules and standards is largely shaped by the interests of a few powerful industrialized countries.


A starting point for achieving good global governance is reform of existing institutions of global governance to make their decision-making systems equitable.  There should be reforms to the UN Security Council, to the Bretton Woods institutions (including fairer representation and voting rights for developing countries) and the World Trade Organization (in which all Members should have the full right to participate in decision-making).  This will facilitate more balanced and equitable policies and outcomes from these institutions.   Such reforms in the governance systems of the international institutions will be in the interests of developing countries and equally in the self-interest of industrialized countries.  It should be recognized that good governance is also about establishing fair rules, and in designing fairness in the rules there must be the recognition of the different circumstances and levels of capacity and development of different players.  As such, fair rules must be based on the acceptance that there should not be the same level of obligations for different countries, and that there should be special consideration in favor of the weak and less developed.


While, despite the one-country one-vote system, the United Nations system is characterized by a large democratic deficit (particularly in the Security Council), there was agreement that the United Nations should constitute the core of an emerging system of global governance that effectively addresses the root causes of problems, in addition to dealing with emergencies.  The UN Charter provides an adequate basis for this purpose, as do, to a lesser degree, its decision-making processes, which need to be improved.  Better functioning of the UN will require both greater financial independence on the part of the UN and strengthened and possible new democratic governance mechanisms and instruments.


The role of the UN secretariat, particularly of the Secretary-General, during this time of rapidly accelerating globalization, was also discussed.  His role as a moral conscience of the world has been significantly enhanced by the expansion of the concept of security and the revolution in communications.  This role must be exercised in a wise, committed and active manner, helping guide this momentous transition and helping safeguard the future of the weaker negotiating partners.


In this regard, this new, more active role of the secretariat could find its expression in a Report on the State of the World, based on the four-fold mandate of the United Nations: peace and security, development, human rights and humanitarian assistance.  This Report, to be published under the responsibility of the Secretary-General, should concentrate on the analysis of trends, policies and intergovernmental negotiations in their interrelationship, highlighting those that are unsustainable and proposing corrective action.  In doing so, the need to progressively establish an effective system of global governance in order to address the needs of all member states should be borne in mind.

6. STRENGTHENING THE DEVELOPING COUNTRIES 



To face the challenges of globalization, developing countries need to strengthen their own institutions - nationally, regionally and internationally.  At national level, countries could set up institutions such as think tanks and national committees to gather information, carry out analyses and put forward proposals on national policies for dealing with various aspects of globalization (including formulating national positions in international negotiations).



Regional organizations of the South should also set up or strengthen systems for gathering information and analyzing globalization issues and trends and make these available to member states.



At the international level, South-South cooperation on globalization issues could take the form of the sharing of information, experiences and policies among developing countries, including through greater cooperation between the regional organizations.



Developing countries and their regional and international organizations (especially the G77) should also establish better linkages with research organizations, think tanks, academics and NGOs of the developing countries, and facilitate their contributions to research, analyses and inputs for negotiations.



There was agreement that the G-77 needed to strengthen the substantive underpinning of its positions by reviewing its working methods and enhancing existing and, if necessary, establishing new institutional arrangements.



The Group acknowledged the contributions of the Third World Network to the cause of developing countries and urged that cooperation between the TWN and the Group of 77 be strengthened in various areas such as in providing information, research reports and inputs that the G77 can utilise for negotiations.


During the discussion two other cases were also mentioned: the South Center, which needs to enhance its functioning; and the Perez-Guerrero Fund for ECDC, whose resources need to be augmented.


The Group recommended that on a pilot basis the High-level Advisory Group of Eminent Personalities and Intellectuals on Globalization meet for two days prior to the convening of the IFCC meeting so as to make recommendations on the ongoing impact of globalization on developing countries as well as recommendations on the issues under consideration by the IFCC.  The Office of the Chairman of the Group of 77 in New York should, in consultation with member States, appoint members of the Advisory Group.


The Advisory Group recommended the setting up of a task force group of experts from member states of the Group of 77 to meet in New York for 3 days prior to the convening of the Ministerial Meeting to be held in May 2002 in Indonesia in preparation for the World Summit on Sustainable Development (WSSD) with a view to arriving at a common negotiating position on the outcome of the Summit.

II.   SUMMARY OF THE DEBATE

Summary of the presentation and debate on finance

Presentation by the Officer-in-Charge of the Division on Globalization and Development Strategies 


Mr. Akyüz presented an assessment of recent trends in capital flows to developing countries, making it clear that private capital flows were not a reliable source of development finance. They were insufficient in size, unstable, and heavily concentrated in a few emerging market economies. 


Short-term loans and portfolio equity had been particularly unstable. They had reached $100 billion by the mid-1990s (accounting for about 40 per cent of all private inflows into developing countries) but then fallen to a mere $15 billion after the financial crises in East Asia and Russia.

The strong growth of FDI flows to developing countries in the 1990s was largely a reflection of mergers and acquisitions of existing assets, especially in service sectors. Such flows had a potential to add to payments difficulties, and it was unlikely that the recent surge of such inflows can be maintained over the longer term. Official development assistance had declined since the beginning of the 1990s. The share of official financing in total capital inflows had fallen from over 50 per cent in the 1980s to 20 per cent in the 1990s. Moreover, a growing proportion of capital inflows was absorbed by activities which add little to productive capacity, such as outward transfers by residents, accumulation of foreign-exchange reserves as a safeguard against speculative attacks on the currency and reversal of capital flows. 


External indebtedness in emerging markets was again on the rise. In a number of the so-called Baker-15 countries that suffered from the debt crisis of the 1980s the debt-to-exports ratio had been higher in the late 1990s than in the mid 1980s.


The level and composition of net capital flows received by many developing countries were inadequate to meet their external financing requirements.  UNCTAD, the Economic Commission for Africa, the World Bank and the Zedillo Report of the Secretary-General of the United Nations concurred in their estimates on how much official finance low income countries would need in order to attain global development targets. For sub-Saharan Africa a doubling of current levels of official flows, to reach $20bn over the next 10 years was required. 


The modalities of providing official development assistance should be reviewed in order to reduce creditor discretion and the tying of aid. Donor performance needed to be better monitored. Pooling of development aid and using the proceeds from international taxes might be considered as alternatives to the present system. The international financial institutions should play the role of catalysts for raising private capital. There was also need for an integrated approach to net real resource transfers that would make allowance for interest payments and profits remittances, outflows by residents and, in particular, terms-of-trade changes. Additional external financing should compensate resource losses resulting from the secular decline in the terms of trade.      


Mr Akyüz observed that the modalities of debt relief under the HIPC Initiative were dictated by creditor interests; it had been slow and insufficient. The Initiative had been much too optimistic about the external environment of the developing countries and the outcomes of the policies promoted by the Bretton Woods institutions. The amount of resources made available by the creditors was inadequate while conditionality was excessive and intrusive. As the Bretton Woods institutions were in a conflict of interest with regard to the determination of the debt carrying capacity of their own debtors, there was need for an independent assessment of the sustainable level of indebtedness in developing countries, as proposed by UNCTAD. Until such an assessment was completed, a standstill of all debt service payments of the HIPC countries should be decided, without capitalization of the unpaid interest.


Regarding the reform of the international financial system, Mr. Akyüz suggested that the G-77 focus on those areas where there is convergence of views among developing countries, such as the need for a more balanced and symmetrical treatment of debtors and creditors; more stable exchange rates among G-3 currencies; more symmetrical surveillance; less intrusive conditionality; and above all, multilateral institutions and processes that are more democratic and participatory.  Effective reform of the international monetary and financial system would largely depend on the willingness of developing countries to organize their efforts around such common objectives.


Mr. Akyüz insisted that debtor rights, including the right for standstill and independent assessment of their debt situation, should be one of the most important principles around which to build developing-country consensus for the Financing for Development Conference.  So far, the resolution of external debt problems of developing countries had been left entirely to the discretion of creditors, something that contradicted the principles underlying insolvency legislation in most industrial countries, where debtors enjoy rights and protection.  Chapter 9 of the United States Bankruptcy Code, dealing with the resolution of debt and solvency problems of municipalities, contained certain principles that were directly relevant to the resolution of problems of international sovereign debt; namely, allowance for the production of public goods in limiting debt servicing and restricting asset liquidation.


The global and systemic nature of international financial instability was more and more recognized, but so far little or no action had been taken to introduce global institutions and mechanisms to regulate speculative flows, currency trading and hedge funds.  The application of internationally agreed codes and standards might be useful for debtor developing countries, but they were often overburdening the administrative and institutional capacity of these countries. 


Exchange-rate instability had been at the heart of financial crises in emerging-market economies. It was impossible for these countries to attain greater stability by their own macroeconomic policy when G-3 currencies are misaligned and subject to frequent gyrations.  However, the issue of the exchange-rate regime among G-3 was not even on the agenda of the debate over the reform of the international financial architecture. Effective mechanisms for macroeconomic policy coordination among G-3 to ensure global consistency, or an effective multilateral surveillance mechanisms, were also lacking.


The current approach to crisis management had many shortcomings that were leading to hikes in interest rates and recession in the debtor countries while creating moral hazard for creditors. Crisis lending had mainly been designed to bail out creditors rather than to support debtors. The effect of debt restructuring was to raise the burden on debtors by rolling over debt at penalty rates and to shift it onto taxpayers.  Ways and means were being sought to redress the balance of burden sharing between official and private creditors, as well as between debtors and creditors, by involving private creditors in crisis management and resolution. So far, however, the international community had been unable to reach agreement on how to bring this about. A credible strategy for involving the private sector in crisis management and resolution should combine mandatory temporary standstills with strict limits on access to Fund resources. 


Regarding the reform of the international financial institutions, Mr. Akyüz cautioned against making the IMF an international lender of last resort, because this could result in much larger financial packages than with existing crisis lending. Moreover, a radical shift in IMF lending to short-term capital account financing would deny access to multilateral financing to all those developing countries considered systemically unimportant. 


Given the increased instability of the external trading and financial environment of developing countries, an effective reform of the Bretton Woods institutions should seek to improve, not eliminate, counter-cyclical and emergency financing for trade and other current transactions. Experience continued to show that financial markets, due to their pro-cyclical behaviour, often fail to meet such needs. 


Political constraints and conflicts appeared to be the main reason why progress in setting up effective global arrangements for the prevention and management of financial crises has been so slow.  The process had been driven by the interests of the major creditor countries, which hold most of the power in the multilateral financial institutions and in those bodies that have been set up recently to reform the international financial architecture. The Financing for Development Conference provided an important opportunity for developing countries to put those issues on the reform agenda that were of crucial importance to them.  What should be aimed at was broad guidelines and principles rather than a blueprint and detailed proposals.  Since many issues had to be taken up subsequently in other for a it was also important for the G-77 to ensure an adequate follow-up to the FFD conference, and to reach a consensus among developing countries on how they want the reform process to move forward. 

Debate  


The need for G-77 to concentrate efforts in those areas where there is no conflict of interest among its members emerged clearly during the debate.  It was acknowledged that developing countries are very heterogenous, but while these led them to pursue often competing interests in trade, they had a lot in common in financial matters: they were practically all debtors and net receivers of capital.  They should, thus, aim at putting the exchange-rate issue on the table at the FFD Conference, as well as the involvement of the private sector in the prevention and resolution of financial crises. While there was no need for concrete proposals in theses areas, it was essential that these issues are raised.  This was considered all the more important as the World Bank and the IMF had linked their participation in the FFD process to the condition that "technical aspects" of both the HIPC Initiative and financial system reform were excluded from the agenda. Indeed, the Secretary-General's report did not reflect what was discussed in this regard during the preparatory meetings.  It was also important to keep in mind that certain issues or proposals often take time to be generally accepted.  There were many examples where important actors had long refused recognition and discussion of certain problems or proposals before these were finally accepted. 


It was made clear that in the case of solvency and debt problems countries cannot be treated in the same way as companies.  However, there were also procedures, for example in the United States Bankruptcy Code, that applied to municipalities. These could serve as a model for the treatment of sovereign debtors on the international level. Moreover, the issue was not to develop full-fledged international bankruptcy legislation but to adopt non-controversial principles for the management of financial and debt crises, such as debtor protection, standstills and debt reduction. 

There was agreement that the globalization of finance and the reform of the international financial architecture had to be seen in the broader context of global macroeconomic management.  It was not acceptable that issues in this area were exclusively dealt with among the G-7. A much broader based international institution was required to deal with macroeconomic policy issues of a global dimension.  Yet, it was suggested that for the purpose of the FFD Conference the issue of financial reform should be dealt with separately, as the macroeconomic dimension went beyond the scope of the Conference.   

It was also suggested that the issues that are coming up for discussion at the FFD Conference should be approached from an interdependence perspective, taking into account the cross-relationships between debt, external financing and trade. However, it was also cautioned in this regard that linking issues in these areas could also give rise to cross-conditionality.     


It was considered necessary to scrutinize the World Bank's practices in the operational field. Internal assessments had shown that 20 years of World Bank programmes had not brought any benefit to the poor. Moreover, some practices had recently raised the suspicion of corruption. IMF and Bank conditionality was another issue considered to be issue of crucial importance. In particular, conditionality in the area of trade policy was difficult to accept, and often in contradiction to current-account and growth objectives


The question of how to regulate and supervise international financial markets, and by whom this should be done, was considered subordinate to that of internal governance of the existing institutions. Until the problem of internal governance was solved, the best solution for developing countries was probably to preserve or obtain a maximum of autonomy regarding capital account and economic policy regimes.


Attention was drawn to the work of the G-24 in the area of finance. Closer cooperation between G-24 and G-77 was generally considered to bear a potential for strengthening the voice of developing countries on monetary and financial issues.  


It was suggested that the G-77 had to make sure that the ODA issue be included in the FFD discussions. New forms of development finance might be explored that would reduce the dependency of developing countries on unstable capital inflows. These could take the form of international taxes or institutionalized forms of revenue sharing. In any case, it was important to assure that debt relief was additional to any increase in official development assistance.   

Summary of the presentations and debate on governance

Presentations by Deepak Nayyar and Enrique ter Horst


Professor Nayyar said that the existing international institutional structure, established more than fifty years ago, had to be reformed in order to meet today's needs of global governance. He concentrated on questions relating to the reform of the United Nations, the Bretton Woods institutions and the WTO, and on some important elements of governance, including the structure of representation and decision making, rules and norms, and the role of the nation state.


He said that the UN-system had been shaped by the East-West divide, regarding the maintenance of peace, on the one hand, and by the North-South divide, regarding economic disparities and development, on the other. While the former had disappeared, the latter had become much more diffuse since the early 1990s. Hence, it was necessary to strengthen the legitimization and effectiveness of the UN-system. Even though the UN was deficient in terms of democracy – in spite of the one-country-one-vote principle –, it needed to be the core of any system of global governance. The degree of democracy in its functioning and its effectiveness needed to be reinforced with the overall objective of making it politically independent. More concretely, five steps had to be taken:

· The membership of the Security Council needed to be enlarged, with a much stronger representation of developing countries, and the Council’s veto powers had to be curtailed;

· The way in which the UN is financed should have much less of an influence on the way it functions;

· A high-quality volunteer peace force should be created;

· There should be a Global Peoples’ Assembly that could be designed in the same way as the European Parliament and that would exist in parallel to the General Assembly;

· It would be essential to have an Economic Security Council in order to govern globalization and to consult on global economic issues.


The operation of the Bretton Woods institutions was characterized by two fundamental flaws: the failure to manage the international financial system (reflected in the continuing sharp swings of exchange rates and the volatility of capital flows) and the failure to foster economic development throughout the world. These failures were partly attributable to the fact that the institutions had forgotten about the importance of public and collective action that had been one of their founding principles. Now, the institutions gave too much importance to openness and markets.


The role of the IMF had to be redefined. This required, on the one hand, a change in its internal governance, which concerned three main issues:

· representation: while the lenders were, in principle, the shareholders, the borrowers were the most important contributors to the Fund’s income;

· transparency: even though it had improved over the past few years, transparency was still very limited; in particular, there was no public scrutiny of the Fund’s actions;

· accountability: this was limited to finance ministries and central banks, while there was no accountability to governments or the peoples at large.


On the other hand, the Fund’s thinking had to change. Conditionality had gone beyond a reasonable threshold, and the push towards capital-account liberalization had often led to premature action with devastating consequences.


The World Bank' main task should be to respond to crises in economic development, and its second most important task to provide access to capital to those countries that could not borrow on the international capital markets or do so only at penalty conditions. Overall, the World Bank should be less of a money lender and more of an institution focusing on economic development. Representation, transparency and accountability needed to be reformed along the same lines as for the IMF. But the World Bank should also seek to become more of a partner by increasing the degree of local participation.


The step from the GATT to the WTO had been very decisive as it implied a shift from negotiating market access in goods at the border to applying binding multilateral rules on domestic policies related to trade. In determining the institutional role of the WTO, it needed to be emphasized that trade was an instrument and not an end in and by itself. Moreover, its rules and functioning needed to take account of the different levels of its member countries’ economic development. In reforming the WTO four priorities should be observed:

· the decision making process needed to become more democratic and efficient; even though there was the one-country-one-vote rule, decisions were frequently adopted by consensus which often entailed "arm-twisting", while other decisions were taken by developed countries and then presented to developing countries as a fait accompli;

· rules needed to become more symmetric as there was nothing that would guarantee free mobility of labor or unhindered access to technology;

· the organization tended to become overloaded by the inclusion on non-trade-related issues; there should be a "standstill" in the inclusion of new issues and even a rollback in the sense of taking out some issues that had wrongly been put under WTO-mandate;

· the concept of the single undertaking had to be abandoned; while rules on some core issues had to remain binding to all member states, more flexibility regarding joining or opting out with respect to other issues should be allowed.


Regarding issues of global governance, he said that governance was about rules and regulations that organize the public realm. Good governance meant communication and cooperation, where consensus was built and reviewed on a continuous basis. In this respect, the influence of developing countries was now much lower than it should be considering their share in world output, trade, etc.


The current rules of the game were asymmetric in construction and inequitable in outcome. Moreover, they reduced the policy-making power in developing countries. A major concern in reforming the rules should be a focus on outcomes rather than on procedures or rules. They should not be strictly symmetrical, allowing for differential treatment according to the level of development, and they should provide for both exit and voice.


The role of the nation state was indispensable for the formulation of international rules and the creation of international institutions. The nation state also had an important role in national economic development. This observation contrasted with  the widespread disillusion regarding the role of the state, and the question was whether the a social basis could be found reviving its role. Nation states were also crucial for development and democracy as it was only governments that could put controls on market forces and only governments were accountable to their people.


Mr. ter Horst concentrated on governance issues related to the United Nations system. Rebuilding the UN needed to start with reforming the role of the secretariat and the Secretary-General. The secretariat should no longer be the servant of member states but take an independent, active and even more militant role. It should also be a goodwill broker in conflict resolution. The extended role of the secretariat should be based on an extension of the concept of security that was at the heart of the UN Charter. The financial crisis of the UN and the ensuing strong concern over fund-raising had strongly reduced its effectiveness and limited its capacity to produce substantive output. Peace initiatives were increasingly taken by single countries or regional organizations; both the UN and the Bretton Woods institutions could handle  only a very limited number of clearly circumscribed crises. However, there was no alternative to rebuilding the UN into a central element of a system of global governance. In order to play a more influential role in global leadership, the function of the Secretary-General had to be strengthened. The Secretary-General should be asked to produce an annual "Report on the State of the World", which should clearly bring out the relationships between such issues as population, resources, environment, etc.


To limit the influence of individual members, no country’s contribution should exceed 10 per cent of the UN budget. The G-77 countries should take a clear stance in support of the UN, and should be ready to assume greater financial responsibilities.  For example, the richer developing countries’ should assume the arrears of the poorer ones, and significantly increase their funding of the South Centre and the Fund for ECDC.


Finally, human rights needed to be given much greater prominence, for example, by giving international human rights laws the same status as international trade laws.

Debate:


It was recognized that the G-77, along with the United Nations, had weakened over the past 20 years while the need for improving collective governance in the South was increasing.   


There was agreement that in order to have more influence on global governance,  developing countries had to strengthen intergovernmental institutions in the South.  They indeed needed multiple institutions for different purposes; an independent think-tank was considered to be of particular importance. It was suggested that the South Centre might be developed in that direction. Moreover, a proposal was made to establish a working group to make an assessment and formulate proposals with regard to institution building among developing countries.  But it was also observed that, even within existing structures, there was considerable scope for the developing world to strengthen its voice, including in the Bretton Woods institutions. In order to use it developing countries had to build networks and coalitions among each other, recognizing that all forms of international cooperation involved trade-off of between mutual and conflicting interests. Enhanced cooperation required political, institutional and intellectual support, and a revitalized G-77 and G-15 had an important role to play in this context.  Intellectually, the main problem was to remain at distance to economic orthodoxy.


There was also general agreement that a new form of global economic governance had to be aimed at.  While the idea of establishing an "economic security council" did not receive much support, the need for either reform of existing institutions, such as ECOSOC, or the creation of a new global institution for this purpose was recognized. 


There was broad agreement that the reform of the United Nations had to be carried further. So far the reform had been geared to financial concerns, but the developing countries should take the initiative in pushing the reform to increase the institution's effectiveness, especially that of the secretariat. It was suggested that the quality of the work of the United Nations secretariat was of great importance for the voice of developing countries in matters of global governance, and UNCTAD in particular was very important for the G-77 in developing coherent positions. But the developing countries had to be selective in giving new mandates, in particular in the area of technical assistance, in order to avoid overloading the secretariat.


It was considered that expanding the concept of security could provide a basis for the secretariat to assume a more pro-active role also in matters of economic development. 

 There was broad agreement that it should aim at making the secretariat more independent from those members that make the major financial contributions. New forms of financing should be sought, with the aim to reduce the discretionary element in contributions. It was recognized that the G-77 should be prepared to assume a higher share of the budget, which would also give it more influence on the reform process. But it was also observed that while strengthening the voice of the developing countries was not primarily a question of resources and the amounts involved were not very large, it was often difficult at present to mobilize contributions from developing countries for their own international institutions.


Moreover, the developing countries should make concrete proposals on how to revive the General Assembly and to make a more meaningful contribution to the agenda of the Second and the Third Committee.  More generally, in the context of the debate on global governance there was a need for the G-77 to deal with the international dimension of democracy. Good governance on all levels required not only equal representation, but also consultation and transparency. Today's global governance was not matching these requirements and the poor countries were at the risk of being de facto excluded from it. It was suggested that one of the reasons why globalization met with increasing popular resistance was that, at present, global institutions were not accountable to people, nor were their decision-making processes sufficiently transparent.

Address by Mr. Rubens Ricupero, Secretary-General of UNCTAD

My friends,


It is impossible not to feel the deep sense of grief and sadness that resonates around this room today.  This morning is the “morning after” the sad day when we were all confronted by the senseless destruction and death of so many innocent people.  It is impossible not to search for a meaning – for some way to understand what is happening to the world.  But it is not easy to find a meaning for a catastrophe of this magnitude.  Only two days ago, on behalf of Vladimir Petrovsky, I had the honour of introducing a lecture by the Lebanese writer, Rachid El Daïf, given as part of the UN Year of Dialogue Among Civilizations.  Mr. El Daïf spoke very movingly about his own experience in the martyrdom of the civil war in Lebanon.  His reflections revolved around the notion that human beings must find better ways of asserting their rights than by causing the death of innocent people.  The despicable, cowardly acts perpetrated against the United States of America and all of humanity brings to mind what the apostle Paul called the mystery of inequity, because there is no logical rationale for suicidal terrorist acts. Thus I cannot begin my comments today without extending, on behalf of the secretariat of the United Nations Conference on Trade and Development and on my own personal behalf, our solidarity, sympathy and condolences to the American people and Government. I firmly believe that we cannot continue our work as if nothing had happened.  In reality, neither the United States nor the world as a whole will be the same after the profound events of yesterday.  These events are not isolated; they may be the beginning of a new era, and of course it is difficult to predict how it will unfold.  It is neither wise nor appropriate to attempt any sort of predictions at this time.  Nevertheless, there is no denying that what transpired is a tragic reminder of how the international system, in both its political and economic dimensions, has witnessed an enormous rise in uncertainty and insecurity in recent years.


Yesterday was, of course, a shocking reminder of the degree of unpredictability, uncertainty and risk that we have reached; yesterday’s events served to show how much control we have been losing over developments. We have experienced something new in history, a turning point.  Recent episodes of “traditional” warfare among States, including the Gulf War and the war in Kosovo, were events in which the side with the most technologically advanced military capabilities was able to limit its casualties to almost negligible figures.  A terrorist attack such as took place yesterday is difficult to combat and guard against; even the most sophisticated technology offers little or no defence, as it might do in a war between nations.  Although the implications of this will have to be carefully considered, there is no doubt that we all have a duty, as the Secretary-General reminded us yesterday, to fight terrorism.  We have to be determined that this kind of situation must not prevail, and as he also said, we must keep our cool and reasoned judgement; we have to be able to control our emotions and to channel our reflections in the right direction.  The right direction is multilateral cooperation; this is one of the lessons we must learn.  

For this is not an isolated episode.  If we look at the economic milieu, there is no denying that we are in the midst of a synchronized crisis in the world’s three largest industrial economies.  This conjures up unpredictability, insecurity and a loss of control.  Governments and central banks have also attempted to prevent this kind of crisis but have thus far not succeeded.


Once again we find ourselves in the position of learning a few lessons.  First, we must realize that no country or group of countries will ever truly regain control over events of this nature, no matter how great the technological and economical means at their disposal.  Second, we must restore to the phenomenon of globalization the central concept of interdependence.  Globalization without real interdependence is unmanageable and may result in confrontation, suffering and destruction.  Moreover, interdependence requires multilateral cooperation: that is the only way of shaping globalization in a genuinely humane way, particularly as it is not driven by indomitable blind forces or technological pressures.  Rather, it is a product of human culture, of human society, and as such, it can and should be given a direction.  It is a work in progress, something far from completed, which will be shaped and moulded by human society over the next 15 to 20 years before assuming its final form.  This ideal will be attained not under the direction of a limited group of countries, but through the United Nations and the participation – the full participation – of all countries in a series of global negotiations that address all problems and challenges, including the challenge of employment and decent work, which Juan Somavia so eloquently described as standing “at the heart of human happiness”.  We really need to focus on that.


I will not repeat what my predecessors have said.  I listened attentively to you all, and I would say that practically all the relevant subjects were touched upon in the statements dealing with finance, trade, the central role of employment, and energy. As the crucial issues have already been covered, I will not repeat them.  Instead I will confine myself to formulating a sort of practical conclusion, given that we are assembled here to prepare a report intended to influence the direction that globalization will take.   How should we do that?  We have already resolved that we need interdependence, multilateralism and active participation in the global negotiations that will shape globalization.  We now find ourselves preparing for two major such events in the next six months: the Fourth Ministerial Conference of the WTO, and the International Conference on Financing for Development.  The first may possibly initiate new negotiations or continue the negotiations already under way.  The negotiations at Doha will be very much concerned with what has been said here about the incomplete nature of today’s liberalization – a kind of liberalization that does not cover agriculture, textile, tariff peaks, tariff escalations, etc.  The second event is even more important in terms of its implications; it has an all-encompassing agenda that reminds me of our efforts within the UN during the 1970s and early 1980s to establish a new economic international order.  I know there are differences, but at least in the inclusiveness of the agenda for Mexico, there is some similarity to those early efforts.  The foremost consideration here is to try to reach agreement in our report on the need to take advantage of these two events to advance a more balanced agenda for globalization.  


Of course, neither of those events will represent the culmination of our efforts.  On the contrary: Doha is the beginning or continuation of negotiations, and Mexico, far from being a closing event, should not only be seen as an open and transparent process but should in fact become one.  In my opinion, the most central and vital interest of the Group of 77 is exactly this. Mexico should not be a stand-alone or a once-and-for-all event, but an ongoing process based on a balanced agenda and a clear concept.  Even if some of the matters are extremely complex, such as those related to financial globalization, they must be faced, and faced step-by-step.


I also believe that in order to really take advantage of these opportunities, we have to go back to what you said, Mr. Chairman, when you commented that perhaps one of the reasons for the enduring status quo is that people feel there is a lack of alternatives.  Here, I think there is a role for the developing countries and for us in the United Nations system to play; we must strive to show that there are alternatives.  We must coordinate and attempt to create a new strategy for development that should first be inclusive, going far beyond previous consensuses, such as the Washington Consensus and others, and rectifying what they got wrong and what was not in the interests of development.  Secondly, additional needs should be incorporated in that renewed agenda, and incorporated with sufficient flexibility to take account of the diversity of levels of development of developing countries, some of which are already quite advanced and some of which are still among the least developed, totally dependent on commodities.  It is of paramount importance to build this alternative strategy for development, and I see no more central task for UNCTAD in the next few years than this.  


We would like to accomplish this in close cooperation with the ILO and the regional economic commissions.  As a matter of fact I have just returned from Santiago, where I had the opportunity to see the wonderful work being done by ECLAC in terms of contributing some very valuable ideas on the new development strategy.  We have to strike an alliance with UNDP, UNIDO, WIPO and other institutions that are particularly concerned with development in order to table an alternative from the South and gradually win the support of the industrial countries.


To conclude my intervention, allow me to quote from a great man of the South whose centenary we are celebrating this year, Dr. Raúl Prebisch.  He has contributed more than anyone else I can think of to a creative perspective from the developing world about development problems.  Among his many achievements, he was the founding father of UNCTAD. The organization later honoured him with an invitation to deliver a lecture that became the first in a series that was eventually named after him – the Prebisch Lectures. His presentation on “The Crisis of Capitalism and the Periphery” was delivered here in Geneva in July 1982.


This lecture was given just a few months before the Mexico crisis triggered a broader, deeper external debt crisis throughout Latin America and ushered in “the Lost Decade”, although the signs of the crisis were already present in the industrial countries.  Prebisch, who as a young man had been the director of Argentina’s Central Bank in 1931, during the Great Depression, at some point in his lecture says: “So I had to begin my working life as an economist in a major world slump and now, quite late in life, I am witnessing another crisis of capitalism”.  I quoted these words in Santiago, adding that if he were alive today, he would have to add another crisis to the long list of those he personally lived through.  I concluded by reading yet another passage from Prebisch’s lecture, which I think has much to teach us: “Those years of the great slump saw the beginning in Latin America of a movement of intellectual emancipation which consisted of taking a critical look at the theories of the centres, not in an attitude of intellectual arrogance – these theories have great merits -- but in the realization that they deserved critical study.  I must say that the United Nations played a big part in this critical inquiry, which led us to seek our own path towards development instead of copying others; to ponder the realities of the situation and to try to meet the economic, social and moral requirements of development -- the path of equity” -- and I stress here, “the path of equity”.  


Prebisch continued, “Despite huge obstacles we were making progress, but when those great years of prosperity arrived and we allowed ourselves to be blinded by the centres the search for our own path was broken off”.  These words are almost prophetic. He ended by saying: “Not only that, but in much of Latin America there was a resurgence of the neoclassical theories which had guided our development before the great world depression in the hegemonic interest of the centres and of the hegemonic groups in the periphery but without regard for the great mass of the population, which industrialization barely touched.  This was the model we tried to follow and gradually modified in the light of experience.”

We should seek inspiration in those words.  That is, we need another moment of intellectual emancipation, and with our own resources we must try to offer a response to this crisis.  

Thank you very much.
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