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UN projects Gross World Product growth of only 1.5 per cent in 2002
Developing economies hit har dest by global slowdown

(NEW YORK, 10 January) — Recovery from the economic downturn that began early in 2001
and was aggravated by 11 September terrorist attacks is likely to take place dowly in the year
ahead, and adverse effects of the continuing slowdown are hitting economies hardest in East Asia
and Latin America, according to a UN report released today. The weakness in the world
economy has become widespread, with more than a dozen economies in recession and more than
three-quarters growing less than they did a year previoudy.

The UN’s World Economic Situation and Prospects 2002 projects growth of only 1.5 per
cent in Gross World Product (GWP) in 2002 (as compared to 1.3 per cent last year) and suggests
that this modest improvement is hostage to a number of economic uncertainties, notably the high
dependency of the global economy on the recovery of the United States. This involves risks
because of the country’s still-high equity prices, its low saving rate, its high level of private sector
debt and its external deficits. The difficultiesin Japan and the uncertainties surrounding the
Argentinean situation are additiond frailties.

The double-barrelled impact of GWP growth that lags behind world population growth in
2001 and 2002 poses particular difficulties for the developing countries, according to the United
Nations. Several of these countries experienced afdl in output in 2001 and, on a per capita basis,
there was a setback in East and West Asiaand Latin America and the Caribbean. These
reversals compound the challenge of reducing the number of people living in poverty.

Weak international economic environment
Developing countries and economies in transition face a frail international economic environment,
according to the United Nations. This includes lacklustre growth of international trade, weak
internationa prices for primary commodities and difficult access to and higher costs of externd
financing. The recovery of these countries is therefore to alarge extent dependent upon, and
must wait for, recovery in the developed economies to improve the internationa environment.

Stagnation in international trade was the key factor in transmitting the slowdown to the
developing countries and economiesin trangition. "A few countries, notably Argentina and
Turkey, suffered from a combination of, and interaction between, domestic and international
financid difficulties’ but "externa shocks through internationa financia channelsin 2001 were
smaller than in the 1997-1998 internationa financial crises' the report says. Nevertheless, net
private capital flows to devel oping countries and economies in trandtion, down in 2001, are
expected to decline further in 2002, according to the UN.

Foreign direct investment (FDI) flows to developing countries, which had remained a
relatively stable during the crisis years of 1997-1998, fell last year and are expected to drop
further in 2002, despite increases to such countries as China, Mexico and South Africa. The key



to restoring flows of FDI to developing countries remains economic growth since, the report
argues, "the basic factors determining these flows have not changed” and "the potential for FDI is
far from exhausted in many developing countries’. Astransnational corporations re-postion
themselves for the more price-driven environment created by the dow-down of the world
economy and as developing countries liberalize their regulatory frameworks further, there may be
aredistribution of FDI towards developing countries, particularly since reinvested earnings are
increasing.

The report aso shows that flows of FDI among devel oped countries, have declined
dramatically in 2001, mainly because of the halving of cross-border mergers and acquisitions.
These FDI flows are likely to pick up again when consumer confidence is restored, the report
argues, but are unlikely to fully recoup the ground lost.

Termsof recovery

World Economic Situation and Prospects 2002 notes hopeful signs on the economic horizon. By
the end of last year, monetary policy in many major developed countries had become more
accommodeative; fiscal stimuli were beginning to take effect; prices of energy had softened; and
there was a tentative rebound in equity markets. The impact of these developments is expected to
build momentum gradually in 2002, leading to a restoration of consumer and business confidence
and areviva of private sector activity.

The current challenge for policymakers worldwide is not only to continue taking
immediate steps to extricate the global economy from its current slowdown, the report indicates.
The volatility in the globa economy in recent years, the report maintains, has had an asymmetric
impact, with most devel oping countries "tending to benefit less than the leading developed
economies in the upturns, but suffering equally, or more o, in the downturns'. It is therefore
important to "sustain the longer-term agenda that seeks to ensure that developing countries can
participate more effectively in the globalized world economy”.

The report highlights the need for further progress in resolving the debt problems of
developing countries — through the HIPC Initiative for poor countries and through better
arrangements for private sector involvement in middle income countries. Commending the work
programme drawn up at the Doha Ministerial Meeting of the WTO in November 2001, it also cals
for strengthening the capacity of developing countries to participate in trade negotiations and to
implement the outcomes. The forthcoming International Conference on Financing for
Development, to be held in Monterrey, Mexico in March 2002, is presented as one opportunity
where progress can be made on these and related issues.

For more information, contact Tim Wall, telephone 1-212-963-5851, e-mail wallt@un.org;
or Nick Snyder, telephone 1-212-963-4392, e-mail snydern@un.org, both at the UN
Department of Public Information in New York; or Erica Meltzer, telephone 41-22-907-
5365, email erica.meltzer @unctad.org, at the United Nations Conference on Trade and
Development in Geneva.
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TABLE

Growth of world output and trade, 1999-2002
(Annua percentage change)

1999 2000 2001° 2002

World Output 29 40 13 1
of which:
Developed economies 27 35 09 Ya
of which:
United States 40 41 10 1
Japan 0.7 24 07 -1va
BU-15 24 34 16 1v
Economiesin transition 30 6.0 43 3
of which:
Central and Eastern Europe 14 39 28 3
Baltic States -1.7 54 51 4
Commonwealth of Independent
States 47 79 55 45
Developing economies 35 58 23 3
of which:
Latin Americaand the Caribbean 0.4 39 05 1Ya
Africa 29 34 33 3%
Western Asia 0.7 6.3 0.8 3%
Eastern and Southern Asia 6.3 72 35 5
of which:
East Asia® 59 73 0.9 3Va
South Asia 5.9 5.7 46 5%
World trade 52 114 0.8 3

Source: UN/DESA

a Partly estimated.
b Forecasts.
c Excluding China.



