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1. Introduction and opening of the meeting

The Fall 2014 Project LINK Meeting was held fromt@uer 22-24 2014 in New York,

hosted by the United Nations and the University@fonto. The agenda comprised the
following main themes: the global and regional exuit outlook; the outlook for

commodity markets; global issues; and global maugissues. This document summarizes
the presentations and discussions. The LINK Gl&gainomic Outlook prepared for this
meeting by the Global Economic Monitoring Unit oPBD-DESA, the LINK country

reports prepared by country participants, and rmbdte documents presented at the meeting
are available on the United Nations webditigp(//www.un.org/esa/policyand the Project
LINK Research Centre website at the Institute folidy Analysis at the University of

Toronto fttp://www.chass.utoronto.ca/link/

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

2. World economic outlook

Mr. Pingfan Hong, UN DESA, presented the prospects on the world economy(ds 2and
2016. According to Mr. Hong, the world economy @ng to see a moderate but uneven
recovery in the outlook period. After a mild 2.6 gent growth in 2014, world GDP growth is
expected to accelerate to 3.1 per cent and 3.dgperin 2015 and 2016, respectively. This
represented a downward revision from the outloointx a few months ago. To highlight the
uneven characteristics of the coming recovery,dieted out that while the developed
economies would see higher growth, growth for depielg economies may shift to lower gear.
And among developed economies, the performandeedfhited States would be noticeably
stronger than Japan and the Euro area.

Mr. Hong also pointed out that the labour marketamed a weak point of this recovery. The
unemployment rate remained at an elevated levehtory countries and long-term
unemployment and youth unemployment were persigtimgany countries. Commaodity prices
have been on a downward trend and were expectesn@in so for the outlook period. As a
conseqguence of these elements, inflation will renb&nign in most economies; only about 10 to
15 economies would observe significant inflatiom do country-specified factors.

Regarding the international dimension, Mr. Hongdjmed that world trade volume would also
register only a marginal improvement in 2015 an#i20n addition to the benign global
macroeconomic situation, he considered the laciknpfovement in the world trade system an
important factor for this sluggish progress. Wihtile external borrowing cost for developing
economies has remained low recently, he foresawnthderating of capital flows to developing
economies. One important reason would be the narat@in of the monetary policy in the
United States.

Mr. Hong also discussed some uncertainties foglbleal economic outlook, including risks
associated with the QE exit and normalization térest rates by the Fed; the remaining
fragility in the euro area; the vulnerability in erging economies to both external shocks and
domestic structural bottlenecks; any escalatiageiopolitical tensions; the risks of a failure
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in containing Ebola; secular stagnation for devetbpconomies; and lower growth in
emerging economies as the new normal. Consideneigmany countries were facing policy
challenges in terms of supporting robust growth,rtbrmalization of monetary policy,
supporting employment and promoting progress inAfi® Doha Round, he proposed to
improve the policy coordination among countriethia fields of mitigating negative policy
spillover effects, pushing forward financial regoly reforms, international cooperation in
tax matters, and the transition from MDGs to SDGs.

Mr. Juan Francisco Yepez Albornoz, IMF, presented the IMF’s assessment of the global
economic outlook and the major risks. He startasdoneésentation by laying out the main
themes of the analysis: First, there are still miggacies from the global financial crisis,
especially high levels of public and/or private ditfat affect the outlook. Second, new
clouds have recently emerged. Low potential grawtsome major economies is reflected in
low demand today. And third, there are significamtertainties to the global outlook,
including geopolitical conflicts and potential fimaal market instability.

Mr. Yepez Albornoz then described various setbaclkgobal growth in the first half of
2014. A comparison of the IMF projections from Amd October shows that growth has
been well below expectations in many major econepmietably the United States, Japan,
Latin America and the Caribbean, and Russia. Fiahnonditions in advanced economies
have, however, eased since April 2014, with kegrendt rates trending down, equity prices
moving up and government bond yields falling nogalit the same time, financial
conditions in most emerging economies have alsedeas

Mr. Yepez Albornoz then turned his attention towesak and uneven pace of global
recovery. He illustrated that investment growth wiié soft in advanced and emerging
economies. In the euro area, the legacy effecis the crisis are expected to continue to
weigh on aggregate demand and activity. In emergaumomies, the question is whether the
growth slowdown has bottomed out. For low-incomestigping countries, the challenge is to
maintain high growth above 6 per cent in the curgbobal environment.

Mr. Yepez Albornoz then presented the factors @inatexpected to support a mild recovery
in advanced and emerging economies during thedstgeriod. In advanced economies,
monetary policy has remained very accommodativanitial conditions have become more
supportive and only moderate fiscal consolidataxpected for 2014/15. Emerging and
developing economies are likely to benefit fronosgrer external demand and still favourable
financial conditions. In some countries, growthldoalso be supported by a gradual lifting of
structural impediments. The IMF thus projects atioaed recovery of global growth,
although the pace is weak and uneven as demomnbstmtedividual forecasts for major
economies.

Mr. Yepez Albornoz emphasized that the risks togledal outlook had increased, both in
the short and medium term. Immediate risks inclyelepolitical issues, financial market
uncertainties, a faster-than-expected increasesimtérest rates and a renewed crisis in the
euro area. Medium-term risk factors include stagnatr low potential growth in advanced
economies, lower potential growth in emerging ecoies and a hard landing in China.

Mr. Yepez Albornoz then discussed topical issuaswere analyzed in the IMF World

Economic Outlook October 2014. New IMF researchgrasided evidence of a significant
positive impact of public investment on economiovgih. Research has also shown that
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global flow imbalances have narrowed consideratly,global stock imbalances continue to
diverge. Mr. Yepez Albornoz also illustrated thateznal vulnerabilities had diminished for
many countries since 2006.

Mr. Yepez Albornoz concluded his presentation l®spnting policy recommendations for
different groups of countries. He emphasized thegirite conduct structural reforms to raise
productivity growth and potential output and to majkowth more sustainable. He also
repeated the suggestion to strengthen public imest

Discussion

In the question and answer session, Mr. Yepez Allofirst referred to recent research that
showed a negative impact of higher inequality conemic growth. He also emphasized that
the legacies of the global financial crisis weilt tstere and reiterated the IMF’s call for
additional public investment in several major equies. He noted that under the current
conditions, investment in infrastructure, educatia human capital may even result in a
reduction of the public debt to GDP ratio. Concegnbutput gaps in emerging economies,
such as China, he indicated that currently new émorks were developed.

Mr. M. Marc Stocker, World Bank, presented an outlook which was still in the precas
being worked out. He pointed out that while thecidt report will be released in January
2015, his presentation was based on the workingngssons formed in October. His general
view on the global economic outlook was very simitathe one from UN/DESA. The global
recovery would be weak and slow, the performandagif-income countries would be much
diversified, and developing countries would trainsito a new environment and face cyclical
and structural challenges.

Mr. Stocker presented a world GDP growth profildakhwas almost the same as the one
from UN/DESA. In 2014, world GDP would expand bg per cent and increase to 3.2 per
cent on average for 2015 and 2016. He summarizeddtvnside risks that included
excessive risk taking in financial markets; contidliow growth and inflation in the Euro
area, rising geopolitical tensions/health conceandisorderly slowdown in China; and
secular stagnations.

For the high-income countries, Mr. Stocker highteghthe diverging growth dynamics.
Noticeably the recovery in the United States maddgecause improvement in the labour
market. The sluggish recovery in the Euro areakbps unemployment rates at very high
levels and prompted the dangerously low inflatidnagion. The prospect of diverging
monetary policy paths between the Fed and ECB hasdthe exchange rate for the US
dollar to a very high level. He is also concernegarding the possibility of over-heating in
the equity markets in some high-income countries.

For developing countries, Mr. Stocker agreed tlodtility has resurfaced. He also foresaw a
slowdown of portfolio flows to developing countrjdrit also considered that global bond
spreads and yields would remain low for most coestiHe expected commodity prices to
soften due to surplus in supply and slower growtmajor developing economies. He
pointed out that this slowdown was mainly due tyelical cooling-off, although structural
factors are also at play in many cases.



Mr. Moazam Mahmood, ILO, provided an overview of the situation in labourrkes.
Although some improvement can be identified, theent macroeconomic situation presents
serious risks for economic growth and labour markeet particular, global imbalances have
not been sufficiently addressed, while employmewnels and wages remain low. In
developed economies, besides the United Stategrgotth is relatively close to zero and the
unemployment has not recovered as fast as GDPeHnera number of reasons for the
continuing employment gap. Household spending resnfawer due to deleveraging and
weak wages. The private sector is not investingmgifie current economic uncertainty.
Banks are reluctant to lend in view of non-perfargnassets and high public debt exerts
pressure on interest rates. And governments angdbrough fiscal consolidation, limiting
the ability to stimulate the economy.

As a result, the costs of macroeconomic adjustntierdugh austerity measures and efforts to
increase competitiveness, have led to employmguastuents, although employment has not
recovered from the impact of the crisis. The jop garresponds to 29 million jobs, half of
which is in developed economies. In addition tcdhhiggemployment rates in several
countries, long-term unemployment has become detttahg issue.

In the euro are, given weak domestic demand, the draver of growth is export
competitiveness. Lack of exchange rate flexibilitghe euro are, preventing external
devaluation, has led to cuts in wage bills througiye and employment cuts. Austerity
measures have induced public expenditure cuts;taféethe public sector wage bill.

Among policy options, unconventional monetary pekchave been only recently adopted by
the European Central Bank and the Bank of JapaweMer, such policies had bad
distributional effects, raising prices of financgsets, while lowering long-term interest rates
for savers. In addition, these policies keep meoblematic banks alive and have negative
spillover effects on emerging economies. But hightarest rates would hurt economies even
more, increasing bankruptcies. In light of thiseevf they are needed, loose monetary
policies may not be enough. As advocated by the, MiBlic investment is crucial. However,
finance ministers continue to focus on structuefdmms. But structural reforms aimed at
labour markets, typically by increasing competitiges through lower wages, has negative
effects on consumption and aggregate demand. liti@ddLO finds that wage cuts’ impact
on competitiveness is low. Instead, public investhie a free lunch at low interest rates.

Discussion

One intervention recalled that unemployment figureay be misleading because of the issue
of discouraged workers and lower labour force pgodition. Mr. Moazam commented during
the general discussion that the main issue rentlaéneeak aggregate demand. Even if the
external sector can become more competitive foreseconomies, internal demand will
remain depressed, affecting labour markets. Theisalwould be less fiscal restrictions,
instead of relying on the external sector. Foranse, the German economy, which has had
very competitive exports, is now facing economialgnges, as demand for their exports is
declining, which will put pressure on labour masket

Mr. David Turner, OECD, presented some OECD points of interest on thedrerbnomic
outlook. Major issues currently include the inceghsgolatility in financial markets, the fall in
oil prices and changes in exchange rates. In theeaea, there has been some improvement
regarding a banking union with a shared fiscal btagk but political events remain a major
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risk. This comes in addition to the weak economittamk, the high unemployment rate and
the risk of deflation. In light of this, there imvaed for more quantitative easing to keep
inflation expectations anchored as well as a radenstion of fiscal rules. In Japan, the
growth performance appears as not too problematicnore emphasis is needed on
structural and fiscal policies. In the non-OECDremies, trend growth is slowing, there is
much scope for structural reforms in the BRIICSrtaes and financial vulnerabilities have
built up especially in China.

Mr. Gregory Daco, Oxford Economics,made a presentation on the outlook for the United
States economy. One risk for the US economy isiipgeciation of the dollar. A relatively
modest appreciation will not destabilise the ecoponith an appreciation by 3.5 per cent
leading to a downward shift in growth in 2015 bg Percentage point and in inflation by 0.1
percentage point. However, an appreciation by 1@@et would have a more severe impact,
reducing growth in 2015 by 0.6 percentage pointiafidtion by 0.3 percentage point. In
addition, the Federal Reserve would likely postpgméghtening of monetary policy. A
further risk lies in any external shock from thelgdl economy, for example the euro area or
China. The US economy would be affected throughullitde of channels, including trade,
finance and confidence. Some of these negativetsffeould be offset by the low level of
interest rates and the fall in oil prices.

Mr. Carl Weinberg, High Frequency Economics,presented on the issue of whether the
situation in Japan and the Eurozone could be gedlés a depression, or as a series of
depressions. He noted that in an IS-LM framewarkhese economies it appears as though
the LM curve is perpetually flat and the IS cursdliifting to the left, as we see interest rates
and output remaining low. Previously we could ekpEome of these movements as part of
the business cycle, but he hypothesized, whaegdlare not cyclical. He noted that there has
been a divergence between industrial productiaghenJS and the Eurozone and Japan, with
the former rising since the crisis and the lattéy stagnating since 2011. When China is
added to these figures then it dwarfs all otheth @irapid and continuous rise in industrial
production. He pointed out as well that he belighese are divergent inflation scenarios for
the regions as well and that Japan will returndftadion sometime in the middle of 2015.
The reason for this is that Japan is in a Deprasand while inflation has risen under
Abenomics, this will only be temporary. Interedesawill also remain low in many
developed countries, and not just as a resultmfakebanks working to keep policy rates

low. His position is that Japan is dealing withtractural break in the economy, rather than
just a cyclical event and that the variations ef ¢thisis and the earthquake and the tsunami
are cycles around a more protracted downturn. Ee $ipelled out the difference between
recessions which operate around a cycle. The@ie £xcess borrowing in the upswing,
then as things decelerate spending comes dowrs fimd individuals focus on paying off
debt and stop borrowing and firms run down invaetrA Depression on the other hand is a
situation whereby there is some sort of structorabk and the economy becomes incapable
of growing or moving forward. The only way out oflapression is for the break to be
repaired by policy. Mr. Weinberg pointed to the &rBepression in the US as an example
with a 10-year break, characterized by three spedtfwnturns. The last of these downturns
was the deepest, caused, he said, by the Fedtymdlraising interest rates. The Fed thought
that interest rates were too low to be able to lugtuhflation before it appeared, even though
there wasn't really a credible threat of inflatiainthe time. There is modest overlap when
looking at industrial production patterns from th8& Great Depression versus the current
slump in the Eurozone.



Mr. Weinberg then pointed to issues in the bankind financial system as the causes for the
break during the Great Depression. The transmissigchanism of monetary policy into
monetary conditions was broken during that period the central bank had a limited ability
to influence those conditions. He said that thiglevant for today in Europe as he thinks the
banking system there is comparably broken and tedrtbat it has not been creating credit
for some time. EU banks have been retracting cfedite last 6 years. Credit to the non-
bank private sector has been contracting for 4sypaw and is down by 12% since the
depths of the crisis. Furthermore, faced with theay of assets and new capital adequacy
requirements, banks are unlikely to lend until talps adequate. Given that, there is a need
for accommodating increases of money and creditinstead we are seeing a contraction in
the EU. He speculated that the EU cannot grow withtolf our forecasts point to a pickup
for the Eurozone then one will have to explaimitie absence of credit creation, which in
the past has tracked GDP growth relatively cloddiy.Weinberg stated that as in the US in
the Great Depression the transmission channelgiktirozone have broken down so that
further monetary easing will not help even in theiaus clever forms that the ECB has tried.
On top of that, the ECB’s balance sheet has caetigcom 3 trillion euros to 2 trillion euros
since Mario Draghi said that he’d “do whateveakds” to save the system. This shows that
even while policy has been easy in theory, it ltdgsadly been tightening in practice. He
stated that implicit interest rates are much highan they appear and that this is putting
pressure on SMEs in particular.

In the US, in the most recent crisis, the bankswesolved by bridge capital, whereby the
Treasury bought shares in US banks and then impmm®titions on profit and capital
distribution. He hypothesized that the Europeabifta Mechanism (ESM) might help fix

the situation, but it was currently being held yppblitical issues in Germany and the
Netherlands. There had been some help to Spaniis bsome of those that were previously
in the most dire straits, but not nearly enoughalde expressed scepticism that banks that
passed the upcoming ECB asset quality review wbedgn lending again. He said that there
were three groups of banks in the EU, one grotye gbod banks - that had been lending
steadily, a second group - the bad banks - tha wtdl struggling to raise capital, and a third
- those in the middle - that could be expectedi$b parely pass the asset quality review. The
middle group would then have 60 days to fix thaipital structure, but he pointed out that
even if that occurs, they are still likely to béurtant to lend. He believes that it is imperative
to find a way to put a system in place that wilbal banks to lend and that absent that, the
banks will continue to retract credit and the ecopavill be unable to grow. He also stated
that fiscal stimulus would be ineffective until thanking system was fixed.

With regards to Japan, Mr. Weinberg noted thatatbeking age population has been
continuously falling since the Nikkei crashed ie thte 80s and that industrial production
growth has failed to improve consistently over shene period. He noted that population
growth was not likely to rise in the medium terherefore the marginal product of each
worker will continue to grow, but GDP will fall dee number of workers contracts. Under
his simulations, he failed to find a combinatiorfaftors in Abenomics that would lead to a
reduction in debt. In his calculations, the onlyys/#o stabilize debt, even at 300 per cent of
GDP, would require massive swings in public sedtdicits to GDP or a drastic increase in
sales taxes. The issue he raised was that as l&doarfalls, there are fewer working people
to pay off the debt. He did point out that he thautat Abenomics had created a burst of
demand, even above that expected by the potentiadtly rate. Monetarists would say that
this should create inflation, but with an open exuog — see, for example, Hume and the
price-specie flow mechanism whereby one cannoteiafation in England by adding more
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gold — like Japan’s this will not result in inflati. Rather the vent for excess demand will be
foreign imports. He thinks this will be Japan’s oimd) because they’ll soon have to borrow
at world interest rates and the financial systethasilapse. Already investment spending
has collapsed and he doesn’t expect it to come bpanytime soon.

Mr. Weinberg then moved to discuss China brieflytimg that it has been growing at just
under 10 per cent on average for the past 33 yemr$hat he thinks that this might be the
potential growth rate. He pointed out that this besn accomplished by means of moving
massive numbers of people from the farms to thescit which he said has been shown to
boost productivity by five times. They've been nmayibetween 10 and 20 million people a
year, and there are still 650 million people laftthe farms. Referring to previous research
by Kuznets he highlighted that the process of madation occurs over decades and that this
portends considerable further modernization. Examgihinese data we see three upward
cycles and three downward cycles and that thegamrently in a downward cycle, but he
thinks that the modernization process will continusing the US as an example he noted
that in the century of modernization there were foank failure periods and a civil war, but
that modernization continued.

Discussion

Comment - while Spain has done relatively wellxénf the banking system and made some
progress on the labour market there are still Bant issues that are leading to widespread
social unrest. Public investment may not be ablgéwide an important boost to growth as
there is already significant public infrastructtiat is going unused. The question is aside
from resurrection of the banking system are there production systems that one could put
in place to revive growth in the EU?

Comment - a correction with regards to the openatiaf the banking system — banks are
giving credit, but not to firms, rather they aradeng to governments. According to the
methodology for stress tests there are no riskgdoernment bonds. So therefore banks
borrow from the ECB and then buy government bonds.

Comment — a bit puzzled by the focus on indusgiatuction, particularly when discussing
these countries as it is a small share of GDP rer@asingly so. With regards to Japan the
guestion is, why do we look at GDP? The only reagercare is in relation to living
standards, so therefore we look at GDP per cdpitihis respect Japan is doing much better
than the EU. With regards to the issue of fiscdicgdhere is some agreement there. Also
Japan will be able to buy some time for adjustnbesed on internal borrowing. For the EU,
the question is how to change public policy in ortdefix the banks. There isn’t currently a
way to have a full banking union, so thereforelihent of refinancing a bad bank will fall on
the shoulders of the sovereigns, which just getsbark into the same situation you have
currently. And with regards to China, one of thermyimg things is the recent massive rise in
credit compared to incomes — in the past we hawa@h anything like this that didn't lead to
a crisis. If policy makers are propping up the exow to this degree, then there are bound to
be bad investments and therefore you risk a crash.

Comment — related to Keynes’ analogy of the magpetblem of the economy, the issue for
the Eurozone overall is aggregate demand. It iecbthat banks need to be recapitalized —
this happened in the aftermath of the Asian ctmis— but the real point is that firms aren’t



investing because people aren’t buying so therefoveneed to boost income, or at least cut
back on austerity.

Comment — with regards to China’s modernizationissae is with the time horizon and

with the comparative sample. The number of cousith@t have been able to modernize is
relatively small. The idea that China’s rural pagign will come down by another 25 per

cent is not an issue, the issue is with the cohtamage, such as geopolitical issues, as this
occurs. In the process of the US and the EU modemihere were two world wars.

Comment — the ECB might need to take a more ghakal as the banking sector is not the
only issue. Also want to remind you that four yesge we were in a sovereign debt crisis
and the memory of that is relatively fresh. Therefihe ECB refers mostly to that when they
are discussing doing “whatever it takes.” The pditdimension is incredibly important as
well. Also the business cycle is different in diffat countries. In Germany a popular view is
that any further efforts by the ECB will be tantambto gambling. Therefore we have to
take the context within which national institutidmsve to act and react into account. Also
one has to look at the budgets recently submitiede ECB — there is a tension between
those countries that are respecting the GrowthSaallility Pact and those who aren’t. In
addition, there have been some significant effigota structural reforms, but compared to
the US and the UK, conditions are far from ideal.

Response by Mr. Weinberg —I very much respect WadCB has done and Mr. Draghi has
been clear that they’re doing what they can withsgtitutional constraints, but the
community of economists are looking to central lmaelas new gods to fix the economy.
Structural reforms in governance, industrial, mangetfiscal policy, etc. won't work in time
and | don't think the ECB can fix the problem. Widgards to the magneto issue — people
don’t have money to spend — firms are not takisgs; banks not lending, households not
spending, all the various actors are hoarding eashso therefore we have a®2entury
liquidity problem. They're all scared so they'rdleotively all sitting on cash. The question
is how does one break the liquidity trap? You'#i@ahave to restore consumer confidence,
and confidence in the business sector. To see agdhat the banking sector fits into this
you can look at consumer loans. For example, l0dR/¥; they can't sell cars if customers
can't get loans. On the question of why we lookdtstrial production data, it's because it's
very clean. GDP is corrupted by trade flows. lba#iows better long term comparisons. If
you want to talk about industrial production indap- it's no higher now than in 1988. Per
capita income will fall due to the debt burden. Rewh will fall faster than supply as the
population goes down. When this debt burden leadscrisis it could be as bad (over a
longer period of time) as the tsunami. On the isgugow will bank recapitalizations happen
— if capital adequacy isn't restored then it wartover. We may have to accept the
possibility that there may not be a good outcome.

3. Global outlook for commodity markets

Mr. W. Meyers, University of Missouri, Columbia, presented an outlook for agricultural
commodities. The speaker noted that the pricegméwatural commodities have experienced
another run-up in 2010-2011 and have declined sterdly afterwards. This pattern was
observed for all agricultural commodities with #eception of meat, as high grain prices
have led to a reduction in the size of livestockijoli has declined to its minimum level in the
US. Dairy prices have also remained relatively Hayhsome period, but have recently



collapsed. Currently, the prices for corn futurfes December 2014) are low, although the
recent rains have pushed them somewhat up. The saiteen is observed in the behaviour
of prices of soybeans futures, while the priceschdtle futures have significantly increased.

On the supply side, output of grains (such as eograins and wheat) per acre has noticeably
increased in 2013-2014; in 2014-2015, howevergties in output are expected to be
marginal. Nevertheless, grain prices still remdiowe their historical averages. According to
the speaker, no significant changes are forecakeinear term for the prices of most grains;
the projections for the price of rise in Thailamld/ietham assume some increases.

In the short term, policies in the US (such asfénm bill) and in the EU will have little
impact on the markets. The conflict around Ukraimiile possibly leading to a reduction in
agricultural output, is also not expected to aftbetagricultural markets at a global scale.
There is no progress observed in the Doha roumggébtiation. Consequently, in the near
term, the cost of energy and weather will be thenrfectors influencing agricultural prices.

Mr. Robert K. Kaufmann, Boston University, made a presentation on the oil price forecast.
Comparing with last year’s price forecast, theBs#nt price is now much lower, but the
average price for the year should not be far froenexpected $94.71 per barrel. In 2015, he
believes that the Brent oil price will decline @0575 per barrel, which corresponds to the
Saudi Arabia breakeven price. In his perspectieentiain reason for forecasting lower oil
prices is the abundant supply, in particular fraan4®PEC countries, including the US.
Increases in natural gas production worldwide istla@r major factor contributing to lower
oil prices. He also expected a slow growth in comstion demand, as a result of relatively
moderate economic growth and increasing efficieftgythen made a comparison of
different forecasts of oil prices for 2014 and 2®35 number of institutions, revealing that
many have higher forecast prices than Mr. Kaufmarsélf. Out of 12 institutions, Mr.
Kaufman presented the lowest oil price forecasfiit5. In his perspective, the price for
next year will mainly depend on how OPEC membeikreact: will they cut production to
support prices or instead will they defend marketres? According to Mr. Kaufman, OPEC
members would prefer to defend their market shaaresying that many countries cannot
produce oil if prices decline further.

Discussion

During the general discussion, a question wasdabeut the margin of manoeuvring that
OPEC members have in the current context. Consigi¢hiat there are now new big oll
suppliers, including the US and Canada, can OPE@bwaes continue to influence major oil
market conditions and prices? Mr. Kaufman recatted even if that is true, OPEC producers
have much lower breakeven oil prices and can atitdt prices decline further, which is

not the case for many other producers. Anothertoprewas raised about forecast
discrepancies between institutions, as EIA and h&Re still 3 digit price forecast for next
year, but also in the long run they expect oil gsito increase significantly.

Mr. Robert K. Kaufmann, Boston University, initiated a further presentation by showing
the oil price fluctuations since the previous LMketing. The oil price followed both

upward and downward trends, with an average ofdp@i@rs per barrel. However, oil prices
decreased sharply since August 2014, even belovd88r per barrel. Then, Mr. Kaufmann
highlighted that his oil price forecast, made ia thnk Meeting last October 2013, was
actually a relatively accurate estimation, partichlyl taking into consideration some forecasts
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from other institutions. The forecast for 2015 lmat $90 dollar per barrel, which is the
lowest in comparison to forecasts made by manyratiséitutions in recent months. After an
overall review of oil price forecasts, Mr. Kaufmadiscussed what strategy the OPEC
countries might implement in the near term, gives ¢urrent circumstance in the global oil
market. Basically, there are two options: deferighaces or defend market share.

Mr. Kaufmann then explained the three main objestiof his empirical research: i) to
quantify price differences among crude oils; iipttimate private costs of oil disruptions and
iii) to examine the implications for policy to reckioil imports in the US. The econometric
approach is based in an error correction modelyevtite dependent variable is the oil price
fluctuations. The empirical results show that theme different variables affecting oil price
fluctuations, including some physical charactergstf crude oil, such as its sulfur content
and density, distance between buyers and seller©&EC membership. In addition, there is
a significant price penalty for unreliable supmiefinally, Mr. Kauffman discussed some
policy recommendations. In particular, he mentiotied in the United States the price
discounts increase the cost of policies promotiregreduction of imports from unreliable
suppliers.

The session continued with some comments, questiothgieneral discussion from the
audience. Mr. Pauly commented on the relevancd setipply and OPEC countries in the oil
market. Mr. Nkurunziza pointed out the relevanceitierent strategies that some countries
might implement to alter oil price trajectories. Bleo made a request to the organizers in
order to include in future Link Meetings at leasemession discussing mineral and metals
prices. Other participants also commented on tloe @lasticity of oil demand in emerging
economies, while others discussed the potentiadexpurences that the recent reduction in oil
price might have for green and renewable energies.

4, Regional outlook
Developed economies
United States of America

Mr. Hung-Yi Li, UN DESA, presented the economic outlook for the UnitedeSt&tr 2015-
16, based on the forecasts prepared by UN-DESAndHeated that the prospects for the US
economy were moderately favourable, with GDP gropvtijected to gradually strengthen
over the next two years.

Mr. Li first reviewed the current conditions in thk&S economy. He noted that several high-
frequency indicators, such as consumer sentimehtremufacturing and non-manufacturing
indexes, had trended up in the course of 2014 hblsing market has also seen a recovery
despite a recent slowdown. After the recessiongrpeople decided to rent rather than buy
homes, which led to a pickup in multi-family homanstruction. Rising housing prices have
been associated with rising real estate values;iwimas resulted in an improvement of
household balance sheets.

Mr. Li then turned his attention to the labour nedr&ituation. He illustrated the notable

increase in employment since 2010. Total employmegently passed its pre-crisis peak.
However, despite this improvement, the employmesgdpulation ratio has remained low.
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At 59 per cent, the ratio is about 4 percentagatpdower than at the outset of the global
financial crisis and still close to a three-deche Mr. Li then noted that nominal wage
income had risen by 4.5 per cent in the first b&l2014, but that wage inflation had
generally drifted down during the Great Recessimhthe subsequent recovery. The
Beveridge curve shows that in the wake of the<tisere has been a low responsiveness of
wages to employment. Quarterly figures for wageine versus the ratio of wage income to
GDP show an inverse relationship, whereas theyetta move more in tandem prior to the
crisis. Accordingly, the share of wage income iatancome has remained low since 2010.
Mr. Li pointed out that this had contributed to we&mnsumption growth, while also spurring
the debate about income inequality. On the extesidal, Mr. Li noted that the real trade
deficit had remained stable over the past foursieatower petroleum deficit helped offset
expanding deficits for other items. Overall thelgaleficit is expected to continue to be a
drag on growth.

Mr. Li then presented a summary of the UN-DESA @kl starting with the underlying
assumptions on monetary policy, fiscal policy, exule rates and commodity prices.
According to the baseline forecast, the US econaitiygrow by 2.8 per cent in 2015 and 3.4
per cent in 2016, up from 2.1 per cent in 2014adriby strong fixed investment and robust
consumption. The unemployment rate is projectatktdine further, averaging 5.5 per cent
in 2016. Consumer price inflation is expected toa@ exceptionally low at less than 2 per
cent.

Mr. Li concluded his presentation by highlightirigetmajor risks for the US economy. These
include a return of budget and debt ceiling issuésch could interact with a higher interest
rate. While financial markets have so far beenyfaitable, the question is whether this
benign situation will continue.

Japan

Mr. Kanemi Ban, Kochi University of Technology, presented the outlook for Japan. The
consumption tax rate — the VAT — increased frorma B per cent in April and is scheduled to
increase from 8 to 10 per cent in October 2015reduly the Government is questioning
whether to go through with the next tax increasevgenment debt is currently more than
twice as large as GDP so there will be a needise taxes at some point to cover rising
social welfare costs, particularly as the poputatiges. Private consumption jumped in
advance of the tax increase, but fell afterwardsramains low — it is down by 1.9 per cent
versus a 3 per cent increase in taxes. He notéthdiging starts show a similar pattern with
a significant increase leading up to the tax ineedfallowed by a significant drop and then a
more gradual decline. Pointing to overall GDP glovates he showed that they reflected
these dynamics with an uptick in the first quadke2014 followed by a significant fall in the
second quarter.

Mr. Ban then described how the pace of the exparsioche monetary base has declined
somewhat. Despite this increase, as the monetagy drawth rate was 37 per cent year-on-
year in September, the money stock only grew bgrpnt. The stock of government bonds
outstanding has continued to rise consistentlizpaljh a majority of these are held by
Japanese citizens. Furthermore, the Bank of Japte ilargest holder of JGBs, with 18 per
cent of the total. He noted that recently the ymidshort term JGBs has been negative due to
a shortage of these bonds for sale. He expectshidoJ will continue with this program as
per its target of reaching 2 per cent inflatione ™ikkei average was driven higher
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throughout 2013 as a result of the QQME prograrhréxently it had been a bit sluggish.
Since early 2014, it has risen by around 15 pet.cen

As a result of the QQME program, the Yen has degted, from around 90 yen to the dollar
in early 2013 to a low of 110 to the dollar. Cutheiit is trading at around 106 to the dollar.
He pointed out that even though the currency hpdedgated, exports had not increased
commensurately, and there had been some increaspants. Mr. Ban stated that exports to
East Asia and the US have been sluggish and thahdae manufacturers had shifted
production to factories in East Asia or the US.réhead not been a significant shift of
production back to Japan despite the depreciafiba.trade deficit was up significantly to 2
per cent of GDP. Despite this, the current accbafdnce has remained positive since
February, with the exception of June, driven bumplsis on the income balance.

Domestic inflation has risen due to imported inflatas a result of the depreciation of the
yen. He noted that after the April tax hike priggsped, but by more than the 3 per cent tax
increase. Mr. Ban speculated that this seems td fma halt in deflation. Turning to the
labour market, he stated that wages have risernyiheih deflated by the CPI, real wage
growth has been negative. As a result of this doavdvpressure on real wages, demand for
labour has increased and the unemployment ratdddisied, improving the overall
appearance of the labour market.

With regards to industrial production, there wapravement throughout 2013, but there has
been a significant decline in 2014. He pointedtbat business sentiment had improved since
the deprecation of the yen as income from abroddokan boosted, but that domestic non-
manufacturing activity had not seen its sentimegrove by nearly as much. For the
quarterly forecast, he projected that consumptiaa down by almost 11 per cent in the
second quarter, as GDP fell by 7.1 per cent, attdbnsumption was expected to rebound
slightly in the third quarter and GDP would mov#ipositive territory. For the annual
forecast he said that he expects GDP to grow bpé&.@ent in 2014, with some recovery
expected in 2015. The improvement next year is @eoebecause of a decline in labour
costs, which can be expected to stimulate the eagnBurthermore, the corporate tax rate is
expected to be cut in either 2015 or 2016, whidhlaad to an expansion in investment. He
noted that the speed of investment relative toratbantries is still too low, but that overall,
the speed of changes in the economy operated emysHe expects the growth rate in the
medium term to remain close to 1 per cent andpbsitive growth can be expected over the
longer term, despite the falling population.

Australia and New Zealand

Mr. Nick Marinopoulos, NIEIR, presented the economic outlook for Australia aeevN
Zealand. He started by providing some informatibawa Australia’s position in the world
economy. Among other things, he highlighted thatAlustralian economy was the world’s
twelfth largest economy in GDP ternt$e then noted that the economy was projected to
grow by 3.3 per cent in 2014, the strongest raiteesP007, up from 2.3 per cent in 2013.
While growth has been relatively strong over thstpiecade, it will decelerate in the outlook
period, with GDP forecast to expand by just aboype2cent in 2015 and 2016. Australia’s
unemployment rate saw a steady decline over mdsieafecade since 2000, but has been
rising since 2012 and is expected to reach 6.&@atrin 2015, with only a small decline
forecast for 2016.
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Mr. Marinopoulos then provided a more detailed labkhe forecasts for the Australian
economy. Since 2000, the value of the Australidiadbas almost doubled relative to the US
dollar. However, the Australian dollar is projecteddepreciate gradually against the dollar
during the outlook period owing to strength in th®& and some weakness in Australia. In the
medium run, the exchange rate is expected to s#teaate above its historical average.
Consumer price inflation is expected to slow frameatimated 2.7 per cent in 2014 to about
2 per cent in 2015 and 2016, although wage grosvéxpected to accelerate slightly. This is
expected to provide a modest boost in consumplinwestment in very large mining
resources projects will continue, but is expectepeak in 2015. A significant fall of 30 to 40
per cent is expected thereafter. This will likedpd to a reduction in total gross fixed capital
formation, which will weigh on GDP growth. By coast, growth in household and
government consumption is expected to remain sbhd.government has been running a
deficit since the crisis, but is moving back towsaedbalance, but this may slow due to
government deadlock. On the external side, thetcptiad been running a persistent trade
surplus for some time, with the exception of 20R8cently, this has reversed and Mr.
Marinopoulos said that they projected a move batk deficit over the forecast period.
Australia’s current account deficit is forecastis® notably in 2015 and 2016, while the
terms of trade are expected to decline slightly.

Mr. Marinopoulos also presented the major factéfiecting the forecasts. Ten-year bond
rates are expected to rise gradually in the outfmeriod, reaching 4.7 per cent in 2016.
Growth in China and India is expected to slow, wlalerage oil prices are projected to
remain above 100 dollar per barrel, which he noteg be too high.

After summarizing the outlook for Australia, Mr. Maopoulos briefly presented the
forecasts for New Zealand. Economic growth appeahsive peaked and is expected to slow
down in the forecast period. The unemploymentwaliurther decline to about 5 per cent,
before moving up slightly. He pointed out that fiieyear bond yields parallel those of
Australia, but appear to be somewhat high relatmvie state of the rest of the economy. The
terms of trade also have increased significanttiipagh they appear to have peaked
recently. Exports have been boosted considerabtitdlarge market for milk products,
particularly powdered milk.

Discussion

Q: It seems that the estimates for falling oil psienight be a bit too optimistic and given
yesterday’s presentations on the oil market, thisgcchave some serious impacts.

A: Mr. Li — These assumptions are not my persosalimptions, rather we come to it as a
team. These forecasts were done a few weeks agjoe sssumption was set out sometime in
September, before the fall in oil prices happefde issue is that you have to keep results
and assumptions consistent so therefore we have weary about short term changes. But
GEO is a preliminary exercise so we are likelyeaise it, but it is difficult to forecast given
market volatility. Also we do not have a particutaodel for oil, rather it is just based on
assumptions.

A: Mr. Marinopoulos — We do not see that much imgeam oil prices in our model, but the
price might still be too high in our current forsta
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Q: For the US, as real wages have decreased aimttirae distribution has become more
concentrated, and considering that a significarigooof the US economy is consumption-
based, how can you explain an economic reboungspeshble income is falling?

A: Mr. Li — With regards to the question about stme of income — wage income has 3 parts
— how many people are working, per hour wages tlaacumber of hours worked. On the
chart | only showed employment. Wage rates andshaorked are rising slightly so this will
provide some boost. Other forms of income, investynfer example, are also improving. To
get disposable income, we have to include all eé¢h but we still see some improvement
overall.

Q: With regards to the elections next month inlt& given the effects of the Government
shutdown last time and the chances for the Demotwdbse the Senate this time, we might
see something similar this time around. It mightriteresting to run a scenario to test what
might happen if there was to be another showdoven the debt ceiling or something
similar.

A: Mr. Li — | prefer not to put the possibility af shutdown in the baseline forecast, but we do
not need to work out a particular number to knoat thwould be very likely to have a
negative impact.

Q: It seems that the forecast for Japan might lié @ptimistic. You have 3.2 per cent year-
on-year for the third quarter of 2014, and the eosss is 3.7 per cent, but my recent
forecasts point to only 2 per cent, based on tdaia. The trade balance continued to worsen
and the trade deficit is up since the previous tguafhe expectation is still for positive
growth, but lower.

A: Mr Ban — | think that overall 0.5 to 1 per ceparter-over-quarter is a reasonable forecast
for the third quarter.

Q: Are there any indications that inflationary esgations in Japan are changing? If not then
it is likely that they will go back to the way theyere before.

A: Mr. Ban — We don’t have a measure for that, Iithink that they will be positive, but less
than 2 per cent. Inflation is mostly due to impanites rising as a result of the depreciation,
but overall it seems to be a change in people’simin

A: Mr. Li — We actually have some data for thahflation expectations rose after the start of
the QQME program, and fell after the tax increas they still remain positive. It is more
difficult to get a sense of what people think, buérall people appear to think that deflation
is over. It is difficult to get a fully accurategpire of these numbers, because even when
deflation was strongest, the surveys showed tloatnal 10 per cent of people still thought
that inflation was 5 per cent per year.

Q: Going back to a longer term outlook for Japhare is disagreement about whether to
label Japan as a medium term critical risk owingigh debt, population declines, etc.

A: Mr. Ban — The most important thing in that resjis total factor productivity (TFP). GDP
growth sees a positive contribution from TFP, begative from declining population. In the
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longer run, the increase in capital and the deergathe labour force might almost balance
out.

Q: There has been a debate about whether risiggiatiey has been a medium term growth
concern in the US. Is this considered for forecaswsill it affect growth rates?

A: Mr. Li — We have not dealt with this issue mublat | have seen some studies that show
that the marginal propensity to consume (MPC)fiedint across different income levels. If
income growth comes at different levels of incorne will see comparative effects on
consumption. If you think that income distributi@mnot optimal, the key question is how
you go about correcting it which can have moreessslserious effects.

A: Mr. Marinopoulos — Australia is fairly egalitam — we mostly see the impact on housing
prices and locations of housing. Commuting time&aee an impact given the prevalence of
single-family homes. This changes job opportunitied locations of employment.

Euro area

Mr. Pavlos Karadeloglou, European Central Bank presented the “Macroeconomic
outlook for the euro area”. He pointed out thatwgiohas been stagnating, held back by
investment and consumption, although exports haea Ipicking up. Capacity utilisation
remains low, which is also negative for investmémiddition, there are major uncertainties,
notably financial market uncertainty, although thés receded, and political and economic
uncertainties, which have been increasing. Labarkat conditions have seen some relative
improvements, although major problems remain. Ghaivivers have been monetary policy,
neutral fiscal policy and exchange rate trendst&ess to stronger growth include the need
for balance sheet repairs, political uncertairdied geopolitical tensions and a lack of
reforms in some countries. Inflation remains betbe policy target due to lower prices for
energy, food, non-energy industrial goods and sesviRegarding structural reforms, some
progress has been made, but more is needed, Efovado other countries. In this context,
the notion of competitiveness is defined in a bevanse than just wages and costs.

United Kingdom

Mr. Clive Altshuler, UN DESA, reported the outlook for the United Kingdom. Addiog to
him, United Kingdom economy has performed well relyewith the strong outcome from
private consumption and fixed investment. The oulgnel has already surpassed the pre-
crisis peak level by 2.7 per cent. However, he atsted some weakness in regards to
productivity, wages and the low inflation rate. fdeesaw a somewhat slower but still solid
growth performance in 2015 and 2016. He also reethtkat the new GDP statistics based
on ESA2010 showed that the recession in 2008-2@39svallower than according to old
statistics. Mr. Altshuler reported that the unengplent rate in the United Kingdom has
dropped by about 1 percentage point over the spaouoquarters; meanwhile, the annual
inflation rate also displays a similar pattern e€lihe. Compared with other European
countries, confidence has been higher in the Uidieddom for all categories of
measurements. On the policy front, he noticedttigfiscal deficit still remained significant
even after the strong consolidation pursued byGbeernment. The Bank of England (BOE),
the central bank, has run a more accommodativeyptiian the European Central Bank
(ECB) in the sense that its assets have remaiabteshstead of falling as in the case of the
ECB. For the outlook, Mr. Altshuler assumed that BOE would start to raise rates in the

16



later part of 2015. He also believed that growtbrirate consumption and investment could
generate a 3.1 per cent GDP growth rate in 2014 avioftened 2.5 per cent performance in
2015-2016. Inflation would remain below 2 per ciam 2014 to 2016.

Developing economies
East and South Asia

Mr. Muhammad Hussein Malik, UN ESCAP, presented the economic performance and
prospects for the countries of East Asia and SAsth. He started his presentation by
providing the key messages and findings at theoredilevel. Average GDP growth in
developing Asia (East Asia and South Asia) is fast¢o rise moderately from 5.8 per cent in
2014 to 6 per cent in 2015. The recovery is, howehadd back by several external factors,
including slow growth in developed economies, utaety in global financial markets and
trade-restrictive measures in some developed eceso@rowth in major economies in
developing Asia has also been impacted by sigmfidamestic challenges, such as
infrastructure shortages, inflationary pressuratstardget deficits. Mr. Malik emphasized
that the socio-economic challenges in the regiorewelated to the lack of productive and
decent jobs and rising inequality. Hence, prodectevernment spending will be critical to
support short-term growth, while also improving theg-term potential.

Mr. Malik then examined more closely the exteraltdrs that are hampering economic
activity in developing Asia. He noted that relativelow demand from the United States and
the euro area negatively impacted developing Asigforts, which have seen much weaker
growth than before the global financial crisis. Huverse effect has been exacerbated by the
adoption of trade-restrictive measures in devel@gsEhomies, which are estimated to have
reduced developing Asia’s export opportunities yrerthan 250 billion dollars from 2009 to
2013. At the same time, the end of quantitativéngais the United States and the expansion
of quantitative easing in Japan and the euro aea breated macroeconomic instability for
the region.

Mr. Malik then presented the growth and inflationefcasts for the two subregions and for
individual economies. He pointed out that averagevth in East Asia was projected to
decelerate slightly in 2015, mainly due to a furtflewdown in China. By contrast, growth
in South Asia is expected to strengthen, thanksrerovery of India’s economy. In East
Asia, average consumer price inflation is foretagsemain below 3 per cent. In South Asia,
inflation is expected to further decline, but veltill average about 9 per cent in 2015.

On the fiscal side, Mr. Malik noted that budgeticiés continue to be high in South Asia,
partly as a result of low tax-to-GDP ratios. Dey#hg Asia’s financial markets remain
vulnerable to a normalisation of monetary policytie United States as illustrated by the
“taper tantrum” in mid-2013.

Mr. Malik then turned his attention to the mainiseeconomic challenges for developing
Asia. He showed that average employment growtharrégion had been relatively weak in
recent years. Vulnerable employment and youth ut@mgent are still widespread.
Moreover, the Gini coefficient has risen notablycg the 1990s, indicating a trend of greater
inequality.
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He then outlined a set of policy options for Goweemts to support sustainable growth,
including countercyclical macroeconomic polici¢s temoval of long-term structural
impediments, as well as increased spending onlgwaigection, infrastructure and
environmental protection. In addition, investmenyouth is critical. Increasing productive
and decent employment will be key to reap the deapigc dividend. Therefore, active
labour market programs must be designed to efiggtiink education, training and skills
development systems with the requirements of engptoy

Mr. Malik concluded his presentation by showing sdaSCAP cost estimates of a proposed
policy package to promote inclusive and sustaindbielopment. According to these
estimates, the total costs of such programs irelgtted countries in developing Asia would
range from 5 to 8 per cent of GDP.

Discussion

A country representative from India provided adfitil information on India’s economic
outlook. According to current estimates, growtprisjected to accelerate from 4.7 per cent in
the fiscal year 2013/14 to 5.9 per cent in 20147t forecast has been slightly downgraded
due to a weak monsoon and the slow global recot#aypointed to some positive
developments, including lower inflation, an imprdvausiness climate, steady reform
progress and better governance.

A country representative from Hong Kong Special Aastrative Region of China noted that
the economy had decelerated in 2014. The mosttrgcewth forecast of 2.5 per cent might
have to be further cut due to the “Occupy Central/&ment”, which has negatively
impacted the retail industry, in particular thertson sector.

A country representative from China presented mdetails on China’s economic prospects.
The economy is projected to grow by 7.3 per cei20ib4 and 7.0 per cent in 2015. Medium-
term growth should be in the range of 6.5 to 7qast. The gradual slowdown can be largely
attributed to weaker growth in fixed asset investmelousehold consumption and net
exports are expected to increase at a stable Hacalso noted that employment growth had
been faster than expected, thanks to a dynamiaeesector. This could help dent income
inequality, which has risen notably over the pa&stadie. Another positive aspect for China’s
economy was the ongoing structural reform prograhich aims at making growth more
balanced and sustainable. This also includes aiglaeduction of the government impact on
the economy.

A country representative from Nepal emphasizedriportance of political developments
for the country’s economic performance. Agreementie power sector have provided a
boost for economic growth, which is estimated toeterate to 5.5 per cent in 2014. A mild
slowdown is expected for 2015, mainly owing to warakgricultural output. In 2016, growth
is forecast to pick up again to about 5.5 per demportant factors for Nepal are remittance
flows and implementation of structural reforms.

Q: Does China need growth of at least 9 per cargdoial stability?

A: Mr. Malik noted that employment growth was arpontant factor and that GDP growth
above 7 per cent should not pose significant proble
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Latin America

Ms. Sandra Manuelito, UN ECLAC, initiated the presentation by discussing the ewter
economic context for Latin America and the CarivbeZeveral aspects were highlighted,
including the relatively low import growth in dewgled countries, which is constraining
economic activity in the region. In addition, contfitg prices have experienced an overall
downward trend in recent years, affecting mainlpnomdity exporters in South America.
The recent reduction in oil price is also beginrio@ffect oil exporters, especially
Venezuela, Colombia and Mexico. By contrast, migramittances from the United States to
Mexico and Central American countries have incréasgnificantly in the last year. Then,
Ms. Manuelito examined the recent trends for theeru account deficit in the region.
Despite country-by-country variations, the ratidted current account deficit to GDP for the
whole region is expected to remain stable, at aBauper cent of GDP. The region also
maintains favourable access to external financakets, with high levels of bond issuances.

Then, Ms. Manuelito highlighted the main featuréthe domestic economic conditions. For
instance, private consumption has slowed downerrelgion, while investment continues to
fall. Basically, government consumption and expares sustaining economic growth, which
is significantly lower in comparison to recent yeaks a result of subdued economic growth,
job creation is limited, further affecting privatensumption. Overall, regional inflation
shows differentiated trends among sub-regions. 8eaind Central American economies
show relatively low and stable inflation, while SoAmerican economies have recently seen
a significant increase in inflation rates. Thismttdhas been driven mainly by Venezuela and
Argentina. Overall, the regional GDP growth ratetcwed to decelerate in 2014. In fact,
some large South American economies like Argentifemezuela and Brazil continue to face
challenging economic conditions and domestic vab#gities.

Finally, Ms. Manuelito discussed the narrowing B macroeconomic policies and the
forecasts for 2015. Monetary policy faces the ditearbetween supporting growth and deal
with inflation, amid potential spillovers effect®i the normalization of the monetary
conditions in the United States. Also, fiscal ppli@as limited space for action and faces
expenditure reassignment dilemmas. In particuiscaf policy needs to support short-term
aggregate demand, but at the same time maintdomigsterm sustainability. Concerning the
growth forecasts, Ms. Manuelito pointed out that tbgion should experience a recovery in
2015. On the external front, the continued recowémhe United States will benefit regional
exports (Mexico and Central American), the toursautor (Mexico and the Caribbean) and
migrant remittances (Mexico and Central America)adidition, the continuing liquidity in
global financial markets and the maintenance aitiredly high international prices for
commodities -albeit somewhat lower than in previgears- should promote economic
activity. On the domestic front, investment demanelxpected to recover, led by the
implementation of large public investment projesmisiounced by several countries for the
coming years. Finally, domestic currency depreoreiagainst the dollar may contribute to
increased external competiveness of regional expornpared to other emerging countries.
Among the main risks for the region, Ms. Manuefitentioned that a larger-than-expected
slowdown in China would be particularly damaging $muth American commaodity
exporters. The session ended with the participaifeseveral members of the Project Link,
who discussed and highlighted different macroecoo@spects of Latin American and
Caribbean countries.

Africa
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Mr. Adam Elhiraika, UN ECA, presented the outlook for Africa. He began byirstgthat
Africa has seen a lot of development changes dwerdcent past, and he reiterated, as in past
LINK meetings, that Africa is made up of 54 couedrivith a wide variety of conditions and
circumstances. There have been some troubles afiictoover the course of the past year,
but the majority of the countries continue to bkt and have performed well economically.
Despite this, growth varies considerably by countng by region. He also noted that the
growth figures presented do not include Libya, whga large economy, but has
experienced significant growth swings in the past years. As a whole, the economies of
the continent are expected to grow by about 4 getin 2014, rising to between 4.5 and 5
per cent in 2015. An important issue is that grofattiors have changed considerably —
economic expansion is no longer just driven by caity exports, but commaodity
production and exports do still contribute to am@% per cent of growth. Growth will be
increasingly driven by rising domestic demand, giv/consumption, investment and
government expenditures as well as diversifyingoetgpboth within Africa, and to

developing and developed countries.

Inflation is expected to remain subdued in thedast period, declining by 0.4 percentage
points to 7.2 per cent in 2015. Fiscal deficitsexpected to remain relatively small owing to
improved macroeconomic management, coming down @@% per cent of GDP in 2014 to
0.35 per cent of GDP in 2015. Current account d@sfigill continue to be small, with oil
exporting countries projected to continue postungkises and oil importers with continued
deficits. Capital inflows and FDI will help suppaarrent accounts and private capital flows
will build on past strength in 2015 based on anrowpd business climate in many countries
and good profit prospects. The bulk of FDI stilegdo the commodities sector, but this has
been gradually decreasing. Remittances have rgcantpassed ODA and new borrowings
and are the second most important source of infldlwe slowdown in oil and commodity
prices, slow recoveries in developed countriesitéigglobal monetary policies, the Ebola
outbreak, weather-related shocks, and politicaalmbty will remain threats to medium-term
growth prospects. However, overall growth prospestsain robust. Africa continues to do
relatively well compared to other developing coymigions, only surpassed by East and
South Asia.

Domestic expenditure associated with increasingrmes and urbanization and a rising
middle class are becoming bigger contributionsrtawth. For the continent as a whole, net
exports continue to be a drag on growth. The gquafiexports is one of the main factors that
lead to this outcome, particularly as a substaptation of exports is made up of primary
commodities. He pointed out that if value additiocreased and more manufactures were
exported then net exports would contribute podiite growth. He also pointed out that
manufactures make up a much larger share of exjpoirtgra-African exports. Private
consumption growth is expected to accelerate asurnar confidence rises and the middle
class expands. Overall, government consumptionrestiain high as a result of increased
spending on infrastructure, but will decrease imsaountries in Central, Southern and West
Africa owing to fiscal consolidation measures. Griged capital formation will increase as
a result of improvements in the business envirorimganticularly reductions in cost of doing
business. Oil exporting countries will see a desirgpoutput growth, whereas oil importers
and mineral rich countries will see slight improvats. From a regional perspective West
Africa will grow the fastest in 2015, followed cllg by East Africa. North Africa will
continue its slow recovery with some improvementgrowth in Egypt and Tunisia. He
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pointed out that Libya is seeing continued politicamoil, so it is difficult to predict what
will happen next month let alone next year.

An important issue to note is that a number of toes have rebased their GDP figures
recently, Ghana in 2010, and Nigeria, Kenya andtdarthis year, which has resulted in
significant upward revisions — Nigeria up by 70 pent, Ghana up by 60 per cent, Kenya up
by 25 per cent and Zambia up by 24 per cent. Wihirall GDP numbers are up, this has not
had an impact on growth rates. It has had sigmfigapacts on the data on the structures of
these economies and has been based on improveimeiats: collection with support from

the World Bank. As a result, African countries wéflect a larger share of global GDP and
this also implies that debt to GDP ratios will d=gse. This will not imply a change in these
countries’ capacity to borrow though and it alstd mot change their debt to export ratios. In
addition, Mr. Elhiraika noted that it would not ifg@n improvement in socioeconomic
conditions.

Inflation across all regions is expected to falirmgvto moderating commaodity prices,
tightening monetary policy, particularly in largeuntries such as South Africa, and fiscal
consolidation in a number of other countries. indka will also be coming down when
countries are grouped by country export structieiscal deficits will improve in most

regions, he said, with the exception of Centraicdfr Current accounts will be in deficit for
all export types, with the exception of oil expestebut the surplus for oil exporters has been
coming down. Capital inflows are rising, with FOp to $90 million in 2015 and remittances
expected to be $69 million in 2015.

There are a number of factors that are underpinstireng growth including improved
governance and macroeconomic management; continuestment in infrastructure, human
and physical capital deepening; improving produtstiand structural transformation/change
in some economies; rapid urbanisation and reduseiity; a rising middle class and
subsequently rising aggregate demand; diversifedktand investment partnerships and
increased regional integration; rapid improvemarthe information and communication
technologies (ICTs); reduction in armed conflieisd deepening regional integration. In
addition there are some other important factonsiesof which he noted were discussed in the
most recent Economic Report for Africa, particufastructural transformation. Rising intra-
African trade, particularly in manufacturing andurstrial trade, of which 45 per cent is
manufactured goods. There is also rising regioivarsgification in trade, which will be a key
factor as well in medium and long-term growth. Rartmore a rising youthful labour force
could help to contribute to further long run growitte pointed out that productivity has been
rising over the past 15 years, but that it is il least productive region in the world.

A number of risk factors for the region remain udihg a potential further slowdown in oil
and commodity prices, which would have mixed efeebeneficial for importers and
detrimental for exporters. This could be exaceubatefurther slowdowns in large Emerging
Market economies. The effects of the Ebola outbeealdifficult to quantify, but they do not
contribute that much to aggregate GDP — only athquér cent or about $6 billion, but they
could be much more serious if they spread. Ifieags further, then it could affect the whole
world, but the hope is that the world will stepefforts to fight EVD. There also still a
number of conflicts underway, but overall therefasger conflicts than in the past 10 years.
Finally, rain fed agriculture remains a significaisk to many countries. He said that there
were a number of steps that countries on the cemtineeded to take in order to maintain
robust growth rates as well as avoiding some ofidies. Africa needs to maintain and
continue to improve its business environment. lditaeh they will need to continue to
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improve infrastructure as well as investing morauman capital. There will need to be
innovative domestic resource mobilization to congaga for stagnating ODA. On top of this
there will need to be increased efforts to comltiaitifinancial flows. When these flows are
included Africa is a net lender to the rest of waeld, and if they could be controlled at the
same time that capital flight was reduced thesati®s could potentially cover their
financing gaps. Furthermore Africa will need to elecate regional integration and
implementation of Continental Free Trade Area (CI; hich is expected by 2017. He
noted that one used to read that African counstesildn’t trade with each other because
their economies were too similar, but now Ugandhaésmain trading partner of Kenya,
Nigeria and Cote D’lvoire are major trading parthtr West Africa and South Africa is a
major trading partner with Southern Africa.

Discussion

Comment — On South Africa: the prospects are sirtilanany other countries in that the
forecast has been adjusted downwards. Over thedstr@eriod there are hopes for a
moderate recovery. There are issues on the exteomtlthat are factoring into growth
through the current account — weak global demaxdaling commodity prices. These have
already factored into a sever collapse of the aiigecount deficit from 4.5 per cent down to
6.2 per cent of GDP. There are also serious domssties such as the longest and most
costly labour strikes in history which have amodri®a loss of 6 months of production.
These strikes have been focused in the mining isduibthere have been significant spill-
overs. It has also led to a reduction in investmfilence and consumption. Furthermore the
credit rating has been downgrades. Household copsommhas been weak, only growing by
1.5 per cent this year, partly as a result of gyoowth in disposable incomes, which are only
up by 1.3 per cent this year. This has been wotsbpenonetary tightening, with the repo
rate up by 75 basis points, which was justifiegpbyceptions of rising inflation risks. The
central bank’s outer inflation band is set at 6 gt and currently inflation is running at 6.4
per cent, although many policy makers agree thsatstprobably temporary. It is likely due
to weakness in the Rand driving up food and fuielgs;, but which appears to have recently
stabilized. Unemployment remains a serious issuiéo 25.5 per cent, but unofficial figures
including discouraged workers put it at 42 per c¥oiuth unemployment is between 52 and
60 per cent. These high and sticky levels of unegmpent and inequality could lead to more
social unrest. Recently the president signed aasiructure development act, with 1.5
trillion rand to be invested in infrastructure. Téare risks associated with this, not least of
all issues with ineffective government spending emdtuption. Unless those are dealt with,
the plan will have a limited impact. Furthermorerthis the issue of the high and
unsustainable public sector wage bill, but thei lsck of political will to tackle this issue.
The policy makers realized that there are problantsknow what needs to be done, but
implementation is weak. Policy coordination andtpal will is what is needed.

Comment — On Angola — after a relatively low growdte during the crisis, the country has
returned to high and solid growth. The country®aition rate has decreased to the single
digits, after a previous period of hyperinflatidihe exchange rate is stable. Economic
growth was 6.8 per cent last year, but this yeawtr has been reduced by falling oil prices.
On a positive note, the agricultural sector hasverzd strongly and its share of GDP is
increasing, showing some necessary diversificatfdhe economy which has been a main
strategy of the government. The fiscal account rdamto deficit this year, largely due to a
number of development projects, but the governragihholds considerable reserves. The
central bank has also been taking a more actieeimatoordinating economic policy with
government ministries. Many issues with corruptiemain, but these efforts by the central
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bank are boosting fiscal discipline. Public delstas currently a significant issue and appears
sustainable. The exchange rate appears to be imgroelative to the oil price. The financial
system also appears to be stable.

Comment — On Ghana: inflation has been acceleragicently and while it is currently at the
same rate as last year, the trend has been mopirlgis now at 16 per cent versus single
digits not long ago. Growth has not improved coesatily despite recent oil discoveries and
is only expected to be between 6 and 7 per cemtewtat lower than previous predictions of
8 to 9 per cent. Recent IMF projections do seerit pessimistic though. Recently the
exchange rate has depreciated considerably, pawilyg to a large trade deficit, although it
appears to have stabilized for now. Revenue tatgats proven difficult to achieve. Tax
rates are relatively high, but the base is notdgeimdened. Fiscal deficits continue to be high,
but are improving slightly. Even after the oil disery the supply of electricity remains
erratic. Issues with water instability are alseaffng many companies. On the political front
competition is good and democracy continues.

Q: On intra-African trade and regional integratianen one takes trade in services into
account, which is frequently not well measuredntbee would see that intra-African trade is
growing faster such as in the banking and telecsgosors. On another note, the growth
differences between oil and non-oil exporting coestused to be much higher, but now East
Africa is near the top, would you care to commentlwat?

A: - Mr. Elhiraika: we still see that oil exportegise growing slightly faster than non-oil, but
because oil exporters are spread between regtaesyits in East Africa having the second
fastest growth rate. The sources of growth arersiifyeng, but oil exporters are still large
economies and still growing relatively strongly. @e issue of intra-African trade being
stronger than is measured, in fact there are sstiraages that put it much higher given
porous borders and the prevalence of informal trediéch has been estimated at between 60
and 80 per cent of intra-African trade.

Western Asia

Mr. Yasu Yamamoto, UN ESCWA, presented the economic forecast for Western Asia,
which is expected to improve in 2015 comparatitel2014. Several factors are expected to
play in favor of many Western Asian economies. {ddscountries, the rapid recovery of
financial assets and real estate value will betpesior this group of countries and it will

also have spillover effects on the Jordanian arizhhese economies. The weakening of the
Euro is also expected to affect positively the imtigdbill, especially for countries that have
been investing in mega infrastructural projectsvétheless, current accounts are expected
to deteriorate in the majority of the countriesjegi a reduction in oil exports, both in volume
and value. Turkey is a major exception to thisdrexs the depreciation of the national
currency, coupled with limited expansionary polsies expected to keep the trade balance in
better shape, as well as the current accounttimfland interest rates are expected to
maintain the trend already observed in 2014, witloajor challenges on that front. Even
though, the outlook remains positive for the regitvere are many downside risks to take
into account. The first being armed conflicts ia tiegion, which have had impacts not only
in countries directly affected by conflicts, bus@iheighboring countries. Several conflicts
are yet far from being solved and they could esealdth serious repercussions on the
economic situation. Weaker oil prices than alreantycipated could affect oil exporting
countries, even though that may be still registat economic growth. An eminent concern is
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related to the expected tapering of the quantegagasing in the US, which could dry up
liquidity in several markets in the region.

Discussion

During the discussion, a country expert from Turkegfirmed the challenges faced by the
country given the current situation: on the onedhamonetary policy has been contracting in
order to prevent further currency depreciation,dwuthe other hand, GDP growth has slowed
down as a result of subdued private investmenicandumption. Next year, the economy is
expected to improve, but economic expansion wilifbéed given these challenges.

Economiesin transition

Mr. Jose Palacin, UN ECE presented the outlook for the economies in traomsifThe

speaker started from the overview of the regiotingahat many countries may be called
economies in transition and stressing the speai@laf the Russian Federation in the CIS and
Serbia in South-Eastern Europe. An economic slowdigvobserved in the CIS, as the
largest economies underperform. South-Eastern [Euso@lso experiencing a slowdown,
driven by country effects, and shocks derail tleovery. In the CIS, growth is divergent and
domestic demand is mostly subdued, with externadadel driving the economies.

Investment in the CIS has declined in several a@sin 2014, and in general, the CIS is a
low-investment region. Consumption, on the otherdhdared better. South-Eastern Europe,
meanwhile, is facing structural labour market peof.

Turning to the financial sector, the speaker ndtedl credit growth in the Russian Federation
slowed down, and the banking systems in some Qltdes are fragile, with a high share of
non-performing loans. In South-Eastern Europe, imangroblems are also widespread.
Inflation in the CIS accelerated in 2014, as exgearates came under pressure. In the
Russian Federation, food prices also drove inftatio South-Eastern Europe, by contrast,
inflation remained low. In response to higher itifia, monetary policy was tightened in the
CIS, while fiscal performance was mixed. Fiscalcgpim the CIS varies across countries,
depending on the public debt to GDP ratios. Thentiea of South-Eastern Europe are mostly
fiscally vulnerable.

The speaker then described the situation with atimecount balances in the two regions. For
some CIS countries, those balances improved in,28 #nports contracted.

Energy importers in the CIS have large current antdeficits and remittances from the
Russian Federation are very important for them séhemittances were sustained in the first
half of 2014, but moderately declined.

In the outlook, a limited recovery is expectedha CIS in 2015, depending on the
geopolitical situation, and downside risks domirthgeregion. Oil prices pose an additional
risk factor. For South-Eastern Europe, the nean-f@ospects depend on the situation in
Europe. A modest pick-up is expected in that regio2015. However, high unemployment
and the challenging business environment consti@mnestic demand.

Discussion
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A question was asked about the external debt acirBsland Ukraine and to which extent it is
a risk factor. The speaker answered that it dependke willingness of the donors to
contribute; in case of Ukraine, the attitude sagambiguous.

5. Global issues

Mr. David Turner, OECD , presented “The Effect of the Global Financials@ron the
OECD Potential Output”, based on research preparedllaboration with Mr. Patrice
Ollivaud. The main issue is to evaluate accuratetyimpact of the crisis on potential output
for OECD countries. Depending on the methodologdusesults will be different. For
instance, when autoregressive panel models aretosegblain GDP, the output gap can be
as high as 15 per cent for 10 years, while a cofauteial analysis of the GDP per capita
trend in comparison with the pre-crisis trend iadiis an output gap of 10 per cent after 7
years. The analysis of potential output would, heevebenefit from an analysis of its
different components. Potential GDP per capitallmasplit into two main components:
productivity trend and potential employment. Thedarctivity trend can then be analyzed as
a result of the total factor productivity (TFP) aheé relation of capital per worker. The
potential employment is the result of NAIRU, lalborce participation and demographic
changes. By decomposing and analyzing the differemponents, it is possible to evaluate
with more accuracy the output gap. Mr. Turner stibtiren different country examples to
illustrate his main points. In conclusion, it wasspible to observe a common pattern for
small European economies: those that were hartdby lthe financial crisis have also
registered a decline in capital per worker. In ¢dasion, it seems that countries that were
more affected by the financial crisis had highatiin and large current account deficits. In
addition, the economy as a whole presented high babnot specifically government debt,
in fact the private sector and households’ debeveggnificant in many cases. In some cases,
a higher ratio of capital per worker did not hdlthe other components did not improve as
well.

Discussion

One question related to the causes of potentipublbss required additional information
from Mr. Turner to understand the role of capiwtlze main explanatory factor. And the
main conclusion in terms of policy advice wouldtbencrease investment in capital and
education. However, we are reproducing the samtakas than in the 1930s, by not
stimulating the economy with more investment. Arotimtervention, relating this issue to
the problem of secular stagnation, emphasizedekd for more investment in innovation,
which is possible, but so far there isn’t the pedit will, in particular to invest in alternative
sources of energy.

Mr. P. Pauly, University of Toronto, made a presentation on “Global potential and
insufficient demand: secular stagnation?” The speakted that the global economy is on a
slow growth trajectory, with recovery proceedingrashronously in different regions.
Fragility in some regions, for example in the Eldi amthe BRICS countries, has led to a
non-robust expansion of the global economy. Thggséihness in industrial countries is not
being compensated by the emerging markets, whelalao experiencing a slowdown.
Because of the lack of endogenous cyclical cowaand the lack of a policy consensus, the
current situation has been labelled a “seculamstign”. The speaker then listed some
specific features of the current situation, whictiiide apparently slow long-term growth in
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North America, accompanied with the structural labmarket problems (caused by
hysteresis), and the slowly proceeding privatesset#leveraging and public sector fiscal
consolidation. Europe is facing the risk of a rstas, with misguided austerity measures and
negative fiscal multipliers. The BRICS countries an a slow growth path. Policy consensus
is absent and fiscal austerity is a subject oftmte

According to the speaker, a recovery from a finalngepression is different from an upturn
in a normal business cycle, as it is longer and@amHouseholds are deleveraging, while
businesses are not willing to take risks. Finamnsggktor needs to be recapitalised, while
public sector is financially constrained. The medkterm growth prospects for the global
economy raise concerns, as they are constrainstbtwproductivity growth, loss of output
capacity, little impetus provided by internatiotralde and other factors. There are problems
both on the supply and on the demand side. Thexrdaisk of innovation and TFP growth is
stagnating in the OECD area since mid-1970-s. $tfuature investment is hardly likely to
provide a significant boost to economies, sinég fitot clear how fast infrastructure projects
can be implemented and they are facing regulasiyictions and fiscal constraints. It is also
not obvious which of those projects will generatstainable employment effects. The
working age population is stagnating and thereskilhmismatch in the labour market. Most
of the emerging markets, on the other hand, aiadastructural challenges.

In the area of international finance, accordinthe speaker, the European banking system
should be stabilised, an international prudenti@rsight should be developed, the leverage
ratios should be reduced and shadow banking mustithessed. Currently trade is not as
strong an engine of economic activity as in the.pBse regional trade agreements are not
efficient, because they require deeper integrdéuvels; in any case, the impact of trade
regimes and inequality on the potential growth sgede researched further.

Concluding the presentation, the speaker notedrt@ter to avoid a “secular stagnation”, a
policy mix is needed. More specifically, productyvgrowth should be stimulated through
investment in education and higher labour forceigipation. Interest rates should be
maintained at low or negative levels. Internatigmalicy coordination and prudential
supervision should be improved. Private sector dacgy must be reduced.

Discussion

A comment was made, that any crisis destroys dapitduding human capital, and therefore
investment is needed to address productivity, adumtivity growth is a function of
investment. The speaker agreed, noting that edjyegiavate investment is needed, as public
investment opportunities are constrained. But nmportantly, private investment in
innovation areas is needed. How to accomplishishatsubject of the big debate. Some
economists claim that there is no demand for smedstment, while some claim that the
current situation is simply not stable enough t@st. There are certain analogies between
the 1930-s and the current situation, and apparantlessons have been learned.

Another comment was made, that currently theritis Unified political will for any action;
however, moving towards green energy can be a ktgnlihe speaker replied that as long as
cheap oil is available, there is not enough ineenfor green energy, which would be harder
for politicians to justify.
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Mr. D. Turner added at this point, that with regrgublic investment projects, the problem
is in the readiness of those projects, and thereliffierent views on their impact on
productivity.

6. Global modelling

Mr. Clark Abt, Brandeis University, made a presentation on “China’s race against tdima
change”. The speaker noted that spending on niitgatimate change does not require
forfeiting growth. Costs of climate change mitigatiare in fact roughly half the costs of
unmitigated carbon energy and greenhouse gasesh Wwhi2050 may lead to losses of 10 to
30 per cent of world output and to impoverishm@&his assessment is based on the estimates
made using integrated assessment models of clithatege under unmitigated “business as
usual” conditions and alternative mitigation scéaprovided by the economists from the

US, China and the EU.

China is the world’s greatest emitter of greenh@ases, but the country is also the leading
producer of clean renewable energy using hydrogteetind, solar, and other technologies.
In the long-term, China will become the largestdorcer of those energies.

There are several assumptions on energy. Eneaypésvasive economic resource for
industry and agriculture. By 2050, the total enetigynand will quadruple, as the global
population grows and per capita GDP increases. det such a demand, all energy sources
will be needed; both those emitting greenhousegyasd non-emitting ones. There is no
particular policy or technology that will be suitalior all countries. The choice depends on
funding and market viability of the energy prodoati The idea of a universal carbon tax is
suggested by many economists. Developing countr@sever, do not want to pay such a
tax aimed to reduce the competitiveness of a cabased energy. China, nevertheless, has
growing technological, economic and also conceptdical resources. China plans to
implement “cap-and-trade” plus many more measurés inext four five-year plans. The
biggest opportunity for decarbonisation lies inr&se urbanisation.

Discussion

Q.: How to enforce decarbonisation of the energypbt?
A.: By public leaders understanding the goal an#intathe other sources of energy more
competitive (by costs).

Mr. Eduardo Loria, National Autonomous University of Mexico, made a presentation on
“Trade and World Economic Growth, 1970-2015". Adtiog to the presenter, there are two
themes for this study. The first one was to reuiegvlong-term growth profiles for selected
individual economies and groups of economy. Thesg¢one was to investigate the
relationship between export growth and economievtitoFor the first one, the presenter
believed that currently all examined economic uarts growing at a speed much slower than
what they have experienced before. For the sedwde, the presenter believed that export
growth is not the fuel for economic growth.

For the first theme, the presenter used the HErRilith the end-of-sample correction to

expose the potential GDP level for the examinegesiud, which included Germany, Latin
America, Brazil, Chile, China, United States, Jgpdexico, the Russian Federation, the
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European Union, and the World. It turned out tloatdll subjects the growth rate for the
potential GDP for the recent period has been nalilgelower than in earlier periods.

For the second theme, the presenter focused aelttonship between global trade growth
and world GDP growth. After noticing that the grovitend for world trade has been always
higher than the trend of world GDP growth, the preger applied the Johansen Co-integrating
Procedure with Unrestricted VECM for quantitativeabysis. The result showed that a one
percentage point increase in the growth of woddércame with an increase in the world
GDP growth rate by 0.56 percentage point. The ptes@lso applied the Granger Causality
Test to show that it was more likely for world GDfwth to cause world trade growth than
the other way round.

Mr. Clive Altshuler and Mr. Hung-Yi Li, UN DESA, made a presentation on “Multi-
country modeling at the UN”. The presenters prodithe current status and future
development direction for the World Economic Fostitey Model (WEFM), which has been
under development by the Development Policy andysimaDivision of UN/DESA for many
years. WEFM contains 31 large models (includingéhior developing countries) and 121
small models all linked together in a global linkgfgamework (152 total); it also includes a
large set of macros for the operation of the wisgktem. WEFM has been used since 2010
and has been instrumental for the production ajlébal economic outlooks.

According to the presenters, the structure foldhge model has not been modified since
January 2012, while the structure for the small eidés been improved over that period.
The labour market data from the KLIM database efltiternational Labour Organization
(ILO) have been utilized to build the labour supphd labour demand equation.
Correspondingly, the aggregate supply equationexpanded to include the labour element.
The estimation method for the small models was alt®wed to panel estimation; country
models for a region are now estimated together ngepanel framework. For the oil-
producing countries, their models are estimatedrseply from other small models; all those
countries are processed within a single panel.

For the linkage between country models, the intéynal trade in goods and services is still
the key channel. But some linkages through intaedst, exchange rates and commodity
prices are also possible. Two new developmentsmaaduced for the linkage. First,
competitor prices are now determined endogeno@agond, all country models and linkage
modules can be integrated into a large single matiah consisted of more than 19,000
equations. The second development made it podsilsienulate the world economy over the
span of 15 years in less than ten seconds. Thermiegs also demonstrated this facility on the
spot.

Mr. Jean Louis Brillet, INSEE, made a presentation on "The Trans Pacific agreermen
good thing for Viet Nam?”, which was based on atjpiroject the presenter collaborated on
with the National Center for Socio-Economic Studies Forecasting of Viet Nam, an
agency in the Ministry of Planning and Investméfigt Nam. According to the presenter, the
purpose of this project was to provide the Goveminoé Viet Nam with a model which can
be used to forecast the growth of the Viethamesaay, to understand the consequences
of external events, and to assess the consequeihpekcy decisions. The model has the
following products: agriculture, forestry and fishi manufacturing (including energy),
construction, market services, and financial sesid&easons for this kind of decomposition
are structural differences and behaviour differendée theoretical foundation for this model
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is similar to the accepted standard for economidet® In the short-run, it has a strong
Keynesian flavour while in the long run, it is mareo-classical-oriented. The economic
agents presented in the model included firms, Honlds (also the producer for agricultural
sector), financial firms, the Government, and & of world.

The presenter encountered many problems duringstimation stage. Those problems
included limited availability of statistics datagmsificant fluctuations, changes in the
structure of production and changes in behaviolmsnihe economy was converging to a
market economy. Due to the data limitation, forésémation of each behaviour equation,
five products were stacked together and used #raisg unrelated regression method. This
model was also used for a simulation study on tssiple impacts on the economy if Viet
Nam joins the Trans-Pacific agreement. The conatusias that GDP and local demand may
increase, the government budget may decrease andrths of trade may decrease, which
improves the balance in current terms after some.ti
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