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Abstract in original language:

The current global financial and economic crisighis most severe one in the modern history
of mankind. Compared to any other previous evemtthis regard, the present situation is
unprecedented while many causes lead to the cellapghe global level at the same time.
The crisis started off in the developed world thé tremendous consequences of it are to be
felt worldwide, and in particular in the developioguntries. The exit strategies must be truly
exit for all the countries, regardless the leveldef/elopment and the new paradigm in the
global financial structure must be found as onthefresponses to this crisis.
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Abstract:

Souasna globalni finami a ekonomicka krize je nejzav&Ri v moderni historii lidstva. V
porovnani s jakoukoliv #edchozi udalosti tohoto charakteru, je ¢&s@mma situace
bezprecedentni, a to kdyz globalni kolaps bylspben ®kolika pricinami najednou. Krize
odstartovala v zemich rozvinutych, nicriéaji dopady Ize pocitit celosiové, zejména pak
v zemich rozvojovych. Vychozi strategie z této &rgak musi byt skute¢ vychozimi pro
vSechny bez ohledu na stup®zvoje a nalezeni nového globalniho paradigmadajicino se
globalnich finagnich struktur musi byt jednou z odgav na tuto krizi.
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1. CURRENT GLOBAL ECONOMIC AND FINANCIAL CRISIS

The current global economic and financial crisieften described as a ,crisis of the centdiry*
and definitely is the biggest and the deepest ameghe 1929 stock market crefsindeed,
these two events have basic distinguishing featdniée the present crisis is a systemic one
and requires the systemic solutions, partial ctioes in this stage will not be helpful at all.

Generally, the downturns in the global economy @ften of the cyclical nature and thus
usually expected as natural. This is not true lier angoing unprecedented crisis which is of
very specific nature (imminently being preceded thg global food and energy crisfs
together with more and more important climate cleacigallenge$ and is the biggest in the
modern system of Bretton Woods's institutions azhSu

The present situation is in this respect totallyoimparable to any preceding crises and is of
very specific character while many causes leachéogiobal collapse at the same time and
while the global recession has definitely the pt&rno undermine the economic growth of
all the countries and the achievement of the gagieed upon in the international community,
such as Millenium Development Goals (MGDs)hich should be achieved by 204Fhe
crisis itself erupted for the first time in the $mpber 2007 and the question is if we have
already seen the ,end of the tunnel“in the firdf b&2009?

It is also necessary to point out that there wereafe individuals (like one of prominent
Libertarians, Peter Shiffy and institutions in the UN system (such as thetdshiNations
Conference for Trade and Development since 20@44t were warning the public before the
possible impacts of the excessive speculationsiirencies, global financial imbalances and

L UNCTAD Policy Brief ,The ,crisis“of the century...“Nr. 3, October 2008, p. 1.

2 For more details on ~Black Thursday/Friday“events see for example:

http://eh.net/encyclopedia/article/Bierman.Crash

% For the details see for examphetp://www.time.com/time/photogallery/0,29307,1780200.html

* For the details see for exampletp://www.energycrisis.com/

® For the up-coming UN Climate Change Conferencelsge//en.cop15.dk/

® On the structure of the Bretton - Woods instilasio see for example:
http://www.chebucto.ns.ca/Current/P7/bwi/cccbw.html

" See more specific details on MD@stp://www.un.org/millenniumgoals/

8 UNCTAD The Global Economic Crisis: Systemic Fadisirand Multilateral Remedies, UN NY, Geneva, 2009,
64, ISBN 978-92-1-112765-2, p. 1.

® UNCTAD Policy Brief ,The ,crisis“of the century...“Nr. 3, October 2008, p. 1.

10 For the details seéttp://money.cnn.com/2009/01/20/magazines/fortukedte _schiff.fortune/index.htm

™ One of the first warnings can be found in the UMD s Trade and Development Report from the 20@&: S
www.unctad.org
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lack of rules in international finance. The exp#otas regarding the impact and extent of the
possible crises have exceeded all the presumptions.

This contribution will not only try to characteritiee present global economic situation which
is not to be understood only as the crisis itseif probably more as an opportunity or
challenge for the future international economiciemment, but also to analyze the wrong
steps that were taken in the history and that tably led to the present collapse. Finally, the
intention here is to propose the exit strategie$ staps that need to be taken in order to get
back on the right track of global economic progperi

Three key elements of the crisis which are deswgibihe present situation and thus
distinguishing it from any previous crisis are dnumerated as follows: the crisis originated
in the developed countries (not surprisingly enqgugk developing countries and the LDCs
are the most severally hit), it is not a usual ic@l ,incident“(while the whole system
collapsed), and it clearly pointed out that thesprg global financial structure and rules are
totally insufficient.

2. WHAT WENT WRONG AND ARE THE IMPACTS?

This is a simple question that obviously does rateha simple answer. The nature of the
present crisis is complex and thus also its camsest be viewed in complexity. Among them
one can name: too much liquidity in the world, tmany savings in one part of the world
(especially in developing countries and countrigth v8conomies in transition that use this
policy as a basic safeguarding mechanism and imis the aggregated internal domestic
demand while restricting the amount of the liquidih the domestic markets) and huge
consumption on the other (especially in the dewedopountries — the United States and its
internal market with strong banking sector can semg¢ a best example in this respect),
individual misbehavior (famous cases of Americamkeas from Wall Street), lack of
transparency in the international financial syst@specially in the International Monetary
Fund, World Bank etc.), lack of international agremiles on finance (Bretton Woods
institutions were not dealing with those at all)datie specific role of the credit rating
agencies that were not subject to the market diseigand their huge impact in assessing the
quality of the whole banking sector and the lackintérnationally recognized supervising
agency).

The United States are often blamed as the ,bad“gingsare responsible for the recent state
of the global economy. This statement (often usethb developing and the least developed
countries in the traditional North/South trade ,%yas very simplistic and is overlooking
some basic aspects of the current crisis. The tillonahe financial markets turned out to be
really visible (after years of relative calm) iretinited States and in the sub-prime mortgage
market — that is definitely true. In the global text this was only one single piece of the
global ,domino game*“that collapsed. The policy nraken the both sides of the Atlantic
Ocean reacted quite promptly and calmed down ti@tgin by the massive provision of the
liquidity in the home markéf. In the overall situation, these measures cameaatewere
solving only the specific situation in specific cdues (especially the United States and the
measures taken within the Federal Reserve’s Systanthe European Union and the

12 UNCTAD Policy Brief ,,Coping with financial markerisis®, Nr. 1, October 2007, p. 1.
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measures taken by the European Central Bank). Tdie cause of the crisis, worldwide
speculations in currencies and food, metal, oil @ihér primary commodities since mid 2007
— was underestimated in the name of omnipresernit spliberalism.

The post war system was based on unprecedenteahyisn that the full liberalization on
global scale is absolutely necessary for the bepéfll.** This presumption now turned out
to be wrong one while the liberalized playing fialidbwed the speculators to create money in
the huge shadow banking system while simply mowciijves and passives on their balance
sheets and thus simply only redistributing the sl@ldrld-wide and speculating in them.

Impacts of the crisis can be assessed on difféegets and in the different areas. According
to me these main different impacts can be distsiged as follows: demand driven deficit in
international trade, deficit of credit and tradeafice, falling commodity prices, declining
remittances (coming from migrant workers), declimdoreign direct investments (FDI) and
official development assistance (ODA) which cantdeenendous for the developing and the
least developed countri&s.

Regarding the ODA afloat it is now clear that itlwake years to recover it and make it again
sustainable and predictable for the developingngast which are vitally dependant ortit.
The connection between the ODA flow and the cisisiore than clear while in most of the
cases the donors set their aid target as a pegeenfatheir own GDP — any single drop in
GDP thus means automatically a drop in the ODA flBar example during the last banking
crisis the ODA dipped in the range of 20-46%.

One of the strongest impacts of the present areisbe seen in the FDI flows, the decline in
the year 2008 and nowadays is obvious. The pefi@D@4-2008 is to be seen as the period
of the growth cycle in international investmentssagh. The inflow of FDI reached the
historic record; in 2007 the flow of the foreigrretit investments reached the level of 1.9
trillion USD.Y” The decline of the foreign investments was estohas 15% in the 2008 and
now is clear that this trend is about to continne2009 while especially the transnational
corporations are feeling the real impact of thesisrwith certain delay. This fall can be
assigned to two main factors: lack of financialoreses worldwide which is automatically
capable to affect the investment environment aoll & trust while investing in developing
countries that are most severely hit by the cifsErom the medium term perspectiVénere

3 The ideology that clearly foretold the crisis fistrespect can be summarized as follows: blinéglgation —
unlimited self regulation — inappropriate regulatend capital account liberalization.

¥ UNCTAD The Global Economic Crisis: Systemic Fagisiand Multilateral Remedies, UN NY, Geneva, 2009,
64, ISBN 978-92-1-112765-2, p. 1.

15 UNCTAD Policy Brief ,Keeping ODA afloat: no stonmturned®, Nr. 7, March 2009, p.1.
18 | bid.

" UNCTAD Report on Assessing the Impact of the Quirfénancial and Economic Crisis on Global FDI Féow
— Advance unedited version, April 2009, p. vii.

% Ibid.
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are several aspects which will definitely play thae in restoring the FDI flows and
confidence in the international investment envireninFirstly, new emerging economies that
are still able to attract the FDIs will play monedamore important role in the future (Brazil,
China, India etc.). Secondly, the present crisisgdwiewed as an opportunity for the cash-rich
countries and transnational corporations to bargfaen,ideal“prices of goods and services.
Thirdly, new sources of FDIs are already emergingovereign wealth funds and the
importance of the south/south trade and integraigomery clear in this respect. The real
challenges for the countries is to continue toaattthe FDI while the public investments
programs, PPP programs (public-private partner3tdpd bilateral and regional investment
agreements might be helpful in this respect.

The aggregated impact of the crisis on the glataalet is also clear now, especially taking into
account the developing dimension of the trade amean of the future development or
instrument that helps to fight the poverty andedise living standards of the populatfdn.
The ongoing reduction of trade and investmentstastisg to restrain the development
prospects of the developing countries and in paeicthe least developed orfésThe most

hit are the developing countries that are expaanbed with the small economies where the
reduction of international demand has tremendousemuences while these countries are
much more exposed to the international marKeTis effect can be seen not only in the area
of trade in goods (where especially the automoseetor, telecommunication equipment
sector and the textile and clothing sector are Initf) also in the area of trade in services
(maritime transport, tourism, construction serviegs >

One should not forget that the trade issues nedietassessed in a broader context. The
declining exports have clear impacts in other eglareas such as: rating unemployment (the
sub-prime crisis in the global job market is trechmusf*, declines in family incomes, child

9 UNCTAD Report on Assessing the Impact of the Quirfénancial and Economic Crisis on Global FDI Féow
— Advance unedited version, April 2009, p. 30 &t se

2 UNCTAD Report on Global Economic Crisis: Impliaais for Trade and Development (TD/B/C.I/CRP.1),
May 2009, p. 3.

2L The situation is particularly dangerous in theteshof the African countries. Africa is facing tsgstemic
crisis for the centuries (trade in slaves, colotirg food crisis, oil crisis) but the present isepresents the
true human and development disaster due to the slestine of the commodity prices.

221t is important to emphasize here that for theeltsping countries the most important markets acsehof
developed countries (Japan, the United StatestenBuropean Union).

% UNCTAD Report on Global Economic Crisis: Impliaais for Trade and Development (TD/B/C.I/CRP.1),
May 2009, p. 13 (for trade in goods) and p. 20 {fade in services).

24 According to the International Labor Organizatjperspectives, there were 14 mil losses in jobs0id8and
the estimated number for the period 2008-2009 isntD losses in jobs. The predictions say that the
unemployment rate will grow until 2011.
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labor, extreme poverty in some parts of the wotlee human rights issu@sand gender
equality questiorfs.

3. THE EXIT STRATEGIES FOR ALL

In the present situation it is crystal clear thet market is not able to help itself anymore and
the interventions coming from the national leved@rnments) and a real reconstruction and
reform of the global monetary and financial ingtdnal system (which failed mainly the
good governance requirements) on the global lenebbsolutely necessary. The measures to
be taken can be divided into two groups: short tevith the immediate impact and the long
term ones. Public intervention is in the presetiasion absolutely necessary to avoid greater
damage to the financial system and the real econding main challenges are definitely
connected with strengthening the global finanaguiations and increasing the transparency
of the financial instruments and institutions. Tirst ultimate step is then connected with
restoration of the confidence in multilateralisnmd adentifying the proper strategies, both on
national and international level.

The responses will of course vary country from d¢ousince some countries have naturally
better “immune system” than others, especiallyh@ tase of developing countries (and in
particular the least developing countries and awemtwith economies in transition that are
totally dependent on the support coming from thermational community) the situation is
critical. These groups of countries are in the anpdented situation while were pushed in last
decades to open their markets, lower the tarift$ accept many conditions to enter to the
cooperative monetary and financial system and gieisntegrated in global economy. This is
often described as a problem of the conditionalitieehich appear to be very
counterproductiv€ in the end of the days. The critical point is tiispecially the developing
countries were trying to restore their internatioo@ampetitiveness while being exposed to
excessive trade speculations; this hampered thaityeo control the inflation rate. Now, it is
clear that the cooperative financial and monetgstesn on the multilateral basis can only
work when the same rules will apply to all the @esyin the playing field, just as multilateral
trade rules under the WTO agreements apply toaalrig partneré®

The multilateral level is facing new challengesareting the necessary rebuilding of vague
financial multilateralism which clearly failed t@successful while being based, at least from
the developing countries point of view, mainly twe system of conditionalities as described
above?® In the recent age of globalization, the natiomalm®mies are connected to each other
so tightly that even despite the immediate effortsational level to stop the crisis or at least
to prevent its deepening, the crisis continues sacrhie countries, regions, sectors and

% Especially trafficking in human.

% \Women are primarily concentrated in the sectoas Were mostly hit by the present crisis (especidié area
of services — tourism etc.) plus they are usuallthe bottom of the whole supply chain.

2" UNCTAD Policy Brief ,Will we never learn? “, Nr.,ecember 2008, p. 1.
2 |hid, p. 2.

2 UNCTAD Policy Brief ,Rebuilding financial multilaralism“, Nr. 4, October 2008.
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activities®® The international community must recognize thataountry can act in the
isolation and that the truly effective system oblgl finance can be achieved only through
predictable and rule-based multilateral framewdrk.

On the national level, stronger position of the ggovnents and central banks in the financial
guestions is to be put in place. These are the aalgrs that can in the end of the days
stabilize the markets and restore the confid&nitet was lost during the previous decades.
Simply the role of the state must be rediscovéféthe main response on the national level
dwells definitely in easing the monetary institagoand through that the overall economic
situation, nevertheless, the immediate increagbeinterest rates might penalize all market
participants’® Especially all the “sick” financial instruments dartheir derivates must
disappear from the market (for example while isguire state bonds as a part of the solution)
— the pure cutting of the interest rates closeet® might not be sufficient in this stage. We
saw so far the immediate reactions on the natiaedl coming out in the form of rescue
packages or decisions to bail out the financialitutsons or the whole national market. In
order to be really effective these must be followmdthe regulatory consequenc@sThe
eternal struggle between the concept of reguladioth deregulation necessarily arises also
here again.

4. CONCLUSION

The present global economic and financial crisigul/ unprecedented one and the ways out
are to be found on the multilateral level in thelyrmultilateral system of global finance
which will be based on the UN agencies ground. 3pecific needs of the most vulnerable
economies (developing countries, the least devdl@mes and countries with economies in
transition) must be taken into account seriouslylevinese are the ones that are really paying
the price in the end of the days. The old econgmarm@adigm based on blind deregulation and
liberalization is clearly not working out while tmearket is not able to control itself, at least
not in the sufficient and sustainable way whichl Wwiing benefits for all. That is why the
relevant stakeholders and players should search h@w economic paradigm and look at the
global financial system from the very new perspectbearing in minds the needs for
revitalizing, restructuring and rebuilding the @nt international financial architecture and
institutions which turned out to be totally incajeato face the current economic state of play.
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