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Introduction

The present crisis is one from among the past <ngkich influenced the international
economic relationships in a direct form, for thepant of the global crisis on international
economic relationships is well-known. What is mardot is said about the nature of the
financial-economic crisis that burst in the end2007 and about its different causes and
effects in different parts of the world. The crigigh its huge financial component that hit the
banking systems and sectors in Europe and the dUitates of America, reminds of the
famous and similar crisis of 1929. Actually thissts broke out and appeared in Germany and
it expanded and finally reached the United Statésnheerica and later on to other countries of
Europe. This led to a growing and extremely higimhar of unemployment. It also helped
the emergence and rise of fascistic systems ingeui©ne may say that it encouraged Japan’s
fast industrialization in the face of the pervasiestern colonialist challenge, on the ground
of the Asian continent and to occupy great partg, aspecially Chinese territories. All this
happened before the Second World Waircumstances of the two crises are absolutely
different from several aspects. The principal feawf the present crisis is that its effects are
restricted on the European and American econoriiesasuries and central banks in these
countries spent billions of dollars in order to saweir banking systems from the total
collapse and from a suffocating liquidity problemmat could totally paralyze economic
capacities.

It is worth mentioning here that this economic isrithat reaches back to the past century
greatly influenced the economies in the Arabic Goes, which were under the influence and
dominance of one of the great European powers, exaetly France, Great-Britain and Italy.
These countries, at that time, were on their waybaflding the infrastructure and
modernization of their economies, albeit in a rettd form, in the face of the colonialist
power and according to their economic interestss plogress stopped or it has slowed down
up to the outbreak of the Second World War. That W moment when the British army
needed the mobilization and activity of local ecmimes, on agricultural, industrial and service

industry fields, in order to resist and oppose Garmattempts to invade and occupy the

' Romer, David, and Christina Romer, 2002, “The Etioluof Economic Understanding and
Postwar Stabilization Policy,” ifRRethinking Stabilization PolicyFederal Reserve Bank of
Kansas City.



Arabic Eastern Region and to reach Egypt. They mésmled more raw materials produced on
local level and especially energy resources.

To understand the roots of the real crisis aboat d@ifobal crisis and the ambush of
shortcomings of the global crisis and the real eauging behind the recession of stock
exchanges in the world and the range of the wardit crisis on international relationships
and the way how the savage capitalism exploitstises so as to impose its own importance,
and the importance of international managemenoteesthe global crisis, all these factors
bring forth the importance of this research. Dughi® fact that it keeps track of the global
crisis and the range of its effects on the inteomat relationships and it examines the how
and helps to understand the international manageam@hthe ways of opposing the global

crisis.

The main reason of non understanding for a loho§é¢ who follow the developments of this
crisis lies in the ambiguity of the basic princgplef economic science. And from this point
emerges the real nature of the contemporary @assisis primarily a financial crisis. And lack
of knowledge concerning the roots of its rise amthbFor the present financial crisis is the
result of a non-disciplined expansion in the finahsector in the United States of America
and consequently in other developed countries efviorld. The crisis began when the
concerns and worries of traders grew in the fir@noiarkets because of the circumstances in
the world credit markets. Analysts say that mosthef problems can be traced back to those
issues to which the American real estate lendingketavas exposed, known as “subprime”.
This grants money to all who wants buy a househout imposing on the borrower the duty
of presenting a strong financial record and repéniong the principle reasons of this crisis
we can mention the growing expansion of finanamtitutions and their growing role in
disbursing high-risk credits to companies and tradstitutions working in the field of real
estate mortgage. And these institutions do notgsssthe sufficient monetary guarantees to
repay their obligations. One more reason: the iacip of real estate financing companies to
carry out acquisition transactions that were rdgearinounced by the American Government.
The international relations with the concerned ¢oes led to the establishing of the origins
of the financial crisis in the industrialized coues and this threatened the global economy in

most of its fields. All these factors influence r@&@ number of developing countries (Arabic

? Feldstein, Martin, 2007, “How to Avert a Recessiore Wall Street Journal
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countries too) and obstruct the economic developrmercess. The reverberations of these
effects are present in all fields of life in thevd®ping countries.

Beginning from the sixties of the W9century the world witnessed several financial
“collapses”, in Great-Britain for it was at the et the basic financial center in the world, but
modern history does not remember this anymore. There came new severe and shocking
financial crises in Europe at the beginning of 208 century, these had as a consequence the
outbreak of the First World War. Then the crisisvex to the other side of the Atlantic
Ocean, where occurred another financial crisis lviwvas followed the recession, called the
Great Depression of 1929-1933. Its effects remassedible during the next ten years.

In the sixties of the past century several crisektplace, from among them we can mention
the Polish debt-crisis, followed by several differerises like in Mexico and Argentina and
Canada. Then the collapse of the London Stock Ebrg#han October 1987, then the Asian
crisis which swept over and stormed the East-Agianntries in the second half of the
nineties. It resulted in several collapses in Tdradl and Japan and Korea and Malaysia and
Indonesia. The latest of these huge collapsestsathich took place after the i Beptember

events in America.

In all these collapses, causes and reasons wdezedif as far as the apparent features are
concerned, but these had a principle phenomenocommon, which finally led to the
collapse. Namely, this is the emergence of a hueg# that surpasses the capacity of the
economy or that of the market. These also show sesemblances as far as the results are
concerned, i.e. economic stagnation and recessaMindy as a result reduction in the
production followed by giant unemployment. Unemph@nt can be considered to be the

most dangerous of these features.

This is why the most important theoretical implioas of these economic collapses, is the
attempt to prevent the final result, i.e. the unkympent, this can be realized by a kind of
governmental intervention — by the government aotctime market. This intervention must of
a wide-range intervention in order to create atgredemand that can result in complete
employment - created by the great theoretical efforeform the present state of capitalism.

As a new world system appeared after the Secondld\ar, this necessitated the



establishment of the International Monetary FudR)°. Its objective is to prevent between
countries the small financial imbalances as a apnsace of the fluctuation of exchange rates
or currency exchange, which can affect other caemtin a negative way. And the
International Bank can intervene in a direct wayaaepresentative of “the government of the
New World” by granting financial sources for creagtiprogress and carrying out different
projects, the effects of which can be seen in dherl market, and all this can speed up and

accelerate the employment proéess

* Anne C. M. SaldaThe International Monetary Fundnternational Organizations Series,
Selective, critical, annotated bibliographies, \fot4, Clio Press Ltd., 1992

* SeeSeidman, Laurance, 2008utomatic Fiscal Policies to Combat Recessjon<E.

Sharpe, New York.
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1. THE IMPORTANCE OF THE RESEARCH

The importance of this research comes to lighteeigfly after the second crisis since 1929.
The major trait of the present crisis can be charamed by the fact that its effects are
restricted basically on the economies of the Ewuropsountries and on the economy of the
USA. Then observing the present situation in thabfr Region and in the Middle East in
general, this can be done by comparing the resalised by the crisis of the past century and

by the present crisis.

1.1 Complexity and difficulties of the Research

In this section, we shall examine the reflectionsl ananifestations of the global financial
crisis and the effects on several great powerso#imel countries, among them the developing
countries. In such a way we can show the abilitynbérnational systems to confront the
challenges that can lead to the creation of meshanby the help of which managing of the

crisis can be solved in the future.

.- By examining the global crisis in the line ofises which influenced the international
relationships in a direct way, we can get an answvére principal question formulated in this
research:

.- What is the effect of the global crisis on th&ernational relations?

The basic question raises several sub-questions:

How is the American rescue Plan?

What are the latest developments of the globaliscris the context of international
relationships?

To which extent did the globalization influence theernational relations?

. Effects of globalization on the developing courdrie

. International trade movement in the context of glation and its manifestations on
developing countries.

. The American-European-Asian relationships.

11



. The international situation - a future vision.

Objectives of the Research

- Study of the manifestations of the global crisisdeweloped and developing countries
and on the least developed ones — in order to dsimate the present and possible effects.

- Investigation on the real roots of the global srend the ambush of shortcomings

- Analysis of the extent of the effects caused by th@bal credit crisis on the
international relationships.

- Evaluation of the mechanism that are at preseniadl@ to diminish the negative
effects of the crisis and suggestions for the tneat of the problem.

- Study and analysis of the need for an internatioreaging

- Analysis of the international managing and itsadincy in facing the global crisis.

- Analysis of the role of globalization in managingdaadministering of the global
economy.

- Analysis of the role of the International Monet&uynd.

- Analysis of the role of OPEC.

1.2 Postulations and assumptions of the research ypotheses of the research):

The postulations of the research come from itsystgdthe global crisis and the range of its
effects on the international relationships.

Hypothesis:
1- At all the olil price increase was not enoughdogating the global economic crisis.
2- The energy crisisis additing to the general glokconomic crisis

3- The oil revenues did not create the unified eooie structure of OPEC member countries

including Arab countries.

Working on the elucidation of the international ragimg and the how’s of facing the global
crisis. The aim is at working on understandinggbesitive sides of the financial crisis and its
impacts on globalization.

12



1.3 Applied methods in the Research

Methods of systems
The research deals with the relation between ttenational system and its effect on sub-

regional system. This method studies the relatipssh their totality, not their particularities.

The historical method

According to scholars and to those who study thermational relationships in order to use
history as a means for being able to make a chwite be sure about the repetition of certain
events in a regular form. Perhaps Paul Kindy erpldithis example, in his book The Great
Powers 1500-2000.

The analytical method
The researcher may use this method in order toyamalhe events and some of the
agreements and international regulations coming fdecision-makers; as they appear in the

context of this research.

Method of managing the crisis

Crises requires from the person in charge, fronsehoho make decisions, quick steps, in
case of lack of information and lack of sufficieithe; due to the fact that that the most
important events described in this research ocdurnexpectedly. This is why this method is

needed.

The research is divided into six chapters

The first chapter deals with the theoretical fraragwand with the concepts of the present
financial crisis and real estate financing andshggested solutions for the crisis. The second
chapter deals with the international relationshipsthe context of the revolution of
information and the characteristic features of ibev world system. The third chapter deals
with the global crisis’ effect and influence on theab World and with the similarities
between the present crisis and that of the thinigke past century and with the oil-exporting
(OPEC) countries and their role in maintaining dileprices in the world. The fourth chapter

deals with the international relationships and e these affected by the global crisis and
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with the concept of international relationships avith the latest developments of the global
crisis in the context of international relationshgind with the International Monetary Fund.
The fifth chapter deals with the future of intefoatl relationships in the context of the
global crisis and globalization and the influencke ghobalization on the international

relationships, then it reaches the event in Wasbmgnd New York of 11 September 2001,
and the American managing of this crisis and itsifeatations on the world system and the
Arabic Peninsula. Finally, the sixth chapter deaith the international situation and with a

future vision of it.

The present financial crisis

The new crisis began with the announcement of atdiaancial institution, i.e. Lehman
Brothers about its preventive bankruptcy. This wakangerous symbolic beginning. For this
ancient institution belongs to the small grouprtitutions that escaped from massacre of the
great recession of 1929. It is one of the oldesdricial institutions of the USA, established in
the 19" century. The predictions of Alan Greenspan, for@leairman of the Federal Reserve
Bank of America emphasized the fact that new gienaincial institutions would follow the

footsteps of Lehman Brothers.

It is a well-known fact that there are two kinddiogncial crises. The first form influences, to
a great extent, the real economy (production spaad this can lead to an economic
recession. The influence of the second form on eeahomy will be infinitely limited and
consequently this will not lead to an economic ssan. We can classify the American
financial crisis, withessed by world economy in quesent days, as belonging to the first
form. We have clear evidences of that affirmatidor the reports prepared by the
International Monetary Fund which monitors the perfance of world economy approves
this along with the predictions according to whiwbrld economy will witness a general
economic slowdown in the next period. With a cdrkfak at the reports prepared by the IMF
what we shall later on touch in greater detail, oae observe that the Fund used to issue in

the past few months a very great number of reportgery short intervals. In these reports it
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has reiterated its predictions on global econbrigyery report points out that the economy
will slow down to a greater degree than predictedthe previous reports. Proofs and
evidences that demonstrate that the present Anmefiilcancial crisis influences in a negative
way not only the real economy, but there are stymogfs and evidences which states a kind
of destabilization of confidence and a situation coinfusion having an effect on both
investors and consumers. Moreover there are expédssay that we have not seen the worst
scenario yet. It is also well-known in the scien€@conomics; there is a necessary condition
in order to create a stable macroeconomic envirotraad this means the presence of a
strong, stable, steady financial sector. So iffth@ncial sector is not firm and steady enough,
it is really difficult to create a stable macro-somy. The severity of the present crisis, and
which is unparalleled in global economy since theagworld recession, even if we are only
at the beginning of it, has not raised questiormialis impact on real economy. It produced a
kind of recession. On the other hand it createdugahhmore serious problem, namely the
guestion related to the capitalist system itsalfit possible, after that crisis, that this system
may maintain its existence? And is it possible thatld economy may depend on it? And is
it possible that the USA may lead the world econamsyit did since the end of the Second
World War. Or are there here other powers that aplbear on the scene of global economy?
These questions do not cease to occupy the mingseat number of people. This is why this
research paper tries to answer these problemssimglified way, by studying the present
financial crisis and to present its different dirsiems. Naturally, it is our duty to introduce

the causes.

Real Estate Financing

Everybody knows that reason of its existence isfitiencing or real estate mortgage which

enables the consumers or individuals to pay thdésdedho otherwise would not be able to

settle these debts. We find it necessary to giwengolified picture and description of the

> See:Bernanke, Ben, Vincent Reinhart, and Brian SackR42Monetary Policy Alternatives
at the Zero Bound: An Empirical Assessmetdokings Papers on Economic Activity.
Bank of England, 2009,The Role of Macroprudential Poli¢yDiscussion Paper, November.
Baunsgaard, Thomas, and Steven A. Symansky, 2@08poratic Fiscal StabilizersIMF
Staff Position Note SPN/09/23.

Benjamin Zucher, OPEQhe Concise Encyclopedia of Economics
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development of real estate financing. This picton@y help the understanding of how the
crisis came into being. Proofs and evidences detradimg that the present American

financial crisis influences in a negative way natlyothe real economy, but there are
convincing proof and evidences that are represebyed kind of convulsion and loss of

confidence which hit both investors and consum@fisat is more, there are experts who say
that we have not seen the worst scenario yet. Eneldpments of real estate financing and
real estate financing systems witness great chamgegveral advanced economies. Real
estate mortgage markets are subject to a greattetixtea kind of organization. Real estate
credit is subject to the domination and rule ofcsglezed lending bodies which have faced a
limited extent of the competition in the split atidided markets. Organizational regulations

set up limits for interest rates and limits of reslate loans and fixed periods of settlement.

These organizational regulations resulted in rafi@aation of using the credit in real estate
markets. This also caused a kind of difficulty foe consumers (family sector) to obtain real
estate loans. With the liberalization of real esta@rkets, which began in the eighties in most
developed countries, there appeared the compefitegsure from the non-traditional money
lending institutions. This resulted in that pridescame more interactive and the range of
available services became much wider. This enatiledconsumers and gave them more
possibilities to get real estate loans. Howeveegrhlization took different forms in different

countries.

Real estate financing in the United States of Amera

In the United States of America the liberalizatminreal estate financing markets coincided
with the gradual cancellation of restrictions oterast rates in the first years of the eighties.
In the same time the emergence of a secondary mmairkiee real estate mortgage resulted in
an easy accessibility to financing real estate doAy means of capital market$his
encouraged a great number of banks and other filéitstitutions to participate in the real

estate mortgage marKetin Great Britain, the abolition of credit restitms was a basic

®Mary Tootikian,Stunned in America, Who didi t & how to fix it, tlme Mortgage Crisis
2009, AuthorHouse, Bloomington

IMF Staff Position Note, February 12, 2010 SPN/B0/Rethinking Macroeconomic Policy,
Olivier Blanchard, Giovanni Dell'Ariccia, and Padldauro

Merton, Robert C. 199Zontinuous Time Financ€ambridge, Massachusetts: Blackwell.
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doorway leading to liberalization in 1980. Thisansified the competitive pressure in the real
estate mortgage market. In Canada, Australia andoith-European countries, real estate
financing market liberalization went on with relegly rapid steps and it was completed in the
middle of eighties. In all of these countries, ttancellation of the maximum limit of loans
and that of the interest rates on deposits an@bléshment of restrictions on credit was the
reason of opening the way for the increasing coitipetin new sectors in credit market. In
the United States of America, Canada and Austthkatotal rate of consumer (individuals)
loans have been doubled as compared to those ddighies, in 2007 from non-banking
financial institutions. This transformation was oented to the modernization of new tools
closely related to real estate loans and adop@ndihg policies with great conformity with
development. All these changes have contributethéofast growth of real estate credit in
these countries. After the liberalization of realtade mortgage markets all developed
economies turned to the acceptance of more conveetitodels and methods in the field of
real estate financing that can give way to consarteeget housing related loans with greater

freedom, due to growing diversity of financing smes.

Some basic features in real estate mortgage markets

-Rate of loan to the value (that is the rate of estate loan to the value of the house) and the
usual duration, term of the loan: the rise of thanls rate to the value makes way for the
borrowers (debtors) to borrow more, in the meantipegiods of settlement are longer,
although maintaining the rate of debt service (l®btdservice we mean: payment of
installments added to it the overdue, unsettlegr@st) to the income within limits.

-It is possible to repeat borrowing with the guaeanof the house’s value and a payment of
the debt in advance without any further fees: tbespility of borrowing by a guarantee of
accumulated value of houses enables consumerditech benefit from their housing wealth
and to get more loans — if the prices of the housggase. Payment fees in advance result in
limiting consumers’ capacity to refinance theirlreatate loans — in case interest rates are
reduced.

-Establishment of secondary real estate loan mmrkéthenever the development of
secondary real estate loan markets are developengers will with greater ease, obtain

financing means in the capital markets and consetyuevill be able to grant loans to
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consumers — this is true if other conditions artart@ed. Up to now, we have shown the
development of real estate mortgage or real etatecing in a simplified form. This process
is the real cause for the financial crisis whatweld withesses nowadays. Now we turn our

attention to the rise of criis

The appearance of the crisis:

The American financial institutions granted operdetly housing loans in an unprecedented
and unparalleled way. On the other hand, the raleans to the value of properties (houses)
has increased. The financial institutions grantessé loans to great number of consumers
with low income or small creditability (low crediorthiness). This means that their wish and
capacity to repay and settle the loans is insigaif, consequently they find themselves in a
difficult situation at the date of payment for thédans. This process influences to a great
extent those financial institutions that granted thans; leading eventually to a situation
when these are not able to comply with their oliayes. Actually this may lead to a financial
collapse. We have another special feature thath@&acteristic of financial and banking
institutions, i.e. the great degree of overlappgegveen them, especially after the creation of
new financial tools in the financial field in geagrand in the field of real estate financing.
This has become widespread in the case of bond®arrities to great extent. This was
realized by transforming the housing loans to bdglseibsidized securities by these loans.
This led to the overlap between financial instdns; consequently if one of them is facing
collapsing or is on the verge of bankruptcy, thsynhave a negative effect or may threaten
other financial institutions with breakdown. On thiner hand there is another particularity
characteristic of the financial sector: in the caBbankruptcy of a given financial institution
or its collapse due to its bad financial situatipanic will hit the depositors in other financial
institutions. This may force them to the withdravedl their deposits. The withdrawal of
deposits in an unexpected way may have as a cosseguhe collapse and breakdown of

these financial institutions — even if it was irogdinancial conditions. This is the matter that

’Van K. Thorp, D.R. Barton Jr., Steve Sjugger@dfe Strategies for financial freedp2®04,
McGrow-Hill Companies.

Waleed al-HayaliNew orientations in the financial analysis.

Phillips, A.W., 1954, “Stabilization Policy in a @ed Economy,” Economic Journal,Vol. 64,
pp. 290-323.

Pijush, Paul 2006, OPEC'’s action to manage pricgs ralations with non-OPEC nations,
2006, June.
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is characterized by the Domino Principle, namelgng dice from among the dices of the
domino falls the rest of the dices will fall with This is why we may say that the intervention

in these cases by the central banks is an unaveidal necessary step.

Development of the crisis:

The crisis followed a developing course and conwualaind disorder of markets deteriorated
the crisis in financial markets. All this led to arplosion in August 2007 and became the
greatest shock and financial trauma since the gesassion, causing a lot of far-reaching
damages in markets and principle institutions derimational level. Disorder, chaos began
due to quick and continuous rise in insolvency saseonnection with payments in the high-
risk real estate mortgage market. This was in thaext of basic correction activity that

witnessed housing market in America, leading torghdse in differences of yield on

securities insured by these real estate mortgagesding insured debt obligations by high

credit funds. On the other hand subsequent breakslamickly expanded on the basis of
financial system heavily depending on financial réase consequently resulting in the
reduction of liquidity in transactions market amodifferent banks, and enfeeblement of
capital adequacy and emergency settlement of utistiis with huge financial interventions,

causing shocking disturbance in credit markets angihg the rerating of dangers in great
portions from among different financial tools. Img crisis there is a more severe effect, i.e.
the appearance of an unparalleled huge loss irditguinterest rates of transactions of three-
month term between banks jumped and highly surdasse-night interest rates on lending,
being a usual tool in monetary policy. This hapgenme a moment when banks tried to

maintain the liquidity of their possessions in fiaee of a growing pressure on them, in a
moment of growing uncertainty about the scope eirtfinancial capacity and distribution of

bank losses from holdings of securities attacheligb-risk real estate mortgages and other
forms of credits. Liquidity problems spread in &ffeaching and extensive form, for banks
resorted to reduction of credit and to the increafssecurities insurance margins and the

deposit applications from other financial brokers.
Responses of central banks. The principle cenaak®€ made strong, decisive steps to treat

liquidity losses by facilitating — in a wide range the possibility of getting short-term

financing using all existing facilities. But thisa$ brought only a primarily and partial
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success And due to the fact increases of liquidity reneginat high levels, the European
Central Bank, in December 2007, began a new exterdi its activity. And the Council of
American Reserve Bank and Bank (Central) of Englaeghn a great expansion of the range
of accepted additional insurances and the sca®wbwers allowed getting money from the

central bank.

The principle central banks announced a coordinaiédtive aiming at the assurance of the
appropriate liquidity, including the providing oke&hange lines on the part of the Council of
Federal Reserve by giving permission to Europeamtr@eBanks to widen the range of the
dollar’s liquidity. The Council of the Federal Rege Bank in March 2008 took new
measures; this included the opening of a real eebvatdow for speculators with high credit
worthiness. In the meantime, several other ceftaaks changed the attitudes of monetary
policies, under the influence of the continuoushpvgng risks of results expectedly not
changing too much in this period. Most of thes#atives were the result of the keenness of
the Council of Federal Reserve bank in August 28®7ake measures to reduce interest rates
on federal wealth. On the other hand, the centeaikBof Canada and the Central Bank of
England also reduced the usual interest rates@d af the monetary policy.

The European Central Bank and the Central Bankapfid gave up the idea of any new
increase in interest rates. In Great Britain th#hauties granted complete guarantee for the
deposits in order to recuperate the confidenceepbditors, this was after the collapse of one
of the greatest institutions, working in the fi@tiproviding real estate loans. The continuity
of liquidity problems reaches back, to a great degto growing fears of credit risks. The

differences of yield on credit continued to be wnithg in the recent months. And this is in the
midst of increasing attacks that surround the cgntiorizons. Fears also appeared and
reached a high level concerning the scope of safetlysecurity of monetary products and the
security range of investment tools. By the contumia@ownfall in the circumstances of

8 See: Holmstrom, Bengt, and Jean Tirole, 200&itle and Outside Liquidityunpublished
a.manuscript.

Hotelling, Harold. 1931 The Economics of ExhaustidResourcesJoumal of Political
EconomyB39 April:137-75.

Jason Furman, 2008, “If, When, How: A Primer oncBkisStimulus,” The Brookings
Institution.
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housing market in the USA and especially in thénhigk real estate mortgage market sector,
prices of bonds and securities kept on falling thate connected to real estate mortgage.

In addition to that, the differences in yield halarply been increasing in other sectors of the
market. This includes securities insured by credrds, car loans, student loans and ensured
commercial real estate mortgages. This is the re$déars that the rate of non-payment will
be increasing in number and of the excessive lgeeand of the behavior of doubted
securities. In this context, fears have been dalfe the banks did not realize only partial
success in maintaining of the capital in orderdofont the rising losses. In the United States
of America, one of the investment banks has be&eh@oemergency basis, supported by the
Council of Federal Reserve Bank. In addition tottlkagreat number of hedge funds and
other, financially to great degree supported ingtihs, faced dangerous difficulties when
banks began to increase demand deposits of margiacgion on what was available from
lines of credit. This dangerously influenced théwvay of emergency assets buying. In the
same time, questions arise concerning the terneaidirgy of exchange market with credit
risk, especially in the face of the continuous wess of insurance companies in financial
centers, which covers credit risks. Share rateiessgd in an equal manner, especially in the
beginning of 2008, when signs of economic weakreggseared. And the funds of the
financial sector were subject to stronger damageks fluctuation standards in shares and
currency remained on their high level. And on thentcary to this, interest rates on
government bonds fell to great extent and in theamtime investments in the basic
commodities markets were growing to an unparallelegree. And investors try to possess

alternative assets of smaller risk.

Roots of the global crisis

The crisis began after the growth of anxietieshoke present in financial markets, due to the
conditions what the credit markets are witnessmg¢he world. Analysts say that most of it
goes back to those problems to which the Amerieal estate money lending market is
exposed, the phenomenon is known as “subprime’s gtants loans to anyone who wishes to
have a house without imposing on the borrower theessity of having a good financial
record. This also contributed to the deterioratddrshare rates in a clear-cut manner in the
past period. During the crisis the shares of theking sector were damaged to the greatest

degree. This attracted the attention of finanamalgsts who explained this by the fact that the
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investors in the stock exchange did not know whiamk is exposed to real estate credit
problems and the extent of their possible losskasTeverybody began buying in a hysterical
way.

In such a way, approximately 70 American real estabrtgage companies suspended their
activity and announced bankruptcy or were exposegetsold, since the beginning of 2006
up to now. In spite of all these measures takes, ghenomenon could not be stopped and
spread all over the world. The signs were regressib financial markets in Thailand,

Malaysia, Hong Kong, Indonesia, Korea, Singapok Baiwan.

The regression o€hinese marketsvas less significant than its Asian counterpdus;the
banks in China announced that they did not possgestments related to the problems of the
American real estate mortgages. In Europe, findrialysts described the crisis as being a
dangerous crisis that threatened the whole Eurogeemcial system, but it was not
disastrous yet. Markets in Sweden, the NetherladNdsyay, Belgium, Austria, Denmark and
Finland showed signs of regression. The Britistexndf Financial Times fell and the German
DAX and the French CAC, the British FTSE and thedidn Mibtel and Tepix, this latter
recorded the lowest points since November 2006.ifthex of Japanese Nikkei closed at its
lowest average since the last 8 months. This was #ifat the disturbed feelings of investors
were mirrored in a manifest manner due to the immferdustrial Dow Johns that was heavily
shocked so that it fell lower than 13000 pointsthie meantime, NASDAQ lost 1.7 of its

value.

Ambush of shortcomings in the global crisis

The loans disbursed to individuals of low incoménessed a leap in America during the past
years. There was nothing easier that to get houeengy If the borrower’s credit worthiness
was low or had a bankruptcy record; this did nottemalf his income was so low that it did
not qualify him for getting loan, the only thing had to do was to make an attempt to obtain
a loan by way of filling in a special demand forin Which he declares his income”. The
bank will be satisfied with this form, even if hbasild have been checked and passed a

verification process concerning his income.

If the applicant for a loan felt any kind of tensior pressure on the part of lender, i.e.

“inquiry about the declared income”, he only hadvisit a company on a particular internet
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site, and after paying a fee of 55 dollars, officef this small company (headquarters in
California) would help in obtaining the loan. Thisas made by employing “you” as an
“independent, free-lance contractor”. They alsaediy the applicant a note of salaries so that
this may be a proof of your income. If the applicpays another fee of 25 USD, then the
employees of the call-center will give a glamoradescription of the applicant — if asked by
the bank.

In all probability, the weakest part of the loanrked, as far as individuals of low income are
concerned in the past few years, is that the mdeeging side provided loans with great
generosity, by providing loans to poor borrowergithout any further inquiry, if there was

any at aff.

Principle reasons behind the regression of internanal stock exchanges

Things witnessed more tension after the failurehaf American Federal Reserve and the
European Central Bank in reducing the severityhefindexes’ regression; in spite of the fact
that 121.6 billion USD were pumped in order to se@s investors and to stop the bleeding
regression. Let us take for example the case of DIMDMNS, the index of which in a single
day of transactions lost approximately 400 pointeemvthe regression of the Standard and
Poor’s index was 150 points.

The first factor: The financial institutions expanded the grantofgcredits of high-risk to
companies and to institutions working in the fi@flreal estate mortgage which did not
possess the sufficient financial guarantees toyrépeair obligations to the money lending
institutions. The matter reached a suffocatingasitun, when these institutions lacked the
sufficient liquidity for financing their activities

The second factor Incapacity of real estate financing institutidasaccomplish acquisitions,
and this was announced recently by the Americane@orent. The reason of this they lack

° See: Musgrave, Richard A., 195%e Theory of Public Finand®&lew York: McGraw-Hill)
Mishkin, Frederic, 2008, “Challenges for Inflatidargeting in Emerging Market Countries,”
Emerging Markets Finance and Trade, Vol. 44, N@6,5-16.

Stock, James, and Mark Watson, 2002, “Has the BasirCycle Changed and Why?” in
NBER Macroeconomics Annyatd. by M. Gertler and K. Rogoff, Cambridge: Na#b
Bureau of Economic Research. Also see: Kaldor, dlash 1939. Speculation and Economic
Stability. Review of Economic Studiés1-27. 18
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the needed availability for financing these acigt This gave a negative sign and indication
about the performance of the American economy.

The third factor: This had a deep impact on the regression of Ataarstock exchanges, i.e.
incapacity of the government to create new job opmities although this had been
announced. This fact reminded the investors thatbrld’s greatest economy was facing a
real crisis. And it well-known that financial matkeare very sensitive to such indicators.
Regression was very sharp in all indexes of Amargtack exchanges.

It is a well-known fact that the American econonmg anarket is connected to the European
and Asian economies in an organic way. This mehasthe industrial companies in these
countries depend for about 70% on promoting theadpcts inside the American market. In
case of regression of the American economy theseealmentioned foreign firms will suffer
from the decrease in the volume of their sold potsland they will record a loss in their
profits. When signs prove this regression, theksexwhanges in the world will witness a kind
of decline and weakening. Regarding the fact thaestment funds and capital institutions
begin to get rid of the shares in their possessisate activity in all monetary markets is
increasing; this leads to the regression of mavkéie of shares and to the decline of their
prices on international level. Taking into consatam the fact that international monetary
institutions, whether American or European, aresdgigattempting the diversification of their
financial holdings by way of investment in all sgtias stock exchanges, this can include the
newly emerging stock exchanges so as to reduceraisk resulting from the regression of

shares and in great international stock exchanges.

The storm did not abate yet. It still continuesagting other companies and institutions in the
forefront of them “the American International Gréupat is considered to be one of the
greatest insurance companies in the world. It beégtiaring when its shares lost about 61%
of their value. Fears overwhelm other banks toackwibegan to tighten the grip around the
throat of lending activity, this threaten the basticnulator of the American economy; this is
represented in the field of credit when the dotieached its weakest position against the
Japanese yen since the past ten years. Christdyalan, delegated member of “Institution
Risks Analyses” Research Group expected that appet&ly 110 banks would be closed;
their total assets reached ca. 850 billion dollargl all this may happen in the near future.
The total number of financial institutions whicleamder the aegis of federal security reaches
the number of 1800. These institutions togethes@ss ca. 13 trillion dollars in assets and

properties.
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The overall and total government debt, foreign dachestic, in the United States of America
up to now has reached more 11 trillion dollars.n@his the main creditor for the United
States of America, for it gave ca. 450 billion dodl. It is followed by Great Britain, then
Japan, then the Kingdom of Saudi Arabia.

The American budget deficit has reached 450 bildoHars, whereas the commercial deficit
is 65 billion dollars. It is to be mentioned thaetmarket value of 8 international financial
institutions fell with about 574 billion dollars dng a single year, this is the reverberation of
the decline and deterioration witnessed by intéonat markets, and this has its impact and
effect on the banking and financial setfor

The American Rescue Plane (Bailout) from the GlobaCrisis

The American Treasury Department unveiled the Betdithe Government’s plan that aims
at saving the banking sector in the United StatesAmerica, this happened after the
announcement of allocation 700 billion dollars itsrimplementation.

The statement of the Treasury Department expldwas the plan enables the Treasury
Secretary, Henry Paulson, and charges him withctimedination with the Chairman of the
Federal Reserve (the American Central Bank) bytgrgrauthorization of buying the funds
of banks, companies and other financial institigjagis long as it seems to be necessary, in

order to stabilize financial markets.

' See: Blanchard, Olivier, and John Simon, 200he'Long and Large Decline in U.S.
Output Volatility Brookings Papers on Economic Activilyo. 1.
Blanchard, Oliver J. 1983. The Production and Itesn Behavior of the American
Automobile IndustryJournal of Political Economy365-400, June.
Blanchard, Olivier, and Jordi Gali, 2007, “Real WaBigidities and the New Keynesian
Model,” Journal of Money, Credit, and Bankingol. 39, No. 1, Supplement, pp. 36—65.
Blinder, Alan. 1982. Inventories and Sticky PricBmerican Economic Revier: 334-48.
Blinder, Alan. 1986. Can the Production Smoothingde of Inventory Behaviour Be
SavedXuarterly Journal of EconomicE01: 431-53.
Blinder, Alan S., and Louis J. Maccini. 1991. Taki@tock: A Critical Assessment of Recent
Research on Inventorie¥ournal of Economic Perspectives73-96.
Brennan, Michael J. 1958. The Supply of Stor&geerican Economic Revie#: 50-72.
Brennan, Michael J., and E. S. Schwartz. 1985. uatalg Natural Resource Investments.
Journal of Busines§8: 135-57 Bulletin of International Relations and Progre&gptember
2003
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The Plan, described by Bush as ‘huge because tidepn is enormous,’ has raised the debt
ceiling in one year, from 10.6 to 11.3 trillion @k so as to lessen the pressure, to a great
extent, on the whole American economy, which ssffeom heavy loss of blood in the field

of liquidity, due to the war in Iraq and Afghanistan an attempt to the containment of
confusions, inquietude in financial markets, the e\itan Treasury Department announced
also that it would support with 50 billion dollattsose investment funds which were active in

the monetary market and whose shares’ value hishfahder one dollar.

But the losses caused to the shares in New Yodk staarkets on the ‘Black Monday’ 15. 9.
2008 were ‘only the tip of the iceberg’ as one dosdy. The appeared ghost and phantom of
bankruptcy around several institutions were whiohmied an important segment in the
American financial system. The losses of Wall Stree that day, were estimated ca. 600
billion dollars. This was the worst loss, since tbsses that appeared in the early morning
hours following the attack of 11 September 2001.

The plan wants to provide the best protection ofrggs and real estate properties, and it is
applicable to those who pay taxes. It also aimghat protection of property and the
encouragement of the economic growth, and the aseref profits from investments — to the
greatest possible degree.

The plan, brought forth in order to confront therstaeal estate crisis the United States of
America has met since the great recession crisi®29, is to support the borrowers who face
real difficulties in paying their installments. Bhivas realized by raising the real estate loans

limit and these can be subject to judicial procegsliupon a general guarantee.

At the beginning, the American President GeorgehBysposed this financial bailout plan,
for he considered it to be the rescue of thoseolars and creditors who did not respect any
kind of responsibility. After a short while, he algwned the threat to use the right of veto
against the plan. This was after the statementefSecretary of the American Treasury
Department, Henry Paulson declaring that the baakughe two firms (Fannie Mae and
Freddie Mac) was a necessary step in order to dalem the local and foreign markets.

The Senate accepted the wording of the bailout pieima majority of votes, 72 yes, against

13 opposing votes, this was after the approvahefHouse of Representatives.
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The Principle of the Plan

The ideology of the plan is to buy the lost deligt tmay demolish the American financial
market and threatens with its collapse. Most ok¢heases may be attributed to a wrong
policy concerning real estate mortgages that wad by the financial speculators in the Wall
Street Stock Exchange. The law approved by the AmerCongress grants a delay to this
plan and it expires on 31 December 2009, with asipts extension, on the Government’s
request, to a maximum period of two years, begmrfiom the date of ratification. The
bailout plan contains a special chapter concertivegtwo giant mortgage financing firms,
Fannie Mae and Freddie Mac, which were on the vefgeankruptcy and collapse in the
early days of August. These two damaged firms pEssseal estate mortgages with an
estimated value of 5 trillion dollars; this amowguals ca. 50% of the total American real
estate mortgages. According to the plan, the Fedé¢oasing Department guarantees the

increase of those credit limits what the two firans to buy, to 625000 dollars.

Clauses and articles of the American financial badut plan

1-Permission is given to the American Governmenriugp the perishable assets with a value
of 700 billion dollars. This is closely relatedtte real estate mortgage.

2-The plan will be implemented in several phasgsgianting permission to the American
Treasury to buy perishable assets in an estimaaéice vof 250 billion dollars in the first
phase. Although, it is possible to raise this am@or850 billion dollars on the request of the
President of the United States of America. Membéthe American Congress have the right
of veto in connection with the purchase activitydamith all that surpasses this amount;
actually fixing its limit at 700 billion dollars.

3-The American State participates in the capitald @rofits of those firms which are
beneficiaries of this plan; this may provide reatian of profit if the conditions of the
markets.

4-Secretary of the Treasury is commissioned with ¢dbhoperation with the authorities and
central banks in other countries, in order to @eamilar plans.

5-Raising the limit of guarantees for the deposifoom 100000 dollars to 250000 dollars for

a period of one year.
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6-Granting tax exemptions the value of which macheca. 100 billion dollars for the middle
classes and companies.

7-Limiting the compensations to company CEQO’shéyt are dispensable.

8-Avoiding the payment of compensations that woeitttourage useless risky, hazardous
activities and fixing the financial remunerationcaimpany officials who enjoy tax reductions
in 500000 dollars.

9-Recuperation of extra-allowances that were airexmid on the expected profits, but not yet
realized.

10-The Supervisory Control Board will oversee aminmister the implementation of the
plan. Members of this Board are: Chairman of thdef@ Reserve Bank, Secretary of the
Treasury and Chairman of the Stock Exchange Org#aiz

11-The General Accounting Office, subordinate t@ tBongress, controls the regular
attendance of the meetings in the Treasury; thie isupervise the purchase activity of the
assets and the audit of the accounts.

12-Appointment of a general and independent ingpeftir the supervision of Treasury
Secretary’s decisions.

13-Decision made by the Treasury Secretary wiljesttlio supervision

14-Taking necessary measures to prevent acquisifiproperties.

Opinions supporting the bailout plan

1-Some economists say that the bailout plan is mgical treatment that gives a
comprehensive treatment by saving the financiakesysand by providing a guarantee that the
financing problems shall not move to other compmniEhese will be restricted to the
financial sector, as is the case right now (Carual@me, 2005, Dixit, Avinash 1990,
Eggertsson, Gauti, and Michael Woodford, 2003).

2-The plan guarantees the continuous confidencarttssthe American banks.

3-The plan ensures a treatment for the problemsthbypunishment of those who were
responsible, then by finding solutions for bridgithg gaps, related to the rise of real estate
prices, when banks were responsible for the higtegr It also emphasizes the necessity of
limiting the role played by financial markets angesulations with regard to buying

postponed bonds.
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4-The plan will help companies in the banking seaae to the fact that the insurance system
on deposits in America covers only the depositperbons, and there is no compensation for

companies.

Opposing Opinions to the bailout plan

-Most of the American people think that the probdeshould be solved only by the Wall
Street Stock Exchange and by the American finarsegedor (John J. Murphy, 2009).

-A great number of Americans, MP’s and citizensregp their fears concerning the price
what the American tax payer population will pay.

-A considerably great number of the American pofotebelieves that there are no sufficient
guarantees for the success of the plan. They cenisids squandering of public funds.

-The plan will help the banks in the short run iomaate the burdens of nonexistent debts
and non-working investments. But there are concanmsdoubts whether the prices of these
assets shall ever increase in the near future.

-Some representatives and members of the Congeessrhservations about the size of the
plan which nearly reaches 700 billion dollars.

-Some Congress members demanded assurances aadtgesrconcerning the plan and that
it would serve the ordinary American house ownasswell as the interests of Wall Street
Stock Exchange.

The plan grants to the American Administration fseepe in defining the number of financial
institutions that will benefit from it, without thexclusion of investment funds which involve
in hazardous and risky activity.

Views of world leaders and rulers about the baifdan

. The American President George Bush: “The plan wélp the protection of the
American economy, the families and small compaimé¢ie United States of America. This is
a basic requirement of the financial security ie thSA. It also supports those American
families that need loans so that they can buy a&aou to finance the costs of their children’s
study in higher education. It helps small businesse that these can pay the bills. It is
impossible to abandon all the companies presertheatWall Street, even if they would
deserve the financial crash and collapse.”

. Henry Paulson, Secretary of the American TreasUitye plan can help the protection

of the local economy and it restores the confidesfathe American people in the possibility
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to obtain the needed amount of money in orderdaternew job opportunities and ensure the
continuity of working™.”

. President of the European Central bank, Jean Claudbet: “It is obligatory to
accept and authorize the plan; this is the inteoéghe United States and the interest of
providing sufficient amount of money in the world.”

. Chairman of the Council of Ministers of Financetbé Eurogroup countries, Jean
Claude Juncker: “It is Washington’s duty to congenthe plan that will enable the American
Treasury to buy from the banks the high risk assdéded to the real estate mortgage.”

. The Russian Minister of Finance, Alexei Kudrin: “g¥#ngton has to bear its own
responsibility towards other countries. The plaidehry Paulson, Secretary of the American
Treasury is necessary and unavoidable.”

. The American Republican presidential candidatenMhbCain: “If the Congress does
not take the necessary measures for acceptingritwecfal bailout plan, this would force all
the American people and the whole American econaortty a situation where they would
face a very great danger. The American companidéisnai be able to borrow money for
financing their activities nor will they be ablergpay their obligations. If we do not make the
first steps, many of them will collapse.”

. The Spokesman of the European Commission, Johaienberger: “The European
Union is disappointed to great degree by the faat the American House of Representatives
refused the 700 billion financial bailout plan, ated for the stumbling and staggering banks
and companies. This plan is not only linked tofiite of institutions of the United States of
America, but it is relevant and related to the vehobrld.”

. The British Prime Minister, Gordon Brown: “A worldele and universal support must
be provided to the American financial bailout ptard the United States of America deserves

the help of other countries from all parts of therhd.”

“http://www.time.com/time/specials/packages/arti;28804,1861543 1865103 1865105,0
0.html.
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2. SPECIAL FEATURES OF THE NEW WORLD SYSTEM

2.1 New concepts and methods — which are more rigid

Without regard to who planned and executed theosxmhs in Washington and New York, a
lot of questions may arise before one can give arsto a lot of signs and milestone features
that appeared in the one-pole world system whitgdrthe world in the last decade of thd'20
century. The most prominent of them: Did the relgesteated global system meet the
ambitions of those who imposed it? And whetherdsailts produced by the events of the last
decade, were they really harmonious and agreeitigtive aims and goals they were planned
for? Were the latest changes on regional and iatemmal levels sufficient to convince
Washington that the global system should remaiib \@as? Answer to these questions would

be very long to enumerate. A summary of them catihédollowing:

First: Some observations on Washington’s leading te of the global world system and

its most important issues

In his famous speech of 14 April 1991, the formenekican President, George Bush the
father, defined the general principles that woulte rthe global world system. These are:
reconciliation of regional and international cocifi in peaceful ways and methods, solidarity

in case of aggression, treating every nation wigi¢e, reducing the weapon arseffals

In fact, a careful reading of events and its ingdiens in that period gives a clear picture and
notion of how Washington treated these issues aatters. At present we do not want to
enumerate them or comment on them, this would lEnammous and overwhelming task, and

even producing some negative aspects as well fnmong those things what these issues

? Scott McClellanWhat Happened, Inside the Bush White House and iwgeh’s culture
of Deceptionpp. 99., Perseus Books Group, 2008

Samir Amin, edited, 1997Clash of civilizations or dialogue between cultur&ar al-
Tadhamun, p. 76.
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produced and executed using double standards atitbdse But the useful conclusions can
be summarized as follows:

-The basic principle to solve the conflicts in aapeful way is not respected at all in
Washington’s attempts to treat the global issuegreft international impact. Most of the
means and relevant points were absolutely missmdVashington’s clear will, like the
example of the United Nations, except for some ptopal cases and in such places which
serve the direct strategic interests of the UniB¢ates of America. In such a case a given

place can be used in a military, security or ecan@®anse.

- In addition to the above-mentioned matter, it ¢enclearly observed the extent of the
Washington administration’s participation in cregti several regional conflicts and
consequently its intervention in administering amahaging them. Then finally imposing and

forcing such appropriate solutions that merely s¢he American point of view.

- Similarly regional and international conflictsdafighting do not shrink nor do they get less,
nor do they influence the frameworks of allianced axes, on the contrary, a great number of
them increase in number. And what is more, new pimama and new horizons are set open

for conflicts what are very difficult to control.

-New methods have been adopted, applied in ordéampmse the logic of force in the
international politics. New notions and terms hdeen invented sometimes the apparent
meanings contradict its backgrounds and contert8os are justified by weak arguments,
these have not a single common link with thoseessior which these were created, the
intelligent punishments can be mentioned here amples.

If the situation of conflicts is so dark and glognilyen the two principles, namely “solidarity
in case of aggression” and “treating every natiath yustice” are not better solutions than the
previous principle. Here we can give the followilgservations:

-The principle of solidarity in case of aggressiesnnot applied only in some exceptional
cases, in spite of the plurality and diversity lodge cases and solidarity in case of aggression
IS not always meant to protect the internationalisgy and peace. For the treatment of one of
its manifestations (the Iraqgi invasion of Kuwait} declared aims were not identical neither

compatible nor convenient with the results whichieMater reached.
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-Several cases of intervention, under differentod@nations, from among them solidarity in
case of aggression, or protection of minoritiesuled in a growing sensitivity to unveil the
numerous places of tension in the whole world andring to light the dangers and perils of
these cases — this is realized instead of calmimggiving reassurance about the solutions,

such are the cases of recent European wars.

-The notion of treating every nation with justiceasvnot missing in periods of time in the
ruling global systems during human history - thargfe and transformation of which we
witness now. We can say that the subjugated miasrénd their occupied lands were treated
neither with justice nor with the principle of edjta On the contrary, several double
standards were used to treat the same issues @eind¢dhsequences. If some regions witness
support for the crystallization of their positior@d the accessories of their national
circumstances, the matter does not exceed theipligserof being only a fragment for those
entities which could contribute in a way or anotimepreventing the projects to be imposed.

-The notion treating every nation and every nationaith justice is exploited in a barefaced
manner for the intervention in the home and inteatfairs of the different nations. The
relevant issues, such as human rights, have baesfarmed in order to be a pretext for an
easy intervention to exert pressure on governmamisto be means for being able to do what

is to be done.

-The appearance of a clear-cut tendency towardntitieary expenditure, especially in the
case of those nation, which feel them targetsenpiievailing global system. Every institution
and every research center expresses the viewhes¢ texpenditures are ever growing in a
qualitative manner, apart from the amount. Thisnpineenon reaches back to the growing
number of hotbeds of tension, or places of tenaimh to the fact that these are widening in

number and considered to be new forms of complexitynew problems.

-The growing number of those countries which possifferent kinds of non-traditional
weapons, especially nuclear weaponry. The appeararegional places of tension is closely
connected to nuclear armament. We can mentionRretistan and India.

-Efforts of some nations, with intense want to gsssnon-traditional weaponry and the

effusion of their efforts to achieve this trendaintypical period, as a result of sense of danger
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and as an attempt to establish the balance ofrtdrad is imposed in several moments; and

not as a result of possible options that are ralblezin reasonable domestic costs.

-Verily all of these phenomena have helped fuelinganti-American hostility and anger and
guestions have been asked about what the USA didgdthe period it ruled the whole world.
This can produce a conflict between the USA andtér countries on the basis of war on

terrorism and eradication of its roots and the against those who support and finance it.

-Marginalization of all other powers in the worlecaisolating them in fact from power
centers and situations of decision. In the same,tthey are connecting them with domestic,
economic and financial crisis with a strong poéti®ackground. This fact led to the total

disappearance of world power balance.

As far as the economic side is concerned, andtitasmost important, and in fact it is not
really mentioned among these principles, will h@égeown words. The most prominent of
them is the announcement, in an official way, &iral of support to the new capitalism that
can rule the globalization, in every conceivablenfdoeginning from the free world trade,
abolishment of tariff barriers establishing new @stic financial markets without domestic
restrictions adding to these, the intervention itite general politics of different countries,
reaching indebtedness specialized policies, therrational Monetary Fund and other
financial institutions with a capitalist identitlyinally, the matter can reach the subjugation of
world countries according to a special perspeativatervention that is really difficult to skip

or ignore it.

Second: Backgrounds and aims of the American offeive against the world

There is no doubt that the strike that hit Waslongivas a strong and severe one, for it hit the
American economic, financial, political and milyanerve center. And it seemed quite
impossible to give a similar answer to it, withippaopriate limits. The principle headline of

the American attack is war against terrorism akihtarevenge on those who planned and
executed this plan. Later on, another factor wateddnamely the list of those countries
which helped and sheltered these criminals. Théngrganizations were included in this

group that were considered terrorist, without mgkan clear difference between relevant

terrorist organizations and organizations fightfng liberation and resistance organizations
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which fight against occupation. To sum up: The EdhitStates of America has gathered
everything according to its point of view and pld¢kese notions on one side, then called the
whole world to accept these notions and adopt ategorization and classification. If any

country rejects it or simply opposes may soondater become part of the other side.

If we accept the hypothesis: the attack that hiskfagton and New York was an absolutely
foreign-planned terrorist attack, then questionseain the American accusation and its
litigation concerning the crisis that remained Aican as far as the place is concerned but
world-wide as far as expansions and litigations @ecernetf. Could Washington really
define and identify the aggressor and affirm itmatverwhelming positive proofs so that the
US could declare war against them? And what is mbee US asked the whole world to get
ready and prepared for the support of the Americdgansions. If we accept another
hypothesis: The organization of al-Qaida and etsder, Bin Laden are responsible for all
those things that happened, does this really ewda a huge volume of organization,
mobilization of armies and a long list of demand¥?we can expect in the background
something else than Bin Laden and his group? Abustno sincere word appeared. Let us
suppose that some countries, organizations, growgyshelp this organization, how does this
fact influence the relationship of the world’s ctiigs with these issues? Washington did not
take into consideration that terrorism was of in&ional origin and of global aims; all this
necessitated a global cooperation to resist iteQdifficulties may appear about the nature of
terrorism and about who is the authorized powerstitke it? Maybe we have infinite
questions, but we have to find an answer to aBdhguestions in order to reach the settings

and background of the offensieSome special features of these questions:

-Confirmation and conviction of the USA, in an uegtionable form, of the fact that it is the
only country able to rule and lead the whole wanhdl to solve the problems according to the
desired classification.

® Mark FensterConspiracy, Secrecy and Power in American CultUhsiversity of
Minnesota Press, 2008

Ramzi Zaki 2000, Effects of globalization and ilwss behind the mirageAl-Minhaj,
Number 57, Damascus, 2000, winter, p. 6

“ Andrew LangleySnapshots in History, September 11, Attack on AxmeCiompass Point

Books, 2006
Arabic Strategic Report 2003-2004, Center of Sgiat8tudies, al-Ahram, Internet.
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-Terrorism will never be the product of a singlgamization in a single place in the world, or
under the leadership of a country. Terrorism is@n¢ everywhere, even in the United States
of America, as it was announced by its official@en€equently, eradication of its roots is a

global duty. Joining these efforts may be willinglyunwillingly, or sooner or later.

-Considering the fact that this attribute is thestmmportant for all the regions of the world,
the list of demands distributed by the USA for tme of the countries in the world is
designed to transform all governments of the wankd a “general representation” of the
“absolute” American justice — as it was described.

-Measures taken by Washington up to now, in givangwer, beginning from investigations
to military mobilization for the American offensiagainst terrorism is not a mere preparation
for revenging on what hit the USA, but it has a@ojpdiverse and various aspects and diverse
backgrounds that were not announced for the offendihis can affect everything, having the
least connection with it, even nations their stgted way of living and their thinking and

beliefs.

-The hasty appearance of those matters and isbaésate likely to be connected with
terrorism is very numerous. Not a day or even we €&y not an hour may pass without
connecting something or someone to the issue odriem. This can clearly prove that the
offensive has a beginning but its end and the nunabehose included in the terrorist
classification is hard to define. No one knows thmits of its characteristic features.
Naturally this reaches back to the answers givethbeyparticipating sides. It seems to be easy
to involve any opposing country or another thatsdoet accept these terms in a positive way;
this can serve as a pretext to put this countrthennon-announced list of countries to be

attacked.

-The public acknowledgement of the USA of the fiett all the events that occurred were
necessarily executed by foreign sides and dombsters, but this is not sufficient to throw
away the missing truth. And it is the beneficiaidesof all that took place.

Focusing on Arabs and Muslims in the public campsigf accusations is not justifiable

without clear proofs and arguments. Considering motsingle country could have
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accomplished such an act that happened, withounhdgadomestic relations in the USA,
reaching even up to decision making political @scl

Third: Characteristic features of the next phase ad the form of the new global system

The scrutiny of circumstances what we have donéoupow, may lead us to the following

outstanding features:

-The fact that the USA realized a concrete attawk @estroyed Afghanistan did not really
satisfy the ambitions and desires of the UnitedeStaf America in restoring the prestige and
respect. There are several reasons for this, frorong them: Afghanistan is not the only
hiding place of terrorism not is it the startingngoof it. Moreover it is not the country, the
attack of which could bring desirable changes onldvevel. In addition to that, there was a
consensus to get rid of all those who were thérs, helped Washington to great degree to
exceed and surpass it. But the desired aim iseaathed’.

-The geo-political situation of the countries ifisthegion (Central Asia) has become a matter
of important dimensions for the American militanydapolitical intervention, on the level of
East-Asia and its countries and promising them ssipdity to play a kind of role in the
coming global order. Here we can mention anothdtenarhis territory is the closest region
to the Russian borders, to that empire that toeshtike the dust of the last decade of the past
century off itself. And in addition to that, thetaeal resources possessed by these Central-
Asian countries play an important role in the Aroan politics. Due to all these reasons and
arguments, the American intervention was not actae nor was it merely limited and

directed against Afghanistan. But it has other disnens that exceed terrorism and its tools.

-The military strike and attack was not a single,amor against a group of particular places,
but it reached the east of the world and its w&ke strike was first directed against the
terrorist groups, then it was expanded to inclutie ‘apostate and renegade states” and finally
it included those countries which did not accepte“House of Obedience” according the
American classification. This means that the tirpansis not limited nor the alliance. But in
all probability some countries may enter it foreatain period of time, then a great deal of

* Abdu-I-Malik Awda, Dr. Ahmad al-Rashidi,he future of international relationSeries of
Egyptian-African Studies, Number 1, Cairo, Collejé&conomy and political Sciences, 2001
August. And Al-Sharg al-Aswat Newspaper
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problems may arise if leaving it, and as a consecgief leaving it, the country may be
included among those subject to the American oftens

-The speech about who shelters terrorism and wippasts it from among the different
countries belongs to different dossiers, such abtanyi related to weapons of mass
destruction. This latter tries to charge some aoesmtvith accusations and others are exempt
from these accusations. This matter is not faryafn@an those justifications which join some
Middle-Eastern, Arabic-Muslim countries to the ‘laAmerican” side and to “supporters of
terrorism” according to the American understandifis kind of treatment facilitates the

way to attack them.

-The recently created coalition and alliance iseblasn many temptations for a great number
of countries and power-axes, beginning from pditissues relevant to some regional places
up to financial and economic issues having stragigtionships with international political
matters, such as foreign debts, and finally reachécthnological matters and its military-
political uses. So he who is supporter may recemmething and he who opposes will be
attacked and humiliated and he who tries to neusiftér a short while will be subjected to

make a decision.

-The defeat of Iraq by the international coalition1991, and this defeat can be understood as
a defeat for all the Arab nations and then theesdeading to the Madrid Conference, all
these matters can be put in Israeli-American adceuon the basis of finding solutions,
according to the understanding and discretion ef ftiumphant side. By the way, will
Washington be the second Madriti?

Will the new global system and order be better thatas earlier? Features of the global

system and its requirements elucidate questiorsh 8st

-Verily, the global system did not satisfy the atidnis and desires of him who led it;
moreover it removed some promising powers fromsttene of international decision making

process. It did not succeed in the elimination ohaerns relevant to the continuity of

**Abdu-I-Malik Awda, A future strategic look at thetérnational relations, Journal of Arabic
Affairs, N. 103, 2000 September
See also: Abd al-Khaligq Abdullah, 1996
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influential leadership, even if it succeeded in fileéd of intervention in the domestic affairs
of different countries, beginning from human rightgen internal government (financial and
economic) policies of different countries. Finallys resulted in that these policies left their
traces on the foreign policies of countries anduariced them in the different regional
conflicts. On the other hand it did not manageubjexct a lot of countries from among the
above-mentioned countries to the American pointiefv. It finally helped the formation of
some partial solutions for some important regioo@ahflicts. But it did not convince the
majority to keep on going in the same directiort thias considered to be the right one in the
field of finding solutions for the conflicts. Andlis is point where the American point of view
must be revised and reviewed in an urgent mannacecaing the moribund global system

and to establish a new global system that canfg#itis desires of him who defends it.

-The new global system did not witness a lot ohtlaic changes, but it became a revised and
improved copy of the older one — by taking into sideration some emerging latest details
and occurring changes. The one-sidedness of otiemi@and decision making will prevail for
some time, during this period more cruel and hatsps will be made against countries of the
world. Consequently intervention will be presentnrany unimaginable forms by diverse
pretext and different arguments. Communities anghttees will be accustomed to a lot of
new things becoming parts of their lives and wafysheir living. This will be realized by
means of those new things that will be pumped itlieir communities, especially

technological matters.

-A great number of principles and values on whiifecent international systems were based
during the past periods would witness many changesy of them will be new vocabulary

and new terms which reflects contemporary aspéatgractical terms, in the shadow of

globalization, there is no leadership for counttlest could for long influence social behavior.
And we cannot affirm for sure that there is a kafdsanctity of personal rights on which the
legitimacy of human rights can be based. In casdedfig suspicious in everything and

attempting to understand everything in order tdifieanything that is to be done, under these
circumstances, terrorism has not become a localgghenon that would be subject to a group
or a nation. On the contrary, the globalizationtetorism has become the clear trait and
characteristic of a tendency to possess and coewerlything in the world — under the cover
of a careful sophisticated security informationdzhsystem. This means: The extinct global

system controlled the policies of countries, the rame controls the individuals and their
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behavior. And it is not strange to state that a#teshort period of time each and every
individual will have his “own special code and segndentity number”. This is to check what
is happening where is taking place, who is accahpig the act. All these deeds are justified

by the war against terrorism and to prevent its effects.

-Clash of civilizations has become the most promirieit from among the issues of the new
global system, for it is in itself the most sengtpart of the matter, for it reminds humanity
of the darkest pictures and moments of the MiddggesAand of all relevant matters, like

behavior toward religions, beliefs and other refevquestion’.

-Finding solutions for conflicts and regional issuef international dimension will surely
witness other cases of extortion on the basis oher and defeated, in the global system.
That is a lot of manifestations of wars between ¢becerned countries in certain conflicts
will disappear, and will be replaced by harvestthg fruits of an alleged victory and to
dedicate unjust agreements between non-equivaidas ©n the practical field. Take for
example the case of Arab-Israeli conflict or th&iB@ani-Indian conflict and several other

conflicts without having a solution.

-The emergence of regional institutions — as reahflations of the present global system- as
actual rivals to the globalization and its effedteir role has become restricted and limited
and incapable to create earnest and meaningfulgelsaim order to establish an alternative
system. This goes back to several reasons, sudrhas:incapacity to actual competition and
opposing the dispersion of their projects withire @md the same group, Washington was able
in a sense to exercise pressure on its active siddsto turn them into the appropriate

direction, like the case of the European Union #redAssociation of East-Asian countries.

-The role of regional and international organizasioin the practical sense, is considered
marginalized to the maximum extent, except thosegavhich serve the interests of the
global system’s leader. Facts can prove this. sesavhen the activity of these organizations
is acceptable, they have the upper hand, in otagescthings go on the contrary. In other
words, these organizations, and especially theedriations Organization, have become the

Y Samuel P. Huntingtorhe Clash of Civilization and the Remaking of W@ldler. 2003,
Simon & Schuster Paperbacks, Rockefeller Center
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legal and adapted tools for Washington in ordergtvern the global system and its

requirements.

-Issues of armament and the spread of weapons sé ohestruction and other international

issues, like the Missile Shield project or Star Whese will be principle issue, along with the

issue of terrorism, in the calendar of the glohyattem’s governor. Double standards will be

witnessed and a more cruel way will characterisettbatment of these issues; with a special
focus on Washington’s armament projects, especidléy Star War in order to reassure

repeatedly that the prevalent data call for annoiitdid, specific and qualitative superiority and

supremacy in the field of a secure stable worldéeship.

-Policies carried out by Washington in differenttpadf the world, will not contribute to the
solution of the conflicts, against which nowadayarsvare launched. On the contrary the

wave of hostility will appear in a more violent foror perhaps in a more aggressive form.

-On international level, the economic-financialestths an important segment concerning the
results of relevant issues. The international ecooaegressions and the present chain of
crises of the capitalist system witness a kind ofivation on the basis of military production
and expenditures and consequently these facts cdmilize several other huge sectors. In
addition to this, in the coming period a kind oflisgribution of wealth may take place and

perhaps in illegal way.

Maybe this pessimistic period will be thoroughgoiagd towering with several issues,
although it is very difficult to avoid this contextievertheless this does not mean that it will
last forever. Life of nations and peoples are camtt changing, in the same way countries,
international organizations. As well as the anciaetv and recent history has witnessed quick
and numerous changes in different fields — humégellact can hardly accept them; with the
exception of ideologies and beliefs, these latsatdrs had a substantial share in these

dramatic changes.

It is possible that the clash of civilizations aitsl consequences will be the principal and
primary kernel and nucleus for the interior colld this system where its first blocks were
interwoven. Naturally the disciplinary campaign Iwibt bear the motto “absolute justice”,
this notion is found only in heavenly books, butatto that is applicable till the world is

ruled by predatory and ferocious eagles havingetationships with any “noble eagle”.
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3. THE EFFECT OF THE GLOBAL CRISIS ON THE ARAB WORL D

The American financial crisis is reflected in mesbnomies of the world, for this reason it
has been called global financial crisis. The Aralurtries form a part of the global
international economic system, and consequently Were hit to some extent by this crisis.
The extent of influence to which the Arab countmese exposed depended on the volume of
financial-economic relationships between the Arabntries and the rest of the world. In this
context, we can divide the Arab countries into ¢hmeajor groups as far as the influence of the

crisis is concerned:

. Group One: These are those Arab countries that have a hegine@ financial-
economic openness. This group includes the cosnufethe Gulf Cooperation Council
(GCOQ).

. Group Two: This includes Arab countries with middle-degrgemness, like Egypt,
Jordan and Tunisia.

. Group Three: Arab countries with low-degree of openness, Skelan and Liby3.

The First Group: Export goods represent a great rate of the GDIFs@e main source of
the national income. By the repercussions of tligscone could observe the reduction and
fall of oil-prices from ca. 150 USD a barrel in &mo ca. 77 USD a barrel. This means a 50%
fall. Undoubtedly, this sharp and severe fall iafitaged the general budgets and the economic
growth rates. For in the second half of 2008 an20@9 the growth rates fell compared to the
rates of 2007 and to those of the first half of00n the other hand, one can observe that the
financial activity of the GCC (GCC = Gulf CoopemtiCouncil) states in the world economy
Is very active. Very significant portions of oilvenues were invested. The GCC states
possess sovereign wealth funds that invest indareountries, especially in the United States
of America and Europe. There are other funds whitrest in other tottering financial
institutions. Estimations and assessments showvitithdbsses of sovereign wealth funds in the
emerging countries, including the GCC countries loarestimated ca. 4 billion dollars. And
the estimated value of Arabic investments in faresguntries is about 2.4 trillion dollars. It is

¥ Mustafa Ulwi, Professor of International relatioats Cairo University,The International
Relations, its notion and objectives
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a well-known fact that these investments are gawent and individual-owned investments.
But most of them originate from GCC countries. Thaavestments were influenced
according to the side in which the investment veadized. If this side was characterized by a
high-risk degree then the degree of exposure teeksvas greater. Undoubtedly, there are
losses, but not announced. As far as the stockaexyes are concerned, a kind of fear and
panic hit the investors in the whole world, stagtin the USA, where the Wall Street Stock
Exchange collapsed, reaching Indonesia where st@ckange was closed. But gradually,
most stock exchanges in the world were influenaeen the Arabic stock exchanges,

especially those in the Gulf States and in Egypt.

The Second Groupare concerned: The influence of crisis in theasttes was smaller and
more insignificant than in the countries of thestfigroup, with the exception of the case of
stock exchanges. Stock exchanges in these coumtgss influenced in the same way and

with the same degree as in the countries of thet GSroup.

The Third Group: These countries have a limited financial and eotn openness

consequently the effects of the crisis were limited

At present, the material development of the capttalystem in its different forms, levels,
reached a high-degree complexity and geo-polititgbarity and social contradictions. By
these data, we may say that class conflicts ardapg@ng according to the mechanisms and
different and diverse levels and reached such el lefssuperimposing in which it is very
difficult to define the social classes and the fermnd levels of class conflict. The
international standard established on contradiconrelation, interposition and overlap can
be increasing due to the degree of social divesity contradiction and also according to
complexity of local, regional and international fan panel. Knowledge systems, by which
social contradictions and the interests of margiedl poor and exploited groups are
expressed, are in fact real products of constartignging and transforming value; if not
structural then at least forms of exterior mandtéens that demonstrate the internal changes
of the objective social situation. Considering thigjective reality that is based on the
movement of capital wealth founded on the discrepaand contradiction in the context of
competition in the field of production wants to guze surplus value and its multiplication
and accumulation in a monopolistic way by develgpgxpanded mass production and its

integration in the extended production activity.
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The economic deterioration affects, without exaaptiall sectors of the society and has an

effect on all aspects of life, for everything hessdwn causes. These causes may: be

.1 Exterior, foreign causes

Hostile foreign countries strive for imposing a agge influence on the economy, which in

its turn, may affect the whole Arabic economy wathits elements. This may bring as a result
instability of these countries. These are the cgpmseces of different political standpoints

which do not serve the sublime national aims arjdabilves in the concerned countries on the

contrary these are inconsistent with them.

.2 Interior causes

There are causes, namely lack of a sound econolamipg, lack of a delicate balance

between production and consumption, insufficiendyresearch tools, development and
adaptation of knowledge and lack of employment afofars for the success of economic
plans that in fact may be based on a 100% homexding. Raw materials should be

homeland-produced, so that a given country maydaecbnomic blockade or any kind of

political extortion coming from abroad. Lack of mgidifferent means of mass media for
mobilizing the nation to participate in the succekshe economic plans, in such a way, they
will be the tools and means of success of the eananplans and its objectives. Moreover,

they will be the people of implementation and tleadficiaries of these results in economic
growth. All this will have a positive effect on thg@ersonal life and this should be publicly

announced by a clear message in mass media.

¥ Adil Amir: http://eu.ask.com/?0=16148&I=clihe Scientific Encylopedia.
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There are some forms of its, which are as follows

1. Direct intervention:

This can be realized by way of economic blockadd &ght against the products and
imposing laws that can have an effect on the balapic payments, and by economic
tampering, as it happened in fact during the glelsahomic crisis.

2. Indirect intervention :

This can be realized by way of a non-noble comipetiand rivalry in the economic field and
by a direct aggression against the Arabic countriégastructure in order to influence the
national production, as it happened in fact, in Zzlaaand Lebanon.

Risks of economic activities

The results of the collapse or those of the econameiakness are dangerous as far the Arabic
national economic security. This can have as dtrabnormal and aberrant social behavior,
manifesting in rebellion and opposition to the sogi If the individual’'s income diminishes,
this can contribute to the collapse of social aglijious values. This can produce the spread
of corruption and bribery. All these facts may héveir effects on all elements and immunity
of the society. This can lead to the weakness ebl@ical valuesdfisis of valueg in the
society, with special regard to the spreading gironm as a consequence of poverty. And this
leads to a social collapse and finally to a pditicollapse and breakdown in the Soviet Union

and recently in Tunisia, Egypt and Libya in 2011.

Collapse of the Arabic economic security is duenergy and food security, which are basic
pillars of economic security, which its turn is ookethe constituent elements of the Arabic
national security in. So the process is a very dmaed and complex process. It can result in
political problems and troubles, leading the Arabrlty into a state of political and economic
dependence. All this can lead to interior troublesich threaten the stability of these

countries.

The economic crisis hs affect on decreasing thevityaf unemployment that will surely

increase lack of stability of interior affairs ihetse countries. The growth of foreign debts
surely will mortgage the fate of these countried aand them to the possession of creditor
states. This can threaten the constant and unchhlegelements of political independence.

Statistics show that the debts of the Arabic coestrepresent 15% of unpaid debts in

45



underdeveloped countries. In other words, the Araaitional security is greatly influenced
by the economic situations. If the economic circtanses in the Arab World improve, this
will help the improvement of security and also vlaiting a reduction in the number of crimes.
If the desires of the citizen are sated and appeaseall parts of the Arab World — in the
alimentary field as well as in social administrati@ll these factors will help to reduce the
number of generations which could take dangerouswasocial conduct and consequently

their interests would contradict the interestshef $ociety.

This could mean that this section of the societyidead revolt and insurgency against the
social values or could turn to destructive elemeavtisch threaten peace and security. In the
same way, decrease of the income helps the spfeadraption, then this corruption can turn
into institutional corruption; no reform can belieed in its neighborhood. Studies prove the
fact that crime is increasing in number in thoseiestes in which costs of living are high and

wages are low and the individual’s real income levéalling.

The ratio of crimes is growing in moments of ecormoarises and their number is decreasing
in moments of economic prosperity and opulenceoddgexample for this can be the security
situation in some countries of Latin-America, doetlie known economic situations. In the
Arab World the regression of economic situationss Haought a huge growth in
unemployment. This reason is almost comprehensivitba Arabic countries — be it rich or

poor countries.

The ratio of unemployment in some Arab countries h@ached 18%; these are official
statistics and well-known and widely spread amoogng people. This fact threatens with a
lot of troubles, for it can contribute to the growdf rate of the organized crimes. Although
the younger generation should be the originatoarobconomic miracle, but instead of this,
they probably will be tools for the spreading ofamized crime. This will contribute to the
lack of possibility of restoration of peace andwsdy. Thus they will be a very high-risk

segment and a great threat to the Arabic naticr@alrdy.

Similarities between the present crisis and that ahe thirties in the XX century

What is more a lot is said about the nature offil@ncial-economic crisis that burst in the

end of 2007 and about its different causes andtsfia different parts of the world. The crisis
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with its huge financial component that hit the bagksystems and sectors in Europe and the
United States of America, reminds of the famous sintilar crisis of 1929. Actually this
crisis broke out and appeared in United Statesmoérca and it expanded and finally reached
the and later on to all Europe. This led to a gmgviand extremely high number of
unemployment. It also helped the emergence anafifescistic systems in Europe. One may
say that it encouraged Japan’s fast industriabmatn the face of the pervasive western
colonialist challenge, on the ground of the Asiamtment and to occupy great parts of it,

especially Chinese territories before the Secondldwar.

It is worth mentioning here that the economic erigf 1929-1933, that reaches back to the
past century greatly influenced the economies ef Alnab World, which were under the
influence and dominance of one of the great Eunogeavers, more exactly France, Great-
Britain and Italy. These countries, at that timeerev on their way of building the
infrastructure and modernization of their economadiseit in a restricted form, in the face of
the colonialist power and according to their ecoimomterests. This progress stopped or it
has slowed down up to the outbreak of the SeconddNgar. That was the moment when
the British army needed the mobilization and attiwf local economies, on agricultural,
industrial and service industry fields, in orderé¢sist and oppose German attempts to invade
and occupy the Arabic Eastern Region and to reagyptt They also needed more raw

materials produced on local level and especialgrgnresources.

If we compare the effects of the economic crisighm past century and the present economic
crisis of 2008 and its effects on our Arabic Regionl the Middle East, it can be declerated,
which are as follows:

Circumstances of the two crises are absolutelyewfft from several aspects. The principal
feature of the present crisis is that its effects r@stricted on the European and American
economies. Treasuries and central banks in thas#roes spent billions of dollars in order to
save their banking systems from the total collagus& from a suffocating liquidity problem
that could totally paralyze economic capacitiés.far as the countries of Latin-America are
concerned and China, India, countries of East Asth quickly and efficiently progressing
economy, these states were not hit by the cridisroarginally. Moreover, they began to play
the role of a locomotive that pulled out the whelerld economy from deflationary economic

situations that spread in all Western countries.
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Why are the economies of the South influenced by ¢hcrisis?

When | examine quickly the latent causes behind ghhenomenon which made the
economies of the South immune from most conseqgenicthe crisis sweeping through the
Western World, namely highly developed economiesan be declarated that the banking
sectors in these countries are safe and soundodtles tfact that they avoided entering into
great international speculations, what did the majmerican banks by releasing new
financial tools. This included the introduction lohg-term credit sale to buy homes in the
United States of America, based on speculativelgrestimated values in the field of real
estate mortgage. In fact, the infection moved to @ached only the European banks which
had a kind of cooperation and transaction with éhesw tools. In the meantime, banks of
other powerful economies in Asia and in Latin-Amariand in the Middle East avoided

cooperation with these financial tools.

The main reason: of how could the above-mentiomeerging economies avoid the financial
economic crisis, in this respect we can say: nedustrialization dynamism, importance of
home markets, their supreme competitive capaditi@sternational markets. All this is after
that it benefited to an extreme limit from the fdwt the industrialized Europe and the United
States of America abandoned great portions of theditional industrial products in favor of
these economies, in the field of new internatioladlor division that emerged from the
liberalization of international transactions anatlenges during the past thirty years. As we
can study later on, the Arabic Gulf Region wasueficed only marginally by the crisis. A
special moment of this is what happened in theestte sector in the Emirate of Dubai. This
led to a great rise of oil-prices, this ended i92®y supporting the financial circumstances

of governments in GCC Countries and the maintaitiiieggrowth rates in their economies.

Speculation movements in the principle Gulf finanal markets due to the global crisis

It is worth mentioning here that the Arabic Gulf gken has entered into a financial
speculation outburst and boom, just a few yearsrbehe beginning of the global crisis. For
the move of stocks in GCC countries was rising @iyabetween 2002 and 2005. Market
value of shares listed in GCC stocks jumped fror@.dillion in 2002 to 1131 billion in

2005, this means a sextuple growth of shares maeitee. All this happened in a three-year

interval, short before oil-prices took a sharpngsirend beginning from 2006.
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The irony of the situation that in the same year, in 2006, a sharp decline appeared in the
market value falling to 722 billion dollars, thisaa/ similar to the inevitable adjustment that
happened three years after the unjustified boontkdavalue returned to be improving in
2007, approaching the level in 2005 (i.e. 1112idmlldollars). But the Gulf stocks saw a
strong setback in 2008, for the market value waslsing to 600 billion dollars, i.e. to the
half of that in 2007 (54%). All this happened intef the fact that the year 2008 was a year
that witnessed a sharp rise of oil prices, reactiigdollars a barrel in July of the same year.
This predicted a certain recovery of the GCC stoBks we see that the market value of these
stocks, at the end of June 2010, did not exceédilllon dollars, this means a 34% growth
only, compared to the market value level at the @2004. And this was after those 5 years

which witnessed extreme rises in oil-prices.

Here we have to mention that the market value afeshlisted in the GCC stocks — which

were less than the GDP — began to surpass this baiginning from 2003. In the Kingdom of

Saudi Arabia, the ratio of shares market valuehtortational product was 204.7% in 2005,
compared to the value of 2002 that was 39.7% dBiy.this rate declined sharply in 2006

and fell to 91.7%, then took a temporary risingn¢ren 2007. Then again it declined to 52.5%
in 2008. We may mention here the effect of KSA®ckton other stocks of GCC countries
due to the fact that it represented during yeaf% 4® 57% of the total capital assets in the
GCC member-states stocks. The Saudi stock indexralchtor fluctuated heavily and was

volatile between 2002 — when it closed the yea 2518 level, and in 2005 reached the level
of 16712. In the following year that is in 2006!fe the level of 7933, then in 2007 was

growing again and it reached the level of 11038ntHeclined again sharply in 2008, as low
as 4802. Recently it showed a kind of growth, ineSeptember 2010 reaching the level of
6354.

These sharp fluctuations in GCC stoattemonstrate a structural problem in the Gulf
economieshaving an excessive inclination towards finanspéculative moves and also in
the field of real estate. This distorted in a whg conomic development process in these
countries. Stocks in Bahrain and Oman did not pigdte in the speculation fever that hit the
Kingdom of Saudi Arabia, the United Arab Emirat&siwait and Qatar. It has to be stated
that all Arabic stocks entered into a non-logicatboirst in those years. One can clearly see

the development of the general indicator of Arabiocks, regularly monitored by the
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International Monetary Fund, having the same diwest that appeared in the GCC region.
This indicator increased from the level of 230.9amuary 2005 to the level of 437 in January
2006. Then turned to the level of 223 in Januar§72@nd reaching the level of 166.2 in

December 2008.

The strong fluctuations in the GCC financial maskehused severe problems in the field of
liquidity in the case of some companies and baekpgcially after the regression of real
estate markets activity, immediately after theisrisom which the Emirate of Dubai suffered.

Later on it will be discussed.

There is a special feature of GCC economies, heir ttontinuous dependence on oil and
natural gas prices and the growing demand for gnegpurces. Beginning from the sixties of
the past century, the growth rate harmony has medgprisoner of oil-price volatility; in spite
of efforts in order to diversify the economic adies. The greatest investments of these
economies remained focused, to a great extengretth extension of infrastructure or on
investments in petrochemicals. This industry isyvdosely attached to the prices of energy
resources and to its inconsistency. On the othed fitas deeply rooted in the banking sector
which attract a lot of investments and depositsiaritle real estate sector.

Separation of the Gulf financial markets from devebpments of the real economy

The huge growth of oil-prices helped and suppotiedtotal economic situation in the GCC
countries, subsequently it seems possible thatlatest boom in monetary markets has
improved the governments’ capacity to reduce tliecef of interior crises; be it a result of

booms in stocks and real estate sector or as H oés$be global crisis.

On the other hand, rising oil-prices and the infesaion of economic relationships with the
Far-Eastern markets have reduced the negativetefédoth the local and global crises in
the Gulf Region. This great growth in oil-pricesshsupported and reinforced the global
economic situation in the GCC countries, subsedyeavernments have become able to
reduce the effects of interior crises be it a tesslbooms in stocks and real estate sector or as
a result of the global crisis. This is why, whee tflobal financial and economic crisis broke

out, the economies of the Gulf Region have not lefuenced by that.
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There are several reasons.

First, the Gulf Region banks in general, with a bmamber of exceptions, like other Arabic

banks, have sufficient local sources of profit. Fois reason they did not turned to the
application of the new financial tools, mentionetlier; having no great banking agitation.
With reference to the events and troubles in Kuwhése did not result from global financial

crisis, but were closely related and attached édotbhom in the activity of the local stock. This
reminds us of the events in the eighties in the pastury, when the “Suq al-Manakh”

collapsed. On the other hand, problems of sevenakdin the Gulf Region were attached to

the negative developments, resulting from the estdte crisis in Dubai.

With the exception of Dubai, growth rates in the G@ember-countries have not been
affected deeply and in a tangible way by the ctisét hit the United States of America and
Europe. This can be traced back to the intensicbanges and transactions between the Gulf
economies and the great Asian economies, espe€ihilya, India. These two countries can
be considered as the basic driving force and lo¢tme@f the global economy. These are
interested in intensifying the relationships withpyoducing countries, with regard to their
rapidly growing needs for energy resources. In tanldito this, the GCC member-countries
markets play an extremely important role and arsicbaonsumer-markets for these two
economies, along with other Eastern-Asian quickbvedoping countries (South-Korea,
Malaysia, Singapore, Taiwan, Thailand and Indone3iae fact that the decline of oil-prices
from the highest level (150 dollars a barrel) tmare moderate level (65-85 dollars a barrel)
has no special effect, this can be traced backdarodest size of GCC economies and the
relatively restricted number of inhabitants, nam@®ymillion persons as compared to other
economies. In addition to this, the number of evats and workers in the infrastructural
and real estate sectors can be mentioned in thigxiand the fact that all these persons are
of low-income, not belonging to the fortunate greuwhich have high-level consumer

manners.
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The Dubai Crisis

In general the crisis of the Arab World could acpamy with the consequently continuously
increasing production of crude oil in the world, gpite that the world economic recession
stimulated to decrease the economic growth, investractivities and some little crude oil

demand. So the crude oil supply — demand balanaeged in direction to supply side, when
the crude oil demand decreased. Demand of crudeeaiteased, which was resulted by
almost the OECD countries. Also the OECD decrediseid crude oil production, while the

world crude production increased little more thha world demand for crude oil also after
the world economic recession (see Figure-1A, FiduBeFigure-2, Figure-3 also the Table-
1).

Almost such amount of crude oil demand was equ#l decreasing demand of OECD for
cude oil in the world economy (see Figure-5, Fighy&igure-7, Figure-8, Figure-9, also the
Table-2 in Appendix). Finally the world crude oiogluction increased by economic ambition
activities of Asia included India, China and Middtast (Figure-8 Figure-9 in Appendix), but
their demand for crude oil did not increase in @enerally. Asia does not include China and
Former Soviet Republics in these data collecti®@isina is independently demonstrated in

data and the Former Soviet Republics are accotditize Non-OPEC country-group.

Also the crisis appeared in field of the real estatDubai, where is coming from result of the
boom that took place in the real estate sectorattiwity of which has highly surpassed the
real needs in the given economic progress. It sgEssible that the Emirate did not plan and
manage its ambitious real estate projects, totwlyending on the success of its model based
on absolute openness in the fields of servicestiau®, along with an openness concerning
the inhabitants, culture. All these factors broughgreat number of foreign institutions,
companies to the Emirate and these establishetdbdoaaches in Dubai, as well as millions of

foreign tourists arrived, either from Western coigst or Asian countries.

It is an undoubted fact, that the success of theaDmodel is closely related to the growth of
rich and wealthy groups in Russia, China, and ladid in other countries, which based their
activities in Dubai, due to the fact that the Dubaonomy is characterized by an absolute

economic, financial and cultural freedom. In suchay, Dubai has become the Monte-Carlo
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of the East, attracting the attention by its kailli and spectacular real estate projects — which
later reached a speculative phase that greatly gieainae Emirate’s economy.

The great, government-owned real estate companid3ubai had to ask for a delay of
payments of due receivables resulting from its lmeléness towards international and Gulf
banks, the value of which was estimated to ca.ii@rbdollars. This was in December 2009.
This caused a temporary panic, not only in localrkeiz that were characterized by

expectations and caution, but on a larger scdledrnnternational financial markets.

Very quickly, the Federal Government came to hegp&overnment of Dubai by granting to

it the liquidity capacity; this suspended the stwitdears. As far as the real estate market is
concerned in Dubai, it remained in shrinkage toreagextent, with regard to the surplus

disbursed into the real estate market, compareld thi¢ rate of demand which was really

reduced.
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Table-1: Production of crude oil 1999-2010, million tonnes

Figure-1A: Production of crude oil 1990- 1999, million tosne
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Figure-1B: Production of crude oil 1999-2010, million tonr{€®ntinued)

Figure-2: Production of crude oil in the World and OECD712010, million tonnes
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Figure-3: Production of crude oil in the World and OECDQR02007, 2010, million tonnes
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Figure-3: Production of crude oil in the World and OECDQR02007, 2010, million tonnes

(Continued)
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This is a special and unique case as far as the G@tries are concerned, for other real
estate markets, in Abu Dhabi and the Kingdom ofdbAuabia and Qatar were not influenced
by these facts. But the general growth rates bedgafollow a rising track, due to the
infiltration of oil revenues or the natural gas eésues in the case of Qatar, that were
increasing sharply as a result of rising energguese prices in 2008, when the price was 94,
18 US dollar, in 2009 the price was 65,2 US daddlad finally in 2010 the price suddenly
increased to level of 80,2 US dollar. The pricendes were very sharply in decline and
increase in filed of nominal price (see the Figdeand Figure-4B). The Figure-4A shows
how the different events connected with the pricanges of petrol between 1970 and 2008.
The other Figure-4A shows how the price changgzetl between 1970 and 2010 (Source:
Annual Oil Statistics, Energy Statistics of Non-GECountries, 2010. INTERNATIONAL
ENERGY AGENCY, 2010, also see: Cootner, Paul 1@gfhsidine, Timothy J. 1991, Daniel
Yergin, 1991, Daniel Yergin, 2003)..

It can be mentioned that the world oil real pri@s ltontinuously been decreasing between
1980 and 2000, but the nominal price also decreasedsometimes incresed some times
decreased suddenly. Two times, namely in 1987 & 2vorld nominal price of the oil
became nearest to the real price of the oil. Betvwzi0 and 2008 the nominal price sharply
increased very much, and after 2008 it dexcreageabbut 25 US dollar only within one year
in cause of the world economic recession, and gshod and rate decessin was followed by
sharply incresing nominal price in 2010 (See Figiig. In general the real price of oil was at
so much low level concerning the level of nomina¢g. The real price was at its topest level,
namely 18,25 US dollar in 1980 and 21,17 dolla2®@8, by the end of 2010 this was higher
17,9 dollar, but less even the level of 1980.

In general the real and nominal price levels wdranging by the same rate but with large
different levels (See Figure-4B). The nominal priteanges were determined by the supply-
demand market conditions. The real price level ra¢hat how the purchasing capacity of oll
income owner countries is changing. The highly ¢tged countries owning advanced
technology and industrial manufacturing can buik increased price level of oil into the

value added products. So the incresing nominalkepeeel of oil resulted in general price
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increasing of different highly manufactured produand also other services almost provided
by the highly developed econom&s.

Additionally to crude oil production theefinery oil productionhas considerable role to
determine the level of manufactured crude oil pobidn, as value added product. In this case
the developing countries including the OPEC couhatye unfavourable economic conditions
in the world economy. In 2008 the OECD countriesciwiproduced 22,3% of all crude oil,
but OECD implemented refinery oil process by 53@Pall refinery oil output in the world.
The Middle East provided only 8,1% of all refineny output and Africa provided 3,1% of all
refinery oil output in the world in 2008 (see thable-3, and Figure-10, Figure-11, Figure-12
in Appendi¥. It means that value added product from pointiedv of refinery oil output is at
very low level in case of developing countries utthg OPEC countries in Middle East and
Africa.

In filed of the world refinery output between 1972009, in case highly developed countries
the OECD could remain their dominate position durihe all of this period. By the end of
2008 from side of the developing countries Asiain€land Middle East were higher, but they
were not so dominant as OECD was in the field ofldveefinery output (see Figure-11 and
Figure-12, also see: Holmstrom, Bengt, and Jeaal€lir2008, Gibson, Rajna, and E. S.
Schwartz. 1990, Gibson, Rajna, and E. S. SchwafA89, Heal, Geoffrey, and Michael
Barrow. 1980, History of OPEQ®itp://www.upenn.edu

Additionally to refinery oil output in 2008 the OBChasimport of crude oilas about 69,9%
from all of the world’s crude oil import. In thersa year the import share of Africa was only
1,8% from all of the world crude oil import, andddie East has 0,9% of all crude oil import.
These data show that OECD has dominant role incthde oil import, namely 1 603 389
tona, in 2008, and volume of refinery oil given ®£CD was 2 068 385 tona as much higher
than OECD'’s crude oil imporsée Table-4 and Table-5, also Figure-13, Figurefigure-

15, Figure-16, Figure-17, Figure-18 in Appengdix

2 Also see: OPE®ttp://www.msnbc.msn.com/
OPEC Fact sheet, May 6, 2002 World Oil Price andketaChronologies 1970-2004
OPEC Statistical Bulletin, 2004, available atip://www.opec.org/honje
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In general | can declare that in 2008 therld crude oil exportwas 100%, and the world
crude import was 106,4%, which means that the goréiade export-import balance of crude
oil was so moderate, not too cinsiderable defficitthe same time the foreign trade export-
import balance of OECD in field of crude oil was laoge defficit, the import was 448,3%,
which accounted for 100% export of OECD.

In 2008 from point of view of crude oil export, whi was 357 613 tona of OECD, as 16,6%
of all of the world crude oil export, while the sbaf Africa was 18,6% and share of Middle
East was 39,6% frm all of the world crude oil expdhis means that the share of OECD was
not so large from the world crude oil export, dutdn be seen as considerable concerning the
significant denpendence of OECD on the import epéngluding the crue oil import (see

Table-5, also Figure-16, Figure-17, Figure-18).

The important role of the budget surplus in countres of the

Gulf Cooperation Council®*

The Kingdom of Bahrain was influenced to a lessgrde than other member-countries of
the GCC, perhaps due to the diversity of its ecan@®ctors and that it did not depend on oil

revenues as did other Gulf countries

The surplus in the budgets of GCC countries weaatively high beginning from 2005, for
repeatedly a rising trend was observed in oil-gridéhe surplus in the general budget of the
Kingdom of Saudi Arabia increased from 28.6 billidollars in 2004 to 154.9 billion dollars

2L Former Minister of Finance of Lebanon and Profesgahe Jesuit University of Beirut,
Markaz al-Jazeera li-I-Dirasat

Raymond J. Leatcy, 20050Ver a Barrel, Nelson Current

Richard C. Duncan, 2000, The peak of world oil pitbn and the road to the Olduvai
Gorge, Geological Society of America, Summit 20R6no, Nevada OPEC
http://en.wikipedia.org/wiki/OPEC

Smith, V. Kerry. 1981. The Empirical Relevance dadtélling's Model of Natural Resources.
Resources and Energ®: 105-17. 72. OPEC Statistical Bulletin, 2004, inde at,
http://www.opec.org/home

OPEC websitettp://www.opec.org/library/faqs/OPEC.htm

OPEC, Oil production trend in 42 countries:

http://www.sourcewatch.org/index

http://www.alwaqt.com/blog_art.php?baid=8785
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in 2008. This surplus also was increasing in Kuwgairting from 4.8 billion dollars to 33.3
billion dollars between these two years. All in, dlie total budget surplus of Arabic states
increased between the above mentioned two yeans 3®.1 billion dollars to 252 billion

dollars, this greatly reassured the global findrsitaation in the Arabic Region.

This great improvement in the general financiaaia$f of GCC countries could also help the
governments to bear the possible losses which qmeadibly hit the sovereign wealth funds
due to their presence in global stocks. But we hawveconcrete data on these losses as a

consequence of the global crisis.

From among the secondary effects, we can mentafrthle Gulf investment movement in the
Arabic states seems to lose its progress and distém regression, as well as the number of
expatriate workers in the GCC member-countries déssveased to some extent, especially in
Dubai.

We can summarize the lessons of the developingt&itu during the past five years in the

Arabic Gulf Region:

1. The development of the economic situations in gheaip of Arabic states, in the field

of global economy, is still tightly bound to thelatility and instability of oil prices in the
world. If these developments took place in the lldicencial market sector or to some extent
in the real estate sector, it seems sure that tesdetached from the strong dependence on
oil-price changes.

2. Periods of sharp increase of oil-prices always pcedeconomic booms resulting in
embarking upon financial and real estate speculgtimn the absence of a clear strategy for

reducing the dependence on oil sector in ordeustas other sectors.
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Figure- 4A: Energy - Oil prices, 1970 — 2008, Crude oil gmites, US dollars per barrel
Figure- 4B: Energy - Oil prices, 1970 — 2010, Crude oil spiates, US dollars per barrel
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3. GCC Countries’ economies became more and morehatlam several aspects, to the
giant rapidly growing economies in Asia. This feeeps them away from the negative effects
of states of shrinkage or the economic weakne#iseireconomies of industrialized European
and American countries.

4. The abundance of savings in the private sectorrbecan encouraging environment
for repeating the state of the local real estatkfarancial boom which had been absolutely
detached from the developments in global markefsoon the rising periods of oil-prices. In
this respect, it is inevitable for the fiscal andmatary and banking authorities to take
decisive measures in order to prevent the returwraft happened between 2003 and 2005
and the excessive and random embarking upon Gadkstand real estate sector.

5. The public and private sectors in the GCC Counthase to agree upon a clear
strategy so as to realize a greater diversity enfibld of economic activities outside the oil-
producing and petrochemicals spheres as well aéirthrcial and real estate sectors. They
also have to reduce the dependence from the Asiaapcover-employment, by developing
the local human resources and creating job oppitigann order to facilitate the employment

of efficient, professional Arabic people in theseiatries.

Organization of the Petroleum Exporting Countries OPEC) and their role

to maintain oil world price

The Organization of the Petroleum Exporting Cowst(OPEC) was created at the Baghdad
Conference in Iraq in September 1960. The foundiegmbers of the organization were Iran,
Irag, Kuwait, Saudi Arabia and Venezuela. These tates were later joined by eight other
countries: Qatar (1961), Indonesia (1962), Liby&6@), United Arab Emirates (1967),
Algeria (1969), Nigeria (1971), Ecuador (1973), a&@dbon (1975). Ecuador and Gabon
withdrew from the organization in 1992 and 1994pextively.

The purpose of OPEC, as with any cartel, is totlsoipplies in the hope of keeping prices
high. The oil industry has been plagued by producbhooms and falling prices ever since
Colonel Drakes' discovery of oil at Titusville, Pesglvania in 1859. Just as the major oil
companies colluded from the 1920's to the1960fsdwent prices (and profits) from falling,

members of OPEC meet on a regular basis to setigtiod levels in the hope of maintaining

prices. The essential nature of oil (no substijutesipled with its limited number of suppliers
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make it the ideal product for cartelization.

The rise of OPEC is tied to a shifting balance oiver from the multinational oil companies
to the oil producing countries. Lacking exploratiskills, production technology, refining
capacity, and distribution networks, oil producioguntries were unable to challenge the

dominance of the dit.

In 1959 the U.S. government established a Manda@rymport Quota Program (MOIP)

restricting the amount of crude oil (and refineadarcts) that could be imported into the
United States. The MOIP gave preferential treatneioil imports from Mexico and Canada.

This partial exclusion of the U.S. market to Pers&ulf producers depressed prices for their
oil. As a result oil prices 'posted’ (paid to tledlisg nations) by the major oil companies were
reduced in February 1959 and August 868t the longstanding posted price of $2.04 a
barrel, a host government received 92 cents anditltompany took $1.12. These countries
were in the dire need of foreign revenues, dueatk lof technology they were not self

sufficient to explore and produce the oil on tleeim, so they gladly accepted it.

For the USA they were able to generate a wholeflahargin by refining their crude oil (at
that time development cost in Middle East was 2fiper barrel). In this cold war era Soviet
oil production kicked up and around 1960 the Soueion displaced Venezuela as the
second largest oil producer in the World, behirg thnited States. With the world economy
less thirsty for oil than it today, due to floodiwgude from Soviet, set the oil market into
turmoil and prices moved to very low level. Pricarvibecame so nasty between the Sisters
and Russia that at one point the crude price osRRnsoil was almost the half of the posted
price of UAS.

Then again on August 9, 1960 Monroe Rathbone, @tzairof Standard oil of New Jersey
suggested another price cut from the posted pritieout even consulting the host nation.

%2 See: History of OPEGQyww.upenn.edu

Abdul-Ghani Imad, University of Lebanon, seevw.iraqcp.org

Adelman, M. A. 1990. Mineral Depletion, with Spddreference to Petroleurithe Review
of Economics and Statistics. 72(1}10.

23 See: Benjamin Zucher, OPEC, The Concise EncyclapEdEconomics

Adelman, M. A. and G. C. Watkins 1995 Reserve AS&dties and the Hotelling Valuation
principle: Further Evidenc&outhern Economic Journ@ll(3) 664-672.

Abid al-Jabiri,http://www.sudaneseonline.com

Adil Amir: The Scientific Encylopediattp://eu.ask.com/?0=16148&I=dis
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This cut was another 14 cents; this really madeéviitelle Eastern countries furious. Scarcely
a month after Rathbone’s blustering move, represeet of five countries that collectively

produced 80 percent of the world’s oil-lraq, Irauvi@it, Saudi Arabia and Venezuela-
gathered in Baghdad, a four day conference gawl bor the Organization of Petroleum
Exporting Countries (OPEC) on September 14’ 1960.

OPEC contribution in the past and current oil marké*

OPEC'’s contribution has very considerable sharedtade oil production of the world since
1960. Arab member states of OPEC formed a sepamterlapping group OAPEC
(Organization of Arab Petroleum Exporting Counfyies the purpose of centering policy and
exerting pressure on the West over its supporsiael. On October of 1973 after the Yom
Kippur War, OPEC member states cut production dadeg embargo on shipments of oil to
the West, USA and Japan. The effects of the embasge immediate. During 1979 in the
wake of the Iranian Revolution, Saudi Arabia anteotOPEC nations increased production to
offset the decline, and the overall loss in produrcivas about 4%. Demand had peaked in
1979 and it became clear that the only way for OR&@aintain prices was by reducing
OPEC production. OPEC reduced its total produchigra third during the first half of the
1980s. As a result OPEC's share in world oil prtdacdropped below 30 percent (see
detailed data Figure-4A and Figure-4B).

OPEC members continuously increased their produdtioncrease the profit, which leads the
supply of oil larger than demand during 1998 ecoisaecess and oil price went below $12.
The price of standard crude oil was under $25/barreSeptember 2003 and OPEC
production was around 40% of the world’s daily proiibn. By August 11, 2005, the price
had been above $60/barrel for over a week andfalhalto labor strikes, hurricane threats to
oil platforms, fires and terrorist threats at refies. During this period OPEC increased it's

production to control the high price but few monté®r a record price of $75.35 per barrel

* See in detailed: Elmendorf, Doug, 2009mplementation Lags of Fiscal Polity
presentation at the FAD/RES Conference on Fisclidypdune. and Jason Furman, 2008, “If,
When, How: A Primer on Fiscal Stimulus,” The Brawds Institution.

Elmendorf, Dough 2009 he idea of an automatic fiscal stimulus goes hatke 1950s
Emma, Ukpana: “OPEC as a Cartel: Can US antitaves be applied extraterritorially?”.
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was reached, due in part to Iran's nuclear crises,war in Iraq, internal instability in Saudi

Arabia and West Africa, strikes and political prerls in Venezuela.

Presently, OPEC accounts for about 40% of worlaoiput and 16% of its natural gas. As at
end 2004, OPEC has proven oil reserves of 78.4%efworld total of 1,144,013 Million

barrels. This means that OPEC still has some oopgay in managing prices of oil and gas in
the world. Also, since the non-OPEC countries, @an&S, Russia and EUcountries etc, still
produce a significant proportion, which was abdd#6in 2006 (see detailed data in Figure-
1A, Figure-1B, Figure-2, Figure-3 also the Tablexitil 2010). OPEC has to manage its

actions and connections with these countries.

OPEC'’s action to manage prices and connections withmon-OPEC nations

In general, OPEC’s control on oil prices is in @rea of control of supply of oil and gas
depending on whether its member nations think tlaeket is presently oversupplied (low
commaodity prices) or under-supplied (high commogitiges). Here, we examine the specific
actions OPEC has taken to achieve this contr@PEC works on production Quota system
which is decided based on each member’s producapacity. In spite of being challenged
by alternative explanations such as target revemymoperty right transfer, OPEC’s cartel-
like behavior is the most widely accepted explamator the dramatic price increases of the
1970s and price fluctuations in the 1980s and 1990s

Ideally, an ideal cartel can act as a monopolistrajng a number of plants. The multi-plant
monopoly cartel assumes that it is a cartel authadther than each cartel member who
makes price and output decisions such that theelcag a whole obtains the maximum
possible monopoly profits from the market, and elamiembers do not compete with each
other and share the total profits in a predeterchimanner. Under these assumptions, the
cartel authority actually acts as a monopolist. Baeilibrium will set the cartel's profit-
maximizing output level and the corresponding mapprice. The central determination of
price and output by the cartel authority can guemaximum profit to the organization as a
whole. Under this framework, the producers withhhigarginal cost might not produce at all
if their marginal cost is higher than the cartefiarginal revenue. Therefore, an unanimously
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accepted profit-share arrangement should be pmedieied and post-enforced (Salih al-
Husayn, 2001; Steve Smith, Pindyck, 2005; Robett994).

Adelman (1990) suggests that the OPEC cartel isesdrere between two polar cases:
dominant firm and fully collaborated output combioa. In the dominant firm model, the
large producer - usually assumed to be Saudi Arabizould act as the residual firm
monopolist and the other producers operate aseftimms. The dominant producer sets the
price, allows the other OPEC nations to sell alytivish, and supplies the remaining demand.
The dominant producer is thus the “swing producetisorbing the demand and supply
fluctuations in order to maintain the monopoly priSuch an arrangement creates no cheating
problems. However, it does run the risk of inducsodficient new production, outside of the
dominant producer, to make the strategy nonviatidiim. The fringe firms maximize profits
individually given their individual marginal cosh@ the market price set by the dominant
firm. The large producer then makes up the diffeecnetween demand for OPEC and output
from other producers, varying its production totcohthe price. The dominant model is easy
to operate if OPEC, especially the leading produtas an overwhelming market share of the
world market. Therefore, the stability of the chdiees not depend on the strengths and
weaknesses of cartel cohesion. Rather, it turna/loether world supply and demand at the
dominant price results in sufficient demand for tleeninant producer’s production to satisfy

its objectives’”

Since each member country in OPEC retains sovergigver over its own production rate
and no individual one (except, possibly, Saudi Aaphas the power to fix the price favorable
to the cartel, it is very likely that the membeuntries take the market-sharing strategy as the
way to achieve the cartel objective. The membelkid® to restrain their production for
higher prices and gain extra profit. Theoreticallyhe cartel members have similar marginal
cost curves, the ideal market-sharing strategyacdmeve the same goals as the joint profit-
maximizing ideal cartel model, outcomes of whiclk aquivalent to those of a monopolist

operating a number of plants.
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The assumption of identical marginal costs mayhb®otoo unrealistic since, compared to the
market prices, the marginal cost in most OPEC c@msare small, especially among the
dominant Middle East producers (Eric Hobsbawm, 26@#, Ray C. 1989).

Imposition of Production Quota on Member Nations How realistic is the structure and

the role of OPEC members?

OPEC controls the amount of production of oil ars ¢y imposing production quotas on
each member nation. This automatically fixes theowamh of oil and gas the group can
produce to the world market. This has often helfwedontrol production and hence price of
oil and gas. The production quota is usually inpprtion to the deliverability capacity of the
member nations. However, it can lead to reductromevenue to its member nations when
they have to cut-back production when they thirkgbpply of oil and gas is in excess of the

demand.

The quota production system enables OPEC to cW-paduction if during its OPEC/non-
OPEC forums (discussed below), an increase of O Rf@duction is required to control oil

and gas prices.

Rapid adaptability to world events and situationd/eracity of the situation:

OPEC adapts rapidly to world events and situattbas affect the production of oil and gas.
This adaptability is reflected in actions that éishtaken in response to political changes, war
and natural disasters in the world. OPEC is notlinga consortium of its member nations
that are highly dependent upon oil revenues. Camiike Saudi Arabia, Kuwait, Iraq,
Venezuela and Nigeria have the biggest chunk af tBBP from oil revenues. Without oil
these countries can not survive, as they have exmed this difficulty multiple times in the
previous years, whenever oil prices touched rodkobg countries like Saudi Arabia had an
acute debt problem. Hence they have to adapt quiekh world situation, this is a joint
effort by all the nations to survive together. OPE&> adapted itself very rapidly to world

events and politics.

For instance in the case of war in a member napioyguction is redistributed to the member

nations that have capacity to accommodate theflossthe warring nation. A good example
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is the present Irag war which has been on for aBoars now. This led to a reduction in oil
production from Iraq. There was also a declineutpat from Indonesia. This decline or loss
of production in these members was checked by OB&@Gg corresponding increase in
production in Nigeria, Venezuela and Saudi Arabidiclw have the highest increase in
production oil and gas in 2004. An increase isasatiin daily output of Nigeria’s quota in
2003 corresponding to the commencement of hosslitin Irag. However domestic
instabilities in Nigeria and Venezuela in 2005 hawt more pressure on Saudis to maintain
the OPEC daily oil production. At the aftermathhafrricane Katrina/lvan, which disrupted
oil and gas production form Gulf of Mexico, OPECneased the supply oil and gas to
prevent significant changes in commodity prices.

However the fall of oil prices below $10/bbl indatineties and current rise of oil price above
$75/bbl show that OPEC is losing it's control ottee determination of crude oil prices. The
question arises as to whether or not OPEC counh@é® the capability to adapt their
production according to growing oil demand. Thestfiproblem is maintaining quota
discipline within the cartel. The group led by SaAdabia, Kuwait and UAE (all friendly
countries to the West) are in favor of increasingpdies and moderate pricing, while the
members are either reluctant to increase productiamcapable in doing so. The big oil fields
of Saudi Arabia are showing signs of major declorgtso Saudis are already close to their
maximum production level or going to reach thereyvsoon. Falling level of spare oll
production and rising tensions in the Middle East drastically decreasing the adaptive
power of OPEC (see Figure 4A and Figure-4B).

Interaction with International Organization

After the great “oil shock” in 1973, when the Anasitions embargoed oil bound for West, the
industrialized nations setup the International Ggekgency (IEA) to encourage the search of
oil outside OPEC and explore alternate energy ssurBut as soon as serious investment
were made in more expensive productions from flidd North Sea and Alaska’s North
Slope, the IEA began to fear that a return to ch@®EC oil might make these efforts
worthless, whereupon it joined rest of the industrypecome cheerleader for high prices and

promoting the illusion of a fragile supply. So nt&#A and OPEC work jointly to control the
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oil price. Most of the OPEC supply data come thiowgrious spy sources which operates
near the crude supply terminals. OPEC itself dadsknow actual supply; they mainly rely
on IEA data.

OPEC interacts with international organizationstsnbid to control the supply of oil and gas
in the world. For example, in summer of 2004, OREGed with the International Energy
Agency (IEA) to reduce the impact of hurricanesriat and Ivan which caused loss of oll
and natural gas production in the Gulf of Mexice da damage of energy infrastructure and
facilities. Although these commodities where scatbe liaison of OPEC and IEA helped
eased the situation which arrested the increasamgltin the price of oil and gas in the world.
Saudi Arabia promised to raise their output to 1lloni barrels per day if necessary in order
to stabilize the crude oil price following the hoene Katrina/lvan aftermath. Here, OPEC
fulfilled its commitment to supply oil and gas at above demands to prevent significant
changes in commodity prices and was the case itugafter hurricanes. Though currently
OPEC nation have sufficient supply for the presmmtsumption of 84 million barrels a day,
but prices still rise due to fear and lack of imi@tion. Even everybody involved in the oll
industry knows that OPEC members exceeds quotabeaaldout production levels, accepted
wisdom in summer of 2004 held that OPEC’s productali 28 million barrels a day
represented near maximum capacity. Given that Icha@ produced more than 30 million

barrels a day in the late 1970s, that assumptiaat/best dubious.

Direct OPEC/non-OPEC Cooperation:

OPEC and non-OPEC nations often agree to reduandilgas supply to check prices. This
cooperation is rather strange but since both orgdéions often benefit from high oil prices,
then each organization may be obliged to cut orem®e production at the request of the
other. For example in July 2001, with the recessth sinking the world economy, in
Vienna OPEC meeting ordered another price proppangnillion barrel cut in the daily
production quota, effective September 1st. Butrtbe-OPEC partners reacted not to slash
any of their production, responding to the menackw oil price, the cartel offered a deal
that non-OPEC producers would be scared to refusether 2 million barrels daily must be

siphoned out of the market, OPEC said, and it widlsngvto absorb three fourth of the cut.
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But it would not act unless the non-OPEC produbetd back 500,000 barrels a day of their
own output. If they didn’t do their part, the markeould effectively be flooded, thereby

touching off an open price war.

OPEC long term plan and relevance in current energynarket

In March 2006, OPEC published it's long term pl@he objectives for the strategy relate to
the long-term petroleum revenues of Member Couwstiige stability of the world oil market
with fair prices, and the security of regular sypfm consumers, as well as the security of
world oil demand. The strategy re-emphasizes OPEGamitment to support oil market
stability and keep the price in moderate markeelle®@PEC will continue to expand its
production capacity, both to meet the increasedathehfior its oil and to maintain an adequate
level of spare capacity. Strategy focuses on praacooperation between the members and
proposes investment in the downstream industry tabilze the oil market. The key
challenges discussed in the report are the unogesisurrounding future demand for OPEC
oil, stemming from, inter alia, future world econiecngrowth, consuming countries’ policies,

and technology development, as well as from futne-OPEC production levels.

However OPEC does not appear to be in full cordfdhe current oil market, in terms of who
determines the price of oil. The market itself appeo be in charge of pricing and in a long
term the main deciding factor will be substantiafyOPEC reserves — capacity vs. depletion
to be exact. When oil prices are high, the cartetiglly breaks down: Countries start to
produce more and undersell each other. The questises as to how efficiently OPEC can
implement the long term strategy. We see a clegudtiof increasing demand vs. decreasing
supply in the oil market. Declination in non-OPEMdluction is also putting an extra load in
the OPEC. OPEC is aware of growing need of reneavabkrgy and climatic effects due to
use of fossil fuels. In Kyoto climate talks, OPE€nhthnded aids for the member countries if
world shifted to renewable energies. There is marckign of an alternate energy supply in
near future and countries seem to have no planotdra oil consumption in growing
economies. This continuing trend may lead to a tpathen total demand will exceed
maximum production capabilities of oil producinguotries, which may make any cartel

meaningless.
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OPEC cooperates with non-OPEC producers to dedigeice. Oil prices are decided based
on demand and supply graph to maximize the préfitroducing countries with maintain the
security of world oil demand. OPEC supplies 40%wofld’s oil supply and hold 78% of

proven reserves.

Data shows oil availability is enough for the néew decades and fast production declination
in non-OPEC countries may make OPEC as the keyeplkaydecide prices. However OPEC
as a group has limited success because of intehealting. It looks like OPEC is losing it's
control to decide the oil price and market is dewgdthe price because of growing oll
demand, ageing oil fields and political problemsrniamber countries. World still has plenty

of oil left.

Oil producers can not even think of going for armpnarket price war as oil revenue is their
countries lifeline and another price collapse megak their economies. However if current
trends continue, members can produce their maxiapacity and sell in market price and
that may be the end of the OPEC as a group. OPEG@ohlachave as a disciplined group to
remain as a player for longer tifie

?’See: Pijush Paul, 2006. OPEC's action to manageeprand relations with non-OPEC
nations, 2006, June.

Mustafa Ulwi, The International Relations, its motiand objectives. Institute of International
Relations at Cairo University,

Ocasionales No. 0507, Banco de Espafa.
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4. CHARACTERS OF THE LAST CRISIS

Although governments pumped directly huge amouht®ianey into banks, and in spite of
the plans what Bush had prescribed for the findmegcue, it remained continuous. General
indicators in the case of stocks show only a sliggg. Moreover some countries declared
state bankruptcy. We have a clear path and thediabcrisis is still continuously growing,
although several solutions were suggested. Thersame states, like China, Iran and Russia
that were immune from the effects, their economiere intact. On the contrary, for example
the Peking index was increasing. This is due tddlethat the economy of these countries is
not tightly linked to the American economy. Meank@heconomists in the Gulf States advise
the substitution of the American currency (dolldry,several other currencies, in such a way
later possible crises would affect the economytfdoes not depend on the dollar.

4.1 International relationships and their state infuenced by the global crisis

The topic of international relations means the rdgfin and analysis of international forms
and layouts that depends on cooperation and confl@t really connect the international
activities of a given state, like international angzations and multinational companies and
other forms. In cases, the behaviors and actiorsoofe personalities can be studied, who
have real influence and effective role in interoadl relations. But necessarily, one has to

focus on the foreign portion, concept.

For this latter defines the field of internatioreahd foreign relations. It needs a central
authority organizing the power lines and its dimition, in accordance with legal principles

that are agreed upon. There are several other @gamorder to reach the consensus of the
international community concerning the frameworkrelations based on the self-interests
among those participating, like: International La&®ea Law and the Charter of the United

Nations.
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But this latter cannot impose ways and methods dbald exercise pressure on the sides to
follow equivalent behaviors. The new global systaakes an attempt to realize this. But the
wish of the stronger side will prevail, not the sensus imposed on other sides.
Differentiation and discrimination in the case bgtinternational community or a state is
searching means to reach it. For the principlehenfield of the next community are not yet
controlled for these are interacting in accordanith their capacities to influence the rules of
the game. This is a very complex field, it mustdmalyzed by approach or by a theoretical
framework, thus giving the researchers or sugggstieans that enables them to handle the
iIssues related to this field, like war and peadee function of peace in international relations
means the organization of the different data ireotd suggest a relation between the two.

This should be done in an intelligible, ideal amdductive form?’

The notion of international relationships

There are several methods and approaches useddy thie international relations. These
methods can be classified in two major groupsgtioeip of traditional methods and the group
of modern and contemporary methods. The most fantaditional methods are: the

historical approach, the legal approach, the alend objective approach or the method of

power politics and the approach of national intees

As far as the historical approach is concerned titibates great importance to the
development of diplomatic relations. This is basadthe fact that international relations in
their manifestations and models have former hisabriroots and extensions. Another
advantages and special features can be attribotedis method, from among them: the
capacity to investigate the causes lying behind shecess or failure of state leaders in
pursuing particular foreign policies, in particulaternational circumstances. Or history can

serve as a model, according to the supportersoffiproach, as the testing and experiencing

27 See: Khalil al-Anani, 2002Majalla al-Siyasa al-Dawliya (in English: Internatnal
Political Issues) 2002, Cairo, Number 150, October

Larson, Donald F. 1993. Copper and the NegativeeRyf StoragelPolicy Research Working
Paper1282, World Bank.

Samir Amin, edited, 200IThe Zionist-Arabic conflict in the light of the Amean Project
Maktaba Madbuli, Cairo, 1st edition, p. 76.

Samuel P. Huntington, 2003he Clash of Civilization and the Remaking of Wdbidler,
Simon & Schuster Paperbacks, Rockefeller Center.
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process of the relationship that emerges amongctheses and results in international
relations. The starting point of this is that everternational standpoint has a special nature
and it has its distinctive features and it can la@ shat international-foreign policy

standpoints do not recur in the same way.

As far as the legal/ juristic approach is concerremgentially it focuses on legal factors and
considerations that encircle the international tretes and the relations among different
countries. Examples of this can be: Obligationgingting from contracts of states among
one another, in accordance with well-defined iraéiomal treaties or agreements or charters
that can guarantee the common interests, or thaeitiei of responsibility for actions taken
by states — in the case of infringement of themtaxctual obligations. Or the differentiation
between different acknowledgements and recognitiprecisely the legal recognition or the
de facto recognition, or the definition of meansd amanners to be followed in the
reconciliation of international conflicts- in a pedul way. To this belong methods of

mediation, reconciliation, arbitration, examinatimirfacts and benign efforts.

As far as the realistic-objective approach is comee it is based on the logic that thinks that
force or power is the pivotal principle in interioatal relations. If the conflicts of power
sometimes are covered by some manifestations @il egmalities or reasons or moral
justifications, this external cover should not deeaus and mislead us from this basic reality
that controls totally the balance of internatiorelations. The prominent causes that can be
mentioned in the process of defending this apprecaahbe: it tries to explain the international
behavior in a logical and reasonable way basedhendata of a prevailing international
situation, on its firm facts; without imagining @rhational relations from a special point of

view, what is often done by idealists.

As far as the approach of national interests isceored, it represents the striving for the
realization of national interests of a given st#tés is the ultimate goal and this permanently
characterizes its foreign policy. In other wordstional interests mean the basic fulcrum
factor in planning the foreign policy in any stafiethe world, be it a small or a big one. There
appeared several other different methods and agpesaand new useful tools of analysis in
different fields, like the game theory from amorige tstatistical approaches, or system
analysis and others. So the scientific study otrimational-foreign relations witnessed

numerous perspectives, each of them was a rulictgrfan a given period of time during the
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development of this study. The differences betwbere successive perspectives crystallized.
The ‘power politics’ reflected the experiences lué first half of the 26 century or even its
seventh decade. The experiences of the last fairthis century brought forth structural
changes in international politics, resulting in thadequacy of its study from the perspective
of “power politics”. Then the need has come foraeging the analytical look that focuses on
states only and on the concepts of power and cbnflhis is due to the birth of new factors
other than states and the birth of new issues edtgmportance, creating transformations in
the contemporary global system under the influeatecomplex international forces of
interdependence. These developing internationatsins requires from the world — as being
a system of interactions with several factors othan states — to study the new economic-
political issues that create new processes leathegwhole system towards a kind of

cooperation and adaptation and not towards violendeconstant conflicts.

Thus, the new trends in the study of internatiorétions gave special features to the
contemporary international policies, based on tlwess: the international factors, range and

priority of issues and international actions anocpsses.

The global perspective, either in its entiretymits ramifications that have brought forth the
differences between its tributaries as we have getated numerous criticisms on the part of
the supporters of the traditional approach. On thleer hand, we have a group of
compromise-reconciliatory-restorative analyses betwassumptions and results of the two
perspectives, the traditional and global. Thisasda on the fact that there forms of continuity
and forms of discontinuity in the contemporary inggional politics. One cannot insist on an
absolute form with data, assumptions and resutis fthe two perspectives separately. For
example pragmatism and universality present impoggarting points for the understanding
of the process of international developments. Tleldvhas become more overlapping and
complex, as it is described by both visions, whelaath of them express and articulate only a

fragment about the real nature of the contempoiraggrnational system. Consequently this

% Website of Arabic markets:
http://www.alaswag.net/views/20025/10/12/2008.html

Website of Hazim al-Bablawi
http://www.hazembeblawi.com/Arabic/ArticleDetailspx?ArticleID=264
http://www.iidalraid.co
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conciliatory vision considers it necessary to canirthe contributions of the two visions in

order to form a more complete vision.

4.2 Recent developments of the global crisis in thight of international relationships

The speed of economic and financial developmentthénworld does not allow time for

relation, crises follow one another in a conseautway, bankruptcies are almost daily
phenomena, prices of basic commodities, espemdHyrices in successive rise and decline;
all this in a moment when attention turns towand®rational meetings summits which

perhaps may result in a glimmer of hope for leaaagind this dilemma.

From this point on, the concerns of all countriesttowards the Summit of the Group of
Twenty (G-20), which was held in Washington DC.,November 2008. All this is in the
shade of the latest international-economic develpsmfrom among them: prominence of a
great number of emerging countries that had imponp@sitions in international-economic
relations, like China, India and Brasilia and GCGu@tries. These try to produce a special
agenda expressing their interests, including reptesion of these countries in international
organizations like the IMF and the World Bank.

For the past few years Western countries try ton tkis aspiration of these emerging
countries, in order to maintain the continuity ofrher mechanisms resulting in the Briton

Woods Conference after the Second World War.

By the trembling of the global economy due to tlh@ent financial crisis which storms the
world at present, an accompanying, additional shwek produced that included a lot of
concepts prevailing in the past six decades, ealheche demand to establish economic-
financial organizations which can respond the egstgand reflect the scales of strategic-

economic powers that emerged at the beginningeo21fi century.

The global financial crisis urged the united Eurdépgoin and accepts these demands, thus
giving it two new factors: momentum and dimensibmally, the Brazilian president, at the
end of the G-20 Summit, held in Washington DC.Niovember 2008, said: “Six months

before this moment, | would not have been ablenmagine that the contribution of my
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country, Brazil, would occupy such an importantcplan the establishment of a new global
system.”

The new American administration, led by Barack Oadras to recognize and accept this new
fact and has to have a close cooperation with the®gean Union and China and India and
with other emerging countries in order to creategargiable and more transparent financial-
economic organizations to reduce the negative tsffet the financial crises to which the

world economy is exposed from time to time.

Fortunately, the Arab countries did not miss thiseting which attempts to establish a new
global financial system. The Kingdom of Saudi Aealias invited to this meeting. The next
coming years will witness the laying of these nearidations. The important thing is that
Arab countries have their own visions concerningséh potential changes, base on their
proper interests, for they are influential econopoevers, especially in the field of energy and

related industries.

Evidently enough, changes and systems that wiliipdemented, will determine the nature of
economic-financial relations in the 2Tentury. Consequently, it is inevitable that Arab
countries have a crystallized Arab vision concegriime G-20, either by way of GCC of by
the Arab League.

Only in this special case can the Arab countriesghan effective standpoint and contribution
in the administration of world economic affairs.llBaing the end of the Second World War
this opportunity was missed due to several conataers, now the possibility and the chance
are given and favorable for an active Arabic rbiat ttan represent the economic and strategic

importance of the Arab World in the internationabeomic relations.

4.3 Credibility of monetary policies around the firancial crisis

The financial-monetary policy, in its general foimany economy, aims at realizing and
establishing groups of objectives, the most promtiioé them on the level of macro-economy
is and strengthening of growth, creation of pstability and maintaining the stability of
financial markets. The developments in the liteatof cash economy show that the

realization of this requires the cooperation of gnwate sector. The private sector and the
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traders in markets undertake the attestation oféiméral bank that it strives for the realization
of these objectives and aims. The philosophy @sgdtion is based on changing the traders’
expectations in the economy which can correspordeambjectives announced by the central
bank.

This philosophy or simple mechanism helps the esgnto reach the state of balance and
stability. For example, if the central bank annasits wish to reduce the rate of inflation in
the next period, this will stimulate the privatet®e to increase the production or the offered
commodities or services in order to gain the gsdgtessible profit. This can in fact reduce
the rate of inflation.

Credibility is known by the degree of confidenceatvthe private sector grants to the central
banks based on their capacities to manage and thugdmacro-economy and to realize the
announced objectives. But in fact central banke fagroblem, namely time inconsistency,
i.e. the private sector believes that the centealkbis not able to realize the announced
objectives due to changes in details and prioritieshese banks. But in spite of all this,

central banks in the developed countries duringabetwo decades were able to accumulate
big credibility and confidence funds between themd @&he private sector. The following

factors helped this confidence restoration:

Fluidity of accurate and adequate pieces in infoionaabout the economic situation
(transparency), education and explanation of qasnciples of economic sciences in schools,
universities in order to guarantee a similar respofrom the private sector to help the

economy to move from one state into another onle ease.

It has to be pointed out that the capitalist-ecaothought, in general, is based on the
performance of the private sector and its capdoigbsorb changes in economic indicators in
order to guide the flow of economy. We can call thkation between the private sector and
monetary-fiscal policy makers as “game theory’stisigroup of actions and reactions that are
able to push the economy to new fields resultinthenchange of macro-economic indicators

(inflation rate, unemployment rate, exchange rate).

The present global financial crisis was able tottehahe confidence barrier between the

central banks and the private sector. We can aksation that it demolished the confidence-

79



based relation between the financial system anctivate sector. In all parts of the world,
losses in share and bonds markets are consideedhg, with numerous cases of bankruptcy
in the banking sector. Causes of the global fir@raiisis prove that there is clear defect and
deficiency in the global financial system origimatifrom the absence or weakness of central
banks’ control the markets and financial institasp which finally led to wrong and

inaccurate monetary policy.

It is to be mentioned that some banks and othere hiiigancial organizations, having
enormous capacity of liquidity, are subject to @csicontrol coming from the central bank,
this result in the fact that the announced objestigre scattered by the wind. In addition to
this, the expansion of conversion of loans into plax securities and the expansion in real
estate mortgages of the lowest quality, all theséofs affected in a negative way the volume
of liquidity in markets. Is it possible to restarenfidence and trust between the private sector
and the financial system, especially monetary p8liche treatment for leaving the crisis
must start from this point that is reinforcementlué relation between the private sector and
the monetary policy. If we can quickly restore thetation, leaving the dark and dim tunnel

will be quicker.

On the other hand, the most dangerous problem thleaglobal economy is facing is to be
found in the developing countries. The private @eclepends on the state in solving the
economic troubles and it is not trained for underding the economic indicators.

Furthermore, even central banks in these coung&iesnot prepared to interact with great
financial crises, e.g. like the size of the presendis. Here, we have two very important
issues which put a great question mark on the @bleentral banks as major and pioneer
organizations with high capacity to orientate tleneyal course of the economy to safety.
These are the following: first: a clear-cut econoraulture, the private sector should not
depend to a great degree on rumors and wrong piEcedormation that could lead the

economy into destruction and annihilation.

Second: The huge volume of losses realized by @ldpinks in a great number of countries in
the Third World. These losses prevent central bdrda intervention in order to protect the
economy. The main cause of these losses is thesbamolvement in the so-called quasi-
fiscal activities, like open-market activities byeans of financial tools issued by the central

bank itself, local and foreign investments, redtiting the weak banks and disbursing to the
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government loans of low interest, re-evaluationas$ets and liabilities, in the presence of
fluctuation in exchange rate. Reports state thatltisses of central banks in a significant
number of Latin-American states reach a rate ranbetween 2%-6% of the GDP. As far as
Zimbabwe is concerned, central bank’s loss hashezsh@5% of the GDP. For this reason
Zimbabwe suffers from chimerical numbers concerrtirgrate of inflation in 2007 reaching
as high as 10453% - based on the reports of the IMF

Credibility of fiscal policy is fundamental conditi in order to realize the economic goal and
objectives and to propose successful solutionghercrisis this requires the unification of
global efforts in the field of economic policiesifierence and dissimilarity in credibility and
in the fiscal-monetary performance between the ldpeel and developing countries might be
a great disadvantage as far as the exit from ths&scis concerned. The present fiscal-
monetary policies in the developing countries dre products of consultations and the
implementation economic correction programs whiehenealized in past two decades under
the aegis of the International Monetary Fund. Isnite for the global economy to pay the

price of these programs and policies?

4.3.1 International relationships in the shade offormation Revolution

Globalization and information revolution have beepnm the recent past, the most sensitive
and susceptible issues in the ongoing internatidiabgue to analyze the different impacts of
information revolution and the methods of contrblesents on international level. This is
happening in such a period when quite a lot of febpave doubts concerning the positive
effects of globalization on the different aspectsfinancial, economic, political, cultural,
ideological, informational and communicational ssuelevant to the present international
relationships. In a moment when in the imaginatdrinternational Monetary Fund (IMF),
globalization appears as: “Rising, developing lesfedctive and quick integration of money,
service and commodity markets”. Y. S. Ivanoff thenigter of Russian Ministry of Finance
has emphasized in his book “The Russian Foreigicyol the era of Globalization” some
basic political, economic, scientific and technatad) elements of the globalization. He has
also attempted to give an analysis of it from thesgtan point of view. He mentioned that it
had blown up the cultural life and the civilizati@amd it had also changed the picture of

humanity.
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In the meantime most of the experts say that thm tglobalization” means a new period, a
new phase in the development of capitalism. Orrepresents the latest phase of

imperialism?®

The clearest definition of this term originatesnfraghe famous Russian academician, A. Y.
Otkin who says: “Globalization imposed itself araine into being right after the Cold War.
It created a global system that united the natieeahomies of countries in the world. This
system relies on the free movement, flow of cagitilendorses the international openness of
information, the fast renewal of technology, redgdiariff barriers and the acceptance of free
movement of goods and capitals. It also supporsrbreasing approach in communication
between the different countries. This latter is dfaracteristic feature of the scientific
revolution that is accompanied by an internatismaial movement, which recently began to
use new forms of methods of transportation, andeblenology of visual communication and
created a kind of international education.”

4.3.2 The International Monetary Fund (IMF)

It was tempting for macroeconomists and policymaladike to take much of the credit for the

steady decrease in cyclical fluctuations from theye1980s on and to conclude that we knew
how to conduct macroeconomic policy. We did notstetemptation. The crisis clearly forces

us to question our earlier assessment.

This is what this paper tries to do. It proceedgshree steps. The first reviews what we
thought we knew. The second identifies where weewerong. The third, and the most

tentative of the three, takes a first pass at thetaurs of a new macroeconomic policy

framework.

A caveat before we start: the paper focuses onrgepenciples. How to translate these

principles into specific policy advice tailored @mvanced economies, emerging market

» See: Williams, Jeffrey C., and Brian D. Wright. 198torage and Commodity Markets.
Cambridge, England: Cambridge University Press.

Williams, John, 2009, “Heeding Daedalus: Optimdlaton and the Zero Lower Bound,”
Brookings Papers on Economic Activity

Working, Holbrook. 1934. Theory of Inverse Carryi@parge in Futures Marketdournal of
Farm Economic80: 1-28.
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countries, and developing countries is left foefafThe paper also mostly stays away from
some of the larger issues raised by the crisignfthe organization of the international
monetary system to the general structure of firmeigulation and supervision, touching on

those issues only to the extent that they relatety to the issue at harid.

To caricature (we shall give a more nuanced pidbetew): we thought of monetary policy as
having one target, inflation, and one instrumehg policy rate. So long as inflation was
stable, the output gap was likely to be small aadhle and monetary policy did its job. We
thought of fiscal policy as playing a secondargratith political constraints sharply limiting
its de facto usefulness. And we thought of finanecegulation as mostly outside the
macroeconomic policy framework. Admittedly, thesiews were more closely held in
academia: policymakers were often more pragmatevekiheless, the prevailing consensus
played an important role in shaping policies angl diesign of institutions. We amplify and

modulate these points in turn.

Stable and low inflation was presented as the pyimi&not exclusive, mandate of central
banks. This was the result of a coincidence betviieeneputational need of central bankers
to focus on inflation rather than activity (anditheesire, at the start of the period, to decrease
inflation from the high levels of the 1970s) ane thtellectual support for inflation targeting
provided by the New Keynesian model. In the bencknvarsion of that model, constant
inflation is indeed the optimal policy, deliverirgzero output gap (defined as the distance
from the level of output that would prevail in thbsence of nominal rigidities), which turns
out to be the best possible outcome for activityegi the imperfections present in the

economy**

** See in detailed: Strausz-Hupe, R. 199%h¢ Balance of tomorrdw

Telser, Lester G. 1958. Futures Trading and thea§e& of Cotton and Whealournal of
Political Economy 6&33-55.

The Macroeconomic Effects of Tax Chandestimates Based on a New Measure of Fiscal
Shocks, 2007, University of California, Berkeley.

Yusuf Abdu-I-Fattah, 2001Studies in the theory of international relatio@airo University

> See: Blanchard, Olivier and Jordi Gali (2007)."Ré&&lbge Rigidities and yhe New
Keynesian Model,Journal of Money, Credit, and Bankingol. 39, No. 1, Supplement, pp.
36-65.

Bernanke, Ben, Vincent Reinhart, and Brian Sack420/onetary Policy Alternatives at the
Zero Bound: An Empirical AssessmenBfookings Papers on Economic Actiyityo. 2, pp.
1-100
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This divine coincidence (as it has been called)liedpthat, even if policymakers cared very
much about activity, the best they could do wasntntain stable inflation. This applied
whether the economy was affected by “animal spiriis other shocks to consumer
preferences, technology shocks, or even changie iprice of oil. The coincidence failed in
the presence of further imperfections, further deons from the benchmark, but the message

remained: stable inflation is good in itself anadddor economic activity.

In practice, the rhetoric exceeded the reality. Femnmtral banks, if any, cared only about
inflation. Most of them practiced “flexible inflan targeting,” the return of inflation to a
stable target, not right away, but over some horizdost of them allowed for shifts in
headline inflation, such as those caused by risihgrices, provided inflation expectations
remained well anchored. And many of them paid &tiarto asset prices (house prices, stock
prices, exchange rates) beyond their effects datiah and showed concern about external
sustainability and the risks associated with baasteet effects. But they did this with some

unease, and often with strong public denial.

There were discussions about the inflation rateichvishould be stable at low level, most

national central banks chosed a target one arodnd Z'his led to a discussion of the
implications of low inflation for the probabilityfofalling into a liquidity trap, namely:
corresponding to lower average inflation is a loweerage nominal rate, and given the zero
bound on the nominal rate, a smaller feasible @serén the interest rate—thus less room for
expansionary monetary policy in case of an advensek. The danger of a low inflation rate
was thought, however, to be small. The formal argoinwas that, to the extent that central
banks could commit to higher nominal money growtld ¢hus higher inflation in the future,
they could increase future inflation expectationd thus decrease future anticipated real rates
and stimulate activity todayAnd, in a world of small shocks, 2 percent inflatiseemed to
provide a sufficient cushion to make the zero lobweund unimportant. Thus, the focus was
on the importance of commitment and the ability cgintral banks to affect inflation

expectations.

Eggertsson, Gauti, and Michael Woodford, 2003, “HAego Bound on Interest Rates and
Optimal Monetary Policy,Brookings Papers on Economic Activig. 1, pp. 139-233.
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The liquidity traps of the Great Depression, conmgrsignificant deflation and low nominal
rates, were seen as belonging to history, a refleadf policy errors that could now be
avoided. The Japanese experience of the 1990s, deflation, zero interest rates, and a
continuing slump, stood more uneasily in the wayt Bwas largely dismissed as reflecting
the inability or unwillingness of the Japanese @@riiank to commit to future money growth
and to future inflation, coupled with slow progress other fronts. To be fair, the Japanese
experience was not ignored by the Fed, which woraigout deflation risks in the ea@@00s.

Monetary policy increasingly focused on the usewé instrument, the policy interest rate,
that is, the short-term interest rate that the regénbank can directly control through

appropriate open-market operations. Behind thiscehwere two assumptions.

The first was that the real effects of monetaryiqyotook place through interest rates and
asset prices, not through any direct effect of nemyeaggregates (an exception to this rule
was the stated “two-pillar” policy of the Europe@entral Bank (ECB), which paid direct

attention to the quantity of credit in the econorbyt was often derided by observers as

lacking a good theoretical foundation).

The second assumption was that all interest rabels asset prices were linked through
arbitrage. So that long rates were given by prepaghted averages of risk-adjusted future
short rates, and asset prices by fundamentalsjskeadjusted present discounted value of
payments on the asset. Under these two assumpbtiaesneeds only to affect current and
future expected short rates: all other rates amzkgirfollow. And one can do this by using,
implicitly or explicitly, a transparent, predictablule (thus the focus on transparency and
predictability, a main theme of monetary policytive past two decades), such as the Taylor
rule, giving the policy rate as a function of therent economic environment. Intervening in
more than one market, say in both the short-terchtha long- term bond markets, is either

redundant, or inconsistent.

Under these two assumptions also, the details médntial intermediation are largely
irrelevant. An exception was made, however, forkisafmore specifically, commercial
banks), which were seen as special in two resp&atst—and in the theoretical literature
more than in the actual conduct of monetary polibgrk credit was seen as special, not
easily substituted by other types of credit. Tleid to an emphasis on the “credit channel,”
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where monetary policy also affects the economyutinathe quantity of reserves and, in turn,
bank credit. Second, the liquidity transformatiowadlved in having demand deposits as
liabilities and loans as assets, and the resufiossibility of runs, justified deposit insurance
and the traditional role of central banks as les@édast resort. The resulting distortions were
the main justification for bank regulation and swmon. Little attention was paid, however,

to the rest of the financial system from a macamdpoint.

In the aftermath of the Great Depression and faligwKeynes, fiscal policy had been seen as
a central macroeconomic policy tool. In the 19608 4970s, fiscal and monetary policy had
roughly equal billing, often seen as two instrumnsetd achieve two targets—internal and
external balance, for example. In the past two diesahowever, fiscal policy took a backseat

to monetary policy. The reasons were many, whietalows:

First was wide skepticism about the effects ofdigmlicy, itself largely based on Ricardian
equivalence arguments.

Second, if monetary policy could maintain a statléput gap, there was little reason to use
another instrument. In that context, the abandomragfiscal policy as a cyclical tool may
have been the result of financial market develogmémat increased the effectiveness of

monetary policy.

Third, in advanced economies, the priority was tabilize and possibly decrease typically
high debt levels; in emerging market countries, |tk of depth of the domestic bond market
limited the scope for countercyclical policy anyway

Fourth, lags inthe design and the implementatioriissfal policy, together with the short

length of recessions, implied that fiscal measuvege likely to come too late. Fifth, fiscal

policy, much more than monetary policy, was likilyoe distorted by political constraints.

The rejection of discretionary fiscal policy asauntercyclical tool was particularly strong in
academia. In practice, as for monetary policy, ithetoric was stronger than the reality.
Discretionary fiscal stimulus measures were geheeacepted in the face of severe shocks
(such as, for example, during the Japanese cfisieecearly 1990s). And policymakers would
sometimes turn to discretionary fiscal stimulus revaduring “normal recessions.” A
countercyclical fiscal stance was also seen asratdsi in principle (though elusive in

practice) for emerging markets with limited autoimatabilizers. This often took the form of
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louder calls for fiscal prudence during periodsrapid economic growth. And even for
emerging markets, the consensus recipe for theumetirm was to strengthen the stabilizers

and move away from discretionary measures.

As a result, the focus was primarily on debt sustaility and on fiscal rules designed to
achieve such sustainability. To the extent thaitcgolakers took a long-term view, the focus
in advanced economies was on prepositioning thealfisaccounts for the looming
consequences of aging. In emerging market econorthes focus was on reducing the
likelihood of default crises, but also on estabhgh institutional setups to constrain
procyclical fiscal policies, so as to avoid boonstcycles. Automatic stabilizers could be left
to play (at least in economies that did not faoaricing constraints), as they did not conflict
with sustainability. Indeed, with the increase he tshare of government in output as
economies developed (Wagner’'s law), automatic lstals played a greater role. Somewhat
schizophrenically, however, while existing stalahz were seen as acceptable, little thought

was given to the design of potentially better ones.

With the neglect of financial intermediation as enttal macroeconomic feature, financial
regulation and supervision focused on individuatitations and markets and largely ignored
their macroeconomic implications. Financial regolattargeted the soundness of individual
institutions and aimed at correcting market fagustemming from asymmetric information,
limited liability, and other imperfections such iagplicit or explicit government guarantees.
In advanced economies, its systemic and macroedganamplications were largely ignored.

This was less true in some emerging markets, wpendential rules such as limits on
currency exposures (and sometimes an outright Ipitadn against lending to residents in

foreign currency) were designed with macro stabifitmind.

Given regulatory ratios were used, like capitalosgt or loan-to-value ratios and cyclical
policy tools in Spain and Colombia. This introducetes that de facto link provisioning to
credit growth, are notable exceptions. On the eoyirgiven the enthusiasm for financial
deregulation, the use of prudential regulationdyelical purposes was considered improper
mingling with the functioning of credit markets aofien seen as politically motivatéd.

> See Caruana, Jaime, 2005, “Monetary Policy, Firsn8iability, and Asset Prices,”
Documentos Ocasional®g. 0507, Banco de Espafia.
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Increased confidence that a coherent macro franlevmad been achieved was surely
reinforced by the “Great moderation,” the steadglide in the variability of output and of
inflation over the period in most advanced econamildere is an ambiguity, which should be
seen as declining tendency in the 1970s, or amnbastarted in earnest in the early 1980s,
when monetary policy was changed. There is alsoesambiguity as to how much of the
decline should be seen as the result of luck, igyasmaller shocks, structural changes, or
improved policy. Improvements in inventory managetrend good luck in the form of rapid
productivity growth and the trade integration ofithand India likely played some role. But
the reaction of advanced economies to largely amail price increases in the 1970s and the

2000s supports the improved-policy view.

Evidence suggests that more solid anchoring odtioih expectations, plausibly due to clearer
signals and behavior by central banks, played grortant role in reducing the effects of
these shocks on the economy. In addition, the sgbderesponses to the 1987 stock market
crash, the Long-Term Capital Management (LTCM) ajmde, and the bursting of the tech
bubble reinforced the view that monetary policy vedso well equipped to deal with the
financial consequences of asset price busts. Tiwighe mid-2000s, it was indeed not
unreasonable to think that better macroeconomidcyatould deliver, and had indeed

delivered, higher economic stability.

4.4 \What we have learned from the crisis

Core inflation was stable in most advanced econsmidil the crisis started. Some have
argued in retrospect that core inflation was net tight measure of inflation, and that the
increase in oil or housing prices should have te&en into account. This, however, goes
against the conclusions from theoretical reseawdtich suggests stabilization of an index
corresponding to “sticky prices,” an index quites# to that used to measure core inflation)
and is more a reflection of the hope that it magbikicient to focus on and stabilize a single
index, so long as it is the “right” one. This islikaly to be true: no single index will do the
trick.
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Inflation, even core inflation, may be stable, ahé output gap may nevertheless vary,
leading to an obvious trade-off between the twoisTi& hard to prove empirically, as the
output gap is not directly observable. What is gleawever, is that the behavior of inflation
is much more complex than is assumed in our simpdelels and that we understand the
relationship between activity and inflation quiteoply, especially at low rates of inflation.
Or, in the case of the precrisis 2000s, both imitatind the output gap may be stable, but the
behavior of some asset prices and credit aggregatesthe composition of output, may be
undesirable (for example, too high a level of hogsinvestment, too high a level of
consumption, or too large a current account defieghd potentially trigger major

macroeconomic adjustments later on.

When the crisis started in earnest in 2008, andeggde demand collapsed, most central
banks quickly decreased their policy rate to clmseero. Had they been able to, they would
have decreased the rate further: estimates, bas@dsomple Taylor rule, suggest another 3
to5 percent for the United States. But the zero inahinterest rate bound prevented them
from doing so. One main implication was the neednfiore reliance on fiscal policy and for

larger deficits than would have been the case aliserbinding zero interest rate constraint.

It appears today that the world will likely avoidajor deflation and thus avoid the deadly
interaction of larger and larger deflation, highed higher real interest rates, and a larger and
larger output gap. But it is clear that the zeronmal interest rate bound has proven costly.
Higher average inflation, and thus higher nomimdérest rates to start with, would have
made it possible to cut interest rates more, thepebbably reducing the drop in output and

the deterioration of fiscal positions.

Markets are segmented, with specialized investpesating in specific markets. Most of the
time, they are well linked through arbitrage. Hoeewvhen, for some reason, some of the
investors withdraw from that market (be it becaok®sses in some of their other activities,
loss of access to some of their funds, or inteaggncy issues), the effect on prices can be
very large. In this sense, wholesale funding is footdamentally different from demand
deposits, and the demand for liquidity extendtyond banks. When this happens, rates are

* See Blanchard, Olivier, and John Simon, 2001, “Tlhag and Large Decline in U.S.
Output Volatility,” Brookings Papers on Economic ActiviNo. 1, pp. 135-64.
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no longer linked through arbitrage, and the potate is no longer a sufficient instrument for
policy. Interventions, either through the acceptant assets as collateral, or through their
straight purchase by the central bank, can affextrates on different classes of assets, for a
given policy rate. This is indeed what, under tleading of credit easing, the central banks
have done in this crisis. Another old issue thsigrhas brought back to the fore is that of
bubbles and fads, leading assets to deviate framdaimentals, not for liquidity but for
speculative reasons. At the least, the evidenam fitee crisis strengthens the case for the
existence of and the dangers associated with suighlds, in this case in the housing market.
And it surely puts into question the “benign neglegew that it is better to pick up the pieces
after a bust than twy to prevent the buildup of sometimes difficudtdetect bubblé§,

The crisis has returned fiscal policy to centegstas a macroeconomic tool for two main
reasons: first, to the extent that monetary poliegluding credit and quantitative easing, had
largely reached its limits, policymakers had littleoice but to rely on fiscal policy. Second,
from its early stages, the recession was expectdxt tlong lasting, so that it was clear that
fiscal stimulus would have ample time to yield andgcial impact despite implementation

lags.

It has also shown the importance of having “fisdce” (and here there is a parallel with the
earlier discussion about inflation and room to dase nominal interest rates). Some
advanced economies that entered the crisis with hegels of debt and large unfunded
liabilities have had limited ability to use fiscpblicy. Similarly, those emerging market
economies (e.g., some in Eastern Europe) thatigdmyhprocyclical fiscal policies driven by
consumption booms are now forced to cut spendingraarease taxes despite unprecedented
recessions. By contrast, many other emerging maekatiered the crisis with lower levels of
debt. This allowed them to use fiscal policy moggrassively without fiscal sustainability

*See Williams, John, 2009, “Heeding Daedalus: Ogtimflation and the Zero Lower
Bound, Brookings Papers on Economic Activity

Krane, Spencer D., and S. N. Braun. 1991. Producimoothing Evidence from Physical-
Product DataJournal of Political Econom99(3): 558-77.

Lovell, Michael C. 1961. Manufacturers' InventorieSales Expectations, and the
Acceleration PrincipleEconometric4: 293-314.
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being called into question or ensuing sudden stdps.aggressive fiscal response has been
warranted given the exceptional circumstancesijtthés further exposed some drawbacks of
discretionary fiscal policy for more “normal” flugations —in particular lags in formulating,
enacting, and implementing appropriate fiscal messuvhich are often due to an awkward
political process. The U.S. fiscal stimulus billssenacted in February 2009, more than a year
after the start of the recession, and only halthef authorized spending is projected to have

been spent by the end of 2009 (see www.recovery.gov

Furthermore, the wide variety of approaches in seofthe measures undertaken has made it
clear that there is a lot we do not know aboutdfiects of fiscal policy, about the optimal
composition of fiscal packages, about the use ehdimg increases versus tax decreases, and
the factors that underlie the sustainability of lpulklebts, topics that had been less active

areas of research before the crisis.

Just like financial intermediation itself, financi@gulation has played a central role in the
crisis. It contributed to the amplification effe¢tst transformed the decrease in U.S. housing
prices into a major world economic crisis. The tedi perimeter of regulation gave incentives
for banks to create off-balance-sheet entities ioidasome prudential rules and increase
leverage. Regulatory arbitrage allowed financiatitations such as AIG to play by different
rules from other financial intermediaries. Once ¢thisis started, rules aimed at guaranteeing
the soundness of individual institutions workediasgfathe stability of the system. Mark-to-
market rules, when coupled with constant regulatogpital ratios, forced financial
institutions to take dramatic measures to redue& thalance sheets, exacerbating fire sales

and deleveraging.

If the conceptual framework behind macroeconomiticpovas so flawed, why did things
look so good for so long? One reason is that, duitie past two decades, policymakers had
to deal with shocks they understood rather wellfandvhich policy was indeed well adapted.
For example, the lesson that, with respect to sugipbcks, anchoring of expectations was of
the essence, was well understood when the prioé micreased again in the 2000s. But, even
though they were better prepared to deal with sehoeks, they were just not prepared for
others. This is despite the fact that they haefiiect, a number of warnings, from the LTCM
crisis to the sudden stops of capital in the Asiasis. But LTCM was dealt with successfully

and was seen as a one-off event, not a potenhehrsal of the same problem on a larger,
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macro, scale. And the difficulties faced by theafinial systems of Asian countries were not
thought to be relevant to advanced economies. dbe gerformance of Japan in dealing with
the bursting of the 1980s real estate bubble carede in this light: the Japanese economy

was exposed to a shock whose implications weremaerstood at the time.

It may even be that success in responding to stdndiemand and supply shocks, and in
moderating fluctuations, was in part responsibletii@ larger effects of the financial shocks
in this crisis. The Great Moderation led too mamgl(iding policymakers and regulators) to
understate macroeconomic risk, ignore, in particukl risks, and take positions and relax
rules — from leverage to foreign currency exposut@ch turned out to be much riskier after
the fact.

Identifying the flaws of existing policy is (relagly) easy. Defining a new macroeconomic
policy framework is much harder. The bad news iat tthe crisis has made clear that
macroeconomic policy must have many targets; thoel geews is that it has also reminded us
that we have in fact many instruments, from “eXotimnetary policy to fiscal instruments, to
regulatory instruments. It will take some time, asubstantial research, to decide which
instruments to allocate to which targets, betweemetary, fiscal, and financial policies.

What follows are explorations.

It is important to start by stating the obviousmedy, that the baby should not be thrown out
with the bathwater. Most of the elements of thecpses consensus, including the major
conclusions from macroeconomic theory, still hddhong them, the ultimate targets remain
output and inflation stability. The natural ratepbthesis holds, at least to a good enough
approximation, and policymakers should not assuh@ there is a long-term trade-off
between inflation and unemployment. Stable inflatust remain one of the major goals of
monetary policy. Fiscal sustainability is of thes@&sce, not only for the long term, but also in

affecting expectations in the short term.

The crisis has shown that large adverse shocksaedrdo happen. In this crisis, they came
from the financial sector, but they could come frelsewhere in the future — the effects of a
pandemic on tourism and trade or the effects ofaporterrorist attack on a large economic
center. Should policymakers therefore aim for déigarget inflation rate in normal times, in

order to increase the room for monetary policydact to such shocks? To be concrete, are
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the net costs of inflation much higher at, say,edcpnt than at 2 percent, the current target
range? Is it more difficult to anchor expectatiang percent than at 2 percent?

Achieving low inflation through central bank indeplence has been a historic
accomplishment, especially in several emerging etarkThus, answering these questions
implies carefully revisiting the list of benefitsié costs of inflation. The inflation tax is
clearly distortionary, but so are the other, akirre, taxes. Many of the distortions from
inflation come from a tax system that is not inflatneutral, for example, from nominal tax
brackets or from the deductibility of nominal irest payments. These could be corrected,
allowing for a higher optimal inflation rate. If dher inflation is associated with higher

inflation volatility, indexed bonds can protect @stors from inflation risk.

Other distortions, such as the lower holdings af reoney balances and a greater dispersion
of relative prices, are more difficult to correthid empirical evidence is, however, that their
effects on output are difficult to discern, so loag inflation remains in the single digits).
Perhaps more important is the risk that higheratidh rates may induce changes in the
structure of the economy (such as the widespreadofisvage indexation) that magnify
inflation shocks and reduce the effectiveness dicpaaction. But the question remains
whether these costs are outweighed by the potdmtiaéfits in terms of avoiding the zero

interest rate bound.

A related question is whether, when the inflatiaterbecomes very low, policymakers should
err on the side of a more lax monetary policy, saaaminimize the likelihood of deflation,
even if this means incurring the risk of highetatibn in the event of an unexpectedly strong
pickup in demand. This issue, which was on the noiinthe Fed in the early 2000s, is one we
must return to. Part of the debate about monetaligyp even before the crisis, was whether
the interest rate rule, implicit or explicit, shdube extended to deal with asset prices. The
crisis has added a number of candidates to thdrish leverage to current account positions

to measures of systemic risk.

This seems like the wrong way of approaching tleblem. The policy rate is a poor tool to
deal with excess leverage, excessive risk takin@pparent deviations of asset prices from
fundamentals. Even if a higher policy rate redusese excessively high asset price, it is

likely to do so at the cost of a larger output gafere there no other instrument, the central
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bank would indeed face a difficult task, and th&s hed a number of researchers to argue
against reacting to perceived asset bubbles ardl wéniables. But there are other instruments
at the policymaker’'s disposal—call them cyclicagukatory tools. If leverage appears
excessive, regulatory capital ratios can be inedas liquidity appears too low, regulatory
liquidity ratios can be introduced and, if neediedreased; to dampen housing prices, loan-
to-value ratios can be decreased; to limit stogkepincreases, margin requirements can be
increased.True, none of these is a magic bullet and all agrntdo some extent, circumvented.
Nevertheless, they are likely to have a more taedyetmpact than the policy rate on the
variables they are trying to affect. In this lighitseems better to use the policy rate primarily
In response to aggregate activity and inflation smdise these specific instruments to deal
with specific output composition, financing, or es@rice issues (Miller, Merton H. and
Charles W. Upton. 1985a, and Miller, Merton H. &ttarles W. Upton. 1985b).

A related issue is the potential conundrum createthe effect of low interest rates on risk
taking. If it is indeed the case that low inteneges lead to excessive leverage or to excessive
risk taking, should the central bank, as some Baggested, keep the policy rate higher than
is implied by a standard interest rule? Again, absg¢her instruments, the central bank would
face a difficult choice, having to accept a positoutput gap in exchange for lower risk
taking. If, however, we take into account the pneseof the other instruments, whichcan
directly affect leverage or risk taking, than thhelgem can be better handled through the use

of those instruments, rather than through modificadf the policy rule.

If monetary and regulatory tools are to be combiimetthis way, it follows that the traditional
regulatory and prudential frameworks need to aegaimacroeconomic dimension. Measures
reflecting systemwide cyclical conditions will hate complement the traditional institution-
level rules and supervision. As for monetary potiegisions, these macroprudential measures
should be updated on a regular and predictableer semi- automatic based on maximizing
their effectiveness through a credible and undedsfmwlicy stance. The main challenge, here,
is to find the right trade-off between a sophiggcasystem, fine-tuned to each marginal
change in systemic risk, and an approach basedrpiesto-communicate triggers and easy-

to-implement rules.

If one accepts the notion that, together, mongbaticy and regulation provide a large set of

cyclical tools, this raises the issue of how cooation is achieved between the monetary and
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the regulatory authorities, or whether the certieailk should be in charge of both.

The increasing trend toward separation of the tway nvell have to be reversed. Central
banks are an obvious candidate as macroprudeagalators. They are ideally positioned to
monitor macroeconomic developments, and in sevawahtries they already regulate the
banks. “Communication” debacles during the cri$ts, example on the occasion of the
bailout of Northern Rock, point to the problemsalwed in coordinating the actions of two
separate agencies. And the potential implicatidnsxanetary policy decisions for leverage
and risk taking also favor the centralization ofcneprudential responsibilities within the
central bank. Against this solution, two argumemése given in the past against giving such
power to the central bank. The first was that thet@l bank would take a“softer” stance
against inflation, since interest rate hikes mayeha detrimental effect on bank balance
sheets. The second was that the central bank wayd a more complex mandate, and thus
this can be less easily accountable. Both arguntemte merit and, at a minimum, imply a
need for provides a detailed discussion of thestdloat could be used to complement the

current regulatory ratios to manage aggregateotisk the cyclé®

Further transparency if the central bank is givesponsibility for regulation. The alternative,
that is, separate monetary and regulatory autkeriteems worse. The central banks that
adopted inflation targeting typically argued tHa¢y cared about the exchange rate only to the
extent that it had an impact on their primary obyes inflation. This was certainly the case in
large advanced economies. For smaller countrieseber, the evidence suggests that, in fact,
many of them paid close attention to the excharaje and also intervened on foreign
exchange markets to smooth volatility and, oftereneto influence the level of the exchange

rate.

Their actions were more sensible than their rhetduiarge fluctuations in exchange rates, due
to sharp shifts in capital flows, as during thissist or other factors, can create large
disruptions in activity. A large appreciation mayuseze the tradable sector and make it

difficult for it to grow back if and when the exaige rate decreases. Also, when a significant

*Bank of England, 2009, “The Role of MacroprudentRblicy,” Discussion Paper,
November.
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portion of domestic contracts is denominated irifgm currency or is somehow linked to its
movements, sharp fluctuations in the exchange eafgecially depreciations, can cause severe

balance sheet effects with negative consequencdisdmcial stability, and thus, output.

In that context, the discrepancy between rhetoret@actice is confusing and undermines the
transparency and credibility of the monetary polegtion. Central banks in small open
economies should openly recognize that exchange stability is part of their objective
function. This does not imply that inflation tariget should be abandoned. Indeed, at least in
the short term, imperfect capital mobility endovenittal banks with a second instrument in
the form of reserve accumulation and sterilize@mvention. This tool can help control the

external target while domestic objectives arettethe policy rate.

Of course, there are limits to sterilized intervemt and these can be easily reached if capital
account pressures are large and prolonged. Thaeds ivill be specific to each country and
will depend on countries’ openness and financisgration. When these limits are reached
and the burden falls solely on the policy ratecsinflation targeting is not optimal, and the

consequences of adverse exchange rate movemesgt$ohae taken into account.

Note that this discussion provides yet another gtanof the important interrelationship

between policies and regulation discussed in tlipus subsection. For instance, to the
extent that prudential rules can prevent or contlandegree of contract dollarization in the
economy, they will allow for greater policy freedomith respect to exchange rate
movements. In turn, the perception of an “eXtsigely stable” exchange rate can lead to

greater incentives for contract dollarization.

The crisis has forced central banks to extend tlopes and scale of their traditional role as
lenders of last resort. They extended their ligyidupport to non-deposit-taking institutions
and intervened directly (with purchases) or indise¢through acceptance of the assets as
collateral) in a broad range of asset markets.question is whether these policies should be
kept in tranquil times. The argument for extendiqgidity provision, even in normal times,
seems compelling. If liquidity problems come frone tdisappearance of deep-pocket private

investors from specific markets, or from the cooatiion problems of small investors as in

% Mishkin, Frederic, 2008, “Challenges for Inflatiohargeting in Emerging Market
Countries,"Emerging Markets Finance and Tradéol. 44, No. 6, pp. 5-16.
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the traditional case of bank runs, the governnmeit a unique position to intervene. Given its
nature and its ability to use taxation, it has ketbng horizon and very deep pockets. Thus, it
can, and indeed should, step in and be ready taceprivate investors, if need He.

Two arguments have traditionally been made agaunsh public liquidity provision. The first

is that the departure of private investors mayeflat least in part, solvency concerns. Thus,
the provision of liquidity carries risk for the gewmment balance sheet and creates the
probability of bailout with obvious consequences sk taking. The second is that such
liquidity provision will induce more maturity traftsmation and less-liquid portfolios. While
this outcome is sometimes referred to as moralrdaztais not by itself a bad one: to the
extent that public liquidity provision can be prded at no cost, it is indeed optimal to have
the private sector do this maturity transformatidie cost may, however, be positive,

reflecting the need for higher taxation or foreflmrrowing.

Both problems can be partly addressed throughgbeotiinsurance fees and haircuts (the first
argument suggests, however, relying, in normal ginm indirect support and appropriate
haircuts to reduce credit risk, rather than onafifgurchases). The problems can also be
addressed through regulation, by both drawing ligt @f assets eligible as collateral (in this
respect, the ECB was ahead of the Fed in havirmpgel list of eligible collateral) and, for
financial institutions, by linking access to ligitidto coming under the regulatory and

supervision umbrella.

A key lesson from the crisis is the desirabilityfistal space to run larger fiscal deficits when
needed. There is an analogy here between the oeeddre fiscal space and the need for
more nominal interest rate room, argued earlied lgavernments had more room to cut
interest rates and to adopt a more expansionargl fstkance, they would have been better able
to fight the crisis. Going forward, the requiredyoze of fiscal adjustment (after the recovery
is securely under way) will be formidable, in ligbt the need to reduce debt against the
background of aging-related challenges in pensamshealth care. Still, the lesson from the
crisis is clearly that target debt levels shoulddaer than those observed before the crisis.
The policy implications for the next decade or tare that, when cyclical conditions permit,
major fiscal adjustment is necessary and, shoubthauic growth recover rapidly, it should

37 Holmstrom, Bengt, and Jean Tirole, 200&side and Outside Liquidityunpublished
manuscript.
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be used to reduce debt-to-GDP ratios substantiafiiher than to finance expenditure

increases or tax cuts.

The recipe to create additional fiscal space inybars ahead and to ensure that economic
booms translate into improved fiscal positions eatthan procyclical fiscal stimulus is not
new, but it acquires greater relevance as a resulthe crisis. Medium-term fiscal
frameworks, credible commitments to reducing deb&GDP ratios, and fiscal rules (with
escape clauses for recessions) can all help irregerd. Similarly, expenditure frameworks
based on long-term revenue assessments help @itdeng increases during booms. And
eliminating explicit revenue earmarking for pregped budget purposes would avoid

automatic expenditure cuts when revenues fall.

A further challenge, as governments come undert@rg@aessure to display improved deficit
and debt data and are tempted to provide supp@ititg sectors through guarantees or off-
budget operations, is to ensure that all publicasemperations are transparently reflected in
fiscal data and that well-designed budget processdsce policymakers’ incentives to
postpone needed adjustment. As discussed abovextsption of this crisis confirms the
problems with discretionary fiscal measures: thewye too late to fight a standard recession.
There is, thus, a strong case for improving aut@vsabilizers. One must distinguish here
between truly automatic stabilizers—that is, thdkat by their very nature imply a
procyclical decrease in transfers or increase revenues—and rules that allow some
transfers or taxes to vary based on prespecifigddrs tied to the state of the economic cycle
(see Baunsgaard, Thomas, and Steven A. Symandb§,)20

The first type of automatic stabilizer comes frohe tcombination of rigid government
expenditures with an elasticity of revenues witbpext to output of approximately one, from
the existence of social insurance programs (defbeseefit pension and unemployment
benefit systems fall into this category), and frtiva progressive nature of income taxes. The
main ways to increase their macroeconomic effeculdvdbe to increase the size of
government or (to a lesser extent) to make taxee p@gressive or to make social insurance
programs more generous. However, reforms alonge thess would be warranted only if they
were based on a broader set of equity and effigiebgectives, rather than motivated simply

by the desire to stabilize the economy.
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The second type of automatic stabilizer appearemoymising.This type does not carry the
costs mentioned above and can be applied to taxmenditure items with large multipliers.
On the tax side, one can think of temporary tacpes targeted at low-income households,

such as a flat, refundable tax rebate, a perceméayetion in a taxpayer’s.

The crisis was not triggered primarily by macroemoic policy. But it has exposed flaws in
the precrisis policy framework, forced policymak&ysexplore new policies during the crisis,

and forces us to think about the architecture stqsis macroeconomic policy.

In many ways, the general policy framework showcthain the same. The ultimate goals
should be to achieve a stable output gap and statdéon. But the crisis has made clear that
policymakers have to watch many targets, includivegycomposition of output, the behavior

of asset prices, and the leverage of different sgdhhas also made clear that they have
potentially many more instruments at their dispdsan they used before the crisis. The
challenge is to learn how to use these instrumantthe best way. The combination of

traditional monetary policy and regulation toolsdahe design of better automatic stabilizers

for fiscal policy, are two promising routes. Thesed to be explored further.

Finally, the crisis has also reinforced lessons #awere always aware of, but with greater
experience now internalize more strongly. Low peildebt in good times creates room to act
forcefully when needed. Good plumbing, in termspoidential regulation, and transparent
data in the monetary, financial, and fiscal areas eritical to our economic system
functioning well. Capitalizing on the experiencetioé crisis, our job will be not only to come
up with creative policy innovations, but also tdpgheake the case with the public at large for

the difficult but necessary adjustment and refotinas stem from those lesshs

* See Seidman L. (2003), Feldstein, M. (2007), Elnoeh®. and Furman J. (2008), and
Elmendorf D. (2009a), ElImendorf D. (2009b).

Musgrave, Richard A., 1959, The Theory of Publicafice (New York: McGraw-Hill).
Phillips, A.W., 1954, “Stabilization Policy in a @&ed Economy,Economic JournalVol.
64, pp. 290-323.

¥ See: IMF Staff Position Note, February 12, 2010 @PK3, Rethinking Macroeconomic
Policy, Olivier Blanchard, Giovanni Dell’Aricciand Paolo Mauro

Human Development Report for the year 2005, puetidhy the United Nations Development
Program (UNDP).

Market share within OPEQttp://www.wtrg.com/opecshare.html
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5. THE FUTURE OF INTERNATIONAL RELATIONSHIP UNDER T HE
AUSPICES OF GLOBAL CRISIS AND GLOBALIZATION

One can easily expect and anticipate a future iiclwthe United States of America will be
unequaled in its efforts and endeavor to impossatereignty and power on the whole world.
This may happen in the next 20 years. This is dubé fact that this country keeps going on
the way that increases the gap between the USAhanidternational community, in the fields

of financial, economic, scientific and technologicdations as well as weaponry and politics.

There were analysts who spoke about another economnacle. In fact this miracle took
place in the United States of America itself. Tisislue to the fact that globalization under the
circumstances of a one-pole world, exert pressaretber great and independent countries,
which by the leadership of the United States of Acae surrender to the globalization. One
cannot exclude that Washington, as a leader, wdtete and apply strategic plans in order to
weaken and exhaust those countries. At this pomhave to remind of the words written by
S. Huntington: “The one-pole world brings the gtatings of the emergence and appearance
of one great power, and the absence of other gmeérs, and a great number of small states.
We can draw the conclusion that giant countrieg IRussia, China, and India are not
welcome in the expectations of the United StateAragrica. This could raise an important

question: How long can this one-pole world exist?”

Concentration of financial-economic-trading powenters led to the fact that East and South-
East Asia became half of the global, financial aachmercial center of the world, along with

the number of inhabitants.
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5.1 The influence of globalization on the internatinal relationships

If we analyze the expectations of foreign expew® may say that globalization has
reinforced and strengthened the economic and $gawerlap in connection with different
countries and has changed to a great degree thenatibnal political agenda. It was
accompanied by changing the interests of statéiseirnternational context, possibilities and
tools for implementing their foreign policies haakso been changed and transformed. The
notion “power of the state” has been changed fremnda kind of dependence on military
power to dependence on developing and advancenmentoomational-economic-financial-
intellectual-ideological resources of the statee Timjor international players will be changed
on international level, from political-military @&ihces and unions to international and
regional economic and commercial alliances andnmihike the example of the European
Union, or the Asia-Pacific Economic Cooperation EXP), or the Eurasian Economic
Community (EAEC), or the Cooperation Council foe tArab States of the Gulf (CCASG,
also known as Gulf Cooperation Council, GCC) ariteptforms of economic cooperation,
but the leading group remains the G-8. All thesasfanean global political and diplomatic

transitions changes towards economy.

Globalization was the cause of the rising natimmsciousness among the inhabitants of the
world. It may also lead to a growing number of ipeledent states. Here we may mention that
the number of independent states after the endeoSecond World War was 50. At present
the number of member-countries of United Nationgdization is 192. And it is expected
that this number will grow in the near future, doethe fact that there are great number of
ethnic minorities in more than 100 countries ané trowing number of expatriate
communities reaching ca. one million everywherdasHmticipates the collapse of these states
and consequently these will be divided into severdépendent states, as it happened in the
case of the former Soviet Union that was divided ib5 independent states, or Yugoslavia
created several independent states. Or the caSeeahoslovakia which was divided into two

independent states or Ethiopia divided into tweepehdent states.

The influence of globalization on internationalatedns, the diplomatic efforts since the
beginning of the 21 century, when military-political issues appearedtie first lines,

accompanied by military conflicts, by summit meg#in characterized by financial and
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international trade issues and by the protectiorthef environment and the international
exchange of information. The words of S. Huntingieho wrote in his book “Clash of

Civilizations” that there is a conflict between sawivilizations in the world.

The topic of international relations means the rdg@n and analysis of international forms
and layouts that depends on cooperation and confl@at really connect the international
activities of a given state, like international anggations and multinational companies and
other forms. In cases, the behaviors and actiorsoofe personalities can be studied, who
have real influence and effective role in interoadl relations. But necessarily, one has to
focus on the foreign portion, concept. For thigelatefines the field of international and
foreign relations. It needs a central authorityamiging the power lines and its distribution, in
accordance with legal principles that are agreeshug@here are several other attempts in
order to reach the consensus of the internatiooalntunity concerning the framework of
relations based on the self-interests among thascipating, like: International Law, Sea

Law and the Charter of the United Nations.

Beginning from 1990 the curtain dropped on the $ashe of international relations ruled and
governed by a bi-polar world, this was the annoorer® of the end of the cold war and the
birth of a “new” international scene governed addmmistered by a mono-polar American

system.

As it is stated bysamir Aminsaying that the regional conglomerate that wowldhe able to
threaten at present (Samir Amin, ed. 1997; SamimArd. 2001). The present predominant
liberal globalization is not purely “economic gldization” that would be independent of the
complexity and difficulties of dominance or the arpionist-capitalist logic and its tools used
by the ruling American systems and organizationscodding to the aforementioned, these
know that the dominant public speech and discosays that markets are set on their own
and the absolute supremacy, without restrictiormyldvautomatically create democracy and
peace. But, as it is rightly emphasized by SamiirArt is only an ideological speech lacking

the scientific foundation.

Consequently, the conclusion of this acknowledgdn®ethat the United States of America
will deploy its exceptional military power in order subdue, subjugate all and everybody for

the sake of the requirements of its project inglexess of global supremacy.
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All this is only the cause of deepening the globalure of value and widening the global
nature of labor-division and distribution of wea#thd the production factors and the outcome
of the truncated global market; as it is describgdSamir Amin, these are objective facts.
Nevertheless the inherent contradictions of thetakgt system will not stop, nor the effects
on its structure and performance. In the forefrong can mention the contradiction between
the capital and work, especially in the light ofestific discoveries and the revolution of
culture and the transformation of knowledge intdasic power of production. And the
growing unemployment and poverty and the expansibthe number of those who are

marginalized on world level, are new signs of thistradiction and its manifestatiéfis

The report prepared in 2002 by the World Bank glswes this it unveiled the deceleration of
global economy’s growth rate, especially in develgpcountries. In its turn this means the
obstruction and obstacle of reducing the numbethefpoor in these countries. The report
goes on stating: “In spite of the continuously groywil-prices, the growth rate in the Middle
Eastern Region and North-Africa declined to 2.5%campared to 3.2% in 2001". Other
declines, regression have followed this phenomerronly on social-economic level, but in
political context too, for one can witness an uspcented growth of dependence of systems
in this region and their complete subordinationthe American globalization system. This
can be proved by the aggravation of incurable igaliteconomical and social crises and the
manifestations of dependence, backwardness andrdevd#opment in the Third World
countries in general, and in oil-producing courstrile a special sense; in spite of the rise of

prices from about 80 dollars a barrel in the midufl@006.

The question what we try to answer here goesthie Is globalization a new system that
appeared suddenly an unexpectedly by a break hatledpitalist historical context, or it came
as a manifestation of development beginning from émd of the last century? And, is
globalization — as being the manifestation of iat&ion, development and continuity- able to

become a real phenomenon in th& 2éntury?

Firstly : It is a well-known fact that capitalism, begingifrom its first appearance in the™.6

century and later on in its subsequent developniretiie process of activity was not a limited

* Jad al-Karim al-Juba’i, 2003. The contemporary tzdisi crisis, see: http://www.dctcrs.org
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movement, in a particular domestic or national famrk within geographic dimensions
including one special country or representing oratiqular nationality. Commodities
production, surplus value accumulation of capitgltbe emerging bourgeoisie since the
beginning of the 18 century, by these facts this bourgeoisie was @bkhatter and smash
princedoms and ancient feudal kingdoms in Eurdpe&s tinifying it in a modern nationalism,
in France, Great-Britain, Germany and in the Uni&dtes of America. These modern,
contemporary nation-states were only the startimigtp for the industrial production, capital
on the basis of competition, rivalry, free markefdl this helped the unlimited global
expansion, in total harmony with the motto of Copwiganism or global citizenship that
appeared at the end of thé"@ntury.

The capitalist mechanisms of competition, marke¢dom and the unlimited expansion were
clearly demonstrated bidam Smiththe father of liberalism. All this was done by tbénd of
the crisis of 1929. It seemed necessary to giviheostate a central role in rearranging the
capitalist society, thus providing its participation the management of the economy in
paralleling the central role of free market and m@vement of capital. This orientation was
crystallized when these states began the applicatieeconomic fundamentals, brought into
being by the economic thinkdohn Maynard Keyne®on the role of the state, without any
significant attention to the serious decline thiatah that time the motto of cosmopolitanism.

The most important from these fundamentals aréaifeving:

1- Enabling the capitalist country to give appropriatswers to the economic disasters.
2- Granting to the state central economic investoe fol the national economy or the
state capitalism (public sector)

3- Right of the state to intervene and interfere fag torrection of deficiencies in the
market or in monetary movements

4- Role of the state in avoiding inflation, debts dinel rising tendency of prices.

Countries of the capitalist system and their allmmtinue applying these Keynesian
economic policies, since the thirties in thd'2@ntury till the eighties then there appeared the
features of collapse of the socialist countries @redrise of an American mono-polar world

and the ideology of new liberalism.

The most important results in this huge qualitatileelopment, especially on the field of
technology and telecommunication, is the reviewing role of the capitalist state or the

Keynesian economic fundamentals. This began duhiegra of M. Thatcher in 1979, led by
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his economic adviser Friedrich von Hayek, and dythe R. Reagan administration in 1980
and his economic advisor Milton Friedman. Bothlegrh emphasized the necessity to return
to the laws of markets and freedom of capital, ediog to the theory of new liberalism that is

based on the following*

1- Whenever grows the private sector, grows the welédthe society.
2- Liberalization of capital, elimination state cortio the economic life, global trade
liberalization.

In short this means: call for stopping the direxteivention of the state, liberalization of the
capital from all restrictions in complete harmonghathe spirit of new liberalism which in its
essence is capitalist phenomenon closely relatéietreedom of property, “market, sell and

buy” and its inevitable logic leads to the shargpdrity in property and wealth.

In the light of these policies, the mechanismsh& International Monetary Fund and the
World Bank and those of the World Trade OrganizatfgVTO) have gained momentum
enthusiastically, in the field of promotion of thideralism, furthermore by exercising
pressure on all countries in the world and esplgcat third world countries, in order to
accept the new conditions under the motto correaiind adaptation programs that represent,

as it is demonstrated by Ramzi Zaki: “This is thstfinternational project carried out by the

* During the last two decades, there appeared itthieed States of America and in Great-
Britain an ideological-economic school, called “n&laeralism”. Most probably, one of the
most important new elements in this school isdiological claim that grants to the state a
new model, in which power could be exercised by ‘thevernance”, like shareholding
companies of traditional Anglo-Saxon style in ttapitalist system. In this the shareholder
play a certain role in the field of control, guidan orientation in case of distributing the
profits; in order to push directors to work for tfealization of the most possible profit for the
company. This kind of authority in the field of ¢om, carried out by the concerned sides
means the content of governance. This English moderived from the verb “govern” which
means either “governance” i.e. exercising the poyWgovernment) and control and
orientation. So the model of “power-governance” amcted by the new liberalism aims at
reducing the role of the state, giving it a manggiole under the control and orientation of
those who have equal positions with it, like plgcgmareholders in manager positions in great
companies.

The ideology of new liberalism: new world systeibetalism/ fusion in the global market/
globalization/ minorities/ human rights/ privatizat/ end of state/ state economy/ end of
policy/ end of history/ clash of civilizations/ digociety/ sustainable development/ humanity/
reducing  poverty/  governance/  culture/  terrorism. bidA al-Jabiri ,
http://www.sudaneseonline.com
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global capitalism in order to re-integrate thirdrdacountries into the capitalist economy. All
this can weaken state apparatus and its deprivditmn economic profit. These are two

principal buttresses used by the new liberalisiRdrtzi Zaki 2000).

Second: Naturally, rise of the notion economic globalipatiwas not isolated from the
ideological collapse that hit the world after thisimtegration of the Soviet Union. On the
contrary it is closely related and attached toli@ttual notions created by philosophers and
intellectuals of the western world; starting frophase of the end of ideology” to “clash of
civilizations” and “end of history in the westervitization”. These form a group of thoughts,
as it lacks the overall coherence and communicattmthe human dimension in the modern
western thinking. The imperialism is dominationspession, ownership, exploitation which
exercised by the rulers of a state — a nation agaimother nation, against resources, markets

and inhabitants'?

At present, in an unprecedented way, banks andi-matibnal companies and financial
organizations in Europe and the United States oéaa rule and control the vast majority of
economic organizations. This basic function ofgtee’s domination is represented by how it
allows the flourishing and boom of multi-nationadngpanies. The imperialist state grants
support to a small group of capitalist ideologigtsnkers, intellectuals) in the center-state,
along with numerous new liberal ideologists aneliattuals in third world countries whose

personal interests have become substitute of tlagional loyalty and allegiance.

In the past, religious personalities and colontiaisthorities participated in the ideological
shipping of thoughts to subjugated conquered nstibiew colonization is globalization and
financial speculation is the age of informationhtealogy in the shadow of the compulsory
globalization, through the American and Europeantars. Here, globalization is the spread
of commodities and products, culture and infornratids far as its central content is
concerned, to the furthest extent, it is by the idaton of American and European capital on
the movement and track of physical commoditiesdgooulture and information. This is why
the thought that globalization creates a connecbecklated world is actually wrong, for it has
created a ruled and governed world, of which 80% dominated by the American and

European capital.

* James Petras, Imperialism (Empire) between paspeasgnt. On the internet: al-Munadala
2004.
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In this context, Strausz-Hupe, R. (1994), one efdbfenders and supporters of the ugly racial
nature of the globalization, writes in his book &rBalance of tomorrow” published in 1994,
“America’s basic duty is to unify the globe undds ileadership and to continue the
domination of the Western culture. This duty mustrbalized in a short period of time in
order to oppose the Asian Tigers or any other pawat does not belong to the Western
Culture-sphere.” he continues: “The duty of the Aican nation is to eliminate and abolish
the nation-states. In such a way, the future withennext 50 years will be for the sake of the
Americans. America has to lay down the foundatibthe American empire so that it may be
the synonym of human empire.” As far as Alvin Teffl the American sociologist is
concerned he goes on in his book “The Third Wawe'aldifferent definition of this global
contemporary transformation. He writes in it “A lgi revolution made knowledge, for the
first time in human history a basic force from amdorce of production, added to earth,
capital and work. Participation in this wave ortlns transformation depends on information
production. And participation in it globally mearie create and develop the global
intelligence.” We are then in front of “global camsusness” or the intellectual globalization
that faces the national consciousness or patrotnsciousness in the Arab World and in the
Third World, based on the principle “survival ofettittest” or the strongest in a global

homeland without bordefs.

Third: The objective, as it was presented above, of Htare of globalization, especially
when all these physical and intellectual data awelable to it, in the context of knowledge
and technology revolution and the revolution ofornfiation and telecommunication which
reinforce and cover the political, economic andiaosides of the globalization and this
pushes towards the transition of this concept tgsighl, active and effective facts on this
planet, within the framework and tools of Westemnilization and capitalist, industrial

countries which fall under its flag, through the moepolarity of domination of the United

States of America.

43 Op. cit. p. 193
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5.2 Effects of the globalization on developing cotmes

Concerning the beginning conceptions of the diasiert | would like to summarize thbesis
for the emerging hypothesisome questions and some considerable issuesdaugdhne the
OPEC and Arab countries, which are as follows:

1- At all the oil price increase was not enoughdogating the global economic crisis.

Thesis: The oil price changes were mainly depentherack of the energy and inbalance of

supply-demands of oil energy resource.

The economic crises have more and deeper causesrnong the aggregated supply-demand
decreasing or falling balance, unemployment rées GDP growth, more rate inflation. The
main causes of the economic crisis coming fromu8é from 2008.

2- The energy crisisis additing to the general glokconomic crisis

Thesis: Luck of energy, the alternative energy uesgs were not enough developed — sun,
wind, water and nuclear energy, dominance of thesifenergy, not efficient use of fossil

energy resources, for example crude oil and refinéroutput.

3- The oil revenues did not create the unified eocaie structure of OPEC member countries

including Arab countries.

Thesis: The economic structure of OPEC countriemas diversified, mono structure
economy is mostly depends on the world prices afleroil. So the economies of OPEC

countries depend on the oil world price changegirldconomies are very vulnerable.

The absorbtion capacitiy of the Gulf and Oil expmtintriues in field of capital and advanced
technology or their possible implementation is atyvlow level for the manufacturing
industry. This is proofed by the large ammount nfde oil export instead of refinery oil

output from OPEC countries.
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In the light of the preceding facts, an objectived acareful look at our present world,
following the first decade of the 2entury, confirms that most nations and counifethis
planet in Africa, Asia and Latin-America still livender the influence exercised by the shock
of the collapse of the bi-polar world, that finallgd to the total collapse of all kinds of

previously prevailing international balances.

The prohibition of use of armed forces was onehef most important achievements in the
field of international law in the 20century, according to the explicit text and worgof the
Charter of the United Nations — Paragraph fouiglar®, that confirmed “the prohibition of
the use of power or the threat by it to the redigeace or political independence in the case
of any country, or the use of it in any other forthat could contradict the purposes of the

United Nations.”

The fact that the Charter of the UNO has been deg@rirom its content, agreed upon and
accepted by the world’s nations after the Secondldar, following the Nazi defeat, led to
the situation in which — today- the UNO is unaldeekercise its former role that regressed
and declined sharply due to the collusion with American interests and its future vision.
This can be proved by the standpoint of Kofi Aneommer Secretary General of the UNO,
concerning most of the issues presented in intemeatforums, especially those related to the
third world issues and to the issues of Palest®i&naq and Lebanon. In our evaluation, this
is only one interpretation. On the one hand weasihabout the time span of the American
control over the international organization and siscretary general and the extent of
subordination of ruling organizations — throughsslanterests — to the American policies in
the present global scenery, that embodied the aptnxpression about the transformation and
track of international relations far away from tpenciples of international law and the
Charter of the UNO; thus leading to a situationvimch the principle of use of military force

is considered for the application of the Americanditions and policies.

It has become clear that using “force” contributiekctly to undermining the international
system in our contemporary world, taking into cdesation the case of acceptance and
negative adaptation or in cases participation ityit European countries, Japan and the
Russian Federation, thus encouraging the applicatiohis principle.
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In the light of these schemes, in the past threadkes, the real nature of globalization in our
days has been revealed, its inhuman practices enavior towards the poor nations of the
world and against the great outstanding human satuthe field of social justice and equality
as well as culture, intellectual thoughts and @aiior!*. The international organizations

dedicated to the service of the capitalist systeitsipresent state, which are as follows:

1- The International Monetary Fund that controls th@nagement of the global
monetary-fiscal system by establishing policies bBadic regulations. This is carried out in
complete harmony with the World Bank; equally ine thollowing fields: installing
privatization programs and structural adaptationglisbursing loans and benefits and the
supervision of establishing markets in developingntries for the free movement of goods,
commodities and capitals coming from the industraiters.

2- World Trade Organization (WTO) at present it colstand supervise the global trade
and commercial system addressing the liberalizatwdnglobal-international trade and
elimination of tariff barriers, and protecting tfree market and the flow of goods in a time
span not more than the end of 2006.

3- Multi-national companies that possess capital assgh a value more than 36 trillion
dollars. This amount approximates the GDP of alintnes in the world. In this respect we
can refer to the fact that the economic authoritghese global-international companies is
concentrated, to a great degree, in American anopean companies. Facts, taken from
Financial Times of January 1999 prove that from agnthe 500 greatest companies, 244 are
from North-America, 173 are European and 46 aradege. That is, in other words, 83% of
the most important organizations that control tlubgl production and trade are from North-
America and Europe. Power and authority conceotratias become spectacular, if we
consider the 25 greatest companies in the worldir(tbapital fund surpasses 86 thousand
billion dollars); more than 70% of these are fromrti-America and 26% from Europe and
4% from Japan. This means, if the multi-nationahpanies control the global economy then
the United States of America is the dominant faed power for the moment being. This can
prove that the argument or thought according toctvhalobalization creates a correlating

world is absolutely wrong.

* Samir Amin, 1997. Clash of civilizations or dial@gbetween cultures. (groups of scholars),
Dar al-Tadhamun, p. 76.
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5.3 International trading movements under the globhzation and their effects on

developing countries

In the light of these policies and specific corati, imposed by the IMF and the World Bank
and WTO and the multi-national companies, the ti@ad commercial policy of independent
states has become, for the first time in the coofseconomic history, an international or
globalized issue, and not an act of pure nationakreignty. On the contrary to what was
written by the thinkers and intellectuals of glabation and by the defenders and supporters
of privatizations and liberalism and liberalizatiohworld trade and their positive effects on
the developing countries, for the results comingmfrthe integration of the developing
countries in these measures, indicates several fact

1- In spite of the growth of the volume of world traae to 9.2 trillion dollars in 2003

(in the middle of 2006, this was estimated to hel€etrillion dollars per year). The share and
ration of developing countries in world trade renea firm and stable during the past three
decades around 18%, including the ratio of oil-ekpg countries, while taking into
considerations that the population of this groypesents 75% of the world population.

2- In spite of the fact that advocates of globalizataemd the financial and economic
liberalization thought that countries in the deyahg world would profit from the stream and
flow of direct foreign investments, although thid dot happen. It has become evident in past
two decades that more than 90% of the direct fareiyestments go actually into the
developed countries (the United States of Ameiizappe, Japan and China). As far as the
rest of the developing countries are concerned; thained only 10% of these investment
streams. In this respect, the global investmerdted| data prove that in 2000 this amount
reached 1393 billion dollars and it declined wi?& in 2001 as a consequence of the 11
September events. 90% of these investments wereotrated in the industrialized countries,
thus the amount of foreign investments directethéodeveloping world did not surpass 162.1
billion dollars in 200%°, and it did not exceed this number till 2005.

3- The total debt stock in the developing countrieswgsignificantly and in a dramatic
way in the past decade from 603.3 billion dollarsl®80 to 2172 billion dollars in 1997. In
2004 this amount reached approximately 2.5 trilblotiars. With the growth of the volume of

“> Arabic Strategic Report 2003-2004, Center oft8gia Studies, al-Ahram, Internet.
**Op. cit.
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these debts, interest rates climbed higher and slevice ratio, which in some of these
countries was more than 106%

4- The globalization of financial markets and all whatinvolves from among the
financial liberalization measures had important at@hgerous effects on developing
countries. It led to the lift of the ban on transats that includes capital account and financial
accounts of payment balance. Thus these steps ekplos banking machinery to crises due
to the flow of dirty wealth (money laundering) atiet country was exposed to speculations
and to the weakening of national sovereignty inftakel of financial-monetary policy. This
led and encouraged the flow and stream of domeafiital to foreign locations.

5- The contribution of developing countries (146 coias) to the world GDP declined
(at the end of 2004 it reached 36 trillion doll&t$}lling to 29% as compared to 71% of the
developed countries (the United States of Ametioa,European Union and Japan). As far as
the Middle Eastern countries are concerned thetycgaated with 2% and contributed to the
world GDP.

It is evident from the above-mentioned facts ththe“developing countries suffer from an
unequal situation in the global economy. This situra deteriorates from time to time
according to the speed of the globalization’s tramd the rapidly growing liberality of

economies in these countries and the integratidherglobal economy. This integration and
incorporation and the sudden, unexpected changgsearly commitment to the economic
liberalization principles had negative effects, stimes devastating on the economy in
developing countries. There were a lot of obstaclesich were put in front of their

development.

They also lacked the capacity to protect domesiaustry. This led to the growth of
knowledge and technology costs, which exposed tteeomequal competition with foreign
imports. It also had the possibility that foreigiarg multi-national companies would take
over and rule domestic projects and the politiegtdé and issues. This can lead, and this is

the most dangerous, to reducing the ability of tgvag countries to form and model their

4" Ramzi Zaki, Effects of globalization and illusiobshind the mirage, Al-Minhaj, Number
57, Damascus, 2000, winter, p. 6
8 Report of Human Development, UNO Programs UND®520
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development and commercial policies (and othervegle policies), following that most of
decision-making process moved from its local l¢wehternational trade companies.”

5.4 The American-European-Asian relations

The European effort to activate the political ungplized by the European Parliament and the
economic unity by the unified currency (euro) ahd stimulation of the common European
market, which includes at present more than 25 ttimsnand its extension is expected, is only
an expression and embodiment of its aspiration utfttothis great regional economic
organization in order to confirm its role and fuontand to protect its interests from any
possible risks originating from the mono-polarity the American domination, and to
dedicate its role as principal pole parallel totddiStates of America on the basis of bilateral

control of the world.

These European aspirations necessarily conflictctagh with the present American strategy
towards that is known as “Eurasia”. This is a sggtthat defined for itself a primary and
central aim; it is — as it is described by SamiriAm “prevention of European-Eurasian
unity.” This means to stop the Western EuropearsiansChinese-Eurasian rapprochement,
which represents a nightmare for America. For thig possible way to protect the American

“Island” is to let and maintain Eurasia disintegchand divided into rival systems.

The Asian role, whicht is emerging vehemently otenmational level in every economic,
political and technological field or in the contexdt knowledge and information revolution,
especially in China and Japan — as two giants, bbthem striving for establishing a central

role in the present and future international reladi

China is the top-ranked country in terms of populati@@% of world population) and all

sources indicate that it is approaching in a venglgmanner and sooner or later it will reach
the top of the list of greatest industrialized coi@s in the world. The Chinese economy —
relying on the testimony of a number of expertss-thie fastest growing economy in the
world; this is true for the past fifteen years. $osay that after Hong Kong’s return to the

homeland, China’s economy will be the third in wlordnking, following the United States of

49 Ramzi Zaki, op. cit. p. 18
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America and Japan. Furthermore, in 2007 the Chimgess national product grew and
reached 2 trillion dollars, due to the Chinese glaat aims the reduplication of the gross
national product during this period. If the presgrdwth rate continues in such a way (10%
per year) the Chinese economy will reach the letghe American economy by 2020. About
60% of the Chinese economy in the form of sharehgldompanies which unite capitalists
and factory workers (Report of the 15th Conferepfcthe Chinese Communist Party).

Some may expect that China by 2020 would possesgrtéatest economy in the world at the
same time indicating that this does not mean il#anj-political weight and influence. But
the living standards in China itself may surpassséhof the United States and Europe.
Furthermore China would not allow Washington tcerthe world on its own. India with a
population of 1.2 billion people will become theufth state in the world economy ranking.
According to the expectations of the World Bankr¢heill remain three Western states, i.e.
the United States of America, Germany and Brazihomg the ten economically most
developed countries in the world by 2020. The sether countries are from Asia. In spite of
the fact that the direct effect on the internatloredations during the next ten years will
remain — as they are now — concentrated in thraeepoenters, they are: the United States of
America, the European Union and Japan. It is expeand possible that China and India will
join these countries. Russia and its allies wilyplhe role of center of gravity in the process

of the developments of global events.

As far asJapanis concerned it occupies in our present days e¢leersl position in the world

in terms of gross national product size, reachid@04billion dollars in 2004, according to the
world Human Development Report (HDR) for the ye@0%, previously referred to, and
Japan’s population in 2004 was 128 million peopleg it the eighth position in term of the
amount of the per capita income per year reachB¥83 dollars, while this amount in the
United States of America is 37650 dollars andiitds it to the fifth positiorf.

In spite of the fact that Japan has the eighthtiposin terms of yearly per capita income, it
has the first rank as far as financial liquiditycencerned and the size of foreign investments.
It also has the first position in the field of ftkeational assets that reach 43.7 trillion dollars

as compared to the 36.2 trillion dollars in the tddi States of America. Japan has the first

% Human Development Report, 2005, UN Developmeagfam (UNDP)
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position in the field iron and steel productiontifaligh it needs raw materials), and also the
first in industrial machine technology as well aséeveral other fields

Japan today, represents an economic model fortéitessof East and South-East Asia. These
states possess strong economies although exposeadds from time to time. These countries
proved that they were not simple financial bubltked could explode in any moment or their
experience could go to pieces easily. Consequémly see Japan as an ideal state, a haven in
one moment, this is why it is natural if they aleeb in one conglomerate called ASEAN,
previously referred to it; and to confirm the ecomo power and facilitating the Asian central
political role in the international relations, Caiwould be one of the most important poles of
it on the other hand.

®1 Abd al-Khalig Abdullah — International policy, Aip996, Cairo.
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6. THE SAUDI-EUROPEAN RELATIONS AND ITS HORIZONS

The world we live in and its global notions sufi@i@nd still suffer from the repercussions and
aftermath of these events. And the Kingdom of S@udbia is one of the countries hit and

influenced to a considerable degree by these ewemdsits consequences on local level as
well as on the level of its relations with othewuntries, from among them the relation of the
Kingdom with the countries of the European Unioll.tAis necessitates the establishment of
strategy for a policy that fits the changes anesfatlevelopments of this period, witnessed by
our region. Relying on our understanding of thespng situation of relations between the
Kingdom of Saudi Arabia and the European Union wae describe the horizons of the

relations and summarize them in the following way:

- It is the Kingdom’s interest that cooperationtwiurope should not be restricted to
excellent economic relations or to the rapprochenaérpolitical views between European
governments, but it is worth to continue the coapen with mass media organizations,
academic institutions and with intellectual andu@l organizations in order to build bridges
of understanding, of mutual understanding betwden tivo societies and to explain the

disputed matters that exist among them.

- Urging the European Union to increase the investimin the Kingdom and to reduce
the deficit in the Saudi-European commercial badganhich demonstrates an advantage to the
European countries. It is also important to acévand set in motion the signed agreements
and conventions between the GCC countries. Assitalr@ady been done, when the Kingdom
received an international and European supporitarefforts in order to join the World Trade
Organization; all this was perceivable in the speafcthe Saudi Minister of Foreign Affairs,
at the Center of European Policies, EU, FebruabA2@hen he said: “On such a small planet
in which we live, we cannot avoid and neglect onetler. And we do not need much
imagination to describe those great achievementt wie are able, together, to bring into
being by exploiting our common resources for thedbié of our nations.”

- The agreement and coincidence in the vision andgective of the EU and Kingdom

of Saudi Arabia concerning democracy in the Midgést may help an objective and realistic
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proposal by the United States of America; and #ferm must come from within and it
should not be forced and compelled from abroad #@mdmaintain and preserve the
particularities of different societies. The Saudnhgter of Foreign Affairs, when he met the
American Secretary of State on 19 march 2004, pdiout speaking about the Saudi reform:
“At present we witness a period of reforms in ortbesatisfy the needs of the nation and meet
the needs and requirements of the citizens andfarothe sake of a certificate of good
conduct.” He continued by saying: “This must comant within the society and its success
depends on what can be realized from it, in sualayreform may become a unifying force

and not a factor of disintegration for the couritry.

The rapprochement in the vision and perspectivevdrt the European Union and the
countries of the Region in general and especidiéy Kingdom forced the United States of
America to review methods and ways of proposa$ tiould be observed in the statement of
the American Secretary of State, when he met theliSdinister of Foreign Affairs “reform
must come from within the body not from outsidatéfEmphasizing his country was ready
and prepared to give support and advice to ang tatthe sake of reform. And he also said:
“We have the means, tools and methods of reformisalbunations must seek for its own

reforms within their own countries.”

| conclude this section by the words of the Saudiisfer of Foreign Affairs presented at the
Institute of European Studies in Brussels, whersdid: “It is not reasonable to accuse a
civilization with a history of more than 1400 yearsd to stigmatize it by the label source and
origin of discharging terrorism. Your enemy is nioé Religion of Islam, nor the Muslims;

your real enemy is the different forms of injustared the prevalent deprivation in the Arab-

Islamic World that creates a fertile ground for tise of terrorism. This is the real enemy.”

6.1 The International situation — a future, prospetive vision

The report of the Federal Reserve Bank confirme2i0@l the continuity of the weakness of
development in the industrial and trade sectork witendency to more reduction in interest
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rates®>. As far as the effect of this crisis is concerrmd the American economy, most
estimation proves that losses may increase in dse of more than 80 million American

investors the size of their losses may be aboutrflién dollars.

By reading these figures, number and important @con reports, one say that the United
States of America’s consummation is greater traprbduction the country’s import is larger
than its export. During the past few years the éthiStates of America registered — as we
have already referred to this — the highest numbénsankruptcies in its modern history
(more than 700000 bankruptcies). In addition te,thhe USA began to suffer from the
greatest financial deficit in the world, exceed#@O billion dollars. The USA’s total debt
exceeds all records, as it began at a level of W06n dollars, i.e. 1.5 times more than the
total debts of all other countries in the world aiddition to this more than 10 million people

are unemployed (8% of workforce).

In a similar way the United States of America feellthe rank of 13 as far as healthcare
expenditure is concerned and country ranked nurhbes far as educational expenditure is
concerned and country ranked number 29 in terntseohumbers of scholars and technicians
as compared to the total number of population.hin WSA there are only 55 scholars and
technicians per 1000 persons, this number is 31dapan. As far as drug and alcohol
consumption are concerned, the United States ofrismés ranked first in the world in this

respect, for drug consumption in the USA reache%o 88f total world consumption,

furthermore 50% of the American population are egobto different aspects of crimes and

21% of female population are exposed to sexuakkarant and rape.

It has become clear and evident that the Americamanmy, in the past years, suffered from
several difficulties, form among them recessione TAimerican budget deficit in the last
decade of the past century was about 350 billidladoand the size of foreign debts reached
3.5 trillion dollars. The debts of individuals ieased with about 12% in that moment when
the average income grew with about 7%. In the samgerate of unemployment was rising to
about 8% during the nineties and selling rates dakrply in automobile and real estate
markets. Productivity speed and growth was thmaegiless than that in Japan and two times

®2 Khalil al-Anani — Majala al-Siyasa al-Dawliyéin English: International Political Issues),
Cairo, Number 150, October, 2002
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less than in Western Europe. In addition to this,a&n mention the deterioration what the
healthcare services and education faced.

The rate of professionals and technicians fell ediog to the report of Human Development
in the world, and accordingmmanuel Toddvho in his book also predicted the disintegration
of Soviet Union ten years before its collapisémerica needs 1.5 billion dollars per day to
cover the deficit of its commercial budget this my@zhes in 2000 the amount of 450 billion
dollars. This means that the United States of Acaedn the eve of the ZIcentury has
become unable on its own production alone, if intsao maintain the same level of living
and standards of living. The author predicts, & tbook that raised great din and noise, that
by the growing force of Eurasia the material antaficial flows and streams that feed
America today, will stop. This will transform Amea that will be a like country from among

the several other countries.

The USA suffers from a great budget deficit it gimated to reach more than 650 billion
dollars in 2005 or perhaps 700 billion dolfdrsAnd according to the opinion of the American
economist Warren Buffet (he is the second richemt i the world) the expected American
budget deficit or the total American debts in 2048 reach 11 trillion dollars. And this
means that the Treasury of the United States ofrisevill suffer losses of yearly interests
rates on these loans and this will probably be raic&©0 billion dollars. The director of the
Congress’ Office warned in statements published6ollarch 2004 that the accumulated
American commercial deficit may touch 2 600 billidallars from this time on till the year of
2015,

In this context Samuel Huntington, the author @foity “clash of civilizations™ reveals the
demographic obsession that scares America anddgestatistical data according to which in
2050 the American population will consists of 23%dHispanic-Latin-American origin, 16%

black population, 10% of Asian origin (Samuel P.nkiigton, 2003). He comments this

> Emmanuel Todd, 1982. After the Empire: The Breakdofithe American Order adopts
the collapse of the United States of America;

> Jawad al-Anani, former Jordanian Deputy Prime Mtan, Meeting with al-Jazeera
Channel, Program without borders.

> Samuel P. Huntington, 2008he Clash of Civilization and the Remaking of W@idler,
Simon & Schuster Paperbacks, Rockefeller Center.

* Khalil al-Anani- Majalla al-Siyasa al-Dawliya, @aj Number 150, October, 2002.
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statistical fact by the following words: the fadtat the United States of America could
manage in the past the absorption of immigrants was due to the fact that most of them
were European. In the future will it be able to siw considering the fact that 50% of the

population will be of Hispanic origin or at leasitrirom the white race.

The above-presented facts do not want to underatirtine capacity of the USA and its
forces, it only clearly demonstrates the impermalp@e-project, on the long term, stands on
soft economic and social ground, and it continuesmfone day to the other son in the end it

will be more fragilé”.

Approximately 40 years after the rise of the systdrglobalization, nowadays the immanent
and innate contradictions of the capitalist syst&we been discovered and revealed, now the
contradictions burst and explode in the presenmiesgeof the market’s globalization coming
to light through deferent forms of manifestations:

.1. Tyranny of the incontinent opens free marketimaaisms in all countries of the world,
which were relevant to decline and destruction ofal industry, the production of
commodities in third world countrie2® For the nations of these countries realize the sfz
the scourge produce by the creation and implementaf the free market mechanisms, that
lately confirmed that it has reopened the way f@dpcing deformities the economic activity,
by the growing number of fixed unemployment (stoaual) and the temporary unemployment,
inflation, rising prices and sticky wages. Thisaompanied by the growth and quick spread
of poverty among the working classes. Finally, ¢hedeteriorating conditions and
circumstances have become the basic attributeegbitbsent globalization in its implemented
forms in the countries of the third world. Furtheme, quick spread of theft, crime, drugs and
mental collapse, all these go side by side withegbenomy of comprador and speculation,
gambling and the parasites in all their possibienf

2-Strong and aggravating deterioration in connactith social equality by creating the huge

gap in the distribution of wealth and income on ohe hand, and the very significant growth

7 Abdu-I-Ghani Imad, University of Lebanon, see: wivagcp.org.
°8 ]sam al-Zaim, New distinctive features of the egstf new globalization,
http://www.iraqcp.org.
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and increase in the portion and rate of the paaftr ithpresent in our countries and in the third
world countries, this growth exceed 70%.

3-Professional decline and regression on internatitevel in the field of social services,
although technology follows a developing track d@ngpreads in an unprecedented way, in
order to create supreme productivity and mythicafi{s. Paradox of the situation is — as it is
stated by Dr. Isam al-Zaim - “in the globalizatiomhile the productivity is growing and
doubled and multiplied, the social services gramtegoor and unemployed persons and low

income layer of the population shrank significaritly

In any case, although we are aware of the impogtafiche American domestic factors, as it
is stated by Huntington, the process of foreignappation will remain a basic, primary
factor. Dr. Samir Amin says: “The capitalist expans on international level has produced an
unprecedented polarization, not seen since thossahgtears. At the beginning of the™9
century the greatest degree of disparity in thiel fa# distribution of wealth did not surpass
80% of the world population. This ratio is one t@ot After two centuries of capitalist
expansion this equation has become one to sixtthoAgh the meantime the ratio of the
population of centers significantly diminished 322 of total world population.”

The regulation of accumulation and the subsequeneleration of progress resulted in
significant improvement of forms of distribution ioicome both on regional and international
levels, followed by reducing the manifestationspolerty. This phase can be described by
high rates of employment, wage levels also increégsarallel to productivity growth rates in
the centers. Thus unemployment diminished and teffecsocial security systems were
established in the centers. As far as the soutbnserned, there the marketability was based
on realization of reforms on national levels. Orfetlte most important of them is the
agricultural reform, then nationalizations and isgulaws positively influencing the labor
conditions. Thanks to these beneficiary effectsntges in the south could enter the phase of

industrialization and modernizatith

Social balances on which the active accumulatios Wwased entered a phase of gradual

erosion. This, in its turn, led to the fall of theeviously mentioned three models. This leads

%9 Op.cit.
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the system into a violent structural crisis, sittoe beginning of the seventies. This crisis had
different manifestations, such as decline of grokatle and that of accumulation and return of
high levels of unemployment in the western world¢chward movements, in several regions

of the formerly socialist east and south.

This crisis manifested in the fact that the deriyedfits could not find sufficient access to
profitable investments that would be able to theexpansion of production capacities.
Significant changes took place concerning the rapkif nations in the global-international
system; such as division of the former third wontdo two great groups of peripheral
capitalist formations. One of them realized in fdgt way of industrialization, the capacity to

confront the competition in world markets in theldi of exporting industrial products.

The second group has not realized any of thesecitegsayet. Thus the first group is able to
contribute to the formation of a global systemamactive way; although its specific strategy
is in contradiction and interaction with the rulitgnity. Thus, it deserves to be called the
“third world”. As far as the second group is comaat it is in a vulnerable position, and it is
unable to develop its special strategy. So the dvtehding powers may impose on the
countries of this group a unilateral “adaptationidasubordination to the benefit of the
requirements and needs of colonialist expansionis lin this sense an absolutely and

completely marginalized region; consequently we aalhit “the fourth world”.

In the present phase (phase of accumulation cm&s) phenomena appear in the field of
social disparity and poverty; we can call them riesns of “modernization of poverty”. The
peripheral societies are still suffering from aaireize of “reserve army” of working force
and it seems impossible to absorb them in the fnare of the leadership of capitalist
accumulation logic, especially in the context afdbaccumulation’s openness to the liberal
globalization and the freedom of markets; espaciadlithout significant regulation.
Competition in these open markets imposes the coraten of investments in projects that
absorb huge amount of wealth regarding the needsdkrn technologies. Consequently one
can witness a diminishing attention and interestaiising the productivity levels in those
sectors in which the majority of workforce is pnesdf the “modernization of poverty” was
and is really emerging in the past period in theeaaf socialist systems and national systems
(i.e. phase of erosion and disintegration), it altyudeteriorated sharply during the past two

decades, with the entering of accumulation mechaibeir present crisis.
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This matter presupposes the following things, whighas follows:

1-On regional level, this means the establishmémtemnocratic control systems with a real
social content.

2-On international level, establishing and creatmgalternative globalization, with a multi-
polar system that allows a margin for the moveaifamal classes in different societies which
constitute the global system, by these facts therrative globalization may replace the

modality of prevailing liberal globalizati8h

Finally, Dr. Samir Amin speaks about the challengfethe future that is represented in a new
polarization which taking form right now, and tligsthe globalization project and plan under
the domination of the United States of AmericatHa beginning it is necessary to register
that the development which occurred lately in thebgl system led to a gradual
crystallization of new ways and methods to sechee domination on world level to the

benefit of the ruling central trinity. This procesan be called “The five new monopolies.”

a) Monopoly of the modern technology this can leadthe transformation of the
peripheral industries, to kind of inner productiarhere the monopolies of the center control
the fate and track of these industries and theyismate the greatest portion of their realized
profits.

b) Monopoly of the financial institutions with globaictivity, this kind of monopoly
completes the activity of the formerly mentionedrnopoly by consolidating the domination
of the center over the industry of peripheries.

C) Monopoly of decision in producing and using theunait resources on international
level and control over their development plans kaywf price manipulation. Furthermore
this matter can end in direct military occupation

d) Monopoly of modern mass media tools on internatiéexel, as an effective means
for creating and influencing “the public opiniortiat can support and back the domination

and its international-global and regional plans.

0 op. cit.
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e) Monopoly of weapons of mass destruction and othealem developed military tools
that allow the intervention “from afar” or “from afe” without the need to launch ground

attack by human military personftel

These ardive joint and integrated monopolies working togetim order to present the law of
value with a new content. This law — in any casés -not an expression of economic
rationalization that can be separated from theasopblitical contexts in which this law is
applied. But the law of value is a concentratechdemsed expression of political and social
assignments, for these above-mentioned assignmeotk for the annihilation of the
significance of peripheral industrialization by wal/ reducing the added value assigned to
these industries. And in contrast, the portionhaf value added in the activities related to the
five mentioned monopolies is certainly growing. $hthese are adaptations producing new
unequal arrangements representing the essencee afetlv future form of polarization on

international level. This is the logic of contemgyr capitalist mechanism.

In the light of this, real questions arise, can tfaional, social and democratic struggle-
movement of world nation — and in the Arab Worltead to the crystallization of collective
political projects answering the present challe#ged what can lead to diminish or eliminate
this mono-polarity and to create the elements aotbfs of a bi-polarity in the framework of

balance and struggle?

The answer to this may be found in the respondbeoforefront of the political forces in all

parts of the Arab World, requiring an objective essity that reinforces the maturity and
appropriateness of the climate and prepared conditand situations for the process of
changes. In spite of all these political internadibglobal declines and collapses in general,
and the global progressive movement in a speciades¢hat confused a large number of

nations.

The challenge imposed by the globalization todaytr@nnations of the world, is in reality
reflection of an objective circumstance expressihg historical contradiction what has
reached nowadays its peak through struggle or trdradiction between the capitalist

®1 Walid Abdul-Hayy, Law of international economic relationgnstitute of International
Relations, Yarmuk University, Jordan.
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accumulation in the centers and the necessitibseaiking and crushing the subordination and
backwardness in peripheral countries and strivenghbve towards rise and progress on the
other hand. This rivalry-like struggle between eestand peripheries is also an expression of
a stark contradiction between social or collectiature of the capitalist production, defined
as a key factor for international, regional, locacial relations on the one hand and between
what can be called as the special nature or thateriproperty as tools of production as a
major determinant for the capitalist production tthes also in mind the continuous
possibility to gain surplus value, or the growthpobfit rate and huge capitalist accumulation
that pushes towards development of the presenalitelll economic forces, or multi-national

companies on the other hand.

Especially after that the regional or national neéskhas become unable to absorb this
unprecedented expansion in production and the adetion of capital and its quick move.

This is why, the ever growing presence of expansioth accumulation and the progressive
role of multi-national companies are in fact diéfiet forms globalized capitalist development
in its present state. Right here, new meaning amieats come to light about the unilateral,
mono-polar globalization, not just as an expressibpolitical dimension of the American

domination, but as an expression of capitalist axdation and its economic force that has

found in globalization a haven and a refuge afrficat stability.

This economic power that is embodied in multi-n@dlo companies is the basic and
fundamental incentive of politics and contempornatgrnational relations; through its direct
or indirect domination on decision-making procasshie greatest industrialized countries. It
undertakes the duty of orienting and forming ofstheelations among different nations,
according to special strategic standards, all efmtare centered around the idea to maximize
the standard profit and to ensure this purposecdettive, for in our days companies have
hidden and invisible central role in creating amerting international policies, no other
political force or power could match them in thensamagnitude, perhaps only the United
States of America whose policies match with theumegnents of multi-national companies;

as they are two faces of the same coin.

In the light of this, it is not strange what is g@ion nowadays, like the growing and
aggravating contradiction between the phenomenagiafifalization, capitalism and between

the concept and notion of complete independenceralgpendent progress and development,
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social justice and democracy in the countries efttiird world. These are, up to now, latent
contradictions and limited to the level of massé®\are in need for organized transformative
force and power, that would be able to shape thes&radiction so that these can be the
required form of public, democratic, national opgpos. With special regard to the fact that
third world countries nowadays — by virtue of thé@pendence and interests — are exposed to
state of looseness, subjugation and decline, duelieknown, clear and evident causes.

By the growing number of manifestations of informatrevolution, internet, programmed
satellite channels controlled by the centers, ladlsé are phenomena of their agreement of
progress — in an integral and direct way — with tiseng and developing movement of
financial capital within the framework of globaltean, through a global network used by
humanity in general and poor national masses jpeaial sense, in a moment of concern and
chaos and frustration and tendency towards surreaade despair. This is a situation that
expresses a huge imbalance, disproportion betwmestates of the capitalist center and poor
nations. This is the result of expanding contraoitt and growing numbers and forms and
manifestations of exploitation and persecutioraddition to the huge gap in the revolution of

technology, sciences and modernity.

We see in this disparity and contradiction a ndtgrgstallized form of bipolarity or multi-
polarity being in its first phase, and which wiltagually progress in its movement by
developing the subjective factor, in order to smtmh mono-polarity. We believe that this
mono-polarity will be able to continue and will Bble to possess factors for its stability, in
spite of all manifestations of force, it surely nahcontinue in this mono-polar, unilateral
way, except by a growing number of forms of domiova, and severe subdivisions and split
between the super-rich side and the side of extneawerty, or between north and south.
These divisions may prolong the duration and emceof this mono-polarity but it cannot
negate the inevitable necessity of the rise anih lmf a multi-plural system in international

relations.

International relations, this phase to which cdista has imported its globalized stage, do
not mean that they have overcome all contradictions the underlying, latent factor; we
mean by this the movement of intellectuals of tluelevand this movement is not dead yet. In
spite that capitalism succeeded in delaying thelosigm, by expanding the sphere of

contradictions in the name of globalization. Busthelay will necessarily lead to growing
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suffering and impoverishment of nations in the waahd to the rise of national resistance
movements with their revolutionary class dimensj@msl on the other hand the spread of the

reactionary right-wing tide in our present days.

This is why it seems natural and necessary, inceside way, that this majority affected and
damaged by the system strive to undermine itsrpillaorder to build a system not controlled
and ruled by these contradictions; with clear paows relying on the concept of ideology and
its applications as well as on contemporary elemehscience modernity and technology that
has become a basic force from among the forcegamfugtion in this period, all this will
facilitate the creation and formation of an altéirea progressive human project and the
activation of its movement and actions especiallyhie countries of the third world. In order
to subjugate the requirements of globalizatiorh lhenefit of the needs of these nations and
to their social development, it has come the apmatg moment for the earnest and well-
organized work to establish a globalization of dpposite, of another kind, by the help of

nations and contemporary human civilization anducal
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7. NEW SCIENTIFIC RESULTS

.1. Since 2008 new global economic crisis hasesfdnased on the financial — bank crisis of
the USA. This process was described by statistitzth provided by the International

Monetary Found. The difficulties of energy sectaravbefore the economic crisis of 2008,
which were prooved by the increasing energy andeil demands from which the energy

price increased.

.2. In the world economy in consequence of econamsis the production decreased, which
also decreased the demand for crude oil but atnihemum level, also in spite the recession,
the oil exporting countries increased the oil pithn, which consuderably decreased the
crude oil world price level. When the crude oil gueation decreased, this resulted in
increasing the crude oil world price level. Thisang that the crude oil demands were depend
very strongly with general oil consumption incluglithe population and household demands
and not only the industry. The price fluctuationtieé crude oil was directly depending on
actual minute market demand-supply of oil at fiestd not directly on the world economomic

crisis.

.3. Crude olil price income of OPEC and including #hrab member states basicly did not
change the economic structure of their economegards their economies did not become
diversified. Their economic growth considerably elegls on their crude oil production, the

world price of oil, so their price income comingrin selling oil.
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8. CONCLUSIONS FOR THE RESEARCH

The XXI century is a turning period for the worldomomy of the mankind, because an
ignition point to deal with the XXI century’s chatiges in all economic aspects. It should be
taken in consideration that, part of these chadendpave been caused by changing

consumption structure of the mankind, and its endegmands.

The fact is that, today world, is globalize in adpects, and global crises mainly predominate
and deeply affects international, national, regisakations and interests. The global crises of
2008 are the real XI century’s conglomerate chgksn that are facing the mankind, in some

fields, which are as follows:

- generated and mainly as results of the human ederamtivities;

- economic crises: decreasing economic growth;

- energy crisis concerning the crude oil production;

- global warming, ozone affect, climate and environtaechanges, nuclear pollution,

pandemic (epidemic),

poverty and hunger, immigration stimulated by isarg unemployment rate.

Although this general economic crises has diffei@dracters, but the fact is that, all this
crises of 2008 has global and mutual considerdbdets on each other. There is no reality to
implement an absolute model or solution or new rapEm to face the international

economic crises.

To deal with economical crises and its effectstaninternational relations, it should be taken
in consideration that these issues are more congidxglobal. Opportunities for acceptable

common solutions required an available, long-telob@ and permanent treatments.

The new complex globale mechanism should managgiaimal economic crisis of 2008,
which could have been accessed and applied in terms af, smedium and long-term

treatments and solutions, which depend on inteynalj national and reional conditions and

129



their economic structure since the beginning thenemic and social characterized
formulations, for example international associagi@m unions of common interests, namely
EU. Asian, Gulf-regional organizations, OPEC, OEQGIN, ...etc. Human resources and
social factors should be taken in consideratiory w#rongly and decisively, with regards to

any implementation or solutions and treatmentgHereconomic crises.

The global economic and the international relatibage direct or indirect effects on human
resource management and their employment issuehwgenerate and regenerate new or
unexpected social affects, indifferent with regardocieties of developed or less developed
economies.

Reality, it can be accepted that the fact thatonali interest comes first, and therefore as an
essential option in order to deal with the globebreomical crises and its effects on the
international relations, to approach an availabteleh and treatments as a compromise with

regard to national and the international intetests
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9. SUMMARY

The major trait of the present crisis can be chareed by the fact effecting on European
countries and on the USA. Analyse the presenttsituaf the Arabic World and Middle East
in general; this can be done by comparing the tesalused by the crisis of the past century

and by the present crisis.

Objectives of the Research, which are as followStudy of the manifestations of the
global crisis on developed and developing countaied on the least developed ones — in
order to demonstrate the present and possibleteffevestigation the real roots of the global
crisis and the ambush of shortcomings. Analysénefeixtenting effects caused by the global
credit crisis on the international relationshipsialdate mechanism, which is at present
available to diminish the negative effects of thisis and suggestions for the treatment of the
problem. Study and analyse the need for an intemgltmanaging. Analyse the international
managing and its efficiency in facing the globakist Analyse the role of globalization in
managing and administering of the global economyalyse the role of the International
Monetary Fund. Analyse the role of OPEC.

The historical and analytical methods According to scholars and to those who study
the international relationships in order to usddnisas a means for being able to make a
choice or to be sure about the repetition of cereaients in a regular form. Analyze the
events and some of the agreements and internatregalations coming from decision-

makers; as they appear in the context of this rekea

Summarizeéhesisaccording the OPEC and Arab countries, which arfelbsvs:
1- At all the oil price increase was not enoughdogating the global economic crisis.
Thesis: The oil price changes were mainly depentherlack of the energy and inbalance of
supply-demands of oil energy resource. The econamses have more and deeper causes
concerning the aggregated supply-demand decreasifadling balance, unemployment rate,
less GDP growth, more rate inflation. The main eausf the economic crisis coming from
the USA from 2008.
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2- The energy crisisis additing to the general gllobconomic crisisThesis: Luck of energy,
the alternative energy resources were not enougél@@d — sun, wind, water and nuclear
energy, dominance of the fossil energy, not efficiase of fossil energy resources, for

example crude oil and refinery oil output.

3- The oil revenues did not create the unified eoain structure of OPEC member countries
including Arab countries.

Thesis: The economic structure of OPEC countriemas diversified, mono structure
economy is mostly depends on the world prices afieroil. So the economies of OPEC
countries depend on the oil world price changegirldconomies are very vulnerable.

The absorbtion capacitiy of the Gulf and Oil expmtintriues in field of capital and advanced
technology or their possible implementation is atyvlow level for the manufacturing
industry. This is proofed by the large ammount fde oil export instead of refinery oil

output from OPEC countries.
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APPENDIX

Figure-5: OECD Oil demand between 1971 — 2009

Table-2: World oil demand, 1000 metric tonna
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Figure-6: World oil demand based on the Table-2, in setectaintries between 1971-2009,
1000 metric tonna

Figure-7: World oil demand based on the Table-2 in higldyaeloped countries between
1971-2009, 1000 metric tonna
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Figure-8: World oil demand based on the Table-2 in develggiountries between 1971-
2009, 1000 metric tonna

Figure-9: World oil demand based on the Table-2 in selectethtries in 1990 and 2006,
1000 metric tonna
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Table-3: World refinery output in the world, 000 metric&

Figure-10: World refinery output 1971 - 2009, in selectedmies, 000 metric tons
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Figure-11: World refinery output 1971 - 2009, in highly déy@ed countries, 000 metric tons

Figure-12: World refinery output 1971 - 2009, in developoauntries, 000 metric tons
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Table-4: World imports of crude oil and NGlin the world, 000 metric tons

Figure-13: World imports of crude oil and NGlin the world, 000 metric tons
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Figure-14: World imports of crude oil and NGlin the highly developed countries,
000 metric tons

Figure-15: World imports of crude oil and NGlin the developing countries, 000 metric tons
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Table-5: World exports of crude oil and NGin the world, 000 metric tons

Figure-16: World exports of crude oil and NGin the world, 000 metric tons
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Figure-17: World exports of crude oil and NGin the highly developed countries,
000 metric tons

Figure-18: World exports of crude oil and NGin the developing countries, 000 metric tons
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