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Both the IMF and the World Bank palicies have been critcized by beral
cconomists and cconomic radicals. Economie liberal accuse the two institutions
of straying too far rom their beraleconomic foundations, taking on too many
diferent asks (.. rying t0 promote an environmental agenda or gender

tion. In contrast,

equality) and deviating from actons promoring market liberal

radical politcal cconomists

im the institutions promote the interests of private
internationa capital, pointing t the cconomic returns for firms that provide
Servicesfor dams and power plants. Other bank policies that have been rigidly
developed without considering local conditions and local knowlede end up
disproportionately affecting the disadvantaged sctors o the population: the
anskilled, wome

and the weak These ae also similr o arguments of cconomic
nationalists who support making spending priorties and projects solly the
responsibility of states.

“The third part of the liberal economic order was the General Agreement on
“Taris and Trade (GATT) This traty cnsh

d important bera principles

= support o trade liberalzation, because trade s the engine for growth and
cconomic devclopment

{hc most favored-nation (MFN) prineiple.—nondiscrimination n trade
whereby sttes agre togive the same treatment t all other GATT
members a they give t the best (mostfavored) trading partner

preferential access n develaped markets to products from the less

i developed counticsto stimlate economic development

support for “national treatment” of oreign enterprises—that s, reating

them in the same way that domestc firms are treated

“The GATT established these trade principles s well as procedures for mving
toward free trade. Mulilateral negotiations among countries sharing mjor
nterestsinan issue (major producers and consumers of  product, for example)
were hammered out and then expanded to 3l GATT participants. Individual
states could claim exemptions (called safeguards) 10 accommadte any domestic
o balance-of-payments dificulics that might result from xistin trade
agreements.

1n 1995, the GATT became a ormal institution,renaming itsclf the World
‘Trade Organization (WTO). The WTO incorporated the general areas of the
(GATT's jurisdiction and expanded urisdiction in services and ntellectual
property. Regular minise
the GATT lacked. Representing sates that conduct aver 90 pcent of the workd's
trade, the WTO serves a5  forum for trade negotiations and provides a venue for

meetingsgave the WTO a poliica prominence that

rade review, dispute setlement, and enforcement.
“Two important procedures were initited in the WTO. Firt i the Trade

Policy Review Mechanism (TPRM), which conducts periodic surveilance of the
trade pracices of member staes.States can question one another about trade
practics. Second is the Dispute Settlement Body, designed as an authoritative
panclto hear and seutle trade disputes, With the power to authorize affcted
sates to san
body is more powerfulthan earler GATT arrangements, Under the WTO, the
Agreement on Trade-Related Aspects of Intellecual Property Rights (TRIPS)

protects intllectual property such as patent, rademarks,creative material, and

fon violators (for example, by raising tarifs o certain goods), this

Software States may take measures to enforce compliance when violations occur.
i

ind many stats i the Global North support using TRIPS to force

oncompliant states to pas and enforce laws for intellctual property protection.
Ensuring globl partcipation n the WTO has been a painstaking process.

10 the WTO in 2001, afer 15 years of negotiti

the issues at stake. China, classfed as  developing country atthe e, got

. illustrates

special and difers

d treatment.* 1 gained access o the American market

‘under most.favored-nation status, Ching, in tur, agrecd o gradually iberalize

capital markets, permiting foeign banks,credit companies and frcign telecom
companics entry to the Chinese market. China also greed to enforce rules
concerning intelicctual property, establishing a system of courts o enforce
intellctual property rights and prosecuting a increasing number o offenders,
Chinese tarifs did decrease significanty between 1992 and 2002 fllowing WTO.
accession. But other reforms agged, partcularly those related o the

= liberalization of captal markets. Many of the rules were s srit tht orcign
companics were unable o gain access, China has become an active user of the
dispute-setlement process,being involvd i 65 disputes through 2019, even,

though it has lost  majarity of the cases. Like Chin

her countres joining the

WTO lke Vietnam, Russia, and Kazakhstan had o undertake significant reforms.
Inal of these cases,dis
o be adifficult task.

ntangling the government from the cconom has proven

“The World Trade Organization hasalso become a lightning rod for citicism
from many countris. The United States for one is increasinly dissatified with
the WTO process and China in particula. As: developing country, China is

hile

the United States imposes an average ariff of 9 percent.* Asthe world's second-

permitted to impose tarffson imported goods, an average of 27 percent,

largest cconomy and the biggest producer of cars and steel, China has aclearly
outdated developing country designation. The expectation had been tha ariffs
would be owered ove time but that hs ot happened scross the board. The
United Satesis lso disatsfed with the dispute-setlement system even though
it has prevaild in 91 percent of cases. The Trmp administration, in partcular,
argued tht the courtexercises judical overreach, creating too many new
bligations that undermine US.sovercigaty. Hence, the United Sates refused to
pa

leading o the suspension of the dispute-setement process at the end of 2019
and the hamstringing o the ntire WTO. Thus far the WTO has been essentially
leftout of the trade renegoiations between the United States and China while
the two have engaged in a tit-for-tat trade war, as discussed in Chapter 5.

cipat i the recruitment o new judges fo the Dispute Settement Body,
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With the understanding tht the United States”participation i essential o any

international tading organization, commentatorsin 2020 refcered o the WTO ax

a“hobbled” organization in  “wretched sate, “blecding” in a global trade.
system “besieged” Inreality, the WTO s relatively weak. 1t resources are
sretched thin, constrained by i limitof jus over 600 employees. However, by

ending the deadlock aver naming a new Dircetor-General of the WTO and

supporting Ngozi Okonjo-Iweala, the Biden administration has demonstrated a
rencwed American interestin the WTO's future, Major eforms to fix the criical

dispute-setlcment process,rewrite the rules on e-commerce and digital trade,

and address Chin's position in the WTO remain on the agenda. In 2021, the
‘WO became central o the discussions over patent protcction for COVID-19
vaceines. Under TRIPS, patent protections can be waived for health emergencics.

More gene

. for many. the WTO has become 4 symbol of cconomic.
lobalzation,usurping local decisions and degrading the welfae of individusls.

Nongovernmentalorganizations (N fesof WTO.

) e some of the mjor cr

activiies. Some of them oppose the WTO's power to make regulations and settle
disputes in high-handed ways tha ntrude on orjcopardize national sovercignty.

Still thers ear tha promation of unregulated free trade undermines the

applicaion of labor and environmental tandrds,and they belice that the WTO

setseconomie liberalization above other social values.

“The majority of academics and polcy makersin the Western world are

supporters ofcconomic liberalism and the institutions described sbove that

support that view. They believe that internationalization of finance and free

unettered trade are positive, eading t greater economic welfare foral.Ord

they say, isachieved by international market competition. Economic nationaliss,
the okd mercandilsts, are not so sure, Historically their goal has ben the accrul
of individualstae powers cconomic gain by one reslts i3 diminution of power

inothers. Hence,finance, trade, and invest

i are all arenas in the strugle for

national power. Order s chieved when thereis 3 balance of power or when

there isaclear dominant power or a hegemon. There s ltle ole for the
internationa institutions. Economic radicals sec internationalization as leading to

domination by a few and thus to underdevelopment and exploitation of the

poorer classes and tates. They see that capialism has resuled in

overconcentration of cconomic resources in few rch sates, and tha the
domination offi

e has led 0 increasing crises n the international pliical

cconomy. For cconomic radicls, some of the internationsl insttutions actually

perpetuate the power of therich over the por stacs,

Sowhich theory best explains the intcrnational plitical cconomy? To answer
his question,we first examine how the international conomy functions in the

twenty-fistcentury in the areas of international finance, international monetary

policy, nternationaltrade, and

eenational development, Then we tun to the

major challenges in the contemporary politcal cconomy—the persstence of

crises and the uncertain future of cconomic globalizaton.

44 inQuiziTive PREP

Check Your Understanding

1. Most policymakers in charge of international cconomic instiutions,as

well a most leaders of Western nations and academics, come from which

cconomic perspective?
a. mercantlism

b. cconomie radicalism
. cconomic liberalism

. economic nationalism

> Answer

2. Which of the following s no  Bretton Woads insituion?
GATT/World Trade Organization

b. European Union
€. World Bank
4. Tnternational Monetary Fund

> Answer
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HOW THE GLOBALIZED ECONOMY WORKS
TODAY

International Finance

tl movements played a key role in carlcr phases of the intcenational
political cconomy, a they do today. International capital traditonally moves

through inernationsl private inance, including MNCs,other private companies,
pension funds, nvestors,and other nongovernmental sources, This occurs
through foreign direct investment (EDI)—canstruction of factorics ind
investment in the faciliies for extraction of natural resources by MNCs—and
through portfolio investment —invcstment in another country's stocks or

= bonds, cither short or long term, withaut taking diret controlof those.
investments. International capita also moves through currency manipulations
(discussed below).

Indeed, between the 19605 and the 19805, private nternational captal
including Taiwan and

provided essential lending (0 the successful Asian tgers;
South Korea, I fat, the infusion of privat investment in emerging cconomics—
(Ghina, Brazil, Argentina, Chile,South Korea, Mexico,

ingapore, Turkey, and
“Thailand—has played a major role i their economic success, Vet the voltiliy of

private ca

1 flows makes them unreliable fo sustained development in some
partsof the world,and private capital lone cannol exphain cconomic outcomes
inthese countrics

“The poorest sttes have more diffculy atracting private investmen, Uil

recently, African countries typicaly have received the least.Separate nstiutions

within the World Bank were established o provide capital o stats that were
nable to attact private nvestment alone. The International Finance
Corporation (IFC) and the Internat

crcated n 1956 and 1960, espectively, for thatpurpose. The IFC provides oans

I Development Association (IDA) we

o promote the growth of private enterprisesin developing countries. The IDA
provides capital ta the poorest countrie, usuallyinthe form ofiterest-frec
loans. Repayment schedules of S0 years theoreticaly llow the deseloping.
countris ime o reach economic takeoff and sustin growth. Funds for the IDA
necd 10 be continuallyreplenished by major donor countries. n 1988, the
Maltilateral Investment Guaranee Agency (MIGA) was added to the World Bank
group. Thi agency meets it goslof ugmenting the flow of capitl to developing
countris by insuring investments aganst losses. Such losscs may result from
expropriation, government curtency restictions, o civil war or ethnic conflict
Even withthese changes,since the mid-1980s, the flowsfrom both mulateral
intitutions (the Workd Bank institations,regional development banks) and
offcal bilateral donors (the United Sates, Germany,Japan) have declined as a
percentage oftotal capital flows: at the same time, private capital flows from
MNGs and other private sources have expanded.

“The scale of sctiviy i internationl private finance is massive. Each day
roughly $45 0
form of foans and $150 bilon i the form of portflio investments,and betuween,
550 and $100 billon in purly speculativ currency exchanges. Tens of

fon crosses international borders,including $110 billon in the

thousands of financial in

Beginning in the 19805,
several ether mechanisms. New cconomic actors, sovereign wealth funds
—state-controlled i

ons are involved in these transactions.

teenationl financial flows accelerated through

estment funds composed of financil sset, including
stocks,bonds, precious metal, property,or other inancial instruments—formed
i capital-surplus countries such as China and n the mjor petroleum cxporters
such a5 Kuwait, the United Arsb Emirates, Norway, Rusia, and Canada, Those
‘wealth funds have been able to move capital quicky across national boundaris,

i aking advantage of currency different

s and buying and selling new financial
instruments to maximize long-term cconomic return. Such nvestments are
designed to cushion stats tha have relied on s declining natural resource.
Marketsalso developed new financial instruments, such as derivatives, whercby
investors et on the future price of package ssset classes, incuding loans and
mortgages. Such instruments are packaged and sold around the world, spreading
sk and aceeleratng the flow of capital. Finaly, economic liberalism has led to
the emergence of offshore financlal centers, such as the Cayman shands,
Bermuda, and the British Virgin Islands. These jurisdictions have low taxation

and it or no regulation. Capital can move in and out apidly via lectronic
transirs.

“The Asian financial criss of the 1990s llstrates the possible outcomes of the
lobalzation of finance. Beginning in Thailand n 1997, faring that the
overnment was o longer credible n s commitments, investors eft Thailand.
resuling in los of 2 percent o gross domestic product (GDP), Within weeks,
the crissspread to Indonesi, Malaysia, and the Philippines, then to South Korea
and Taiwan, and eventually to Brazil and Russia. Many countries were unable (0
adjust tothe rapid withdrawal o capial. Exchange rates plummeted t0 S0
percent of pre-riss values,stock markets fel 80 percent and real GDP dropped
410 8 percent. Individuals lst their jobs s companics went bankrupt o were
forced to restructure. Millions of people in cconomics tha had depended on
external rade were forced into poverty. Fucled by nstantancous
communication, the eapacity to move trillions of dolars daiy, and the power of

MNCs and financal entrepreneurs, economic glob

zaton quickly displayed ts
pitalls. The market had melied down, and sates and individuals appered
helpless.

“The IMF responded to thesocialand political upheaval with large,
controversial bailout packages t thece of the affcted countries (Thailand, $17
billon: Indonesia, 36 bilion; and South Kores, $58 billon). To transform their
economics o more market-oricnted anes, the IMF imposed lengthy sets of
conditions and complince requirements. In South Kores,for example, the
govcrnment lfted restrictions on capital movements and forcign ownership,
Budget cuts climinated more social services and pushed more familics below the
poverty line, leading 03 backlash against governments and the IMF. Solutons

that the international financia insttutions implemented in one country proved

v in others,and woups sfered. D
with IMF poicies led many in developing countries to conclude that these
instittions were captive tothe nterest of the developed world

et following two years of cconomic stress and the wounded credibiliy of the
IMF, none o the countriesinvolved retrated from globalization or the
international financial markets, and all resumed a ath of strong economic

rowth, States did change thir behavior, and that had positve consequences.
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International Monetary Policy

Like goods and services, ntional currencics are gencrally bought and sold ina
e marketsystem. The pricesof each currency adjus continually i response to
market supply and demand. But the system has not always operated this way.
Historically, gold was thelinchpin of the world currency system. Duringth
19205 the value ofthe US. dollar was inked t0 gold, and after World War 11 the
US. dolla retuened to the gold standss
0o 50, other countris attempted 10 “peg” the currencies o (or establish thel
currencies value i relation o) the US. dolar. The dollar-gold sandard helped
consolidte the role of the United States s the world's creditor and the manager

althoughsince it was the only currency.

of the international financialsystem, but in 1971 the US. dollar was taken off the
old standard. With currencies allowed o ise and all withfluctations i the
ency exchange markets and in MNCs could

currencie. Such currency transactions averaged

major cconomies, traders in cu

capitalize o buying and sc
more than $3 trillion a day. These fluctuations can be a source of international
finance

“There i no global insttution addressing monetary poicy—despite its name,
the IMF has elatively limitd powers. There are three interrelated components
of the *managed” nternational monetary system: reserve currencies central
iternationsl banks. The United Staes plays a key rol in each,

“The fac that the US. dolla scrves a the world rescrve currency gives the

banks,an

United States emormous power. Approximately 60 percent of the world's output
and s people reside within the de facto dollar arca, where currencies are pegied
o the dollar and adjust o it More than 60 percent of forcign-exchang
held by banks are i U, dollars; 80 percent ofalforegn-exchane market

transactions involve the dolar,including all transactions

the petraleum
markets. More than 40 percent of intcenationaltrade is indexcd n the dolar
America's Wall Strect setsthe globl thythm and the U, Federal Reserve

faciltates the dollr payment system worldwide. Thi gives the United States

political power: it can run external defcis, as it is insulated from pressures
applied by foreign powers holding the deb; it can push favorable regol
policics;and it can target states and individuals with financial sanctions,

hindering their capacity  use the international banking system as it has against

Iran, Rusia, and North Korea, For all these reasons, U, hegemony in the

international manetary system s as

ong as cvert
Afte the 20082009 iternational financial cisis when the systemic risk of

relying on one currency was realzed, other contenders for the dollar's role have
emerged. China wants s currency to play a greater role. While China holds.
about 30 percent ofglobal forlgn-exchange reserves,its currency,the renminbi
or yuan, still epresents less than 2 percent of cross-border payments and 1.4
percent of total foreign reserves. In 2016, the IMF added the Chinese currency to
the basket of currencies tht make up the special drawing rights, th reserve.

oe 175 asset in which the IMF denominates loans. These currencies include the U,
dollr, the British pound, the apancse yen, and the curo, The IMF decision was
largely symbolic o that China hd become 3 world cconormic pover.

(China has aken a number of steps t try to increase the internationalization o ts

currency, butthere is oppositon from Chincse exporters who fea that curreney
apprecation would mke ther exports less compettive i forcgn markets.
‘Whether the renminbi wil become an intcenationally important reserve

open up financial markets whie stll maitaining ts“socialism with Chinese
eharacerisics™

cy depends,then, on domestic reforms in China—on Chin's abily to

Many cconomists argue that although the inernational monetary system has
major flaws, there does not appear 0 be a successor system. “The global
monetary system is unreformed, unstable and possibly unsustainable” The
Economist reports. “What i nds is an engineer o design smart ways o tame
capital flows, a policemn tostop beggar hy-neighbor policies, anurse to
provide  safety net i things go wrong, and a jude  run the global payments
system impartially.If Americas politca system makes i hard to il those

vacancies, can China do btter?”10

International Trade

Economic growth s fucled by both financial and trade flows. Since satesdifer in
the factors of production—land, abor, and capital worldwide wealthis
maximized i states engage in international trade. International trade s  win-win
stuation, according to economic iberals.

“The Britsh cconomist David Ricardo (1772-1823) developed atheory that
sates should engae in nternationaltrade according to heir comparative
advantage. Because each state differs n ts ability o produce specifc products
“because of differencesin natural resource bases, labor force charactrisics,
andland values—each sate should produce and export that which i
most eficintly and import goods that other staes can produce mare
¥
i this process, necessitting periodic government intervention to ensure that all
people gain

‘Consider the production of cars and tucksin the United Sates and Canad.
“The United States can produce both cars and rucks using fewer workers than
(Canada would e, making production les expensive in the United Sttes, Under
the prnciple of absolut advantage, the United Sates would manufacture both

an produce

fcienly.

“Thus,states masimize gains from trade. However,individual actors can be hurt

cars and rucks, and then export both o C:

nada. However, under comparative
advantage, each country should specilize; the United States should produce the
car for which it has  elaive advantage in production, and Canads,the ruck. By
trading cars for rucks, each country gains by specilization. Each state

e minimizes it opportunity cost, the beneft given up to achieve another goal. The
United Statesgives up the production of trucks to gain car production; Canada
ives up the production of cars o gain more truck production. Each country
gains by shifing resources to manufacture more o the commoity it produces

more cfficiently and by trading for the

her commodity. Both cou

consume more than they would have if they had remained in isoation,
consuming only what they pr cally. Libera cconomics posit
ander comparative advantage,production s ariented toward a

fuced domes

ternational
market. Eficency in production s increased, and worldwide wealthis

maximized.
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Although China used 1o thrive o s abilty o provide cheap abor o forign.
countries. It has begun t0 outsource s cheap abor lsewhare.Ethiopia has become
3 popuar destinaton for Chinese comparies o set p factoris as pictured here

T cconomists i the 1920s clrifed comparative advantage. The
Hockscher-Ohlin theory posis that countries wil export goods that use the
most intensive endowments ofthe state. A land-vich state will xport agricultursl

ance of ow-sill ibor w

products, while sate with export products

thatuse hislabor, Furthermore, states will import products that use factors of
e United

production (Jand,labor, or capital) that are scare. This explains wh

Staes is  major agricultural and high-tech product exporter while it is an

importr of clothing from labor-abundant satcs lke Bangladesh and India,
Whileinteenational trade based on comparatve advantage may resultin
economic growth ofthe colletivity, individualsatesalso have other polcy

bjectives. Both liberal cconomists and economic nationalits

i domestic cmployment levels and minimize unemployment as well as

enforce their own domestic Isbor and cnvironmentalstandards. They may want
o help subsidize emerging sectors o protect other sectors vitlfor mtional
i security. Therelore, negotiaions over trading ar

nements must consider not

only the antcipated cconomic gains from opening up the cconomy to

compeition from others, b

also the costs of achieving the other objectives, I's

o wonder trade negoations have been o contentious

International Trade Negatiations

Between 1947 and 1994, the partis in the GATT were successfol in cuting

arifs, giving beter treatment tothe developing countrics, and addressng new

problems (subsidies and countervailing dutes). Overal, aiffs were reduced in

the major trading countics from an average of 40 percent t § percent an
imported goods.

10 1986, the ruguay Round began, covering new items such as
elecommunications, inancial services, insurance, intelectual property rights
Ccopyrights, paents, trademrks), and, forthe fist time, agricultue, previously
scen a5 oo contentious an issue. I ate 1994, the most comprchensive trade

cment in history was finally reached, 400-page document covering.

hing from paper clips o computer chips. Tariffs on manufactured goods

were cut by an average of 37 percent among members. The developing countries

that participated i these tarffcuts—the beralizers—cnjoyed a ull percentage

poit per year boost in growth comparcd with the nonliberalizers.
With the WO replacing the GAT
102001, ended in a stalemate in 2016 with agribusiness obbies n the United

the Doha Development Round, launched

States and the EU unable to reach a compromise wth Indi, Brazil and China on

the liberalization of agriculiural markets. While s trade-fs mentto

streamiine customs procedures and upgrade border and portinfrastructure was
sgned, the Doha Round was essenially dead

Negotiatng agreements among 164 countres at varying levels of development
and with diverse nationsl objectives i challenge. The WTO has proved tobe a
weak institution for facilitating that process, given the procedure adopted by

tors: “Nothing i agreed until every thing s grecd” Most emblematic of

WTO weakness was ts inabiliy o respond t the positons adopted by the
. Whether

Trump adminisrations circumvention of WTO obligt her

members respond by reforming the organization and whether the United States

willuse the organization and strengthen ts support for s principles remal

open questons.

The Regionalization of Trade and Beyond

Despite the efortsof the World Trade Organization and multinationl

o support internationalization of the ccanomy, has

seena resurgence, especilly i trade. In 1994, there were 47 bilateral free-trade

ecments; in 2016, there were over 200 such agreements. The United Staes,

i the EU, China,and I

c an, a5 wellasSouth Korcs, Chile, Mexico, nd Singapore,
have all negotiated mulipe bilateral agreements, many with politeal and

srategic objectives in mind. More regional economic arrangements have been
egotiated as wel,from roughly 50 in 1990 to more than 300 in 2020, Some of
those agrecments arc being strengthened, whil others have been weakened or
replaced. No regional cconomic agreement has becn as strong, o s copicd, as

the Furapean Unlon,

Economic Integration in the European Union

integration was predicated on the notion that  arger
market, along withthe frec movement of goods and services, would permit (1)

s of scale (producing more goods fo a larger market would lower the

cost of production per

) and (2)specializaton to stimulate growth,
competition, and innovtion. Both gaals are compatibe with cconomic

iberalism,

e European Union (EU) has enerally proven successfulin

achicving some of these objecives, creating a single market and developing

‘monetary union, though both remain a work in progress.
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“The impetusfor cxpanded European cconomic integration lay in pat i
Europe's luggish cconom i the 19705 and 19805, time when the United
States and Japan were increasingly compettive, To simulate Europe’s growth,
and hence s international compeitivencss, th Single European Act of 1987
accelerated the inegration process,seting the goa of achieving a single market
by 1002, That effort involved removing physial, fscal, and technical ba

trade and harmonizing national sandards by adopting more than 300 community

ectives, Some parts of the goal—such asthe elimination of customs bariers
—were quickly achieved: other areas—such aslabor mobility—have proved more
problemati. Although most 4 passport controls and adoped
simila vis rules,recogition of education and professional qualifcations has
proven a thorny ssue. Abalishing technical barrirs 0 trade has been diffcult

ecause of difering health and safety standards, but the process i ongoing, as s

the cffort tobreak state monopolics and climinate sate aid to specific sectors,
“The overallreslts e been positve, with the growth ofaltypes of

economic transactions across stte borders deepening integration amon the

tonal cconomies of the 27 mermber states, Exports of goods and services

rd of the GDP for the average EU member. More

b other EU members. Not

constitute more than on

than 70 prcent of ot trade in goods s conducted

only s trade integrated, but s0are cap

A flows. Cross-border mergers and

ons have accee

acquis ted. The broad consensus i that European integration
has resuled i greater trade creation and has had positive welfar effect on
member and nonmember stats.

i “The EU is more thana egional trading area or a single market. Durin the

discussions for the single market, the out

s of a monctary union were also
egotiated. With monetary sabilty anda single currency, the union would grow.
and prosper even more, The European Monetary Union, et forth inthe.
Maasticht Treaty in 1992, called for the establishment of a sinle currency, the
eurortbee
2002, The manager of the euro i the European Central Bank. It sets the iterest

rates for banks lending in the Eurozone and controls the curo's money supply.

me the unitof exchange fo businesses in 1998 and f

The individual 17 members of the Eurozone can therefore no longer use
monctary poicy ik exchange rates o nterestrates a instruments of cconomic
policy. Most observers agree tha the curo hs fciltated business transactions
and climinated the uncertainty caused by fluctuations in exchange rates. But the
euro has come under unprecedented pressure since 2009

Very early, the European Union recognized that agiculture was different from
other economic sectors. Agricultral suplies, and hence prics, dramatcally
fluctuate with weather and disease. Foodstuffsare viewed as vital for national

security in emergencics, no sate wants ts population o depend on others for

food. And in many countris,the well-organized farm sctor enjoys
disproportionate poitcal power. Foral these reasons,the EU adopted the

mmon Agricultural Poicy (CAP). The CAP has changed over time, moving
gradualy away from  production-oriented poicy in which the EU purchases

surplus crops rom farmers at uaranteed prices (03 Sngle Payment Scheme,

whercin agricultural support was decoupled from production in order to prevent
overproduction and allow farmers to poduce according to market demands. The
Basic Payment Scheme replaced the Single Payment Scheme in 2015, requiring
farmers 0 be paid snnually (provided they conform to certain environmental
practice) based on thir entitlements derived from their land. Publc

ervention by the EU is ow limited t0 wheat, butte, i, beef and veal,and

certan types of milk Large farmers are being phased out of te program, and
ruraldevelopment s being promoted. The CAP's total budget was 40 percent of

the EU budget in 2019, doven from 73 percent in 1985, The CAP has proved to be
e o the most controversial EU policis.States desiing membership want a fir
share of funds; benefi
their subsidies while other sates worry about the high prices for EU agrcultural

products.

reslike Poland, Greece, and Romania want o reain

Many question whether the EU's policies contibuted to cconomic
lobalzation or proved an impediment. Most cconomistsagree tht the palicics
of the EU have been beneficial, The EU has played  criteal role in raisng the
such areas a food sfety,data pivacy, and
environmental protection. Being the world's second largest market,
that market s predicated on following EU sandards, and such standardization

has lowered the costsfor producers and consumers alike. ' EU policics have

standards of production,

admission to

become ncresingly compatble with the goal of the mullteral gl sysem,
= Indeed he BU has developed a we of prferenialagrement it s
ncihbors i the Medierranean ares, withformer coloni in Afica nd with
i eneral,te BU hasenhanced Europe’s
ive with both the Unied

North America and Latin Americ

lobal conomic power, mking Europe more compet

States and China. Butcrises like the gobal inancial ciss, the euro crisis of
erisis caused by COVID-19

s wella Brtains xit from the European Union finalizedin 2020 and

wssed lter inthis

2008-2009,and the econo
chapt

discussed in Chapter , have led many commentators o ponder the long:term
prognosis for the EU.
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North American Trade Agreements: Canada, the United
States, and Mexico

Both the fre-trade area negotiatd by the United Sates, Canada, and Mexico in
1994,the North American Free Trade Agreement (NAFTA), and the 2020
rencgotiated and renamed US. Mexico-Canada Agecement (USCA) diffce
substantially from the European Union and other reglonl schemes. Mexico's and
(Canada's combined cconomie strength s one-tenth that o the United Sttes. The

driving force was business intersts scking larger market sharcs than their

Japanese and Earopean compettion, as wel s free-trade advocates n ll

countries. The subsequent phasing out of many restritions on forcin
i and nontarf barrers allowed MNC to shift
production to low-wage labor centers in Mexico and to gin economically by

investment and most

ereating bigger companies through mergers and acquisitions. Neither agreement

was intended tolead o the frce movement of abor. The goal i quite the

opposite the Uni
employment inthe United States, because economic development in Mexico
would provide employment opportunitics. And i neither case was cconomic
cooperation designed t lead to political integration

Under NAFTA, trade expanded among the thee partners and most

Statesexpeeted that Mexican workers would no seck

s

were eliminated. Cross-border supply chains made the partcipating MNCS morc
comperitive and profitable. Agricultural markets became better integrated,and
virtally all agricultural ariffs were eliminated. Both Canada and Mexico became
targe markets for US.agriculural exports. Similarly. the share of Canadian
exports bsorbed by the United Sates expanded, and agricultural exports from
Mexico boamed. Tarffs on manufactured goods were also almost entirely

climinated. Forcign dirct investment among the three countriesincreased
enfold. Most analysts find tht the agrecment had a posiive impact on U, GDP,
adding 0.35 percent o its economy.

However,like al trade agecements, NAFTA produced both winners and
that ver 600,000 workers
cluding
- Environmental groups pointed to firms n the United
'
regulations. And whilethe United States posted a trade surplus with Mexico in
1993 0f $17 billion, 20 years hter there was a $63.2 billon defci

(Canada and Mexico also had NAFTA supporters and critics. While Canada had
athrectold surge

agricultural products, Cana

Tosers. Labor unions in the United Statesestn

Tost thei fobsto Mexico, though there are several other explantions, i

gainsinIabor productii

Stats thathave reocated to Mexico totake advantage of weak environme

cross-border investment and i  leding importer of US,

labor believed that the country was becoming.
00 dependent on natural resource exports. Mesxican supporters pointed o some
major increases in jobs, including a fourfod incrcase in the number of Mexican
autoworkers. Foreign investment in Mexico increased from $4.4 billio in 1993
before NAFTA to sbout $22 bilion annually. Butertis pointed to negatve
outcomes the lide in real manufacturing wages due 0 the movement oflower-
silled jobs 0 Chins the failue to develop *backward linkages i its main

export sectors (growth in one sector eading to grovwth inthe industrics that
supply them): and the rlaive sagnation of Mexican waies with poverty
remainingat sbout the same level a in 1904, To radical cconomists, NAFTA was
yet another example of US. expansionism and of the exploitation of the Mexican
workforce by, on the one hand,the United States and Canada and by, on the
other hand, the Mexican government, whose redistribution polices faled o aise
the standard of v for il ¥
Calling NAFTA the “worst
fora new agrecment in 2017 and the USMCA entered int force in 2020, While
much of USMCA mirrors NAFTA, there were changes in five areas Firstand
most eitcaly, automobile manufacturers were required t include 75 p
thei part from a USMCA country 0 avoid having tarifs imposed, up rom 62.5
percent under NAFTA. And more parts were 0 be made by workers earning at
least $16 hour—provisions designed (0 boost auto production n the Urited

States. Sccond, Mexican labor ws were strengthened and a mnitoring system

ade el President Trump began rencgotations

ol

putin place. Third, US.dairy farmers were given greate access o Canadian,
markets. Fourth, provisions were ncluded dealing with digital products,a subject
that was not part of NAFTA. Finally, an environmental protection fund of $600

onmental problems. Like in

fon, different sectors had different interests.

milion was establshed to address cross-border eny

any intcrnational trade negot

‘What began as an economic ssue quickly became a political one.

Mercosur and the Pacific Alliance
‘Amon the many subregional trade agrcements made n the 1990s was the
Common Market of the South (Mercado Comin del
1991 by Brazi, Argentina, Uruguay, and Paraguay, with Venezucl joining in
Page 282 2012, 10 is the fifth lariest economic bloc. ™ The countries ag
customs dutieson trade amon themselves, mplement a common external tarifl
e the bloc, and adopt a common
trade polcy toward outside countries and blocs. With these grand ambitions,

) or Mercosur founded in

of 35 percent on certain imports from ou

Mercosur was not merely an cconomic response o the reation of NAFTA and
the EU's sngle market, whic
nfluence. 1 was lso an atemp
and antagonism, especially between Argentina and Brasi. Under Mercosur, trade
. rade
nonmember states,

s members feared would cost them markets and

everse decades of authoritaranism, crises,

creased amon ts membersfve times over during the 19905, However

over the last 20 years has allen compared t trade w
Progeess has been blacked by dissgrecment on the level of the common

external tarif, by economic criss in both Brazil and Argentina, by individual

fes, and by Venezucla's eratic

mbership

becatse of President Nicolis Maduro's antidemocratic measures,like imprisoning

countris alling back on protectionst pl
government. In August 2017, Venezuela was suspended from

opposition leaders and circumventing the lected parliament. In 2019, Mercosur

reached ahisoric agreement with the European Union, callng for the
climination oftarifs on roughly 90 percent of Mercosur's exports o the EU, the
opening up o government procurement to companiesfrom both blocs, and the
establishment of more stabl rules for trade and investment, However, in 2021,
the EU judged the text on abor and the environment as oo weak, requiring

Mercosur members (o commit 0 addressing climate chane and deforestation

before the agreement with the EU becomes cfective.
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The Pacific Alliance, with Chile, Colombia, Mexico, and Peru as members,

represents Latin America' second-largest trade group. Coming into effect in
2016, the Paciic Alliance aims not only o promote trade and investment

linkages among ts members but alo m for economic and

commercial integration between Latin America and AsiaPacific. The hope s that

these countries can increase participation n regional and global value chains (in
which various stages of the production process span countries), many of which
are based i Asi-Pacific. With Mercosursrelationship with the EU and the

Paciic Allance reaching out o Asia-Paciic, both are n the process o becoming

Transregional Economic Arrangements

agreement among the United States, Japan, and ten Pacific Rim countries

including Canads, Chile and Mexico) for the Trans-Pacifc Partnership (TPP)

was concluded. The agreement, touted as  global trendsetter for commerce and 3
way tostrengthen allnces i the region, included a phasing out of import tarifs,

a stecngthening of macrocconomic coopertion, and an cnbancement of labor

environmental, and copyright/trademark protection. President Obama saw the

pact as & means 0 ensure that “the United States—and not countries ke China
isthe one wriing tis century’s ruls or the world's cconomy.™ But

President Trump halted America's participation in the sgrecmen, labeling it 3

horrible deal

negotiation her being removed from the organizaton n 2017, Hee,Latin American

Boisonaro Argentinian president Maurici Macri and Parsguayan president Mario

In 2018, 11 states under the leadership ofIapan, Australia, and New Zealand
sgned the Comprehensive and Progressive Trans-Pacific Partnership (CPTPP),

"

Kecping most o the original provisions o the TP It became the irstregi
agreement to include rules on digital commerce, including consumer privacy
protections. I also went further in commiting members o improve workplace
conditions and strengthen environmental protections. Removed from CPTPP was
a ey provision supported by the United States:an extension of the length of time
for copyright protection and automatic patent extensions. The Biden

has indicated willingness to e

administrat in CPTPP but only i stronger

labor and environmental provisions ar encgotited. Rapid poliy reversalsare

unlikely a5 muliateraltrade negotiations, even rencgotations, are a lengthy

The Debate over Bilateral, Regional, and Transregional Trade
Agreements

The proliferation of al types of trade agreements is controversial Three

questions regarding economic regonalzation have emerged. Firs, do rgional

economic welfare reduced? With regional trade sgrccments, trade internal o the

bloc s created in goods produced effciently rlaive o the restof the world. And
recent rescarch suggests thatregionsl pacts stimulat trade with third partcs as
el

Second, does econamic regonalization enhance the position of abor and

improve environmental arrangements? Or docs economic regionalization force a
regions actively compete for trade and foreign dircet investment? The answers to
these questions ar of paticular importance todeveloping countics.

Thind, ar regional trade agecements a sepping-stone or a stumbling block to
lobaltrade arrangements? On the one hand,they clarly reduce the number of
actors ininternational ngotitions and enhance competitveness of some
domestic industries, O the other hand, under regionaltrade agreements, arger
econormles can impose their will and iterest groups may find i casier to lobby
forthe interests. Regional agreements may also make stats lesslikely to agrec

obal taif cts. Inrecent years, the answer secms t be that bilstral and

regional sgreements are not becoming astepping:stone to global trade
arrangements but rather an approach used when global negotitions have broken

International Development
The end of colonializaton following the end of Workl War 1 and through the

mid-1960sled not only to geopoliical competition between the United States

and the Soviet Union but alsa o the emergence of newly independent staes that

were poor and acking the material resources and expertis to deliver cconomic

ods o thie citzens. Very quickly, international programs developed t begin

o meetthe needs of these staes, incuding the World Bank's afilstes—the

d the International Development
Association. The GATT iself adopted the dea of mare fsvorabl treatment for
developing countrics. The Doha Round of the GATT was even labeled s
development” round, although,as one cynie put i the round “has not flled any

bellis."e
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Despite these effors, countiesin the Global North (the most developed
countries mainly in Furope and North America) bask n relative wealth, with
high consumption habits, high levels of education and healthservices, and social
welfae safety nets. In contrast, countries i the Global South (Jower-income

page 285 countries, mostly located in Latin American, Asia, and Africa) struggle to meet
basic nceds,with poor educational and health services and no welfare nets. The
Human Development Index (HDI in Table 8.1 shows these stark contrasts
actoss several indicators. Caused by many factors—coloniaism,
industrialization of Europe, geography. poor government poliies, unaccountable
overnments-—this s the development gap.or for the poorest,the development
trap. In acuuality, both the divisions between the poor and the ich states a5
well as differnces among the rich states and among the poor states themsclves
have become increasingly apparent. One of the ontsted isues i how best to

achicve economic developmen.

Strategies to Achieve Economic Development

Mastof the debates over the best approach to promote development have
focused on v

foms o adaptations of the iberal cconomic model, but there are
fundamentalcritiques of these approaches. As consructivists assert, thereis a
real conflctover ideas and those ideas keep changing.

‘During the 19505 nd 19605, the development institutions, including the
‘World Bank and msjor danors such as the United Sttes, adopted a sratcy for
devclopment that cmphasized financialy large infrastructure projects—such as

dams,clectric power, and tlecommunications—

necessary for providing the

foundations of development. In the 1970s,realizng that not all groups were.
benefiting rom such investments,the aid agencies began (o fund projectsin
health, cducation, and housing. designed o improve the ceonomie life of the
poor. The 19805 saw a shif oward relance on private-sector participation t0
et the task of restructuring economies and reconstructng states orn apart by
ethnic conflct, When areas of the ccanomy are privatized, the government's
fiscal burden s reduced, and sate spen
rease. This approach to cconomic growth became known 1s the Washington
‘Consensus.  version o cconomie liberalism. Is adherents hold that only with

certain cconomic polcies—including privatization,

ing i cducation and health can then

forcgn directinvestmen, government deregulation in avor of open
compeition, and brosd tax reform—will development occur. The Bretton Woods
ntittions have been the leaders n advocting these policies
Although the IMF was not originaly charged with developmen, ts
bureaucrats realized very quickly that many countris'seemingly temporary

balance-ofpayments problems were actually long-term structural problems tht
prevented those countrics from developing, and the IMF's short-term loans could
o addres these problems. Thus, during the carly 1980, the IMF began to
provide longerterm loans conditional on statcs adopring structural
‘adjustment programs consistent with the Washingion Consensus. I
adopted these policies—economic reforms (limiting maney and credit growth,
forcng currency devaluation, reforming the financia sector,introducing user
fees),trade liberalization reforms (removing arff), government reforms
privtizing public enterprises), and private-sector poicis (ending government
monopolies)-—then the IMF gave its stamp of approval,leading other mulilateral
enders and bilteral and international private banks to lend as well.

Human Development Index, 2019
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ooz Duringthe 19905, however, it became apparent that ven under structural
adjustment, some countriescould ot get out from under the weight of their debt
and begin to develop. That debt had been escalting; developing countrics owed
522 rillon n 2000 (20 years carler, the debi had been $577 bilon), With
mounting pressure o adopt a more systematic approach to debt, the INF, the
‘World Bank, and the G7 economic powers adopted the Heavily Indebted Poor
Countries (HIPC) Intative. Never before had foreign national debt been
cancelled or substantally rescheduled when accompanied by plans for poverty-
reduction programs. Whileimplementation of the plan has been slow, by 2019,
36 outof 39 countris had received deb relief, 28 of them in Africa, amounting
0 over $76 billon in debt elef. Tha programis now closed to new recipients.

Another change occorred in the inteenationalfinancial institutions beginning.

in2009, The insittions discontinued structural performance criteia for loans,
even for loans to low-income counties in response to both theeriicsof
structural adjustment requirements and the 2008 global financia ciss. The
oans are allored according 0 the respective state’s needs,a direct response to
ertciam of the “cookic-cutter” iproach of structural adjustment lending,
Monitoring o theloans is done more quietly to reduce the stigma of

conditionality. And the IMF urges ending o programs that encourage social

safty netsfor the most vulnerabl wihin the populations. deas that were
pres
that sates migh take a proactive rol in coordinating cconomic development

sl unacceptabletothe IMF—that capital lvss may nced regulation and.

—became more aceeptable n response o the market falures of the global
financial crisis

In the 1990s, sustainable development <1 approach to cconomic
development that incorporates concern for renewable resources and the
environment, became part o the Workd Bank's thtoric. A broad consensus has
emerged on the notion that scarce naturalresouces cannot be exploited as in the
past: susainability means that growth can be ensured fo future generations.
“There must aso be more emphasis on human development, paticularly in the
arcas of cducation and health. n additon, the targets of development—the
people—should have a say i how funds ae allocated. And there i much more.
atention being paid 1o the politcal dimension of development; that strong.
economic and political institutions are needed o protect private property, foster

compeition,and ensure the rule of law to prevent corruption. In short, the

current thinking s that instittions play a more critcal role in succcssful
development than the liberal cconomic model suggests ' And different types of
organizations all have a rol to ply.

Involving NGO in development was ane approach fo improving the

accountabilty and efectiveness of both mulilatera and bilsteral donor
programs. NGO such as Catholic Relef Services, Oxfam, and Doctors Without
Borders have disributed sceds,drilled wells,delvered food and medical

assistance during emergencies, and helped to plan loca-level projects that they.

hope willbring cconomic development, The evidence suggests, however, that
NGO funding has gone much more to short-term humanitarian id,in which the
demand for fundsis immedise, rather than focusing on long:term development.

NGO could also be an alternative channel for finance to individual and small

mal o internationsl banks. One well-

groups that are often neglected by the
publicized cfort, now duplicated many times over, has been microfinance.
(Grameen Bank in Bangladesh, creaed in 1983 by an academic-turned-banker,
Muhammad Yurus (2006 recipient of the Nobel Peace Price), rovides small
amounts of funding forindividuals and groups toinvest i an economically

productive enterprise. The Grameen Foundation supports such loans worldwide,

uding to American citizens, the only developed country included. Using a

variey of funds, microloans,savings accounts, and other financial services,

programs hase been incubated in India, Indonesia,the Phillppincs, and Ethiopia,
among others. More than 90 percent o the foundation'sclients are women.

Microfinance insttutions have grown exponentially, becoming bigger, more
compeitve, and more divrse. Some are not-for-profit, such zs the Grameen
Bank, while othersare for-profit insitutions; some offer just credit, while,
increasingly, othersoffc 3 variety of saving altrnatives, But do microfinance
institutions ift individusl out of poverty? Do they foster cconamic development
and growth more generally?

Studies shove  mixed result from microfinance’scforts to aleviate poverty.
Onestudyfinds that microfinance had no overall impact on the borrower's
houschold welfare after 18 months, measured by income, spending, or school

attendance, However, when the borrower alecady owned a sm

W business, then
the new credit nfusion improved income and spending.In other words,
microcredit helps those wh e aleady beter off® Another study of six
randomized evaluations of programs across four continents finds some cvidence
that expanded eredit increased businesssctvity but did not resultina
satistcally signifcant ncrease n total houschold income. Microcredit i thus
ot a panacea But microcredit does offer lients freedom in how the funds arc
sed, even though it does not transform their ives.

Another approach recciving widespread attention in the devclopment

e s o dietcash ransers 1 thepoo. This st b een

sdoptedina b of counrics,nclaing Msic,whic s the cash rnsiers

— 1o schoottendnce, and Bzl Smallr, moreareted programs e being
mplemented i both Ky and Uganda, v the st Systemati crose-

ol studies of such programs suggest that providing cash angin from $350
108500 produces positive resuls in lfing the very paorest out of poverty and is

less cosly than slternaive programs. Recipients not oy gain income but slso

are able o expand thei productive assets. Food consumption improves, 2 docs
peychological wellbeing 2 This approach, long shunned by |

ibersl cconomists
for miringindividuals in dependency, is now applauded for empovering
individuals to make decisions to better their ownlies,
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Remittances-—money sent by forcign workers o individual in 4 home country.

—compete with internationalsid as one of the largest sources of f

cialinflow
o developing countrie
2020, remittances dropped o $508 billion duc to COVID-19, 27 percent

decrease, though still surpasing forcign dircetinvestment and forcign aid s the

10 2019, remitances reached a record of $354 billon In

ey source of income from abroad. While India and China are the lrgest
recipients of emitances, the Philippines, Mexico, Nigeri, Pakistan, and
Bangladesh also bencfit, For some countries,like Tajkisan, the Kyrkyz Republic,
‘Nepal, Moldova, and El Salvador, those remittances represent more than 30
percent of their GDP. While most remittances lo through cstablshed
institutions like Western Union and Money Gram, an incressing amount s
channcled in informl ways—mobile phones and the Internct—making it harder
o veriy the exact amouns.

Economists debte the beneits of emitances, There is no doubi that

ividul recipients bencfit;they usethe funds to sugment thei

L income,pay for
services once unaffordable and, i some case,investina small enterprise. But
rescarch has not confirmed that remittances make a major contribution tothe
cconomic growth of a country.Instcad, the added income i often used to pay for
Joung people to emigrate, making the couniry even more rliant on exporting
labor, Or the money i spent on ral state and land, driving up prics and

i e unaffordable or others, which n turn promotes emigration,
Remittances fluctuate with the state of the economy in developed countris,
making them an unrelisbl source of captal i the ong term. And in the short
term they le the developing country government *off the hook” for improving.
the cconomic conditionsof families

Is Development Being Achieved?

Has development actually occurred? In general,proponents of cconomic
Hiberalism point o success in losing the development gap. Beginning in the
19908, growth i emerging markets increased, fllowed (afer 2000) by an
acceleration inthe developing world. Average per-capia incomesin both
emerging markets and developing cconomies have grown. But which
development srategy has been most effccive? Scholars are increasingly using

= small-scsle randomized experiments bascd on the pioncering approsch of Abhijit
Banerjce and Esther Dufl, recipientsof the 2019 Nobel Prize ™ Wit that
approach they can analyze how diferent straegies have actually affected
people’s lves

“The UN has unde

aken the tasksof seting and monitoring a broad set of
development goals that cmphasize not just GNI per capita butalso other.

indicators of human development, ike education and helth. n 2001, the UN-
sponsorcd Millennium Summit st forth cight goal known s the Millennium
Development Goals (MDGs). These goals were designed t reduce poserty by
2015 and promote sustainable human development in direct resporse to

lobalzati

improved health, environmental sustainability, nd global partncrships) had

Each substantive goal (. poverty reduction, beter education,

specifc argets,time frames, and performance indicators. The goals clealy
helped dicet aid lows tothe poorer countrics intargeted stors like helth and
education.

‘Substantial progress toward achieving these goals was made, according to 3
2015 UN report* For example,
o less than $125 a day, declined o 14 percent of the developing world's

xtreme poverty, defined at tha time as lving

population from S0 percent in 1990; the absolute number of people lvin

poverty declined from 19 billon in 2001 t0 836 millon in 2015. Primary school
enollment reached 91 percentinthe developing regions, Under-five mortality
rates declined by more than half. The maternal mortalty ratio declined by 45
percent worldwide:globally, 147 countries met the drinking water arget, 95

countris the sanittion targe, nd 77 countries both. Officia development

assstance from the developed couniries was $135.2 billon per year, an increase
of 66 percent ince 2000, But, a5 one ritc points out, there are methodological
probiems with attributing these advancements to the MDGs: “Progeess toward
the Goals s not the same 4 progess because of the Goals™

In 2015, the UN General Assembly passed the Sustainable Development Goals
(SDG) for 2030 after widespread consultation with businesses, vl society,
itizens,and UN agencies. More ambitious and broad-ranging than the MDGs,
the SDGs highight the connections between poverty, gender equity, and

onmental susainabily: They ncude 17 gols sch s ending poverty and

hunger, cnsrin healty s n s and i i, an declpin ezl
and sustanale mode enere spplies, A stimated $90 10 $120 o s
nesdeorthose gl 10 b achieved—hrough partnerships among
fovernments, theprivat sector and NGO# rthr than through tradional
forci . Skepics r gty coccrned hat these gl e oo
cncompasin and unwiedy and tht scces will e impossible o mezsre
Others e concerned that thecosts ouwigh the benefits arguin greer

— et can be acieed hrovgh rade Hoeralizationsnd argeting vlnerabe
popultions™ i year e the SDG were st COVID-19 spawned n

criisthat clearly has disrupted the implementation of the SDGs, 35
discusscd below

Detractors of economic liberalsm, including many cconomie adicals and
Some warking within the development commnity,sce that more radical
approaches ae needed. These deas include more stringent regulaion of MNCs,
improved means of delivring technology to poorer countrie, better terms of
rade through commor

internationsl financialintitutions. Only debt relief and modest estructuring of

 pricing, more debt relie, and radical resructuring of

the financial intitutions have actualy occurred.
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Meanwhile, those advocating more of n economic nationalist approach point

o the East Asian counties of South Korea, Singapore, and Tahwan. These states
supported key industrics through subsidics o cnhance thei international

compeitvencss. Through international

strong industris,these counties have
accrued economic wealth, China’s rapid growth hasled (0. smilar model, an.
jm,labeld the Beljing Consensus. While therc
c defnition of the Beijing Consensus isell s proponents advocate

alernativ to cconomic ibers

isnopr

experimenting with policies that are con

dble with a state's poliical structure

and culuralexpericnce—in other words, doing what works. This may include
wsing capitalist tools—the stock market,professional managers, and private
companics—as wellas employing sate-owned enterprises o invest capital i the
country's ven markets and abroad. This approsch was viewed quite favorsbly

becau

e China continucd to have high growth rates—as much a3 9.5 percent
i had apparent success in weathering the global financi
the 2020 pandemic-induced cconomic lockdown. Inthe cmerging markets of

annually. criis and

(China, Russia, and Brazl, 80 percent, 62 percent, and 38 percent,respectively, of
the value of the stock market s held by state entrprises. As The Economist
reports,“The invisible hand of the market i giving way o the visible, and often
authoritarian, hand of stae capitalism.“ And that mode has found resonance in
Chinas public and private investment has provided needed capital
of conditionality. But China's rapidly incrcasing debi lod,

Aftca, where.

without the st

oversoldreal esate market, and its unregulated banking have led crtis (0
question the sustainabilty of that mod,
Both states and internationalorganizations scem to be taking 4 more

pragmatic approach to development thy are less constrained by the

requirements of the cconomic iberal model and more accepting of

onlist approaches. But whatever cconomic development strategy they

atempt, states are confronted by the persistent challenges of gobal riss.

Development: A View from Rwanda

1n1994, Rwands, located in central East Africa, experienced a genocide in
‘which 750,000 people (almost one eighth ofts population) were killed.
Rwandan leaders do not want that genocide to define the country. The
mostly ruralcountry is landiocked, with over 12 million people densely lving.
on a genty roling landscape. It has no natural resources, and 70 percent of

102000, with the democratc lecton of Paul Kagame as resident and the launch
of Viion 2020, the country adopted a new development objective—o make ta
middlieincome country by 2020—and a stategy—to graduste from  low-income.
agricultural county t 3 Knowledge-based,service-orented country. To achieve
this Goal, Rwanda used s oreign ac and goverment unds to make strategic
Ivestments in people and infrastucture. It expanded s domestictax bse and
Imposed an18 percent value-addec ta (VAT), Increased forelgn investment, and
expanded exports Batween 2001 and 2015,CDP growth increased 8 prcent
annualy. Povery was reduced t0 38 percent. and both chid and maternal
mortaly droppec. However, by 2020, Rwanda was sl considered a ow
doveloping country s measured by the Human Development index (HOI) the
oalvias o achieved But wht was achieved i descrbed by the IMF a2 3
miracl

Incartying out Vison 2020, Rwanda found diversfying and Increasing the
productiviy of the agricultural sector  high priory. Investments ncreased intea
and cofee production-—higher value products that Rwanda can export for profi
Exports of lowers,avocados,and mangos were marketed n the Eas Afrcan
region.Since 70 percent ofthe workorce i sl employed in agricultur, that
soctorscical.

Although the Industral sector was ot iven high priory, Rwanda has made
significantinvestments n s domestc fashion ndusty. And ¢ became one o the
st countries i Africa o mpose high aifs on importsof secondhand clthing
and boosted manufacturing of s textles."Made In Awanda” became an
Important motto

‘The servicesector was given the highet pricry,withthe goal ofmaking
Ruwanda the African hub for information and communicatons technology.Since
2012, Rwanda has devoted 5 parcent of s spending tothe development of scence
and technology, a high percentage compared to most countries.Fiber optics
follow the road network connecting 95 percent of the population o Ngh.specct
colllr networks And public investments inelectrcty, water, and roads re
designed to promote that sector

InVison 2020, major nvestments were made n the heath setor. Ninety
percentof the population s now covered by a near-universal health-care system,
financed by taxreventes and premiums scaed by Income. L expectancy.
Increased and mortaltyratescoppec. By the end of 2015, most of the healih-
elated Milenrium Development Goas had boen me.

102020, when COVID-1 appeared, the government took decisvesteps to
control s sreacl The country mobilzed new technologies toprevent Infection
from spreading using rabots and geographic nformation systems to montor
COVIDA19 cases at the househald evel. And it was one of the st Affican tates to

page 53 Vaceinate, thanks (0 donation by an anonymous itemational partner. Despite
these successes, Rwanda's sconomy has felt the economic Impac: tourlsm.
collpsed and foreign investment ried up. The governmen established an
Economic Recovery Fund, boltered by the MF's Rapid Credit Facity. o save small
businesses connected to tourim and support the agricutural sector where prices
for exportcrops dropped.

Interationsl aid povided needed capital n the earystages of development,
ut Rwanda made sure that ad focused on s own priries including gender
Inclusion. While ad s important,President Kagame affrmed: Trade and
Investment, and not id are pilarsof development. Rwanda would no rely on id
forever.To this end, Rwanda has supported a number of polces.To sumulate
manufacturing exports, the goverment created Special Economic Zones o
provide rolable access o enargy,water, sewage, an transpert nkages fr both
omestic and nternationalnvestors s el s tax ncentive, o stmuate exports.
Fwanda has worked 10 reduce tariff barers, simpifying and reducing tarfsfor
capital and Intermedate goods with the expectation that such reductions will
ower the price of Inputs used by exporters o Increase production, Laws have been
changed tomake i relatively eas 1o set up and run a business enterprise,and.
programs have been Implemented to improve government accountabilty and.
curb corruption.
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Together, these polcies have helped Rwanda achieve a“mirace”improvement.
In s lvelof development. The next, more ambitous goal s 1o achieve the
Sustainable Development Goals by 2030 and move to 3 middle-high ncome status
by the year 2050.

“Made in Rwanda’ has become an important refain n the county’s fforts o create
athiving economy by imposingtaris on many imported goods.

‘What factors best explain the relative success of the Rwandan
approach to development?

How could COVID-19 make Rwanda's goals more difficult to

achieve?

Leadership matters. Explain with referent

& mQuizimive prep

Check Your Understanding

1. The Washington Consenss is an approach to developmen that refects
which of the fllowing cconomic theories?
a. cconomic liberalism
b, radicalism
e mercantiism
4. cconomic realism

> Answer

2. What best describes the state of development funding in use today?
a. Development is based around the Washington Consensus, and IMF

loans come with structuraladjustment programs.

Desclopment loans primarily target large infrastructore projects

Devclopment loans o onger exist

Devclopment lons are tailored to mest the needsof cach individual

state with more atention paid to human development

> Answer

TRNTS >
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ECONOMIC CHALLENGES IN THE TWENTY-
FIRST CENTURY

Crises of Economic Globalization
Internationaleries have been a recurrent feture of the globl cconomic system,
ranging from the 1982 Mexican debt riss (o the Asian financial risis (1097-99)
o the financial crisis of 2008 o the cconomic meltdoven of 2020, The booms and
busts of iternationsl petrolcum markets have been particularly volatle As a key
commodity necessary for cconomic growth in the industrial era, a major driver
of cconomic success for the oi-exporting countriesthat depend on revenue for
forcign exchange, and the financie of svereign wcalth funds, petroleum plays 3
Key rol, Yt inane year, 2008, oil prices ranged from a high of $145 2 barrel 03
low o $33a barel, disrupting markets and cconomies worldvwide. Although
Marx saw such crises and volatlty 3. ata seskness of the capitalit system,
cconomic liberalism predicts that the market will regan cquilibrium.

Indeed, reforms were undertaken aftcr many of the hisoric criss o ensure
that the underlying conditions would not recu. For exampl, after the
depression ofthe 1930, he banking system was reformed. i
inaccounting, bank regulation, and ratings agencies were establshed to improve

il standards

information and transparency. When states encountered cconomic dificultcs.
the Bretton Woods institutions were available for temporary ixes. And the
Volaility of petroleum markets was met for a ime by the establishment of the

Organization of the Petroleum Exporting Countriesin 1960 1 try to manage

production and hence stabilize prices. But economic globalization in the hyper-
connected world of the 20005 may lead o sgnificant cisesin which small
actonsin one place can spread rapidly 0 have global effects ¥ whether 3
meltdown of the global financial system or an economic contraction caused by a

pandemic
The 2008-2009 Global Financial Crisis.
Despite al the reforms undertaken during past cconomie crises,the Bretton

e and temporsryfixes for
richer countries or the economicalystrong United Sttes. The 19805 and 1990s

‘Woodsinsitutions did not include actual survei

saw an explosion of unregulated. highly leveraged financial instruments,
including il futurcs nd derivatives markets. U.S-based financia institutions
and governmentalunits at ll levels were participating i those markets. Excess
creditagainst insufficient cquity prevaled acrossthe housing market,the
financial sector, and consumer-credit markets. That spending sprce was
accompanicd by the importation of cheap goods from Chin, causing an

= unsustainable trade imbalance with China and the oil-exporting countris. By
2007, was clear that the US. economy itself was exhibiting fundamental
structural wesknesses, lthough few policy makers were rady to take actio.
First tofeel the impact was the subprime mortgage market, Because financial
companics and inernational banks were carying unsustainable debt with no
assets 0 back upthe loans,defauls ncreased, credit became more dificult o

acquire, and private investment dred up.

What began as a financial riss centered in the United Sttes rapidly became a
elobal cconomic criss. The US.-based financial instruments that had spawned
the excess lending had been sold abroad to nvestors ranging from local
communitiesin Norway to banks in Europe and East Asia and investors in Japan
and China, What safer place t invest,they thought,than the United States! That
proved not o be the case
bligations. Credit ecame almost impossible 0 obain n the United States and.

nancilinstituions were unble to meet theie

Europe. Businesses cut expenditures and workforces. Consumer demand
plummeted. States such 1s China, South Korea, and Japan, dependent on exports
o the United States and Europe,saw their marketsshrink and export carnings

1L, Ol prices dropped by 69 percent between Tuly and December 2008, severcly
s s Russi

afecting such ol-exporting coun Angols, and Venezucls. In

emerging markets dependent on private forcign investment,investment
plummeted;in 2008, it was lessthan balfthatof a year carlic.In s 2008,

Icclnd became the first sate victim when its banking system collapsed. In the

Baltic staes, Ukraine, and Eastern Europe, cconomies vietually collapsed.
International trade declined. The crissrippled outward to developing countries
that faced the prospect of sharply reduced or negative growth and the erosion of
gains from globalza
elobalfnancil and nternationsl trade markets surprised even the cxperts: the

on-diven growth. The specd and depth of the collapse in

self-correcting mechanisms were ot working a5 cconomic iberals had
theorized.

Both the United States and various EU member governments took
unprecedented seps, bailng out banks and insurance companies o gt credi

rketsfunctioning again and stimulate nvestor confidence, These same staes,
along with Japan and China, each responded with substantial economie stimulus.
packages to cncourage cconomic growth, Some coordinated actions were taken
among central bankers. The US. Federal Reserve, the Furopean Central Bank,
and the Bank of England engaged in currency swaps,

“The IMF also responded to the eisis by making available almost $250 billion
forcredit ines. Teeland became the first Western country to borrow from the

IMF since 1976, Substantalloans were made to Ukraine, Hungary, and Paki
“The IMF, with aninfusion of $750 billon, created the Short-Term Liqui

Faclty for emerging market countricssuffering temporary iquidity problems. It
eorganizedthe Exogenous Shocks Facily: designed to hel low-income saes

o by providing assstance more rapidy. The Iteration! Development
Asociation ncreasd s loans  the porest devcloping counris. Shortterm
esponses were necded, s wellas eter long term cvoss boder supervison of
financal insttutions,standards for ccounting nd banking regulations, and an
caly warming system forthe world cconomy. Bt these were not et n plce for

the subsequent Eurozone crisi,a year laer
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A mumber of European stacs,including Greece, Ireland, and Spain, had since
early 2000 been spending beyond ther capacity, borrowing from inernational

banks. When the global cconomic riis hit, households faced underwater

mortgages, foreclosures, and even bankruptey. Many individuals whose net
worth had dramatically declined now faced unemployment and decining wages,

And governments depender enational markets were turned

on borrowing

away. decpening their debt abligations. But the crisis was also caused by an

imbalance of rade. Germany’sexport trade had grown, whie that o the so-

called PIGS (Portugal, Taly, Greece, and Spain) had worscning balance-of-
payments positions. Wages rose fastr than gains i productiviy, making their

exports uncompetitive, while Germany's wage restraint made

man exports
even more compeitive,
The arrangements within the EU and the Eurozone with no fiscal union and

o treasury made addresing the riss ven more difficul. Individual statesdid

ot have the abilty o manage their monctary policy: they could not print more

money, and they could not devalue their currency to make the exports more
compeitve. Labor mobiliy was constrained, and there were noagrecd-upon,
proceduresfor transfcring funds between statcs

Finaly, aftcr more than 25 summits to addess the crisi, the PIGS undertook

umerous reforms o reduce government debt, slashing expenditures,increasing
the retirement age, promising to improve the tax collection system, and usng
financil transfers o avert bankeuptcy. Greece, for example, was forced o take
bailouts from the IMF, the European Central Bank, and the EU, promising i turn
o slash public spending,

rove tax collection, and rencgotiae lsbor contracts

Just a8 cconomist . Fred Bergsten predicted, ghter constaintsimposed on

govcrnment budgets have slowed the process o European integration

COVID-19 and Resulting Economic Crisis

10 2019-20,the intcrnational community faced an cconomic crisis ik o other

risis not precipitated by irrationl individual behavior, errant sate paliccs,
or unaccountable internationalelits. This criss stemmed from an unknawn

virus which in'a very shorttime gained #foothold in Wahan, China, then lke a

cascading wave spread to Europe, the United States, South Asi, Ltin America,
and finlly to Africa.In 2020 lone, COVID-19 had nfected 86 million people
o and illed an esimated 18 million worldwide. (Sce Chapter 12 for more on the

coronavirus pandemic) To contain the spread of the virus, countics locked

down whole ecanomies,save for cssenial services. Global &

flows callapsed

atthe peak of the pandemic, global trade flows were the lowest since the

Depression. Unemployment skyrocketed. The financial loss ws twice 35 reat as

the recession caused by the 2008-2009 financ

Lockedowns across Europe to hlp sop the spread of COVID 19 caused a fnancial
downturn as economic actnity was abruply halted. Onlyessentil avel was
permitted.and allwore encouraged o emain at home. stuing economic rowth

Even in the cconomicall strong states, GDP dropped precipitously injust one

quarter (April-Tune 2020) while unemploymen rose dram

aly bringing

years of conomic growth (0 an abrupt hal. I the developing world, the

cconomic impact was also felt immedintely. South Asian countics had the worst

cconomic performance in 40 years. Countrics like Ecuador, Zambia, Nigeri, and

Middle East countris, who were e

on petrolcum exportsfor revenue, saw
profits decine as demand sank and ol prices collapsed. I i cxtimated that the
Middle Eastern ol producers willsee GDP to be 12 percent below expected pre-
crsi levels five cars into the future, Other commodity producing countrics saw

a similar cconomic decline. Countries dependent on ourism forrevenue—such

a5 Costa Rica, Morocco, Thailand, Tanzanis, and South Africa—saw massive
layoifsin that sector a tourlsm ground o 4 halt, Countres which depend on

remitances for more than 20 percent of their GDP saw the flow of remit

sashed a3 i

Iaborers lost their jobs States lost  source of income and tax
revenue 3 Uncmployment rtes of over 30 percent were found in many Afrcan

countrics, and over 15 percent in Latin American countrics.

o Even before the pandemic, half ofthe lmost 60 lowe income countrics had

h levelsof public debt. With the pandemic, many cmerging markets and

ernments have scen revenes collpse and priv

e capital flows

up st when they need to spend more to support their critical healh scctor,

provide help to  jobless population, support businesses,and stimulate cconomic

actviics. By the end of 2020, 38 governments were a risk of default, more than

owotimes the number a the end of 2009, And the debt awed by 73 of the
poorest countries s owed not anly ta privat creditors like bondhalders, banks,

and multilateral institutions but also to China, a new financier.
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“These macro igures do not el the human story. Job losses in many African

andin India with a large informal employment sector a

particularly diresiuation. Those workers have no social safety net no
uncmployment insurance, and no savngs. Recipients of remittances have losta
vialsource of ncome. And with schools closed and adults outof work, an
estimated 24 million chidren have been forced to tun to low-wage labor o help
support their familics and are unlikly o return o school. Young irs are being
marricd off to case financial burdens. Vaccinations or other contagious discases
are being postponed. Given these human impacts, it s nlikely that states can
recover fas cnough to meet any o the Sustainable Development Goals. In fact,
the 2020 Goalkepers Repor finds tht progeess has now been stopped for ll 18
indic

ors of the SDGs; the year 2020 has e regession back o levels st
scen inthe 1990s—a setback of 25 years * Estimates vary about how many

people
$1.90 day) from 37 millon t between 71 mllion and 100 millon and, the

fallinto extreme poverty (currently defined as an income of less than

loomier still, 90 milion people in 70 countries 3 Of the developing regions,
Latin America appears tobe the most sevrely affected, with the ranks of the
poor growing from 22 millon to 209 millon, with 78 million people livingin
extreme poverty

“The IMF estimats that $18 trillon has been spent tostimulate economies.
around the world. The responses of the msjor powers to aert an cven grester

crisis have been critcal. During 2020, the Us. Federal Reserve took an

unprecedented array of monetary measures: it slashed the fund rate forlending
o 7ero percent, purchased government bonds and securities (caled quantitative

casing), created new emergency fac

s t0 help certan sectors, cased

regulatory oversight and loosened bank captal requirements. These measures—

worth an estimated $6.1 tilion—see dsigned to kecp the market functioning,
add liquidity, and 3 houscholds, employers, and governments. In additon, the
US. Congress took fiscal messures, passing the CARES Act (Coronavirus Aid,
Relie, and Economic Security Act),allocating $2 tilion to individuals,
businesses, and governments and in 2021 the $1.9 teillion American Rescue Pan.
= Not all counties ook the same approach. Germany, with a budget surplus
before the criss, covered worker salaries so tha irms would remain solvent and
workers pad. They reduced the value-added tax (VAT) for consumers to
stimulate spending, provided grants to small businesses, and subsidized
investments in green energy.
“The Furopean Uni
uros to help members like Spain and Italy most affected by the pandemic. The

after arduous negotations, authorized over one trilon.

European Commission isclf was authorized to borrow money in the
internation fnancial markets tooffer cmployment supports and subsidize the
EUs longer-term objectivs of digital transformation and climate neutrality. And
the European Centeal Bank provided for 750 bilion curostorelieve government
debt, 120 billon euros for quanitative casing, and support for the European
Fund for Srategic Investments. To provide such funding,the European Stabilty

and Growth Pact that limits the amount of deb the EU can accruc was

suspended. The sgrcement came at a “pivotal moment” As the European
Commission president optimistically stated, “Europe, as a whole, has now  big
chance to come out sronger rom the erisi ™ Butthat opimism may have been
premature, as European economies continued t lockdown with outbreaks of
(COVID-19 and vaceines wee slow 10 be rolld out.

“The developed world has already begun structural changes to meet the.
challenges posed by the pandemic. These include changes which are consistent
with cconomic nationalism: reshoring supply chains specially fo cssential
pharmaccuticals,diversifying distrbution networks, and moving avay from just-
nvtime supply chains o cnsure proviion of essential goods. These measures are
designed o give governments greater means to respond (o the pideic at the
nationallevel. They have also taken steps consistent withliberal conomic
thinking: keeping nterestrats lw tostimulate borrowing and providing
stimulus funds (o gt businesses back to prosperity, antiipating tht the free
market will pull cconomies aut o the crii.

Some developing countris,including the Philippines, Tunisia, Democratic
Republic of Congo, Brail, and Peru, have distributed cash handouts to their
populations,thanks to clectronic banking. Most co

s, however,are unable (0
provide such funds. The IMF estimated tha by the end of 2021, another $12
trillion may be necded. Fo the developing countris,that means reliance on both

the multilateral institutions s wellas ther creditors and donors. The IMF

responded i the carly tage of the pandemic with the Rapid Credit Facily,
providing emergency financing to over 100 countries and the Short-Term

Liguidiy Line for shor
have been disbursed through the Catasrophe Containment and Reliel Trust
a“debt pandemi
countries have an urgent nced for more debt restructuring. The G20 continues to

m balance-of-payments support. Grans for deb relict

afecting 83 countrics by the cnd of 2020, Fced v these

= extend thetime frame forthe suspension of bilateral debt payments for 73

countrie, but thatdoes not affect commerci

lenders. China,the biggest
eucture, even though its
economy bounced back a ts trade surphu ballooned in 2020

“The IME, however, s limited o $1 s
have been enough. The other multilteral institutions, partcularly the World

bilateral creditor, may ot be abie or wiling t re

i in lending and that appears not to

Bank, have been slow 10 respond. Under the Pandemic Emergency Financing
Facility PEF),financed by bonds sod t privae investors,the bank could ot
reease funds until 12 weeks after the outbreak. Wit that delayed response and
sringent conditions, the bank has been slowly repositioning it resources,

including a $160 b
poor countries o buy COVID-10 vaceines. But as the chief World Bank

i infusion forrelicf and restructuring and S12 billio for

cconomist warned, fll recovery wil take atleast five years and will occur faster

i some places and slower n others ? Crises do ot affect all tates equal
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Responses to Economic Crises
I the mmediate aftcemath of both the lobal financial criss and the Eurozone
ersis, reforms were passed. The surveillance functions o the IMF to anticipate
risks and thrcats were gven new e, The G7 and G20 countries became morc

actve n trying 10 address the erses. Rl and

lations of the private

financial instituions

any states were strengghened and made more
transparent, although the ltte has proven more difficult than anticipated.
Reforms in the Burozone states gave more authority o the Buropean Central
Bank o act 1 regulator of banks in member countris and gave more authority
040 IMFlike insitution—namely, the European Sbilty Mechanism—to handle

k. Economic liberal belicve.

bailouts and work with the European Central

rms could prescrve the sysem, giving more

transparency to market transactions. They point tothe promising cconomic

recoveryafter 2010 as evidence that equilibrium could recmerge. But the moral

hazard is ot alleviated:states rescued from the consequences o ther reckless

behavior may have litl incentive to chane that behavior in the future

The reforms spawncd by the global financil crisis coukd ot prevent the
scourge of COVID-19. But the capacity of the international financial intitutions
o respond to the pandemic was enhanced by the actions taken more than ten
years before: the establishment of special faciliies ind programs,richer states
able 0 run deficisin order (o prevent a more devastating cconomic impact, and
the abilty and willingness of the European Union to design a program o aid it
member states through the ssuance of EU bonds rather than bonds tied to

= MEETINGS
: 2020 | VIRTUAL

INTERNATIONAL MONETARY FUND

At the annual meeting of the Worid Bank and the IMF n October 2020, Mar
Oirector Kstaina Georglesa warmec of the dffcult econamic recovery from the.
pandemic. Howwilinstttions Ik the IMErespond to futue economc cries uch
35 those posed by climate change”

The real ssue for reform concerns the abilty to manage the risk connected

with a pandemic. Tha

awolves minimizing not only the health impact of
outbresks but also the economic impact. That may include investing i formal

and informal discase surveillance systems as well s spending for pandemic

preparedness,including stockpiles and vaccine rescarch and distribution,

anaging cconomic isks includes insurance programs to distrbute the

dificultcs connected

with managing that cconomic risk—and the espanse of economic nationalism:

have revived the debate over globalization, Do these cconamic crises point 0 the

end of cconomic globalization as now practcedt

The Debate over Globalization: The View from
Economic Theories

The debate over globalization is ot new In 1994, at a time colnciding with the
beginning of NAFTA, an army of peasant guerrills scized towns in the southern

Mexican stae of Chiapas to protest sgainst n ecanomic and politial system that

they viewed as biased against them. Fecling that economic decisions were
beyond their control, the peasants protested aganst the structuresof the
international market,the stae, and economic globalization. This ebellion slertcd
the world to the challenges of globalzation, and the protest and demonstrations
detailed i the beginning o this chapter show that the debate over cconomic

ed.Troniclly, these storics have been told and

magnificd viathe Iternet, onc o the by-products of gobaliztion.
1009, Brexit i Great Britain,

Reactions tothe globalcconomic crisi of 200
and the election of Donald . Trumpin the United States are manifestations of
the antiglobalization sentiment, which i driven by individuals who believe that

lobalzation has produced job loss, ower wages, and uncontroled imigratio.

al of which they blame for their cconomic problems. The pandernic has
reinforced that sentiment and accelerated trends that had already begun:a return
0 cconomic nationalism in many developed countries and, to many in

ics,aconfirmation thatcconomic radicals were right al along.

Most adherents of cconomic liberalsm argue that globalzation esentia

resls from changes i transportation and communication and those two trends

have not changed. And the United States, despie inense competiion from
(China, s sl the financial hegemon buoyed by the dollr a reserve currency
and it enjoys key advantages o geography, demography, and energy. ™ Economic
lobalzation illcontnuc to benefit the United States and the world, perhaps

madifid by incremental reforms. Or as Henry Farrll and Abrabam Newman put

t,“Accepting and understandin

the reality of chained globalization must be the

fiest step toweard it those risks. Policymakers cannot cling t fantascs of

cither decoupled isolation or benign integ
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Economic nationalsts pref  diffrent future. As they did during the
pandemic, cconomic nationalists applaud a return o sate-evel plices designed
o protect a state's own citizens and the rse o state-controlled enterprises. This
future reinforces their belif that the sate has 2 naional interest n determining
cconomic polcy and that i ecs other tates” growing cconomic prowess asa
thrcat o ts own. Afer al, s okd-style mercantlsts did inthe seventeenth and
cightcenth centuris, economic naionalists rgue that economic policy should be
subservient o the sate and it nteress:for them, politcs determines

. Bconomic naionalists,like the mercantilist before them, believe

that the intcrnational system i dominated by competition smon stacs for
ponwer; o ccomomic nationalists, the global cconomy i  struggle over relative
gains States will take any action necessary (0 survie, proteeing ther slf-
nterests. T the aftermath o crses and the consequences of cconomic

cconomic nationalsts supportthe adoption o more unilateral

obalzatio
policics that are avorable to one’s own stat.

Economic radial theorists have ahvays been critical of the iberalcconomic

path, and are especialy distrustul of cconomic globalization, Development has
ot occurted,they assert, and for dependency theorists in particular, MNCs and
the faciliators ar the culprit they explit the resources of the poor, and they
perpetuate the dominance of the North and the dependency of the South,

They

ey, explotation,and imperiai

Radicals detet instruments of deper
angue that decisions made in the cconomic and financil centers of the world
ercate an inherenly unequal and unfaie international cconomic system. And it
was those decisons and policiesthat were respansible for the global financial
crisis. Radicals blieve that politcal power must b alered and international

regulations simed at redistributing welth must be enacted. Thus, radicals

recognize that deiverin the hatchet t cconomic gobalization would be

ecessary o achieve their goals of a more just and equitable

cconomic system. The cconomic clif that the developing world saw in the

(COVID-10 nightmare reaffims that posiion.

44 nQuiziTive PREP

Check Your Understanding

1. Which of the followingis an incorrect statement about the 2008-2009
lobal fimancial ciss?
a. Several European countriesfaced a balance-of-payments and debt
b. Institutions such asthe IMF and the Intcenational Development
Associ
€. There w
. Globalization made the ersis worse because of the interconnected

tion fai

4 during the criss

- sharp declinein international trade during the crisi,

nature ofthe global cconomy.
> Answer

2. State decisions during the COVID-19 pandermic, incuding reshoring

supply chains especia

for essential pharmaceuticals, diversifying.
disribution networks, and moving away from justin-ime supply chains
which,

o ensure provision of essental goods, were most consistent wi
cconomic theoretical perspective?

a. cconomic nationalism

b. cconomic liberalism

e realism

cconomic radicalism

> Answer
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CLAFPRINOIVIV

Across the world, protesters have demonstrated to highlight
the negative effects of economic globalization on local
economies despite promises of improvements. However,
countries like China remain powerful financiers of the global
economy and wield fremendous power over developing
countries. How can developing countries improve their local
economies while remaining independent from Chinese
financing?

1n 2020, protesters waving Kyrguz flags and holding signs that read,
“We won't give Kyrgyz land to China,” demonsirated against Chinese
encroachment on Kyrgyz land. A year earler, Kozokhs, oo, protested
against Chinese expansion into Kazakhstan, dismayed by the influx of
Chinese workers into new foctories and power plants and the mounting
debt owed to China. In 2017, Malaysia scrapped Chinese rail and
pipeline projects, and there were also cancellations in Pakiston and
Nepal due to concern over the increasing debt owed to Chino. These are
ocal reactions to projects spawned by China's Belt and Road Initative.
Affected by the construction of new infrastructure lie dams, highways,
and airports, their land confiscated, often with low remuneration, and
their ivelinaods threatened, people across the region are demonsrating
against economic globalization.

A continent away, in 2016, thousands of Argentinian workers and
labor union members marched in protest, angered by the loss of
154,000 stote and private-sector jobs. I the same year, Peruvion
citizens protested against the government's entry into the Trans-Pacific
Partnership, as well as mining companies’ exploitation of indigenous
lands. And in Chile, protesters in coastal vilages marched in defiance of
government-imposed fishing bans, believing those bans were designed
1o protect zalmon exporters. Each of these protests was spurred by the
perception that economic globalization hos led to job loss and
exploitation by big business and hegemonic stotes. Despite the
promises of economic liberalism, these protesters as well as many in
developing countries have not been lifted out of poverty and their
standord of iving has not improved.

Three decades corlier, Thomas Friedman expressed an optimistic
assessment of globalization. As he defined itin The Lexus and the Olive.
Tree, globalization is the ‘inexerable integration of markets, nation-
states and technologies to @ degree never witnessed before in a way
that is enabling individuals, corporations and nation-states to reach
round the world further, faster, deeper and cheaper than ever before”
The expectation was that economic liberalism and new fechnologies
were stimulating not only the increasing flow of capital and trade but
also the decreasing territorialization of economic lie, t both global and
regional levels. ut over the years, that optimism sobered. 1s
globalization no longer a good thing?” The Economist asked in 20162
And in 2019 Foreign Policy published a symposium based on the essay
by Nobel Prize-winning economist Paul Krugman “What Economists.
(Including Me) Got Wrang about Glabalization: Not only has there
been a slowdown in economic globalization in terms of foreign

investment and trade, but ther

deep questioning about the process
given the crises of the twenty-first century

How does the

ternational economy work, and who does i work for?
‘Why is economic globalization so controversial? And why in the ast
decade, i light of several major economic crises, hove we seen @
reaction against globalization generally and economic liberalism
specitically?

LEARNING OBJECTIVES

Understand the core concepts of economic liberalism.

Describe how the views of mercantilists/economic
nationalists and radicals differ from those of economic
liberals.

» Analyze the roles the major economic nstitutions play in
the international political economy.

Explain how the international economic system has
become globalized in key areas: international finance,
international monetary policy, international trade, and
international development

Analyze the origins of the global economic crises in the
twenty-first century.

Explain how critics of international economic liberalism
and economic globalization reflect differences in the.
contending perspectives on the international political
economy.
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ECUNUM TS IDEAS ANU INSTITUTIUNS

The cra from the ste Middle Ages through the end of the cightcenth century saw.
aumber of key changes in technology, ideas, and pratices that alered the
internationsl ccoromy. Spurred by advances inship design and navigaton

systems, European explorers opened up new frontier in the Americas, Asia, and

the Middle East o trade and commerce. Although Greck, Phoenician, and
Mesopotamian traders had preceded them, the Britsh East India Company, the
Hudson's Bay Company, and the Dutch East India Company fcilitated trade in
oods and enslaved peopl: provided capitalforinvestmentsin the agricultural

development ofthe new lands; nd transported cotto, tobacco, and sugar to
Europe. Setlers increasingly moved to these lands, linked to the motherland by
cconomics, politcs, and culture,forming a nascent tansnational class pursuing
individual economic interests,

‘Writng during this time was the eighteenth-century Britsh economist Adam
Smith. As we noted in Chapter 2, Smith began withthe notion that humn beings
act i rationsl weays o maximize ther slf-intercst, When individusls act

rationally, markets develop to produce, distribute, and consume goods. When
there are many buyers and selles, market competition ensures that pices will be
aslowas possible and consumer welfare enhanced. Thus, n maximizing
economic welfare and simulating individual (nd therefore collctive) economic
rowth, markets epitomize economic fficiency. Those markets need o be
viruall free from government interference; anly through a frce low of

commerce will cfcient alloation ofresouces occur, That i the rationale:

underpinning the theory of economie liberalism.
et the ol

of many European governments at the time reflected an
alternativ view, mercantilism. The goalof a mercantilist government was (0
build cconomic wealth 35 an instrument f tate power. Drawing on the views of
the Frenchman Jean- Baptiste Colbert (1619-83), an adviser o Louis XIV. the
mercantilist view held that states necded to sccumulate gold and silver to
uarantee power. A srong central government was needed for fficient tix
collction and maximization of exports, both geared toward guarantecing
miltary provwess Such governments encouraged exports over imports and
industrialization over agriculture, protected domesti production against
compeition from import, and intervened i trade to promote cmployment, In
line with these deas,the United States'first sceretary ofthe treasury, Alexander
Hamilkon (1757-1804),advocated protectionism —policies designed to restrict
imports from other countics. Such polices limit the competiion domestic
industrie face from forcign producers, and using protectonist policcs, he
argued, would protect th growth of the new naton's manufacturers I his
“Report on M

encouraged investment in nventions. Mercantilst policies thus ncluded

wfactures” to Congres in 1791, he supported high tarifsa

protectionist measures and discouraged forcign investment inthe name of
achicving national clf-sufficincy.

Economic nationalism,which has scen a resurgence in the tenty-first
century, reflects a modern version of these core mercantilist ideas. Economic
nationalists view the internationalsystem as a compeition for power among
sates I this competition, economic palicis should be subservient o the

ol iterest—the state’s quest fo power reltive to other staes. A st
s (rather than elying on market mechani

order tostrengthen s cconoms. Reducing imports and investment from other.

should practce interventio yin

countries can help achieve these goals.For economic nationalsts,trade i a zer

sum game where the goal i 0 gain 35 mach as possible for s awn sate rather
than ereating mutual gains. Economic nationalism pushes forthe achisement of
national objectives oer collctive, global intrests.

“These changing economic ideas we

e reflcted i the internationsl system,

From the beginning of the ninctcenth century through World War 1, the

expansion of colonilism and the Industral Revolution occurred a the result of
major technological improvements in communication, transportation, and
manufacturing processes. The European states nceded the raw materals found in
the colonies, so inernational trade expanded, a did international investment;:

capital moved from Europe tothe Americas a investors scarched for higher

profits Britsin was the center of the Industril Revolution, the major trading
state and source of intcrnational capitl It was also  politcal and cultursl
hegeman, contested only by France. Britsin failtated trade by lowering its own
arifs and opening its markets, policing the sea o provide safer transt, and
encouraging investment abroad

“The harsh living condiions of the working class during nineteenth.century
strializaton and impe
~economic radicalism-—drawing on the body of Marxist, neo-Marxist, and
dependency theorsts writings. Cognizantof the economic chasm between the

developed and the developing worlds during the twentieth century, cconomi

i expansion gave rise 10 another perspective

radicals blamed the capitalis system under liberalism forthese problems.
Although inerpretations vary, the core belicf found i the radical tradition s
based on an cconomic argument that society bascaly is conflicwual (see also
(Ghapter 3. Conflict emerges from the compeition among economic groups of
individuals—namely, the owners of wealth and the workers—for scarce
resources. The state tends 0 support the owners of the means of producion.
Finally,the owners of capita are determined (0 xpand and sccumulate resources
at the expense of the working clas and those i the developing world. As Mar.
himselfargued,the constant expansion of capitalist marketsleads to criscs

dangerous speculation by those holders of captalonly exacerbates these crises.

maria granadilo@sicollege.eds
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‘These schools of thought came 10 4 head during the worldwide depression of
the 19305 (the Great Depression) which saw a major decline i trade and
estment, made worse by “begar thy neighbor” policies—policies designed to

solvea state’s owen cconomic problems at the expense o others. To protect

themelvesfrom the ffects of the cconomie crsis by increasing domestic
employment, states used policies such as the impasition of high arifs and
currency devaluation (reducing the price o you currency to make your exports
more competiive in other countries and imports from those countries more
your own). But these plices tended o worsen the cconomic
problems of neighboring countris,reducing ther employment. Secking to

i the future, the Western vietors at the

end of World War I sought to promote openness of trade and stimulate:

expensive

prevent the use of these ypes of pol

international capital flows whil establishing  sable exchange-rate system.
Staes, maltinational corporations (MNCS), and the instiutions of the Bretton
‘Woodssystem are o play a major role in the ecanomy of the twenty-first

centry.
Economic Institutions

The Role of States

Staes exercise ey roles n influencing domestic and international cconomic
policy. Sates have avilabie two major macroeconomie policies:fiscil and
monetary policis. Fiscal policles sffct a government's budget, including the
level o government spending and the ta rats. Tostimulate the cconomy, the
overnment may choose to increase government spending and)o decrease tx
Fates. To slow the economy down or balance the budget, states may select o cut
overnment spending or increase ta ratcs. Monetary policies include
increasing o decreasing the money supply. generally through manipulation of
Short-term interest rates. Such policis influence broad conditions i the
conomy, including employment and nflation ates.
microeconomic policies—palicies on regulation, subsdies, competiion, and

antitrust actions. I all cases, governments undertake a balancing act—to0 much

nall, states select

rument can have consequences i other arcas and can also have.
unintended consequences.
In globalized world,astate’ actions do not occur in  vacuuns; what one

state decidesaffcts other states. The price of money depends on exchange.

rates, the pice of one curtency in reltion to another. That rae fciliates the
exchange of goods and services and has an immediate impact on the price of 3
country's goods and asscts. Under floatng exchange rates, the market—
individuals and governments buying and selling currencies—determines the
actual value o ane currency compared with other currencies, Under a fixed
exchange rate,a government keeps i

£old or another currency. Sometimes central banks intervene to manage the

money at an established value,interms of

value ofthe exchange rate. Some states have adopted 3 common currency and
e the currency of another state o a group of sates. A weaker domestic
currency stimolates exports and makes imports more expensive, whereas a
stronger domestic currency curtls exports, making imports cheaper.
Internationaltrade s a ey cconomic driver ina gobalized world. States make
on the
amount of protection they desire from the cfectsof the internationsl market,
‘Among the ey trade policies are the level of taiffs—the taxes on goods and
services crossing borders-—and the kind of nontarif barriers —the resrictions

on international trade designed to protet health, safety, or ational securiy.

avariety of decisions affecting the amount and levelof trade, depent

= Such policics may be used toprotect the domestic cconomy, the consumer, new
industries, and even national security. For exampl, Japan and South Korea
impose tariffs on American bee, justifying the acton i terms o protecting it
population from discase. This has th effct, intended o not,of bolstring their
own domestic beef producers,

Becauseof the inerconnectedness of the world cconomy, a state's economic

policy decisions afect the ccomomies of ather states. Economists have developed
methods to measure these relationships. Current accounts measure the net
border lows betsseen countr

of goods, services, governmental transfrs, and
income on capitl investments, Capital aceounts measure the flows of capital
between countris,

cluding forcign dircct investment and port
and out. Together, those two measures compose the balance of payments —
a country's current and captalaccount balances. The balance of paymens is

cither positive (i surplus) o negative in defici). Ina surplus balance of
payments, like in the German economs, the value of exported goods, serices,
and investment income is greater than the value of imported goods, servics, and
investmentincome. I contrast, many developing countris have a balance of
imported gouds,se

income exceeds the value of theirexported goods, services, and investment

payments deict the value of ces,and investment

ome. The United States carris both current accounts and balance-of-

payments deficits.
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In economic liberalism, markets are the major determinant of a state’s policy,
with sttes providing market rules and a level plyin fild. Other actors,namely
p and e also

play ey roles. Adherents of cconomic nationalism and cconomic radicals have s

diffrent view of these actors.

The Role of Multinational Corporations

i

defined in Chapter 3as corporations that span sate borders, cther.
through their actualpresence in several counties o through investment in and
trade with other corporations within them, arc not new institutions. They have a
o history,withforerunners i the British East India Compans, the Hudson's
Bay Company. and the Dutch East India Company i the seventecnth and

cightcenth centuries. Before World War I, most MNCS were in manufacturing

“like General Motors,

ord, Sicmens, Nesté, and Bayer, among others.Since the
19905, there hasbeen not only an expansion of the number and complexity of
NG butalso an increase in their size. Today, there are sbout 60,000 MNCs,
depending on one's precise definiton. They account for S0 percent of worldwide
rade and consitue up t0 40 percent of the value of the sock marketsin the
West. Just 10 percent o these MNCs generate 80 percent of allgobal profit, and
they own the lon'sshare of inellectual property. In 2020, o the largest 500

corporations, ane-third were based in one of five major cites—Be

& Tokyo,
Paris, New York, and London. China s the home of 124 of the largest MNCs, up
from 3in 1995, whil the United States is the home base for 121 of the largest
companics,Large MNC include such well-known names as Apple, Walmas
ExxonMobi, Royal Dutch Shell, Toyota, and General Motors,but also les wel
BC Holdings, Carrefour, Royal Bank of

Scotland, Gazprom, and Tesco. Since the global economic erisis of 2008,

Known companies, like Sinopec.

however, there has been some diminution in the power of MNC, Sales of
‘Western fiems outside their home country have declined and MNC profits arc
falling in part due o the luctuations in commodity prices and in the variabg
profits of oil companics.t

MNCs take many different forms and engage in many differentactvites, such

as investing in foreign countrics, importing and exporting goods and servces,

egotiatinglicenses in forcign markets, and opening facltes sbroad. Whatever
form ther business akes, MNGs participate in iternationl markets for a varity
of reasons. They seck to avoid tariff and import barrier, s many US. firms did
i the 19605 when they stablished manufacturing faciliesin Europe. They may
seck to reduce ransportation coss by moving facilitcs closer o consumer
markets. Some MNCS ae able to obtain incentives such s tax advantages or labor
concessions from host governmens: these incentives can cut production costs
andincrease profiability. Others go abroad so they can meet the compeition
and the customers,capitalze on cheaper labor markets (e . Chinese firms may
move production to Vietnam or Laos), o obtain the services of foreign technical
personnel (e, computer fiems may relocate o India). These reasons are based
i economics,butalso on the poliical plicis o the host sate. MNCs may move
abroad o circumsent tough governmental regulations t home, such as banking.
rules, currency restrictions,or environmental regulaions.In the process, MNC
become not only cconomic organizations but lso politcal ones, potentially
influcncing the policies of both home and host governments.

Multinational corporations play  key roe as engines of cconomic growth,
s, MNC.
arcthe vanguard of th inernational order. They are,in the words of Robert

providing international finance and items (0 trade. In iberal econor

Gilpin, the “embodiment par excellence of the liberalideal of an interdependent

world cconoms. .. For thefes ime n history, producion, marketing, and

investmentare being organized on  global scale rather than i terms of solated
e liberalism, MNCs are a postive
development: economic growth happens through the most eficient mechanism.

national economics.™ To supportersof cconor

MNCs invest in capitalstock workdwide, they move money to the most eficient

markets, and they finance projects that industrialize and improve agricultural

output. MNCs are the transmisson belt for capital, ideas, and cconomic growth,
NG prefer o act independently of sates: the market st will reulte
behavior. Any MNC abuses can be best corrected by other market actors,or 3t
worst by government regulation.

Economic nationalsts view MNCS as instruments of the stat, whose power
needs 0 b arnessed in the national nterest. They suggestimposing national
controls on MNCs,including denying market entry to some of them, axing

profits, and imposing currency controls, While the ways states choose to manae

NG vary, thir ol isthe same: to hrness the
sate purposes.
Economic radicals, especiall those i the dependency traditon, see MNCs as

nomic power of MNCs for

controlled by dominant states and their inerests. Henee, developing staes where.
i
the dependent country work i collsboration with the MNCs. The end result will
be underdevelopment in the dependent stte

operate will always be inan unfavorable postion. Sometimes the clitcs in

The Role of Economic Institutions
Atthe end of World War 11, policy makers established one setof
inergovernmental organizations to support cconomic iberalism. The so-called
Bretton Woods institutions—the World Bank, the International Monctary Fund
(IMF), and, 10 lesserextent, the General Agreement on Tarifs and Trade
(GATT), now the World Trade Organization (WTO)—have allplayed, and

continue o play, ey roles i the expansion of economic iberalism (s Figure
8.1) But cach is under severe pressures.

Backed by US. hegemonic leadership, the Bretton Woods instiutions—the.
‘World Bank,the IMF, and the GATT system—led to postwar recovery and
conomic prosperity. For 20 yearsafer the end of World War I, conor

growth occurred much as iberal economic theory had predicted. Growth rates in
the developed and the developing world averaged more than 4 percent, Trade:
Volume increased over sevenfokd, and poverty rate felldramaticaly worldwide.
And the volume of international finance exploded, s the communication
xpanded the possibiltesfor international financial transactions. The
roundwork of cconomic globalization had been laid. But beginning in the 19901,
the poicie of the Bretton Woads institutions have been eritcized and

revolut

alternatve institutions estabished.
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“The World Bank was initially designed o facil
‘World War 1 Europe, hence it formal name: the Iternational Bank for

Reconstruction and Development. During the 19505, the World Bank shifted ts
primary emphasis from reconstruction to developmen.
funds from member-stae contribu

e reconstruction in post—

now generates capital

s and from borrowing i

itermational
h
nterest, for economic-development projects. By jumpstarting development,
lending s desgned not o replace private capital but to stimulae additional
investments by private capital. For example,  high proportion of the World
Bank's funding has been used for infrastructure projects—hydroclectric dams,
basic ransportation needs such as bridges and highways, and agribusiness

ventures.But the bank also funds governments and th private sector o carry.

financial markets. As with any bark,its purpose i t loan these funds,

outa wide aray of cconomic-developmentactvitcs, including those i the

socia sector.

£ 6.1
‘The Bretton Woods Institutions

Although the World Bank has about $65 billon annualy at s disposl, by
2020 the bank no longer enjoyed the prominence it once had. Cross-border
financing s now commonplace through many other instruments,including

NG, bilaterallending, and alternative multlateral instruments. Among those:

smallerand more nimble alternatives are two muldlateral development banks,
the Asian Infrasructure Investment Bank (AIIB) and the New Development
Bank (NDB), both strongly funded by China.

Proposed in 2006 and operational in 2015, the AU has 45 rg
and 37 nonregional members including Canada, the United Kingdom, and
Germany, but not the United Sates and Japan. The bank supports projects in
ersin China's Bt and Road Initatve
Loans are designed tostimulate long:term growth through massive investment in
diverse infrastructure relted to enerky,transporttion, and water, The target is
olend $1.2 billion annualy. By 2020 lmost $20 billon i loans had been
approved. The bank cstablished  Criss Recovery Faciliy to asist statcs
responding 0 the economic downturn from COVID-19.

“The NDB was founded in 2015 by Brazil Russia, India,
Aftca, eferred 10 3s the BRICS. The NDB grants cqual voting power 0 cach
member,Is purpose i o support public and private projeets through loans,

emerging-country markets, including

s, and South

guarantees,and cquity partcipation in BRICS member statcs. While it has much
smalle capitalization than the AIIB, it supports  number of projects, including
sustainable infrastructure and renewable energy.

Arethese two institutions rivals to the World Bank, which s dominated by the
United States,and the regional multlteral deselopment banks like the Asian
Dexelopment Bank dominated by Japan? Or ae they partner institutions? In
terms o resources avalabl, they are not effective rivals. The AUI's capitalis
onc-half of that of the World Bank, for example. While there is some cooperation
among the insitutions, it s clearthat these new institutions are designed to
serve China's cconomie and geopolitealobjecives and stimulate cooperation
amon the BRICS. Both are headguartered in China, and China s the major
financial contributor, though it has 1o veto power.

“The International Monetary Fund (IMF) was designcd to provide sabilty
i exchange rates. Originaly, the fund esablished asystem offxed exchange.
rates, with the United States guarantecing currency convertibiliy. From the.
19405 0 the 19705, the United States guaranteed the stablity o tis system by
fixing the value of the dollr against gold a $35 an ounce. In 1972, however,this
system collapsed when the United Sttes announced tht it would no longer
arantee a system of fxed exchange ates. This decision led to:a evision of the
IMF in 1976 when it formalized the system of loating exchange rates, relying on
marketforces to define currency prices. At that time, monetary cooperation
became the responsibiltyof the Group of 7 (G7), compased of the United
States,Japan, Germany, Great Britain, France, laly, and Canada. The IMF was to

provide short.term loans for member states confronting temporary balance-of-

payments deicits. Bu, as i
dificultics were rarely temporary. States needed to undertake structural changes,
and the IMF expanded it functions o include poicy advice on macrocconomic
fssues and cconomic restructuring,

“The governance of both the IMF and the Warld Bank—where the mjor
donorsare guaranteed voting power commensurate
has long been contested. The largest sharcholdersin cach insttution—the United
Staes,the European Union states, Japan, and Canada—hold about 60 percent of
the total votes. Reformists believe 3 more representative voting structure might
lead t0: aer system and one that promotes different policies. While
incremental changes have been made, China's share is 6.1 prcen, signifcantly
less than the United States’ 165 prcent and the EU's 206 percent, Fundamental
voting power has not shifted.

came incrcasingly apparent, “temporary”

b their contributions—





