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Mr Patrick Low

Good afternoon, everybody.


It's nice to see you again after last year's snuffle.


What I plan to do is say something, briefly, about last year's numbers, something briefly about the forecast and then, if there are any questions, we can go through those.


I have, sitting next to me, somebody who I think many of you will not have met.  Last time we met my secret weapon was a gentleman called Michael Finger, whom I am sure a number of you will remember with fondness.  Well, I have another secret weapon.  So any trick questions or questions from Ravi, will just be sent to my colleague here, Coleman Nee.

Okay.  As you know, last year's figure was deeply negative, 12.2 per cent for real trade growth.  If we look back, historically, in recent years, the last time it got anywhere near that, and it was still quite far away, was –7 per cent in 1975.  So this was big.


We've always said, and always observed, that trade growth numbers move faster than output growth numbers whether the trend is up or down.  And this was no exception.  Only this time the downward spiral of trade growth was more dramatic in relation to the downward trend in output growth than we have been accustomed to.  I think this reflects a number of things.  One was the sheer drop in demand, the suddenness of the drop in demand.  It was very quick.  In trade it was very coordinated and it spread across regions and sectors very quickly.


The product composition of trade also had an implication here because the demand contraction was more intensive in traded products than in the economy‑wide product structure.


There was clearly a question of access to trade credit, certainly initially, which didn't help at all.  And I think that if we put all these things together, plus, of course, the way that business is done today, which has been changing very rapidly, the nature of the vertical integration and production structures, supply chains, this also is a very powerful transmission mechanism for reductions in trade flows, and of course you have the phenomenon there that, because components cross borders more than once in the manufacturing process, that you get this magnified effect.


In money terms, merchandise trade fell from $16.1 trillion in 2008 to $12.5 trillion in 2009.  That was a decline in money terms, in current prices, of -23 per cent, nearly double the volume number.


I think it's important to note that this difference between the volume number and the value number was quite important for some countries.  For the US, for example, the gap was quite small, it was a difference between 14.4 per cent and 18 per cent.  Whereas for the Russian Federation a 9 per cent reduction in volume terms was actually a 36 per cent reduction in value.  And I think the volume numbers underestimate the hardship experienced by primary product producers during the crisis.  I think that's a point worth noting.


As far as services is concerned, commercial services trade was also hit hard, but not as hard.  So we saw a reduction in services exports of 13 per cent compared to the 22 per cent for goods.  This, of course, is not strictly comparable because we get the services numbers on a balance of payments basis.  In money terms, that was a fall from 3.8 trillion in 2008 to 3.3 trillion in 2009.  Not surprisingly, the service that fell the most dramatically was transport.  And the reduction of transport was almost the same as the reduction in exports.  Again, measured in terms of current prices.


So, to the forecasts.  The Director‑General has already indicated that we are forecasting +9.5 per cent real growth rate in exports.  This number is vindicated or confirmed, if you like, by another method we use for forecasting which is done by my colleague, Mr Keck over here, which is based on a balance of payments basis actually looking at OECD imports.  It is a way of checking our forecast which is based on global exports.  And it comes out in a very similar range, which gives us reasonable confidence about the forecast we are offering, at least in relation to the state of the world as we know it today.

So that's the question, then, what are the upside risks and what are the downside risks of this forecast?


Well, obviously, the consensus forecast for GDP growth in 2010 is 3.9 per cent.  If this changes in any significant way that will obviously feed through into the trade numbers.  We could see factors that threaten the recovery becoming more prominent, perhaps.  Possible changes, possible situations in the financial sector.  All these things would be very bad news.  But those would obviously be on the downside of the equation in terms of risk.  If we saw significant currency, commodity price movements, this could also perturb the forecast.


I think that clearly one of the things that is a major preoccupation to policymakers and can feed through into policy is unemployment.  Persistent high unemployment.  Unemployment won't go down as quickly as income will go up.  And of course if unemployment were to be reduced faster than is predicted, then that would have a good effect on the trade growth rates.


The trade policy risks of protectionism, the Director‑General has spoken about that.  We have a very sharply contrasted situation today with the one that we had last time there was a really big perturbation of the world economy and the Great Depression.  Of course, neither then nor now was trade policy anything to do with the initial problem, but in the thirties it became very much a part of the problem, it prolonged and deepened the recession.  This time this hasn't happened.  And I think that is because countries have shown considerable restraint in the circumstances.  Nothing is perfect, but considerable restraint has been shown.  So I think that, whereas we assume, we hope, that this will continue, so the trade policy factor, in our forecasting, we don't have a sense, right now, that it is a particular downside risk, but we always have to keep that in mind.


I think that's probably all I would like to say now, except one more thing that is perhaps worth mentioning, that trade figure of 9.5 per cent.  If it's correct, and we did that once again, another year, we would actually be back where we were before the crash, 2008.  So I think that's an interesting fact.  We'd actually need to grow 14 per cent this year in order to make it back in one year.

Thank you.

Warren GILES

Before the crash being 2007?

Patrick Low

Before you really saw the numbers going bad, which was 2008.

Warren GILES (?)


Okay, thanks.

Question

Yes, I want to come back to the trade policy risks.  There is much talk about imbalances in the euro zone and the global economy.  I just wonder, Mr Lamy, how do you view this whole debate, whether surplus countries like Germany and China are responsible for endangering the recovery and, when it comes to trade, a lot of people are saying that this could lead to the beggar thy neighbour policy if the surplus countries are not willing to do more for their domestic demands.  Is this a global risk also to global trade?  And is Germany, for example, endangering this recovery?

Director‑General Lamy

This question of the linkage between trade policy, trade flows and imbalances is a very complex one.

Trade imbalances, which is where people get a sense of surplus or deficit, can result from many factors where, in my view, discrepancies between domestic saving and domestic consumption and investment play a major role.  So these imbalances, in my view, are much more a question of macroeconomic policy than a question of trade policy.


The imbalances are there.  Again, addressing them is more a question of macroeconomic policy than trade policy.  There are elements of currency appreciation, fluctuation, in the size of the imbalances, but from a pure WTO point of view, provided an imbalance is sustainably financed, fine.  There are many reasons why, for instance, some countries should have a trade deficit given that they have to import equipment and goods in order to modernize their economies, and they export less agricultural or consumer goods.


For us, it's not a big issue.  I am not saying that the sustainability of the financing cannot be an issue.  But again, it's a problem for the IMF, not for the WTO.  So, all in all, our view remains that the right thing to do is to keep opening trade but that big imbalances are not something which you can address first and foremost through trade policies.

Jamil CHADE

Can you explain to us, you said that in 2009 commodity exports were very much down, what will happen in 2010?  Will they pick up fast and then the average, or will they lag behind?
Mr Patrick Low


We haven't done any close forecasting at the commodity level, but what I would say is that, if you look at the trend of commodity prices prior to the crash in 2008, they were on a fairly vigorous upward trend.  A lot of people are of the view that at some point that price trend, because it is based on some changes in the fundamentals in the markets, might well reassert itself.  So, yes, there is a possibility of that.  But, as I say, you can't really rely on anything I am saying as evidence that this indeed is going to happen because we haven't done detailed product level forecasting.

May I just make one other correction that Coleman kindly pointed out.


I said that the consensus forecast for GDP growth for 2010 was 3.9.  It's actually 2.9.  So that might be worth correcting.  My apologies.

John ZAROCOSTAS

Good afternoon, Patrick.


I was wondering if you had a breakdown, perhaps, that would save this question, on how the key economies, the engines of the world economy, will expand in volume and value terms.  I was thinking of the United States, China, the EU, India, Brazil.  If you have some projections on these figures.  And also, with reference to the key sectors of the real economy, in which sectors are you likely to see fastest growth, whether it be in steel, autos, which are problematic, textiles, where will the growth occur in the real economy?  Thanks.

Mr Patrick Low

You have asked two questions are somewhat difficult for us to answer, as I'm sure you realized when you were asking them.


One is that the only breakdown of our aggregate forecast for export growth for 2010 was between developed and developing, 11% and 7.5%.  And I don't know if you heard the answer to the previous question that I gave, which is that we haven't done product level forecasting.  We need more resources for that.
Dan PRUZIN

Yes, Mr Low.


Can you please explain this forecast of growth?  This is a serious question, by the way.  (Unlike some of the others).  This forecast of growth … How much of this growth is going to be a China‑led trade growth?  You talk about developing countries, 11 per cent growth, will that be focussed on China or do you see that spread across the globe?

Mr Patrick Low

Certainly Asia will be a big part of the story.


My last comment, to get Nee into trouble on this one.
Mr Coleman Nee

We forecast developing (sic) economies, which includes China, growing faster than developing (sic) ones.  And our forecast pertains to exports, merchandise exports.  And part of the reason why we see this – there are a number of reasons, but – the product structure of exports from developed economies, probably the biggest decline was in automobiles and consumer durables and capital goods, which are more important for developed economies.  And until domestic demand and consumer demand really picks up in developed economies, well, you won't see a robust growth in these product categories.  So we still have unemployment approaching 10 per cent in the United States, it's 9.7 at the latest labour market report in the United States, Germany is around 8 per cent, and until unemployment comes down you won't see a strong recovery in private demand and a lot of the support the global economy has received in the last 12 months has been from fiscal expenditure and monetary policy.  And those are going to have to be withdrawn slowly at some point.  But we really need greater demand on the part of consumers to inspire confidence in investment and consumption.  And those product categories will probably remain somewhat weak until that happens.

Dan PRUZIN

Can I briefly follow up?  What about China's stimulus package?  To what sense is that going to drive the country's imports?  There has been criticism before that China has been mainly an exporter, not an importer.  But their imports have been increasing as a result of the stimulus.  Do you see their imports driving the trade growth this year?

Mr Patrick Low

We have to make assumptions about how long the stimulus is going to be there.  We would also have to have much better information about where the stimulus has had its biggest effects in terms of the economy, by sector.  I think it's quite hard for us to be able to make authoritative statements on questions like that.  You'd much rather we told you what we know not what we guess, right?

Question

I just want to follow up on that one.  I just wonder whether your focus is based, or how much your focus is based, on the assumption that the recovery that we are seeing right now is sustainable during the whole year.  There is some risk there that after the stimulus packages will run out by the second half of the year, you will see some kind of stall in recovery.  So how do you handle this risk?

Mr Patrick Low

That has been extensively discussed as a potential reason for worrying about whether the output growth and all that goes with it is going to be sustained.  The idea that we shouldn't leave the stimulus packages in place too long and start to generate inflation in the system, and that we shouldn't leave them there for too short a time because maybe then growth will start to splutter.  It's a judgement call.  I think governments haven't really decided just quite how quickly they are going to start to wind down some of these measures.  But there is no doubt that there is a balancing act that is required here.  And it's going to be quite important that governments get it right, or nearly right, in order to avoid either one of those somewhat problematic outcomes.

Question

Yes, but your 9.5 figure, is this based on the assumptions that we will see a sustainable recovery over the year?

Mr Patrick Low

Yes it is.

Question

Mr Low, I have a question.  You are saying that at the current pace it will take another year for trade to be at the peak it reached just before the crash in 2008.  So how would you qualify the recovery that is ongoing?  Is it fast?  Is it surprisingly slow?  How would you qualify it?  And at what point would we then reach this peak in 2008?  Somewhere in 2011?  Can you be more precise?

Mr Patrick Low

I think – correct me if I'm wrong – my impression, my understanding, is that if the growth rate for 2010 of 9.5 was to be replicated in 2011, by the end of 2011 we would be looking at trade volumes that were the same as the ones from which we'd tumbled in 2008.


And if you want to do it in one year, you need 14 per cent.

Question

How would you describe this?  Is this a quick recovery?

Mr Patrick Low

Oh, I see what you're saying.


These are relatively high numbers in historical terms but they are not unprecedented.  And, by the way, you have to remember that they are from a very low base.  And I think that also makes quite a big difference.  I don't think that we should say that the kinds of growth rates that we're talking about are out of reach, that they are wildly optimistic and unprecedented.  By no means.

Mr Coleman Nee

I just wanted to say that trade would surpass the level of 2008 after two years.  I think it also depends if you're looking at developed economies or developing economies.  And it would take longer, even two years, for developed economies to reach that level.  But this is based on some assumptions.  It's sort of hypothetical, just to emphasize the magnitude of the drop that we saw in 2009.
John ZAROCOSTAS

Sorry.  Coming back with the technical question.


On Table I you give the volume of the contraction in the value of trade by sectors like iron, chemicals, autos, etc.  My question is, in 2010, where do you see the recovery, given in some of these sectors there is so much excess capacity, going by the Deputy‑Governor of the Bank of China, who said, for instance, that China has 200 million excess capacity in steel.  That's the equivalent of European production.  So where do you see the growth in these sectors in 2010?  And in some sectors there seems to be a disproportionate increase in unemployment relative to the contraction of trade.  And how do you explain that?

Thank you.

Mr Patrick Low

Sorry, if it was over‑capacity, what are you measuring, investment or output?


(Output).


Well, if it's excess capacity, it's sitting there waiting to be produced, isn't it?

John ZAROCOSTAS

No.  Will it be used?  That's the question.

Mr Coleman Nee (?)

Well, this is just speculation.  We don't have a forecast for products.  But a lot of the stimulus spending that China has engaged in has mopped up some of this excess production in steel for domestic uses, for infrastructure, for a variety of things.  I think the extent of capacity utilization in the steel sector probably depends more on China's fiscal policy and how long that continues.

John ZAROCOSTAS

Just to clarify.  The 200 million was on top of the 500 million they estimate from domestic use.

Mr Patrick Low

If you say so.

Question

You mentioned considerable restraint in protectionism through the crisis …


Is there any, aside from the thirties, is there any suggestion that protectionism increases post a crisis?  Is there any trend we can identify and should be wary of as trade recovers?

Mr Patrick Low

I've never seen any literature that has linked a recovery path to an acceleration of protection.  I'm not sure what the transmission mechanism or logic would be for that.  So I think the answer to that is no.  When one would expect the protection measures to be at their worst, would be on the downswing and in a world where unemployment seems to be hanging on, and of course that puts pressure on governments to try to do something about job creation, and it's very easy to fall into the questionable policy of trying to use trade restrictions to create employment.  It could only at best serve in the short term, and I think governments … we hope … I think governments understand that.
Unknown speaker

I was just wondering if you could explain why the rankings for decline in exports are the opposite of the rankings for the decline in imports.


Last paragraph of page 5 and first of page 6;  you say that the ranking of the fall in exports by country is the opposite, near the opposite of the ranking of fallen imports.


So why did Japan have a very high fall in exports but one of the lowest falls in imports?
Mr Patrick Low

Sorry.  I think it was the ranking part of the question that confused us because when you say rankings we immediately think of the tables of rankings of importers and exporters.

Mr Coleman Nee

I'm still not clear on the question.

Unknown speaker

Why did the fall of exports of Japan, why do they rank among the highest?  But for imports it was amongst the lowest, at 12.8 per cent?

Mr Coleman Nee

This could be related, in part, to the global supply chain picture.  A lot of Japanese exports are components that are shipped to other countries, China, further elaborated there, so that would be related to the general drop in demand in the global economy.


Countries don't have to run trade balances every year, balanced trade.  The decline in Japanese exports was because of declining demand for automobiles, decline in demand for components for wide‑screen TVs, things like that, electronic components, office and telecom equipment.  And you'd probably expect to see that rise faster in the recovery just because there tends to be a reversion towards the mean but the strength of that reversion will depend on the strength of GDP recovery in the global economy.

Mr Patrick Low

…  Maybe we should wind this up fairly soon … ?

John ZAROCOSTAS

Coming back to the big drop in exports, Table 2 on page 6, I was interested, for instance, in India.  What were the triggers that led to this big drop in volume of exports?

Mr Coleman Nee

I know you haven't had a chance to read the full document.

John ZAROCOSTAS

Sorry, that should be Japan.


I'll rephrase that question.


India seem to have done well, 14 per cent increase in exports and only a small contraction in imports.  What was the success story there?

Mr Coleman Nee

(Sorry, the 14 per cent is in 2008?)

John ZAROCOSTAS

Yes, you're right.  I'm blind as a bat.


…

__________
