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Introduction

As is well-known, development economics fell into disrepute in the West,
especially in the USA, with the rise of neo-liberalism from the late seventies
(Toye, 1987). This coincided with the denunciation of Keynesian economics
with the simultaneous occurrence of inflation and slow growth, seemingly
contradicting the Philips’ curve trade-off associated with the ‘neoclassical
synthesis’ or cooptation of Keynes.

The eighties began with Carter appointee US Federal Reserve chief Paul
Volcker’s sharp reversal of developing country growth of the seventies, with
the UN promise of a New International Economic Order, following the
1973-5 oil price hike, subsequent commodity price booms and low real
interest rates, thanks to Anglo-American commercial bank recycling of
petroleum revenue to lend to developing country governments and high
inflation.

Thus, the Reagan-Thatcher decade began with the debt crises of Latin
America , Africa, Eastern Europe, Korea and the Philippines, enabling the
post-Bretton Woods International Monetary Fund (IMF) to take over
macroeconomic policy with its stabilization policies and the World Bank to
require indebted governments to abandon development policies in favour of
economic liberalization through structural adjustment policies.

In the World Bank, the McNamara era associated with the intellectual
leadership of Hollis Chenery gave way to the appointment of Anne Krueger
as Chief Economist and Deepak Lal as head of research soon after the
publication of his Poverty of Development Economics (1983).

Although the end of the Reagan (and Bush) years and temporary Japanese
ascendance eventually saw some easing up of the counter-revolution against
development economics, the damage was irreversible and unlikely to be
rectified by the Third Way of Clinton and his later European imitators with
their continued neo-liberal commitments.

The appointment of Joe Stiglitz to Mrs Krueger’s previous position seemed
to promise a critical reconsideration of the now hegemonic Washington



Consensus if not more, but the circumstances leading to his forced
resignation soon put a stop to such hopes.

The East Asian crises of 1997-8 had rather mixed consequences. Despite the
facts, the neo-liberal lobby continues to portray the episode as one due to
East Asian dirigisme rather than inappropriate financial liberalization. For a
brief period from around mid-1998, it seemed to promise serious
consideration of a new international financial architecture, but with the
containment of the Russian and LTCM crises, changes are likely to be
limited to the plumbing and wiring at most.

Coping With Globalization

Meanwhile, however, the protests at Seattle and since have continued to
remind the world that all is not well with liberalization, with its international
manifestation in the form of globalization. It is therefore useful to begin our
reconsideration of development economics by the some issues exacerbated
by the current phase of globalization.

It seems necessary to begin with two rather obvious points. First,
globalization is not inevitable. Second, globalization means different things
to different people, like the proverbial elephant and the blind men.

At least five aspects of economic globalization pose serious challenges to the
developing world, so much so that many in the South now think of
globalization as inimical to development. These aspects include:

1) international trade;

2) foreign direct investment (FDI);

3) international finance;

4) strengthened intellectual property rights and technological access;

5) the new institutional economic governance.

International Trade

Although there is more controversy around international trade theory than
commonly acknowledged, it seems likely that there are potential gains from
trade due to international specialization, and that much existing protection is
more burdensome than advantageous.

Nevertheless, however, advocates of trade liberalization need to consider so-
called ‘transitional costs’ (e.g. employment and income losses due to trade
liberalization, including the destruction of existing industries, jobs, etc.) and
that there is no guarantee that better new jobs will replace lost jobs.

Besides such theoretical objections, experience reminds us that the
consequences of trade liberalization are generally far more severe than in
make-believe worlds of constrained economic analysis with its convenient,
but unrealistic assumptions about the real world.

Developing countries have much reason to be continue to be concerned
about a variety of observed long-run trends including:



1) deteriorating terms of trade for primary products compared to
manufactures, as first studied by Raul Prebisch and Hans Singer.

2) deteriorating terms of trade for tropical primary products compared to
temperate primary products, as observed by the Jamaican Nobel
economics laureate, W. Arthur Lewis.

3) more recent price deflation of generic manufactures produced by newly
industrializing countries’ industries with relatively low entry barriers.

Perhaps most importantly from a development perspective, trade
liberalization undermines the possibility of developing temporarily protected
‘infant industries’. While import substituting industrialization has
undoubtedly had a mixed record for a variety of reasons, the East Asian
miracle was undoubtedly principally due to effective protection conditional
on export promotion, rather than trade liberalization or open economies, as
claimed by neo-liberal ‘spin-doctors’.

Foreign Direct Investment

The debate on the pros and cons of foreign direct investment (FDI) continues
without any consensus, though there has been greater appreciation of the
gains from ‘green-field” FDI compared to other types of capital inflows.

However, it is important to recognize that the role of such FDI in the East
Asian miracle was modest, accounting for less than two per cent of gross
domestic capital formation during the high growth periods in Japan, South
Korea and Taiwan compared to the developing country average of around
five per cent.

In the aftermath of the 1997-8 Southeast Asian economic crises, it 1S now
generally acknowledged that the region’s industrial capacities and
capabilities had been much weaker because of greater reliance on and
domination by FDI. Foreign industrial domination also meant that public
policy in the region tended to be dominated by financial rentier interests,
which contributed to its greater financial vulnerability.

The 1999 UNCTAD World Investment Report shows that most FDI in the
1990s has been for mergers and acquisitions (M&As), not ‘green-field” FDI
which would create new productive or economic capacities. In developing
countries, M&As have mainly involved acquisitions, particularly during
periods of distress, especially after the ever more frequent currency and
financial crises of recent times.

As Paul Krugman has shown, such ‘fire-sale FDI’ has further undermined
the likelihood of superior management due to M&As, already considered
dubious in business management theory.

International Financial Liberalization

Three expected gains touted by advocates of international financial
liberalization have simply not materialized. First, there have not been net
flows of funds from capital rich countries to the capital poor, except to East
Asia during the early and mid-1990s until the massive and sudden capital
flight of 1997-8, associated with the currency crises. In fact, capital flight



from other developing and transitional countries has increased with the
pressure for capital account liberalization.

Second, the expected lower cost of funds has not materialized especially
when compared with the real interest rates of the second half of the
seventies, associated with ‘financial repression’. While some margins have
declined, financial deepening has increased the variety of rentier claims.

Third, while financial deepening has undoubtedly reduced some of the old
sources of financial volatility and vulnerability, it has also introduced new
sources, resulting in the greater frequency and magnitude of currency and
financial crises with international financial liberalization.

Also, the policy influence of financial interests has grown (e.g. with greater
central bank independence), resulting in greater deflationary macroeconomic
policy bias throughout the world, whereas the post-war record suggests that
moderate inflation has contributed to growth.

Financial liberalization has also undermined the deployment of financial
policy instruments to accelerate development, which even the World Bank’s
1993 East Asian Miracle study acknowledged was successful in promoting
growth and structural change in the region.

Technology

While the pace of technological change and innovation has undoubtedly
accelerated in recent years, strengthened intellectual property rights in recent
years have raised the costs of acquiring technology, reduced the likelihood of
technology transfers and strengthened transnational corporations’ monopoly
powers and abuses, with adverse consequences for development and
industrialization in the developing countries.

New International Economic Governance

The Bretton Woods institutions — the International Monetary Fund (IMF)
and the International Bank for Reconstruction and Development or World
Bank -- have been increasingly seen as obstacles to development because of
their role in promoting economic liberalization, especially since the 1980s,
despite dubious empirical and theoretical support for the claims of the
proponents of the Washington Consensus.

They have also been seen as taking advantage of economic distress to push
through policy agendas promoting economic liberalization and globalization
favouring powerful transnational corporate interests. The new World Trade
Organization (WTO) has a more democratic governance structure than the
Fund and the Bank, where one dollar gives one vote besides the excessive
weight of the founders, especially the US.

Nevertheless, the WTO is now widely seen as furthering the neo-liberal
project of the Washington Consensus. It is perceived as far more powerful
and biased than its predecessor, GATT (General Agreement on Tariffs and
Trade) was, and promoting trade liberalization at the expense of
development.



For example, GATT’s General System of Preferences (GSP) -- which sought
to compensate for systemic bias in the world trading system -- is now gone
in the name of leveling the playing field. The Multi-Fiber Arrangement
(MFA), despite all its problematic consequences, did allow developing
countries to begin industrialization with the textiles industry, but is being
phased out. Local content requirements -- so crucial to industrial protection
and promotion efforts -- are no longer permissible.

Perhaps most importantly, the new WTO new procedures and processes
clearly favour rich and powerful countries despite the formal democratic
rules -- as recent experiences suggest. The last two decades associated with
globalization and liberalization have also been associated with much lower
growth than the quarter century after World War Two. All the evidence
points to increased economic volatility, growing international economic
inequalities, reduced aid flows and other contradictory economic
developments favouring transnational corporate — especially financial --
ascendance.

Economic development is increasingly seen in terms of economic
Darwinism except that social safety nets are now supposed to stop the devil
from taking the hindmost. Since one size does not necessarily fit all, there is
no universal formula for desirable national level reforms to cope with
globalization. Appropriate policies need to take into account specific
national conditions, feasible options available, etc., but the five challenges
outlined earlier will all need to be addressed.

The big challenge for economic policy and regulation then is really at the
international level. The governance of international organizations -- such as
the Bretton Woods institutions and the WTO -- has to be fundamentally
reformed in favour of equitable and sustained development, rather than
assuming that liberalization and globalization will somehow miraculously
achieve this objective.

Conclusion

Almost a century ago, during the last era of globalization, the English liberal,
John Hobson, condemned imperialism -- which he saw as due to the
corrupting and expansionist public policy influence of the rise of powerful
monopolies or oligopolies. Sadly, contemporary economic liberals do not
seem to recognize how liberal principles have been compromised by their
policy agenda’s tacit and implicit support for contemporary oligopolistic
corporate interests and power.

It seems that our understanding of contemporary challenges to development
can benefit from two critiques, namely of theories of imperialism, including
dependency theories as well as of globalization, and development
economics, including its origins in growth theory, Keynesian theory, applied
welfare economics, other microeconomic foundations, strategic trade theory
and open macroeconomics.

Various developments in economic theory may have something to offer
development economics, including the Austrian school critique of
neoclassical economics, endogenous growth theory, the critique of rational



expectations, institutionalism as well as Keynesianism. Recent new
analogies — e.g. to evolutionary biology instead of quantum physics — may
also offer useful insights.

Particular attention needs to be given to recent developments, including the
new ascendance of finance (Wall Street over main street, USA) as well as
phenomena associated with the so-called ‘new’, ‘weightless’ economy and
other impacts of recent information and communications technology (ICT)
and the proliferation of new services.

Development economics has always been more sensitive to developments in
the other social sciences and to history as well as geography, and those
relations should be rethought in the light of new knowledge, theories and
most of all, experience.

Finally, while development economics should not be embarrassed about
being normative, and reject positivist pretensions, this should not be an
excuse for less than objective analysis. While choosing to be ethically
grounded, with all its implications for desiderata, development economics
must rise to the challenges of intellectual rigour.
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