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Abstract

After marked recovery in 2010, the world economy has showed signs of
deceleration in 2011, with weakening growth momentum. The developed countries
are facing very severe unemployment situation. The escalation of the sovereign debt
crisis and the liquidity trap have largely compressed the room to maneuver for the fiscal
and monetary policies, and increased the risks of protectionism in international trade,
investment and finance. The emerging markets are confronted with policy dilemma:
on the one hand, they have to deal with the capital inflow and inflationary pressure
induced by the easy monetary policies in the developed economies; on the other hand,
they have to meet the challenges of the slowdown in the world economy and
appreciation of their currencies. The uncertainties in the direction, scale and speed of
the future international capital flows have add to the difficulty of their policy choices. It
remains to be seen whether the G20 and other global economic governance mechanisms
could be effective in tackling the issue of global imbalance. Given the turmoil in
international financial markets, the sluggish growth of international trade and
investment, fluctuations in international commodity prices, and aggravated social

problems, the world economy will face unprecedented challenges in 2011.
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