MAKING GLOBALIZATION WORK


Let me begin by admitting that I am a great admirer of Joe Stiglitz for his razor edged intellect but I do not necessarily subscribe to the Stiglitzian School of economic thought.


I must also concede that I find this book to be more useful compared to his earlier book on globalization. In this books he combines the shortcomings and weaknesses of globalization with some specific and concrete proposals for overcoming those weaknesses. This is a welcome improvement over his earlier work on this subject. 

 
This latest book contains a number of useful, practical and actionable ideas and suggestions that can certainly improve the management of globalization for the larger benefit of developing countries. One of the most significant points made in this book is the need for change in the mindset. Joe is quite right that part of the mindset of thinking locally is that we do not often think of how policies that we advocate affect others and the global economy. We focus our attention on the direct effect of our own well being. To make globalization work we will have to think and act more globally. But how this change in the mindset can be brought about is more difficult to describe?


I find myself in agreement with many of the propositions put forth in this book although I would not dwell on each one of them in any detail.
For example, it is now an commonly accepted fact that there should be a balance between the government and the market. Government should and has to play an active role in promoting sound macroeconomic policies, in regulating markets, in providing basic social services, in expanding primary and higher education and science and technology, investing in infrastructure, in maintaining security of persons and property and setting up social safety nets for the vulnerable groups. There are hardly very few academics or practitioners who disagree with this division of responsibilities between the government and the market.
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I think there are very few ‘free market’ economists or practitioners or policy makers also left who believe that government intervention is not necessary in correcting market failures arising out of externalities, information asymmetries, oligopolistic market structure etc. Without appropriate government regulation and interventions markets may not generate efficient out comes.

There is also widespread consensus that poverty alleviation and income inequalities do not automatically get resolved by pursuit of economic growth and require sensible interventions by a competent and well functioning government.

Few people today will disagree with him when he suggests that there is not just one ‘right’ way of running the economy or that development requires long term thinking and planning rather than preoccupation with short terms targets- quarterly performance indicators.

It is also fair to surmise that a lot of mistakes were committed by both the IFIs as well as borrowers countries which Joe has documented and presented in his book but the events of the past decade show that there has been learning from these mistakes all around. The IFIs no longer insist on some of the recipes and prescriptions that have turned out to be misplaced. Most borrowing countries have learnt that fiscal prudence, low inflation and foreign reserve accumulation save them from possible outbreaks of crises.

Where I find myself in disagreement with him is that he takes a more benign view of the governments in developing countries and their capabilities and willingness to do good for the majority of the population. I would submit that governments are not monolithic, homogeneous, selfless, disinterested maximizers of collective welfare of the people but they are also driven by the same kind of self interest that Joe criticizes i.e. special corporate and financial interests.  They abuse the system for promoting their individual, narrow parochial and special interests. Thus the more interesting and relevant empirical question in each country setting boils down to: Are market failures causing more damage to the economy or are government failures making the poor and the excluded more worse off? Policies should then be targeted to limit the damage.

In my recent job I have come to the conclusion that the denial to the poor to basic services provided by the government in a result of rationing of these services by access. As the poor have no connections or cannot pay bribes they are ignored and only those privileged and well-to-do with right political or bureaucratic connections are able to get access. To me this is more worrisome than some of the market failures which Joe is concerned with.

So I beg to respectfully disagree with him when he asserts on page 37 that ‘In a democracy, it seems natural not wrong for politicians to strive to enhance the well being of the average citizen.”

In Bangladesh, it is not the government but the NGOs that have taken the lead in helping the poor to get access to education, health, nutrition, family planning services, drinking water supply and sanitation and income generating opportunities. The political wrangling and bickering in Bangladesh have not allowed successive governments to enhance the well being of the poor citizens of the country. On the contrary, both in Bangladesh and Pakistan, governments have helped to nurture and create a small class of rich elite who collect rents by diverting the discretionary powers of various government policies, projects, enterprises and initiatives to their ends.
In my view government policy makers in many developing countries have pushed too much in the direction of excessive and unnecessary interventions pretending they know the exact solutions to fix the market failures.  

We all realize that the world around us is not a just place, the rules of the game governing trade are not fair by any means. We are fully aware that some of the people in our country will lose out from integration in the world economy-income inequalities will widen in the short run. The choice before us is whether we should sit idle blaming the developing countries, the WTO and IMF, the American hegemony, the capitalist economic system or go about pursuing sensible and sound macroeconomic policies, removing microeconomic distortion, opening up the economy to international capital flows, liberalizing our trade and FDI regime, privatizing the state owned enterprises, investing in human development and infrastructure. By opting for the second course we in Pakistan have been at least able to accelerate the rate of economic growth, reduce poverty, and unemployment in last six years. But at the same time inflation has picked up and income inequalities have worsened. But providing jobs and lifting millions of families out of absolute poverty is more satisfying to me even if it means hardships to fixed income earning families or growing affluence for the top 10 per cent of the population. A family having a wage earner does not feel left out, has some dignity and respect - the non economic aspects of poverty reduction. These kinds of trade offs have to be made by the policy makers with full knowledge of their consequences and impact on the various segments of the population. We can differ and debate whether the choices we have made are right or wrong but we did it in the expectation that we will tackle inflation through a tight monetary policy and introduce more progressive taxation system in the next phase to take care of these emerging problems. But to my set of values, inaction, inertia and indifferent economic management and indulging in blame game and complaining against the world economic system do not take us very far in alleviating poverty or improving the living standards.

It is not that we should not work to make the world economic system and institutions more fair, transparent, responsive to our needs but it this should not be at the expense of unilateral liberalization, deregulation and privatization.

Pakistan, although a close ally of the U.S. in the war against terror, faces the highest tariff equivalence rate of 28 percent in the overall market access trade restrictiveness index compared to 8 percent for China and 21 percent for India. Despite such unfair treatment meted out to us we have succeeded in expanding our exports to the USA and European Union and increased our market share. We cannot wait to remove subsidies on our agriculture production and protection on our manufactures just because the advanced countries have failed to make any headway in the Doha Development Round. These subsidies create distortion, spawn rent seeking and are bad for economic growth. They should be removed because they do not make economic sense although they make a perfect bargaining chip for negotiations with the advanced countries. 


I also do not agree with Joe on his characterization of international banks. We have allowed the international banks to set up branches, subsidiaries or own upto 100 % shares in banking institutions in Pakistan. We did not wait for the outcome of the financial services liberalization envisaged under WTO. We believed it was good for the financial sector of the country. Privatization of state owned banks in a competitive environment under the eyes of a vigilant regulator can in fact help flow of credit to the underserved sectors such  SMEs, agriculture and micro-credit since we have open up our banking system to international banks their market share has in fact declined as they cannot compete with more efficient and scaled up operations of domestic banks.


To sum up, this book has a lot of interesting and useful ideas that deserve to be debated more widely and the UNDP deserves our appreciation for initiating such a debate. 

