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along with those in developed economies. Bucking the trend, however, China’s outward 
investment continued to surge, reaching an estimate of $150 billion in 2009. But exports 
of capital from oil-exporting developing countries declined notably along with the collapse 
in their oil revenues. 
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Daily yield spreads on emerging market bonds, January 2005–October 2009 
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Source: JPMorgan Chase.
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Net offi  cial fl ows to developing countries and the economies in transition have 
increased in 2009, especially as the International Monetary Fund (IMF) and other mul-
tilateral fi nancial institutions signifi cantly expanded their fi nancial resources and started 
to disburse lending. Emerging Europe received the lion’s share of these net offi  cial fl ows. 
Meanwhile, bilateral offi  cial, non-concessional fl ows also increased as central banks ar-
ranged foreign-exchange swaps to deal with the lack of international liquidity. Yet, in the 
aggregate, net offi  cial fl ows to developing countries are expected to remain negative in 
2009 and 2010, continuing the trend of the past decade (see chapter III for details). Th e 
return of net offi  cial fl ows (including offi  cial development assistance (ODA)) from poor 
to rich countries was about $120 billion per year during 2006-2008. Th at amount is ex-
pected to fall to about $20 billion in 2009, but could increase again to $66 billion in 2010 
(see chapter III, table III.2). Much of the outfl ow is from developing Asia, while Africa and 
Latin America and the Caribbean are expected to be net recipients, with positive infl ows 
of about $14 billion and $27 billion, respectively, in 2009—in both cases, substantial 
increases from 2008 levels. Net ODA is expected to fall in absolute terms in 2009–2010 
as a consequence of the global economic crisis, as many donor countries target their aid 
budgets to their level of gross national income (GNI). While ODA fl ows had increased vis-
ibly in 2008, they remained well below all international commitments. Especially for low-
income countries with weak fi scal space, more limited access to aid would not only make 
it more diffi  cult to meet the MDGs, it could also leave them with insuffi  cient resources to 
address the crisis with counter-cyclical policies.

Remittance fl ows to developing countries have moderated. Remittances to-
talled a sizeable $338 billion in 2008, or almost three times the amount of ODA and 
more than half of the estimated level of FDI fl ows to developing countries. For several 
small economies, this source of revenue accounts for more than 20 per cent of their GDP. 
Remittance fl ows used to be relatively stable, thereby providing a counter-cyclical im-
pulse during economic downturns. However, for some regions, these fl ows fell sharply as 
a consequence of the global crisis, most notably in Latin American countries with large 
numbers of workers abroad. Remittances to some CIS countries also declined steeply.6 
Th is trend has not been universal, however. Remittance fl ows continued to increase to 
countries in East and South Asia whose many migrant workers have continued to increase 
to abroad, albeit at a slower pace than in previous years. Th e diff erence can be explained 
by the fact that migrants from Latin America and the CIS are, respectively, mainly work-
ing in the United States and Western Europe (in particular Spain), and in the Russian 
Federation, whose labour markets have been much more severely impacted by the crisis 
than those of the oil-rich Gulf countries, which are major destinations for migrants from 
East and South Asia. 

International trade

Th e fi nancial crisis has also signifi cantly aff ected world trade. Triggered by a retrench-
ment in import demand in major developed countries and more restricted access to trade 
fi nancing, trade fl ows fell at an annualized rate of between 30 and 50 per cent in most 
economies in late 2008 and early 2009. Asian economies experienced the sharpest decline. 

6 In Tajikistan, for instance, remittances declined by 22 per cent in the fi rst half of 2009, and were 
one third lower in the Republic of Moldova. The impact of these declines is particularly signifi cant 
for these economies as remittances account for more than 30 per cent of GDP in the Republic of 
Moldova and Tajikistan, and for more than 20 per cent in Kyrgyzstan.
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Analysis.

Trade fl ows have recovered since the second quarter of 2009 (fi gure I.4). Th e rebound has 
been largely driven by the turn in the global inventory cycle discussed above, while import 
demand from consumption and business investment has remained weak (see chapter II for 
a more detailed discussion of trade patterns during the crisis).

Even given the recent rebound, trade fl ows for 2009 as a whole are still esti-
mated to decline by more than 12 per cent. A mild growth of 5 per cent is forecast for 
the volume of world trade in 2010 along with the projected moderate recovery of global 
aggregate demand. 

Th e fi nancial crisis has led to collapses in the prices of oil and non-oil primary 
commodities. Th e prices of primary commodities had been on an upward trend since 
2002, with a signifi cant surge in late 2007 and early 2008, but the intensifi cation of the 
global fi nancial crisis in mid-2008 abruptly broke this trend. By early 2009, oil prices had 
plummeted by as much as 70 per cent from their peak levels of mid-2008 before rebound-
ing to about $80 per barrel in November 2009, which was still about 45 per cent below the 
peak. In the same period, prices of metals declined even more sharply to about one third of 
their peak levels. Prices of agricultural products, including basic grains, also declined sig-
nifi cantly. Th e downward trend came to a halt in the fi rst quarter of 2009 and rebounded 
thereafter. By mid-2009, real agricultural commodity prices were still high compared with 
the low levels sustained during much of the 1980s and 1990s. World food prices equally 
declined, then rebounded along with other primary commodities. Th e covariant move-
ment is explained in part by the drop in crude oil prices and the related fall in the demand 
for agricultural inputs for the production of biofuels. With the measurable rebound in the 
prices of most primary commodities since March 2009, room for further increase is lim-
ited in the outlook for 2010, as the slack in supply of these commodities is not expected to 
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close in the foreseeable future and only a mild recovery in demand is likely. Th e only up-
ward pressure will come from the risks associated with a further weakening of the United 
States dollar, in which the prices of almost all primary commodities are denominated. 

As a consequence, many developing countries have suff ered strong swings in 
their terms of trade.7 Net exporters of oil and minerals in particular felt very strong ad-
verse export price shocks on top of the falloff  in global demand as part of the recession, 
but some ground has been regained more recently. Net importers of food and energy saw 
their import bills fall during the crisis, but, in general, the related terms of trade gain was 
more than off set by the steep drop in demand for their exports at the height of the global 
recession. Th e more recent reversal in their terms of trade will slow their recovery. More 
generally, however, high terms of trade volatility makes macroeconomic management 
more challenging and enhances economic insecurity, all of which tends to be detrimental 
to long-term growth prospects.8 

Trade protectionism increased as the crisis evolved, making the international 
economic environment even less favourable. A sizeable number of countries, developed and 
developing alike, have raised tariff s and introduced new non-tariff  measures in response to 
a sharp decline in production in certain industries. Th e fi scal stimulus packages and the 
fi nancial measures adopted by many developed countries also contain certain protection-
ist elements through direct subsidies and support for domestic industries. A few countries 
also reintroduced export subsidies for some agricultural products that had been previously 
eliminated, including those for dairy products produced in the EU and the United States.9 
Meanwhile, the number of cases calling for use of a trade defence mechanism, including 
anti-dumping and safeguard clauses, have also been rising in 2008-2009. Although these 
protection measures have so far not led to pervasive and high-intensity protectionism, 
some domestic pressure remains, particularly in view of a further deterioration in the un-
employment situation in many countries. 

Policy responses
Since the intensifi cation of the fi nancial crisis, Governments worldwide have made massive 
public funding available (amounting to about $20 trillion, or some 30 per cent of WGP) 
to recapitalize banks, taking partial or full government ownership of ailing fi nancial in-
stitutions and providing ample guarantees on bank deposits and other fi nancial assets. 
Furthermore, monetary and fi scal policy stances have been strongly counter-cyclical in 
most major economies. Yet, these unprecedented measures may not have been far-reaching 
enough and need better coordination internationally.

Financial sector rescue measures 

When the systemic risks threatening the global fi nancial system intensifi ed in late 2008, 
Governments, mainly in developed economies, took a wide variety of fi nancial measures 

7 See chapter II for a decomposition analysis of the trade shocks aff ecting developing countries 
during the global recession.

8  See World Economic and Social Survey 2008: Overcoming Economic Insecurity (United Nations 
publication, Sales No. E.08.II.C.1) for further analysis.

9 See Report on G20 Trade and Investment Measures, issued on 14 September 2009 by the World 
Trade Organization, the Organization for Economic Cooperation and Development and the United 
Nations Conference on Trade and Development, available at http://www.unctad.org/en/docs/
wto_oecd_unctad2009_en.pdf, p. 11. 
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to stabilize the fi nancial sector. Th e measures targeted the liquidity and solvency of spe-
cifi c institutions, as well as the functioning of fi nancial markets. More than 20 countries 
introduced or increased guarantees on retail and commercial deposits, thus reducing the 
likelihood of bank runs. Government debt guarantees allowed eligible banks to issue new 
bonds backed by explicit government support in return for an annual fee paid by the issuer. 
Th e details of these measures varied across countries. For example, European banks faced 
higher costs for debt guarantees than banks in the United States. While the United States 
charged a fl at rate to all borrowers regardless of rating, the cost of European guarantees 
was linked to past spreads on credit default swaps (CDS), making these more expensive for 
riskier borrowers. Th e risk on government-guaranteed bonds varies across countries, with 
some regulators treating them as risk-free from a capital perspective while others assign a 
20 per cent capital charge. 

Governments recapitalized banks with a view to reducing their fi nancial lever-
age and increasing their solvency. Most Governments bought hybrid securities, such as 
preferred shares or mandatory convertible notes. Preferred shares were the most popular, 
as these instruments limit the risk of future losses to the taxpayer while providing a more 
attractive dividend stream than common shares. However, as preferred shareholders typi-
cally cannot vote at shareholder meetings, Governments have been constrained in their 
ability to infl uence the management of fi nancial institutions. Nonetheless, Governments 
have managed to condition their capital injections. Many countries followed France’s ex-
ample and required banks receiving government support to extend new domestic loans 
with an associated reporting requirement. Th e United States and Germany imposed limits 
on the payment of common dividends, but the United Kingdom of Great Britain and 
Northern Ireland explicitly prohibited common dividends as long as the Government’s 
preferred shares were still outstanding. Several rescue packages outlined general restric-
tions on executive pay, but Governments lacked the votes, the support of the banks’ boards 
or the legal basis to block payouts.

A few Governments also purchased troubled assets from large fi nancial institu-
tions or provided insurance against losses on designated portfolios. For example, the Swiss 
National Bank (SNB) bought mortgage-related assets from UBS and placed them in a 
special investment vehicle. Th e United States Treasury set up the Public-Private Invest-
ment Program (PPIP) to value the troubled assets and to remove them through an auction 
mechanism. Under the PPIP, eligible private sector investors are invited to bid on troubled 
real estate assets held by banks. Some Governments off ered asset insurance to a handful 
of banks subject to payment of an insurance premium. Governments in Iceland, Ireland, 
the United Kingdom and the United States took control of a number of insolvent fi nancial 
institutions to protect depositors and prevent contagion to other fi nancial institutions. 

Th ese rescue measures have had mixed eff ect. Th ey seem to have helped to 
reduce interest-rate spreads on government bonds and CDS contracts, but by increasing a 
bank’s capital ratio and providing a means to refi nance existing debt, government rescue 
packages reduced the probability of default, thereby pushing down CDS premiums on 
average.

Despite positive signs, concerns remain regarding the health of the fi nancial 
sectors in major economies. Th e risk of new speculative bubbles remains as long as regula-
tory reforms to rein in high risk-taking and operations in markets for fi nancial derivatives 
and other speculative instruments are not put in place. At present, an important number 
of banks still show signs of distress. Interest-rate spreads have remained elevated, especially 
for lending to borrowers that are not considered “triple A”. Banks are also still experiencing 
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diffi  culties in raising new capital from private investors, while—as discussed above—bank 
lending has remained highly restrictive during most of 2009. Moreover, government-as-
sisted sales of failed banks have led to the creation of even larger fi nancial institutions, 
possibly increasing systemic risks. Government guarantees and asset insurance have ex-
posed taxpayers to potentially large losses and have become a concern as regards continued 
political support for fi nancial rescue operations. In the United States, delinquency rates 
on mortgage loans are still increasing, reaching an historic high of more than 14 per cent 
in November 2009. Rising unemployment is the major factor explaining the increasing 
number of foreclosures and homeowners with payment arrears. Finally, the uncoordinated 
responses across countries have raised concerns about distortions to competition. In par-
ticular, national rescue packages have featured diff erent conditions, coverage and costs, 
with some banks receiving support on more attractive terms than their competitors. 

Monetary policy

Monetary policy responses to the crisis have been bold and unprecedented. Central banks 
have reduced their policy interest rates by a large margin, with a number of central banks 
in developed economies cutting their interest rates to close to zero: for instance, the United 
States Federal Reserve (Fed), the Bank of Japan (BOJ), the Bank of England, the Bank 
of Canada, Sveriges Riksbank, the SNB, and many others reduced their rates to histori-
cal lows. Only in a few cases, such as Hungary, Iceland and the Russian Federation, were 
central banks compelled to raise interest rates in the early stages of the crisis, as those 
countries faced sharp depreciations of their currencies. Interest rates were lowered again 
after they managed to stabilize their exchange rates. 

While the magnitude and pace of easing policy interest rates were impressive, 
central banks of major developed countries took a further set of unconventional measures 
that were even bolder. First, measures were put in place to ensure that the market interest 
rates would come down along with the policy rate. To help anchor short-term market rates 
to the policy target, the Bank of England and the Fed reduced the width of the eff ective 
band on overnight rates by changing the rates applied on end-of-day standing facilities. 
Some central banks expanded their capacity to reabsorb excess reserves so as to neutral-
ize the impact on overnight interest rates of the much-expanded operations. Th e Bank of 
England and the SNB issued central bank bills; the European Central Bank (ECB) and 
the Reserve Bank of Australia (RBA) increasingly relied on accepting interest-bearing 
deposits; and the Fed took in greater amounts of deposits from the Treasury and started 
to pay interest on reserves. 

Second, interventions were made to alleviate strains in wholesale interbank 
markets by reducing interbank market spreads. Central banks provided more term fund-
ing so as to off set some of the shortfalls in market supply, and they also ensured a smooth 
distribution of reserves in the system and access to their funding. Th ey relaxed eligible 
collateral and counterparty coverage, lengthened the maturity of refi nancing operations, 
and established inter-central bank swap lines to alleviate mostly dollar funding pressures 
in off shore markets. In addition, many central banks introduced or eased conditions for 
lending out highly liquid securities, in particular government bonds, against less liquid 
market securities in order to improve funding conditions in the money market.

Th ird, monetary authorities provided large amounts of additional liquidity to 
keep fi nancial institutions afl oat and to reduce risk spreads in specifi c fi nancial market 
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segments through the purchase of commercial paper, asset-backed securities and corporate 
bonds. In addition, they made direct purchases of public sector securities to infl uence 
benchmark yields more generally. Some central banks also intervened in the foreign-ex-
change market to contain upward pressure on their currencies so as to reduce defl ationary 
risks and loosen monetary conditions. 

As a result of these actions, central bank balance sheets expanded substan-
tially and their composition changed signifi cantly. Th e Fed focused heavily on non-bank 
credit markets as well as on operations involving private sector securities, for example, the 
Commercial Paper Funding Facility (CPFF) and the Term Asset-Backed Securities Loan 
Facility (TALF). Th e Bank of England initially concentrated its Asset Purchase Facility 
(APF) primarily on purchases of government bonds. Th e ECB emphasized banking system 
liquidity by conducting fi xed-rate full-allotment refi nancing operations with maturities of 
up to 12 months and by purchasing covered bonds. Th e BOJ directed substantial eff orts at 
improving funding conditions for fi rms through various measures related to commercial 
paper and corporate bonds. 

In the outlook, most central banks may continue to keep their expansion-
ary policy stance for much of 2010 as part of continued macroeconomic stimulus, but 
some may start to neutralize their policy rates sooner than others. For example, the RBA 
raised the policy interest rate by 25 basis points in October 2009. Elsewhere, pressure on 
monetary authorities to begin a gradual unwinding of the unconventional measures will 
increase. 

Technically speaking, it should not be diffi  cult to unwind these unconven-
tional monetary measures. Indeed, short-term liquidity measures can unwind naturally 
as market conditions improve. For example, short-term lending to fi nancial institutions 
by the Fed swelled from zero to more than $1 trillion by the end of 2008, but has since 
reduced to about $200 billion as fi nancial markets improved. Assets purchased by the 
central banks can also be resold into markets, although it will take much longer to unwind 
some illiquid assets on some central bank balance sheets. However, the key challenges are, 
fi rst, to fi nd the right timing to start the unwinding without putting an early break on 
the macroeconomic stimulus and, second, to adequately coordinate the withdrawal of the 
monetary stimulus with fi scal policy and fi nancial sector rescue operations. 

Fiscal policy 

A large number of countries have implemented fi scal policy measures to support aggregate 
demand. Table I.4 summarizes most of the fi scal stimulus packages adopted by 59 econo-
mies since late 2008, totalling $2.6 trillion (or 4.7 per cent of the combined GDP of these 
countries and 4.3 per cent of WGP). Across countries, the magnitude of the stimuli ranges 
from less than 1 per cent to more than 10 per cent of GDP. 

Th ese packages consist of a wide range of measures, including increases in 
spending on public consumption and infrastructure investment and measures to boost 
disposable household income, through cutting taxes and increasing benefi ts and subsidies, 
as well as through tax cuts for businesses. Th e composition of the packages varies across 
countries and economies. For example, tax-related measures account for more than half 
of the size of the packages in many developed countries, the highest proportion being in 
New Zealand and the United Kingdom. In addition, while greater emphasis is placed on 
revenue-side measures in countries such as India, Indonesia and Th ailand, in general, ex-
penditure measures account for a larger part of the fi scal stimulus packages in developing 
countries. 
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Table I.4
Fiscal stimulus to address the global fi nancial and economic crisisa

Share of GDP 

(percentage)

Fiscal stimulus 

(billions of US 

dollars)

Share of GDP 

(percentage)

Fiscal stimulus 

(billions of US 

dollars)

Argentina 1.2 3.9 Luxembourg 3.6 2.0

Australia 4.7 47.0 Malaysia 5.5 12.1

Austria 4.5 18.8 Mexico 2.1 22.7

Bangladesh 0.6 0.5 Netherlands 1.0 8.4

Belgium 1.0 4.9 New Zealand 4.2 5.4

Brazil 0.2 3.6 Nigeria 0.7 1.6

Canada 2.8 42.2 Norway 0.6 2.9

Chile 2.4 4.0 Peru 2.6 3.3

China 13.3 585.3 Philippines 4.1 7.0

Czech Republic 1.8 3.9 Poland 2.0 10.6

Denmark 2.5 8.7 Portugal 1.2 3.0

Egypt 1.7 2.7 Russian Federation 1.2 20.0

Finland 3.5 9.5 Saudi Arabia 12.5 60.0

France 1.3 36.2 Singapore 5.8 10.6

Georgia 10.3 1.3 Slovenia 1.0 0.5

Germany 2.2 80.5 South Africa 1.5 4.2

Honduras 10.6 1.5 Spain 0.9 15.3

Hong Kong SARb 5.2 11.3 Sri Lanka 0.2 0.1

Hungary 10.9 17.0 Sweden 2.8 13.4

India 3.2 38.4 Switzerland 0.5 2.5

Indonesia 1.4 7.1 Taiwan

Province of China 3.9 15.3

Israel 1.4 2.8 Thailand 14.3 39.0

Italy 0.7 16.8 Turkey 5.2 38.0

Japan 6.0 297.5 United Kingdom 1.4 38.0

Kazakhstan 13.8 18.2 United Republic of 

Tanzania 6.4 1.3

Kenya 0.9 0.3 United States 6.8 969.0

Korea, Republic of 5.6 53.4 Viet Nam 9.4 8.4

Lithuania 1.9 0.9

All 55 economies 4.7
2,633

World 4.3

Source: UN/DESA, based on information from various sources. Note that the defi nition and contents of the policy 

measures vary from country to country and that the size of the packages may not be fully comparable across 

countries.

a This list of countries and economies is not exhaustive.

b Special Administrative Region of China.
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Although the impact of discretionary fi scal policies would typically show ef-
fect later than automatic stabilizers and monetary policy, new evidence suggests that fi scal 
policy in the form of government spending is most eff ective in the presence of market 
rigidities and liquidity constraints, as it can raise real wages and, hence, consumption. It 
is also a stylized fact that fi scal policy has the greatest eff ect when monetary policy is ac-
commodative, as is the case in the current crisis. 

Among developing countries that managed to launch fi scal stimulus packages, 
the main emphasis has been on increased expenditures, in part because of the limited 
scope for introducing tax breaks given that revenue-collection is generally weaker in these 
countries. Th e multiplier eff ects are likely greater for expenditure-side measures than for 
revenue measures, especially in times of great uncertainty.10 New investments in infra-
structure take up a large share of the public expenditure increase. Th is has been the case 
particularly in Argentina, China, Malaysia, the Republic of Korea, Saudi Arabia, Singa-
pore and Taiwan Province of China. For instance, about 80 per cent of the fi scal stimulus 
package in China is related to infrastructure. In many countries, more than one quarter of 
the stimulus supports social protection measures.11 Unlike in developed countries, where 
households may be more reluctant to increase consumption spending, income transfers to 
vulnerable populations in developing countries are more likely to have high expenditure 
eff ects given a high propensity for consumption.

Relative to GDP, the size of the stimulus packages adopted by many developing 
countries seems to be larger than that of developed countries. Th e data in table I.4 do not 
take into account the eff ect of “automatic stabilizers”, however, which tend to be stronger 
in developed countries with more extended social security and transfer systems. Th e size of 
the packages also greatly depends on resource availability. Most developed countries were 
able to fi nance stimulus packages by issuing government bonds, either domestically or in 
global capital markets, and a number of developing countries that had accumulated large 
amounts of foreign reserves prior to the crisis were also able to stipulate sizeable packages. 
Th ese include, for instance, the resource-rich economies of the CIS, the Gulf countries 
and Chile, as well as countries which were able to rely on vast foreign-exchange reserves, 
such as several countries in developing Asia, and the Russian Federation. However, the 
fact that Russia’s reserve fund is expected to be depleted by the end of 2010 owing to the 
use of funds for counter-cyclical measures points to the limitations of using reserves in 
some countries. Meanwhile, a majority of low-income countries were unable to adopt any 
fi scal stimuli because they had very limited resources for doing so.

Th ese stimulus packages, combined with monetary and fi nancial measures, 
are considered to have been critical for stabilizing the global economy and leading the 
recovery of individual economies, although the precise impact is diffi  cult to establish as 
yet. One diffi  culty lies in separating the eff ects of fi scal stimuli from those of other poli-
cies. Also, many countries have implemented only a relatively small part of the packages. 
For instance, the United States was estimated to have implemented only 25 per cent of 
the total size of its stimulus package by the third quarter of 2009. With this in mind, the 

10 For example, in Organization for Economic Cooperation and Development (OECD) countries, 
the multipliers for expenditure are estimated to be greater than 1.0, compared with a range of 
between 0.2 and 0.8 for revenue measures. See OECD, “The Eff ectiveness and Scope of Fiscal 
Stimulus,” in OECD Interim Economic Outlook, March 2009, ch.3, available at http:// www.oecd.org/
dataoecd/3/62/42421337.pdf.

11 See Yanchun Zhang, Nina Thelen and Aparna Rao, Social Protection in Fiscal Stimulus Packages: 
Some Evidence, UNDP/ODS Working Paper (New York, Offi  ce of Development Studies, United 
Nations Development Programme, 2009).
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IMF estimates that discretionary measures and automatic stabilizers in the G20 countries 
combined have increased growth by about 2 percentage points and may have decreased 
unemployment by 1 percentage point when compared with a situation without fi scal stim-
ulus.12

Th e crisis and the policy responses have led to a substantial widening of fi scal 
defi cits in most countries, resulting in most cases from a combination of declining tax 
revenue and rising spending. In low-income countries, however, declining government 
revenue has been the main factor. 

Th e general government budget defi cit in the euro area is forecast to reach 6.5 
per cent of GDP in 2010, compared to a pre-crisis level of 0.6 per cent in 2007, with the 
defi cits surging to 14.8 per cent in Ireland and 9.5 per cent in Spain. In other developed 
countries, budget defi cits are forecast to reach 10.3 per cent of GDP in Japan in 2010, 11.6 
per cent in the United Kingdom, and more than 10 per cent in the United States. Most de-
veloping countries have experienced a deterioration in their budget balance by about 3–5 
per cent of GDP, but some, such as oil-exporting countries and countries in South Asia, 
have experienced much larger increases. In general, the policy space for a further increase 
in fi scal stimuli in the outlook is limited in most developing countries, unless they obtain 
access to more external fi nancing. 

Rapidly widening budget defi cits are causing public debt ratios to soar, which 
in turn have raised concerns about fi scal sustainability. As a consequence, there is mount-
ing political pressure in many countries to end the fi scal stimulus and start consolidating 
government fi nances. Such concerns are present particularly in developed countries, where 
the increase in public debt has aggravated the structural fi scal pressures from population 
ageing and other longer-term fi scal problems. Th e average public debt-to-GDP ratio in 
developed economies is expected to exceed 100 per cent in 2010 and to move even higher 
thereafter. Concerns about fi scal sustainability may also have an impact on the perceived 
risks of debt, which in turn would lead to a higher risk premium and thus set limits on 
future fi nancing of fi scal defi cits.

Th e current challenge is how to balance the short-term need for continued 
policy support in order to strengthen the recovery with the longer-term need to consoli-
date public debt in order to maintain fi scal sustainability. A premature withdrawal of fi scal 
stimuli, however, could well pull the plug on the nascent recovery, as much of the rebound 
has been a direct result of the policy responses. A fall back into recession caused by early 
withdrawal could well lead to another widening of budget defi cits resulting from a further 
drop in tax revenue and could trigger a downward spiral of pro-cyclical fi scal adjustment. 
Experience from past crises shows that countries that managed to sustain fi scal stimuli 
until strong growth recovery was reached did in fact “grow” out of a cyclical increase in 
the budget defi cit and public debt, as was the experience of the United States in the 1990s. 
In contrast, countries that withdrew stimulus too soon found themselves in a quandary 
of growth stagnation and steadily rising public debt, as was the case in Japan in the 1990s 
and early 2000s. 

12 See International Monetary Fund, “Global Economic Policies and Prospects,” note by the staff  of the 
International Monetary Fund at the Group of Twenty Meeting of the Ministers and Central Bank 
Governors, London, 13-14 March 2009.
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Have the policies worked?

In summary, the policies have been successful in restoring global confi dence, stabilizing 
fi nancial markets, supporting eff ective demand and alleviating the economic and social 
impact of the fi nancial crisis. 

Policy responses have been concerted to some extent among major economies 
at the level of the G20. At their London and Pittsburgh summits in April and September 
of 2009, respectively, the leaders pledged to continue the stimulus and other extraordinary 
measures for as long as necessary. Th ey also pledged to deliver on all aid and other interna-
tional development commitments and fi ght off  protectionist tendencies. At the Pittsburgh 
Summit, leaders also agreed to establish a policy coordination framework for balanced and 
sustainable growth of the world economy. Th ese are clear signals that world leaders are 
committed to avoiding the beggar-thy-neighbour policies that hampered a quick recovery 
from the Great Depression of the 1930s. Yet, so far, actual policy coordination has been 
superfi cial at best and has lacked a more concrete framework with clear policy targets, suf-
fi cient consensus on the size and time horizon for continued stimuli, and mechanisms to 
make concerted actions binding.

Concerted eff orts have led to a signifi cant increase in resources for countries 
with external fi nancing problems. Th e G20 by and large lived up to its promise to provide 
$1.1 trillion for this purpose, including through tripling the resources available to the 
IMF to $750 billion (including a new Special Drawing Rights (SDR) allocation of $250 
billion), facilitating additional lending by multilateral development banks of at least $100 
billion, and supporting trade fi nance to the tune of $250 billion. Th e IMF and the World 
Bank have, in eff ect, signifi cantly stepped up lending operations. By November 2009, 18 
countries received emergency fi nancing through standby programmes of the IMF, total-
ling some $53 billion, of which about $25 billion was allocated to Iceland and countries in 
Eastern and Central Europe, $18 billion to economies in transition and only $10 billion 
to developing countries. Mexico and Colombia made use of the new Flexible Credit Line 
(FCL) for a combined amount of $39 billion. Low-income countries mainly relied on 
the Poverty Reduction and Growth Facility (PRGF) and the Exogenous Shocks Facility 
(ESF), but new disbursements since the onset of the crisis have been small. Th e Fund has 
also taken steps to double its capacity for lending to low-income countries (to $23 billion), 
but still lacks the resources to reach this capacity. Th e World Bank has stepped up lending 
operations to $33 billion in 2009, up from $13.5 billion in the previous year. Nonetheless, 
as discussed above, the enhanced multilateral lending capacity has not prevented a nega-
tive net fl ow of offi  cial fi nancing to developing countries as a group in 2009. 

All these actions may still not be enough to induce a self-sustained process of 
recovery. Global demand recovery is expected to remain weak in the outlook and impor-
tant fi nancial fragilities still need to be addressed, while, in addition, many developing 
countries have not been able to implement signifi cant counter-cyclical policies on their 
own. At the same time, however necessary they may be in the crisis, these policies have 
redistributed risks from the fi nancial sector to other sectors in the broad economy and have 
reallocated debts from private sector to public sector. Th ey have also led to a substantial 
expansion of the balance sheet of the central banks (mainly in developed countries) and to 
considerable deterioration in government budget positions in many countries. Th ese risks, 
if not addressed through further action, may pose a serious challenge to sustained recovery 
and global economic stability. 
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Uncertainties and risks
Even the mild recovery projected in the baseline outlook is subject to high risks and uncer-
tainties, mainly on the downside. Two of the main risks are closely related to how the crisis 
is being managed (see above discussion) and to the systemic fl aws that led to this crisis. 
Th e fi rst refers to the risk of a premature “exit” from both the stimulus measures for de-
mand recovery and the interventions to prevent further fi nancial sector fallout. Th e second 
relates to the risk of a renewed widening of the global macroeconomic imbalances which 
were part of the problem in the fi rst instance and which could erode confi dence in the 
United States dollar and become a source of renewed fi nancial instability. A further spread 
and intensifi cation of the H1N1 infl uenza pandemic could also hurt economic activity 
worldwide, but its implications are as yet diffi  cult to foresee. On the upside, there could be 
further moves towards strengthened international policy coordination and deeper inter-
national fi nancial reform, which may succeed in forging greater global fi nancial stability 
with the promise of more balanced and sustainable growth in the medium run (see the 
section on policy challenges below for further discussion). 

Risk of an early retreat from stimulus measures

A premature withdrawal of policy support poses a signifi cant risk, as both the fi nancial 
sector and the real economy continue on a fragile path. Th e stronger-than-expected re-
bound in equity prices worldwide may belie the fact that problems still remain in the 
fi nancial sectors of major economies and that these problems continue to constrain credit 
availability and could lead to more failures of fi nancial institutions in the near future. Th e 
rebound in trade and industry during the second and third quarters of 2009 could send a 
false signal that a strong recovery is on its way. In fact, levels of trade fl ows and industrial 
production are still well below pre-crisis peaks and, as analysed above, the rebound is to a 
large extent related to a turnaround in the global inventory cycle rather than to a recovery 
of private consumption and investment. Th ese factors could lead to complacency vis-à-vis 
policy eff orts to overcome the crisis.

At the same time, in some major economies, political support for continued 
massive government stimulus appears to be weakening as public debt has risen steeply and/
or as public discontent increases over perceptions that the massive fi nancial sector bailouts 
may not have worked well enough to weed out bad banking practices. Th ese factors under-
mine the belief that the stimulus and fi nancial rescue measures are working and could be 
a motive for an early reversal in policy stance in the major economies.

However, while mounting public debt could become a drag on growth in the 
future, immediate concerns should be focused on the continued weakness in fi nancial sec-
tors, persistent large output gaps and continued rising unemployment rates, which signal 
that the recovery is far from robust. An early phasing-out of stimulus measures could there-
fore exacerbate these weaknesses in the global economy and abort the nascent recovery.

Simulations using the United Nations Global Policy Model (GPM) suggest 
that an early withdrawal of the fi scal and monetary stimulus packages in the major econo-
mies could cause the world economy to dip into a double recession and sustain increases 
in public indebtedness. Th e policy scenario rests on two key assumptions.13 Th e fi rst is 

13 There are valid reasons for thinking that the risk of an early withdrawal of policy measures could 
materialize as early as 2010, particularly in Europe. However, taking into consideration the 
continued high levels of unemployment expected for 2010 and continued tight credit supply 
conditions in many developed economies, it seems more plausible to assume that this withdrawal 
would become eff ective from 2011 onwards. 
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that current fi scal and monetary stances in major economies will by and large continue 
in 2010, but will reverse in 2011 over fears of mounting public sector debts and rising 
infl ationary pressures. An unwinding of expansionary policies is assumed to be rapid and 
to have drastic eff ect in the developed countries and emerging Asia (except China and 
India), and to involve a fi scal contraction equivalent (ex ante) to the size of half of the 
fi scal stimulus to be implemented during 2009-2010. Withdrawal of fi scal stimulus in 
middle-income developing countries is assumed to be more moderate. In these cases, fi s-
cal consolidation tapers off  from 2012. China and India, in contrast, are assumed to shift 
to a neutral fi scal stance to avoid actual fi scal contraction. Monetary policy is assumed to 
be fully synchronized, thus leading to consistent rises in policy interest rates. Th e second 
major assumption is that current high unemployment and household indebtedness will 
remain a drag on private consumption and investment demand in the major economies 
into 2011, when the policy stimuli will be withdrawn. Likewise, deleveraging of fi nancial 
institutions is assumed to continue in the initial years of the simulation period, keeping 
the global credit supply tight. 

Th e double-dip recession resulting from this scenario would be most marked 
for the developed economies and the economies in transition (fi gures I.5a-b). Th e sub-
sequent recovery would be sub-par and slow. Th e recession caused by a premature with-
drawal of stimuli would aff ect European countries the most, followed by Japan and the 
other developed economies. Th is would be the result not only of relatively stronger eff orts 
towards fi scal consolidation but, even more importantly, of greater sluggishness of private 
demand in this scenario. Developing countries would be aff ected even more severely by 
a double-dip recession than they have already been as a consequence of the present crisis 
(fi gures I.5c-d). Th e reason for this is that, under this scenario, the cushion provided by the 
strong fi scal stimuli of major developing countries (especially China) would no longer be 
present. Th is would put a further drag on global aggregate demand, as well as on demand 
for commodities, and would put downward pressure on commodity prices, thereby aff ect-
ing many other developing countries (see appendix table A.I.1). Th e model simulations 
suggest further that any attempts at fi scal consolidation amidst a recovery that is only 
nascent would be self-defeating. Th e double-dip recession would reduce government rev-
enues even more, while the further fall in GDP would continue to push up debt-to-GDP 
ratios and aff ect private sector confi dence (see appendix table A.I.5). 
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Gross domestic product growth under the Global Policy Model scenario simulations, 2005–2015a
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Risks of widening global imbalances
and dollar decline 

Th e global fi nancial crisis and worldwide recession have led to a recessionary adjustment of 
imbalances in current accounts across defi cit countries with steeply falling imports (led by 
the United States) and a collapse of export earnings in most surplus countries. However, 
as the fi nancial crisis abates and global growth tentatively recovers, the risk of a substan-
tial further widening of the imbalances also rises. In most surplus countries, especially 
those in developing Asia, growth continues to rely heavily on exports and high savings 
rates, leading to relatively weak domestic demand and high reserve accumulation. In the 
major defi cit countries, particularly the United States, private savings have increased as 
consumers have become more cautious, but not by a suffi  cient margin to cover widening 
fi scal defi cits and prevent mounting public indebtedness. Th e external defi cit is therefore 
expected to widen again. 

Th e large external defi cit of the United States narrowed from its peak of $800 
billion in 2006, or more than 6 per cent of GDP, to an estimated $450 billion in 2009, 
or about 3 per cent of GDP. Among the original major surplus economies, the euro area 
has already moved into a defi cit which is continuing to widen, while Japan’s surplus has 
dropped since mid-2008 (although it has rebounded recently). Th e savings surpluses of 
the oil-exporting countries have also declined substantially, but the surplus in China has 
remained high, at above $400 billion in 2009 (fi gure I.6). 

Th e narrowing of the current-account defi cit in the United States since the 
eruption of the fi nancial crisis has mainly been driven by a sharp downward adjustment 
in household consumption and residential and business investment, as well as by an in-
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crease in household savings. Consumption expenditure has turned from an average annual 
growth of about 3 per cent in the years prior to the crisis to a decline of 0.2 and 0.7 per cent 
in 2008 and 2009, respectively. Housing investment has declined by about 20 per cent 
annually from 2007 to 2009, and business investment has turned from a growth of about 
7 per cent prior to the crisis to no growth in 2008 and to a decline of 17 per cent in 2009. 
Th e household saving rate went up from 1.7 per cent in 2007 to about 4 per cent in 2009. 
On the other hand, the government defi cit has increased. With the recession reducing 
government revenue and the stimulus measures increasing expenditure, the budget defi cit 
of the United States has surged from $160 billion in 2007, or a little more than 1 per cent 
of GDP, to an estimated $1.5 trillion in 2009, or more than 10 per cent of GDP. Th is is 
much more than the expected rise in private savings; hence, a substantial widening of the 
external defi cit of the United States is very likely.

Th e corresponding reduction in the aggregate of the current account balance 
of major surplus economies has been driven by diff erent factors. Th e savings surplus of 
most oil-exporting countries, for example, has dwindled as a consequence of declines in 
revenues of oil exports as the oil prices plunged, as well as increased government spending 
in stimulus packages to boost domestic demand. Th e drop in the exports of manufactured 
goods in Germany and Japan has been a major factor in the decline in the trading surplus 
of these countries, accompanied by lower domestic savings as a consequence of a deteriora-
tion of government savings and declines in consumption demand that have lagged behind 
the slump in GDP. 

In the case of China, where the current-account surplus has continued to rise 
in terms of level but moderated slightly in terms of a percentage of GDP, the persistent 
surplus is a refl ection of two factors. In the external sector, the large proportion of China’s 
“processing trade”, accounting for about 60 per cent of China’s total trade, lay at the root 
of a synchronized decline in China’s exports and imports: as the orders for China’s exports 
dropped, China’s orders for the imports of raw materials and intermediate goods, which 
are used as inputs for manufacturing the exports, also dropped. On the domestic front, 
the large stimulus package enacted as of late 2008 has indeed boosted domestic demand 
to off set some of the dragging eff ects from the weakening external demand. However, the 
stimuli have had more of an eff ect on boosting fi xed investment than household consump-
tion, leaving the household consumption-to-GDP ratio at a low level, below 40 per cent. 
Th e budget defi cit has nonetheless increased by between 2 and 3 percentage points of GDP 
from its original near-balanced position. 

To add to the situation, the net foreign liability position of the United States 
has increased substantially over the past two decades, reaching $2.1 trillion in 2007 (fi gure 
I.7).14 Th e position worsened further with the global fi nancial crisis in 2008 and surged 
to $3.5 trillion by the end of 2008, or 25 per cent of GDP. Th e increment of about $1.4 
trillion is approximately double the current-account defi cit registered in 2008, implying 
that half of the increase can be explained by a revaluation of assets and liabilities to the 
disadvantage of United States investors and debt holders. 

United States-owned assets abroad increased by $1.6 trillion to $19.9 trillion 
by the end of 2008, while foreign-owned assets in the United States increased by $2.9 
trillion to $23.4 trillion. On both sides of the balance sheet, the increase was mainly on 
account of acquisitions of fi nancial derivatives, while non-derivatives declined. Because 
of the plunge in equity prices and the writing off  of sub-prime mortgage-related debts, 

14 Elena L. Nguyen, “The international investment position of the United States at yearend 2008”, 
Survey of Current Business, vol. 89, No. 7 (July 2009), pp. 10-19, available at http://www.bea.gov/
scb/pdf/2009/07%20July/0709_iip.pdf.
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the value of United States-owned overseas assets dropped by about $2 trillion, while the 
value of external liabilities declined by $1.2 trillion. Both the United States and foreign 
investors lost their appetite for private sector securities as a result of the increased risk aver-
sion caused by the crisis. In contrast, foreign investors substantially increased holdings of 
United States Treasury bills in the approximate amount of $834 billion in 2008, refl ecting 
a “fl ight to safety” into dollar assets in the wake of the crisis. 

Th e deepening of the fi nancial crisis in early 2009 led to a further increase in 
the net external liability position of the United States to an estimated $3.8 trillion. With 
the rebound in equity markets and stabilization of fi nancial markets, the revaluation ef-
fects should have moderated, but the steep rise in the United States budget defi cit and 
the much weaker rise in private savings led to a renewed widening of the current-account 
defi cit and a further increase in the net liability position. Consequently, the net foreign 
investment position of the United States has deteriorated substantially during the crisis. 

Th e abrupt adjustment of the global imbalances and the further worsening of 
the net foreign investment position of the United States are associated with the volatile and 
erratic movement of the exchange rate of the United States dollar vis-à-vis other major cur-
rencies. Th e value of the dollar had been on a downward trend since 2002, but rebounded 
in the second half of 2008 through the fi rst quarter of 2009. Th is sharp appreciation of 
the dollar was mainly driven by the fl ight-to-safety eff ects as the global fi nancial crisis 
heightened risk aversion in general and caused a massive move of fi nancial assets world-
wide into United States Treasury bills. Since March 2009, however, the dollar has resumed 
its downturn, as a result of the stabilizing conditions in global fi nancial markets, which 
moderated the increased demand for dollars associated with the deleveraging process of 
major fi nancial institutions and the fl ight to safety by investors; at the same time, investors 
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started to become increasingly concerned about the rise in the budget defi cit and the wors-
ening of the net foreign investment position of the United States. Th e value of the dollar 
has dropped to the lowest level in history vis-à-vis other major currencies (fi gure I.8). 

Further rising external indebtedness of the United States following a renewed 
widening of the twin defi cits will keep downward pressure on the dollar, and the risk of a 
hard landing of the world’s main reserve currency will remain high. 

A further simulation of such a scenario using the United Nations GPM shows 
that even a relatively mild dollar crisis could cause a double-dip recession, one that would 
be less severe but more lasting than in the case of an early withdrawal of policy stimuli. 
Th e central assumption is that the stimulus packages and a strong return of consumer and 
business confi dence would lead to a return to the pre-crisis pattern of growth and to a 
renewed widening of the global imbalances, as discussed above. Th is, in turn, would lead 
to a projected rise in the United States current-account defi cit of 6.4 per cent of GDP, up 
from 4.1 per cent in 2009. Such a return to “business as usual” would support a strong 
recovery of the world economy in 2010, but one that would not have a lasting eff ect (see 
fi gures I.5a-d above). Investor confi dence would be aff ected by further rising public in-
debtedness and a drastic dollar devaluation. In the United States, public debt would rise 
to nearly 90 per cent of GDP in 2010, 20 points higher than a year earlier. Th e dollar 
would devalue by 28 per cent against the euro and 25 per cent against the yen in 2010, and 
would decline further in 2011. What happens next is driven largely by endogenous policy 
reactions as captured in the GPM. Infl ation in the United States would accelerate from 
less than half of one per cent in 2009 to 4 per cent in 2010. Th is, in turn, would trigger a 
tightening of monetary policy, with policy interest rates increasing to 2 per cent in 2010 
and further to 5 per cent in 2011. Fiscal consolidation would also follow, albeit with a lag.  
(see appendix tables A.I.3 and A.I.4). Yet, the continuing devaluation of the dollar would 
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continue to exercise further infl ationary pressure, requiring stronger policy responses. Th e 
process continues, with infl ation reaching about 6.5 per cent despite the drastic policy ac-
tion and abating only partially thereafter, when the dollar is found to be less than 50 per 
cent its value against the currencies of other developed economies. Th ough not explicitly 
modelled, this could precipitate a crisis of confi dence in the dollar causing global fi nan-
cial instability farther down the line. Th e lead-up to a hard landing of the dollar would 
be a lasting slowdown of global economic activity. Commodity prices would nonetheless 
rise because of the dollar devaluation. Developing countries, including those experiencing 
terms-of-trade improvements, would be hurt by the global slowdown. 

Policy challenges

Sustainable global rebalancing

Dealing with these risks will be challenging. Since growth is not expected to be strong 
enough to reduce unemployment until well into 2010, private consumption demand will 
remain sluggish. As fi nancial sector fragilities still exist in major economies, the global 
credit supply may remain tight in the immediate period ahead. In addition, the inventory 
adjustment which supported the recovery in the second half of 2009 will be a temporary 
phenomenon. Th is implies that continued fi scal stimulus will be necessary to keep up 
global aggregate demand, and further pressure on fi nancial institutions will be needed 
to cleanse their balance sheets, resume normal lending and avoid a return to pre-crisis 
excess. 

Th e immediate challenge for policymakers will be to determine how much 
longer the fi scal stimulus should continue. Given the risk of a double-dip recession re-
sulting from premature withdrawal, the stimulus should continue at least until there are 
clearer signals of a more robust recovery. It may be diffi  cult, however, to establish when 
and whether the recovery has become robust. Substantial improvements in employment 
conditions and reduction of output gaps will likely be meaningful indicators for establish-
ing the turning point.

To avoid a return to the unsustainable pattern of growth that led to the global 
crisis in the fi rst place, three forms of rebalancing of the global economy would need to 
take place over time. First, the pressure on Governments to buoy global demand would 
need to diminish gradually through renewed impulses from private demand. Second, the 
composition of aggregate demand would need to be rebalanced to lend greater weight to 
investment in support of future productivity growth, and especially to initiate the trans-
formative investments needed to meet the challenge of climate change. Th ird, demand 
across countries will need to be rebalanced. Th is would involve a shift towards external 
demand (net exports) in major defi cit countries, such as the United States and a few other 
developing countries, and towards domestic demand in the major surplus countries, espe-
cially those in Asia.

Th ese three rebalancing acts will require close policy coordination as they are 
strongly interdependent. Rebalancing across countries is needed because one of the key 
drivers of pre-crisis growth, consumer demand in the United States, is expected to remain 
sluggish in the outlook. From the perspective of global imbalances, it would also be unde-
sirable to have to rely again on this source of growth for the recovery. In any case, United 
States households have already increased savings to about 3 per cent of GDP during 2009 
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(from almost zero savings in the years prior to the crisis). Private investments are also ex-
pected to remain sluggish in the near future in the United States (as well as in other major 
developed economies) as rates of capacity utilization are at historic lows. If fi scal stimulus 
is to be phased out, net exports of the major defi cit countries would need to increase. Ris-
ing exports by these countries would need to be absorbed by major surplus countries, start-
ing with China and other parts of developing Asia. Th is could be achieved in part through 
a further strengthening of domestic demand through fi scal stimulus which, along with im-
proved market access and an orderly devaluation of the United States dollar, would push 
up import demand in that part of the world. Th e fi scal stimulus measures that are in place 
are already supportive of this kind of rebalancing but are as yet not strong enough, and 
the change will only come gradually. GDP of the countries of emerging Asia is roughly 
half that of the United States, so they would need to lower their combined current-account 
surpluses by about 6 per cent of their combined GDP to lower the United States defi cit by, 
say, 3 per cent of its GDP. 

But not all of Asia’s trade is with the United States and other countries would 
therefore need to contribute to the rebalancing. Germany and Japan, other major surplus 
economies, could seek to strengthen domestic investment and productivity growth in their 
production sectors, while major oil exporters could further step up domestic investment 
plans to diversify their economies also. Additional fi nancial transfers to developing coun-
tries with weak fi scal capacity would be needed to complete the rebalancing process and 
would enable these countries to increase domestic investment in infrastructure, food pro-
duction and human development so as to support growth, poverty reduction and sustain-
able development, and would also encourage global import demand.

Stepping up public and private investment to address climate change could 
well be an integral part of the process. Th e recession has led to a notable reduction in 
global greenhouse gas (GHG) emissions worldwide in 2008-2009 (see annex table A.22). 
However, as the world economy recovers, demand for energy will also increase, as will 
GHG emissions. In order to reach the required reductions in CO2 emissions in a timely 
manner and avoid a destabilizing rise in global temperatures, large-scale and upfront in-
vestments will need to be made. As analysed in a recent United Nations study,15 such 
investments in energy effi  ciency and renewable energy generation need to be made now 
in order to achieve the scale eff ects needed to lower the cost of green technologies and ef-
fectively attain low-emission growth paths. Th ese investments will also be required in de-
veloping countries, where energy demand would be expected to increase starkly along with 
their eff orts to reach higher levels of development. By leapfrogging to green technologies, 
they could contribute to emission reductions while sustaining high-growth development 
trajectories. Substantial investments will need to be made towards climate change adap-
tation, especially in developing countries that are already being aff ected by the adverse 
eff ects of global warming. Estimates of the level of investments needed for climate change 
mitigation and adaptation vary, but there seems to be a growing consensus that they would 
be substantial but aff ordable, in the order of about 2 per cent of WGP per annum over the 
coming two decades.16 New investments of this size are large enough to play a role in the 
required adjustment in the global macroeconomic imbalances. Since developed countries 
presently possess a comparative advantage in the development of green technologies and 

15 See United Nations, World Economic and Social Survey 2009: Promoting Development, Saving the 
Planet (United Nations publication, Sales No. E.09.II.C.1).

16 See, United Nations, ibid., chap. VI; World Bank, World Development Report 2009: Reshaping 
Economic Geography (Washington, D. C.: The World Bank); and Nicholas Stern, A Blueprint for a 
Safer Planet: How to Manage Climate Change and Create a New Era of Prosperity (London: The Bodley 
Head, 2009).
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related capital goods, the increase in world demand for such products should thus contrib-
ute to a reduction in the aggregate external defi cit of their economies. 

Such a sustainable rebalancing of the world economy will by no means be 
easy to achieve and will require signifi cantly enhanced international policy coordination. 
Th e macroeconomic feasibility of the three types of rebalancing was assessed through ad-
ditional simulations using the GPM. Th e results, presented in fi gures 1.5a-d above as the 
“international policy coordination” scenario, suggest that a combination of manageable 
global imbalances, growth convergence between developed and developing countries and 
greater environmental sustainability is indeed possible. Th e key assumptions of this sce-
nario are that countries eff ectively coordinate policies in pursuance of these goals. Th ese 
policies are initially driven by higher public investments directed at promoting transfor-
mative investments in infrastructure and low-carbon emission energy production (includ-
ing incentives for a crowding-in of private investment in such activity); fi nancial transfers 
to developing countries to engage in investments in renewable energy; and climate change 
adaptation and economic diversifi cation. As a result, fi scal policy stances remain expan-
sionary in developing countries, but are phased out gradually in developed countries (see 
appendix table A.I.4). An additional assumption of the scenario is that developing coun-
tries are granted full market access for all their exports (agricultural and non-agricultural). 
Th is assumption (“trade not aid”) would limit the amount of additional fi nancial transfers 
that developing countries would need to receive in order to fi nance the sustainable devel-
opment strategy, and over time should enable them to fi nance the investments through 
export growth and domestic resource mobilization (see appendix table A.I.2).

All countries and regions would reap the benefi ts of growth in this scenario, 
not only from the increased multiplier eff ects of the policy impulses that are internation-
ally coordinated, but also from more stable world commodity prices, as it is assumed that 
the global investment strategy would lead to a more stable energy supply and therefore 
greater energy security. More stable energy prices would also spill over to other commod-
ity prices. Rebalanced global growth would narrow current-account surpluses and defi cits 
across countries, and public indebtedness (appendix tables A.I.2 and A.I.3) would also fall 
over time with a higher growth and greater dynamism of private sector activity. 

Naturally, these benign outcomes may not come to pass smoothly and mac-
roeconomic trade-off s could emerge (for instance, in the form of higher infl ationary pres-
sures—which could put upward pressure on interest rates) that could then off set some of 
the growth gains. Th is will consequently require an adequate platform and framework for 
global policy coordination. 

Strengthening policy coordination

Th e framework for “strong, sustainable and balanced growth” launched by the G20 lead-
ers at the Pittsburgh Summit could prove an important step in the right direction. As part 
of this framework, G20 members with signifi cant external defi cits, mainly the United 
States, have pledged to undertake policies to support private savings and undertake fi s-
cal consolidation while maintaining open markets and strengthening export sectors. Sur-
plus countries, including China, Germany and Japan, have agreed to strengthen domestic 
sources of growth, through such measures (which will vary according to country-specifi c 
circumstances) as increasing investment, reducing distortions in fi nancial markets, boost-
ing productivity in service sectors, improving social safety nets, and lifting constraints 
on demand growth. Such actions would be broadly in line with the rebalancing strategy 
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outlined above, although the necessary investments in the greening of the global economy 
would need to be brought more clearly into the equation. 

G20 countries also agreed on the need for regular consultations, strength-
ened cooperation on macroeconomic policies, the exchange of experiences on structural 
policies, and mutual assessment. More specifi cally, they will set up a set of shared policy 
objectives towards which individual countries would orient their medium-term policy 
frameworks. Th ey will also develop, with the assistance of the IMF, a forward-looking 
assessment of economic developments with a view to analysing patterns of demand and 
supply, credit, debt and reserves growth, and assessing the implications and consistency of 
fi scal and monetary policies, credit growth and asset markets, foreign-exchange develop-
ments, commodity and energy prices, and current-account imbalances. Th e monitoring of 
policy implementation is to take place through regular reporting to G20 members and the 
International Monetary and Financial Committee (IMFC). On that basis, policy adjust-
ments, both individual and collective, may be proposed.

The need for eff ective international policy coordination to manage the risks 
of global economic instability and promote development has been reiterated in previous 
issues of the World Economic Situation and Prospects (WESP). It was also emphasized in 
the outcome document of the United Nations Conference on the World Financial and 
Economic Crisis and its Impact on Development held in June 2009.17

As elaborated in detail in the World Economic Situation and Prospects 2007,18 a 
successful framework for international macroeconomic policy coordination should consist 
of at least four components: developing a consensus on common goals through interna-
tional consultations with outside mediation, addressing commitment problems by issuing 
multi-year schedules for policy adjustments, enhancing the context for mediation and the 
perceived legitimacy of the mediator, and initiating systemic reforms in the fi eld of inter-
national monetary and fi nancial aff airs. 

In this context, the framework proposed by the G20 has taken the fi rst 
step towards international policy coordination—at least among the major developed 
and emerging economies—to prevent a recurrence of the large global imbalances. Th e 
success of this framework, however, will depend not only on how to institutionalize the 
mechanism delineated above (which is so far still carried out on an ad hoc basis) but also 
on progress in the broad reforms of the international fi nancial architecture and global 
economic governance.

To strengthen global governance, it would seem important to make further 
progress on four related fronts. First, multilateral surveillance by the IMF will need to be 
extended well beyond the traditional emphasis on exchange rates, to address broader mac-
rofi nancial surveillance (see chapter III), and also to monitor the “sustainable rebalancing” 
process of the global economy as outlined.

Second, more pervasive progress on governance reform of the IMF will be 
needed to add legitimacy to the institution’s enhanced role in this respect and also for 
mediating multi-annual agreements. Mediation to achieve consensus on the main targets 
for policy coordination is unlikely to be successful where doubts exist about the impartial-
ity of the mediator. In this context, the reform of the governance of and representation 
in the IMF has become all the more urgent and important so that seats in the Executive 
Board and votes in the Fund better represent developing-country interests in the decision-
making process. 

17 See United Nations General Assembly resolution 63/303 of 9 July 2009.

18 United Nations, World Economic Situation and Prospects 2007 (United Nations publication, Sales 
No. E.07.II.C.2).
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Th ird, while the ongoing crisis has given strong impetus to macroeconomic 
policy coordination, there is no guarantee that all parties will remain committed to agreed 
joint responses. Having clear and verifi able targets for desired policy outcomes will help 
make parties accountable, and the possible loss of reputation through non-compliance 
should be an incentive to live up to policy agreements. Th e agreement could become more 
enforceable, however, if there were an actual cost attached to non-compliance. One pos-
sible mechanism that could be considered in this respect is for all major parties to commit 
a share of their allocation of SDRs to the agreement, which they would lose in the case 
of non-compliance. Such a mechanism could have the advantage of focusing agreements 
on targets in terms of policy outcomes, rather than in terms of adjusting specifi c policy 
instruments. Th e SDRs returned to the IMF as “penalties” for non-compliance could then, 
in the absence of eff ective implementation of the policy coordination framework, be used 
to complement compensatory fi nancing available for developing countries that would be 
aff ected by continued global instability. 

Fourth, sustainable rebalancing of the global economy will require close coor-
dination with other areas of global governance, including those related to development fi -
nancing and the multilateral trading system, and the United Nations Framework Conven-
tion on Climate Change (UNFCCC). No specifi c mechanism for such coordination exists 
at present, and the creation of such a mechanism would seem worthy of consideration.

Reforming the global reserve system 

Th e global fi nancial crisis has further exposed major defi ciencies in the international fi -
nancial architecture, as well as failures of regulation and supervision at national levels. 
As the global economy recovers, more, rather than less, urgent eff orts will be needed to 
spearhead reforms of international and national fi nancial systems so as to prevent a similar 
crisis from recurring. World leaders at meetings of the G20 and at the Conference on the 
World Financial and Economic Crisis and its Impact on Development have recognized 
the need for farther-reaching reforms of the global fi nancial system, as discussed in detail 
in chapter III. One key area of reform to be highlighted here is that of the global reserve 
system. Dealing with the defi ciencies of the present system would signifi cantly enhance 
the eff ectiveness of any international policy coordination mechanism, since it would also 
address the inherent tendency of the present system towards global imbalances and an 
unstable value of the major reserve currency.

Th e present global reserve system, which uses the United States dollar as its 
major reserve currency, suff ers from a number of systemic fl aws that have been well docu-
mented since its creation.19 First, it suff ers from the defl ationary bias characteristic of 
any system in which the burden of macroeconomic adjustment falls on defi cit countries. 

19 See, for example, Peter B. Clark and Jacques J. Polak, “International liquidity and the role of the SDR in 
the international monetary system”, IMF Staff  Papers, vol. 51, No. 1 (2004), pp. 49-71; United Nations, 
World Economic and Social Survey 2005: Financing for Development (United Nations publication, 
Sales No. E.05.II.C.1); Report of the Commission of Experts of the President of the United Nations 
General Assembly on Reforms of the International Monetary and Financial System, pp. 92-102, 
available at www.un.org/ga/president/63/interactive/fi nancialcrisis/PreliminaryReport210509.
pdf; Barry Eichengreen, Out of the Box Thoughts about the International Financial Architecture, IMF 
Working Paper WP/09/116 (Washington, D. C., May 2009); United Nations Conference on Trade 
and Development, The Global Economic Crisis: Systemic Failures and Multilateral Remedies (Geneva: 
UNCTAD, 2009); and José Antonio Ocampo, “Special drawing rights and the reform of the global 
reserve system”, research paper for the Intergovernmental Group of Twenty-Four, October 2009, 
available at http://www.g24.org/jao0909.pdf. 
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High debt ratios or lack of external fi nancing typically puts greater external pressure on 
defi cit countries to adjust than on surplus countries. As demand contraction in the defi cit 
country tends to take the more typical form of asymmetric adjustment, it can be called a 
defl ationary bias. Th e second fl aw relates to the instabilities associated with the use of a 
national currency as an international currency. For other countries to accumulate reserves, 
the reserve currency country must run an external defi cit. Over time, this may lead to an 
undesirable level of external indebtedness of the reserve-currency country, followed by an 
erosion of confi dence in the value of that currency. Th e risk of a strongly weakening dollar 
in the outlook is indeed associated with this systemic fl aw of the global reserve system. Th e 
accumulation of vast amounts of foreign-exchange reserves by developing countries was a 
response to the perceived need for increased “self-protection” against pro-cyclical capital 
fl ows in the aftermath of the Asian crisis and other crises in emerging market economies. 
Th e response was logical in the absence of more adequate collective insurance mechanisms 
to manage balance-of-payments crises. However, by contributing at the same time to the 
problem of signifi cantly widening global imbalances, related volatility and weakening of 
the value of the major reserve currency, the response itself became a factor leading to the 
present crisis and the instability of the system. 

One way in which the system could naturally evolve would be by becoming a 
fully multi-currency reserve system. Th e present system already has more than one reserve 
currency, but the other currencies remain a secondary feature in a system where most 
reserve assets by far are held in United States dollars and where most of the world’s trade 
and fi nancial transactions are eff ected in the major reserve currency. Th e advantage of a 
multi-reserve currency arrangement is that it would provide countries with the benefi t of 
diversifying their foreign-exchange reserve assets. However, none of the other defi ciencies 
of the present system would be addressed.

A more viable option could be to pursue the transition to a reserve system 
based on a true form of international liquidity by expanding the role of SDRs. Doing so 
would, in fact, fulfi l the objective included in the IMF Articles of Agreement of “making 
the special drawing right the principal reserve asset in the international monetary system” 
(Article VIII, Section 7, and Article XXII). Th e G20 decided in April 2009 on a general 
SDR allocation equivalent to $250 billion in recognition of the need to boost international 
liquidity using an international reserve unit. Further steps forward could be to make SDR 
issuance automatic and regular and to link it to the demand for foreign-exchange reserves 
and the growth of the world economy. A key criterion for SDR issuance, withdrawal and 
allocation would be to provide counter-cyclical fi nance. In this way, both the key defi cien-
cies of the present system, its defl ationary bias and the inherent instability of the value of 
the reserve currency, could be overcome. An SDR-based reserve system would also provide 
a basis for a better pooling of international reserves, as international liquidity would be 
made available on a counter-cyclical basis, reducing the need for individual countries to 
hold costly amounts of reserves on their own.

Important practical hurdles will need to be overcome en route to such a sys-
tem, and they will need to be discussed and addressed in conjunction with other reforms 
(see chapter III). As the global economy recovers, the world community should not lose 
sight of the systemic fl aws which were at the root of the global economic and fi nancial cri-
sis in the fi rst place. Th e sustainable rebalancing of the world economy will not be possible 
without addressing the systemic fl aws in the international fi nancial architecture. 
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Appendix
Table A.I.1
Rates of growth of major countries and world regions under three model-based policy scenario simulations,a 2009–2015

Percentage

2009 2010 2011 2012 2013 2014 2015

World

Early withdrawal of stimuli -2.2 2.4 -0.8 0.8 1.5 2.0 2.4

Global imbalances, dollar devaluation and infl ation -2.2 4.8 3.0 1.8 2.1 2.5 2.4

International policy coordination -2.2 2.4 4.4 5.1 5.2 5.2 5.1

United States

Early withdrawal of stimuli -2.5 2.1 -0.4 0.5 1.0 1.5 2.0

Global imbalances, dollar devaluation and infl ation -2.5 5.4 5.5 1.1 2.4 3.9 3.7

International policy coordination -2.5 2.1 3.4 4.5 5.0 4.9 4.7

Western Europe

Early withdrawal of stimuli -4.1 0.5 -2.5 -0.6 0.4 1.0 1.5

Global imbalances, dollar devaluation and infl ation -4.1 2.4 0.6 1.9 1.5 0.8 0.3

International policy coordination -4.1 0.5 2.5 3.5 3.7 3.5 3.4

Japan

Early withdrawal of stimuli -5.6 0.9 -1.8 -1.5 -1.0 -0.5 -0.3

Global imbalances, dollar devaluation and infl ation -5.6 4.5 0.4 -0.9 -0.2 1.1 1.6

International policy coordination -5.6 0.9 3.9 3.3 2.3 2.5 2.2

Other developed economies

Early withdrawal of stimuli -1.2 2.1 -1.9 0.3 1.8 2.4 2.8

Global imbalances, dollar devaluation and infl ation -1.2 4.0 1.9 0.4 0.5 0.9 1.1

International policy coordination -1.2 2.1 4.2 5.0 5.4 5.2 5.0

Commonwealth of Independent States

Early withdrawal of stimuli -6.7 1.7 -3.4 1.0 2.9 3.0 3.7

Global imbalances, dollar devaluation and infl ation -6.7 1.8 4.0 5.5 4.1 3.6 3.5

International policy coordination -6.7 1.7 5.2 7.5 7.7 7.6 7.2

Western Asia

Early withdrawal of stimuli -1.0 3.6 -0.7 2.4 4.7 4.1 4.6

Global imbalances, dollar devaluation and infl ation -1.0 4.8 2.4 4.9 3.0 3.0 2.9

International policy coordination -1.0 3.6 5.7 7.2 7.4 7.4 6.6

Newly industrialized East Asia

Early withdrawal of stimuli -2.6 3.7 -0.9 0.0 2.2 3.4 4.0

Global imbalances, dollar devaluation and infl ation -2.6 7.0 6.0 1.8 2.2 3.0 3.4

International policy coordination -2.6 3.7 8.2 6.4 6.0 5.4 5.7

China

Early withdrawal of stimuli 8.1 8.8 4.7 5.5 5.1 5.0 4.9

Global imbalances, dollar devaluation and infl ation 8.1 9.4 5.1 5.4 4.7 4.7 4.2

International policy coordination 8.1 8.8 8.0 8.0 7.6 8.1 7.9

East Asia, middle-income, excluding China

Early withdrawal of stimuli -2.4 3.6 -1.8 2.0 3.9 4.6 5.2

Global imbalances, dollar devaluation and infl ation -2.4 4.7 2.1 1.7 2.0 2.7 3.0

International policy coordination -2.4 3.6 5.0 6.3 6.6 7.3 7.6
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Table A.I.1 (cont’d)

2009 2010 2011 2012 2013 2014 2015

India

Early withdrawal of stimuli 5.9 6.5 2.9 3.8 4.4 4.6 4.8

Global imbalances, dollar devaluation and infl ation 5.9 7.0 6.4 3.7 3.8 3.7 3.8

International policy coordination 5.9 6.5 10.2 10.4 10.8 10.6 10.5

South Asia, excluding India

Early withdrawal of stimuli 4.8 2.3 0.6 2.9 4.0 4.4 4.8

Global imbalances, dollar devaluation and infl ation 4.8 3.7 2.8 2.5 2.9 3.3 3.5

International policy coordination 4.8 2.3 6.8 8.0 8.7 8.7 8.7

East Asia, low-income

Early withdrawal of stimuli 3.9 4.8 0.8 4.1 4.7 5.0 5.2

Global imbalances, dollar devaluation and infl ation 3.9 4.8 3.9 2.1 1.9 2.1 2.0

International policy coordination 3.9 4.8 8.7 8.9 9.2 8.9 8.4

Mexico, Central America and the Caribbean

Early withdrawal of stimuli -6.4 2.9 -2.1 1.7 2.9 3.4 4.0

Global imbalances, dollar devaluation and infl ation -6.4 5.6 0.6 1.1 1.6 2.2 2.6

International policy coordination -6.4 2.9 4.9 7.1 7.6 7.4 7.2

South America

Early withdrawal of stimuli -0.2 3.8 -1.0 1.5 2.0 2.1 2.5

Global imbalances, dollar devaluation and infl ation -0.2 4.6 0.9 1.4 1.4 1.5 1.5

International policy coordination -0.2 3.2 4.8 5.5 5.9 6.1 5.8

Africa, middle-income

Early withdrawal of stimuli 1.3 3.6 1.0 4.5 5.0 5.3 5.7

Global imbalances, dollar devaluation and infl ation 1.3 5.3 3.5 4.4 4.0 4.0 3.9

International policy coordination 1.3 3.6 8.0 8.5 8.6 8.8 8.0

Africa, low-income

Early withdrawal of stimuli 1.9 4.6 1.8 5.1 4.8 5.2 5.6

Global imbalances, dollar devaluation and infl ation 1.9 7.0 2.5 4.2 3.5 3.6 3.6

International policy coordination 1.9 4.6 10.0 10.4 10.9 11.5 10.7

Memorandum items:

Oil price, world average, USD per barrel

Early withdrawal of stimuli 61.0 80.1 67.8 73.5 81.6 89.1 96.8

Global imbalances, dollar devaluation and infl ation 61.0 95.7 109.5 126.5 147.5 167.5 178.2

International policy coordination 61.0 80.1 82.0 82.0 83.1 92.6 97.9

Primary commodity prices, world average, USD-denominated index

Early withdrawal of stimuli 76.4 76.0 66.2 63.3 63.1 64.4 66.2

Global imbalances, dollar devaluation and infl ation 76.4 82.6 96.0 105.6 112.9 118.3 118.8

International policy coordination 76.4 76.0 80.0 85.7 92.2 99.4 104.4

Growth of volume of world merchandise exports

Early withdrawal of stimuli -12.6 5.5 1.4 4.5 6.6 6.8 6.9

Global imbalances, dollar devaluation and infl ation -12.6 4.0 7.2 8.8 9.5 9.7 9.5

International policy coordination -12.6 5.5 7.9 8.8 9.2 8.8 9.0

Source: UN/DESA Global Policy Model.

a See text for the assumptions underlying each scenario.
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Table A.I.2
Current account of major countries and world regions under three model-based policy scenario simulations,a 2009-2015

Percentage of each country or region's GDP

2009 2010 2011 2012 2013 2014 2015

United States

Early withdrawal of stimuli -4.1 -4.8 -4.2 -4.5 -4.9 -5.2 -5.4

Global imbalances, dollar devaluation and infl ation -4.1 -6.4 -5.3 -3.7 -2.2 -1.0 0.1

International policy coordination -4.1 -4.8 -4.8 -4.5 -4.2 -4.1 -3.9

Western Europe

Early withdrawal of stimuli -0.6 -0.5 0.0 -0.1 -0.2 -0.3 -0.3

Global imbalances, dollar devaluation and infl ation -0.6 0.2 0.1 -0.5 -1.0 -1.4 -1.7

International policy coordination -0.6 -0.5 -0.4 -0.2 0.0 0.1 0.4

Japan

Early withdrawal of stimuli 2.1 1.5 1.5 1.5 1.8 2.3 2.7

Global imbalances, dollar devaluation and infl ation 2.1 2.0 0.8 0.1 -0.2 -0.2 0.0

International policy coordination 2.1 1.5 1.3 1.2 1.2 1.4 1.6

Other developed economies

Early withdrawal of stimuli -2.7 -2.5 -3.7 -3.7 -3.4 -3.2 -3.0

Global imbalances, dollar devaluation and infl ation -2.7 -2.1 -2.7 -3.3 -3.7 -4.1 -4.4

International policy coordination -2.7 -2.5 -2.5 -2.3 -2.0 -1.7 -1.4

Commonwealth of Independent States

Early withdrawal of stimuli 3.5 6.1 4.4 5.7 6.5 6.7 6.7

Global imbalances, dollar devaluation and infl ation 3.5 8.5 6.9 5.7 5.4 5.4 5.0

International policy coordination 3.5 6.1 6.0 4.8 3.5 3.1 2.4

Western Asia

Early withdrawal of stimuli 1.5 5.2 3.1 4.6 5.3 5.5 5.5

Global imbalances, dollar devaluation and infl ation 1.5 7.5 6.1 5.0 4.9 4.8 4.2

International policy coordination 1.5 5.2 5.1 4.0 2.7 2.6 2.0

Newly industrialized East Asia

Early withdrawal of stimuli 7.1 4.8 7.2 7.9 7.9 7.3 6.4

Global imbalances, dollar devaluation and infl ation 7.1 5.5 4.6 4.0 3.0 1.9 1.2

International policy coordination 7.1 4.8 4.3 4.4 4.4 4.1 3.9

China

Early withdrawal of stimuli 10.8 10.7 9.4 7.9 6.6 5.5 4.6

Global imbalances, dollar devaluation and infl ation 10.8 9.3 8.1 7.0 6.2 5.5 4.9

International policy coordination 10.8 10.7 9.6 8.2 6.7 5.3 3.9

East Asia, middle-income, excluding China

Early withdrawal of stimuli 9.0 8.7 7.5 6.8 6.5 6.3 6.2

Global imbalances, dollar devaluation and infl ation 9.0 8.2 7.8 7.0 6.1 5.3 4.6

International policy coordination 9.0 8.7 7.8 6.8 5.7 4.7 3.9

India

Early withdrawal of stimuli -3.4 -4.1 -3.5 -3.9 -4.1 -4.2 -4.1

Global imbalances, dollar devaluation and infl ation -3.4 -5.1 -4.8 -4.6 -4.7 -4.8 -4.8

International policy coordination -3.4 -4.1 -3.8 -2.9 -1.8 -1.3 -0.7



40 World Economic Situation and Prospects 2010

Table A.I.2 (cont’d)

2009 2010 2011 2012 2013 2014 2015

South Asia, excluding India

Early withdrawal of stimuli -2.9 -3.3 -2.8 -3.0 -3.2 -3.1 -3.1

Global imbalances, dollar devaluation and infl ation -2.9 -4.2 -3.4 -3.0 -3.0 -3.0 -3.0

International policy coordination -2.9 -3.3 -3.0 -2.3 -1.5 -1.2 -0.8

East Asia, low-income

Early withdrawal of stimuli -1.3 -1.7 -2.9 -2.4 -1.3 -0.2 0.8

Global imbalances, dollar devaluation and infl ation -1.3 -1.0 -1.3 -1.1 -0.4 0.2 0.6

International policy coordination -1.3 -1.7 -1.7 -1.3 -0.7 0.1 0.6

Mexico, Central America and the Caribbean

Early withdrawal of stimuli -2.6 -2.7 -2.4 -2.0 -1.6 -1.5 -1.4

Global imbalances, dollar devaluation and infl ation -2.6 -2.7 -2.3 -2.7 -3.1 -3.6 -4.0

International policy coordination -2.6 -2.7 -1.8 -1.3 -0.9 -0.9 -0.8

South America

Early withdrawal of stimuli -0.5 -0.3 -1.2 -1.0 -0.6 -0.1 0.3

Global imbalances, dollar devaluation and infl ation -0.5 0.2 -0.1 -0.4 -0.6 -0.6 -0.8

International policy coordination -0.5 -0.3 -0.2 0.0 0.1 0.3 0.4

Africa, middle-income

Early withdrawal of stimuli -2.8 -2.6 -3.5 -1.9 -0.3 1.1 2.1

Global imbalances, dollar devaluation and infl ation -2.8 -1.5 -1.7 -1.2 -0.2 0.7 1.3

International policy coordination -2.8 -2.6 -2.4 -2.2 -1.7 -0.7 0.0

Africa, low-income

Early withdrawal of stimuli -3.3 -0.5 -2.2 -1.1 0.3 1.3 2.1

Global imbalances, dollar devaluation and infl ation -3.3 1.4 0.5 0.2 0.6 1.1 1.2

International policy coordination -3.3 -0.5 -0.9 -1.6 -2.1 -1.9 -2.0

Source: UN/DESA Global Policy Model.

a See text for the assumptions underlying each scenario.
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Table A.I.3
Changes in policy interest rates,a by country or region, under three model-based policy scenario simulations,b 2010-2015

Basis points, diff erence over previous year

2010 2011 2012 2013 2014 2015

United States

Early withdrawal of stimuli 19 193 101 -17 -64 -22

Global imbalances, dollar devaluation and infl ation 202 275 111 60 41 -53

International policy coordination 19 103 175 232 150 32

Western Europe

Early withdrawal of stimuli 15 214 68 -6 -11 39

Global imbalances, dollar devaluation and infl ation 198 -71 25 96 105 0

International policy coordination 15 123 157 230 188 70

Japan

Early withdrawal of stimuli 36 146 23 -29 -108 -49

Global imbalances, dollar devaluation and infl ation 219 -111 -42 -12 14 -40

International policy coordination 36 116 154 95 86 -35

Other developed economies

Early withdrawal of stimuli 20 209 39 -32 -40 32

Global imbalances, dollar devaluation and infl ation 110 -21 -25 -4 11 -16

International policy coordination 20 120 174 229 149 53

Commonwealth of Independent States

Early withdrawal of stimuli 139 -161 -468 63 104 124

Global imbalances, dollar devaluation and infl ation -378 -233 189 230 276 81

International policy coordination 139 280 -227 -14 94 -36

Western Asia

Early withdrawal of stimuli 134 281 -90 -5 54 73

Global imbalances, dollar devaluation and infl ation 68 204 47 57 72 -17

International policy coordination 134 72 179 199 127 52

Newly industrialized East Asia

Early withdrawal of stimuli 15 221 24 -49 -78 16

Global imbalances, dollar devaluation and infl ation 137 -16 11 27 19 -64

International policy coordination 15 86 172 221 114 -44

China

Early withdrawal of stimuli 284 188 -41 18 -109 -5

Global imbalances, dollar devaluation and infl ation 262 -100 92 73 49 29

International policy coordination 284 19 11 40 44 30

East Asia, middle-income, excluding China

Early withdrawal of stimuli -3 150 -67 -135 -109 8

Global imbalances, dollar devaluation and infl ation -78 -190 -120 -32 35 -3

International policy coordination -3 -76 43 166 161 7

India

Early withdrawal of stimuli 112 105 -55 -212 -238 -92

Global imbalances, dollar devaluation and infl ation 146 -127 -130 -118 -96 -97

International policy coordination 112 -24 71 139 97 1
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Table A.I.3 (cont’d)

2010 2011 2012 2013 2014 2015

South Asia, excluding India

Early withdrawal of stimuli 4 94 -13 -136 -169 -27

Global imbalances, dollar devaluation and infl ation 14 -167 -116 -60 -27 -12

International policy coordination 4 -32 77 159 113 37

East Asia, low-income

Early withdrawal of stimuli 10 215 17 -85 -97 35

Global imbalances, dollar devaluation and infl ation -10 -25 -67 -71 -36 -17

International policy coordination 10 -5 147 137 109 47

Mexico, Central America and the Caribbean

Early withdrawal of stimuli 46 103 -42 -106 -92 -30

Global imbalances, dollar devaluation and infl ation -86 -136 -90 -5 56 -35

International policy coordination 46 -92 94 267 247 28

South America

Early withdrawal of stimuli -42 125 -57 -85 -44 4

Global imbalances, dollar devaluation and infl ation 110 -42 -233 -151 -61 -76

International policy coordination -42 69 118 192 63 7

Africa, middle-income

Early withdrawal of stimuli -1 297 -33 -151 -171 -33

Global imbalances, dollar devaluation and infl ation 3 19 -75 -51 -28 -54

International policy coordination -1 71 141 200 99 3

Africa, low-income

Early withdrawal of stimuli 66 257 -6 -35 -37 80

Global imbalances, dollar devaluation and infl ation 60 -23 -75 14 66 50

International policy coordination 66 -100 207 191 29 12

Source: UN/DESA Global Policy Model.

a Regional rates are weighted by GDP.

b See text for the assumptions underlying each scenario.
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Table A.I.4
Ex ante fi scal stimuli, by major country or region, under three model-based policy scenario simulations,a 2008-2015

Percentage of GDP

Estimated eff ective 

stimuli 2008-2010 2011 2012 2013 2014 2015

United States

Early withdrawal of stimuli 5.4 -2.3 -1.7 -1.2 -0.9 -0.7

Global imbalances, dollar devaluation and infl ation 5.6 0.2 -1.7 -1.8 -1.4 -1.2

International policy coordination 5.4 0.3 0.2 0.1 0.0 0.0

Western Europe

Early withdrawal of stimuli 2.1 -1.7 -1.3 -1.0 -0.7 -0.5

Global imbalances, dollar devaluation and infl ation 2.2 0.2 0.1 -0.1 -0.7 -1.1

International policy coordination 2.1 0.3 0.1 0.1 0.0 0.0

Japan

Early withdrawal of stimuli 4.0 -1.6 -1.2 -0.9 -0.7 -0.5

Global imbalances, dollar devaluation and infl ation 4.0 0.2 0.1 0.0 0.0 0.0

International policy coordination 4.0 0.2 0.1 0.0 0.0 0.0

Other developed economies

Early withdrawal of stimuli 2.6 -2.1 -1.5 -1.2 -0.9 -0.6

Global imbalances, dollar devaluation and infl ation 2.6 0.3 0.2 0.1 0.0 0.0

International policy coordination 2.6 0.3 0.2 0.1 0.0 0.0

Commonwealth of Independent States

Early withdrawal of stimuli 2.5 -1.3 -1.0 -0.8 -0.6 -0.4

Global imbalances, dollar devaluation and infl ation 2.5 0.4 0.2 0.1 0.0 0.0

International policy coordination 2.5 0.6 0.5 0.6 0.7 0.7

Western Asia

Early withdrawal of stimuli 3.6 -0.4 -0.3 -0.2 -0.2 -0.1

Global imbalances, dollar devaluation and infl ation 3.6 0.2 0.1 0.0 0.0 0.0

International policy coordination 3.6 0.5 0.6 0.6 0.6 0.6

Newly industrialized East Asia

Early withdrawal of stimuli 3.7 -2.1 -1.6 -1.2 -0.9 -0.7

Global imbalances, dollar devaluation and infl ation 3.7 0.5 0.0 0.1 0.0 0.0

International policy coordination 3.7 0.5 0.0 0.1 0.0 0.0

China

Early withdrawal of stimuli 9.3 0.0 0.0 0.0 0.0 0.0

Global imbalances, dollar devaluation and infl ation 9.3 0.8 0.4 0.2 0.0 0.0

International policy coordination 9.3 0.8 0.4 0.2 0.0 0.0

East Asia, middle-income, excluding China

Early withdrawal of stimuli 3.1 -1.6 -1.2 -0.9 -0.7 -0.5

Global imbalances, dollar devaluation and infl ation 3.1 0.4 0.2 0.1 0.0 0.0

International policy coordination 3.1 1.0 1.0 1.2 1.2 1.3

India

Early withdrawal of stimuli 6.4 0.0 0.0 0.0 0.0 0.0

Global imbalances, dollar devaluation and infl ation 6.4 0.7 0.4 0.2 0.0 0.0

International policy coordination 6.4 1.0 1.1 1.1 1.1 1.1
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Table A.I.4 (cont’d)

Estimated eff ective 

stimuli 2008-2010 2011 2012 2013 2014 2015

South Asia, excluding India

Early withdrawal of stimuli 0.9 0.0 0.0 0.0 0.0 0.0

Global imbalances, dollar devaluation and infl ation 0.9 0.0 0.0 0.0 0.0 0.0

International policy coordination 0.9 1.3 1.3 1.4 1.5 1.5

East Asia, low-income

Early withdrawal of stimuli 1.4 -0.1 -0.1 -0.1 -0.1 0.0

Global imbalances, dollar devaluation and infl ation 1.4 0.0 0.0 0.0 0.0 0.0

International policy coordination 1.4 1.2 1.3 1.3 1.2 1.2

Mexico, Central America and the Caribbean

Early withdrawal of stimuli 1.3 -0.9 -0.7 -0.5 -0.4 -0.3

Global imbalances, dollar devaluation and infl ation 1.3 0.0 0.0 0.0 0.0 0.0

International policy coordination 1.3 0.7 0.7 0.8 0.9 0.8

South America

Early withdrawal of stimuli 0.8 -0.5 -0.4 -0.3 -0.2 -0.2

Global imbalances, dollar devaluation and infl ation 0.8 0.0 0.0 0.0 0.0 0.0

International policy coordination 0.8 0.7 0.7 0.8 0.8 0.8

Africa, middle-income

Early withdrawal of stimuli 0.9 0.0 0.0 0.0 0.0 0.0

Global imbalances, dollar devaluation and infl ation 0.9 0.0 0.0 0.0 0.0 0.0

International policy coordination 0.9 1.0 1.0 1.0 1.0 1.0

Africa, low-income

Early withdrawal of stimuli 0.9 0.0 0.0 0.0 0.0 0.0

Global imbalances, dollar devaluation and infl ation 0.9 0.0 0.0 0.0 0.0 0.0

International policy coordination 0.9 1.3 1.4 1.5 1.4 1.5

Source: UN/DESA Global Policy Model.

a See text for the assumptions underlying each scenario.
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Table A.I.5
Estimated government debt of major countries and world regions under three model-based policy scenario 
simulations,a 2009-2015 

Percentage of each country or region's GDP

2009 2010 2011 2012 2013 2014 2015

United States

Early withdrawal of stimuli 76.5 88.4 97.1 102.7 106.3 107.2 106.6

Global imbalances, dollar devaluation and infl ation 76.5 86.9 89.4 88.2 85.4 81.5 76.9

International policy coordination 76.5 88.4 95.7 97.1 93.9 88.5 83.2

Western Europe

Early withdrawal of stimuli 77.1 90.8 103.9 114.5 122.4 125.9 126.6

Global imbalances, dollar devaluation and infl ation 77.1 89.9 100.4 106.1 108.6 109.1 110.0

International policy coordination 77.1 90.8 100.0 103.1 101.0 96.6 92.0

Japan

Early withdrawal of stimuli 180.2 192.4 209.2 224.6 240.7 254.4 267.1

Global imbalances, dollar devaluation and infl ation 180.2 189.1 203.4 213.2 223.4 230.3 234.2

International policy coordination 180.2 192.4 202.6 202.7 198.3 193.3 190.5

Other developed economies

Early withdrawal of stimuli 62.8 68.1 74.1 79.1 82.7 83.3 82.1

Global imbalances, dollar devaluation and infl ation 62.8 67.1 71.1 74.6 78.5 82.4 86.4

International policy coordination 62.8 68.1 70.8 70.0 66.4 61.7 57.3

Commonwealth of Independent States

Early withdrawal of stimuli 43.6 48.1 55.7 64.6 73.5 78.6 80.7

Global imbalances, dollar devaluation and infl ation 43.6 49.4 64.9 75.7 81.2 82.3 81.6

International policy coordination 43.6 48.1 54.1 58.1 59.7 58.6 56.4

Western Asia

Early withdrawal of stimuli 39.3 35.5 35.7 34.9 34.3 33.3 32.1

Global imbalances, dollar devaluation and infl ation 39.3 35.0 37.9 38.6 38.7 38.2 38.2

International policy coordination 39.3 35.5 32.4 29.7 27.7 25.9 25.4

Newly industrialized East Asia

Early withdrawal of stimuli 15.4 16.4 16.9 17.4 18.3 19.1 19.8

Global imbalances, dollar devaluation and infl ation 15.4 16.7 17.3 17.1 19.2 22.3 24.7

International policy coordination 15.4 16.4 17.5 17.8 18.0 18.1 18.4

China

Early withdrawal of stimuli 23.2 28.7 35.7 45.0 55.4 65.3 74.7

Global imbalances, dollar devaluation and infl ation 23.2 30.8 48.0 64.4 79.6 92.5 103.5

International policy coordination 23.2 28.7 35.8 43.9 52.2 59.6 65.0

East Asia, middle-income, excluding China

Early withdrawal of stimuli 47.6 51.5 56.9 62.2 66.6 67.4 65.5

Global imbalances, dollar devaluation and infl ation 47.6 52.4 65.1 75.8 84.7 90.3 93.4

International policy coordination 47.6 51.5 55.2 56.8 57.1 56.0 54.0

India

Early withdrawal of stimuli 51.2 51.9 53.3 56.4 60.0 62.7 64.5

Global imbalances, dollar devaluation and infl ation 51.2 53.4 59.4 65.1 70.7 75.8 79.8

International policy coordination 51.2 51.9 51.2 49.3 46.3 43.7 41.5
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Table A.I.5 (cont’d)

2009 2010 2011 2012 2013 2014 2015

South Asia, excluding India

Early withdrawal of stimuli 48.3 47.8 49.0 51.1 52.9 53.5 53.0

Global imbalances, dollar devaluation and infl ation 48.3 48.7 51.2 53.9 56.3 58.0 58.9

International policy coordination 48.3 47.8 47.2 45.6 43.1 40.7 38.8

East Asia, low-income

Early withdrawal of stimuli 28.6 27.2 26.4 24.4 21.8 18.7 15.5

Global imbalances, dollar devaluation and infl ation 28.6 27.5 28.7 28.9 28.6 27.9 27.0

International policy coordination 28.6 27.2 23.9 19.6 15.4 12.1 11.1

Mexico, Central America and the Caribbean

Early withdrawal of stimuli 32.2 37.8 45.4 51.6 56.5 58.4 58.8

Global imbalances, dollar devaluation and infl ation 32.2 37.0 44.2 49.8 55.0 58.5 61.2

International policy coordination 32.2 37.8 42.6 43.9 42.5 39.6 36.9

South America

Early withdrawal of stimuli 52.5 56.0 61.5 66.5 71.1 73.9 75.4

Global imbalances, dollar devaluation and infl ation 52.5 55.5 62.4 68.3 73.8 77.9 81.1

International policy coordination 52.5 56.0 58.7 59.5 59.1 57.5 55.9

Africa, middle-income

Early withdrawal of stimuli 38.4 34.6 31.4 32.7 34.2 35.3 36.3

Global imbalances, dollar devaluation and infl ation 38.4 34.8 38.8 41.1 41.9 41.4 40.3

International policy coordination 38.4 34.6 32.1 33.1 33.5 33.9 34.0

Africa, low-income

Early withdrawal of stimuli 67.2 69.2 71.2 68.5 63.8 57.6 51.4

Global imbalances, dollar devaluation and infl ation 67.2 67.6 70.3 68.7 65.4 60.8 56.5

International policy coordination 67.2 69.2 66.2 59.4 51.3 43.7 38.5

Source: UN/DESA Global Policy Model.

a See text for the assumptions underlying each scenario.






