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Globalization revisited by S L Rao

Joseph Stiglitz will become the banner that the disparate group that opposes globalization of economies will wave for some time. He is the classic Establishment man who has spoken out against its ideology as represented by the Washington consensus. This rests on the pillars of macroeconomic stabilization and economic restructuring. Its instruments are deficit reduction by reducing government expenditures, tax reforms, removal of barriers to trade and capital flows, ensuring the viability of banks and financial institutions and privatization of state owned enterprises. Its Indian opponents are the neo-‘swadeshis’ led by the Swadeshi Jagran Manch, the Communists, Lohia Socialists and their descendants in the Janata, Samta, etc, the ‘Young Turks’ of the 1960’s and their followers in the Congress, and employees’ associations in governments, nationalized banks and other state owned enterprises. Joining them is a gaggle of assorted self-seekers. Among them are self-serving politicians with motives ranging from settling scores with opponents in their parties and government, to throwing their hats in the succession ring, and jumping on to an emerging policy bandwagon for positioning themselves behind a new Leader. Others are industrialists with vested interests, politicians bought by them, and bureaucrats and top management of state owned and controlled enterprises that do not want to lose comfortable employment. Prof Stiglitz could never have intended to become the standard-bearer for such people. His critique is principally of the one-size-fits-all policies of the IMF and its apparent neglect of other issues.

Macroeconomic stability must mean more than fiscal correctness both internally and externally. It must take account of the interests of the poor and disadvantaged. Structural reforms must relate to institutions and laws, not merely to opening up trade and investment. They should include land reform, introducing mechanisms to ensure that government funds are not misused, recognizing and discouraging corruption, controlling currency speculation and consequent outflows, job creation, protection to those who lose jobs, investment in social capital (health, education, nutrition, pensions, etc). Reform must prevent the continuation of the many past instances of vast amounts being siphoned off by borrowers, crooks manipulating markets to make fortunes, and corrupt politicians and administrators who escape scot-free. It must recognize that there is a continuing role for public investment in some economic sectors in economies like India.

Thus there is merit in asking that IMF and other such bodies must tailor solutions to specific situations in each country. With their clout they could move beyond the narrow confines of financial matters and demand action on institution building and reforms that will make financial policies more likely to succeed.

But ultimately, the IMF like the World Bank or the ADB is answerable to shareholders, dominant among whom are the wealthy nations. Their international economic policies are inextricably tied to their political interests and to those of their large business houses. They have not in any country gone beyond the Washington Consensus set of policies for stabilization and structural reform. Vast corruption using aid funds has been overlooked and aid has continued. Capital controls were frowned upon even when their absence led to the rich rushing their money out. Unemployment consequent to a hurried opening of economies was not tackled. The instances of failure are many.

India has escaped many of these problems because India has not followed the Consensus. Despite high fiscal deficits, we have had moderate inflation and growth, modest foreign investment and export growth. Capital controls and careful foreign exchange management have controlled illegal outflow of funds. The relatively low share of industry in GDP and employment in the economy has kept unemployment at low levels. 

But the IMF package cannot be rejected outright. It is up to us to modify the pace of its implementation and phasing, depending on our circumstances. The IMF does not have to tell us that we must move on land reform, modify agricultural support and investment, improve the independence of the regulatory frameworks, improve efficiencies in government and government owned enterprises, use their sales to reduce government’s role in the economy, or support industries like I.T. The limited globalization that we have in India has already resulted in improved manufactured consumer products at lower prices. It has made many companies restructure and refocus, with more competent employee managers. It has led companies to explore overseas operations. Competition has eroded manufacturers’ margins and product imports have compelled local producers to improve or perish.  

In the final analysis it is not the IMF or other such institutions that must be blamed for poor economic growth. It is the lack of a coordinated set of domestic policies implemented with a will.  The Stiglitz critique might apply to countries with non-existent institutional mechanisms, not to India where they exist but function at low efficiency.    (791)

