11 April 2001

PRESS CONFERENCE ON GLOBAL ECONOM C OUTLOCK

The marked sl owdown in the pace of the global econony started with the
sl owdown in the United States econony, Professor Lawrence Klein, Nobel |aureate
and head of an expert group called Project LINK, told correspondents at a
Headquarters press conference yesterday norning.

VWil e he would not characterize the United States' situation in stronger
terns, the United States econony, the primary nover of the gl obal econony in the
| ast decade, was definitely in a slowdown, Professor Klein continued. Based on
the forecasts of the Expert Group on the World Econom ¢ Qutl ook, world econonic
growh in 2001 was expected to slowto sone 2.4 per cent from4 per cent in 2000.

Prof essor Klein was joined by Jozef van Brabant, Chief of the Econonic
Assessnent CQutl ook Branch at the Departnment of Econonic and Social Affairs, and
Prof essor Peter Pauly of the University of Toronto. M. van Brabant explained
that Project LINK was a network of econonic researchers fromnore than
60 countries who net twice a year to forecast world econom c growth

The project was jointly nmanaged by the Department of Econonic and Soci al
Affairs and the University of Toronto, and was neeting in New York for a three-day
session this week to prepare its outlook for the world econony in 2001 and 2002

In an effort to stabilize the world econony, credit terns were being eased
around the world, Professor Klein continued. "One country after another is trying
to lower interest rates", he said. The United States had experienced three credit
easings in 2001 al one, and additional |owering of credit ternms was expected.

Wil e discussion of fiscal stinmuli was taking place in the United States Congress
and Adm nistration, it was a political issue and its outcome was at uncertain.

Wi |l e Europe, especially Western Europe, was also trying to neet the
sl owdown by lowering interest rates, its growmh profile was not yet as |ow as that
of the United States, Professor Klein continued. Asian econoni es had been
recovering well fromthe financial crisis of 1997 and 1998, but one Asian country
after another was now experiencing a degree of export difficulty that was
associated to sonme extent with the weakening United States econony.

In North America, Mexico's econony, which had been doing very well, was al so
experienci ng export problens, Professor Klein added. Canada had lowered its
econoni ¢ expectations for 2001 for simlar reasons and was following the United
States in ternms of nobnetary easing.

It was unfortunate that Japan's economy -- the second largest in ternms of
size of production -- had not been able to help ease the sl owdown, Professor Klein
added. Japan's long-standi ng recessionary problenms had led to a strong gl oba
dependence on the United States econony, Professor Klein added. Part of the
probl em was associated with high-energy costs. High oil prices were generally not
friendly to the United States econony.

The expert group, which was in the niddle of its deliberations, was
di scussing how far the United States slowdown woul d go, whether it would enter a
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period of recovery, and whether 2002 and 2003 woul d be better years for the world
econonmny.

Prof essor Peter Pauly of the University of Toronto said that the world
econony faced three challenges. The first was that the attenpt to engi neer a
"soft | anding" given that the brisk pace of the United States econony in |late
1990s had slowed. Wiile it was expected that the United States sl owdown woul d not
be long-lived, there were neverthel ess questions surrounding a possible
turnaround. Secondly, there were obvious signs of spillover to other countries,
particularly the countries of the North American Free Trade Associ ation (NAFTA)
and those of East Asia, reflecting the high degree of trade and production
i ntegrati on between these econoni es.

The third concern was that there was no sign at the noment of significant
strength el sewhere in the world econonmy to make up for the United States sl owdown,
he added. A resunption of econonic growth in Japan in the short or nediumterm
was not expected. European econonic performance -- while solid -- was not
sufficient to counteract the gl obal effect of the United States sl owdown.

Al inall, this was a challenging tine after many favourable years, he
said. The present slowdown called for decisive policy action to turn what m ght
ot herwi se be a prolonged growh reduction into a short-lived experience. Decisive
nonetary policy action both in the United States and in Europe was needed, as was
fundanment al structural change in Japan

The danger of a recession in the United States spreading to the rest of the
wor |l d econony was nentioned only at the end of Project LINK s report, M. van
Brabant expl ained. There was, however, the problem of a current account deficit

in the United States -- sone 4.5 per cent of gross donestic product (GDP) (about
$450 billion) -- which had been financed by capital inflows largely from Wstern
Europe and notivated by a very strong dollar. VWhile profit expectations had

declined, the dollar had held up well against the euro and had strengthened
agai nst the yen.

Any sharp reduction in the current account deficit in the short termwould
have to conme through reduced consunption, and, hence, reduced inport demand, in
the United States, he continued. This could lead to a recession

A correspondent asked whether the unprecedented expansion in the United
St ates econony could be foll owed by an unprecedented downturn, and what changes in
monetary policy were being suggested. Professor Klein explained that,
historically, in the United States econony, expansions were mnmuch | onger than
contractions, although that was not true of the Great Depression of the 1930s.
General |l y speaking, the trend was a long growh spurt, followed by a sharp
downturn, followed by revival. |In the current case, the sl owdown woul d probably
not last long. The recovery, however, m ght be gradual

He added that it was necessary to separate the stock market from what was
called the "real econony". The real econony was still undergoing great
technol ogi cal change, and this change woul d be part of the recovery in the United
States. He did not, however, expect the stock market prices for high technol ogy
conpanies to return to the excesses of the last five years.
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Regardi ng nmonetary policy, he meant a policy by the Central Bank -- in this
case, the United States’ Federal Reserve Bank -- to make credit easier, Professor
Klein continued. The experts expected that the Federal Reserve Bank's neeting in
May would result in another lowering of interest rates. It was al so possible that
there could be a lowering of those rates before the May neeting. And any
reduction fromthe May neeting m ght not be the last reduction. Congress was al so
debating a tax cut. While the size of that tax cut was not yet known, the result
woul d undoubt edly be sone fiscal easing

"The United States is not presently in recession by usual definitions of
that concept", he added. Wiile it night feel |like recession, the consensus
forecast was that the United States econony would go through an upturn.

M. van Brabant said that the European Central Bank had raised interest
rates in early Cctober |ast year and had not changed those rates subsequently. He
expected that Central Bank — perhaps, by Thursday of this week -- to lower its
policy interest rates and to put |less enphasis on inflation-fighting and nore on
out put support in Europe, particularly since the German econonmy was not expected
to do as well as previous econonic forecasts had predicted.

In response to a question on the United States econony, Professor Klein said
that inmediate action was needed to stinulate the United States econony.

Asked whet her the prognosis for devel oping countries and countries with
econonmies in transition was doubly awful, Professor Klein said that, while basic
comodity prices were not falling, they were also not nmoving upward very quickly.
Ol and gas prices were quite strong, which had been extrenely hel pful to Russia
and to oil-exporting nations. There was now | ess concern for the econom c
situation of Russia than there had been since the end of the cold war. Russia had
made significant gains as a result of high-energy prices. China, in his opinion
was doing also quite well. Wile India had been doing well, it would probably not
do as well as projected, because of recent earthquake damage and weat her
condi tions. Sub-Saharan Africa, with its |ong-standi ng problens of a poor

manuf act uri ng base and H V/ AIDS, was not doing well. Mexico, which had been doing
wel I, would now al nbost need the United States to recover for it to get back on
track.

Prof essor Pauly said that the spillover effects of the weakening United
St ates econony had so far been localized to South Asia and Mexico. In other parts
of the world, including Latin America, the effects had been relatively nodest.
International |ending rates had al so cone down quite significantly.

Asked if the experts’ forecast of 3 per cent growth in 2002 was predicated
on the United States Federal Reserve Bank lowering interest rates to 3 per cent,
Prof essor Klein said that, indeed the Federal Reserve nmust keep easing interest
rates. Whether interest rates should fall to 4 per cent or to 3 per cent was not
the right question to ask. A broader view was needed, not just a particular
numerical target. The outcone of any changes woul d depend on how interest rate
reductions were mxed with tax easing.

Responding to a question asking which countries were in the stickiest
situations economcally, Professor Pauly said that the effects on GDP for the
countries that relied nbst heavily on infornmation technol ogy exports to North
Anerica, including Thailand and Mal aysia, could be quite significant. Sone 46 per
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cent of Ml aysia's exports, for exanple, were based on information and
comuni cations technol ogy exports to Japan and the United States.

Asked if the United States Admi nistration should do anything other than take
nonetary and fiscal neasures to get its econony running at a faster pace again,
Prof essor Klein said that, in the last 10 years, there had been a very | ow
househol d saving rate in the United States. \While sone Asian countries had
aver age househol d savings rates of around 10 to 20 per cent of incone, Anericans
saved between zero and 4 per cent of their household inconme. The United States
Adm ni stration should stinulate personal saving. To some extent, the tax cut was
ai med at that.

Asked what had started the current economic crisis, Professor Pauly said
that it was caused by two things. The first was the rapid fall in asset prices
in the high-tech industry, and the begi nning of a weedi ng-out process of the
“dot conf industries. The second was the slight overreaction on the part of the
Federal Reserve Bank |ast year in raising interest rates a notch above what woul d
have been prudent with the benefit of hindsight. |In the short term the United
St at es econony had been growi ng way above potential for at |east two years. It
was not necessarily a bad sign to have a slowdown in growmh. The chall enge was
to snoothly return to strong gromh over a short period of tine.

Respondi ng to a question on whether the International Mnetary Fund (1 M)
was obsolete, M. van Brabant said that countries with ready access to private
financial narkets did not need public sector finance. However, many countries had
no access to private financial markets -- or could only access them at exorbitant
rates. For those countries, it was useful to have sonething like the I M-, which
could provide funding relatively quickly. Wile the | M had nade ni stakes, in the
case of Mexico, for exanple, it had managed to nobilize resources on a scale that
the private sector would not have been willing to. There was also a role for the
IMF in giving policy advice. However, one could not expect an official
institution to be infallible.

G ven the nunber of econom c outl ooks avail abl e today, how was Project
LINK's report different? a correspondent asked. M. van Brabant said that unlike
the reports of the | M or the Organisation for Econom ¢ Cooperation and
Devel opment (OECD) -- which were nmade in-house using one specific nodel -- Project
LINK was a conbination of 79 national and regional nodels that were run
i ndependently by national and regional centres. The coordination of those nodels
was done by Project LINK at the United Nations. Project LINK was a uni que
undert aki ng.

On a question of Japan's econony, Professor Pauly said that Japan's problem
was not cyclical, but a fundanental structural problemthat had been visible for
some 10 years. The Bank of Japan followed a zero interest-rate policy. A nunber
of structural refornms to elinmnate bad debts present in the financial sector -- in
particular, in housing and real estate -- were needed to elimnate protection of
unproductive industries in Japan. While Japan's econony was characterized by a
hi gh degree of productivity in a |arge nunber of tradable industries, that was
coupled with I ow productivity in agricultural, in the public sector, and in the
retail trade. Japan would have trouble nobilizing its resources as |long as these
rigidities renmnined in place.
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Professor Klein said that a feature of the United States expansion was a
flexible labour market. \Wen people were downsi zed by technol ogi cal progress,
they could find jobs sonmewhere else. That had not been the experience in Japan
He felt that Japan’s conmitnent to lifetinme enploynent should be reconsidered.
Anot her issue was inmgration. Japan was a very honmpogenous population. In the
United States, imm gration had done much to relieve | abour market bottl enecks.
Wil e sone very good things had cone from Japan, nanely, efficient cars, it was
havi ng trouble noving on to the next thing.

In response to a question on the role of the United States Federal Reserve,
Prof essor Klein said that the Federal Reserve had engi neered a slowdown. [t did
not want the United States econony to continue to grow at 4 or 5 per cent. It
| ooks as though it "put on the brakes" for too long and too hard. The Federa
Reserve consisted of a m xture of people with different opinions. They had
i npl emented a conprom se solution, and it | ooked now as if they overdid it.
However, sone action by the Federal Reserve had been necessary -- 5 per cent
growt h could not be sustained.

Asked about gl obalization and the econonm ¢ sl owdown, Professor Klein
expl ai ned that when the United States stock market plumeted in recent nonths,
this had been felt around the world. That was a manifestati on of gl obalization

M. van Brabant said that European econom es, in particular Germany, were
indirectly affected by the United States sl owdown to a greater extent than was
i medi ately obvious. dobalization did -- indeed -- nmatter.

Asked whether oil revenues would be likely to increase worl dw de, Professor
Klein said that, while oil prices would fluctuate, revenues woul d probably rise.
It depended on how prices were adjusted for inflation. O was a scarce resource
and the world needed it to run the global econonmic engine. So it was a good
commodity for the countries that had it.
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