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Abstract

Global economic growth staged a clear-cut recovery in 2010. Last year’s
estimated 5 percent annual global growth was above the 3.6 percent average rate of the
previous decade—although the expansion remains uneven and incomplete. Rebalancing,
internal and external, continues to be crucial. Without this economic rebalancing, there
will be no healthy recovery. Rebalancing is a complex process. No single measure, no
one country holds the solution on its own. In other words, despite the overall global
growth rebound, substantial shifts will be needed in order to secure the intended goals of
strong, sustainable, and balanced global growth. Moreover, the critical role for
enhanced global economic and financial policy cooperation is self-evident.
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1. Introduction

Global economic growth staged a clear-cut recovery in 2010. Last year’s
estimated 5 percent annual global growth was above the 3.6 percent average rate of the
previous decade—although the expansion remains uneven and incomplete. Financial
sector reform efforts began to bear fruit. Significant reforms were agreed for the
international financial institutions, including the International Monetary Fund.

Within both groups of countries, advanced economy countries, as well as
emerging and developing economies countries, growth performance, fragile for this
moment, is expected to vary considerably across countries and regions, reflecting
different initial conditions, external shocks, and policy responses.

2. Global economy trend in 2011

In accordance with the last IMF outlook, world economy growth is projected to
reach a level of 4.4 per cent, in 2011 year (Table 1). Recovery in advanced economies is
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still expected to be weak by historical standards, with real output remaining below its pre-
crisis level until late 2011. Moreover, high unemployment rates and public debt, as well
as not-fully-healed financial systems in some countries are presenting further challenges
to the recovery in these economies.

Policymakers now face a difficult balancing act in judging the timing and
sequencing of exit policies, both from the monetary and financial policies, as well as
starting implementation of a medium term strategy for fiscal consolidation.

Table 1 — IMF — World GDP Outlook

Year to Year (%)
2009 2010 Projections
2011 2012
WORLD GDP -0.6 5.0 4.4 45
Advanced economies -3.4 3.0 2.5 2.5
United States -2.6 2.8 3.0 2.7
Euro area -4.1 1.8 15 1.7
Germany -4.7 3.6 2.2 2.0
France -2.5 1.6 1.6 1.8
Italy -5.0 1.0 1.0 1.3
Spain -3.7 -0.2 0.6 1.5
UK -4.9 1.7 2.0 2.3
Japan -6.3 4.3 1.6 1.8
Canada -2.5 2.9 2.3 2.7
Other advanced 192 56 38 37
economies
Neyvly mdustr_lallzed 0.9 8.2 47 43
Asian economies
Emergingand 26 7.1 6.5 6.5
developing economies
Middle East and
North Africa 1.8 3.9 4.6 47
Sub-Sahara Africa 2.8 5.0 55 5.8
Central and Eastern 36 49 36 40
Europe
Commonwealth of
Independent States 6.5 4.2 3.6 4.0
Russia -7.9 3.7 4.5 4.4
Developing Asia 7.0 9.3 8.4 8.4
China 9.2 10.3 9.6 9.5
India 5.7 9.7 8.4 8.0
Latin America and
the Caribbean -18 5.9 4.3 41
Brazil -0.6 75 45 41
Mexico -6.1 6.2 4.2 4.8

Source: IMF (2011)
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The two-speed global economic recovery is likely to dominate 2011 and beyond,

e Weak growth in advanced economies barely enough to bring down

unemployment. In G-20 advanced economies, the pace of growth in the second
half of 2010 was somewhat stronger than expected, but insufficient to appreciably
lower unemployment. The recovery in many advanced economies continues to be
slow and sluggish, amid persistently high unemployment, significant excess
capacity, and subdued private demand. In the United States, this has prompted
further monetary and fiscal stimulus, notwithstanding an already challenging
fiscal outlook. Meanwhile, in the euro area periphery, austerity measures
prompted by market pressures continue to hamper growth in the short term.

In the United States, data showed some strengthening of the recovery in the
fourth quarter of 2010, owing to robust growth in private consumption and
exports, and a sizable drop in imports. Consumer durables posted particularly
strong growth in the quarter, a tentative sign that households are becoming more
positive about the economic outlook. However, looking ahead, continued
weaknesses in employment and income growth, a sizable overhang in housing
markets, and balance sheet repair are expected to remain a drag on private
demand.

Growth performance has varied substantially in the euro area, both within the
core and across the countries in the periphery. Data suggest that output in the euro
area as a whole expanded at about 1% percent annualized in the second half of
2010. However, while growth in Germany has remained robust, recoveries in
other core economies, including France and ltaly, have been more subdued,
reflecting limited bounce-back in investment and sluggish export growth. In
peripheral euro area economies most affected by financial market strains,
austerity measures continue to weigh on domestic demand. So far, intra-regional
trade has provided limited impetus to growth in these countries due to sluggish
activity in trading partners and slow progress being made towards restoring
competitiveness.

In several key G-20 advanced economies, unemployment rates have persisted, in
2010, at high levels, paralleling their subdued recoveries. Persistent weakness in
labor markets is a concern not only due to the economic impact, but also for the
large human and social costs of high long-term unemployment. In the United
States, the unemployment rate dropped to 9 percent in January 2011, but
businesses remain reluctant to hire, given uncertainties about the strength and
sustainability of the recovery. Labor markets in the euro area are mixed,
reflecting the size, nature, and persistence of crisis-related shocks and
divergences in paths of recovery. The unemployment rate has fallen to its lowest
level in nearly two decades in Germany, while it has persisted at high levels in
other countries (e.g., Ireland and Spain).

While core inflation has generally remained low in G-20 advanced economies,
reflecting still-large output gaps and moderate recoveries, headline inflation rates
have been edging up recently in response to rising commaodity prices.
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e Growth in G-20 emerging economies remains robust, but signs of overheating are
emerging in some economies. Robust domestic demand and the recovery of
global production continue to power the expansion in emerging economies.
Strong growth in key emerging economies—China, India, Indonesia, and
Turkey—and growing intra-regional trade, particularly in Asia, is offsetting
weaker demand from advanced economies. Among G-20 emerging economies,
with some exceptions (e.g., Mexico and South Africa), unemployment has been
trending downward as the expansions have gathered momentum. Output gaps
have been closing rapidly, and some countries have begun to experience excess
demand. This, combined with rising food and commodity prices, and in some
cases strong capital flows, is fueling inflationary pressures in many emerging
economies, including Brazil, China, India, Indonesia, and Russia.

The global economic recovery is advancing. However, the recovery remains
uneven, with downside risks in advanced economies remaining elevated, while
overheating risks are growing in emerging economies. Financial sector strains resulting
from sovereign and banking sector fragilities in the euro area periphery represent a
significant risk to recovery in the region and possibly beyond. Another downside risk
stems from insufficient progress in developing medium-term fiscal consolidation plans in
the United States and Japan. Rising overheating pressures in some emerging economies,
exacerbated by large capital flows and rising commodity prices, and a potentially steep
correction in property prices in China have also surfaced as pertinent concerns.

3. Actual and Prospective Trends of Foreign Direct Investment

Developed countries. The short- and medium-term prospects for FDI inflows
have improved during the first half of 2010, in line with developed countries’ economic
recovery — reflected in growing production and foreign trade. FDI inflows are expected
also to increase due to a new round of privatizations in European countries with large
public debts. In the medium term, inward FDI to developed countries could recover to the
levels seen in the first half of the past decade, provided no major economic shocks hit
these economies. The further integration of developed countries’ markets, competitive
pressures and the ongoing liberalization process in several areas — such as the European
energy and information technology network industries — are also fostering inward FDI to
these countries. A further stimulus could be expected from developing economies’ TNCs,
which are increasingly interested in expanding their presence in developed countries.

Africa. Provisional figures and prospects for FDI inflows to Africa, in 2010 and
2011, suggest a slow recovery, as global economic and financial conditions are expected
to improve and commodity prices to rebound from the lows reached in early 2009. The
region’s largest economies are relatively well positioned: South Africa ranked 20" among
the top priority economies for FDI in the world, while Egypt ranked 31st in the
UNCTAD’s World Investment Prospects Survey.

The strong performance of emerging Asian economies that are important sources
of FDI in Africa will support a revival of FDI inflows to Africa, and sustained
intraregional investment will help small and low-income African countries ease their
dependence on flows from traditional economies.
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South, East and South-East Asia. FDI inflows figures were improving in 2010
and the prospects for 2011 are very good, as the region has been leading the recovery of
the global economy, and TNCs continue to give priority to the region in their FDI plans.
The timing and strength of the economic recovery vary across countries, thus affecting
FDI performance: inflows to China and India have picked up since mid-2009 and are
rapidly expanding (inflows to the two countries in the second half of 2009 rose both by
18 per cent from the same period of 2008); inflows to the Republic of Korea, Singapore
and Taiwan Province of China, on the other hand, are expected to bottom out in 2010 and
2011.

Latin America and the Caribbean. Prospects for FDI inflows to Latin America
and the Caribbean were improving in 2010, as the region is recovering relatively rapidly
from the global financial and economic crisis. Flows are expected to recover faster, in
2010 and 2011, in South America, given the resilience and growth potential of Latin
American economies, a sub-region more reliant on commaodities and exports to emerging
markets, where demand is picking up strongly.

FDI inflows to the region are likely to continue increasing in the medium term,
given the resilience and growth potential of Latin American economies. Brazil and
Mexico, in particular, remain among the top 10 FDI destinations for TNCs.

South East Europe and CIS Prospects for inward FDI remain positive in the
medium term, on the back of stronger commodity prices, a faster economic recovery in
large commaodity exporting countries, and a new round of privatization.

4. Short and Medium Time Strategically Ways for Global Economic
Recovery

Short and medium time strategically ways for economic recovery of the main
groups of countries are as follows:

In many advanced economies, the crisis damage was much deeper. The financial
system was badly broken. In many of these countries, markets are still uncertain about the
true health of banks and financial intermediation is not working well. Combine this with
the need to correct past excesses, from low saving to excess housing investment and the
result is a slow recovery, barely strong enough to decrease unemployment.

Rebalancing, internal and external, continues to be crucial. Without this
economic rebalancing, there will be no healthy recovery. The argument is very simple:
before the crisis, growth in many advanced countries came from excessive domestic
demand, be it consumption, or housing investment. This could not go on. Those countries
must rely on other sources of demand. Until now, they have used fiscal policy to prop up
domestic demand. This was needed, but it is not sustainable. The deficit countries must
rely more on external demand, on exports. And, by symmetry, surplus countries must do
the reverse, shift from external demand to domestic demand and reduce their dependence
on exports.

This is not to say that without rebalancing, the recovery cannot continue.
Continued fiscal expansion, or a return by U.S. consumers to their old, low-saving ways
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can sustain demand and growth for some time. But they will recreate many of the
problems that were at the root of the crisis.

Rebalancing is a complex process. No single measure, no one country holds the
solution on its own. Structural measures are required: for example, in Asia, measures to
improve financial intermediation or provide more social insurance, in the United States,
reforms of the financial intermediation system. The exchange rate adjustment is an
integral part of the process.

Emerging market countries were affected by the crisis through both trade and
financial channels. The turnaround in trade has been nearly as sharp as the earlier
collapse. But while trade has not yet fully recovered, most emerging market countries
have been able to increase domestic demand so as to return to high growth. In turn, their
good performance has led capital flows to come back, in some cases, with much force.

Because of their more limited financial integration with the world economy, low-
income countries were mostly affected by the crisis through the trade channel. As trade
has largely recovered, and as strong growth in emerging market countries has pushed up
commodity prices, many of them are doing well. Sub-Saharan Africa, for example, grew
at more than 5 percent in 2010, and it is forecasted roughly the same for next year. Their
performance, however, is not only due to exports. Previous sound policies allowed many
to use fiscal measures to support their economies. And private domestic demand typically
has also been quite strong.

A number of countries from Central and South East Europe face a tough and
long macroeconomic adjustment. In most cases, they would have had to do so whether or
not the global crisis had taken place. The global crisis only makes it tougher.

After 1989, they had increased domestic demand excessively, and some had run
very large current account deficits. Like others, they must shift from domestic demand to
external demand. Stronger growth in core Europe, if it comes, will strengthen their
exports and help the adjustment. But, based on past experience, a full return to health will
likely take a long time. Social programs are essential, both for their own sake and to
maintain broad political support.

The countries of the region are more or less reluctant to a joint program from the
European Union and the IMF. But such programs can help, in two ways: First, by putting
a ceiling on the interest rate at which governments can borrow on the international
financial markets. Second, even if the programs do not ask for more than the country
intended to do on its own, they reinforce the credibility of these commitments, and
reassure markets about the medium run.

In other words, despite the overall global growth rebound, substantial shifts will
be needed in order to secure the intended goals of strong, sustainable, and balanced global
growth. Moreover, the critical role for enhanced global economic and financial policy
cooperation is self-evident.

Like a conclusion, 2011 will be a pivotal year for the global economic recovery,
for international policy cooperation, and for the Fund’s role in dealing with both of these
challenges.
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