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ABSTRACT

In essence, the central focus of this study isgdnernance of globalisatiogrand more
specifically, the (supra-national) economic goveg®of economic gobalisation. At its
core, the challenge concerning globalisation in #& century is not to stop the
expansion of global markets. The challenge is tal fihe rules and institutions for
stronger governance — local, national, regional giodal — to preserve the advantages of
global markets and competition, and to provideisidfit space for human, community
and environmental resources to ensure that glatelis works for people — not just for
profits. Unfortunately, at present globalisatiompignarily working for the rich nations at
the cost of mainly the poor nations and it is iasiagly becoming a source of serious
global instability, which inhibits global econompmrosperity for all. Making matters
worse, global economic governance is found to leeasingly inadequate in providing
good governance to the global economy and, in tawtiributes — whether intended or
not — significantly to the marginalisation of theajority of the world’s poor countries.
This, however, is not to suggest that the Inteomati Monetary Fund (IMF), the World
Bank and the World Trade Organisation (WTO) onlyntdbute to these countries’
marginalisation as they have, indeed, especiallgr dhe last decade, made notable
attempts to help these countries develop and gommamically. The concern is that the
global economic governance that is currently preglids incongruent to the needs for
better supra-national governance as presented diyalggation and marginalisation, in
particular. In the latter’s case, the marginalmatf a region such as Africa is of specific
concern, mainly due to the fact that, as a contjngnbest illustrates the serious

significance of the problem of global inequalitg thlobal economy is facing.

Hence, at issue in this study are two critical @ns regarding the progression of the
global economy: governance void i.e. the inadequacy of global economic governance
arrangements coupled with the declining authoritthe nation-state in the global market
place, andylobal inequality, i.e. the divide that is opening up between thesttged and
most of the developing countries, which appearse@erpetuated by globalisation and

the technology revolution, thus making it harder foe latter countries to catch up.



Importantly, this presents the rationale behindribed for structuraleform in global
economic governance as well as policy reform inettgMng countries, most notably
Africa, to ultimately improve thgovernance of globalisatioand the enabling capacity
of a region like Africa — to put itself in a bettposition to reap more of the benefits of
globalisation. In its investigations, the study riduthat global economic governance is
indeed severely deficient, that Africa is grosshylerdeveloped and that its marginalisa-
tion is worsening, and that structural policy refigrin both Africa and global economic
governance need to be complementary and be basedclmar and agreed-upon set of
norms, goals and principles that is mutually bemeifito the interests of both the
developed and the developing countries. In fact,tha case of global economic
governance, it was found that not only reform, aButemodelling of this system is
required. The key areas investigated in this sindiude conceptual interpretations and
the co-historical progression of economic thinkiawgd global economic governance,
deficiencies in global economic governance and ebmr of contributing factors,
Africa’s marginalisation, reform and remodelling tife system of global economic
governance and critical areas where economic refemmost needed in Africa. Finally,
this study is important — as the current globahficial crisis is once again revealing —
because there is a pressing need for structuralgehan global economic governance
arrangements and, given the severity of globaluabty, a corresponding change (i.e.
reform) is required on the part of developing coest especially Africa, to become

more globally competitive and restore some balao@rrent global asymmetries.

“If a free [global] society cannot help the many ware poor, it cannot save the few who

are rich” — John F. Kennedy
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Chapter 1

Problem-statement and method of investigation

1.1 Introduction: rationale and context

As global changes are accelerating and systenkigsrigroliferating, the complete system
of global economic governance has come under gquedthile the institutions created at
Bretton Woods (the International Monetary Fund ()M#ad the World Bank (WB)) as
well as the World Trade Organisation (WTO) — whiehs preceded by the General
Agreement on Tariffs and Trade (GATT) — have adapteer their lifetimes, their ability
to deal with contemporary global issues has fadleort of providing a more stable and
just global economy (Held & McGrew, 2000:105). Ghaged with increasing global
inequality as regions such as Africa are becomimgenperipheralised, governance
arrangements in the world economy have reachedé\wbere drastic change is needed.

A transnationalised and interdependent world ecanayrder has highlighted glaring
shortcomings in global policy frameworks (Siebe203:14). At both national and
international levels the quest for democratic pcast has necessitated fundamental
reform and restructuring of governmental institnioSovereign states — even those with
authoritarian tendencies — have come under pregsuremply with the norms of
democracy. Likewise, at the international level wWioéing structures of, for instance, the
Bretton Woods institutions (BWI) are in need ofiesv to make them more democratic
and more accountable to contemporary norms of dextiocgovernance. Of major
concern is the fact that developing countries, apdcifically those of the African
continent, are not sufficiently represented in BW/I's voting structures, thus worsening
the existing divide between rich and poor countfidsedian & Biggs, 1998:23).

Economic globalisation is only one of many concotrgprocesses that currently
contribute to the ever-advancing social evolutibtaman communities. It is clear that
the present-day global economic order is tnaasitory phasesvolving towards a higher
level system of organisation and structural compjeXAs part of a broader process of

globalisation, global economic integration has ashed forces that are unparalleled in



the social evolutionary history of humankind. Adetbby Abedian and Biggs (1998:24),
the current transitory phase is characterised loypgmcesses that may best be described
asintegrativeanddisintegrativeforces. Elements of the integrative process heffaed

the web of global interconnectedness, while thenthgrative process contributes to
systemic instability in the world economy. Bothtbése processes, however, play a large
role in the systemic transformation of the globabr@mic order. It is clear that current
global economic and political shifts, with their nt@adictory tendencies, pose a

monumental challenge to securing a stable inteynatieconomic environment.

Almost trapped between these opposing forces avergments and the wide-ranging
need for new direction in global economic govermarWith nation-states being placed
under growing pressure by the changing nature oh@wmic dynamics in the global
sphere — for instance, as markets escatates-borderly— the question of what the
implications of this will be from a governance pestive becomes crucial. In fact, this
makes the contemporary period unique in that & isme when effective governance
arrangements are most needed, yet it is also avih@n the governance of the global
economy in particular is arguably the most difficcdue to the multitude of
interdependencies on the rise. A classic examplthisfis the current sub-prime and
global financial crisis. In a recent keynote addres a gala dinner in Pretoria, Tito
Mboweni (2008:4), Governor of the South African 8®g Bank (SARB), mentioned the
fact that this is one of the worst crises the feiahworld has had to face, at least since
the Great Depression, and ascribed it to a combmabf reckless lending and
unsophisticated borrowing, which emanated from thaited States (US). It was
specifically pointed out that the IMF and the WoBdnk have not kept pace with the
changing conditions in their operating environment that their governance and
representation structures have lagged behind thegomg global economic realities. A
particular concern was raised that the IMF and W8idnk found themselves completely

on the sidelines as the crisis engulfed world marke

Currently, in terms of a broader context and compi@mary trends and concerns, as Kobrin

(1997:148) observes, globalisation is disturbinge thasic symmetry of political



organisation (governments) and economic organisdfioancial, services and product
markets). As a result, markets expand in space llbnd the limits of government
control and national territories. A rising asymryeis emerging between the rule of
government and globally expanding markets. Held Btudsrew (2000:11) are led to
believe that “the exclusive link between territanyd political power has been broken”. In
addition, Gilpin (2000:108) confirmed that “manysalovers believe that a profound shift
is taking place from a state-dominated to a madketinated international economy.
Humanity, many argue, is moving rapidly toward alitmally-borderless world”.
Notably, such developments on the internationatidaape and the resultant uncertainty
stress the importance and urgency of meaningfubjressing the governance needs of

the day, and in particular those of the global econ

Judging by the disputes within multilateral indiibns as well as the adherence to
nationalistic tendencies and practices despiter theefficacy, governments have
displayed a lack of proficiency in coping with tleballenges of globalisation. More
specifically, the Commission on Global Governant@96:137) already stated in 1996
that: “it is becoming increasingly evident that tbace of globalisation of markets is
currently outstripping the capacity of governmenotprovide the necessary framework of
rules and cooperative arrangements to ensure ittadoild prevent abuses of monopoly
and other market failures. National solutions tohsfailures within a globalised economy
are severely limited”. By implication, therefordplgalisation involves anassive shake-
out of societies, economies, institutions of govermaanod world order. In this regard,
Strange (1996:72) underlines that politicians angegnments have lost the authority
they used to have and that their command over mésochas diminished. The author
argues that “the impersonal forces of world markiettegrated over the post-war period
more by private enterprise in finance, industry tmade than by cooperative decisions of
governments, are now more powerful than statesth Boe authority and legitimacy of
states are in decline, creating a seriasuumin the international order; “a yawning hole
of non-authority, ungovernance it might be callddénce, a significant improvement in
governance arrangements on the supra-national iewveyently required to fill this void

and reduce its destabilising effect (as a resulgrofving governance uncertainty) on



specifically the global economy. Moreover, in tf#9Qs — already — Giddens (1990:188)
and Beck (1999:131) pointed out that the preseat @ globalisation has to be
understood as embodying much more than simglypatalist logic Apart from trade and
investment, the driving forces of globalisation ateo to be found in the dynamics of
technology, communication, international relatioasd the global diffusion of risks —
from the ecological to the financial. Rather thdobglisation defining a new post-
modern age, in which the local is superseded bygtbbal, both of them point to the
growing tensions between a world still mainly ongad by themodern containerof
social life — nation-states — and new patterns amficsseconomic organisation which
transcend them (e.g. the rise of the global ciatisty). Such tensions produce an
ongoing dialectic of change and uncertaintya -global risk society Importantly, the
problem with this is that now, at the advent of #1& century, the world is increasingly

facing growing global problems but with an inadeig@usystem of global governance.

In light of this, a major concern regarding thaisture of contemporary global economic
governance is that inherent elements in the estahknt of the IMF, World Bank and
the WTO have led to subsequent breaks from the ard ideals of inclusive cooperation
envisioned in their creation. In fact, when a ctok®k is taken at these institutions,
certain institutional flaws become apparent, ra@sglprimarily from the shift from global
monetary concerns to pursuits of the structurabrreftion of individual debtor
developing countries. Within the IMF, World Bankdathe WTO, inequality pervades,
with conditionalities linked to aid and loans. bct, according to Stiglitz (2003a:51), this
is the expression and incorporation of a singlerawa point of view representing the
interests of developed countries into nearly atlioms and agreements put forth by the

IMF, World Bank and WTO, and unequal decision-mgkpnocesses.

Being seriously disconcerting in terms of the skyesf uncertainty in the guidance of
the global economy, it certainly appears that tlodba economic governance system is
proving to be imperfect as well as lacking an dffecglobal institutional framework and
regulatory mechanisms to realise the claimed aifmstability, growth and economic
development. Varma (2002:1) insists that the IMFrM/ Bank and WTO are lacking



even in the basic elements of good institutionalegoance: adequate and equal
representation and ownership; formal, fair, im@drtand transparent workings, and the
existence of flexible, adaptable, and universatiyepted norms. The argument continues
by claiming that it is the very nature of the systeas maintained by these flawed
institutions and the powers behind them, that hemulted in the marginalisation of

developing countries in global economic decisiorkimg.

It must be underlined, though, as Camdessus (220%Hghtly points out, that “we are
the first generation in history to be confrontedtbg need to organise and manage the
world, not from a position of power ... but throughrecognition of the universal
responsibilities of all peoples, of the equal rightsustainable economic development
and of a universal duty of solidarity and cooperti The challenge is to find
mechanisms for managing the global economy thatod@ompromise the sovereignty of
national governments, that help the smooth anad®ffeworking of markets, that ensure
global financial stability and that offer solutiort® problems that transcend the
boundaries of the nation-state and to which itigently very unsatisfactorily responded
to by, on the one hand, frequentbyer-stretchinginstitutions, and on the other, an
inherent inertia by the IMF, World Bank and WTO reform and adjust to the supra-
national governance needs of thé'2&ntury. A Herculean task indeed, yet possible and

especially in view of the present global finan@asis, highly necessary.

In summary: forming the essence of what this stsdyost concerned about, it can thus
with a fair degree of certainty be construed that $tructure of the global system is be-
coming increasingly inadequate to provide apprae@rmgvernance to the immense explo-
sion of cross-border economic activity. The addeacern is that, mainly due to the lack
of appropriate systems of global economic govereanmarkets are currently expanding
in such a fashion that the gap between rich and poontries (i.e. global inequality) is

rapidly widening. The continuance of thisk situationis considered to be a significant
threat to global stability and prosperity. It isnmmonly accepted that this state of affairs
is unsustainable over the long term. Particulady & developing region like Africa,

which is already living on a knife’s edge, thiusaiion puts the continent in an even more



vulnerable position. Clearly, changes (i.e. strradtteforms) to the structure of the inter-
national system, especially from a governance pafintew, are becoming indispensable.
To assure itdeneficiality to both Africa and the global system, this, howgaso

requires a corresponding adjustment — through podiform — on the part of Africa.

1.2 Research problem

Against the above background, it is clear that waleging deficiencies continue to exist
within the structures of contemporary global ecomogovernance. Not only are the
institutions involved — mainly the IMF, World Ban&nd the WTO - providing
inadequate governance in terms of current globallehges, they are also lethargic with
respect to adjusting their structures in answethggovernance needsf the day. In
addition, governments adversely find themselvesugdowing pressure as the forces of
globalisation are, in effect, weakening their apilio govern cross-border economic
activity more sufficiently. Importantly, both oféke critical aspects are encapsulated in,
and form the essence of, one of the two centratems of this study: the governance
void. The other central and better known concemlabal inequality, which, in terms of
the focus of this study, is primarily investigateshd brought into perspective by
considering Africa’s marginalisation. What is maotteough, the true danger of these two
concerns is their combined effect (and, even wdlsst possible interrelatedness) on the

stability and sustainable progress of the globahemy.

In light of this, theproblem statementof this study is essentially that deficient global
economic governance arrangements are perpetuagngotvernance void, with local and
global ramifications. This is then exacerbatedibyg global economic inequalities (e.g.
Africa’s marginalisation) that, reciprocally, makee task of governing the global eco-
nomy disproportionately challenging. Hence, itasulting in insufficient change/reform
on various fronts and an increase in the vulndtegslof the global economy. According-
ly, as a centrahypothesis the study will aim in testing that institutior@gficiencies and
the contributing factors that are debilitating @nporary global economic governance
exist, and that it together with a lack of a hadigkfrican economic reform strategy will



continue to marginalise the continent. From thigg basicresearch questionswhich
the study will attempt to answer, are raised:

» What are the institutional deficiencies and the tobuting factors that are
debilitating contemporary global economic goverméhc

> In what way do these deficiencies and factors affawd/or pose worrying
concerns for Africa?

» How can global economic governance in its currg@ration be reformed and/or
redesigned, both in general (to make it more dffecnd just) and in terms of its
approach towards Africa?

» What reforms and approachs are necessary for Afsiead its underdevelopment
and become more competitive in the global economy?

» What changes/reforms are required on the part wéldped countries to create a

more just and inclusive global economic system?

1.3 Research objectives

It is clear that globalisation presents modern tiesoon democracy and the free market
system with a daunting task: how to reconcile theqgple of rule by the people with a
world in which power is exercised increasingly otransnational, or even global scale.
But also how to reconcile the principle of equalityh a world in which competition and
profit-seeking is defining the nature of nearlyeatbnomic activity. Although the task of
advancing global economic governance is very ingmbstit must be recognised that it is
immensely challenging. Halliday (2000:51) confirméhdls by stating that “it involves
some deep resistances in the international systehs@me obstacles that have arisen in
the very process of global change over recent {€8ine argument is not whether such a
system is desirable or not because a multi-laygletlal governance system already
exists (and to overcome its defaults through refbas for decades been generally indis-
putable). The question is how to make this govereaystem more effective, more just,
and more responsive to the changing internatiahstson.

In this context, the study has primartlyo aims. First, to examine two critical global

economic concerns in terms of their role/functiengaowing threats to the current and



future stability and security of the global econontlye governance voidand global
inequality In the case of the former, the study aims to datention to the disturbing
deficiencies evident in contemporary global ecormmogavernance as well as a number of
disquieting contributing factors. For the latter,particular, the criticataseof Africa is
assessed in terms of its marginalisation, thusirsgrio illustrate — as one significant
example — the severity of global inequality. By sialering how global economic gover-
nance affects Africa’s marginalisation, the studjt also attempt to qualify a possible
relationship between the governance void and glotejuality, which, ifpositive is a

serious concern for the future stability and pregien of the global economy.

Thesecond aimof the study is to investigate what policy reformsuld be most critical
to: (1) redesign/remodel global economic governaocmake it and its institutions, in
particular, more accountable to contemporary nasfrdemocratic governance abdild

a more integrative and inclusive global economieegpnance system/framework, and (2)
help Africa to re-position itself in the global emmy to be better able to reap more of
the benefits of globalisation and thus put an endg peripheralisation so that it can
become more integral to current global economiegrdation. The study aims to highlight
the importance of creating @omplementaryrelationship between reforms involving
global economic governance, Africa and the develogmintries to serve as a basis for

addressing serious concerns regarding the goveznamd and global inequality.

In terms of these two broad aims, a number of rdetailed ando the point objectives
— based on the above — would suffice:
» To bring terminological clarity to the concepts gibbal economic governance,
contemporary globalisation, economic globalisatod Africa’s marginalisation.
» To bring to the fore the co-historical developmenteconomic thinking and
global economic governance.
» To contextualise the globalisation debate in otdeaccentuate the significance of
divergent ideological point of views in the gloleglonomic landscape.
» To unveil the deficient nature of global economavgrnance and shed light on

some factors (that are not often linked to it) timatke its task more problematic.



» To connect the global economic governance debate Africa and investigate
this linkage — something that is (also) often lagkin literature.

» To examine the extent of Africa’s marginalisationthe global economy and to
detect how it relates to the continent’s underdgwelent.

» To investigate the reform and a remodelling of gladconomic governance based
on principles and norms of good governance thaslaaeed globally.

» To explore how Africa could respond best to its giaalisation, the challenges
brought about by globalisation and its say in ki€, World Bank and WTO by
considering and prioritising areas where structuedrm is most needed — as

well as where a change of approach is required.

Note that, not mentioned as a specific aim, an tyidg focus and area of investigation
of the study is that aflobalisation Besides being viewed as the primary cause ofgghan
in the global economy, the study views contemporgigbalisation to be mainly

responsible for increasing concerns regarding themance void, global inequality and
challenges in respect of structural reform in tleedoping and developed world and
global economic governance. Globalisation and ibgeificant challenge of making it

more egalitarian, in particular, is thus centrabtgh the first aim (i.e. examining critical

problem-areas) and the second aim (i.e. investigatiuch-needed reform solutions).

1.4 Research design and methodology

It is proposed that the present study be conduotédth the qualitative and quantitative
paradigms. However, the majority of it will be ofjaalitative nature. Whereas chapters
two, three, four, and eight will entirely fall intbis category, chapters five, six and seven
will be partially qualitative. The moderately quisative design of these latter chapters,
especially chapter five, will consist of seconddgta analysis. All this will take place
within the context of diterature study involving current literature on the subjects of
global economic governance and Africa. As a desedpstudy, it employs aex post
facto design, where the researcher has no control dsewariables. Thus, the general
approach being followed is theoretical conceptual analysisguided by exploratory,

descriptive and in some cases causal questionarhditeing asked throughout the study.
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In essence, it is a critical theoretical analysiscurrent global economic governance
arrangements and Africa’s underdevelopment andmefequirements. The reason for
choosing this design is because a theoretical gduakanalysis will serve as a good
guide to first weigh up the different opinions atftkoretical interpretations. And

secondly, to draw conclusions by means of deduetingeretroductive reasoning.

Importantly, although other key actors also featar¢he global economic governance
landscape — such as the United Nations (UN) andntieenational Labour Organisation
(ILO) — the IMF, WB and WTO have emerged as cenpitérs in terms of decision-
making and ideological influence on member cousti®licy-making. Therefore, when
considering issues regarding global economic garere, the study mainly concentrates
on these three institutions, unless otherwise gtdieese three institutions will also often

be referred to as the institutions of global ecolmogovernance (or the IGEGS).

Then, it should be underlined that Africa as a areghas been chosen as part of the
study’s investigations and not, as such, individa&lican countries, sub-regions or
groupings (e.g. oil-exporting and non-oil-exportioguntries or in terms of high (above
5%) or low growth rates). The reason for this isotain a good picture of what the
effect of global inequality is on a large scales-imthe case of a large region, or even
better, a continent. For this, there is no moreosji@ case in point than Africa. Of
course, being an African myself also contributeshis choice. Although the study may
occasionally refer to individual African countrighe emphasis is by and large on Africa
as a whole (aontinentalapproach), particularly for the purposes of conmgait with
other developing and developed regions. The chafiéddrica in an investigation on glo-
bal economic governance also makes sense due fadhthat the IMF, WB and WTO
spend a significant part of their attention on édri yet the continent remains vastly
underdeveloped — something for which the IGEGs alsght to take responsibility.

1.5 Outline of chapters and intended contribution
The overarching approach followed in this study pdses three partfart one, the

theoretical underpinning of the study, attemptpravide a theoretical framework which
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will give context to the remainder of the studyisvéstigations. This part, which is
embodied by chapter two, forms the foundation ef $study as it offers background to

and a theoretical delineation of key issues and&pts addressed in this study.

The second part consisting of chapters three, four and five, @sated to emphasising
the problem-areas addressed in this study. Thedader deficiencies and shortcomings
in contemporary global economic governance anddagyributing factors, and Africa’s
marginalisation. The function of this part is t@yide the rationale behind the study, i.e.
that which gives impetus to what is investigateardispecifically, chapter three identi-
fies several institutional flaws in the structure ghobal economic governance which
primarily involves the IMF, World Bank and WTO. Gitar four pinpoints certain factors
(or sources of global instability) within the bremdramework of global governance that
might be considered somewhat political in natureictv play a significant role in making
global economic governance more arduous. Chapterpiovides valuable perspective

on the debate about Africa’s marginalisation ad aglevidence of its severity.

Part three, consisting of chapters six, seven and eight, idens the study’s proposals
for solutions to the problem-areas mentioned aboge policy reforms for both global
economic governance and Africa. Chapter six focusesvhat reforms are necessary —
based on key guiding principles — to make the IMirld Bank and WTO more demo-
cratic, accountable, transparent, independent diedtiee with sustainable economic
development as the ultimate aim. It also investigadtow the whole system of global
economic governance can be remodelled to make iie nmbegrative and participatory.
Chapter seven identifies and prioritises critia&las of reform for Africa by specifically
focusing on economic development-specific reforfimgncial sector reforms and trade
reforms. It also considers the way forward for édriin terms of regionalisation and
building global partnerships. Chapter eight is tdemcluding chapter that outlines the
study’s main findings, recommendations and contidinis.
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Figure 1.1: Structure of the study
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Figure 1.1 provides a summary and outline of thefkeus-areas of the study. It presents

first a structure of key problem-areas that theis investigating and secondly, reform-

proposals as regards global economic governancé\fiwé. Note that the deficiencies

and contributing factors are both presenting caredor Africa and worsening the

governance void. Figure 1.1 further shows thatdafs marginalisation is contributing

significantly to increased global inequality. Alf this makes the case for structural

reform, of which the benefit could be the mitigatiof the deficiencies, the contributing
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factors and Africa’s marginalisation, and therefdhe study’'s central concerns: the
governance void and global inequality. Figure haves that the study attempts to follow
a holistic approach in which all the components@ftach other reciprocally. In essence,
the problem-areas provide the rationale behindréfi@ms, mainly due to the resultant
governance void and global inequality, while théomas (being largely structural in

nature) are intended to provide — to a meaningftdrg — solutions to the problem-areas.

The study’sintended contribution is essentially to identify specific reform altetinas
that would significantly improve global economicvgonance and enhance Africa’s
competitiveness in the global economy. More spediff, the study intends to contribute
towards a more clarified understanding of the imuie$ processes of globalisation and
global economic governance. It also intends expiprhether there exists a significant
relatedness between a number of factors (whicbnsiders as contributing) — as sources
of global governance uncertainty — and global ecgngovernance. In terms of reform
proposals, the study intends to contribute towandghlighting the importance of
structural reform in global economic governance loiored with a complete remodellihg
of this system (as it will attempt to propose), amelaningful reform priorities for Africa
and its efforts to de-marginalise. As a new emasiwill attempt to underscore the

value of creating reform complementaries as a akftcus for the key role-players.

The next chapter involves an investigation of theotetical roots of global economic
governance and its institutional evolution alongss@donomic thinking over history. This
will be complemented by a conceptual analysis @bagl economic governance and

globalisation as well as an examination of the teebarrounding these two concepts.

! The remodelling/redesigning of the system of gl@m®nomic governance could entail either suggestio
for dramatic changes in its current structure aperation, or to present a completely new strucasree-
gards governing the world economy. Importantlybath of these options represent the search fotisnoki
to specific problems in this area, they also emigkeashy there is a need for more research in ibid.f
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Chapter 2

Historical evolution of global economic governanceglobalisation and
economic theory: A review of relevant literature

2.1 Introduction

The contemporary era is specifically characteriggdlobal processes that increasingly
determine the greater part of social life. On thaeefof it, national economies, national
cultures and national borders are virtually dissgy Adding to this complexity, the
world economy has internationalised in its basigaigics as it is presently dominated by
largely uncontrollable market forces. Due to thewgng emphasis on the global context
of economic actions, distinct national economied, aherefore, domestic strategies of
national economic management have become less tamp@Hirst & Thomson, 2003:1).
As a result, continuous efforts to govern the wartthnomy are being made with, in
many cases, varying degrees of success. As cepittals in contemporary global
economic governance, the economic doctrines andfeelf the IMF, World Bank and
WTO (the IGEGSs) are becoming more influential ire tmternational environment
(Varma, 2002:1). Conspicuously, world governments a especially since the early
1990s - increasingly adopting very similar ideoésgas the world economy becomes
more interdependent and as these institutions wérgance are becoming more globally
authoritative. The concern, though, is that thisinsnically, contributing to the rising
uncertainty regarding the governance of the woddnemy (Castells, 1996:13). As a
central aspect of what this study is investigatihg, aim of this chapter is to explore the
theoretical foundations, cogitations and historicatkground behind this issue, and in

particular, the global processes it engages with.

This chapter examines the history, theory and gsgion of two evolving and interrela-
ted global processes, namely globalisation andajylebonomic governance. It aims to
add historical depth and context to the theoretcallysis of these processes, given that
all claims regarding contemporary discourse requigsea precondition, a comprehensive
understanding of the past. The analysis is alsplsagented by bringing to light various
issues of debate which involve both the globalisathesis and the changing nature of

global economic governance. The aim with this is cttegorically delineate the
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contentious characters of these processes anao attention to the strong connection
that exists between them, especially in the presentLawson (2003:110) underlines that
many discussions of world order and global govereamspecially with respect to the
economic dimensions, have revolved around the phenon of globalisation. Due to its
focal relevance to the study, this chapter consatju@ssigns a significant amount of
attention to the globalisation thesis. The fadhet, when investigating global economic
governance, it would be erroneous to exclude thsety associated dynamics of global-
isation. These two processes are co-integratetldirectly impact on each other. Hence,
as Heldet al. (1999:7) point out, “at issue is a dynamic andmpeded conception of
where globalisation might be leading and the kifidiarld order it might prefigure”.

The study recognises that there are different vedyisiterpreting the issues associated
with the overarching theme gfobal economic order and do attempt to highlight it. Of
equal importance, though, is the fact that thelalgoal positions held by specifically the
IMF, World Bank and WTO have to a large extent dwated most (member) countries’
policy priorities as the primary agents of globabeomic governance. The study thus
focuses on elucidating their views, dispositionsd actions since their establishment.
This chapter, in broad terms, combines theoretaalysis, historical interpretation,
progression delineation (of the operations of {6&Es), and the contextualisation of
specific issues of debate. It first focuses on a&xjghg the conceptual framework
underlying contemporary global change, i.e. tramsédions caused by the processes of
globalisation and global economic governance. Thisllowed by an exploration of the
historical dimensions of these two processes. Thialthorough investigation (with five
sub-sections) highlights how economic history ahdoty evolved along with the
development of the IGEGs, with most attention bgiagl to the period after the Second
World War. Lastly, particular issues of debate thatlerscore the litigious natures of

globalisation and global economic governance anet@d out.

2.2 Conceptualisation and context: interpreting globalchange
When exploring issues and concerns relating togthesrnance of the world economy,

one first needs to answer the question of what texaeeds to be governed? By
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implication, what is required is a classified ipetation of what kind ofeality or
condition the contemporary world economy is asseitebe in. This is, not surprisingly,
a very contentious issue. However, before detenyitiis, one needs to investigate the
meaning of what some consider as “the definingedsebl our time: globalisation”
(Legrain, 2004:4). Also known dke globalisation thesjghe concept characteristically
does not attract universal agreement in termssofmieéaning and application. Although
various forms ofglobalisation have over time been identified (see section 243,
current debafe mainly centres on the merits and interpretation cohtemporary
globalisation. As manglobalists would argue, contemporary globalisation encompgsse
a host of interwoven processes, including the Bmirgy transnational movement of
capital, goods, and people; closer ties via newmomcations technologies; a rapid
turnover of patterns of objects of consumptionr@gng awareness of risks and dangers
that threaten the world as a whole, and a quaetitierease in, and growth in prominence
of, transnational political and economic institao and globally interlinked civil and
political movements (Randeria, 1998:18). What is significance, though, is the
interpenetration of these processes both horizgraad vertically, and at national, sub-

national, and transnational levels.

Contemporary globalisation is thus a complex mulititensional process of de-bordering
and de-spatialisation, on the one hand, and of ectigm and interlinkage, on the other.
It can be viewed as an acceleration of integrati@t substantially alters the scope and
character of economic and social relations (He2803:48). It finds its expression in
enduring webs of worldwide economic, -cultural, pcdl and technological
interconnectedness as it is essentially driven bgrdluence of forces while embodying
dynamic tensions. Hence, ttenguageof the globalisation thesis is polylogical in tliat
presupposes multiple images to be placed in thevanktof interacting forces in the
world (Hoogvelt, 1997:56)Contemporary globalisation could thus be defined da
process of interaction and integration among thegle, companies, institutions and

governments that involve different nations, a psscdriven by international trade and

2 Although section 2.5 explores the various issetsted to thelebateabout globalisation and global eco-
nomic governance, the first issue — that of itscemtual interpretation — is examined in this instam
order to clarify from the outset the meaning ofsheoncepts and how they are understood in thity.stu
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investment and aided by information and telecomoatioins technology”(Centre for
Strategic and International Studies, 2002:1). Glehaon could be regarded as a
progressive increase in the scale of economic amthlsprocesses from a local or
regional to a world level. The growing economic dmmion of contemporary
globalisation, in particular, amplifies its impaaround the world. Economic
globalisation, as part of the broader process of contemporayagjsation, is therefore
defined by Held (2000:92) &the process by which markets and production iriedént
countries are becoming increasingly interdependdu¢ to the dynamics of trade in
goods and services and flows of capital and teamdl Economic globalisation is an
increasingly important feature of international momic relations in terms of its
implications for global economic governance, traded productive investment.
According to globalists, it has irreversibly tramshed the global economic landscape,
involving various measures of politico-economicustural changes in the world
economy. In this perspective, a global consciousimegsmerging which views the rapid
integration of national markets with one anothemasgew dimension being added to the
creation of gglobal web of interconnectednesalobalists point to the surfacing of a new
global structure whose rules are determining hownttes, organisations and people
participate in the global economy. For Gill (2008)) and other globalists, globalisation

is an inevitable trajectory of development, makamy attempts to resist it, futile.

Conversely,scepticscontend that the process at work in the world eoonis merely
extensive and intensifying international econonalations, and not globalisation (Hirst
& Thomson, 2003:4-7). Although they admit that theare various degrees of
internationalisation sceptics interpret this process as conjunctutenge towards
greater international trade and investment withineaisting set of economic relations.
Tendencies toward internationalisation still givenajor role to national-level policies
and economic actors. Although this implies somerekegof change with firms,
governments and international agencies that amglferced to behave differently, they
can, in general, use existing institutions and fxes to do so. Hence, the sceptical
interpretation does not include any structural desnin the world economy.

Furthermore, the distinction between internaticgalon and globalisation is of particular
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significance to issues relating to global econorgmvernance. Internationalisation
reflects aworld order dominated by nation-states, with the emphasis twategic
relationships for aid, development and exploitatidin is closely linked with, and
dependent on, autonomous nation-states. By contgigbalisation reflects global
competitiveness between great market blocs andngified collaboration and
competition in the emergence of new regional blbe$ are not only economic, but also

social and political (Mulleet al, 2001:244). It suggests a less state-centric warder.

Sceptics also consideegionalisationto be more closely associated with the present
character of the world economy (especially trilaktefTRIAD) regionalisation), than
globalisation. According to Anderson and Blackhu(&93:1), regionalisation (or
regionalism or regional integration) is generallydarstood as an integrative process
occurring at a supra-national level, but within artain geographical area. It is
characterised by significant coordinated economieractions. It involves reducing the
economic significance of national boundaries withigeographic area as it leads states to
work together on a regional scale (Lawson, 2003:1GMbalists view regionalisation

and globalisation as complementary rather than ipggrocesses.

The basic issue is the relationship between forkeglobalisation and forces of
regionalisation. In thesceptical view, regionalism is one possible approach to & ne
multilateralism. In this sense, regionalism camab&orld-order concept —\&orld order
consisting of regional groupings as the definingnednt. Sceptics regularly use this
interpretation to challenge the globalisation ewrpteéon, thereby suggesting that the
process of change at work in the world economynidaict regionalisation and not
globalisation. In the sceptical argument, the majaf economic activity is viewed as
still being essentially regional rather than trglgbal in spatial scale. They emphasise a
higher degree of regional economic interdependemo®nomic homogeneity, and
coherence (Held & McGrew, 2000:157; Hall & Bierstek2002:45).

Although this study recognises the dominance otegfly trilateral regionalisation in

the world economy, it concurs in this instance witie globalist view that regards
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regionalisation as complementary to the overarchingcess of globalisation — as
indicated by Figure 2.1. It therefore considerstemporary globalisation to be the
process mainly responsible for transforming the lavoeconomy. Furthermore, an
important aspect that the study, in particular, twda bring to mind is that in governing
the world economy, not only the interests of stroggjonal groupings should be the ones
that receive attention (for instance the North Aigger Free Trade Agreement (NAFTA)
and the European Union (EU)), but also the intsrasid concerns of countries that are
not involved as much in regional groupings, as \eslicountries (e.g. African) that are
part of seemingly less significant regional blogG&is implies that global economic
governance should be directed by global concerdsnahbe dominated by the concerns
of only certainmportantregional blocs. The illustration in Figure 2.1v&s to configure
to what extent the processes of interest (as @dsvithin the ideological framework of

this study) are asserted to be governed.

Figure 2.1: Conceptual classification and differenspheres of governance

International

system

Internationa-
lisation
Global economi Global

governa governance

Global

system/order

Source: Own contribution
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In the final word on distinguishing globalisatiawifin other processes, Beck (1999:26), in
a very extremglobalist view, considers globalisation synonymous with glgm as he
contends that the world market completely displameseplaces political action. This
radical version of the globalisation thesis is ammple of an extreme form of the
ideology of world-market dominion. It views the nyarother dimensions — i.e.
globalisation in the cultural, political, environntal, and civil society domains — in a
way that assumes the dominance of the world-madystem (Lechner & Boli,
2000:215). This study, however, distances itsedfimfrthis radical view due to its
interpreting the world economy as being fully glided (i.e. a finished product).

In entering the next and most critical stage ofdkebate about conceptual interpretation,
a key feature is the fact that literature is comigsas regards the interchangeable use of
descriptions such as world economy, internationr@nemy, global economy, and
globalised economy. An oftemissing linkexists between describing the world economy
as an international economy and as a globalisexdoacy. A primary source of confusion
is the usage of the terglobal economyn both these contexts. In fact, this is the essen
of the debate. Before examining this issue, itnigpadrtant to draw a lucid distinctidn
between theonditionthe world economy is in and the integratpy®cessest work in
shaping the world economy. Notably, the processespret the changes that are taking
place in the world economy, while each of the cbads provides a description of the

state the world economy is deemed to be in.

Continuing with the above issue, an internatiomaln®mylinks distinct national markets
while a global economfusesnational markets into a coherent whole (Hall & Bteker,
2002:47). Both of these, however, should not bdusad with being a fully globalised
economy — a different beast altogether. Accordmgdirst and Thomson (2003:8), an
international economy is one in which the principalities are national economies.
Trade and investment produce growing interconnectetween these still national

% To clarify, theprocessegin which boundaries shift) that are causing cleaage globalisation, economic
globalisation, regionalisation and internationdlm® The processes that attempt to manage thengeha
are global economic governance and global govemahiee conditions(descriptions of the state of the
world economy) are global economy, internationaneeny and globalised economy. The study gives re-
cognition toglobalisationandglobal economyand is mainly concerned witliobal economic governance
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economies. In thissceptical understanding, the emphasis is on the differential
performance of separate national economies anthtéssification of linkages between
them. At the other end of the spectrum, extregiubalistgglobalisers believe that the
world economy is in fact a globalised economy — sthimg closely associated with
globalism (or new universalism) (lonov, 2003:83j their view, the international
economic system becomes autonomised and sociatlymiiedded, as markets and
production become truly global. Hence, extreme glists argue, national economies are
completely subsumed and re-articulated into théegysby international processes and
transactions (Hirst & Thomson, 2003:10). A lesg@xie interpretation would, however,
suggest that the world economy is a global economtys study would prefer to
distinguish between a fully globalised economy ihick globalisation has served its
purpose of fully integrating the world economy, amdjlobal economy, a system that
signifies the prevalence of globalisation as a @sscin progress, and where there still
exists some degree of resistance (in the form tfghwbalisation sentiment, divergence
and disintegration). The world economy is indeedarithan merely international; it is
global in scope but not close to being fully globalis&tis is the reason why this study
would not consider contemporary globalisation agwedent tohybridisation Although a
globalised economy could be viewed as a hybridesystthe contemporary global

economy does not, at this stage, involve hybrithglising tendencies.

The world economy could thus be considered a glelsahomy, but not a globalised
economy. If economic globalisation is associateith Wie integration of separate national
economies, such that the actual organisation oh@uodic activity transcends national
frontiers, then a global economy might be said deehemerged. In a global economy
world market forces take precedence over natioc@h@mic conditions as the real value
of key economic variables (production, prices, veaged interest rates) respond to global
competition. Increasingly, this is proving to beital of the current world economy
(Held & McGrew, 2000:20). In following a less radigylobalist view, one can, to this
end, conclude by stressing the importancesystemic economic interdependerasea
differentiating factor. Hirst and Thomson (2003:#i@kcribe this as the national level that

is being permeated and transformed by the intemailti In this sense, the study would
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consider annternational economyo enclose a very small measure of systemic ecanom
interdependence, a@lobalised economyas encompassing full systemic economic
interdependence, andgéobal economyo possess a significant degree thereof. Now that
it has been clarified that, as asserted in thislystboth the global economy and the
overarching process of globalisation need to beegmd, more emphasis can be placed

on delineating the kind of governance processedsatieanvolved.

Given that this entire study is chiefly concerneithwarious governance aspects in the
global economy, the aim in this instance — apamfiproviding further context — is to
concisely define and distinguish between globaheatc governance and global gover-
nance. Varma (2002:3) defingbbbal economic governancas*the institutions, norms,
practices and decision-making processes from whidds, guidelines, standards, and
codes arise in order to manage the world econamitiis includes multilateral or-

ganisations, the private sector, governmental agwnal organisations, and civil society.

By transcending the state system in similar fashgéobal governanceis defined by
Held (2000:140) asa process of political coordination among governme inter-
governmental and transnational agencies (both pubhd private); it works towards
common purposes or collectively agreed goals, thhomaking or implementing global
or transnational rules, and managing transbordeplplems”. Importantly, as Messner
and Nuscheler (1996:31) emphasised, it differs dtarally from a concept of world
government that presupposes the idea of one cehbtadl public authority legislating for
humanity. Analogous to global economic governagéahal governance is based on the
acceptance of divided sovereignties, the strengtigenf the global rule of law, and the
recognition of universally valid values and prirflega However, whereas global gover-
nance specifically refers to the political dimemsiof governance in the international
systeni, global economic governance refers to the govemar the global economy.
Inclusively, global economic governance also fopast of the larger process of global
governance, which emphasises the interwovennessarfomic and political issues. In

essence, as Figure 2.1 indicates, global econooviergance aims to provide governance

* Note that the termisternational systerandglobal systenare used interchangeably in this study.
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to the economic elements of contemporary globahisatwhile global governance
attempts to perform a governing function in theevidlobal system, which also includes
the political and sociological dimensions of conpemary globalisation. Significantly,

both processes are functional within the framewafrthe international/global system.

2.3 Background: historical identity of globalisation®

The globalisation of economic activity and the gmamce issues it involves are often
thought to have appeared only after the Second d\dr, and particularly during the
1960s. This, in fact, should essentially be viewasl merely a continuation of
globalisation’s progression since thé"identury. Driven by the growing interconnected-
ness of markets around the world, the process ofecgporary globalisation could be
viewed as the consequence of continuously escglafiobal modifications that have
been evolving through history. Modelski (1972:144Qrthermore asserts that
“globalisation is the history of growing engagemdmttween the world’s major
civilisations”. The author views this as not so ma@phenomenon of the modern age as
one which begins with the sporadic encounters betwthe earliest civilisatiofis
Importantly, the nature and the shape assumed ra@sudt of the process of historic
globalisation remain even today one of the basisttents of international economics
and politics (Held & McGrew, 2000:49). Thus, we bBaa spontaneously globalising
social and economic reality in need of a historintdrpretation.

According to Kilminster (1997:257), the terghobalisationfirst appeared in Webster’'s
Dictionary in 1961, marking “the beginnings of amxpkcit recognition in the

contemporary period of the growing significancetlo¢ world-wide connectedness of
social events and relationships”. A concept that haen developing over many years
was thereby formally named. Philosophical ideasualtmobal interconnectedness are, in
fact, centuries old especially in theories embrmg@runiversalist approach to humankind.
Ideas about humanity continued to find expressiorthie universalist ideologies of

liberalism and socialism that developed in the walk#ée French Revolution. Originally,

® The purpose of this section is to place the pmoéglobalisation in an appropriate historical teom.
® Although these events, by definition, cannot benpared with contemporary globalisation, they ldid t
foundation for this evolving process as being aeesal part of historic globalisation.
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though, the Stoic notion ofosmopoliswas used to conceptualise cammunity of
humankind(Lawson, 2003:120). Although these may seem rerfrai® present-day
discussions of globalisation, they nonetheless elebiadthe essential idea of transcending

particular political and economic communities.

The opening periddof globalisation is considered to be approximatedp0 AD when
the Moslem world was the nearest approximation wwddwide political order (Held &
McGrew, 2000:49). The origins of the Moslem woeg In the Arab conquests of th& 7
century, and its binding force was Islam. For savbundred years, the Moslem world
was arguably the true seat of civilisation. Inddag occupying a central position in the
Eurasian-African landmass and using it for theifflang trade, the Moslems had already
brought together the major centres of world ciallisn (Modelski, 1972:86). After 1500,
and especially in the latter stages of what isedadirchaic globalisationsthe Moslem
world was strategically outflanked by European hagperations, and its vitality
gradually declined (Bell, 2003:808). The work oflipeal unification of the world and
the expansion of the capitalist world economy neivtb Europe. In one sense, the drive
that produced it was a response to the prospefritiyeolslamic world and the threat that
was perceived to emanate from it. The European®niyt circumnavigated the globe,
but also followed up this feat with the establishinand maintenance of a permanent
network of worldwide contacts. For the next 500rgethey mainly determined the speed
and character of globalisation (Hirst & Thomson99499). Consequently, this was
essentially the real beginnings of the globalisatib economic activity, when organised

cross-border trading operations of a private caf@nature were initiated.

The eras of historical globalisation that followedre firstproto-globalisationbetween
1600 and 1800. This period was characterised byntitation of political and economic
institutions throughout large parts of the worlddathe emergence of distinct state
systems. The next brief era was thatnuddern globalisation1800-1820). It evolved

alongside the modern state, nationalism and falvbl industrial capitalism, and

It must be underlined that there is, however, awegal consensus concerning the historical ideafithe
globalisation phenomenon — especially not with régdo when it officially started.
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signified the advent of new technologies (Bell, 2807). An interesting feature pbst-
colonial globalisation(1820-1920) — the etahat followed this — was the fact that, in
leading up to the First World War, the global eaoim order during this period was
liberal. This was a general characteristic of exabigh growth in the world economy
(Levy-Livermore, 1998:4). It denoted a trend toveattie inclusion of non-European
societies, such as Japan, in th@ernational society This resulted in greater
internationalisatiorl, mainly due to growing cross-border trade flows] #me significant
increase in the number and speed of global formsoofmunication. The beginning of
the subsequent era (1920-present) can be consitteredcipient stages of what is today
called contemporary globalisatioriBell, 2003:807). This era saw, among other things
the formal entanglement of virtually the entire fdestern world in the web of
globalisation. Moreover, it particularly signifigke rise of the developing world voice in
international affairs and, globally, specific atien was being paid to the notion of
humanity— especially in the aftermath of the Second Wuvlar and later the Cold War.
There was also a significant increase in the nundfeglobal institutions and their
growing global influence. There are even those Wbeve that the truepen worldwas
born (and globalisation reborn) at the beginninghtd period in 1944 at Bretton Woods
(Legrain, 2004:104; Moore, 1998:71). In fact, theevelopment of a global
telecommunications infrastructure and global finahsystems as well as increased
emphasis on global standards and statistics fateitit the enhancement of a global
consciousness (oglobal village sentiment). Notably, history has shown that each
successive mode/era of globalisation was layeretbprof the previous ones, serving to
channel and shape patterns of trade, consumptidncammunication. Hence, as Bell

(2003:808) points out, the new (era) always camigis it traces of the old.

It was especially since the 1960s that the apjpdicadf the termglobalisationbecame
commonplace as it was used increasingly in relaimoa variety of social, political and

economic developments concerning the spreadinganktof relations around the world.

8 As a core feature of the world economy at the tiamel with long-term global implications (e.g. tfeer-
effects of colonialism), imperialism and globalisatproceeded hand in hand in thd't@ntury.

® Although particular attention was earlier paid tte distinction between internationalisation and
globalisation, one should bear in mind that intéomlisation forms part of globalisation’s histal
identity, and more specificallfjistorical globalisation which preceded contemporary globalisation.
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In social terms, contemporary globalisation stattelde viewed as a process whereby the
population of the world is increasingly bonded irdo single society (Kilminster,
1997:257). Politically, it implied not only the ir@asing enmeshment of people within
the networks of global governance, but also theaprof more widely shared political
values around the world, as illustrated by the gantend towards democratisation.
Economically, contemporary globalisation is everenewed to be at its most dynamic,
especially since the collapse of communism. Thisiggified by the increasing bias
towards privatisation and deregulation, which hgiwen freer reign to market forces. In
this regard, Lawson (2003:119) suggested that toopbrary globalisation may be seen

to represent the triumph of capitalism”.

Finally, contemporary globalisation is considered te the process that caused an
emergentnew global econoniy, This can arguably be recognised as thtest
progression of contemporary globalisation. Ohmae (1993:81) uadg that the
development of a new economic structure has alrstatyed to take shape, and not just
conjunctural change towards greater internatia@alet and investment within an existing
set of economic relations. In this respect, the ggobal economy is viewed as being
more than merely extensive and intensifying inteomal economic relations (Hirst &
Thomson, 2003:7). Although it is hard to pin dows éxact origin, Castells (1996:92)
traces the genesis of the new global economy ta976s when it was the latter stages of
the transition from structuralism to post-struclisra. At the time, technological
innovation and productivity growth, in particulawvere driven by intensifying
competitiveness and growing demand for profitapillt proved to be a new economy
growing within the old economy, as directed by pmecess of globalisation. According
to Held and McGrew (2000:134), what has changedas the kind of activities
humankind is engaged in, but its technologicaligbtb use it as a direct productive
force. What distinguishes the present global chglitaconomy from that of prior epochs
is arguably its particular historical form. Oveceat decades, the core economies in the

global system have undergone a profound econorstcuturing — especially after the

19T clarify, although the world might be witnessiig emergence of a new global economy, it shoold n
be confused, at least not in this study, with /fglobalised economy.
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Cold War. As Mulleret al. (2001:97) suggest, in the process they have lwaasformed
from essentially industrial to post-industrial eoomes. More specifically, as Castells
(1996:93) underlines, the new global economy issmred to be a new social and
economic structure — an unprecedentetivork societyln its character it is centred on
informational capitalism in that it has involvedtauctural transformation in the relations
of production and power. As the new technologicasi® for this new economy, the
Internet is creating new rules as it induces thewvokking form. It is adding a new
dimension to global competitiveness and socialraa@on. This new social structure is
considered to be a transition fromdustrialism to the network societyand is also
associated with the diffusion of knowledge and watmn, not merely technologyer se
(Muller et al, 2001:115). Although it is still in its infancyigdtory has remarkably shown
that developments such as the current rise of éwve global economy are of particular

significance in stretching the confines of globeatiisn.

2.4 Global economic governance and economic theory: d¢ostorical progression

The existing world order (i.e. its structures anaimtenance) may, principally, be viewed
as the result of a long historical process. It teaa large extent set off by the Industrial
Revolution, which began in Great Britain in the I}aaIch century, spreading to the
European continent and the United States (US)hénsecond half of the £&entury, it
reached Japan and tperipheral countries of Scandinavia (Anell & Nygren, 1980:15)
More contemporarily, the existing world order mag kegarded as the result of the
decisions taken by the allied powers during and edhiately after the Second World War
(Legrain, 2004:90). Notably, the process of ecomouhevelopment gave the major
industrial countries a decisive influence over w@ld economy. In particular, the two
world wars strengthened the military and econonusiton of the US — a global

hegemon (with veto power in the IMF and World Barégen until today.

The purpose of this section is, first, to depictwhspecific historical events and
developments that shaped the world economy evalvaélation to both; actions that
reflect the progression that took place in glomair®mic governance, and advancement

in economic theory/ideology and thinking. Secondlgerves to complement and further



28

contextualise globalisation’s historical identityinitially, economic events and
developments of historical significance prior to449are briefly highlighted. The
emphasis then shifts to an exploration of econopnagress in and after 1944, with
specific attention to how global economic govermafice. the IMF, World Bank, and
WTO) evolved. Hence, the following sections combthe collective progression of

economic history, economic theory, and global ectn@overnance.

2.4.1 Cycles and volatility: world economic history and heory prior to 1944

The main features of the global economy, arguabhginated during the Industrial
Revolution (1820-1913) (Legrain, 2004:85). Evenopefthe Napoleonic wars in Europe
ended, industrialisation had gathered momentum ieatGBritain. The international
consequences of this followed during thé t@ntury. Sparked and permitted by a cluster
of inventions, sustained, long-teenonomic growthwas made possible for the first time
in history, with Great Britain as the engine of \doeconomic growth. Steam-power,
specifically, revolutionised the technology of ledigtance transport, changed economic
and social structures, and led to the eventualstoamation of the domestic and
international economy, societies and institutidreszy-Livermore (1998:3-4) added that:
“the primary effect of the Industrial Revolution &me world economy was to enable the
linking of European and overseas economies in cem@htary development patterns that
transmitted changes in the rhythm of economic gnawtdeveloped countries overseas”.
Throughout the hundred years which ended in 1918dwtoade and the international
transfer of capital increased far more quickly tpapulation and production. At the start
of the 19" century only approximately 3% of production wasceiated through
international trade. By 1913 world trade was egeivato about a third of the total world
output which can to a large extent be attributethéofact that technological development
was export-orientated (Anell & Nygren, 1980:15) eTdcceleration of technical progress
also resulted in an average annual economic groawthof real per capita GNP in the
average OECD country six times higher than durhey pperiod of merchant capitalism
prior to 1820. The extent of economic change betmi&20 and 1913 was unprecedented

and impressive: per capita income in the averag€Eountry more than tripled; the
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volume of world exports grew more than thirty-foldnd international patterns of

specialisation in production and trade emerged ylavermore, 1998:4).

Importantly, theglobal economic ordeduring the Industrial Revolution and until the
start of the First World War was liberatconomic thinking mainly followed the
Classical approach (until the 1930s) which, as etquk focused on supply-side factors
and the market mechanism (Snowdon & Vane, 199%&@art from high growth rates,
the period 1820 to 1913 was also characterisedkbgptionally free international trade,
with no quantitative restrictions and relativelyvlamr no tariffs on raw material. In
addition, it featured unprecedented free intermaionovements of labour and capital, as
well as a fixed nominal exchange rate under a gtédding standard. By and large, the
Gold Standartt (GS) can be perceived as a benchmark in world acoan history
because of its pivotal position as the first int#gd economic mechanism (Hirst &
Thomson, 2003:52). The GS-system, which existech fadB879 to 1914, carries great
ideological and theoretical significance since &swnot only voluntarily entered into by
the countries involved, but also supposed to haveoelied the principle of automaticity

in its operation and adjustments.

The seeds, though, for this liberal ideologicahfeavork were, in fact, planted by Adam
Smith’s The Wealth of Nations 1776 when he questioned the mercantilist ordRgd
Smith was the first to present a systematic, cotieimmework for examining trade
policy and argued that free trade would allow tlesthallocation of society’s resources
while import regulations distort this pattern amg reduce national income (Legrain,
2004:87). In the early focentury James Mill, Robert Torrens and David Ricanade a
crucial addition to Smith’s work. Mill showed thatade could still be beneficial:
countries should specialise in goods in which thaye a comparative, rather than an
absolute, advantage. Ricardo added that the rdd¢idoehind trade is that differences in
labour productivity determine differences in pradi price ratios. By emphasising the

merits of free trade, these ideas were very pregresn nature and greatly contributed to

™ The Gold Standard and other monetary and excheatgeregimes over history are significant to this
study due to the fact that they can be recognisecbacrete forms of economic governance in the dvorl
economy.
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Britain’s unilateral move to free tratfe- something that many consider triggered the first
big wave of globalisation: industrialisation (Irwid994:38; O’Rourke & Williamson,
1999:56).

After the end of the First World War in 1918, thigelal international economy that had
emerged before 1914 fell apart over the next 3@sydde Great Depression (1929-1933)
that followed the Wall Street Crash of 1929 dedderalism an enormous blow: the
economy could clearly not be trusted to regulaelfit(Legrain, 2004:98). The growing
degree of global economic instability caused exégmlicy concern for prices, exchange
rates and unemployment. The collapse of world tnade remarkable. It fell by two-
thirds between 1929 and 1933 and was scarcely highH®48 than in 1913 (and still 9%
lower than in 1929). Surprisingly, though, the ré@P per capita of the average OECD
country fell by only 15% between 1913 and 1950sTdevelopment was particularly ma-

nifest in the US and Japan, while Great Britaingustrial output stagnated completely.

During the 1930s John Maynard KeyneG&sneral Theory of Employment, Interest and
Money (1936) signified the birth of modern macroeconamafter the high rates of
unemployment appeared to shatter the classicaigugn that full employment was the
normal state of affairs. In response to the GreaprBssion, Keynes put forward a
revolutionary theory to explain, and provide a rdgndor, the then prevailing severe
unemployment. Central to his analysis, he contertldaidcapitalist market economies are
inherently unstable. Keynes viewed this instabilgg the result of fluctuations in
aggregate demand, and argued that the Great Depressulted from a drastic fall in
investment expenditure (Snowdon & Vane, 1999:3H&nce, the ensuing unemployment

was involuntary, and mirrored a state of deficiggregate demand.

Finally, it is significant to note that the intemvgears still haunt the international
economic system, and provide the rationale fordbwmcerns and uncertainty associated

with current trends in the international economyncg& the Second World War, the

121t lasted from approximately 1820 until 1914 arehdtes the height of thRax Britannicasystem.
However, when th@ax Britannicaended in 1914, so did free trade.
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constant worry of the international community isatid a repeat of this period, when
global economic activity fell dramatically (Hirst &homson, 2003:54). This, coupled
with the fear that man could potentially destrog filanet (as exemplified by the nuclear
attacks on Hiroshima and Nagasaki), signaled aerawn history in which a new global
fear was born. This was, ironically, the first truedication of an emerging global

consciousness.

2.4.2 Bretton Woods and international economic recovery1944-1973

The Bretton Woods System (BWS) was designed in 1844/0id the external constraint
imposed on national economies by the GS, which d@etated so disastrously in the
interwar period. The solution negotiated at Bretfdoods was for a fixed but adjustable
system, linked to the dollar standard as numer@iterencies were fixed in terms of the
US dollar, which itself was to be convertible igfold. The domestic impact of exchange
rate interventions wasterilised by drawing on official exchange reserves and IMF
credits. This acted as the buffer between domasiicinternational monetary conditions,
and enhanced domestic autonomy. The Second Worldc#ised a radical shift in the
balance of power between the world’s leading indaisstates in both military and
economic respects. The war had generated a pdrpeht-up demand and had destroyed
capital and infrastructure in Europe and Japan.if$tgutional framework of capitalism,
which had been temporarily abrogated by the commeswhomies of wartime, was
restored relatively quickly. The US, in particulamerged from its isolationism of the
interwar period as the world’s dominant great po{Rax Americanawith definite plans

to make the worldsafe for capitalismThis signalled the beginning of the American
hegemony. The Marshall Plan of 1947 swiftly helpeduild the capital stock destroyed
during the Second World War and, in fact, generatedhvestment boom in Europe. In
the aftermath of the Second World War, plans fer éimergence of the Bretton Woods
Institutions (BWI) came about in the context of tdr&"® for enhanced economic

coordination between states as a way to ensureogtonmenewal, prosperity, and peace

13 Although much of the literature points to the Kegian belief and vision for a truly global systefm o
codified rules and principles, which imposed oliigjas on states in monetary affairs, there areingry
perspectives on the extent to which this was nieedrby concerns with the decline of Britain’s pickl
and economic hegemonic power and the desire to thakdS subject to a rules-based system.
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(Skidelsky, 2000:47). This signified a prominentftstn approach to global economic
management, moving away from one which was baseademoc bilateral cooperative
arrangements primarily among central banks in tlagpmeconomies to one which was
centred on a formalised multilateral systéifyarma, 2002:5). Hence, in the presence of
44 countries, a new, post-World War Il economiceord/as consolidated at the New
Hampshire Conference in 1944 with the birth of Bretton Woods twins: the World
Bank (then the International Bank for Reconstructamd Development) and the IMF
(then the Stabilisation Fund). Together with theidnational Trade Organisation (ITO),
the world economy was to be organised around thiesee cornerstonegDriscoll,
2004:59).

The World Bank (WB) would make loans to help rebuild war-torn memies and to
finance development in general. This, coupled wh#n Marshall Plan, served to initiate
European recovery and stave off the threat of conisnu — thereby channelling
international investments along desired lines. TM& was designed to take care of
short-term problems relating to international ljty. It would lend money to countries
that had temporary difficulties financing a balaieégayments deficit and sanction an
adjustment in their exchange rate if the problenenssd permanent. The ITO,
alternatively, would help to create a liberal systef regulations governing world trade,
and it would be the vehicle to carry the world todgaa system of free trade (Legrain,
2004:105). However, the intended ITO was neverbdisteed at a conference in Havana
in 1947-48. Disagreements between thé#®d Britain over the extent of the authority
of the proposed ITO over the actions of governmg@névented the ratification of the
charter for the ITO (thelavana Charte). In fact, in 1946, while early negotiations oe th
charter took place, the US took an initiative iregaring a document on a general
agreement on tariffs and trade to speed up taediuctions. Subsequent deliberations
between a group of 23 nations, meeting in Genessylted in a set of mutual tariff
reductions which were codified as the (General Agrent on Tarrifs and Trade).

14 As the architects of the BWS, John Maynard Keyhesd of the British delegation) and Harry Dexter
White (an assistant secretary at the US Treasumyisiened a multilateral system which could safedua
the world against the disruption of the 1930s taat led to the Second World War.

15 The failure to establish the ITO provides an eartjication of the influence of the US in the opiina of
the post-war international trading system — US hegey (orPax Americangin its infancy.
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Because the ITO was never officially institutedistieft the GATT as the primary
framework for trade relationships (Van Meerhaedl$92:57). In addition to providing a
framework for the conduct of trade relations, thleeo two main objectives behind the
establishment of GATT were to provide a framework {and to promote) the
progressive elimination of trade barriers. Thirdtywas to provide a set of rules (codes
of conduct) that would inhibit countries from taginnilateral action.

The international economic order became liberahifgg with low non-agricultural tariffs
and few quantitative restrictions in the OECD (Qrigation for Economic Cooperation
and Development) countries, as well as a fair degfeflexibility in tariff-setting in de-
veloping countries. Due to the new payments systeenliberal trading regime as well as
therapid growth of import-demand in the OECD countries, the volushénternational
trade expanded rapidly. From 1950 onwards, progretise OECD countries continued
at breakneck speed by historical standards. Thepconded annual growth rate of real
per capita GDP in these countfizsscalated to just about 2.6 times that of thenirge
period, and nearly doubled the previous peak graath of the Industrial Revolution era
(Kuznets, 1968:35). Productivity growth more thepléd, compared to the same period,
and investment rates rose sharply to over 10% dP Glis led to a stable, expansionary
national and global policy framework rooted in anftwence of unprecedented and
surprisingly favourable economic and institutiondicumstances (Levy-Livermore,
1998:13). The impetus from the unparalleled growmtlihe OECD countries was then
transmitted to developing countries. World trddeas the main transmission mechanism,
and capital flows resulted in growth that, histallig, was quite spectacular with real per
capita GNP for all developing countries rising ab®@#®%. The growth in world trade,
especially in the late 1960s, could mostly (aroédb#éo, by value) be ascribed to GATT'’s
Kennedy Round (1964-67) of trade negotiations, wile@ most substantial tariff
reductions in the post-war period were made (Stelei®& Reed, 1994:41).

16 Unless otherwise mentioned, the numbers citetlinparagraph — and in the remainder of this seetio
refer to all OECD countries taken together, apamfGreece, Iceland, Portugal, Spain and Turkey.

7 Since the 1950s the Heckscher-Ohlin model (whigilains that the cause of trade is different cdastr
that have different relative factor endowments)dmee the dominant model of comparative advantage in
modern economics. It emphasises that internatidifferences in factor endowment result in differenn
relative prices and comparative advantage, thustiogea basis for mutually beneficial trade.

18 This figure is an unweighted average and was e triple that of the early industrialisers.
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During the 1960s, in particular, thiBIF’s role had been transformed by the explosive
growth of international financial markets. Theseusgg from the off-shore financial
markets — i.e. the Eurocurrency markets. Paradlbxidenancial markets got another
boost when America suspended the dollar’'s conubtyiln August 1971 and the world
moved to floating exchange rates, with markets, governments, mostly setting
currency rates. The reason for this was that th&SBIMd become increasingly inadequate
to the liquidity needs of the world economy, aratteid to break down (Anell & Nygren,
1980:50). When th&JS breached the IMF agreement by no longer convedaligrs into
gold, it marked the end of an era for working witla multilateral framework of rules.
Notably, this also reflected the problems which oaour when the dominant currency of
the international monetary order is also that dfiegemon’s power that can use its
position to pursue its own agenda (Braithwaite &aliys, 2000:54). The problems,
however, could be traced back to the mid-1960swvthe large defence contracts for the
Vietnam War began. This accelerated inflation asda result, the faith in the dollar was
further undermined as it led to a dollar glut. Sadagently, in 1967, the ten leading OECD
countries agreed on a procedure to create a newdfimternational means of payment,
the so-called Special Drawing Rights (SDR). Thiswadopted in the same year by the
IMF and for the first time in history, an interratil reserve currency was created by a
deliberate, multilateral decision (Legrain, 2004;1Rreinin, 2006:337). Succeeding this,
in 1971, the major financial nations at the timen@mced an agreement on the re-
alignment of exchange rates and restabilisatiocuafencies (revalued against the dollar)
under the Smithsonian Agreement. Hence, the BW&lyiicollapsed in 1973.

From 1944 to 1973nacroeconomic theorywas to a large extent dominated by the
Keynesian consensus — the framework within whiah BWI were found. The ever-
evolving Classical-Keynesian debate continued valdiviews between, respectively, the
efficiency of unfettered markets, and the beliefttlaggregate economic instability
represents some sort of market failure and thatdanstate intervention is needed (i.e.
embedded liberalispnKeynes'’s strong involvement in restructuring therld economy
after the Second World War meant that his viewggaaa dominant role in most policy

frameworks — institutional and public — as wellimaghe formation of thé&8WI and the



35

Marshall Plan (Snowdon & Vane, 1999:5). The imglma of Keynes’s analysis was that
fiscal and monetary policy could correct the aggtegnstability exhibited by market
economies and help stabilise the economy at fulleyment. However, by the mid-
1950s the consensus that started to transpirecyarty in the US and within the BWI,
was Samuelson’s neo-classical synthesis, which msagigficant contributions, among
other things, to the developmentgrbwth theory. With the mounting emphasis on the
decolonisation of Africa and other regions aftee tBecond World War and the
exceptional economic growth experienced by the shithlised nations, proposals to
enhance growth in poor nations started to emerdepddicular significance were
Rostow’s stages-of-growth model, the Harrod-Domawgh model and Lewis’s theory
of structural change. In Rostow’s explanation,gdoreconomy to advance from a state of
underdevelopment to development, it must go throagteries of growth stages. The
important factor is the mobilisation of domestiddnreign saving in order to generate
sufficient investment to accelerate economic growfhe economic mechanism to
achieve this became known as the Harrod-Domar gravadel, which states that the rate
of growth of GNP AY/Y) is determined jointly by the national savingdaas, and the
national capital-output ratik. Accordingly, by multiplying the rate of new inuegent,

s = I/Y, by its productivity, 1, it will give the rate by which GNP will increag€odaro

& Smith, 2003:112). Highlighting the importance estructural transformation in
particularly labour abundant subsistence econorh@sis’s theory dominated economic
thinking in the developing world in the 1950s upthe early 1970s. According to Lewis’
theory the development process will be stimulatedalbour is transferred from the
traditional sector to the industrial sector in ortle allow industrialists to increase their
output, and eventually reinvest the so-called edipit surplus. All these theories were
growth centred and based on the assumption thagatapcumulation would eventually

increase per capita income.

During this period théBWI, whose establishment was based on Keynesian tignki
ventured into a new direction — that of neo-clasdiginking — which was mainly growth-
focused and dominated economic development thinaggell as the application of the

BWI’s policies. Given the significance of high econic growth rates that prevailed in



36

most economies in the 1950s and 1960s, the grosritred models formed the main

focus of economic theory.

2.4.3 A world order in crisis: 1973-1981

In the shadow of the dollar crisis, the governmamtdie industrialised countries began to
lose control over inflation (or rather stagflatiorpuring 1973 the US imposed an
embargo on some of its exports as the already-asarg prices of raw material started to
accelerate. Protectionist tendencies became inogbaevident. OPEC (Organisation for
Petroleum Exporting Countries) quadrupled the poiceil and prohibited exports to the
US and the Netherlands. This accelerated the dedinrade at the same time as the
current account was seriously weakened in virtualy oil-importing countries.
Economic policies fell out of rhythm. Unemploymeratached a level reminiscent of the
1930s. Together witlslowing economic growth the symptoms of a crisis in the old
economic world order were obvious and calls stnuctural changedecame stronger
(Anell & Nygren, 1980:75). By borrowing money fomports, expansive developing
countries increased their foreign debts faster thair repayment capacity and had to
devote over a quarter of their export revenuesiterést and loan repayments (Anell &
Nygren, 1980:78). Added to this, productivity growslowed down in most OECD
countries, coupled with continued short-term psbecks (in gold, manufactured goods,
oil, etc.) during the 1970s. Balance-of-paymentsst@ints became binding. As a result,
the governments of industrialised countries reglabe goal of full-employment growth
with the twin objectives of containing inflation @rrestoring balance-of-payments
equilibrium. They adopted cautious macroeconomilicigs and espoused a stance of
fiscal restraint. Consequently, the economic grokatles of the OECD countries fell to,
on average, approximately one quarter of the pteviper capita annual real rate. A
growth crisis was on hand, aggravated by the faat growth in real world trade fell to

just over 3% per year — less than one half itsiptesvrate (Levy-Livermore, 1998:19).

Remarkably, the growth rates of developing coustded not follow the trend set by
those in developed countries. Faced with sevesnbalof-payments pressures stemming

from the price shocks combined with declining expand generally weakening terms of
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trades, most developing countfiébave borrowed heavily to sustain their growth sate
(Levy-Livermore, 1998:20). Banks in the developeaurdries, especially the US,
extended loans to them since they were attractinopfiux of petro-dollars. Until 1982,
the foreign debt of developing counti&escalated; for the average non-oil developing
countries, total foreign debt increased to a tbirtheir GDP and over 150% of exports.
At its Committee of Twenty (C20) meeting in 1976e tMF recognised the emerging
monetary disorder and allowed member countriebeestheir problems to the best of
their ability (Anell & Nygren, 1980:80). After thigora such as the G7 (Russia was still
excluded from the G8) were considered for coordbmadf international monetary policy.
This was based on information exchange and conisuifaand thus very different from
any multilateral institutional binding form of rideand cooperation, and from what the
IMF was originally designed to do (Varma, 2002B)e only ostensibly positive aspect
that came out of the decade after the oil shockstha growth of international financial
markets which resulted from OPEC countries whaatet large amounts of investment.
Starting in the late 1970s, controls on capital erognts were lifted in order to tap the
now fast-growing international financial marketshigh were further bolstered by new
technologies, such as computerisation, and newuimsints, such as derivatives. The
IMF became theyuardian of the stability of the international financialstgm and as a

corollary of its mandate, it had to assist coustiefinancial distress.

The World Bank became the principal agency for assisting leagéldped countries

(LDCs) to get capital from the more developed, Btdal countries and thereby
continued its role as facilitator and promoter o¥astment and capital (Sodersten &
Reed, 1994:350). Until 1980, loans from the WorlahB constituted project lending in
the broad sense (Shihata, 2000:230): the finan@hginvestment that enhances
development (so-called programme lending); investme specific sectors (sectoral
lending), and lending to financial intermediarieshiet, in turn, provide equity

participation to local enterprises. The World Bahkis stayed true to its mandate of

being a primary financier of loans and other inwesits towards its member countries.

9 The group of low-income Asian countries is an @xice.
%01t was during this period that the developing doies put forward their proposal for a new inteioal
economic order (NIEO) in which they essentiallyuested a more even distribution of resources.
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In another development, the Tokyo Round (1973-1®9TATT was characterised by
what was considered to be the first time that tigtitution comprehensively dealt with
non-tariff issues affecting trade in goods, suclstandards and technical specifications.
It implied the proliferation of plurilateral agreemts in areas such as subsidies, customs
valuation and import licensing that apply only hose (chiefly the OECD countries) who
sign up to them. Although developing countries dookgotiate for a legal basis for
receiving preferential treatment, they remainedatisfied with their failure to achieve
greater concessions (Nielson & Taglioni, 2003:2d9twithstanding the fact that trade
relations between the US, the European Community dJapan were strained, vital

reductions in tariff and non-tariff barriers als@peeded (Irwin, 2001:326).

As far aseconomic theoryis concerned, the theoretical developments in @mics
during the 1970s were still dominated by the nesgcal school as they replaced
monetarism as the main rival to Keynesianism. Robecas, in particular, made major
contributions in this area and introduced Bigrprise supply function where output
deviates from its natural level only in responsetirs in price (inflation) expectations
(Snowdon & Vane, 1999:11). With economic growthwsftg down, and inflation and
debt escalating, the focus of macroeconomics piiyn@arned to business cycle research
in attempting to find new theoretical explanatiomdthough Robert Solow’s neo-
classical growth model was generally accepted uinélearly 1980s, the real business
cycle approach challenged this conventional wisdiyrassuming that the economy is
subjected to random supply-side shocks (as oppgosgeinand-shocks). In this approach,
the observed volatility in GDP is considered tovheations in the natural (trend) rate of
output, and not deviations of output from a smodgherministic trend. Subsequently,
growth-centred approaches towards economic devaopstill remained the dominant
focus of the 1970s. Despite the fact that thedttee in the 1970s paid much attention to

the international dependence revolufioms well as the basic needs appréagsee Hunt,

21 The international dependence school of thoughmnidated by Latin American thinktanks, argued for a
change impowerrelations in and between countries as underdem@apis the result of domination by the
rich countries.

%2 This approach was developed by the Dag Hammetsk6lndation Report of 1975 and supported by
the International Labour Organisation. This apphoaas predominantly concerned with provision ofibas
needs of people by increasing their participatiothe economy and providing opportunities for them
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1989:260), these approaches were neither endonsedebBWI nor included in their

policy frameworks.

2.4.4 Debt crisis, structural adjustment and reformations 1981-1993

Given the prevailing volatile circumstances in therld economy resulting from the
growth crisis and stagflation, a debt crisis appédo be inevitable. As tensions grew,
the debt crisis was brought to a head by the itplmf Mexico, Brazil and Turkey to
meet their debt-service obligations by 1982 (wheexido placed a moratorium on its
debt repayments). Consequently, banks in developadtries became unwilling to ex-
tend further loans to all developing countries attdmptedeschedulingas a way to deal
with the debt crisis (Legrain, 2004:107). Unforttedp, the mistake most LDCs made
was to either export their way out of the crisis, amlopt restrictive import regimes
combined with deflationary government spending amalcroeconomic policies or a
combination of the two strategies in a stop-go neanmhe result, which was generally
evident in the LDCs during the 1980s, was rampatfhation, capital flight, low invest-
ment rates, drastic declines in living standardsl, eonsiderable increases in poverty. In
addition, debt-service requirements have led tetaemport of capital to the developed
world by the end of the 1980s and 1990s. In finstrest, the South-East Asian countries
have continued, if not improved, their previous elepmental performance and attracted
large amounts of capital. Of significance, thougtthe fact that the period from 1981 to
1993 has also been an era of substantial instiaitiadjustment and policy reform in
most developing countries. Greater emphasis on-tjpele regimes became apparent in
many Latin American countries. Market institutiohave generally been reinforced,
especially in some African and Latin American nasio(Kreinin, 2006:338). With
changes taking place in the international paymeedsane, coupled with the recovery of
the dollar (1981-1985) and the Cold War that ended 991, the OECD countries
experienced a revival in growth combined with mtvesle liberalisation. This indicated
thatliberal ideashave been strongly in the ascendancy again diec&380s.

This was the period during which tH&F and theWorld Bank enforced their

stronghold within global economic governance thiotige advent of conditionality. In
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fact, it has ensured infiltration into the domesidicies of developing countries, together
with mechanisms for constant surveillance. By dbtumoving beyond its original
mandate, the IMF started with development financemgcompanied by structural
reform/adjustment programmes (SAPSs). Concurrettitly,World Bank increased its role
in providing loans for balance-of-payments suppoather than specific projects or
sectors) to developing countries, together withtcggeconditionalities for policy reform.
Notably, the IMF's agenda of anti-deficit and ainfilationary policies collaborated with
the World Bank's efficiency prescriptions for dewéggion, privatisation, and
liberalisation (Varma, 2002:9). Ahead of macroecguimindicators and sectoral reform,
the conditionality programmes of each have intgnseitended into matters such as

governance, corruption, and judicial reform.

The lengthy Uruguay Round (1986-1993) in Punta Bste became one of the largest
negotiating mandates on trade ever agreed (Nidsdaglioni, 2003:24). This round of
the GATT Treaty has helped, despite conflicts and divergaetests over agricultural
products, financial services and intellectual propeights (TRIPS), to keep the world
trading system both open and at least potentiallyjest to calculable rules (Hirst &
Thomson, 2003:15). Moreover, if the widespread enrss of the 1950s and 1960s was
that the future belonged to a capitalism withowgels, securely managed by national
governments acting in concert, then the later 128@51990s have been dominated by a
consensus based on contrary assumptions: thatl giady&ets are irrepressible and that
the only way to avoid becoming a loser — whethea aation, firm or individual — is to be
as competitive as possible. Notably, these wee thlks principles on which the views of
the IMF, WB and GATT were based (Varma, 2002:12)e Tiotion of an ungovernable
world economy is a response to the collapse of @apiens schooled by Keynesianism
and sobered by the failure of monetarism to proadealternative route to broad-based
prosperity and stable growth. Since the mid-1980s terms ofeconomic theory and
thinking — the new Keynesian school has, in fact, emergetiemain rival to the neo-
classical approach. New Keynesian research mosthcentrated on explaining why
prices and wages adjust only gradually, and ingilsmhave sought to re-establish a case

for policy effectiveness and justify interventianigolicies to stabilise the economy
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(Todaro & Smith, 2003:127). Dominating the 1980ss ted to a neo-classical counter-
revolution in development theory and policy, mairdyguing that poor resource
allocation occurs due to incorrect pricing policeesd too much state intervention. This
counterrevolution favoured supply-side macroecoropulicies, rational expectations
theories, and the privatisation of public corpamas. In both developed and developing
countries it called for freer markets and the distirag of public ownership and
government regulation of economic activities. ltargued, according to this neo-liberal
(or neo-classical) view, that by permitting comfpedi free markets to thrive, combined
with greater privatisation and less government la@ns that cause price distortions,
both economic efficiency and growth will be stinteld Of great significance, though, is
the fact that neo-classicists obtained controintes on the boards of two of the world’s
most powerful financial agencies — the World Bamid @ahe IMF (Todaro & Smith,
2003:128). These developments were greatly impebgdthe introduction of the
Washington Consenstis(WC) in 1989. Viewed as a major contribution teustural
reform and policy discourse at the time, the nessital principles that the WC tended
to reflect became thieackboneof the policies the World Bank and IMF applied svar
their client countries (Stiglitz, 2003a:53). The W&Ssentially includes the rational
expectations presumption of free market fundamismtal(Davidson, 2004:593). As a
reform agenda, the WC'’s list of ten policies wagclied at promoting economic growth.
At the core of this list were fiscal austerity,vatisation and market liberalisation, which
became the three pillars of Washington advice duttie 1980s and 1990s.

Underlying the WC was the policy assumption tha tieeded level of resources for
development financing would be provided by priveagital flows and that attracting and
retaining access to those flows should be a prirpaligy aim for developing countries.
However, the WC has proven to be a failure in baimplicy framework that attempts to
increase and maintain private capital flows to emgy markets. On the basis of adverse
developments and crises in numerous emerging edesatring the 1990s and there-

% The WC was first presented in 1989 by John Wilkamas an attempt to summarise the commonly-
shared themes among policy advice by Washingtoeebasstitutions at the time (the IMF and World
Bank). Originally, though, it was designed as maddgentated reforms for Latin American countries.
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after, many scholaf$ started to question the WC and specifically itsuasption that
private flows can provide adequate resources foreldpment in an economically
unequal global landscape (D’Arista, 2004:22-24)isGamd Senses (2005:264) point out
that “the Washington Consensus was based on therstadding that imperfect markets
are always superior to imperfect states”. This iegph lesser role for government given
that it is, principally in WC-speak, confined tocaeng law and order, macroeconomic
stability and the provision of physical infrastruc.

2.4.5 New uncertainties and opportunities after the ColdNar: 1993-current

After the fall of the Berlin Wall in 1989 and thellapse of the Soviet Union in 1991 and
especially after the opening up of China, anothérblllion people were brought into the
capitalist world. Coupled with the effects of theCyhis set off the economic liberal
push of the 1990s. In becoming more genuinely dlaban before, economic
globalisation started to involve countries wheregidy two-thirds of the world’s po-
pulation lives. The other third is not immune tphtt is still to a large extent isolated
from it. By way of specifically faster and cheapgansport and communications
technology, theglobal economybecame quite techno paradisevhere emailzip round
the world instantly and with over 1 billion peoplsing the Internet by 2005 (Internet
World Stats, 2006:1). Just as thé"2@ntury witnessed the global diffusion of induatri
capitalism, so in the early stages of thé' 2éntury post-industrial capitalism is taking
place. World trade grew to record highs. In 2008yds and services worth $7.8 trillion
were traded internationally — $1300 for every persno earth. While the world economy
is currently over six times larger than in 1950 tlolume of world trade is nearly 22
times what it was then (Legrain, 2004:109). Crossder trade has soared from 8% of
world output (GDP) in 1950 to 25% in 2000. Althoughwider range in products is
traded than ever before, most significantly, howgeigthe growth in services. By 2004
approximately a fifth of world trade was in sengc&urthermore, the growth in foreign
investment is staggering. Whereas in 1985 compamested a mere $50 billion abroad,
by 2000 their foreign direct investment (FDI) téedl $1.3 trillion. Ending the downturn
since 2001, global FDI inflows grew 6% in 2004 ®i2 billion (UNCTAD, 2005:1). In

% See D’Arista (2004:24-30), Stiglitz (2003a:76-88gld (2005:15), Davidson (2004:594-595).
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becoming more prominent than ever before, multiomai corporations (MNCs) became
arguably themost dominanparticipants in the world economy, accounting 366 of
global GDP and two-thirds of international tradef-which about half is trade within the

same company and its ancillary networks (Mudieal, 2001:8).

Although the end of the Cold War has created a rftoie global system, it also set off a
new era of immense global uncertainty. First, theas the Mexican crisis of 1994-1995
when the drastic depreciation of the peso triggexedycle of portfolio investor exits
which induced feafs of global financial contagion (Michie & Smith, 19438, 41). This
was followed by the East-Asian crisis of 1997-19%9Be fragility of the affected East-
Asian economies as well as the banking crisis eepeed by the Japanese economy sent
fears of global financial contagion throughout therld — yet again (not to mention the
impact of the current global financial crisis)btcame clear that these criSeand other
related/similar uncertainties in the global econaroyld be ascribed to the general trend
towards the liberalisation of global financial metk and, in particular, to the

deregulation of capital controls which — in theases — led toverinvestment

Particularly after the Cold War, the world econob®gcame, as a primary feature, settled
into three largely self-contained regional centgne TRIAD): the EWY’, which trades a
mere 11% of its collective output with the resttloed world; NAFTA, which trades just
over 8%, and Japan, 11%. The rest of the worléhked to at least one of these hubs
through a tangled web of bilateral (or regionaddi agreements (Legrain, 2004:112). On
the face of it, the real character of the intewradl system will continue to be dominated
by the TRIAD countries and their regional clustersllies. Correspondingly, the pattern
of foreign investment is uneven too. Most globall Hbws (85%) come from American

and European companies, and 70% of them are irdvestgther the US or the EU (Hirst

% The Mexican crisis also led to fears of systermaricial crisis in other emerging markets, as itwss
turned bearish on the markets. When this flightatidur, it was termed thtequila effect

%6 Argentina also fell into crisis in 2001, but fdightly different reasons. Faced with a domestizession,
external deficits, and a declining value of theAfran currency, it could not maintain the pescefixat 1
peso = $1. It finally adopted a floating exchangterand also restricted the inflow of short-termdsi
(Kreinin, 2006:348).

%7 After many years of negotiation since 1951, theoigan Union (EU) was established under that name
in 1992 by theMaastricht Treatyand then launched the euro as its official curyen@002.
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& Thomson, 2003:57). One might add, though, thabmgnthe developing countries,
China and India are exhibiting annual growth rate€% to 10% and are starting to play

a significant role in international trade and attneast amounts of FDI.

By furthering its efforts into development finangjnsupplemented by structural
adjustment programmes (SAPs), thdF’s active involvement in country assistance
during the 1990s was primarily in the form of itsiHanced Structural Adjustment
Facility (ESAF). However, due to heavy criticisngaeding its harsh impact on poor
countries and its failure to promote economic gloahd macroeconomic stability, the
IMF later replaced the ESAF with the Poverty ReduciGrowth Facility which takes
shape through the Poverty Reduction Strategy R&#8P) process. The PRSP process
can be regarded as a way for the IMF, andwh®ld Bank, to further micro-manage
policy directions in developing countries, coverlmgalth, environment, and labour issues
(Varma, 2002:9; Moselgt al, 1995:65). In addition, the IMF made use of thhated
Heavily Indebted Poor Countries (HIPC) initiativéhiah, in essence, is based on the
acceptance and continuation of debt managemenebhe PRSP must be developed as
a precondition for HIPC debt relief. The actuaiaklthough, will only be forthcoming

once the strategy is implemented.

In corresponding with the expansion of the domainsoth the IMF and the World Bank,
the World Trade Organisation (WTO) was established in 1995 (superseding the
GATT) as an intergovernmental negotiating forum.eTWTO currently sets and
regulates a code of international trade conducichvbontains three basic principles: the
principle of nondiscrimination embodied in the méstoured nation clause; a general
prohibition of export subsidies (except for agriok¢) and import quotas, and a
requirement that any new tariff be offset by a i in other tariffs. Distinctively, the
functions of the WT& are much wider than those of the GATT. Apart fromerseeing
rules pertaining to international commodity tradtealso deals with transactions in

commercial services, intellectual property rightsyd foreign investments (Kreinin,

% As Kreinin (2006:84) points out, the WTO is a giblorganisation that formulates ground rules for
international trade and provides a framework foetalising trade.
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2006:141, 349). WTO negotiations under the Dohari@u(since 2002) were quite
stymied, and needed a powerful initiative to pusént ahead. As demonstrated in the
Hong Kong ministeriameeting in December 2005, the strong trend towhildgeral and
regional trade agreements appears to be permandi®d,(2005:33). WTO leadership is
needed to minimise the trade-diverting effectsuahsarrangements. Opportunely, strong
suggestions were made thaid for trade be expanded and directed towards helping
developing countries, particularly LDCs, to builieir supply-side capacity and trade-
related infrastructure so as to benefit more fromNagreements.

Significantly, the IMF, World Bank and WTO have astgly followed a neo-liberd
ideological approach, especially in the aftermathtlee Cold War and after the
acceptance of the Washington Consensus. The gipbehd of neo-liberal doctrines has
everywhere reduced the ability of governments twraamously formulate economic
policies — a clear indication of the interwovennesgconomies around the world and,
more importantly, thenfluenceof global institutions of governance (Wade, 2088}%4
The waves of deregulation that have curtailed guvental powers virtually across the
world since the 1980s have their origin in deep imidcate value shifts. In this regard,
the proliferation of neo-liberal norms was propelfet only by the failures of socialism
but also by the advocacy of the United States @wgrg@000:52). In a position of
unchallenged dominance in global financial anddraubtitutions, the US pushed for a
rapid end to capital controls across the world &rdmaking IMF and World Bank
assistance dependent on recipient countries’ amae@tof incisive limitations on the role

of government in the econorily

Initially, in terms of economic theory the upsurge of the neo-liberal orthodoxy as a
commonly accepted framework for implementing then@ples of market liberalism,
primacy of individualism, outward orientation anghte contraction in the majority of
countries (including the G7) made the Washingtomsgasus seem very credible.

29 Note that the Doha Round is still inconclusive.

% The neo-liberal ideology (also known as pluralistojld be regarded as part of modernisation theory
and due to its neo-classical nature, its centraldas the rule of the market or market fundamésital

31 From this perspective, globalisation is, in effextprocess steered by politics: ideological chatige
contingencies of the collapse of the socialist eaoyy and US power in the wor{@ax Americana)
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However, during the 1990s the WC came under secbaienge as empirical evidence
undermined the fundamental claim that full-scakeedalisation at all cost is associated
with superior economic performance (©8i Senses, 2005:265, Davidson, 1993:165). In
this regard, endogenous growth theories such aslLtitas and Romer models re-
emphasised the importance of savings and humatatapiestment for achieving rapid
growth, hence suggesting an active role for pulplaicy in promoting economic
development through direct and indirect investrifenthuman capital formation and the
encouragement of foreign private investment in Kedge-intensive industries (e.qg.
technology such as computer software and teleconuamions). The problem with the
WC, as argued by Rodrik (2003:56), was that ittélis what became regarded tas
commandmentswvith an implicit promise that a country that dieese ten things would
grow”. Fading support for the WC is commonly atitkd to its macroeconomic
prescriptions. Maintaining fiscal discipline, whiphohibited the adoption of anti-cyclical
policies, was an unrelenting demand at the corethef WC (D’Arista, 2004:23).
However, the most important criticism against tie-size-fits-alapproach was what it
omitted (e.g. limited government intervention) eathhan what it included. This led to
the emergence of new lines of thought in develogrttegory, which included a number
of adjustments to the original WC. By his own adsime, Williamson (2000:195)
repeatedly emphasised that, although the WC stiiumts to a sensible reform agenda, it
is incomplete. Whereas the WC mainly focused omrcaied first-generation reforms
there was a growing need fosecond-generation reformswhich involves the
strengthening of institutions that could augmensgiale benefits derived from earlier
reforms. Hence, in response to the absence ofimgatutional transformation (needed to
complement market-orientated policies), the feat timancial liberalisation may result in
too much volatility, and the waningickle-down effegta variety of adjustments on the
WC - as articulated by different schools of thougleimerged during the latter part of the
1990s (Loots, 2006a:22; Rodrik, 2006:74-75).

One line of thought, known as theigmented Washington Consensigygested that the
existing WC'’s policy guidelines be enhanced witbas&l-generation reform measures.

%21t includescomplementary investmernitseducation, infrastructure (providing public ge and research.
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This included better corporate governance, antiw@ion measures, more flexible
labour markets, prudent capital account openinganitial codes and standards, and
targeted poverty reduction strategies — to namealfetv (Rodrik, 2003:44). Parallel to
this school of thought, a so-callddew Consensuslso emerged, which mainly had
contributions from theSantiago Consensugsince April 1998) and théMonterrey
Consensus (since March 2002). In stressing the importance roérket-based
development, the Santiago Consensus also placeth mnphasis on broadening the
government’s role with regard to a number of fumes, including (Todaro and Smith,
2003:704; Smith, 1998:16): providing more macrds#ity; improving infrastructure,
public health, and education; facilitating techrgylotransfer; managing coordination
failure in the private sector, and regulating aogporting financial sectors; and lastly,
ensuring the provision of basic public goods. ThenMrrey Consensus made significant
contributions to the debate by emphasising the iapce of broader economic and
human development — especially in developing caestflLoots, 2006a:24). It aims at
ensuring sound macroeconomic policies and endotbiedJN millennium development
goals, granting increased market access for devgjamuntries, increasing FDI and aid
flows to mobilise domestic and foreign resourcesdivelopment, fighting corruption by
means of good governance, ensuring peace andtyeeund attending to systemic issues
such as the coherence between the internatioraaidial, trading and monetary systems

in order to provide more assistance to development.

Complementary to the above consensusesPtdst-Washington Consensus (PVAJo
stresses the importance of effective institutiomgefnational and domestic) as a
necessary ingredient for successful developmemiedisas the formation of transparent
and accountable states for the same purpose. heigved that well-functioning
governments are vital to market-orientated reforhmgportantly, the growing criticism
directed towards the neo-liberal paradigm sincel®®&0s and 1990s put pressure on the
BWI to respond positively to the PWC and similansensuses. During the late 1990s
and especially after 2000, the BWI noticeably €hiftheir policy focus from a hard-core
neo-liberalism to this new synthesis. By 2001, adiog to D’Arista (2004:31), “they

started to place increased emphasis on promotimandial stability and preventing
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crises”. Moreover, due to the renewed interestdwepty, governance, and institutional
issues by the IMF, WB and the WTO, greater emphesssalso been placed on exploring
how to attain the critical requirements for suctdsdevelopment. The PWC provided

valuable guidance and focus in this respect (Wilian, 2000:200-201). In aiming to

transcend the old consensus, the PWC places a gmgimium on the creation of

democratic regimes where states and markets astdesad to be complementary rather
than substitutes. While this new emphasis is wrahiy distinguishes the PWC from the
early neo-liberal agenda, it (and other consen3ushsrently remains aroductof the

current hegemonic position of the neo-liberal payadOnis & Senses, 2005:275).

2.5 Issues of debate: global economic governance anabdlisation®

The contentious characters of both global econa@uiernance and globalisation make
debate something that is hard to prevaricate. €rigd) by abrupt and often baffling
changes in contemporary world economy, a criticalogue has opened up that attempts
to interpret the present form of the world econoting, kind of changes that are taking
place, and the modes and effectiveness of contempaconomic governance. The
debate is mainly divided between two schools ofugid with almost diametrically
opposed views: the globalidtsand the sceptics (or traditionalists). A third qpective,
that of the transformationalists, takes a differst&ince and often places itself in the
middle. This section will focus on three primarguss of debate, thereby contextualising

the arguments of each school of thought. It thetinms the view taken in the study.

Thefirst issue of debate centres on the matter of whether glsaidin should rather be
understood as internationalisation (or even redisaizon). As indicated in section 2.2,
globalistsin general are proponents of a radical form obglsation, whereasceptics

are more in favour of internationalisation and oegiisation — especially trilateral

% Note that although the issues of debate emphasisetis section encapsulate some of the most
important contentious matters related to globabsatind global economic governance, it does not, of
course, include all the various debatable issusscin be related to these two themes.

34 Globalists are, in fact, divided between positwvel pessimistic globalists. Whereas the formerhaso-
liberal stance and focuses more on the opportsniieated by globalisation, the latter is a neoxisar
version of the globalist position, which accepts #tcount that a strong globalisation process basried,

but thoroughly condemns it (Held, 2000:22, 89).&dsl otherwise pointed out, the debate — when nederr
to the globalist perspective — chiefly emphasibesositive position.
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regionalisation which essentially involves the TRI&ountries. Although this issue has
to a large extent been dealt with, the transforonatist perception is still an important
remaining constituent. This view recognises thedewce of new forms of intense
interdependence and integration that are transfayitiie international economic system.
According to Held (2000:90)ransformationalistsargue that “international economic
relations have changed to such an extent thatswhie traditional view of a coherent
national economy that can be managed in the inteoéslomestic objectives is no longer
viable, the ubiquity of market forces could alsodhallenged and resisted, though with
great difficulty and only in new forms”. They thirgerpret this process of global change
and transformation as a conditional form of gloketion that is constantly evolving
(Held, 2000:90). In this sense, globalisation sddt be understood as an inevitable or
a fixed end-point.

Thesecond issu®f debate concerns the question of whether modayrgtbbalisation is
unprecedented or noGlobalists believe that even though globalisation has been
continuing for centuries, what is happening nowimsmany respects, inevitable and
historically unprecedented. They assert that gleatbn is presently more genuinely
global than before. Whereas globalisation was d¢sdigndriven by Europe and the
Americas in the late fcentury, it now also involves Japan, the East-#siauntries,
China, Mexico, India and more — countries where ostmtwo-thirds of the world’'s
population live (Legrain, 2004:108). As part of tlmernet-led technology revolution,
transport and communications are faster and che#pes facilitating the expansion of

globalisation even more.

In substantiating their argument, globalists codttrat world trade is at record highs and
that a wider than ever range of products is trad¥dss-border trade had risen to over
25% of world output (GDP) in 2000, which is sigo#dntly above the previous peak of
18% in 1914 (Obstfeld & Taylor, 1999:78). Produttsded are now more technology-
driven than before, not to mention the growth invees: telecoms, finance, insurance,
software, and management consultancy. Cross-b@el®ices trade, which previously

hardly registered in world trade figures, was thstdést growing component of world
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trade in 1997 (contributing 25% of the total) (Laigr 2004:108-109). In addition,

globalists argue that foreign investment is alspraocedentedly larger. Assets owned by
foreigners increased to 56.8% of world income i83,3ompared to the earlier climax of
17.5% in 1914. Globalists assert that, althougteifpr investment was respectably

substantial a century ago, it was limited in itpaat (Hoogvelt, 2001:70).

Opposing these contentionsceptics argue that globalisation is at any rate much
exaggerated as a distinctively new phenomenon,hagtdight continuities between the
past and the present. They contend that the cunighty internationalised economy is
not unprecedented and does not necessarily invalveove towards a new type of
economic system. Hirst and Thomson (2003:2) emphlahiat “it is one of a number of
distinct conjunctures or states of the internati@@nomy that have existed since an
economy based on modern industrial technology bdgabe generalised from the
1860s”. Sceptics claim that, despite increaseslabad flows of trade and investment,
these are not substantially different to the ecdnoamd social interactions that have
occurred between nations in previous historicaleim(Held, 2000:23). In a sense,
sceptics argue, the current international econasniess open and integrated than the
regime that existed from 1870 to 1914 (thelle époque The exchange of goods and
cultures dates back to early times. Even in th® déntury, open trading and liberal
economic relations were customary worldwide. Thuge are merely seeing a

continuation and progression of earlier world tnagdinks.

In the sceptical view, the pre-1914 system was igehyinternational, tied by efficient
long-distance communications and industrialised maeaf transport. The current
technology revolution in communications and infotima, they argue, has further
developed a perhaps more complex monetary anchgyadistem, but did not create it.
Sceptics also prefer to compare different periodstarms of their openness and
integration in order to support their argument §Hi& Thomson, 2003:27). In a study
aimed at measuring financial openness, GrassmanLandberg (1981:128) used the
current account balance to GNP ratios of six legqdiountries (Great Britain, Italy,

Sweden, Norway, Denmark and the US) and found crease in openness between 1875
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and 1975, and a decline in capital movements &selcountries. Measuring it somewhat
differently, Howell (1999:16, as shown in Figur@Rfound that there was a decrease in
openness among the &Tountries from a peak in 1913 (almost 6%), buhwvaitgradual
increase after 1970 — yet, only reaching 3% by 1%%&thermore, although the net
capital flows of the G7, as a percentage of worldPG(at purchasing power parity),
increased from 0.34% in 1995 to 0.94% in 2000,elveas a steady decrease in the five-
year period after that, falling to 0.86% in 20081d, 2006:2-6).

Figure 2.2: International capital flows among G7 ecnomies: percentage of GDP
(1870-1995)
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Source: Howell, 1999:17 “Asia’s Victorian Financatisis”, IDS Bulletin

In a study Turner (1991:17), comparing the pre-1®eld Standard period with the
1980s, found that current account imbalances apdatdlows, measured in relation to
GNP, were larger before 1914 than during the 198@sce, sceptics contend that using
gross figures for ratios of trade and capital floelsitive to output confirms thapenness
was greater during thieelle époquéhan even in the 1990s. All this, argue the scepti
points to a similar or even greater degree of magBonalisation during the earlier period,
which — in their view — suggests that modern-daycpsses and developments are not
unprecedented (Hirst & Thomson, 2003:28, 60).

% To clarify, whenever the study refers to the Gidritdes it refers to the United States, Canadaardapbe
United Kingdom, France, Germany, and Italy. It befately excludes Russia (as the remaining coestitu
to the G8) in either the data referred to or indt being a relevant role-player to a specific éfsubject.
The G7 and G8 are not terms used interchangealthegisare, on purpose, referred to differently.
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Transformationalistassert that new and different issues of economézdependence in
the present era are particular to it. In this vith@ world economy has certainly not
remained unchanged. Due to fundamental re-orgamsatn the global economy, they
argue that (Held, 2000:90):
» the world is in a new phase re the internationtisaof economic activity;
> the present era is one of unprecedented transfmman the patterns of
international enmeshment — i.e. complex patternszoiprocal interdependency
and integration between economies, and
» the process of transformation designated by thra tgdobalisation is a contingent
and historically specific one.

As economies have become interdependent and texjieslconnected societies from
around the world in an interwoven web of interactiglobalisation, according to
transformationalists, has been progressing intéently throughout the modern age.
They argue that it's most recent manifestation ifigga strong qualitative shift towards
an unprecedented higher level of international rdgpendency, integration, and
cooperation (Bell, 2003:805). Transformationalistee specifically cautious of the
apparenessentialisnof the globalists and the sceptics. Instead tredperately propose
avia media asserting that globalisation is a momentous pimemon — one that is novel
in many regards — but nothing also that is a largat historical process, shaped by
conjectural factors. Hence, transformationalistse@gthat globalisation represents a

significant shift, but question the inevitability its impacts.

To this end, it is necessary to highlight thathaltgh the first two issues of debate mainly
focused on globalisation, both have important iogilons for global economic
governance With regards to the first issugs-a-visthe interpretation of globalisation,
the scepticalunderstanding of internationalisation (as oppdseglobalisation) reflects a
world order dominated by nation-states (Castel®971162). From a global economic
governance perspective this involves a greateregegf emphasis to be placed by the
IMF, World Bank, and WTO on supporting governmerorts to govern cross-border

economic activities more efficiently (thus respegttheir sovereignty).



53

Conversely, theglobalist position (and by and large the transformationalisiv too)
insists that globalisation reflects a world ordsattsuggests a lesser role for states and a
greater role for regional blocs and global competitess (Mulleret al., 2001:244).
Hence, it is the governance of global economicviigs, considered beyond the control
and regulation of governments, which is at issuethis instance. According to
transformationalists, there is a distinct needrfew forms of supra-national governance
which implies either a greater responsibility fdre tinstitutions of global economic
governance in regulating cross-border economiwities, or an increased role for well-

coordinated regional governance to perform thigtion, or even a degree of both.

Concerning thesecond issugalthough thescepticsare challenging the unprecedented
nature of globalisation, it is important to beamind that the pre-1914 era was structu-
rally different from the contemporary era. It wasaracterised by th@ax Britannica
system in which Britain owned nearly a quarterhaf world, and the Gold Standard, with
its unique automatic adjustment mechanism, wasrtbeetary regime of the time. The
19" century was a world of unilateral and discretignaolicy whereas the 30century
was a world of multilateral and institutionalisedlipy (Legrain, 2004:113). Thus, by
comparison, theglobalists (and, in this case, th&ansformationalists perceive the
existing world order to be in need of new formsobnomic governance and rule due to

the unprecedented nature of globalisation.

The third issue concerns the question of whether globalisationmmtes global

inequality or not, and the implications of govercanAlthough there clearly is some
common ground between the three schools of thoagjout the fact that growing
interdependence is associated with a more uneqadtwthey interpret and respond
differently to it. In thescepticalview, national factors are considered to be egydlhot

more) important as determinants of the patternlalba inequality (Gilpin, 1987:156).
However, the prospect of moderating, let alone ieedithg, the growing North-South
divide by means of coordinated international inéamion is decidedly utopian and a
categorical mistake as it could undermine the jadcbasis of international order

(Woods, 1999:53). In this respect, hierarchy (a&lkd by the most powerful states), and
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thereby inequality, is a vital ingredient of theeptic understanding of world order, and
the basis for effective international governance.

Globaliststake issue with this understanding, arguing thihough there has been — in
certain respects — an erosion of old hierarchles, problem of global inequality can be
diminished, if not resolved, by means of concegkxbal action. Pessimistic globalists,
in particular, consider neo-liberal economic gladation as the primary cause of growing
global inequality. Alongside world markets and migional capital, Hoogvelt
(2001:131) argues that the uneven nature of glsdtadin is creating a new social division
which transcends the old core-periphery organisatid the world economy. Yet,
optimistic globalists contend that governing therldi@conomy in a manner that would
create a less unequal world would require exceplipistrong cooperation involving all
stakeholders, including MNCs, [GOs, governments, ltitateral institutions of

governance, and the transnational civil societydHeMcGrew, 2000:339).

Transformationalistsargue that global inequality is illustrated mosticeably by the
unprecedented transformation in the patterns ofjmalisation of developing economies.
This is resulting in a very uneven and complexti@hship between territorial boundaries
and transnational forms of economic activity thatreéase the divide between rich and
poor countries. Transformationalists are very aaitiof the current system of multi-
layered global governance and view its lack of denaic credentials and legitimacy as
serious flaws which can divide nations and exaderbeequalities (Held, 2000:175). In
their view, the most effective way to minimise ghblnequality is to reform the system
of global economic governancein particular, in a manner that would make it enor

accountable to contemporary principles of democigavernance.

As far as the view taken in this study is concerradthree positions make valuable
contributions towards creating a framework for ustEnding the changing global
economic landscape and the challenges at hand gRisow both the globalist and the
sceptic positions, this study mostly agrees with alssertions in the transformationalist

account. Globalisation is a reality, whether peauaetest it in one way or another, or not
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at all. Despite qualitative changes, especiallyhim post-Cold War era regarding speed
and space, globalisation should be regarded astaribal process that is persistently
evolving. In differentiating between historic gldisation (1000AD-1920) and
contemporary globalisation (1920-today), one shoetmbgnise that the former led to the
latter. Concurring with Kobrin (2002:46), the curt#ast wave of globalisation (which
started around 1980 after the second wave (1948)198ntails a qualitative
transformation of the international world economich is significantly different from
that prior to the First World War. While the curtghobal economy is relatively open, it
has real differences from that prevailing beford4.9Among others, some of the most
significant of these differences include:
» it has more generalised and institutionalised frage through the WTO;
» industrial production has grown more than fiftyefabver the past century, with
four-fifths of this growth since 1950 (Lechner &IB@000:376);
» drastic increases in the scale of technology inymadustries — in its cost, risk
and complexity — have rendered even the largeginatmarkets too small;
» national markets are fused transnationally rathan tinked across borders;
> the explosion of transnational strategic alliandesa manifestation of a
fundamental change in the mode of organisation nbérinational economic
transactions from markets and/or hierarchies tbajloetworks;
» foreign investment is different in its modalitiasdadestinations;
» the emerging global economy is digitally integrate! entails the migration of
markets from geographic spaceciderspaceand
» a shift in power from nation-states to transnati@@@nomic actors and forces.

A brief word of caution, though, about making dtreomparisons between separate pe-
riods would suffice. The author agree with Hirstldhomson (2003:28) in that by using
gross figures for ratios of trade and capital flpwsnight disguise important differences
between the two main periods in dispute (pre-19idi @ost-1973). Even in light of this,
though, Hoogvelt (2001:68), for example, compategi foreign trade portidf of 1913

% The foreign trade portion is measured by the rafithe volume of world trade (expressed as the sum
total of world merchandise exports and imports watent prices) to the volume of world output (GDP).
Note: this comparison excludes world trade in smwibecause it is a more contemporary occurrence.



56

(33%) with that of 2000 (43%), and found that cotrevorld trade is now at an
unprecedented higher intensity level. As Tablei@dicates, the stock of FDI relative to
GDP has also increased by two-thirds since 1913tlamdatio of world exports to GDP

has increased almost three-fold since 1913.

Table 2.1: World stock of FDI and exports relativeto world GDP (1913-2006)

FDI relative to GDP 9.0% 4.0% 19.6% 12.7%
World exports relative to GD 8.7% 7.0% 23.3% 30.9%

Source: Michie, 2003:152he Handbook of Globalisatipaata from World Bank, 2008
World Development Indicators (WDI) Online Database

The issue of global inequality and its underlyimk&ges is a serious cause for concern
which lies at the heart of this study. For examitles becoming increasingly evident that
there exists a democratic deficit in so far as th&titutions of global economic
governance are unrepresentative of the world contynu@lobalisation is a process
amenable to influence where economic and politiokd-players create the structure
behind its dynamic and orientation. Given thatTable 2.1 suggests, along with trade,
MNCs have been a premier agent of globalisatiothénlatter half of the century, global
governance by corporate capital is one of the megbus concerns because it reinforces
the unevenness that has characterised economicrepsign since the start of
industrialisation. The point of this example is tthglobal inequality has serious
implications for global stability and world ordem agreement with Abrahamsson
(2003:xviii), the two most urgent challenges ahaesl how to make globalisation more
global and global economic governance more reptases. Whether globalisation can
be given a human face or whether it will generatease unruly world, argovernance

issueswhich will dominate the global agenda long inte &1 century.
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2.6 Conclusion

This chapter highlighted the fact that there exas&trong interrelationship, especially in
the present era, betweeiobalisationandglobal economic governante However, in
recognising this, it is essential that the concaptmeaning and interpretation of
globalisation and global economic governance befield. This was the first objective of
the chapter. What became clear is that apart frestinduishing globalisation from
internationalisation and regionalisation, it, apracess also needs to be differentiated
from theconditionthe world economy is asserted to be in — as ghas fnajor source of
conceptual confusion. Globalisation is specifically interpretation of the changes that
are taking place in the world economy, and not scidlgtion of the state the world
economy is perceived to be in, i.e. a global econdrence, globalisation refers to the
integration of national markets in the global eaogyo On the other hand, global
economic governance exclusively refers to rules guidlelines created and used by
international institutions (most notably the IMF,od Bank and WTO) and their
members for the management and guidance of thealgEtonomy. Global economic

governance is bothraactionto and aroriginator of global transformations.

For contextual purposes, this chapter also poiotgdthat, as world economic history
experienced volatile periods that varied from hgrbwth and vast amounts of capital
flows and trade to inflation shocks and growth aedbt crises, the BWI (and later the
WTO) graduallygrew in global significance Although the way in which economic
theory developed was mainly to explain changesconemic history, it also played a
central role in shaping the ideological framewarks¢he IMF, World Bank and WTO. As
economic thinking progressed, so did the aims dk ageprinciples and doctrines that
determine how these institutions operate, coopevéte each other and interact/engage
with their members — especially developing coumrymbers and their policy-making.
This was especially the case since the 1980s wlesnclassical views started to
dominate the decision-making of these institutiddetably, their advocacy of market
principles and increased competitiveness markedterahed endeavour: moving from
reactively performing a function of bailing couesiout of financial distress to becoming

3" Note that how these concepts are defined in seét® will be how the study interprets them thromgih
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more proactive in setting the tone for the waytéirms of ideological approach) in which
economies should be managed and policies formul@eima, 2002:7). They are
regarded as being mainly responsible for the glspatad of neo-liberdll doctrines —
especially in the wake of the WC and the PWC (B2igP003b:38). This, together with
other economic governance issues, and coupledtketigrowing impact of globalisation
on the world economy, added fuel to a heallethate Arguing over various issues,
including the interpretation of changes in the Wwagtonomy, the unprecedented nature
of globalisation and its implications for globalenuality, globalists and sceptics
vigorously opposed each other. By rejecting thepiy of the globalists and the sceptics,
transformationalists emphasise that the conseqeeasfasntemporary global interactions
are complex, diverse, unpredictable and in mang<asmeven. This warrants serious
study and concern. They recognise that global enan@overnance forms part of a
global system of shared governance and view ieasr@ to ensuring the stability of the
world economy. They emphasise the necessity ofarealor (changes/reforms for more)
progressive international structures for democraticountability. This study concurs
with this view as it emphasises (the most) the nieeda vast improvement in global

economic governance arrangements.

The debate about globalisation and global econgovernance is extremelytal since

it plays a key role in determining thdirection in which the global economy is
developing. More voices/participants should be ermged to ultimately lead to more
creative solutions for the concerns being raisdut debate has already, for instance, led
to a growing recognition of the developing world's especiallyAfrica’s — pleas
regardingglobal inequality(which is arguably aggravated by globalisationd &m more
efforts by developed countries to seek answerspaoaide more constructive assistance.
Similarly, critics of the IMF, World Bank and WTCahe, although with limited success,

placed pressure on these institutions to starn¢akeform more seriously and show a

3 The discourse of contemporary globalisation cdiddinderstood as a primarily ideological constaurcti
which supports the neo-liberal project: depictitgyprogression as moving from historic globalisatto
contemporary globalisation and now, neo-liberalbglsation — i.e. the latest phase of contemporary
globalisation, which by and large commenced asObld War ended (Held & McGrew, 2000:339).
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willingness to adjust to contemporary global ecommomovernance needs, which is
primarily brought about by globalisation.

While this chapter laid the theoretical, historieald contextual foundation of the study,
the next chapter draws attention to the essendbeofieficiencies in global economic
governance by specifically focusing on the insibidl failures and criticism brought
against its most central institutions: the IMF, WldBank and WTO.
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Chapter 3

Deficiencies in global economic governance:
An institutional critique

3.1lIntroduction

“Justice comes in many forms, and economic or ifigiive justice is now one of the
world’s most important issues”. Through this asearLawson (2003:104) emphasised
the vastly increased need for improved arrangenfentglobal economic governance.
But why does this perception subsist, considerimagf there do exist some powerful
institutions of global economic governance thatehavstrong influence over how the
global economy is shaped? This, according to srii& exactly where the problem lies.
As principal institutions of neo-liberal globaligat, critics are claiming that the IMF,
World Bank and GATT/WTO (or IGEGSs) have failed telider prosperity, free trade,
and economic growth (Oni& Senses, 2005:274; Stiglitz, 2003a:32-33). Evideritly,
contrast to what their founders had hoped and medpithe IGEGs have not been very
successful in providing solutions to the world’s imdinancial and trade problems
(Mikesell, 2000:406). This caused many requests doanges in their policies and

structures and in some instances, even for thainddmment.

Both in the developing and the developed world,ntoes are becoming more and more
concerned about the palpable imperfections in thedrxeconomy, and more specifically,
the fundamental flaws in the system that gover(@atsidson, 2004:591). In pointing out
that there have been 100 currency crises in the 3myears, Stiglitz (2003c:54) also
emphasised that something is wrong with the gldinaincial system as “international
financial crises or near crises have become regvants”. 60 years after their creation,
the IGEGs face a crisis of legitimacy that serigushpairs their credibility and limits
their effectiveness (Buira, 2005:7). It may seeteréfore, that the institutional
framework that is required to govern and remedy ghebal economy is, in itself,
distressingly fragile. This appears to be dssencef the globalgovernance void It is
thus concerns such as these that warrant — wiweth immediacy — an investigation
into the nature and validity of the criticism lesél against the IMF, WB and
GATT/WTO. What is evident is that while globalisati has produced institutional
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changes, it has not necessarily produced the rffestiee or legitimate ones (Mortensen,
2000:176). It must be stressed, though, that tbbl@m is not with globalisatioper se
but with how it has been managed. A significant pérthe problem lies with the IMF,
World Bank and GATT/WTO, which help set tige rules of the gamén this way these
three institutions have played a long and decigideiminant role in shaping the basic

characteristics of the global economy.

The chapter critically examines the IMF, World Baaakd GATT/WTO by specifically
investigating the different types of criticism tkedsstitutions have been challenged with.
The aim is to evaluate the merits of these critisigin section 3.3), firstly against the
core objectives and decision-making processes ef IfhF, World Bank and WTO
(section 3.2), and secondly, against how theséutisns defend themselves against their
critics (section 3.4). The chapter will attemptassess whether this critique constitute
(and/or contributes to) compelling rationale behtheé need for serious institutional

reform in the seemingly tenuous architecture obgl@conomic governance.

Before reflecting on the key aims of each of th&G3 it would be beneficial to pause
and briefly focus on three theoretical developméhéd are of late being pointed out in
literature. Firstly, as the IMF, World Bank and WTadjusted their ideological
framework (during the late 1990s) in accordancehwtte thinking of the Post-
Washington Consensus, their beliefs mostly canfaltonto the category of neo-liberal
institutionalism as a mode of international govewea(On§ & Senses, 2005:280). In this
perception, apart from recognising the vital rofethee nation-state, it is assumed that
formal international regimes, rules and institusaan, legitimately, govern international
affairs. Proponents ofieo-liberal institutionalismbelieve that these assumptions have
become strong enough to meet the challenges oh@rasingly interdependent global

economy. Critics, though, strongly doubt this.

Secondly, this pungently relates to what Gill (203®) calls “disciplinary neo-

liberalism”; and defines it as “a concrete form sifuctural and behavioural power,
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combining the structural power of capital withpillary powerand panopticism™. In

being institutionalised at the macro-level of powdisciplinary neo-liberalism is an
intriguing discourse of global economic governan&ecording to Gill (2003:131) it is
particularly reflected in the policies of the IMRdaWorld Bank (through conditionality

that mandates changes in economic policy) andetpalaitory framework of the WTO.

Thirdly, it seems as if the emergence of elemeritea @wommon perspective, or a
hegemonic ideologyis intensifying in the current global economicder (Wade,
2002:233). The resolve of neo-liberalism and th@enmgng worldwide acceptance of (or
openness towards) market fundamentalism, espesialbe the 1990s, which essentially
involves the policy prespriptions of neo-classieabnomics, are, according to Hoogvelt
(2001:242), progressively becoming tmeicleus of ideological convergent® The
commitment shown by most governments and a majofiiyternational institutions of
governance to this ideology (or variations of @nfirms this trend (Gilpin, 2002:242).
Importantly, though, these pro-free-market peragstiboth underpin, and are the result

of, the structural power of capital.

3.20bjectives and decision-making processes of the IM®Vorld Bank and WTO

This section attempts to identify the core focusaarof the three central institutions of
global economic governance. The object is to cehgisdentify each institution’s
operational character by clarifying what theseiingbons commit themselves to and how
they make their governing decisions. Each insttuis considered separately. Notably,
this section also complements that which was dssmalign chapter two regarding how the
IMF, World Bank and GATT/WTO evolved over historyhe reason for explicitly
focusing on each institution’s aims and decisiorkimz is to be able to draw
comparisons between what the institutions set tekms out to do, and what they
actually have achieved (or what they are, at lestg@mpting to achieve). Significantly,
this is the area of concern from which most ofd¢hcism stems from.

39 panopticism derives from the Greek wpahopticon which meansees alland relates to surveillance. It
can be defined as a dystopia latent in moderntity: gossibility of developing a system of controlieth
reduces the individual to a manipulable and reddgivnert commaodity (Gill, 1995:37).

%1t must be stressed that this is, particularlyight of the present global financial crisis, sohiet over
which most scholars and policy-makers are currdmhing a re-think — a case this study is also ngaki
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3.2.1 The International Monetary Fund (IMF)
Being considered as the institutional nerve centethe monetary order, the mandate
given to the IMF by its member countries includég promotion of international
cooperation on monetary and financial affairs tigtoaollaboration and consultation; and
assuring members of temporary access to its geresalrces if need be (Kelkat al,
2005:48). In being primarily responsible for macweomic assessments, the IMF is the
only international organisation whose mandate meguit to get involved in active
dialogue with practically all countries (IMF, 2084 It has become the principal forum
for discussing both, the global context of natioe@nomic policies, and, issues that are
vital to ensuring the stability of the internatibrmaonetary and financial system. The
official responsibilities of the IMF are determinég its Articles of Agreement. As its
most important constitutional instrument (since 494t states that the IMF's primary
objectives are (Irwiret al, 2004:181; O’Brieret al, 2003:161):

» promoting foreign exchange stability;

» creating a multilateral system of payments betwaembers;

» promoting international monetary cooperation;

» reducing the duration and severity of disequilibia members’ balance of

payments, and to enhance current account conviytibi

Y

facilitating the expansion and balanced growtimtdrinational trade, and

» to assist in the correction of maladjustments imipers’ balance of payments;

Compliant with an amended Article 1V, Section 3tsfstatutes, the IMF was principally
tasked to oversee the international monetary systesymain focus of activities has,
particularly since the 1990s, shifted from excharage surveillance to the stability and
integrity of the international financial system (&ghi, 2004:247). In attempting to better
achieve its economic reform objectives, the IMAtsthto intervene more intensely in
many countries. Apart from the structural adjusttprngrammes (SAPs), conditionality
was further expanded when the IMF (together with WiB) insisted on stipulations on
domestic governance and the institutional framewofk economic policy-making

(Woods & Narlikar, 2001:569). Accordingly, the IMiitiated major training and

technical assistance activities to provide staff tools to countries that struggle with the
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policy reform challenges of an era of intense glisbdion. Furthermore, the governance
structure and decision-making processes of the IMREhe result of the agreements
embodied in the quota regifiiewith the size of quotas determined by each cgistr
relative economic weight in the world economy. Alligh each member receives a basic
number of votes, a country’s relative voting powethe IMF is decided by the size of its
guota (Kelkaret al, 2005:55). In effect, the IMF’s quota regime fuaos as the basis for
determining the required size of each member’stabpontribution, the extent of access
that each member country has to the IMF’s resousses the distribution of voting rights
within the institution. The body that governs tih¢H is the Board of Governors, which
controls, but does not manage, it — a functiongreréd, rather, by the Executive Board.
Decision-making at the IMF is based on a rule ikahot one country, one vote, but
roughly 100,000 SDRs (Special Drawing Rights) te eote. On this basis, the IMF is
officially controlled, in terms of decision-makingy its wealthiest member states by
means of weighted voting. Probably the most sigaift way for developing countries to
have some meaningful influence in the IMF, is tlglouthe constituency system
(Portugal, 2005:93). Accordingly, a group of colgdr— a constituency — join to elect an
Executive Director, which then represents thesentgis interests through casting the

constituency’s votes as a unit in Executive Boardiglons.

3.2.2 The World Bank (WB)

Although it was established to fill the financinglrities left by private capital markets,
the World Bank is, at present, primarily resporesidbr structural and poverty
assessments in member countries (Bird & Joyce, :26D1The very core of the World
Bank’s mission is to reduce global poverty andease economic growth. It is therefore
the World Bank’s task to finance growth-enablingastment in poor countries. Roads,
bridges, wells, communication systems, and heajgtems are all projects that are
funded by the World Bank as part of its quest tduoce worldwide poverty (Guell,
2006:160). In addition, the World Bank is also carmed with debt relief, the transfer of
financial resources and general economic developrmagrarticularly in the developing

countries.

1 See Appendix 3A for a detailed explication of hdWF quota formulas are used for calculations.
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Due to the economic crises experienced by a nurab&ountries during the 1980s,
World Bank loans started to move beyond the finragaf specific development projects
and directed much of its efforts toward the conterst activity of policy-based lending —
attaching conditions on loan disbursement. In beuige similar to the IMF’'s economic
austerity conditions, this gave the World Bankuefice over how loans were spent and,
consequently, a prime position in ordaining the dibons of development policy
discourses (O’Brienet al, 2003:11). Today, through the International Bank o
Reconstruction and Development (IBRD) and the h@gonal Development Authority
(IDA), the WB officially offers investment loans @mlevelopment policy loans. Whereas
the former is meant for economic and social develamt projects, the latter provide fast
disbursing financing to support countries’ poligydanstitutional reforms (World Bank,
2006h:1-2). Both types of loans involve conditioasd requirements for domestic
economic restructuring. Its track record shows thatWorld Bank’s main intervention
has been long-term loans and technical assistamiehws intended to enhance the
financial sectors of various developing countri8shplte, 2002:196). During the past
decade and more the World Bank’s policies and arognes have chiefly been aimed

toward sector restructuring, privatisation and legéorm.

The World Bank’s decision-making procedures aréciaity determined byArticle V,

Section 3(b)which decrees that all matters will be decideclmajority of the votes cast
by its 182 members. This is based on the 250 vo&d by each member plus an
additional vote for each share of stock held. Fompoaver at the World Bank rests in the
hands of its member states, which are represemetieoBoard of Governors, who are
the ultimate policy makers at the World Bank. Tha&ly delegates decision-making to
the WB’s Executive Board (EB): a 24-member bodyt tthecides on project proposals
and reviews the World Bank’s policies (JacobeiQ®2@24). The president of the World
Bank chairs both the Board of Governors and thectikee Board on which he has the
casting vote in case of a tie. As the five largdsireholders of the WB, the US, United
Kingdom, France, Germany and Japan each appoifixaautive Director and the rest
are elected by the other member governments eweryears. The reason why the de-

veloped countries hold a clear majority within tMerld Bank is because the amount of
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stock depends on a member’s relative economic iaaddial strength. Thus, as with the

IMF, the WB is also controlled by its wealthiestmiger states through weighted voting.

3.2.3 The World Trade Organisation (WTO)

After the conclusion of the Uruguay Round (19864)98nd with the signing of the
Marrakesh Agreement, the WTO, in 1995, took itsitpms in an environment of
multilateral trade rules that dates back to the-1840s. During these almost 50 years
GATT made gradual progression towards achievingiitsof reducing trade barriers, i.e.
liberalising trade flows between countries (Helk&in2001:251). It played a crucial role
in building a new agenda that expanded the scopgechanging nature of negotiations
form merely focusing on bargaining over productshigher-level negotiations over
policy harmonisation. However, as became eviderdugih GATT’s dispute settlement
process, it mostly had to make a compromise betweedesire to provide clear rules for

trade arrangements and allowing for domestic autgno

Contrary to how the GATT Council took their decissp the WTO upturned the una-
nimity principle as part of a modified dispute ksttent procedure (Picciotto, 2003: 377).
Achieving one of the WTQO'’s key aims, this strengie the rules-based nature of the
trading system and gave eminence to the WTO astamational institution in terms of
having a full-fledged enforcement mechanism. Hertbe, WTO became a central
institutional framework for the international coogon of economic regulation,
complementing the IMF's role in monetary management that of the WB in
development finance (Hockett, 2005:105). In effabis realised the organisational
triptych that was envisioned at Bretton Woods and now faimsbasis on which these

institutions aims to build greater coherence irbgleeconomic policy-making.

As a member-driven network organisation, the WT@eeas the mandate of GATT by
transforming the institutional basis of the wonldding system: from shallow integration
(trade liberalisation based on tariff concessiotts)deep integration (dialogue over
institutional practices, regulations and domestges) (Woods & Narlikar, 2001:569).

The WTO's responsibilities significantly exceed $koof GATT as it is geared towards
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expanding the world trade order and also, as Stall Schorkopf (2006:27) stresses, “the
establishment of a legal order for world econonail@ations”. Accounting for more than
97% of world trade, the WTQO'’s overriding objectiieto help trade flow smoothly,
freely, fairly and predictably (WTO, 2006:4). Fuetinore, according to the Agreement
establishing the WTO, the goals it desires to achiaclude: raising standards of living,
ensuring full employment, increasing real incomayeaty alleviation, and expanding the
production of and trade in goods and services deoto ensure an optimal use of the
world’s resources (Rodrik, 2005:126). Contributaxy these objectives, the WTO
believes what is required is more intensive traterdlisation and the elemination of
discriminatory treatment in international tradeatins, which includes open non-
discriminatory competition. Expanding trade is s@sna means to creating sustainable
development, rather than an end in itself. Henceomd (2000:26) from the WTO
emphasised that “the surest way to do more to Hedppoor is to continue to open
markets”. According to Wolf (2004:75, 73) the WT@elps to provide the international
public good of open markets” and “exists to faath, embody, and arbitrate over trade

and trade-related agreements among its sovereigrbers”.

With its distinctive legalistic nature, the WTO, i& founding, created a new set of
binding commitments on members that reach intore¢weas of domestic legislation
(Mortensen, 2000:178). Aiming to redefine the rielaghip between nation-states and the
world trading system, this set is accompanied byresffrom the WTO which is based on
three core strategies: its Dispute Settlement B&SB), the provision of a trade policy
review mechanism (TPRM) and the development of ite of mandatory codes. As a
legal entity, the WTO governs the multilateral trapsystem by way of a framework of
norms, rules and principles. Through rule-makiicaims at increasing and enhancing
global policy-making within the context of the ghldlirade regime. In also being a rule-
supervisory institution, the WTO keeps a watchfyk eover the implementation of
agreements and dispute resolution (O’'Brégral, 2003:136-137). Then, as a forum for
discussion of trade policy-issues, the WTO aims itorease direct ministerial
involvement and to make trade concerns an everehighority to overall government

policy-making. It also functions as a centre fag Hettlement of trade disputes where the
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General Council acts as both the DSB and the tpatley review body (WTO, 2006:1).
All these, however, are subject to the institutsohighest decision-making body, the
Ministerial Conference, which consist of membetestaand meets biannually. Notably,
the WTO adopts the principle of one member, one @od just about all its decisions are
taken by consensus among all member countries aadratified by members’

parliaments.

3.3 Criticism against the governance of the IMF, WorldBank and WTO

Particularly since the late 1980s, the World Bahki- and GATT/WTO (the IGEGS)
found themselves accused of being unjust, unacablet ineffective and secretive.
Resulting in an apparent crisis of legitimacy, thelicies and functioning of these
institutions were increasingly brought into questidy the majority of their
shareholders/members and other critics, demandiagthey make remedial reforms.
Although, admittedly, some reforms have been madtg¢s do not consider them to be
adequately substantial (Woods, 2005:148). Whilest array of criticisitf against the
IGEGs exists, this section will, by and large, édas some of the most prominent ones.
Notably, there is strong interplay between theedédht types of criticism. The section
mostly involves all three institutions concurrenéigd is organised around criticism that

affect their sovereignty and legitimacy as welstasategies and policies.

3.3.1 Questionable sovereignty

The criticism that is brought to the fore in thex8on questions the nature of the IGEGS’
power and rule. From the outset, their thinkinggesses and principles are scrutinised as
that gives insight into their underlying philosoghi The focus then moves on to these
institutions’ unwillingness to take sufficient acodability and also their susceptibility to
external influence. Lastly, the IGEGS’ pronenessniwve away from (or beyond) their

original goals are leading critics to question tisevereignty.

2 Although the study does not exclusively focus be following criticisms due to a lack of space and
scope, critics (see Stiglitz, 2003a; Varma, 200&diH2004) also consider them very significant sesrof
poor global economic governance: the IGEGs movimgyafrom their original intentions; their impervisu
attitude; lack of institutional coordination; in§iafent adaptability; absence of law-binding agreens;
unnecessary institutional complexities; misuse ld WTO’s dispute settlement system; participation
uncertainty (experienced by developing countrit®);|IGEGs made promises they cannot keep (uniiealist
management); diminishing ability to solve globabldems; and lack of adequate resources.
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3.3.1.1ldeological stance in dispute

Given that choices of rules and institutional megtims can be considered as projections
of power, critics assert that decision-makers saghhelMF, WTO andWorld Bank
build institutional strongholds to ensure futuréngarom globalisation, at the expense of
those who suffer from globalisation’s uneven nat(iMortensen, 2000:187). Capital
market liberalisation opens up new markets for fthancial industry, even though it
contributes to global economic instability. Henaegording to Stiglitz (2003c:121), there
is a confluence here of ideology and interests @ Iserves to override economic
analysis. Decisions are based, Stiglitz (2003a:2%6¢rt, on “a curious blend of ideology
and bad economics, dogma that sometimes seemedttonty veiling special interests”.
Despite the existence of contradictory evidence thrdry, the IGEGs still stongly hold
on to their neo-liberal beliefs — especially inhligof continued reassurance of these
convictions from those in financial markets (whaseerests might, of course, be well

served by capital market liberalisation).

Critics make a justifiable charge that the IGEGBiclr may be held responsible for much
damage under Washington Consensus (WC) reformsgaia put in the driving seat in a
process set up to rectify it: the Post-Washingtansgnsus (PWC) (Oni& Senses,
2005:280-285). Also based on neo-liberal principle#tics argue that there do exist
some striking limitations to the PWC. Firstly, thgh the PWC, the IGEGs have a new
policy agenda, which, quite disappointingly, hasystematic bias towards domestic
reforms as opposed to systemic or global reformscluding the three institutions
themselves. Secondly, the IGEGs seem to recededanming out a balanced analysis of
the globalisation process, especially regardingy #ygproach towards the identification
of the real causes behind developing country mahgation as well as, for instance,
financial vulnerabilities (e.g. the 2008 US subapei crisis) observable in developed
economies. This is worsening the so-calleedibility gap which exists between these
institutions and particularly the development comityat large (Picciotto, 2003:397).
Hence, the fear that most critics have is thatl@EGs are being steered by a blinkered

neo-liberalism (just packaged differently under FWWC) towards an eventuall-de-sac
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In terms of their current neo-liberal ideologicaharece, the implications of increased
IMF-WB-WTO coherencgaccording to critics, are posing a variety oflpems. The
main concerns in this regard are (Kahler, 2004:132-Varma, 2002:11):

» the proliferation of a tunnel vision and flawed rebaf development, based,
mainly, on trade liberalisation as the vehicle éwgrty reduction and growth;

» the locking in of liberalisation commitments through the WTQO’ssmlite
settlement mechanism;

» the permanent loss of the national sovereignty uosye any chosen path of
development based on national interests and needs,

» it help create a policy-framework that favour cteds in industrial countries.

3.3.1.2Inadequate accountability

Critics maintain that the supposed chains of acility inherent in the governance
structures of, in fact, all the IGEGs are, in pi@sta long and imperfect one. This has
resulted in an attenuation of accountability (N3@01:3). Critics argue that although the
IGEGs may be agents of states, they often reprem@ptcertain parts of those states.
That is why critics of both the left and the rigbiten portray the IGEGs as rogue
agencies, pursuing their own ideological or bureaticc goals rather than the legitimate
ends of their member societies. ©andSenses (2005:288) take the argument further by
pointing out that “issues concerning how to make IMF, the WB and the WTO more
transparent and hence, democratically accountabléheéir operations, as well as
problems arising from their power structure as dwted by developed country interests,
receives only cursory attention by the intellectur@ponents of the PWC as well as these
institutions themselves”. Critics assert that thF's evolution and its failures —
especially in terms of its original objectives -e dest understood when looking at its
system of accountability. For instance, accordiagStiglitz (2003c:119), one of the
IMF’'s core missions in recent years has been toenahtral banks more independent,
which means that they are less directly accountabbemocratic processes. This, then,
leads Stiglitz to conclude that “the IMF is becogimore accountable to people who are
increasingly less accountable themselves ... [and] dwasistently discouraged public

discussion of alternative strategies, ... arguing th@nsparency could undermine its
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effectiveness” — a view it apparently shares witbnmther countries’ central bankers.
Even after the East Asian crisis calmed down, kameple, the IMF refused to engage in
processes of public evaluation. The IMF also teidse a less heterogeneous organisa-
tion and is less open to self-criticism comparethtsWorld Bank, critics argue (Gn&
Senses, 2005:275). In the very limited cases wherdNIF affianced in self-criticism, it
tried harder to limit the extent of outside crisici than to actually understand the sources

of its failures. The concern for critics is thaistlack of accountability is getting worse.

While the roles of the IMF and thWWorld Bank have expanded, their accountability has
not. Their ever widening domain of advice and ctiadality, for instance, has extended
the purview of these institutions within member ewies and directly affects a wider
range of organisations, policies, people and groupal to whom they ought to be
accountable. Yet, what has been happening, cdtgse, is that the IMF and the WB has
continued to intrude into domestic decision-makingnd, through the line of
accountability they establish with the Central Banlinance Ministry, they increasingly
override other agencies and local or democraticowt@ability (Schedleret al,
1999:313). In underlining the accountability prohlehis leads critics to ask: who makes

specific policy decisions, by whose rules and unvdewse scrutiny?

In terms of theNTO, critics argue there is definitely significant redor improvement
regarding accountability. They contend that evallimember states were represented in
all decisive meetings, the problem of accountabtitwards the world’s citizens — the
ultimate stakeholders of governance — would stithain (Nanz & Steffek, 2004:326).
Critics therefore argue that due to its secrettyte 0f policy-making, the WTO inhibits

informed public debate and critical reflection.

3.3.1.3Lack of institutional autonomy

International institutions are shaped in the imafée powerful states. For this reason,
critics claim that the World Bank, IMF and WTO aret value-free or apolitical. The
context, for instance, in which globalisation ateesed and governed, is offered by the

United States in the sense that it is creating ddwio the fashion of a real imperial
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capital, which includes the institutions, laws asainmon values that globalisation (or
Americanisation, some critics argue) makes necggséortensen, 2000:187; Helleiner,
2001:33). The argument goes further in that cotpardluence over US and other major
powers’ political decision-making can obviouslyrggprofound spillover effects for rule-

making in the global economy.

Trade liberalisation, for instance, is pushed foovhy the demands for market access
made by corporate exporters to their respectiveegouents. In serving these interests,
privatisation is essentially identical to what elled policy capture where government
policy instruments — as swayed by the IGEGs — ae&l fior private objectives. In effect,
the present institution-building process of globeabnomic governance confers privileged
rights of citizenship and representation to corfereapital, whilst constraining the
democratisation process (Halabi, 2004:27). Hendtcal scholars accuse the IGEGs of
deepening economic integration and promoting tragenness in order to serve the
interests of the transnational business elite. Mhabncerning, though, is that misuse, in
this respect, appears to be more pronounced iMh® than in the GATT. The WTO’s
lack of institutional autonomy is an acute, but mwverlooked, problem in its policy
surveillance. One method of surveillance is throtiyghh TPRM. Being just advisory in
nature, TPRM reports should not be the basis thasgthe WTO the right to the
initiation of cases, as it produces mistrust ambomgsmbers. Critics argue that this is
exactly what occasionally happens due to the WTi@gokrgely controlled by the most

resourceful governments.

It is no secret that thiViIF’'s decision-making process is determinedly influeniogdhe
G7 countries as it is they that mainly drive itdigoagenda — even if they have to act as
a voting bloc, which happens quite often, accordmgritics. Although the G7 countries
are still short of a voting majority, chances areal that the IMF would approve an issue
if they are strongly opposed to it. That is why tBgal (2005:93) asserts that the G7

seemingly “act as a self-appointed steering conaitif the IMF”.
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Critics are also concerned about ¥WB’s lack of institutional autonomy. For example,
the call for an advisory group to shortlist potahtiandidates for the new president of the
WB in April 2001 raised eyebrows as the selectimotedure that was followed excluded
a great majority of members (Buira, 2005:32). Tdtisacted many criticism concerning

the legitimacy and independence of the governahtieed/VB.

3.3.1.4Moving away from original intentions

The IMF’s largest shareholders have tended to use it folsgib@t go beyond the
purposes for which it was originally designed. Whthese goals might be seen as
admirable international aims in the sense that ghreyide vital global public goods, such
practice, according to Portugal (2005:77) “undemsinegitimacy and accountability,
while at the same time reducing the IMF’s efficigma its core areas”. Th&/B and the
IMF were neither created nor structured to undestak to be accountable for such a
wide variety of activities as is currently the ca3éey were created to deal with a
limited, clearly predetermined range of technisalis. It was intended that they should
only deal with member countries via their Treassjriéinance Ministries, Central Banks
or similar agencies (Woods, 2005:156). While tkistill the case, critics take issue with
the fact that the WB and the IMF, through condiglity and loan agreements, are
holding Central Banks and Finance Ministries offilyi accountable for policies that

strictly lie outside their sphere of responsibilityguch as health issues, for example.

3.3.2 Dubious legitimacy

Critics often doubt the legitimacy of the IGEGsrtmaularly due to the severe unfairness
of their voting and quota systems (Stiglitz, 2008 Together with other forms of
democratic deficits and these insitutions’ lacketiectiveness, critics feel duty-bound to

critisise the validity of much of the IGEGs’ autitgrand how they, unjustly, exercise it.

3.3.2.1Deficiencies in the voting systems and quota resttions
The number of basic votes (250) in thdF has since 1944 never changed with
successive quota increases. Consequently, the nimpof basic votes to the total has

now declined to only 2.1% of the voting power (Bi2005:9). As indicated by Table
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3.1, this caused the balance of power to shift waggificantly, benefiting countries with

large quotas, and detrimentally affecting smallrtdas whose participation in decision-

making was supposed to be protected by the IMREIl&s — as orginally intended.

Table 3.1: GDP, quotas and votes in the IMF as peeatage of total votes

Group of countries GDP (PPP) GDP Quotas Total
2003 2003 2003 votes
(% shares (% shares$)(% shares) | (% shares)
G7 Countries 44.1 264 46.1 45.3
Other Industrial Countries 8.3 11.9 15.6 15.5
Total Industrial Countries| 52.4 6.3 61.7 60.8
Africa 3.4 15 45 5.7
26.5 10.0 10.3 10.5

Asia

Source: Buira, 2005:1Reforming the Governance of the IMF and the WoddkB

Note: These quota calculations are based on Appe3Wi These are not open source

information to make it possible to update the petage values presented in this table.

From Table 3.1 above it is clear that industrialroies has almost two-thirds of the
votes and quotas, compared to that of the devedogidl transition countries combined.
Notably, Africa has the lowest share with only 5.4% of the quatas5.7% of the votes.
Critics furthermore argue that there exist cleases regarding the calculation of quotas.
For example, economic output is currently measaedDP at market exchange rates
and does not reflect the currency’s true purchagingrer at home (Kelkaet al.,
2005:57). The problem is that the non-tradableasastbeing undervalued and also, the
prices of tradable goods are not being equalisessacountries due to the lagged effect

of the exchange rate. As a result, GDP can be umdeyvervalued when making cross-
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country comparisons of incomes. Given that creditamtries command disproportionate
voting power within the IMF’s current quota regintéjs is leading to skewed crisis
analysisand resource distribution. Together with the réidacof basic votes in the
IMF’s quota regime, which has downgraded the sagmdller countries, critics argue
that these are among the main reasons why the goves of the IMF suffers from a
democratic deficit. An example of this is the sabsil disparity that currently exists
between the voting power and economic strengthmadilsr European countries (such as
Belgium, Italy and Netherlands) and major emergimayket economies (such as Brazil,
China and India). Supporting this view, Wade (20P&rgues that “you know something
is seriously amiss in global economic governanceerwtBelgium, Sweden and
Switzerland, with 0.004% of world population andd®f world GDP, have the same
share of IMF and WB votes as China and India, 8&Bo of world population and 19%
of world GDP; and when the former do not even berfoom the organisations”.
Moreover, in being the basis for power relationsMeen member countries, the IMF’'s
guota regime, one could argue, indirectly prohilsitsintries to submit issues that are
likely to be vetoed by the US, as decisions madéhbyExecutive Board are mostly on
the basis of consensus voting (Kelkearal, 2005:56). Importantly, this indicates how the
skew distribution of voting power affects the natand scope of matters on the IMF’'s
agenda and their effectiveness in providing a nstable global financial environment.
Critics argue that, especially with the US retajnueto power with 17.38% of the total
votes (85% is required for a super majority), thi-1s quota regime has, inaptly, become

a matter of political judgment and compromise.

The quota formulas of the IMF provide three basioctions in that it determines the
degree of voting power, members’ required contrdng, and access to the IMF's
resources. Notably, a member country’s quota isotilg policy instrument that is used
for these three policy objectives. According to ®aui2005:11) “the logic of having only
one formula for determining these different roless loften been questioned”. Many
critics therefore insist that the fundamental flafsthe IMF’s current quota regime is the
mismatch between objectives and instrument. Todiy driginal formula is used in

conjunction with four other variants of it. Critieggue that the formulas contain too
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many variables of which some of them are not diyeellated to the functions of quotas
and cause unwarranted distortions (Portugal, 288h:A concern, though, is the lack of
transparency in the determination of quotas due dosturbing degree of discretion used
in the selection of the formula to be applied andadjustments to the results when
guesstimating members’ quotas. This, combined thighappareninertia inherent in the
IMF’s quota structure, is indeed worsening its pnesentative nature. In fact, it has been
argued that the quota formulas discriminate agadiesteloping countries that have
experienced a fall in aggregate calculated quotasse are some of the reasons why
developing countries have long been complainingiabte quota formulas’ bias. Critics
assert that there exist a significant discrepaneywéen how quotas are formally
calculated and how they are actually calculatedheylMF, where, in effect, the average
actual quota is less than half of the average tak quota (Kelkaet al, 2005:60).
Also, quota-increases in the formexjuiproportionaland selective quota adjustments, in
practice, tend to be small. The Board of Goverrom which the developing countries

has limited say — takes the final decisions ondhmatters.

Furthermore, one of the main factors causing ascoislegitimacy is the unrepresentitive
nature of the governance structure of the IMF ar8l. Woting shares in the IMF, for
instance, are in proportion to an outdated and ifapy measured economic weight of a
country. In using a system ohe-dollar-one-voteather tharone-man-one-voiehe IMF
purportedly is a commercial enterprise with shalédrs (Stiglitz, 2003c:120). Only a
small group of developed countries controls thditutsons, and almost demeaningly
regard the rest as minor partners. Since voteb@nhoards of directors are weighted by
financial contributions, there exist a lack of eggntative democracy in the IMF aWB
which are analogous to what Griffin (2003:802) sall “plutocracy”. Considering that
the developing world account for most of the wasldopulation, half of global output in
real terms (purchasing power parity), comprisingh&f most vibrant economies and the
largest holders of international reserves, thetéthirecognition given to these countries
is deplorable (Buira, 2005:7). What is fuming @stiis that while these countries are
playing an increasingly important role in the glbbeonomy, their influence in the IMF

and the WB has not increased correspondingly (kelle2001:36). As a matter of fact,
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in combination with the transition economies, thaggregate voting power has only
fluctuated between 37% and 40%. In an empiricadystione by Le Fort V (2005:116-
125), cross-section regression analysis were usel¢termine the extent of representa-
tion distortions in the IMF’s quota structure. Tiesults indicate that economic growth,
credit rating, population and dummies for the U8 &tina all have negative signs and
reflects under-representation. With faster growicauntries continually not being
recognised in the IMF’s voting structure and witbrexpopulous countries appearing to
be discriminated against, the study finds thatikeortions will continue to increase.

Table 3.2: Governance structures and voting procedes of the IGEGs

WTO (statutes) One state, one se{ One state, on¢ 50% + 1| No No Yes
vote —100%
WTO (reality) | One state, one se{ Trade weight, Yes No Yes
Consensus
IMF/WB loans Constituencies One $,o0ne | 50% +1| No Yes Yes
(statutes) vote — 85%
IMF/WB loans Constituencies One $, one Yes No Yes
(reality) vote,
consensus
IMF/WB codes| Constituencies One $,o0ne | 50% +1| No Yes Yes
and standards’ vote

Source: Varma, 2002:2éproving Global Economic Governance

Note 1: 50% + 1 if not otherwise specified, twordlsi to amend treaties, three-quarters to
authorise temporary opting out of existing treaties permanent opting out of
amendments, and 100% (consensus) to adopt nevesreat

Note 2: Opt out possible with approval of threeftgramajority of members.

According to its statutes, representation in theQAIS largely based on treme-country-
one-voterule. However, in reality, decisions are made ulgio consensus and based on
weighted voting power (in this case trade weight)at is why, although the WTO is
governed by consensus, it awards the largest sfamfluence to the major trading
powers (Kahler, 2004:136). As indicated by Tabl2 &bove, this is also the situation
with the IMF and World Bank: they have provisioms Yoting, but due to a mindset of
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recognising the flaws of the voting system, congsnsas in reality been propelled to
override due process for the sake of avoiding a.vbhis clearly demonstrate the marked
differencebetween what the IGEGs declare in their statutesvehat voting procedures
they in most cases actually follow. Ironically, &l three institutions, voting power
ultimately tends to underpin any process of conseihssed decision-making. Some
critics even argue that consensus is just a publations tactic for the domination of
certain countries within these institutions (Var@@p2:18). One problem with this form
of decision-making is that it is subtly passivethie WTO, for instancesilence is taken
to imply consentwhich presents an odd way to make decisions absués with serious
consequences for countries. Consequently, it faildake into account the realities

experienced by a significant number of developiogntry members.

3.3.2.2Democratic deficit and unfairness

Global economic governance is argued to suffer marmous democratic deficit
According to a report by the United Nations Devetgmt Program (UNDP), the
economic and political frustration experienced lvaloping countries regarding the
skewed distribution of global power has (even thealdom been greater (UNDP,
2002:101). As the largest creditor of the IMF, h® has always favoured conditionality.
Although, initially, European countries were agaioenditionality, they later changed
their position as their situation changed. As pabiing a reflection of the character of
the IMF, this resulted in a growing distinction betweerurtnies that determine its
policies, and countries that are subject to it. IGirae conditionality increased and IMF
resources declined — worsening the growing divi@eiffin, 2003:790). Moreover,
making matters worse and making uniformity and dpamency quite ridicule, countries
that are strategically and systemically importanthte IMF have access to its resources

well beyond the limits established by the accedsyo

According to Nanz and Steffek (2004:324), “thergvide consensus that the WTO is not
among the most open or transparent internatiorgdrasations, and that its democratic
legitimacy is questionableX®WTO rules, for instance, are specifically designeddove

global corporate expansion and the harmonisationgss. By specifying the conditions
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under which nation-states can protect or promotaetic firms, the WTO is delimiting
the scope of government and redefining the rol¢hefstate in the domestic economy.
That is why, in the eyes of critics, the WTO isrsees an institution that remains a
projection of the asymmetrical distribution of resmes and power in the global
economy. As the central issue in the WTO'’s crididegitimacy, it seems to operate
beyond the realm of democratic debate. Critics adicularly displeased about the
WTO'’s unfair treatment of governments when compdoetiow it neglects to set rules
for global competition (Picciotto, 2003:391). Cuntly, issues related to regulated
competition and oligopolistic competition remaingsade the scope of WTO governance
— which should not be the case, critics argue.

Critics assert that liberalisation that has tak&ace under the WTO in particular, has
been on an asymmetrical basis. This is continumgodcur in areas of interest to
developed countries (often to the detriment of tgyag nations), such as services and
intellectual property rights — all of which are tdaressed by US and EU multi-national
interests. Conversely, in areas of interest to ldgueg countries such as textiles, agri-
culture, movement of labour, the WTO allows bagitr remain in developed countries.
Critics describe global trade negotiations witlia framework of the WTO, in reality, as
anything but consensus-driven, trust-based or batjnin exchange of bargaining
concessions (Mortensen, 2000:193). Negotiatiorey, #ssert, are about shifting the costs
of trade liberalisation, and hence, the redistrdyubf the potential benefits and losses of
globalisation — to the detriment of smaller rolaydrs, i.e. developing countries in
particular. This underlines the regime imperfectiai the WTO and the fundamental
flaws in its bargaining system. Notably, the WTQegitimacy deficitstems from the
problematic nature of its procedures as it retamgortant characteristics of thaub
modelof international cooperation that typified its geeessor, the GATT (Keohane &
Nye, 2001:271). The club design aims at craftaoglitions of the willing and able
among the powerful players. In addition, the infasigreen roomconsultations at the
Ministerial Conferences have become a synonym émretive and obscure ways of
international decision-makii§y By preventing even ex-post reconstruction of the

“3 Green room consultations, which started in 2002qally involve 10 to 25 out of the 147 members.
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political debate, no records are kept of these imgetUItimately, according to Nanz and
Steffek (2004:326), “the club system tends to pee the concerns and interests of the
key trading nations at the expense of marginalstakeholders”. The WTO is notorious
for its lack of democratic legitimacy. Not justtacal NGOs, but also in academic circles,
the WTO has been identified with “the technocraitsaand bureaucratisation of trade
policy” (Bellmann & Gerster, 1996:45). It has, iacf, become a hated symbol of
globalisation as it continues to impose unwarratitadations on the legitimate exercise

of sovereign discretion, particularly on developawgintries (Wolf, 2004:75).

According to Held (2004:369, 371), due to power aalncesall three the IGEGs are
rarely fully representative of the states involvedhem, which leads to a breakdown of
symmetry and congruence between decision-takerslacidion-makers. Kaul (2003:27)
speaks about th@rgotten equivalence principl&his principle suggests that those who
are significantly affected by a global good or Isduld have a say in its provision. Yet
almost the opposite is happening as there is akthoean of equivalencebetween
decision-takers and decision-makers, between stédkets and decision-makers, and

between the outputs and inputs of the decision-ngagrocess.

3.3.2.3Diminished effectiveness

Both the IMF and the WB have lost some of theieetiveness. Critics maintain that the
IMF’s surveillance is only effective over countrigat resort to its financial support, i.e.
developing and emerging economies, but has litteny impact on industrial countries
and on systemic issues because the latter growgd imuch in need of the IMF’s financial
assistancelMF resources — as a proportion of world trade — vadimved to fall from
58% in 1944 to below 4% at present, mainly duedwetbped countries that no longer
resort to the use of IMF resources (Buira, 2005:@&jhout sufficient resources, the IMF
cannot perform its proper function. The support airéction it provides to countries
during uncertain times is questionable, especiadhen the IMF act pro-cyclically in
pursued of, what Stiglitz calls, “beggar thysellipes”. Equally questionable, is its ef-
fectiveness in providing incentives to timely adijuent. Hence, the IMF’s effectiveness

in the management of systemic issues is a sermusecfor concern and is considered by
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most member countries to be weakening its legitimBue to a series of financial crises
(especially during the 1990s) that threatened thtevate the economies of several
emerging markets in Asia, Africa and South Ameriteg, IMF’s ability to carry out its
mandate has been ever since called into questiaoordingly, Stiglitz (2003c:54)
indicates that “this much is clear: the IMF whoesponsibility it is to ensure the stability
of the global financial system, has failed miseyablits mission to stabilise international
financial flows, arguably making matters worse”itiCs such as Kelkaet al. (2005:48)
therefore warn that the IMF “will lose relevancatitontinues to ineffectively meet the
needs of all its constituents”. Apart from not lgeiable to meet the needs of several
emerging economies, the IMF also struggles witls¢hof the G8 (G7 plus Russia). In
fact, the very reason why the G7 came into exigtend 973 was due to frustration with
IMF proceedings — even then. Also, one of the lke&gsons why the IMF battle to achieve
international monetary cooperation is mainly beeaat the widely shared perception

that its decisions fall in line with those takeraahual G8 (previously G7) meetings.

As far as theWorld Bank is concerned, its lending operations experienceltaatic
decline during especially the past eight years @slilited in a sharp increase in net
negative transfers. In effect, this dramaticallyits the provision of capital and, its
significant other, the transmission of knowledgég|$z, 2003c:124). Also diminishing
the World Bank’s effectiveness, the increase inddmmality along with burdensome
administrative procedures leading to delays of ulisbments, are ever increasing the
non-financial costs of loans. Furthermore, giveat the distribution of WB capital shares
are largely aligned with IMF quota shares, critmgue that the continued under-
representation of developing nations is eroding\W®'s effectiveness and legitimacy.
As a result, several critics ask whether the WBLil needed (Zahrnt, 2005:690). Many
of them see the world divided up into two groupsjdie-income countries and lower-
income countries, and insist that middle-incomentoes do not need the World Bank.
Accordingly, both the lending and non-lending seegi of the WB should be provided
privately and low-income countries (LICs) need ¢samot loans. Critics argue that due
to the WTO not being properly equipped to deal with the mooenplex problems of
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governing globalisation, it is not effective enou@iortensen, 2000:177, 186). More
specifically, they assert that three problems comnog its effectiveness exist:
» the WTO is a weak enforcer of its rules which aowpportunism to flourish;
» it is a weak monitor, resulting in states not tinggteach other and are thus
hesitant to enter into new agreements, and
> it is a weak legitimiser which increases the ri§lsystem break-upver the long

term if the political acceptance that supportpugose, disintegrates.

With a budget of only about 5% of the combined tkeidgr the three IGEGs, the WTO
secretariat is remarkably underfunded and undéestafn the light of its new
responsibilities. Thus, as a constitutional systemany critics argue that the WTO is
imperfect, chiefly for this reason (Blackhurst, 89576). The resource deficiencies put
severe limitations on the role of the WTO in globabnomic governance, and, was it not
for it's member-driven network, it might not havairged such a prominent position in the
governance process. In fact, the lack of orgamisatiresources within the WTO dispute
settlement system (DSS) has presently become arnmmublem for the WTO.
Furthermore, critics emphasise that the conventtiovisdom that the WTO is very
effectivein resolving disputes should be questioned. ltudysdone by lida (2004:211-
214), the effectiveness of the WTO DSS have beameed in five areas: assuring a
level playing field, actually solving disputes, &ating legislative and judicial functions,
fending off unilateralism, and reconciling tradedarontrade concerns. It was found that
in all of these accounts, the effectiveness of IS are either very limited or almost
non-existent. Wolf (2004:76) concurred that “in giree, dispute-settlement remedies are

of little use to small countries, unless the biayglrs voluntarily submit”.

Critics regard the lack of interagency cooperatiorong the IGEGs as a serious concern.
Greater coherence amongst agencies that receiliendilof taxpayers’ dollars is
desperately needed as its absence damages tHeatigel credibility and effectiveness,
which frustrates their donors and owners and gnss to public cynicism (Moore,
2003:220). In addition, the ineffectiveness of tl&EGs is further illustrated by their

inability to mount collective problem-solving saluts when there exist some
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disagreement over objectives, costs, means, ane.mdns inertia often leads to a

situation where the cost of inaction is greatenttiee cost of taking action.

3.3.3 Disputed strategies and policies

Critics often consider the high failure rate of sl of the IGEGS’ strategies and policies
as their reahchilles heel- and therefore dispute them (Varma, 2002:243. particularly
the negative impact this has on developing counthat give credibility to the arguments

of the critics. This section focuses on the ratiefeehind many of these arguments.

3.3.3.1Failed policies and programmes

According to Stiglitz (2003a:158), the IMF’s fail@alicies in the developing world stem
from ideological narrow-mindednessnamely its commitment to free markets and
antipathy to government intervention in the econo@mntics argue that due to large scale
capital outflows normally resulting from a cristbe current policy ofMF lending to
countries after the Asian crisis, for instance, sealia deep recession and extensive
currency depreciation. Furthermore, as the IMFsoueces declined, especially during
the 1990s, the balance between adjustment andcfivgain programmes supported by
the IMF shifted in favour of more adjustment, iraged conditionality, and eventually
led to a high rate of program failures. Then, imparison with Asia, whose per capita
income grew by 320% from 1970 to 2000, Latin AmaHewhere a number of countries
are pursuing orthodox policies and structural mar~ grew by only 40% during the
same period (Buira, 2005:30, 32). Finally, thidetihg performance greatly diluted the

confidence in the pro-market reform policies enddriy the IGEGs.

A fundamental problem with both IMF supported paogmes and of World Bank loans
are their standardised approaches to the often ctwoplex problems of distinct
developing nations, thus neglecting country priesit The problem is that they do not
adequately recognise these characteristics. Héimeie,lack of a plurality of approaches
is yet another reason why the governance of battitutions are accused of being un-
representative. Moreover, the World Bank’s recordponsoring successful programmes

is inaptly poor. Even its internal performance ea#ibns identify more than half of its
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projects as failing to achievgatisfactory, sustainableesults (Calomiris, 2000:89-90).
The problem is that thé&/orld Bank assign subsidised loans to member countries, but
does little to ensure that the funds are usedHerstated purposes. In the case of the
WTO, critics assert that its trade liberalisation atgenwhich involve reciprocal tariff
reductions, is proving to be rather illusionary.idfixg evidence, according to Finger
(2005:801), suggest that in the event of the UrydgRaund testing the ability of trade
negotiations to balance cross-issue gains anddomsiicient to ensure a positive net

outcome for each member, the GATT/WTO were foundtimg to actually do so.

3.3.3.2Wrong remedial strategies and adverse effects on deloping countries

In attempting to implement the WC-reforms (in vieiwthe IGEGS’ strong emphasis on
fiscal discipline), the liberalisation of financialarkets, and a free markedmpetitive
exchange rate has created severe economic profdemstin America and much of East
Asia (Davidson, 2004:595). In effect, theong medicinéhas been given. Even thdF
now admits that capital market liberalisation préseconsiderable risks for many
developing countries. It is also now widely recegal — especially after the crises of the
1990s - that capital market liberalisation has iboméd to global economic instability
and has been a major factor that led to crisesgbeiore frequent and deeper over the
past quarter-century (Stiglitz, 2003c:113). Henhe,vigorous pursuit and prescription of
such policies by the IMF is creating @amomalyin that it is in stark contrast to its
mandate of enhancing global economic stabilitytf@rmore, transition economies that
privatised the fastest got the most support froemIMF. But Argentina and Turkey, for
instance, found themselves trapped in a viciousleirresulting from being too
conformist on key aspects of neo-liberal reformshswas early capital account
liberalisation, which rendered them inherently iskisrone (On§ & Senses, 2005:270-
273). Ironically, countries that appeared to begirsing slowly (like Poland, Slovenia
and Hungary) are countries that have had the mastessful transitions. What is
unsettling is that little risk is actually born lsyeditors, nor the institutions themselves.

This implies that developing countries are lefb&ar most of the costs of such crises.
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According to Stiglitz (2003c:113), East Asian caieg were actually forced to adopt
conditions for contractionary policies set forth the IMF during the financial crisis.
These bailout packages exacerbated the downwaral sythin the region and created
serious moral hazard. As a result, the IMF was gleixactly the opposite of what Keynes
had originally intended. IMF conditionality furthreore put developing countries in a
position where they struggled to meet their obl@e and had to cut their already low
levels of education and healthcare spending, hahdb no avail. Another mistake of the
IMF with regards to policy prescriptions to devetgpcountries is its excessive emphasis
on inflation and exchange-rate stability as if thvegre goals in themselves. They are
merely means to ends. Although consensus exists élirainating hyperinflation is
essential for economic growth, there is no conserkat reducing inflation increases
growth. Too tight monetary policy in Russia andesttransition countries, for instance,

is often blamed for its contribution to the highééof barter in those economies.

Zahrnt (2005:692) maintain that “the risks of papating in theWTO (especially for
developing countries) rise as the uncertainty aleffidciency and distributional effects of
WTO agreements is becoming greater and as the @bstaploying counter-measures in
case of unexpected, adverse effects of WTO agresneeincreasing”. This, therefore,
give context to the alarming observation by D’Aai$2004:23, 32), that “more openness
without an arsenal of safeguards and strong awtieay} fiscal and monetary tools left
emerging economies unprotected against the epedicyclical behaviour of the liberal-
ised global financial system”. With ideology reiggiover experience, emerging econo-
mies were continually encouraged by the IGEGs &ndpeir borders and engage in the
global economy, and as a result, incurred mourdigigfs denominated in strong curren-
cies (with very limited ability to use their ownreencies in transactions outside of their
borders). Thus, a concern for developing counigdbat these episodes have increased

the risks of participation in the WTO, IMF alidB to a fairly disconcerting level.

3.3.3.3Growing intrusiveness and dominance over domesticgticy-making
Going well beyond the subtly respectful strictuset out in the original Articles of

Agreement, both the IMF and the World Bank, crissert, now reach deep into policy-
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making within member governments. In fact, accagydio Woods (2005:156) both
institutions have embraced areas of policy it waisnaginable for them to affect prior to
the 1980s. Conditionality, in particular, has irased dramatically. By using a sample of
26 countries, Kanpur (2001:47) established thatthesre six to ten performance criteria
and conditionality measures in the 1980s as opptmsagdproximately 26 in the 1990s. In
addition, both institutions had become involved nagotiations with borrowers on
virtually all matters concerning economic policykimay and more (e.g. judicial reform,
corporate governance, the rule of law, etc.).

Emphasising the growing intrusiveness of th#-, Kelkar et al. (2005:50) argues that
“as the IMF increasingly seeks to harmonise andrdinate strategies for crisis
prevention and management, it is becoming a rulkirgainstitution whose decisions
impact international as well as national economiticg-making”. What is more, an
inherent imbalance exist in the IMF as critics a&ghat while it has expanded its
conditionality to matters beyond its main areaseapertise, its mandate remains
undeveloped and in need of improvement — partibulam key aspects such as
international economic cooperation (Portugal, 206h: In the same way, thé/orld
Bank’s candid reassessment of development has placedain iarduous position as it
increasingly recognises the vital importance of terat outside its core competence.
Stiglitz (2003c:125) therefore construe that “ie tbore mission of the World Bank is not
lending money, then its own governance structurkesdittle sense”. In fact, ever since
the World Bank came into existence it has contigusdded new tasks to its mandate. By
now, critics argue, its mission has become so cexffiat it strains credulity to portray
itself as a manageable organisation (Einhorn, ZX)1The problem is that the World
Bank takes on challenges that lie far beyond asyitution’s operational capabilities.

This, then, leads to a lack of focus and applicatio

In parallel expansion to the domains of both thé& ldhd WB, theVTO has become the
keystone for the formulation of international tradées. However, critics have identified
a trend towards the WTO not only deepening libsadilon in a given area but also

subsuming regulation of that area into its own laguy system (Lunde, 2000:15).
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Notably, this signifies a movement of regulatorweignty away from national
governments to a global system in the pursuit apacific model of regulation, i.e.
deregulation, which mainly meets the needs of amdtional interests. As liberalisation
has advanced, the WTO has increasingly come tataffleat were initially thought of as
purely domestic regulatory decisions (Woods & Nanlj 2001:570). However, three
factors, in particular, have of late made the WT@erdominant in domestic economies:

» increasing deep integration as evidenced through the Uruguay Round’s
agreements on sanitary and phyto-sanitary standatdsh accompanied further
liberalisation of agriculture, and on technicalries to trade;

» due to the WTO being a single undertaking, all merspbincluding developing
countries, have found themselves forced to makendoments, some of them
onerous, and

> the dispute settlement system (DSS) has, unpretatignbecome both more
potent and more legalistic. For instance, no loroger a party to a dispute block
the adoption of a panel finding or halt the unstipe progress of cases. The
effect and concern of the growing importance of W8S and other WTO

agreements is that they increasingly constraironatipolicy choices.

Picciotto (2003:391) emphasised that “it seems tthat pressure towards global
homogeneitytends to override local preferences as embodiashiional laws, policies
and regulations, yet it takes place through a netwaf technocratic governance
institutions that seem to operate beyond the redldemocratic debate”. This is what, as
critics argue, increasingly makes the role playgdhe IGEGs in the global economy,
unjustly dominant (Nye, 2001:3). Critics are worried about, whatytleall, an agenda
of convergencedhat is pursued by arguably the most powerful tsyém the global
economy, the WTO, IMF and World Bank. The tradesd@disation measures within
developing countries that have accompanied thedktFWorld Bank’s structural reform
programmes and conditionalities, for example, haesved to support the trade
liberalisation aims of the WTO (Calomiris, 2000:9Rowden (2001:38galculated that
between 1995-1999, 65% of all WB adjustment opemnati supported trade policy
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reforms and between 1995-2001, under IMF loansaBfitries were obligated to reform

their trade regime in line with WTO accession regents.

3.41n defense of the IMF, World Bank and WTO

One can understand that the IGEGs find themselveguite a dilemma, particularly
regarding their efforts to balance the interestsboth developing and developed
countries. On the one hand the IMF, World Bank 0O try to place the emphasis,
through neo-liberal policies, on deriving mutuahegits from free markets. But this, on
the other hand, may come at the cost of breakihlgatively legitimated rules of, for
instance, research independence or personnel isateandvice versa The dilemma,
according to Wade (2002:217) is that “assertingtilegcy-protecting collective rules
may cause the organisation to lose support of thgeimon, while doing what the

hegemon wants may entail breaking the collectilesfu

What is more, the IGEGs are in the ungainly positaf reconciling fundamental

tensions: between global economic integration aattbnal sovereignty; between a few
very powerful states and a multitude of weak onestween believers in market
fundamentalism and sceptics (Wolf, 2004:82). Heaog, international regime must be a

compromise and for that, all three of them desankaowledgment.

Defending itself, the IMF (2006:1) argues thatdtnot true that the programmes it
supports impose austerity on countries in finanoisis. An IMF programme reduces the
extent of thebelt-tighteningneeded and attempts to cause a quicker recovengaies

than would otherwise be the case. The IMF's finainsupport, charging below market
interest rates, reduces the adjustment the coumtyld have to make otherwise.
Accordingly, tighter budgets, for instance, are alwtays what the IMF recommends. In
the Asian crisis all countries ran substantial disdeficits during 1998, reflecting the
quick turnaround in the IMF’s policy advice once tbcale of the crisis became known.
The IMF further claims that it does not followoae-size-fits-all approachn terms of its

advice. In a study of 133 IMF-supported programmies,IMF’s Independent Evaluation

Office found that from 1993 to 2001 there was cdesible variation in the scale of
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fiscal adjustment programmed across countries. dfwig, not all programmes were
austerity-orientated. At least 40% of programmegehfocused on a widening of the
current account deficit as a percentage of GDPJewabout a third focused on an
increase in the primary fiscal deficit and primapending as a percentage of GDP (IMF,
2003:4).

When a country is facing a balance of paymentsscaad the private sector, such as
banks and other lenders and investors, are ungitbriend to it, the country turns to the
IMF for help. When the IMF, in turn, suggests cotie policies that will restore

investor confidence and result in an inflow of ¢akiit should not necessarily be viewed
as favouring bankers and elites. Restoring the banking systérsuoch a country to

normal functioning is critical to creating a safevieonment for citizens and investors.
Intervention, particularly in this regard, helpspievent contagion, i.e. when an ongoing

crisis in one country spill over to its neighboargl other countries.

The IMF claims that it is not being dominated bg tB7 countries. Although most of its
financial resources are provided by the G7, desssion policy and country matters are
made through consensus among IMF shareholders.ré&ppg all members have the
same opportunities for their views to be heard hvilie developing countries having 37%
of voting power in the Executive Board, they, asl@c, has just as much power to veto
important decisions that require an 85% or 70% ntgjas the US with 17% voting

power or a coalition of developed countries. Aty the IMF (2006:6) claims, it is very

seldom that divisions break down alohgprth-Southlines. The IMF does, however,

admit that change is necessary to give more vate®untries that account for a larger
share of the world economy. Political will by itsembers, though, is required to
rebalance IMF quotas (McLenaghan, 2005:189). Furibes, the IMF's EB has taken

the position that its approach to assign a majta to GDP as the primary variable in
guota calculations is consistent with the role afot@s in meeting the financing

requirements of the IMF, which need to corresporith veach member’s ability to

contribute.
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The IMF maintains that it is not unaccountableslaccountable to its shareholders, its
184 member countries. All its members has sufficiepportunity to provide input
through the EB, which meets three times a week,gnoheans of the Annual Meetings
where representatives from member countries (goverof the IMF) meet to discuss the
outlook for the world economy and the role of tMFl The view taken in the IMF (and
to some extent in the WB) is that although conserdecision-making may sacrifice
some transparency and accountability, it, impolyargerves to avoid conflict that
damages other arenas of foreign relations (KaB@94:150). In terms of transparency as
a vehicle for fostering accountability, the IMFeattpts to open up decisions to greater
scrutiny and promotes transparency in its membgodicies. Particularly through its
website, the IMF try to convey large amounts ofornfation on itself and member
countries. In addition to these efforts, the IMEab$ished the Special Data Dissemination
Standards to provide markets with up-to-date amgh-guality economic and financial
indicators (Askari, 2004:59).

In being more open to self-criticism, th¥orld Bank has, even more so than the IMF,
vastly expanded its transparency in recent yeats. disclosure policies and

documentation not previously in the public domare now frequently available on its
website and other sources. An unprecedented stegrde greater horizontal accountabi-
lity was taken by the World Bank in 1993 when asplection Panel was called into
existence by the EB. The Panel functions as a bdure any group directly affected by
the World Bank’s operations may launch complail®d@ds & Narlikar, 2001:576). The

World Bank also, in 1999, created a Compliance seiWOmbudsman with the aim of
dealing with the concerns of people directly impdcby the International Finance

Corporation and the Multilateral Investment Guaeanhgency financed projects.

Many of the World Bank’s projects have been ciseécl on the basis that the focus is
wrong (for instance, too much emphasis on larggepts). Proponents of the WB argue
that its projects should be judged not by theie $imt by their effects. In many regions,
the WB'’s projects clearly have helped. Perhapsuebhiaty Africa, most other regions that

have received the most WB aid, experienced an aserén per capita income (Owen,
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1994:100). Furthermore, although critics accuse iWNerld Bank of increased

intrusiveness into areas outside its mandate, tBebélieves that these new practices
move the human factors in development from the dpacknd to the center of attention.
This result in greater awareness of significantemtanties and ambiguities in the
development process, and acknowledges that develupsimuch more than a technical
problem (Brunner, 2004:103). The World Bank’'s ma@mprehensive approach to
development indicates that the orientation of thB Was changed quite dramatically in
terms of how it deals with developing countriesmany countries, the World Bank has

committed to placing the country in a central rialelecision-making.

With regards to making adjustments, the World BanKact, did make some important
changes as it grew and learned from experienchast played an increasing role in
stimulating and coordinating research and developroé new technologies that have
proven to be especially relevant to developing tiesy particularly with regards to

agriculture (Owen, 1994:99). The World Bank alsgremore, coordinates the actions of
other donor agencies and governments. These imétsahave helped to convert unrelated
national and multilateral aid programmes for keweleping countries into fairly

integrated global efforts.

TheWTO is an institutional hybrid that is, somewhat pavadally, caught in the tension
between ungovernable market and power dynamics,tl@golitical need to attempt
regulation of globalisation. Still, as Irwin (20863) argues, “the WTO is useful because
it changes the political economy of trade policyairway that tends to facilitate trade
liberalisation as an outcome”. Furthermore, as anréicular site that attempts to govern
globalisation, it is not surprising that those astwho operate within that specific site are
held accountable for the costs of the globalisa(igiortensen, 2000:176). Moreover,
although the WTO started to pay more attention e issue of accountability, it,
admittedly, has very few mechanisms of evaluatmmmpliance, and enforcement in
place (WTO, 2006:11). Currently, the WTO has twachaisms of accountability with
respect to members: the TPRM and the DSS. The forateempts to improve

transparency and understanding of policies thraegjular monitoring and constructive
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debates, while the latter seeks to promote memiaderstanding of WTO disciplines.
Its transparency improved after placing much mooeudhents of major significance
(such as minutes of Ministerial Councils, panetliimgs, summary reports, studies, etc.)
on its website. Exceptions might still be documeridariff renegotiations (Hoekman &
Kostecki, 2001:183). Concerning developing coustrithe WTO (2006:18) claim to
have committees that look at these countries’ gspeceeds and also, that all its
agreements contain special provisions for thentycieg:

» longer time periods to implement agreements andtments;

» measures to increase their trading opportunities, a

» support to help them build the infrastructure forT@/ work, to implement

technical standards, and to handle disputes.

It must be pointed out that all three IGEGs have,accordance with a number of
criticisms mentioned in this chapter, started wéforms to make these institutions more
accountable, transparent, democratic and effeckiavever, there is still considerable
debate over to what extent these changes haverbad®, and whether it constitute real
structural change to the architecture of globalnecaic governance. Although further
reforms are non-negotiable, there is less debhtejgh, over the need for, and logic
behind, the existence of the IMF, World Bank and@VT

3.5Conclusion

Although the case for global economic regimesriangf, those that exist are, inevitably,
highly imperfect. Today, more than 60 years after éstablishment of the IMF, World
Bank and GATT/WTO, effective governance of the gloeconomy remains an
outstanding issue yet to be addressed. After wegghip the criticism of the IGEGs
against the touchstone of their goals, principlaesgd defense, the study find these
institutionsdisturbingly deficient in terms of adequately performing their role astid
pillars in global economic governance. Even by rtlwvn internal measures, they, as
monopoly agents of governance, often fail to aahigneir goals and are found wanting in
terms of effectiveness — this, mostly to the detnibof developing countries. Still, as the

IMF, World Bank and WTO began the new century wiVer-grander visions, the
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criticism have simply increased (Calomiris, 2000:&inhorn, 2001:28). Serious
governance deficiencies have led critics to putvéod powerful arguments that both
guestion their viability and, call for fundamentaforms. Admittedly, some of the
criticism brought against the IGEGs are, perhaghathble, such as: to whom they
actually should be accountable; that not all deoishaking are externally influenced,;
that there do exist valid reasons or restrictionsy whey are not, in some cases,
sufficiently effective; and that changes in the bglb economy and governmental
deficiencies requires of them to become more inteugr domestic economies (mostly
developing economies). These could be distinguidhet less contentious but more
serious criticism, such as: their economic logic in terms of idegladpe unfair quotas
and voting structures; clear inherent democratfcide and the adverse effects that their
policies have on developing countries. These anmgesof the most severe imperfections
that remain integral to the globgbvernance voidWhat is for certain is that, taken
collectively, all of the criticism seriously damagthe IGEGS’ sovereignty, legitimacy,
effectiveness, and public image, which is resultinga serious lack of trust and
ownership in these institutions. Surmounting thesécisms indeed pose a momentous
challenge to the current institutional arrangemeunitsglobal economic governance.
Almost more importantly, though, are the underlyfagtors that have led to the IGEGs
being criticised so extensively. These factors lmartonsidered as the actuabt of the

problem in global economic governance and it is here wheiem is most needed:

» the multiplicity of objectives (including the corsfion of means with ends);

» ideological stubbornness and injudicious narcissism

» varying degrees of resistance to change and anenhimertia;

» lack of autonomy and a continuing biasedness tosvatdveloped country
interests (particularly the G7), very often at thgense of developing countries’
(especiallyAfrica’s (see section 5.5 in chapter five)) wellbeing arebpess, and

> the absence of an institutional framework to disaglsbal economic policies and

a corresponding regulatory regime to assess, auatgland strengthen it.

Encouragingly though, according to Stiglitz (20@8HY; real reform has started to take
place at the World Bank, while less reform has tgiiace at the IMF, and small amounts
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of reform have even happened at the WTO. Yet, asae issue of concern, current
efforts to improve governance in the global econare still heavily biased toward the
interests of the firms, governments, and (the migsiser in number) peoples of the
wealthiest of the world. While there are signs taager and potentially more influential
developing country role players may finally be attieti to global economic governance
and decision-making councils, the smaller and poateveloping countries risk
continuing exclusion (Helleiner, 2001:255). This, @itics rightly argue, still does not
solve the global inequality problems and is, intfamnother illustration of the ongoing
unfair nature of current global economic governaaoengements. As a result, there
must be concern as to whether reforms in globah@tic governance will grant
sufficient weight to the imperative of sustainaflebal economic development and the
struggle against human poverty, which is argualygdrimary trepidation regarding the

way in which the global economy is currently evolyi

All of these criticisms indeed constitute suffidiegrounds for real reform that goes
beyond conferences and consternation. The IMF, &V&&nk and WTO have the
responsibility to demonstrate a genuine commitntewards ensuring a comprehensive
framework for global economic policy-making and tkquality of countries; thus,
designing an agenda which reflects the interestdl @buntries, and not just a select few.
Reforms should at least include changes in theieg@nce structures, policies, modes of
operation, and their approaches towards solvingd®p global economic problems, i.e.
long-term systemic challenges (and related factdignce, at issue then, is how these
institutions can be altered to make a greater mriton to the solution of current global

trade, development and financial problétms

With this chapter having considered the criticispaiast the IGEGs, the next chapter will
deepen the investigation into the deficiencies lob@ economic governance by
examining a number of contributing factors that make task of global economic

governance more problematic. These factors aréfisamt because they, also, should be

**1n chapter six more attention will be paid to tmllenge that these three issues raises, thahit kind
of reforms should be made to make free trade fa@wnomic development more sustainable, and lessen
countries’ (especially developing countries’) vukalglity to global financial instability?
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taken into consideration when reforming and remodglthe complete framework of

global economic governance.
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APPENDIX 3A: IMF guota calculations

Indicating the complexity of calculating IMF quotdlse current five formulas, used from
the Eighth to the Eleventh Reviews, are (Dos R165:208-209):

dsQ1 = (0.01Y + 0.02R + 0.0 + 0.2276/C) (1 +CIY)
Q2 = (0.006% + 0.020512R + 0.07% + 0.4052/C) (
Q3 = (0.004% + 0.0389676R + 0.0 + 0.7697&C)
Q4 = 0.00% + 0.04228046R + 0.044pP + C) + 0.835
Q5 = 0.004% + 0.0528100R + 0.039P + C) + 1.043

where:Q1, Q2 Q3, Q4 andQ5 = calculated quotas for each formula
Y = GDP at current market prices for a recent yea
R = 12-month average of gold, foreign exchangerwes, SDR holdings and
reserve positions in the IMF, for a recent year
P = annual average of current payments (goodsjces; income and private
transfers) for a recent five-year period
C = annual average of current receipts (goodsjices, income and private
transfers) for a recent five-year period
VC = variability of current receipts, defined asmtandard deviation from the

centred five-year moving average, for a recent d&yeriod

For each of the four non-Bretton Woods formulagtgwcalculations are multiplied by an
adjustment factor so that the sum of the calcutatiacross members equals that derived
from the Bretton Woods formula. The calculated quaita member is the higher of the
Bretton Woods calculation and the average of tlwveesd two of the remaining four

calculations (after adjustment).
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Chapter 4

Factors contributing to the shortcomings in globalkeconomic
governance: The broader context of the governanceoid

4.1Introduction

Although credit can be given to the IMF, World Baakd WTO for, to an extent,
adjusting their roles in response to changing dlebanomic realities, theacuumleft by
their deficiencies has accentuated the need foora imolistic approach to global econo-
mic governance. The importance of recognising atdfessing fundamental problem-
areas on a broad scale in this integrative proisesgucial in ensuring that the redesign
and/or reform of the architecture of global ecomrogovernance balances the interests of
both the countries of the North and those of thetlsoHence, it is essential to identify
and accentuate problematic factors in global econguovernance’s broader framework
(or external environment), as they also need t@desidered in the redesign process.
Adjustments in the pastié-a-visglobal economic governance) have not necessaén b
in the right direction. According to Varma (2002)2dot enough emphasis was placed on
global stability and development, whereas conddiibies and neo-liberal policy
prescriptions by especially the IMF and WB wereresaphasised (usually under G7/8-
direction). Currently, the problem is that overglibbal economic management is left to
the markets and/or, in some casesaddhocinitiatives by consultativéora of the main
developed countries, such as the G8. Hence, ingaiti effort is made to ensure that the
management of the global economy attends to basatities/factors that concern
developing countries, in particular, thus worsertimggovernance void

Considering this, the aim of this chapter is tovme additional context to the
problematic nature of the governance of the gl@zainomy. It attempts to identify key
causes and sources of instability that specificatlgke the process of governing the
global economy more complicated and, in many cdsss, effective. It is important to
note that these disquieting developments in theajlarena contribute to an increasing
governance voidThe chapter thus investigates the way in whigséhdevelopments/
factors impede the process of global governanctyding global economic governance.
Hence, the implications for global stability andndoorder are considered. The factors
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are divided into three main categories: the asymmetoblem (section 4.2), the
emergence of more non-state and private actorsuttfodty in the global economy
(section 4.3), and sources of specific uncertasndied imbalances (section 4.4). Notably,
many of these factors (or concerns) are, to sortengxpolitical in nature. In terms of the
study as a whole, this chapter serves to emphtsspolitical and economic realities of

global economic governance as part of its widetexni.e. global governante

At this stage it must be emphasised that litergpuesents two decisive parallel develop-
ments (and/or discourses) in global governance wbgve as contextual background to
the issues investigated in particularly this chaptest, as also stressed earlier, Strange
(1996:72) underscores an increasing governanceindtte global economic order. This
so-called “yawning hole of non-authority and ungmamce” could be attributed mainly
to three reasons: a steady decline in the authantylegitimacy of nation-states in the
face of a rapidly expanding global marketplace; ma@isms of regional governance that
remain, in most cases, unimposing and toothless aasignificant degree of uncertainty
with regard to the ability of the IMF, World Bank& WTO to provide a suitable and
balanced institutional framework for governing arejulating the global economy.
Secondly, Veltmeyer (2004:4) points out the inceeas neo-imperialism, in particular
after the 1990s. Neo-imperialism, which replaceadlioiperialism after World War I, is
an imperialism in economic form (with political itgations), i.e. the domination of
developing economies by agents of economic poweln as multi-national corporations
(MNCs) and the institutions of global economic gmance. In this sense, they are
mainly agents of the G8 countries and, in particuthe US, to serve — as Sklair

(2001:57) claims — the economic interests of tHige'eransnational capitalist class”.

Although they co-exist, the governance void and-ingaerialism seem to oppose each
other in the global arena, creating amhealthy imbalance The former signifies the

absence (or lack of) proper guidance in the glamnomic order, while the latter
emphasises a strongly growing formagfencies of rule- other than nation-states — in the
global economy. The fact that the co-existenceheksé¢ two seemingly contradictory

“> See chapter two (under section 2.2) for a dediniind contextual description of global governance.
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international developments is expanding underlithesr key role in underpinning and
worsening the prevailing governance uncertaintyargigg the management and
progression of the world economy. This also seyeteimplicates global economic go-
vernance and seriously contributes to increasedagjlimstability and inequality through
the imbalances (in terms of the global dominancendy certain role-players (e.g. MNCs

and the G8), at others’ expense (e.g. the devajgaonomies)) being created.

4.2 The asymmetry problem

Although this issue raises significant debate,remmgasing number of scholars agree that
the role of governments in the global economy didimg due to globalisation, and more
specifically, the uncontrollable nature of the fsdhat drives this process (Held, 2000:3;
Bell, 2003:805; Held & McGrew, 2000:22). As a resafi what some call “the retreat of
the state”, governments are not in a position lj@y were in the past, it is argued) to
provide proper governance to cross-border econantitities. Yet, as a social entity, the
state is an active participant in the processeslwing neo-liberal globalisation (Singer,
1999:207). For the sake of clarity, the issue urdiscussion is not about the extreme
case of the demise of the state and/or the completgon of state power and capacity,
but rather about a thorough restructuring of thetestin fact, nation-states remain
militarily, economically and politically powerfuand are now in some respects larger,

stronger, and more intrusive in social life.

However, it is obvious that the Westphaffamorm of sovereignty is, largely due to
globalisation, no longer similarly operative. Asestsed by Scholte (2001:22), both from
a juridical and practical point of view, state rkgary capacities have ceased to meet the
criteria of sovereignty as it was traditionally ceived. In this sense, contemporary
globalisation (in particular, its third wave (198fay)), which conceivably involves the
gualitative transformation of the world economys laought an end to the traditional
theory of sovereignty. For example, globalisatisrviewed as displacing the role of the

state as the institution creating the conditionscapital accumulation as well as the

“% Originating from the Peace of Westphalia in 1648 system is viewed as the organisation of hutyani
into sovereign, territorially exclusive nation-gst free from outside interference (Held, 2000:6).
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regulation of international capital flows (Veltmeye€004:16). Due to globalisation,

national markets have also become increasinglydfaissmsnationally rather than merely
linked across borders (Kobrin, 2002:46). This caogés the process of governing such
intensely integrated markets and puts territorigibynfined nation-states in a dilemma:
they are forced either to collaborate with eacleotr to leave the governance of these
markets to one or more, or a combination of, suyatgenal bodies/agencies over which

they have no official control.

Those who agree that this change is occurring aodgnise its new challenges describe
it as the so-callecasymmetry problemlt is believed that there is a profound and
asymmetric shift from a state-dominated to a madehinated global economy (Gilpin,
2000:108). Globalisation is disturbing the basiansyetry of political organisation
(nation-states) and economic organisation (matlets the latter expand beyond the
limits of government control and national terriewi Hence, both the authority and the
legitimacy of states are in decline. It is arguédttthe rapid interpenetration of
economies is facilitated by a global drive for hilesation of markets and a dramatic
reduction of the commanding role of the governmamational planning — something
which is even regarded ascrisis of globalisatior(Strange, 1996:72). Ironically, though,
as Wolf (2002:15) points out, “the change seen dkierpast twenty years is market-
driven globalisation unleashed, consciously andinvialrily by governments [themselves,
as key agents of this change]”. Nation-states htes tcreating the contradiction of
reducing their own economic authority and allowimgrkets to expand globally in a
more unmanageable fashion. Consequently, globalsat currently transforming the
nature and form of economic and political powefavour of the former:

» state boundaries are steadily becoming less impods large and accelerating
flows of capital, trade, technology and labour teean integrated global
economy, and

> the growth of capital markets and the continuedeldmg of barriers to trade and

investment are continually tying markets together.

47 Alfred Marshall (1961:270) defined a market ast“aay particular market place in which things are
bought and sold, but the whole of any region inaliHbuyers and sellers are in such free intercounite
one another that the prices of the same goodstteeguality easily and quickly”.
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However, the political institutions (or global pg)i have lagged behind and as a result,
the ability of states to govern the market has wael (Griffin, 2003:790). For that
reason, the sovereignty of governments is on tige efltransformation, as is their actual
capacity to rule (Ohmae, 1995:59). The exclusivk Ibetween territory and political
power has been broken due to the fact that borddismdamental to the exercise of
national power — are eroded as markets become globally integrated. Hardt and
Negri (2002:98) therefore argue that the stateeoing increasingly less important in
both the regulation and the management of the gkexdznomy. In Held’s (2000:3) view,
globalisation is creating new economic, social paolitical conditions that are serving to
transform state powers and the context in whickestaperate. The concern is that, as
closed national economies dissolve into mixed, rdgpendent, and integrated
cosmopolitan societies, there is growing unceryaia$ to how and by whom such
economies should rightfully be governed/regulat@entral to this concern, as Held and
McGrew (2000:13) point out, is the fact that “thedern state is increasingly embedded
in webs of regional and global interconnectednessnpated by quasi-supra-national,

inter-governmental and transnational forces, arablento determine its own fate”.

It is important to note that the sustained neoribglobalisation of economic activity is
considered to be reshaping the ordering principtésthe modern world and
revolutionising the ways in which people interatiereby undermining the role of the
state (Bell, 2003:803). This is due to the peragpthat imperfect markets are superior to
imperfect states. As deregulation and other refdimse reduced the role of the state in
the economy, markets have become one of the mopbriamt mechanisms in
determining both international and domestic ecowcoamnd even political affairs. In
addition, Legrain (2004:154) argues that many ef édeonomic policies on offer today
are similar. With the increase in global intercartedness, the scope of strategic policy
choices available to individual governments (clyi¢flose in the developing world) and
the effectiveness of many traditional policy instents tend to decline (Gn& Senses,
2005:282). As a result, effective state intervamti® being substantially eroded under
neo-liberalism which, in turn, has a negative imgacthe ability of states to readjust to a

new agenda that could involve fresh thinking —saquired for decent policy reform.
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It appears that the increase in the mobility ofitehpnduced by the development of
global financial markets is causing the balanceaker between states and markets to
shift, to the benefit of the latter. This, in tugenerates powerful pressures on govern-
ments to develop market-friendly policies, whicklude increased privatisation, labour
market deregulation, low public deficits and expamé, as well as lower (internationally
competitive levels of) taxation. As pressures fitbim international economy progressive-
ly intrude on domestic societies, nation-statessasingly struggle to control active inter-
vention by outside parties, which illustrates thi@te sovereignty is no longer absolute,
but conditional (Sideri, 1999:126). In fact, thetanomy of states is compromised as
governments find it increasingly difficult to pussdomestic agendas without cooperating
with (and often seeking the consent of) other agsnpolitical and economic. This need
for increased international collaboration regarddegision-making further adds to the

governance uncertainty inherent in contemporarpajleconomic governance.

In stressing the largely irreversible nature ofrent global processes, Ohmae (2006:vii)
adds that “many of the core values supporting ddvorder based on discrete nation-
states — liberal democracy as practi[s]ed in thesty®r instance, and even the very
notion of political sovereignty itself — have showinemselves in serious need of
redefinition or, perhaps, replacement”. In facte tbomplex processes that together
constitute globalisation’s driving forces have teglha new transnational arena for
economic, social, and political interaction, in alhithe nation-state is no longer in a
similar commanding position than was traditionatlye case. Held and McGrew

(2000:34) even contend that “tdecision signal®f global markets, and of their leading

agents and forces, become a, if not the, standarational decision-making”. So what

are these key forces/processes that cause suaftiemah the market?

The three most dynamic driving forces behiglbbalisation, namely increases in
technological innovation (which is in line with esgkenous growth models), international
trade and foreign investment have been exceptipratrumental in providing an
irresistible motive for the geographic expansiommafrkets. There is no question that the

cost, risk, complexity, and pace of technologicatvelopment have increased
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substantially over the past four decades. A teduichl revolution with momentous but
uncertain consequences is facilitating and pamaflethe considerable growth in global
trade and investment. This, rather than the needafger production runs, is the main
motivation for the transnational integration of kets. For example, in the United States,
research and development (R&D) expenditures inegtasmost six-fold between 1950
and 2000. In 2006 the top 1250 R&D-active compaimele world invested £249 billion
in R&D, 7% higher than the previous year (compa@d 5% increase in 2005) and
accounting for over 50% of global business R&D (D2006:1).

Furthermore, as Yergin and Stanislaw (2000:215hllggt, “information technology —
through computers [particularly the Internet] i®ating awoven worldby promoting
communication, coordination, integration, and contd a pace and scale of change that
far outrun the ability of any government to manag@&he example of this is the
exponential increase in technology-driven collabeea agreements among leading
MNCs from major industrial countries, in particuturing the past decade and a half. By
continually working towards increased global marketess, these strategic alliances are
creating anetworkof global economy and, notably, represent a changbe mode of
organisation of cross-border economic transactiéusthermore, Kobrin (2002:50-51)
interprets the qualitative advances in informatiechnology in particular by insisting
that “we face a dual revolution as markets are atigg from geographic space to
cyberspace (e.g. the exponential growth of e-coro@eand the morphing of products
from real atomsto digital bits’. Crucially, both are causing serious problems tioe
regulation of geographically defined markets anonemic governance that is rooted in

territorial jurisdiction.

More evidence of the substantial expansion of miarke the dramatic increase in
international trade in various market segmentsureéigt.1 below merely illustrates the
growth of three of these from 1950 to 2005: tradenanufactured goods has risen the
most and increased sharply throughout this pesedpndly, trade in fuels and mining
products gradually increased before and after thatile period of the 1970s, and thirdly,

agricultural products also showed, apart from a ii@erruptions, a gradual increase for
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the entire period (WTO, 2007a:3). Not only did agate international trade grow at an
annual rate of 5.3% between 1989 and 1997 (neadytimes faster than global output
(1.4%)), but world merchandise trade grew at 5.8%otlie period 1990-2005. This is
almost double the growth for the period 1973-198érgin & Stanislaw, 2000:220).

Figure 4.1: World merchandise trade by major produd group (1950-2005)
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Coinciding with the growing intensity of globaligat, the net effect of global invest-
ment patterns, in particular since the 1980s, sdosvelramatic increase. In fact, it was
since the 1990s that capital flows for both indas@nd developing countries increased
sharply in volume (Dos Reis, 2005:197). Inflowsfaifeign direct investment (FDI) in
2005, for instance, rose by 29% to $916,3 billiierean increase of 27% in 2004 (with a
peak in 2000) (UNCTAD, 2006:9). However, accordittg Epstein (2003:151), the
likelihood that the positive impacts of FDI will neaialise and be widely shared is
significantly diminished by the neo-liberal poliésamework that is dominant in most
countries. Increased deregulation drek capital mobility are the main reasons for the
lack of a democratic framework of multi-nationalv@stment regulation. With MNCs

now already producing more than 25% of the worl@BP, the problem is that if this
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situation persists, it will hamper future efforis successfully govern/regulate cross-

border investment.

Therefore, due to the current qualitative transttiom of the world economy — caused
mainly by globalisation’s driving forces — a keyncern is the geographic complications
resulting from the asymmetry problem. With geograpace losing significance as the
basis for the organisation of markets, the modeoxfanisation has unexpectedly
changed: intergovernmental politics remains geducatly grounded in sovereign
territory while major sectors of the global economme organised in terms of non-
territorial electronic networks. Hence, as emplabidy Cutleret al. (1999:73),
“geographically rooted economic governance has rnecmore problematic as non-state
or private actors are increasingly involved in awitiative decision-making”. The result is
increasedgovernance uncertainty leading to governments being locked in an arfay o
global, regional, and multi-layered systems of goeaece and barely being able to
monitor it all, let alone stay in command. All thiss altered and compromised the
capacity of states to provide the public good ebenmon structure of rights, duties and
welfare for their citizens. In fact, these systesnsl institutions, according to Held and
McGrew (2000:35), “undercut, circumscribe and délithe kinds of entitlements and
opportunities national states can offer and deliveonsequently, the institutional nexus

of the political good is being reconfigured, leagin more governance uncertainty.

As the search for new and appropriate forms ofrmational governance is a priority on
the global agenda, the world is witnessing a histshift in the structure of global order
(Veltmeyer, 2004:4, 16). Globalisation has usheireda new post-capitalist form of
development. The nation-state has retreated froandéwvelopment process and been
replaced by what Robinson (1996:380) conceptualasegtheinternationalised state
Accordingly, globalisation involves a structuralifsitowards a polycentric form of
shared global governance, thus inviting a corredpgnadaptation of the state. In this
respect, the state’s sovereignty and authoritybaiag reconfigured in the context of a

multi-layered system of global and regional goveo®ga They are viewed as one level in
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this very complex system of often overlapping anthpeting agencies of governance
(Hall & Biersteker, 2002:66).

As evidenced in the growing membership of multiateinstitutions, states are
increasingly being transformed inteflexive state$® with a new public philosophy of
governance which recognises the changed globalexbmtf economic and political
action. In addition, the involvement of states gional forms of governance is
continually being encouraged. Consequently, glshtibn does prefigure a historic
power shift from national governments to evolvingstems of regional and global
economic governance. The study would therefore edmc¢hat the contemporary world
order might best be described aseterarchy®. This certainly suggests that the world is
currently witnessing not only a transformation tate power, but also the emergence of
new forms of governance in the global economy. dnt,f both the rising status of
multilateral institutions of governance and regiog@vernance (as part of a complex set
of interconnecting relationships) have now becomgry vehicles by means of which
states (more accurately the G8) can exercise flmiwrer — indirectly. This power is,
however, different from its traditional concepttimat states now have to compromise
their autonomy by sharing the function of goverranath other agencies in a complex

set of interconnecting multilateral relationships.

In explaining this transformation, Held (2004:368®)ints out that “while many states
retain the ultimate legal claim to effective supasmy over what occurs within their own
territories, this should be juxtaposed with, andarstood in relation to, the expanding
jurisdiction of institutions of global and regiongbvernance and the constraints of, as
well as the obligations derived from, new and claggforms of international
regulation”. Hence, one can argue that if sovereitates are the principal building
blocks of a stable world order, as many criticsntan, then the issue of the state and the

state system being in decline (and thus being ebvéransformed due to increased

8 In his description of theeflexive stateHeld (2000:164) states that it “seeks to rectutstiits power at
the intersection of global, regional, transnaticaradl local systems of rule and governance”.

9 A heterarchyis a system in which political authority is sha@tl divided between different layers of
governance and in which multiple agencies shararid, often compete for, the task of governancedHel
2000:163).
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liberalisation) is indeed cause for concern for th&ure governance of the global
economy (Lawson, 2003:136). This is due mainlywo guestions: what will take its
place then (in terms of performing this centraldiion in world order)? And how long
will it take for this replacement or transformatitm take place? Given that the state
system has been the defining feature of internatiorder throughout the modern period,
its decline is most certainly worsening thevernance voidand is asking perturbing
guestions about the future building blocks and regémble-players of, specifically, a new
global economic order.

4.3Uncertainty created by the emergence of new acto authority and the rising
centrality of non-state actors in the global econogn
The growing interest in the idea gdvernance without governmestan interesting — and
guite momentous — discourse in global governangepasvides an important context for
the asymmetry problem. For instance, the role wisicbial organisations, rather than
governments, can perform in resolving collectivBascproblems that are currently at the
top of global political and economic agendas apeeasingly being recognised. In fact,
according to Young (1997:5), “the general propositthat groups of interdependent
actors can and often do succeed in handling thetibmof governance without resorting
to the creation of governments in the conventiosahse is now well established”.
Although there still is significant uncertainty srding the conditions under which
governance without government can succeed, oneotaeny the need and desire of
various stakeholders to become engaged in procasa#ging the institutionalisation of
global decision- and policy-making. Hence, the eaghis shifting towards the growing
acknowledgment of and deference for, new actorsawthority not only in global
economic governance, but also in global governahteiew of both the intensifying
asymmetry problem and the fact that states stilaie among the main players on the
global stage, governments are indeed no longeorthemain players. Held and McGrew
(2002:73) thus argue that in light of increasingbgil interdependence, the structure of
the world order is changing — in particular aftee tCold War. From a governance
perspective, one decisive implication of this i tfollowing: as the demand for

governance increases with the proliferation of clexpnterdependencies, rule systems
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can increasingly be found in civil society or adaog groups, non-governmental
organisations (NGOs), business associations, Mid$ other types of collectivities that
are not regarded as nation-states. Also includeshgrthese is the amorphous collection
of groups that together constitute theti-globalisation movementThis movement
mainly functions as a catalyst of resistance to-lieal globalisation. Some of the
illustrious protests of this movement were Bedtle of Seattlagainst the WTO in 1999;
protests against the IMF in Prague in 2000; theofemn Union (EU) summit meeting in
Gothenburg and the G8 summit meeting in Genoa, wo2001. The sub-sections that
follow will focus on the global civil society, midtayered global governance, MNCs,

and interdependent networks of global governance.

4.3.1 The global civil society — the rise of people power

In this knowledge era of the Internet, citizen grewf both advanced and developing
countries (separately and/or in collaboration) drereasingly mobilising and
coordinating public opinion and protest acrossamati frontiers with relative speed and
ease. People’s renewed appreciation of the worlohgise market and the value of mass
participation in decision-making has led to a slnftthe balance of confidence — a
declining faith in the competence of governmentr(jife & Stanislaw, 2000:218). Thus,
with globalisation undermining the role of the etdty reducing their legitimacy and
authority in the eyes of the public, most of thevgng number of civil society
collectives are primarily performing two key furarts: organising human behaviour and
creatingnew systems of rule(Berger, 2000:45). Though they are not replacitages,
they are often, quite unprecedentedly, exertingsiciamable pressure on governments,
and operate independently and distinctly from thetnansnationally. The globalisation
of political and economic activity has thereforestgcularly over the past two decades,
been accompanied by the emergence of a new kimgktefork politicswhich seeks to
make global markets and global institutions workha interests of the world’s peoples
rather thanvice versa(Held, 2000:154). Thiggovernance from belowepresents an
alternative politics of protest and transnationalbifisation. One area, for instance, in
which the expanding transnational civil society toanes to have some notable success is

in mobilising and organising resistance to the oflglobal capital (e.g. the Stop the MAI
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campaign’). The most positive aspect of this developmemeehaps that governance
from below is becoming a more, rather than legmiicant channel whereby citizens

and communities can hold the agencies of globaég@nce to account for their actions.

Due to this upsurge in the collective capacity twegn (i.e.people power Held and
McGrew (2000:185) are convinced that the worldnighe early stages of undergoing a
remarkable expansion of collective power. Althoutgburrently is highly disaggregated
and unfolds unevenly, it nonetheless is a relatinelw development of rule systems that
have become wider in functional scope and morenskte over space. Hence, driven by
the continuing globalisation of national economiesmbined with the advent of global
interdependence issues (such as environmental tipolluclimate change, monetary
crises, HIV/AIDS and drug trade), new and inteesififorms of transnational
collaboration as well as new social movements virsgras transnational voices for
change — are radically emerging (e.g. the Worldigd€orum). In this era of the
empowered individual, citizens are, by collectivél,wdemonstrating that they want to
play a major role in rewriting existing laws, setfinew precedents for participation, and
shaking up hierarchies; all of which increasinglyeate powerful pressures that

reverberate within international institutions amtates.

Although it is made up of non-profit organisaticarsd voluntary associations dedicated
to civic, humanitarian, cultural and social causeisjl society is emerging as an
independent international and counter-hegemonicefaith a growing global presence.
Though it is difficult to establish reliable stdits on NGOs, Heldet al. (2001:8)
calculate that they increased from a few hundrethatstart of the 20 century to over
5000 at the start of the 3tentury. As Figure 4.2 below indicates, the groeftlNGOs —
compared to that of inter-governmental organisatid@GOs) and states — experienced a
much greater and more rapid increase during th&s9® particular, and thereafter.
Among the more than 3000 civil society groups ts& the United Nations (UN), the

*0 This campaign (to stop the Multilateral Agreementinvestment (MAI)) was the first major movement,
using the Internet and network politics, to sucfiggs challenge the imperatives of neo-liberal
globalisation. Negotiations on the MAI took plac®rfi 1996 to 1999 and sought to establish rules
governing international investment by MNCs. Goveents feared a public backlash against the loss of
sovereignty implied by the MAI and negotiationsmktitely collapsed by early 1999.
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largest and most prominent organisations are Oxfanmesty International, Greenpeace,
and the International Committee of the Red CrogmrAfrom the success they had with
the MAI, the global civil society — in recent timeseffectively promoted treaties to limit

global warming, helped establish an internationaimioal court, persuaded the

International Court of Justice to render an adyisgpinion on the legality of nuclear

weapons, and mounted a drive to cancel the foraips of the world’s poorest countries
(Falk & Strauss, 2001:214). While these efforts aemworks in progress, these
transnational forces have to date been essenfiiattimering them.

Figure 4.2: Growth of NGOs, states and IGOs (190@t2000)
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NGOs appear to have been accorded some form dinedge authority, which Hall and
Biersteker (2002:14) calprivate authority’. In light of the growing recognition of
degrees of order and institutionalised, patterna@raction within the international
system, NGOs (among other private actors) maingrase their influence and private
authority in three different ways. First, by havithg authority teset the agendamany
NGOs enjoy notable success in their lobbying effarith governmental decision-makers
which, due to their tactical decision-making andiqyopreferences, results in growing

popular support from all classes of citizens. lis flegard, they provide citizens with a

*1 private authorityrefers to a growing number of actors (other thation-states) associated with global
market forces that appear to have taken on augtietroles and functions in the international sgst



111

channel of access to global and regional decisiakimg forums. Secondly, NGOs
exercise their private authority by virtue of thawuthorship, or expertise. By giving
expert advice they attempt to influence policy prehces. They are often viewed as cre-
dible providers of technical information — for exalsthe detailed information contained
in Amnesty International’s annual human rights reép®hirdly, with their emancipatory
and normatively progressive social agendas, NG@scese their private authority in the
form of amoral authorityover public issues, something for which they dse &alued as
ostensibly objective or neutral non-state actorscoidingly, they exert pressure on

governments, international bodies and corporatdarespo be more accountable.

4.3.2 Multi-layered global governance — who is in charge?

Figure 4.2 also indicates that by contrast to tbe growth in the number of states (as
expected), IGOs showed remarkable growth during miothe 1980s by almost reaching
400. However, they have declined sharply since tbgast below 300 in 2000 — a figure
that is still significantly higher than before th880s. The UN, the International Labour
Organisation (ILO), and the IGEGs are examplesndérnational bodies created by
formal agreements between nation-states. Significatime growth in IGOs is a critical
contributory factor to an increasing trend towal@red governancewhich means that
the sovereignty and autonomy of national governmenever more locked into a multi-
layered system of governance (Held, 2000:173, TR3@)s, in the context of the reflexive
state, nation-states are not so much losing powehdwving to adjust to a new context in
which their sovereignty and power is shared antkebsdl among many other public and

private agencies or centres of authority — aboew and alongside the state.

What Held calls “powershift” is best demonstratgdiite emergent multi-layered system
of global governance. Characteristically, this sgsthas evolved into a complex
polyarchy that depends upon a multiplicity of agesavith no single centre of authority.
These agencies range from nation-states, goveramerganisations and multilateral
institutions to MNCs that meet (and attempt) toeagon global policies, rules and norms.
Scholte (2001:24) views this system in which poigexxercised at various levels as three

distinctive layers or infrastructures of governance
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» The suprastate (top) layas unique in that the global and regional govecean
bodies in this tier have some kind of autonomougallepersonality. With
membership increasing, the coverage and influerfcenast is expanding —
globally. Some examples are the IGOs, regionalgrgs and the IGEGs.

» The national or state (upper middle) layiecludes global national governments,
and is sandwiched between the other three layers.

» The transnational (lower middle) layencompasses representatives of the global
civil society that exert their influence by mearigteeir infrastructural power, i.e.
political strategies whereby average citizens aochraunities gain a voice in
global governance. This layer also includes cametities that represent the
interests of MNCs, such as the World Business Ggurbich have acquired a
privileged position in the governance of the globadnomy.

» The substate (bottom) layeomprises local governments and sub-state autorit
that seek to promote the economic, cultural andipall interests of their locale.
Their activities range from establishing local diplatic missions abroad to
efforts overseas to attract international investm®ne formal body, for instance,
that represents key global and regional forumkasliternational Union of Local
Authorities.

The layers of multi-layered global governance (pxdbe national layer) expanding in
terms of crowdedness and participants becoming rimdheential in the global arena
signal a new method of governance — from an exaiisistate-based structure towards
complex multilateralism (O’Brien et al, 2003:206). Concurrently, the nature of
governance and authority of the IGEGs is also gthingugh a transitional phase. This is
mainly due to the growing recognition of, and atiuent to, the demands of the other
actors in multi-layered global governance, in patar the global civil society. The
complexity of this transition (for instance, theedeto accommodate these demands, and
clashes of rival goals) creates substarg@lernance uncertainty because while it is
clear what the transition mostly entails, it is rsm clear where it is going. This
uncertainty is exacerbated by the heterogeneousattiches contradictory character of

global governance. According to Koenig-Archibugi002:62), “the interplay among
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distinct governance arrangements is remarkablyrsiyeas the modalities of interaction
range widely, from symbiosis to rivalry”. Alas,i& mainly the inherent inconsistencies in
complex multilateralism that have a crippling etfea global governance. Among many
other examples, irregular decisions such as notr&ate and empower necessary
independent bodies are often made, as well as #ibedate exclusion of many
stakeholders from decision-making processes — $ongethat conveys overwhelming

power to merely a few.

4.3.3 Multi-national corporations (MNCs) — growing global powerhouses

Since 1973 when international production surpagsednational trade the world became
stunned by the enormous size and steadily growmgortance of MNCs in world
economic activities. Today the scope of these natesactors’ penetration in the global
economy is certainly unprecedented as more thasttorteof world output is part of an
integrated global corporate production system utitkeigovernance of MNCs. There are
currently more than 450 000 MNCs in the world agdLB96 the largest 100 (excluding
financial institutions) held $1,8 trillion in forgm assets and $2,5 trillion in foreign sales
(UN, 1998:39). This was more than the combined GbPmdia, China, South Korea,
Malaysia, Singapore, and the Philippines at theetifhe assets of the world’'s five
largest MNCs also rival the GNPs of such middlegizconomies as Turkey, Indonesia,
Saudi Arabia, and South Africa.

In pointing to the emergence of a new structurglobal economic governance whose
rules largely determine how countries, organisatiand people participate in the global
economy, many scholars recognise the central pasiif MNCs (Held, 2000:160;

Mazarr, 2006:173; Hoogvelt, 2001:77). In view oé timcreasing rule of global capital,
corporations of global and financial capital aresidered to be at the forefront of this
new structure (as part of the system of multi-lageglobal governance). In fact, it is
perceived that their influence in multilateral ingions (such as the IGEGs), IGOs, and
world economies will largely determine how thisusture is arranged. According to
Veltmeyer (2004:19), of Fortune’s top 100 MNCs, 88% based in the US or Western

Europe and “have drastically increased their coragfahe world economy”. As prime
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units of Euro-American imperialism, most technological innovations, FDI, and
international trade are under the direct controtheise MNCs. Their success, Falk and
Strauss (2001:215) argue, lies in the “expansionntérnational trade regimes, the
modest regulation of capital markets, the dominamdethe neo-liberal market

philosophy, and the supportive collaboration of tngsvernments, especially those of
rich countries”. And part of this success is thg k@e played by MNCs, especially since
the 1990s, in taking over strategic sectors in igneg economies. The concern, though,
is that MNCs gain greater power at the expensedhary citizens. The growth of direct

and equity investment flows by MNCs have becomerdral part of the mechanisms of a
new resurgent imperialism that is built upon retprig arbitrage (moving their business
to countries that offer the most favourable regots) and political dynamism

(influencing domestic and global policy-making). i§hin Veltmeyer's view, is a

reflection of their centralised empire-building cheter and a means of securing US
hegemony. Alas, these dynamics of political andneodc power cause unnecessary

uncertaintyvis-a-visarrangements within multi-layered global goverreanc

4.3.4 Networks of interdependence — at the increasing tksof exclusion

The formation of interdependent networks re-emessthe multi-layered nature and,
again, the complexity of global governance asvbives a plurality of actors and diverse
levels of coordination and operation, including idH&2004:367):

» corporate and private networks, comprising varibusiness actors involved in
shaping compatible global policies (e.g. the elitetworks found in the
International Chamber of Commerce (I&Cand the World Economic Forum)
and strategic alliances between corporations amdptmentary partners (e.g.
cross-border, cross-regional and cross-industugpkers);

» an increasing number of public agencies (e.g. akhtinkers) that maintain links
with similar agencies in various countries, thusmimg trans-governmental

networks for the management of global economiceissu

*2The ICC (2007:3) describes itself as having “ualted authority in making [voluntary] rules thatvgon
the conduct of business across borders”. The ICE diase links with governments and multilateral
institutions — e.g. it has long been granted cdatué status at the highest level with the UN.
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» NGOs and leading role-players in global advocaciwogks who perform a
function in various domains of global governance an different stages of the
global public policy-making process, and

> public agencies, NGOs, multilateral institutionsidabusiness actors collabo-
rating in many domains in order to provide innovatiapproaches to social
problems by means of multi-stakeholder networkse @mbitious example of this
is the UN’s Global Compact initiative. The aim i8 promulgate nine core
principles drawn from the Universal Declaration iman Rights and for the
actors to then cooperate with each other in exagithese principles in their

various domains (e.g. MNCs acting on their so@aponsibility).

According to Mortensen (2000:189), networks invotyimultiple relationships have
become the dominant organisational form in contemmyosociety. Coinciding with the
rise of multi-layered global governance, globalweks emerge in response to the
dispersion of state authority and, in many cadesabsence of governange specific
domains. Thenetwork morphology is also a source of dramatic reorganisation ofgyow
relationships as the privileged instruments of poeannect the networks. In Castells’s
(2000a:260) view of the network society, these oeks “converge toward a meta-
network of capital that integrates capitalist iet#s at the global level and across sectors
and realms of activity: not without conflict, bubder the same overarching logic”. By
reproducing itself, this structure continues to agb as competition proceeds, thus

enhancing the global character of the world economy

The fact that these meta-networks have the captcgwitch off non-essential functions,
devalued territories, and subordinate social graspsause for concern. Hence there is
the risk that people, locales and/or activities betng excluded from this network
because their structural meaning might become nifgignt (e.g. some developing eco-
nomies). It is feared that they could be subsumetie unseen logic of the meta-network
where value is produced and power is determinedaAssult, this network society
appears to be a type of meta-social disorder: &nated, random sequence of events,

derived from the uncontrollable logic of marketgtinology, and geo-political order.
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Keohane and Nye (2002:7) maintain that as intenmiggece and globalisation have
intensified, the systemic relationships among uemimetworks have become more
important. Consequentlgystem effectbecome more significant: intensive economic
interdependence affects social and environmenté&rdapendence, and in turn,
awareness of these connections affects econonatorethips. Thus, by implication, the
expanding networks become a type of global instituthat regulates relations in a
particular field. Notably, the complexity, divessiand ambiguity of the interactions in
and between the different types of global netwodause furthergovernance
uncertainty and place additional strain on the power relatiostsveen the various role-
players in multi-layered global governance, thugating additional problems for

effective global economic governance, in particular

4.4 Disconcerting sources of specific uncertainties anidhbalances

The perception othe need for global governanocgas excessively stimulated by a
description of the world as being, in particulancg the 1970s, increasingly inter-
dependent. However, the end of the Cold War gase to global ramifications for the
dynamics of interdependence (Rosenau, 2002:72hblétns such as global warming,
financial crises, increased civil wars (e.g. Rwaadd Kosovo) and the growing divide
between rich and poor are among the many probBfetinat have posed challenges to the
global economic order. More people became convirlbatlmany of these dislocations
inherent in the vast degrees of interdependencealéthe addressed; thus amplifying the
need for global governance and proper processestamctures to sustain it. However,
very little of what was expected effectively maddised and as a result, increasing global
uncertainties and imbalances have become globakecos, in particular since the 1990s.
The gradual increase of these systemic risks —xaseebated by globalisation — are
transmuting the world into global risk society In view of that, this section will focus
on some of the key issues within the sphere ofajlgbvernance that have implications

for the stability of the global economic order.

%3 Other significant global concerns for which thems not enough space here include rising energe®ri
(and the burgeoning Asian demand), environmentgtatiation and its economic impact, Japan’s stag-
nation, European unemployment, the US current adcdeficit and comparable surpluses in Asian
countries, exchange rate misalignment of Far Bastigirencies (need to appreciate against the Jlodiad

the world’s adjustment to the growing export maskaft China (goods) and India (services).
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4.4.1 Global inequality — the uneven playing field

By the late 1990s the US, EU and Japan had acabdotenearly three-quarters of the
world’s GDP. In 1996 already this TRIAD accounted 66% of world trade flows and
65% of world stocks of FDI. It was also establistieat 86% of the world’s resources are
consumed by the world’s wealthiest 20%. Furthermamprising only 15% of the
world’s population, the TRIAD accounts for betwdwm-thirds and three-quarters of all
economic activity (Held, 2000:110). As a result tbis triadisation of the world
economy, most of the remaining 85% of the worldpydation are virtually excluded
from the globalisation process, signifying how ueevglobal opportunities are
distributed between countries and people. In 18®&7instance, the income gap between
the fifth of the world’s people living in the riceecountries and the fifth in the poorest
was 74 to 1, up from 60 to 1 in 1990, 30 to 1 i6@91 to 1 in 1913, 7 to 1 in 1870 and
3to1lin 1820 (UNDP, 1999:9). In Figure 4.3 thedmr curve clearly shows how world
inequality increased in the ®Qentury, mainly, the IMF (2001:155) asserts, doeat

large decline in the relative per capita incomghmpoor countries.

Figure 4.3: World Lorenz curve: 1900 and 2000
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Identified at the summit meeting in Cancun, Mexi¢o, the early 1980s), the global
inequality gap is fast becoming tpemary obstacle to a potentially prosperous future
for the world as a whole. There are two major comge First, the fundamental
inequalities and inequities in the distribution tbé world’s productive resources and
fruits of development; and secondly, growing indifies due to the concentration of
power, property and income in the internationaltesys (Bowles, 2004:134). In this
respect, it is specifically the continued dominatad global markets by the major powers
(the TRIAD — especially the US and EU) that delieethis concern. This includes the
way in which they use IGEGs to their advantage tesr use of imperialist power in
market-opening strategies. With respect to thatyie of wealth, power, and technology,
Castells (2000a:262) argues “the rest of the wbddomes organised in a hierarchical
and asymmetrically interdependent web, as diffecenintries and regions compete to

attract capital, human skills, and technology ®irtehores”.

Looking at the broader picture, it is obvious ttied structure of world economic activity
is increasingly dominated by the OECD countries #mel intensifying links between
them. There is currently a significant concentratid trade and capital flows as well as
an overwhelming proportion of technological capaeihd industrial production between
these countries. This takes place at the exclusianuch of the rest of the world from
global markets, resulting in widening disparitiefvieeen rich and poor nations. Countries
such as the G8 concentrate resources to an evategextent, particularly with respect
to informational infrastructure, skills, and teclogy — key determinants of
competitiveness (Castells, 2000a:265). Apart frdra OECD countries gaining an
enormous competitive edge, this situation is aksading to, in many cases, harmful
competition among developing countries for investmand trade opportunities.
Significantly, though, this is an indication of h@hobalisation is re-ordering developing
countries into winners and losers — another dinmensi the global inequality problem
(Held & McGrew, 2000:26). In addition, it is inciagly recognised that equity is a
global public goodand that the lack of equity undermines global sgcand impedes
global cooperation (Griffin, 2003:800). Althoughmlkberals associate globalisation with

growing global affluence in which global inequalapd extreme poverty are considered
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transitional conditions that will fade away with rket-led global modernisation, it has
certainly not materialised. With perhaps the exoepof a few Asian countries (India,
China and some South-East Asian countries), tisen® iconvincing evidence to suggest
that thistrickle-down effechas, on a wide scale, effectively closed the gavéen rich

and poor countries.

Moreover, a key dimension of the exclusionary effeaf global inequality, which is of
great significance given the current era of vashnelogical advance, is the digital
divide. As a reflection of other technological digs, the rapid diffusion of the Internet is
proceeding unevenly throughout the globe. In Sep&r@000 there were approximately
378 million Internet users around the world (6.226he world population). According to
Castells (2002:260), this figure amounts to 42.6%rttN America; 23.8% Western
Europe; 20.6% Asia (including Japan); 4.7% Easkurope; 4% Latin America; 1.3%
Middle East, and 0.6%frica (most of which South Africans). This contrastsrpha
with each region’s share of the world’s populatidhedigital divide contributes strongly
to existing sources of inequality that appears iew the gap between the opportunities
offered by the Information Age and its forlorn iigabf social exclusion for many people

that seem to be inrace to the bottom

A major concern, then, is prevailingjobal apartheid, in which the minority of rich
countries, or global elite, determines the ruled eonditions for global competition and
cooperation. An area that poignantly illustratas ik how this group benefits excessively
from trade expansion and openness. Much of whabmsidered free trade is not fair
trade and is therefore notl@vel playing field Two well-known current concerns in this
regard are subsidies that distort particularly #ggicultural sector, and dumping, a
rapacious form of price discrimination. Industra@untries spend approximately 1% of
their combined GDP on subsidising (or protectirg agricultural economy, which leads
to higher-than-necessary prices for consumers am@ssively high input-costs for
competing farmers in developing countries (Kreirf#006:348). In the case of dumping,

developed country monopoly companies typically geir commodities in a developing
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(country) foreign market at a price below that ¢ear in their home (exporting) country,

making it almost impossible for domestic firms torpete.

Another illustration of global apartheid is the waewy which developing countries are
ignobly excluded from most decision-making (e.gG& meetings) and are given little
say in establishing the rules and preconditiongjfobal trade and development (Booker
& Minter, 2001:31). The G8 is therefore often calesed a kind ofjlobal directorateas
it assembles the leaders of the world’s most ecacadiy (and militarily) powerful
states. Its veto or collective decisions determima large extent the priorities listed in

the global agenda and the politics of global gosaoe.

In the discussion on global inequality it is im@ont to emphasise the significant role
played by MNCs in aggravating it, in particular wheonsidering that two-thirds of
world trade is controlled by only 500 MNCs — modtigm developed countries (Gnf
Senses, 2005:281). Creating the perception ¢hpttal has priority, people are inciden-
tal, thesecorporations benefit tremendously from unregulated trade angeldree trade
areas since it makes them less answerable to &mchhational communities. Chomsky
(2004:150) argues that investors and corporaticmge benefited the most from the
liberalisation of trade and capital flows — of whiby far the most come from developed
countries. Stocks of both inward (67.7% in 1999 antward (90% in 1999) FDI, for
example, are highly concentrated in the developmmh@mies, with the overwhelming
share of FDI flows among them (Epstein, 2003:15R)thermore, in the US, the 1990s
was the first post-war period when the divisionnmfome shifted strongly towards inves-
tors and owners of capital, and away from househatdl labour. This is even more true
of developing countries where neo-liberal programrhave regularly reduced labour’s
share of national income. It is thus disturbingt tbarporate-led globalisation, through
devices of intra-firm transfers, strategic alliasic®utsourcing, etc., is concentrating
wealth and power in the hands of those who areamuaatable to the public.

Unfortunately, it is expected that the gap in opyaities between thieavesand thehave

notsas well as between thoseludedand thosexcludedrom the system of wealth and
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power will remain, contrary to neo-liberal econontiieory but consistent with reality
(Chomsky, 2004:145). In the current liberal ecormuorder the gross inequality within
and between countries, characterised by a malligion of goods and resources, is
breeding trouble that is culminating into conflietith serious security implications for
world order. While this situation is indeed moralbutrageous and economically
wasteful, many are now coming to terms with howeptglly socially explosive the
situation is. With the poor often left hopelessygrty is increasingly undermining the
fabric of many societies by means of confrontatismglence and civil disorder
(Camdessus, 2004:422). Hence, rather than witrgeasirew world order emerging along
liberal idealist principles, many, according to lsom (2003:112), are instead witnessing

the rise of brutal iew world disorder.

4.4.2 Geo-political and -economic tension: a threat to gbal cooperation

The historical scars caused by the drawn-out Codd s, even until the present, left an
unwholesome heritage of political tension betwed®n Western bloc, under US leader-
ship, and the Soviet bloc. Apart from this, seri@e®nomic rivalries between the US,
Japan and Western Europe developed in the Westgdtiis period. This pattern of
Russia and China being the US’s mgeo-political rivals, and the enduring economic
conflict (mainly over trade issues) among the TRigduntries are dividing the world
into various camps, creating uncertain terrairg with tremulous and ambivalent inter-
state alliance formation (Callinicos, 2002:262).rmake matters worse, many US policy-

makers see the potential that China might develtpan economic and military rival.

Developing countries bear in mind the fact thathalgh the colonial order may have
passed, the post-colonial order throughout Afrissia and the Pacific was raised on its
foundations. Accordingly, the damage caused byrntalsm and the vast accumulation
of wealth and progress it permitted in Western Barand the US, still has its after-
effects. One prime example of this is the perst#asfneo-colonialism which Hoogvelt
(2001:30) describes as “the continued economicreband domination over colonial
resources even in the absence of direct politigatlordship and administration”. This

indirect prolongation of the colonial system stilkes place regardless of formal
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recognition of political independence in emergirmymtries. Apart from being indirect,
another key difference between this form of extedoanination and that which prevailed
in the colonial times is that it is structural iatare, exercised predominantly through
creating new constitutional structures that seovéotk in the power of market forces
(Gill, 2003:167). By creating problems for globaoperation, this situation continues to
create a sense of unease disfjuised mistrusbn the part of many developing countries
towards the rich North and its global economic orehich is under US hegemony and
on the G8 agenda. Many developing countries thusepee globalisation as a project
designed to serve the economic interests of thisstrational capitalist class. Structural
reforms, for instance, are viewed as programmesguaes to open up developing
economies tdree market forces and global competition, advancingetteed country
interests and allowing them to dominate and wieldds in their favour. The fact that,
although developing countries are dominated, tmeyakso increasingly dependent on ex-
colonial economic networks, complicates mattersdeweloping countries and makes it
difficult for them to respond counteractively (Gakt, 2000a:268). While stimulating
interdependency in the global economy, the new @it paradigm — based on
technological capacity — is underpinning dependeimcyan asymmetrical relationship

which is, in fact, reinforcing historical patterosdomination.

Even though the northern regions dominate the waittout (official) war, the world
still remains conflict-ridden and increasingly irstate ofrisk alert (Mann, 2000:145).
This becomes more apparent if one considers tHewimlg threats: conflict between
potentially nuclear states such as Pakistan and brdeven between Iran and the US; the
instability of Russia and other smaller well-arnpamivers; the continuation of military
regimes in the world; rising ethnic separatism @gample in Africa, Sri Lanka, Bosnia,
Ossertia, etc.); nuclear weapons falling into threng (terrorist) hands, and the largely
uncontrolled current spread of biological and cleainiwveapons through-out the world.
Excluding the probability that militarism in allsitvariations will come to an end, these
threats have become serious obstacles to the idiffud transnational global networks
that attempt to govern a largely unprotected glelsahomy.
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4.4.3 Westernisation, Islamic revolt and security threats

A key global concern pointed out by Held (2000:80hat “culture flows are profoundly
imbalanced, and dominant cultures are seen asteéhieg more vulnerable cultures”.
With the local becoming more globally integrateds iessentially the imperial cultures of
the West (primarily the US) that are engulfing ads in much of the rest of the world in
processes of homogenisation, the opposite of dtyeiss a result, contemporagtobal
culturedoes not draw, in any even or uniform way, onvhgt diversity of cultures in the
world, balancing and synthesising these. Carrieedpanding global markets and driven
by Western media and corporations, the new hydadbay culture is heavily weighted in
one direction — from rich countries to poor. Sugihridisation has become a feature of
globalisation, robbing cultures of much of theitranticity while making the search for
the authentic almost an obligatic@ultural imperialism through increased Westernisa-
tion (or Americanisation) is thus fuelling the peption that globalisation is an extension

and reproduction of existing economic inequalibesveen nations.

At the other end of the spectrum, forms of anti-Wiesand anti-American sentiment are
developing, as manifested by the Islamic world’sirteractive cultural assertion. With
the total world Muslim population of over 1.2 hilli (almost a quarter of the total world
population), it is not surprising that their colige influence in opposing Western ideas
and cultural influences have had ramifications #fé¢cted people globally (Huntington,
1996:213). As a source of serious global imbalatteefriction between the increasing
global secular influence of the West and the camig resistance by many of the 28
Muslim countries is showing ominous signs of buijgl-towards escalating global
conflict, thus putting undue pressure on the gl@eainomy. Yet this situation is a natural
consequence of the current Islamic resurgence @nckaction against what they call

gharbzadegor Westoxication of Muslim Societies.

The events of 11 September 2001 (or 9/11) and ddaeful terrorist attacks are extreme
examples of what can happen if these negative ments boil over and result in
extremist backlash Other such threats include possible biologicatlemical attacks.

However, the possible escalation and augmentafitmssituation (and not merely in an
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Islamist sense) poses an even bigger threat tostduaility of world order and, by
implication, the global economy. Many are convindeatworld disorder” is on the rise
and that this just adds to an already out-of-cdrglabal scenario, which is awakening
fear and a renewed sense of insecurity in peoplze@ski, 1993:8; Moynihan,
1993:76; Kaplan, 1994:61). This, and e.g., how dileprice reacts, affects people’s

participation (as consumers, investors, and woykerthe global economy.

The immediate and more identifiable concern, howeve growing Muslim anti-
Westernism that has been paralleled by expandingtéffe concern with théslamic
threat posed chiefly by Muslim extremism. Regarded asuace of nuclear proliferation,
terrorism, and often, unwanted migrants, Islamiedfumentalism is currently viewed as
leading the way for other cultural groups that eréb oppose Western influences. By
overshadowing other sources of terrorism, Islareioit has thus become symbolic of
much of the sentiment prevailing in other partshaf world (in particular in the East and
the developing world) where there is@utcry for social coherence and moral communi-
ty in a time of rapid global change. Yet, ironigalit is the West's democracy, especially
in the neo-liberal period, that provides conditiamler which forces of opposition and
resistance can expand and prosper — and be maobdigainst the system (Veltmeyer,
2004:186). This, at least in part, contextualides global economy’s volatile nature.
Although there are multiple opinions on why these an Islamic revolt against
Westernisation, the view by Hoogvelt (2001:199)emp to be the most accurate. The
author identifies its roots in mainly tlegclusionary effectsof Western globalisation that
coincides with the West’s blatant ignorance regagdhese effects. The Islamic world’s
millions of people do not have much of a prospdcdbang incorporated into the new
global system, and Muslim minorities in developezlrdries often find themselves
excluded from the global system. Consequently,divatemporary Islamic crescent is
driven by a politics of identity in response to keston. For them, this exclusion has a

religious meaning and self-immolation becomes tlag o fight against it. Perhaps the

% In sum,world disorder (or chaos) mainly refers to the breakdown of goweental authority and the
break-up of states; the spread of terrorism andptioéiferation of nuclear and other weapons of mass
destruction; the intensification of ethnic, tribalhd religious conflict; the occurrence of massaaed
ethnic cleansing; refugees multiplying into thesteri millions; the prevalence of financial markeises
and other systemic risks; and the increase innat@nal criminal mafias (Huntington, 1996:35).
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most importantessonlearnt from this situation is that it clearly #iiates what exclusion
from modernity could cause. At present, the inhedanger and the risk of possible

escalation is real, as is its potential to destblbasic global economic activity.

As repeatedly emphasised by Washington and theaBt the mass media), 9/11 ushered
in a new era in which a new set of priorities, aaltes and political relations are
established (Veltmeyer, 2004:38). What makes ttiéek momentous is that it provoked
an inter-state conflict, which marked the beginnifigerrorism likely becoming a major
source of international insecurity. October 7, 2G8&refore signalled the start of a major
worldwide offensive against adversaries of the W8eun loose definitions dferrorism
andterrorist sympathisersHence, the world is again (as was the case duhedCold
War) divided and polarised, with alliances on tite ©f both the US and, in opposition
this time, Iran. AccordinglyPax Americanaunder the Bush administration, moved from
a more consensual and hegemonic leadership toasezllon dominance and balance of
terror. It is also becoming more evident that theent age of sacred terror is not just the
age of Islamic terror. With religion — a core datarant of identity — becoming an
increasingly sensitive issue as cultures are pdesseither adjust to or oppose Westerni-
sation, more adherents of the great faiths and tewmgeoning cults are, according to
Benjamin and Simon (2003:419), placing violencéhatcore of their beliefs. Given that
religious violence is typically different from amther kind of warfare (e.g. for the true
believer there is no compromise about the sactbd)threat of extremist attacks is not

only more tenacious, but also quite contagiougims$ of gathering global momentum.

By the same token, thieroader issue of the globalisation of organised violendeas
serious implications for national and internatioseturity. Increased global disorder has
rapidly been exploited by mushrooming critheyndicates and other illegalities at the
international level that thrive on the greater flem of action as a result of reduced
government control. With the privatisation of setyuand the availability of all kinds of

surplus arms, states have lost their monopoly ovganised violence (Held & McGrew,

% According to Castells (2000b:350), informationapitalism is characterised by the formation of @bgl
criminal economy, and by its growing interdependenith the formal economy and political institutson
It includes an increasingly populated underworldvefy often, the socially excluded.
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2000:12). National security has, paradoxically antof necessity, become a multilateral
affair. It is quite unprecedented that governmeamis/ have this common focus and
purpose, which can only be realised if they joigethher and pool resources, power,
technology, intelligence, and authority. As oppotednilateralism, global and regional
security institutions have become more significaatmost nation-states are currently
signing up rather, to a host of multilateral arrangementd arstitutions in order to

enhance their security.

The reality and concern, however, is that counfiires it difficult to counter transborder
networks of organised crime and violence. Drug gyterg, illegal weapon traders,
terrorists, the activities of paedophiles, andggle immigrants, for instance, do not
recognise borders. Hence, coordinating nationalicigsl and military efforts to
effectively combat these diverse threats are bewgran almost impossible task. lllicit
trade in weapons, drugs, women and laundered misnegcalating rapidly along with
the international mafia network (e.g. links betweAmerican and Sicilian Mafia,
Japanese yakuzas and Colombian cocaine cartelRubsan Mafia and Chinese triads)
(Abrahamsson, 2003:114kxploiting the benefits of globalisation, organised crime,
estimated to gross over $1.5 trillion a year, walting MNCs as an economic power. The
wealth of criminal organisations is used for cotrop (as a very powerful instrument
that, quite bizarrely, minimises their exposurerigk), in ways that undermine the
foundations of good governance. Their networksraaehing deep and wide, increasing
their ability tocriminalise business, politics and the police — especiallganntries with
weak states. As a serious threat to human secthisyhas a severe destabilising effect in

both rich and poor countries.

In addition, the rise in the number of civil armeanflicts, which are being fed by the
global traffic in weapons, involving new actors ahtlirring political and business
interests, are also a serious concern for globalilgy. In the power vacuum of the post-
Cold War era, mercenary armies and military comgmrstarted to offer training to
governments — and corporations. Accountable onlthtse who pay them, these hired

military services are increasingly becomingewvere dangerto the security of humanity
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as a whole. Calledvorld society conflictsor new wars these civil armed conflicts
burgeon due to increased disorder and illegalitighich, albeit with strong local
dynamics, have a strong global presence (Abraham2883:116). Apart from it simply
being a source of instability in the world, thelgdbimpact of these wars is, by means of
related flows of refugees and cross-border illeégsli to logistically sustain the warfare.

They, in conjunction with terrorism, reinforce pstg global disorder and instability.

4.4.4 Social instability and governance uncertainty — ahreat to capitalism

Social instability is often viewed as one of thestprofound results of the weakening of
traditional authorities, particularly the declinétbe nation-state. According to Mazaar
(2006:213), rising social instability has become ofthe most obvious trends of the last
30 years. In its different forms, social instalilitan, among other methods, be measured
in terms of crime (e.g. global illegal drugs trgdegychological distress, or bonds of trust
and responsibility that become insecure. In addjti@rocious competition to replace
traditional authorities in the social power struetuas well as the conflict between old
and new values, is resulting in growing alienatolsocial instability. Accordingly, the
struggle to find legitimacy for more individualistauthorities (including collective action
groups/associations) is urgently becoming a keyceon in the contemporary era —
particularly since it has implications for how gidlgovernance should be re-structured

and exercised.

Closely associated with social instabilipglitical instability in both the developed and
the developing world is taking the form of skemmi and even hatred towards
governments andld authoritiesat unprecedented levels (Monbiot, 2004:75). Thiy on
difference is the effects: in the developed coestpolitical instability leads to increased
fragmentation of political parties and voters beswrmore politically independent (non-
affiliation with parties), while in many of the defeping countries it may result in civil
war. The advent of neo-liberalism has resultedhm final disembedding of the global
system, which led to the political system losingaViparts of its social contract and
consequently its legitimacy. With the erosion dfzeins’ confidence in the nation-state

coinciding with itsretreat people’s insecurity regarding which institutiongl replace
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many of its functions is mounting. Hence, combimetth the fast change and uncertainty
of the knowledge era, the decline of industrial-atghorities is starting to produce
dangerous levels of social anxiety and unrestngivise to social tensions that threaten
political stability and community cohesion. Ultiret and very significantly, the

subsequent social disintegratiorthseatening the capitalist system.

The problem is that, currently, old authorities @ebefore appropriate new ones arise to
take their place, creatinggmvernance disparit{i.e.void). What is disturbing, though, is
that pressing social problems are aggravated bylable of appropriate governance
solutions and social institutions whose responsslagy and which are often corrupt
and/or incompetent to provide answers for modegndil@mmas. People tend to distrust
social authorities. This trend then inflames thesdlh posed by extremist movements of
anger and disaffection, and seriously complicateialoorative global governance
because of the way in which it causes a rift betwedesparate groups of people.
Huntington (2006:51) supports this view, pointingt that contact between people with
different religious beliefs and other deeply-hellues have often led to conflict. Two
symbols, in particular, typically express these flicts: the notion held by Islamic
fundamentalism in especially Iran of the USthe Great Satanand the erection by
student protestors in 1989, in Tiananmen Squar&aCiof a replica of the Statue of
Liberty. Lawson (2003:112) therefore emphasiseg tha high incidence of ethnic
conflict appears to have made the current peried &able and less conducive to the

maintenance of a peaceful world order than durwegGold War period.

In Gill's (2003:159) view, the present state of ldoorder is one of disintegration/
integration: old economic, political and socialustures are under stress or breaking
down and social disorder and chaos characteriséitcams in much of the world, while
new patterns of dominanceand supremacy are being reconstructed at the afottee
system. This restructuring of power is occurringainess consensual, more conflict-
ridden and post-hegemonic world order, making ¢gabal governance — the common
need among especially developing countries — laadtain.
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4.4.5 Volatility of global financial flows — a prime source of global uncertainty

Over the past two decades in particular the wodsl, las Scholte (2002:189) points out,
“experienced continual problems with heavy trandboidebt burdens, major disruptive
swings in foreign exchange values, a perpetuatralbaster in the securities markets of
global financial centres, and a string of crash@®ray global derivates players”. This
inordinately volatile nature of current global fir@al markets is among the main causes
of economic fluctuations and insecurities that leadxcessive investor and country risk.
For developing countries this is of particular cemcbecause of the fact that volatility in
capital flows contributes to a more volatile mac@®mic environment, which is mainly
due to thepro-cyclicality of capital flows and their restricted market ascé83os Reis,
2005:197).

In reality, the more financial markets become irdégd, the greater the associated
contagion effect whereby an economic crisis in one region rapidtguares global

ramifications. Since the late 1980s many securiteeskets have meandered through
highly unstable routes. More harmful instabilitezsne from dramatic speculative swings
in foreign exchange values (e.g. the European exggheate mechanism in 1992) and the
swift withdrawals of cross-border investments, esgly over the short term (e.g. the
crises in Latin America, East Asia, and Russiehm late 1990s). In addition, the global
derivatives market continued to suffer a seriesathstrophes: the Metall Gesellschaft
and Orange County affairs in 1994; Barings in 199&mitomo in 1996, the East Asian
meltdown and Long-Term Capital Management in 1988,end of the IT boom, and the

2008 financial crisis, involving the failing a nuetof major US banks.

However, much of the origins of financial markestability can be traced to a couple of
decades ago. The drastic increase in internaticayatal flows (especially FDI) since the
1970s, together with the associated process of arergnd acquisitions as well as the
restructuring of capital in terms of its shift tawa developing countries, have moved the
conditions of asystemic crisisfrom the North to the South (Veltmeyer, 2004:19).
Significantly, this has led to an increase in tlosvé of short-term speculative capital to

the developing countries, which coincided with aalening of economic conditions in
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this part of the world (e.g. slower growth and morigses and poverty) and an economic
convalescence in the developed world. As a rethdte is, even more so today, a greater
concentration of ownership of the world’s produetresources and a perturbing degree
of volatility in international capital flows, whiclkan largely be ascribed to increased
financial market deregulation. The harsh realitythat no single country can today
withstand the negative impact of excessive findnedatility and its accompanying
economic insecurity, re-emphasising the fact tlatcerted global action is needed to
prevent and manage this source of uncertainty.

Moreover, a fascinating point made by Chomsky (2084) is that the liberalisation of
capital tends to undercut democracy. The free mewtrof capital creates a kind of
virtual Senatewith veto power over government decisions, whicantatically restricts
policy options. With private interests prevailinggters and speculators, in this sense,
conduct moment-by-moment referenda on state pslicidboth rich and poor countries
alike. As a result, countries increasingly havedmpete for — in most cases — footloose
and fancy-free capital under conditions of highhcertain global economic governance
arrangements, which, in the absence of proper aéigul of international capital flows,
causes instabilityin the global economy. In fact, with the world romy rapidly be-
coming more interdependent the sensitivity of tlweation is heightened to such a degree
that writers such as Harvey (2000:90) exclaim tftae world’s financial markets are on
the boil in ways that make a snap judgment hergjreonsidered word there, and a gut
reaction somewhere else the slip that can unrdaesithole skein of fictitious capital
formation and of interdependency”. In view of th#te possible implications of the
deficiencies of private capital markets are a @ntconcern vis-a-vis global
interdependency because of their potentially largat destabilising effects (Bird &
Joyce, 2001:78). This suggests that with highlyatitd global financial flows being an
acute source of global instability, the need fopragressive regulatory framework is
presently becoming one of the principal and mossis@e challenges in global economic
governance. The referred possible implications icllare known to have happened in
the past — include:

» reduced global economic welfare;
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> capital that is inefficiently allocated throughdhé world;

» capital markets that become more unstable ancctwatide with a high incidence
of balance-of-payments crises;

» some governments (in the developing world, in paldr) possibly become
unable to pursue macroeconomic policies based oresiic needs, and

» poor countries are being deprived of external foearaffecting the quality of life
of millions of people.

4.4.6 Reservations about the market — can it be trusted?

Many countries have a strong disbelief in allowsariety’s welfare and a country’s

position in the global system to be predominangyedmined by the market. Due to its
potential harmful effects, some developing cousttiave during the 1990s reacted with
resentment against expectations towards them fto akhost wholly on the market

(Gilpin, 2002:242). In defiance of free market itteyy, Malaysia, for instance, imposed
capital controls, and South Korea strongly oppadehands by the US to liquidate the
chaebolform of industrial organisation. In addition, déygng countries are generally

concerned about the inability of the market to eldse gap between rich and poor
countries, following the removal of the demanddaxew International Economic Order
(NIEO) from the global agenda due to the shiftamdur of a more neo-liberal policy —

which made the market and private investment flake preferred conduits through

which the gap should supposedly be closed.

Polanyi (1957:181), a critic of thenarket utopia warned against the “hazards of
planetary interdependence” associated with globatket expansion. In this view, a
market system is considered a fragile arrangentett especially when based on pure
liberalist principles, can easily get out of cohtrad lead to large-scale global economic
instability — particularly as the profit-motives wfarket players get out of hand. The risk
of market failure is, today in particular, a grogipotential reality in light of increased
market liberalisation (e.g. persisting neo-libeviad) and growing global economic
interdependence. This, though, was planned becewuse since the market gained a

hegemonic position at the conclusion of the Cold Wee stage was set and the global
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agenda pushed for a truly liberal global order.lgadis trend does little to beget a more

secure and stable global economy.

In Barber's (2000:23) view, there is a brufsrwinian logic about markets in that they
are both nervous and greedy. They look for stgbditd transparency, yet they reward
that which is often less than democratic. One praxample of this, and against which
serious insurgencies are raised, is trade libetadis in the West — particularly when
considering how larger trading partners are explgismaller ones, benefiting at their
expense. In addition, the current trend towardstéxial and regional trade agreements —
as pushed by the WTO - is having serious negatadeidiverting effects that increase
the cost of production. Even Keynes (1933:761),olmfthe Second World War,
guestioned the value of free trade due to it hattrgcapacity to create scope for unfair
trade. He regarded a certain degree of nation&lsa#lciency as a precondition for
international political stability, denouncing thée€tadent international capitalism” of his
time. However, with the asymmetry problem curremtiyning increasingly into effect as
markets expand, governments and countries are lwegdess self-sufficient and more
dependent on each other, thus creating an undgriense ofnsecurity in the global

political economy as this is almost tast line of defensim trying to govern the market.

4.4.7 Contradictory international developments

Although globalisation and regionalisation are nyosbmplementary processes, there is
also, quite often, a significant degree of confbetweenglobalising and regionalising
forces and the interests concerned (Hoogvelt, 2001:2Bis is especially illustrated in
the case of regional trade integration versus globde liberalisation: countries want to
derive benefits from, and protect the welfare & tbgional grouping (e.g. through trade
and capital restrictions), but are expected to ellig globalising tendencies to avoid
being isolated. This results in tension betweerbal@and regional governance. In this
sense, according to Held and McGrew (2000:22) etieean acknowledgment of growing
tensions between the rule-making activities (antha@ities) of multilateral bodies, such
as the WTO, and regional bodies such as the EUfracals Union (AU). The WTO and

other IGEGs attempt to promotgen regionalismemphasising the neo-liberal creed of
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liberalisation, privatisation and open markets.sTikioften contradictory to the emphasis
by regional bodies omew regionalismas a process from within, which is mostly
endogenous to the respective region. One examiiéetiag this variance is the regions’
use of tariffs and non-tariff barriers to trader&ther restrain the liberalisation trend,
enabling local industries to become more globallynpetitive. The more these two
spheres overlap and clash in terms of having dergrgbjectives, the greater the
destabilising effect on the global economy. Witk U, for instance, representing the
most advanced regional arrangement the world has, $kis danger is most evident in
that Europe’s integration process is viewed asiplysa threat to the global trade system
(Hettne, 2000:159). What is more, its widening etfie signified by the fact th&tortress
Europeis regarded as a good model or pretext for orgamisther regional trade systems

such as NAFTA, the East Asian Economic Caucus &ad the AU.

The countries of the North are exerting more pnessa those of the South to liberalise.
This, however, presents a seriawmtradiction as neo-liberal regimes and policies are
pressed in the wake of declining export pricescfafee, metals, sugar, textiles, clothes
and other goods produced in the developing word) @pital inflows that are drying up

(Petras, 2004:49). In concurring that globalisateppears to increase poverty and
inequality, even the World Bank (1999:46) strestted the costs of adjusting to greater
openness are borne exclusively by the poor — réggsdf how long the adjustment
takes. Making matters worse, developed countriee hasponded by raising protective
tariffs at home and increasing export subsidieslly$aariations of this form of unfair

trade are still the order of the day.

Furthermore, with neo-liberal economic reforms calimg with increased emphasis on
democratic regimes during the 1990s in particidarembedded contradiction emerged
more distinctly: these reforms essentiallydermine effective democracy by allowing

markets (which often generate inequitable effeg)verwhelm nation-states — the hol-
ders of power that represent the people (and dcedeeountable to them), and through
which decision-making power is (directly or inditlgy exercised, by the people. It is

therefore not surprising that several studies nooimi¢y political attitudes, according to
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Chomsky (2004:151), found that many people fromntoes around the world often
have &eeling of powerlessnesstating that they have little/no influence on whavern-
ment does. This tendency is rising sharply throughioe neo-liberal period. The above
contradiction is further evident, according to Vedtyer (2004:169), in that “the idea of
democracy has served as an ideology, to obfuscatecamouflage the interior design
(andfascistic fis} of the imperialist project”. This suggests thahereas democracy is
commonly presented by the US and other rich coemtis a system that promotes equity,

it actually allows them to stay in control of hovelgal order is evolving.

An interesting and relevant line of reasoning igkdgas (2000:21-24) view that the
planet is caught between an allegorical Babel aistddyland: paradoxically, it is falling
brusquely apart and coming reluctantly togethéhatvery same time — a sort@kative
chaos In describing the co-existence of two oppositeds, Jihad and McWorld, the
author points out that the increasing struggle betwthem is creating a world that
seems, to a significant extent, out of control. Tescription ofJihad (or holy war) is
used to signify a retribalisation of large swatfisiomankind by war and bloodshed as
cultural conflict increasingly dominates a new pGstd War world characterised by
great divisions between humankind. It opposes tieliing and neutering uniformities of
industrial modernisation and the colonising cultafécWorld. It is a defence of indige-
nous national or religious traditions around theld,gproducing a variety of movements.
McWorld, therefore, signifies Western and corporate fothas are pressing nations into
one homogeneous globdheme park linked by communications, information and
commerce. Yet, ironically, there exists a powewdnld paradoxical interdependence
between Jihad and McWorld because while they oppash other, they in a way need
each other to become stronger. Jihad not only t®against but abets McWorld, while
McWorld not only imperils but re-creates and remfs Jihad. They thus produce
opposites and strengthen each other. Intriguinglyppposing each other, they seem to
work to the same ends (i.e. the demise of the)stateorking in apparent tension, yet in
covert harmony. Although they are operating witluagstrength in opposite directions
(Jihad is driven by parochial hatreds and McWondubiversalising markets), they, in

effect, do appear to have something in comnamiarchy
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This is exemplified by the fact that both are makivar on the sovereign nation-state, the
formal institution at the centre of the current ldoorder. Governments are intimidated
by market ideology and are in retreat as justiaddgi to markef§ due to, on the one
hand, McWorld’s creation of global markets rootadconsumption and profit that are
guided by the market’s untrustworthy invisible haadd on the other, Jihad that forges
communities of blood rooted in exclusion and hatredmmunities that discard
democracy in favour of tyrannical paternalism onsensual tribalism. Neither McWorld
nor Jihad aspires to re-secure the civic virtuagrfrented by their denationalising effects,
i.e. the confrontation betweeaglobal commerceand parochial ethnicity Nor do they
service public goods or pursue equality and justicis therefore difficult to believe that
the continuous clash between Jihad and McWorldredllt in some overriding good. In
fact, it is becoming more obvious that the thrdatheir turbulent interplay is creating a
climate of instability and disorder, which amplgithe fear that the world does not have a
sufficiently strong centre or axis (e.g. in termk well-coordinated supra-national

governance) — so to speak — and that mere anasdétyloose upon the world.

4.5Conclusion

It is clear that a number of factors with a varietyfacets are hampering both the process
of global economic governance and that of globalegoance in the contemporary
period, thus making thgovernance challengemonumental. The chapter considered a
number of uncertainties and imbalances that areskeyces of instability in the global
economy and thus of particular concern for its goamce arrangements. One crucial
issue is the asymmetry problem and how it implieaseme of the other factors
identified. On the one hand, it gives scope foreheergence of new actors of authority
on the international scene, allowing a more disted form of (multi-layered) global
governance, while on the other, governments areulfaey by the market, having
gradually less control (in terms of market intetvem) over something that is highly
volatile and prone to failure. The net effect dfthls is that it creates rising governance

uncertainty, which is an unhealthy scenario fordglodal economy.

% This is taking place due to the growing globaliehce of thdiberal modern projectWhat was once
appreciated as protecting the public interest i8 ercoriated as heavy-handed regulatory browbeating
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Hence, countries are gradually coming to terms &itimajor concern, namely that the
neo-liberal ideology of liberalisation, deregulatiand privatisation is eroding national
governance at such a rate that sufficient mechanfemeffective global governance that
could fill this governance void are not in place. Nor are there other appropriate
institutionalised forms of governance. This is asafor concern that seriously hinders
the current transitory phase. An even wider ancearing context of this concern is that
most government§ which are also vital to a stable world order, &rea large extent
unable to deal with many of the problems/factorsitio@ed in this chapter. In addition,
while many such governments are engaging in calighe arrangements to counter this
effect, a seriousontradictory concerrpointed out by Kahler and Lake (2003:24) is that
the more economies become integrated, the moredthiss political authority from
states (shifting it to supra-national institutioM$GOs and MNCs), thus threatening

national democratic processes.

It must be noted that the asymmetry problem is-nat this stage — a cause for major
concern for certain (rich) countries in that these uhe neo-mercantilist practice reéw
imperialism to derive benefits from how most of the other ddes are adversely
affected by this problem. Accordingly, some staiqges (e.g. those of the US and some
of the other imperial members of the G8) dictate dinect economic exchanges and limit
the market’'s role to a subsidiary one — all to #uwantage of the imperial economy
(Veltmeyer, 2004:49). This, then, gives impetushi® perception that neo-imperialism is
viewed as the projection of state power under dondi of a renewed form of US-led
imperialism. Hence, with both effects co-existinghe governance void, indicating the
lack of a proper governance structure in the watdnomy, and neo-imperialism,
indicating too strong, but inadequate, forms okestve governance (e.g. the G8 and
MNCs) — there is an increasing imbalance, whiclossly incites global instability and
erroneous governance. Importantly, the added cansehat this is worsening the global
economy’s exclusionary effects, particularly asareigAfrica and its marginalisation.

" The emphasis here is on most of the governmerisideuthe G8 (mainly the developing world) — those
on whom the governance void has a much greatectefiee to their increasedefenselessnesgainst
global governance uncertainty and global inequaldgcerns. This is in contrast to the imperial merab
of the G8 that arguilty of exercising neo-imperialism and using it to tHegnefit (Veltmeyer, 2004:4).
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Another crucial issue is the precarious mixtureglabal inequality and social exclu-
sion. The widening disparities between rich andrpoaintries are a very serious concern
for global economic stability — a concern thataseaiving unsatisfactory attention. In fact,
the most serious challenge for the global economyhe coming years is to make
globalisation compatible with domestic social amtitizal stability (Rodrik, 2000:323).
This means that it should be ensured that glob@i@mic integration does not contribute
to domestic social disintegration, which included only the worsening gap between
rich and poor, but also the rise of civil strifedamilitary conflict. In fact, the divide
between the welfare states in the North and theldpmentalist states in the South is
threatening to evolve into a large-scale globabhstabphe. A concern for developing
countries, in particular, is the fact that tradd aapital liberalisation are collaborating to
promote global interdependence in such a way tb#t re presenting them with a
dangerous level of vulnerability (Varma, 2002:3liént features of the global economy
such as increased volatility, contagion, and exaofugor marginalisation) are not only
putting them in aradverse positior(e.g. in the case of Africa), but also pose sariou
challenges to the current institutional arrangesenglobal economic governancevith

regard to providing greater protection for devehgpeconomies.

The dominion of global corporations together whk powerful role played by the G8 in
global governance are aggravating concern aboudiaglimequality (Leech & Leech,
2005:260). The concern with the G8, in particularthat their strong influence in the
IMF, WB and WTO together with the growing emphasmsmulti-layered global gover-
nance are creating vexirmgpvernance uncertaintyand are dividing the world between
superior leaders (the G8) and subjected followths (est, but mainly the developing
countries) — whereby the latter have very littlentcol over the direction of global
governance or their inclusion/exclusion in the valg decision-making processes. Given
the internationalisation of the state and the itemstowards a multi-layered system of
global governance, the world is moving rapidly tosganapolar world order with
increasing elements of disorder, beset with variousalances and instabilities. As has
been pointed out by Gill (2003:160), the advenbacurrence of global structural change

during the post-Cold War period in tandem with aaréase in global imbalances and
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uncertainties has produced a typeirddtitutionalised chaqgswhich is propelled by the
restructuring of global capitalism. While it is aterating changes in production, finance
and knowledge which rise to new patterns of change,particularly the upsurge in the
structural power of globally mobile capital thattaled alarming instabilities. This
emerging world order can, in contrast to the 1980d 1960s, be recognised as being
ridden with deepeningocial inequalitieswithin and between countries, harsh economic
conditions for most parts of the world, and a lackglobal security structures. These
changes entail great benefits for the strong castltargely at the expense of the weaker
ones. This, according to Mazaar (2005:236), isact the result of a world that has
moved from a history of periodic authority crisesoi an era involving a persistent crisis
of authority. In this view, the contemporary erabist a continuation of the struggle
between different groups personifying differentdsrand degrees of authority. It is now

just more intense, more brisk, and more constamt fneviously.

The great irony of all this is that the more liberal the world bews, the less free (and
more insecure) it appears to be due to the resiading hold of global instability and
inequality. Liberalism was at its brink in the wbrgust prior to World War 1. Since
World War 1l the world has, again, become graduailyre liberal, thus coinciding with
more/furtherchaosand creating scope for greater imperialistic d@ange. It is clear that
if all the factors or sources of global instabilaye not well managed and sufficiently
taken into consideration in a holistic global gaaerce approach, more disorder will be
the order of the day. Their global effects are wnalgly increasing exponentially, thus
necessitating radical remedial action by means aolerent approach. Apart from
pointing them out, the chapter has brought attentothe inherent danger of tinen-

governancef these factors for the global economy.

In the following chapter, while still examining frlem-areas germane to the focus of this
study, the attention is turned to concerns pertgito global inequality of which Africa’s
marginalisation is, perhaps, the most significaant.pn effect, Africa’s diminishing role
in the global economy and the implications of gif@ ground in global decision-making

will be investigated.
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Chapter 5

Africa’s marginalisation:
Debates, evidence and the linked role of global emamic governance

5.1Introduction

As the post-Cold War era is gaining momentum agtbbal shift of focus is transpiring,
many low-income countries are seriously concerneoutithe major powers that are
slowly withdrawing from developing world socio-eamic concerns (Saxena,
2001:330). With the problems in the Middle Easttaapg global attention, this confirms
the fears of many Africans that the end of the kip@onfrontation could reinforce
Africa’s marginalisation and isolation in the worltonomy. Whereas Africawas
intensely tied into global processes and structuraally by colonial intervention and
later by Cold War ideological links, it has in ratéimes, according to Deng (1993:33),
become predominantly dislodged from this earli¢eridependency. In fact, it is argued
that the September 11 attacks and their aftermattved home to Africa its
marginalisation and its lesser global significaica new era dominated to a large extent
by concerns over global terrorism and instability the Middle East (Nnaemeka,
2003:601). More specifically, it is becoming apparehat the way in which
contemporary globalisation and global economic guoaece is progressing has made
these two processes prime catalysts of Africa’®ensifying marginalisation over
especially the past two decades. Globalisationdeapened global economic integration
among the rich developed economies at the virtyelusion of relatively poor regions
such as Africa. Global economic governance has @redn policies (not without

mechanisms of coercion) that have adversely affie&facan economies.

It is disturbing to note that the rise of globabeomic inequality coincides with the
marginalisation of regions not considered attractivading partners and/aefficient

recipients of investment. Africa ranks among thesgions. According to Soludo
(2001:50), it is “caught up in a vicious web of sbexclusion, poverty, technological

backwardness and deficient institutions”. Africahsrefore faced with the immense task

%8 Although referring to Africa as a whole, the inttésinot to generalise but to convey a collectii@wof
Africa. The study recognises that there is considlervariation among African countries.
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of becoming not only an active participant, bubasrespected competitor in the global
economy. In taking up this challenge, it is impaotteo identify the extent of, and find a
strategy to counter the continent’'s marginalisatidhis chapter investigates the first-
mentioned issue (chapter seven will consider thategty) and aims to examine the
sources and severity of Africa’s marginalisatiorhil there is some consensus over the
consequences of the continent’s marginalisatisrgauses have elicited polarised debate.
In investigating both the debate and the eviderddraca’'s marginalisation, this chapter
attempts to answer the extent to which the contit@s been marginalised within the
global system. First, the debate will shed lighttlom sources of Africa’s marginalisation
and, secondly, the evidence attempts to quantégyctbmparative extent to which it is
marginalised. The evidence will thus provide a whle perspective on Africa’s
comparative position in the world economy, whiclessential for future strategising. In
seven sub-sections, the evidence will focus on @mim growth and poverty; trade
performance and trade restrictions; foreign investmin Africa; globalisation and
technology advancement; debt and aid; the leveuaian development and the progress
made in reaching the Millennium Development GodD(Gs); and finally, Africa’s
governance performance. Prior to all the above,dvew a section will attempt to clarify
and delineate what is meant by Africa’s marginalisa Before concluding the chapter,
one section is devoted to investigating the natirthe link between global economic
governance and the continent's marginality in gehexrs well as evaluating the
implications of Africa’s marginalisation for the widoped world, in particular. As a
whole, the chapter provides a comprehensive accotmfrica’s underdevelopment,

which could be regarded as both a cause and art effés marginalisation.

5.2Defining and interpreting marginalisation

Young (2000:35) defines marginalisation“agclusion from meaningful participation in
society ... due to a lack of accommodation, whiclpra/ing to be one of the most
dangerous forms of oppressianit also means to relegate to an unimportant evepo
less position within a society or group (Merriamter, 2008:1). According to Held
(2000:90), marginalisation is “the way unevennessesonomic developments are made

manifest by pushing certain economic actors ouhefheart of economic development
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and into subsidiary and subordinate peripheral tjpos”. The words exclusion
oppressionrelegateand pushingseem to paint a clear but demoralising picturéai
marginalisation is the direct and/or indirect résdilmaltreatment and exploitation for no
legitimate reason. Mullaly (2007:252) argues thatrgimalisation commonly results in
severe material deprivation and that individualseofface marginalisation due to
dominant discourse(s) within the structures of atyci It can even lead to the
extermination of groups. Marginalisation is unjostause it obstructs the opportunity to
exercise capacities in a socially defined and resegl way, while inhibiting economic
and human progress. The New Partnership for ASicBevelopment (NEPAD)
recognises the reality of Africa’s marginalisatioy underlining “Africa’s peripheral and
diminishing role in the world economy” (Gibét al, 2002:10). In addition, the study
identifies themarginalisation of Africa as the continent’s continuous omission from
full-scale participation in the global system adlwas the structures of global economic
governance, for reasons pertaining to Africa’suialto properly integrate itself into the
global economy; its deliberate and/or unintentioeatlusion from mainstream global
economic activity, and its restricted prominencd arvolvement in processes relating to
the governance of the world economy. Although thisgpter examines Africa’s
marginalisation from an economic perspective, thention is not to restrict it to merely
economic marginalisation, but to contextualise thfgecific emphasis in the broader
concept of marginalisation. Furthermore, whethergmalisation — as will be observed
in the following sections — is the result of inten&l or unintentional actions (or even
non-actions) by whomever, it is still consideredrgn@alisation because it involves a
calculated decision. The crux of the concern isamby Africa’s marginalisation from the

rest of the world, but the marginalisation of A&its in the development of Africa.

5.3 Debating the causes of Africa’s marginalisation

The debate involving Africa’s marginalisation haser the past three decades, become
intense as the search (or hunt) for its root caisesaching extreme proportions. With
this thorny issue moving up agenda lists, it hasobee evident that while perceptions in
this regard vary, these are mainly divided into wemnps known as thexternalistand

the internalist explanations. It is disappointing to note thatiletes the debate runs the
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risk of giving rise to some form dame gamelt is important not to lose sight of the fact
that the intent should be to pay attention to h@pastunities for Africa to participate
meaningfully in the global economy are negativdfeaed, and how such opportunities
could constructively contribute to Africa’s de-marglisation. This is the underlying

purpose and focus of this section.

5.3.1 The externalist explanation

This explanation essentially holds the industreicountries responsible for Africa’s
underdevelopment. It is argued that ever sincbiith, capitalism — a world market and
system of value production that underpins the atrigdlobal system — has been a
globalising system in which political and econonpiower has played a key role in
gaining advantages, exploiting inequalities, angslesing competition. Its strongly non-
egalitarian nature originally manifested when théuistrial Revolution in the North was
tied up with the exploitation of Black bodies andhem the triangular trade between
Africa, Europe and the Americas becameuaequal exchange of unequald/ith the
latter still characterising trade between Africad ahe North, Africa has, as Gibson
(2004:5) argues, “become marginal and marginaligadly through its centrality and

integrality to the birth and development of modeapitalism”.

Cognisant of the many vibrant economies that edigteAfrica prior to colonisation, the
externalist view impugns the dark shadow cast bgrial rule and the slave trade over
the continent’s history as this period signallegldtart of its marginalisation. Lasting for
almost 400 years since the late1&entury, the slave trade had serious debilitating
effects, leading to Africa’s underdevelopment. grthe colonial period, as Africa was
leisurely opened up to the competitive “commerwaialds of the world”, its economy un-
derwent a deformation that resulted, accordingaxefia (2001:427), in three constituent
sectors: the subsistence sector; the indigenougtaignsector, and the foreign enclave.
The latter occupied only 2% of the African popuatiwhile 75% to 90% of the popula-
tion toiled ceaselessly for subsistence survivae Warped pattern of colonial develop-

ment eventually left the continent with a situatiomaracterised by a lack of regular
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production of marketable surplus; a lack of spéadion on a significant scale, and static
technology. This culminated in an underdevelopedinent with three basic features:

» unevenness of productivity between sectors;

» disarticulation of the economic system, and

» foreign domination (e.g. structural adjustment pangmes (SAPS)).

It is also believed that theolonial hangoverundermined thesnabling capacity of
African countries. One such example is state wesskire Africa, which has its origins in
the inter-state system established by the colguoalers (Herbst, 2000:71). This system
continues to provide little incentive for states develop the capacity to mobilise
financial and human resources in order to augmefeéndes against external threats.
Another example of such undermining is African dos’ discontent with the
industrialised nations which, after making sigrafit reforms, did not realise their
commitment to devote 0.7% of the GNP per annumeteelbpment assistance in Africa
(Mwakikagile, 2004:101).

Many Africans view neo-liberal globalisation as pign the latest form of capitalist
penetration into Africa, which reinforces the coetit's marginalisation within the global
system. Varma (2002:11) argues that, as many Afrazauntries are classified as least
developed nations, the benefits of trade liberatisahave yet to be seen as they continue
to be marginalised from the international tradiggtem and have experienced a decline
in their share of world trade. The externalist expition therefore blames the developed
nations and their trade and aid policies towardscAf For decades African governments
have pointed to the developed countries that coatio protect agricultural exports, a
sector in which the continent ought to be best ableompete internationally (Cheru,
2002:91). In addition, the intermittent dumping sdirplus agricultural products on
markets in Africa ruins prices for local farmersitfaid, the major concern, according to
Collier (2007:121), is that “it exacerbates thelypeon of breaking into global markets for
new exports”. Aid has Butch diseaseffect in that it causes a country’s currencyise r

in value against other currencies which, like ratuesource revenues, tends to make

(other) exports non-competitive. This is a conckmn African economies because aid
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tends to retard the growth of, in particular, laboiensive export activities, which are

required for export diversification. The externakgplanation believes that this suits the
rich nations as African nations can at best onlya® primary producers of raw

materials for the developed world and continue & abdumping groundfor cheap

manufactured goods.

The externalist view also argues that Africa’s exoies areanade more vulnerableand
prone to crisis and economic collapse due to eateximocks such as unsustainable levels
of debt service repayments to creditor countried iastitutions, declining commodity
prices, soaring interest rates, and Western piotesin. A classic example of the latter is
in the field of trade. In working towards increadeade liberalisation, Africa has been
stung by the unfair trade practices of many dewsdopountries. In fact, this has more
than offset the crucial role which trade is suppose play in facilitating African
economic and social development. Western subsidies depressed prices and resulted
in massive export losses for African producers (Rstm, 2005:1). These losses, in turn,
have made many African economies more vulnerablérdpping them in a cycle of

poverty and dependence on foreign aid.

The externalist explanation also criticises therowaridea held by the Bretton Woods
institutions® that economic reform was not only necessary kag siifficient to address
the problem of Africa’s slow growth (Gibét al, 2002:24). However, it was painfully
recognised in the 1980s that this approach wablyishadequate, due to the dismal
failure of policies to generate economic growtlstéad of stemming Africa’s economic
decline, harmful and unsuitaig®licy conditions put many of the continent’s economies

at a disadvantage.

5.3.2 The internalist explanation
By basically blaming the victims, this predomingnilorthern or developed world

perspective criticises why Africa finds itself marglised from most of the rest of the

9 The links between these institutions and Africaiarginalisation will become clearer in section 5.5
especially regarding the role SAPs played in (eatnally) peripheralising many African economies.
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world, identifying thecontinent itself as the main culprit for its underdevelopment. It
argues that African countries were better off dyitine first decade of independence (in
the 1960s) than they are today. Mwakikagile (2084 #sserts that “besides the former
Belgian Congo and a few other hot spots, they kad thaos then than they do today”.
As part of Africa’s decolonisation process, beftire 1980s, domestic policies hostile to
foreign-owned firms, the private sector, the expsettor and foreign capital were
regarded as part of the continent’s Africanisajiwacess. The subsequent retreat of the
foreign-controlled private sector led to sharp s in capital inflows as well as the
shrinkage of production and export volumes (Calli&95:543). It is also argued that in
and after the 1980s the reversal of governmentigslithrough SAP reforms largely
failed because these policy reforms have not gameenough In addition, policy
discrepancies such as higher rates of corpora&idaxand policy disparities such as the
neglect of infrastructure for the productive sectmpede African economies from
becoming more efficient. Reform has proved to tseifficient because, although slightly
narrowed, the gap between Africa and the advancedognies still continued to exist as
Africa was unable to compete with economies thatg@la higher value on export success
and foreign investment inflows. Africa was thus nota position to benefit from
globalisation. In the end, according to this pecipe, Africa’s mainly poor economic
performance and the exploitative practices of Adnicelites should be blamed for

structural adjustment not reaping the benefitaaiudd have.

A serious concern regarding foreign investmentrasg in particular, is Africa’igh-
risk environment which, in itself, is to a large extent responsifile the continent’s
marginalisation. This is a serious constraint orio&fs economies which makes them not
only more volatile and unpredictable than othelaeg, but also more vulnerable. The
risk of doing business on the continent is too highinly because of the unusually high
common risks. Reflecting not only on why there lagk of investment attractiveness but
also on the general vulnerability of Africa’s ecames, the most prominent risks include:
» Erratic policy changesAlthough all governments occasionally make adjust-
ments to their economic policies, such changegeedictable because a policy

rule is being followed. In Africa, however, too nyapolicy changes generate
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undue risk because the policy rule itself is subgec change (Mwakikagile,
2004:104).
Defective policies.Indiscriminate state interference and inapprogriatacro-

economic and trade policies have, as Cheru (20D28gues, exacerbated in

herent food insecurity in many African countriesgl export taxes, restrictive
exchange rate regulations, and overvalued nationakencies (making export
products less attractive and less competitive imldviarkets) have historically
damaged rural economies, thus undermining agri@ilproductivity.

Poor governanceAfrican countries have suffered severely from tedi instabi-
lity and ravaging dictatorships which have, in mosses, led to large-scale
economic mismanagement. Based on a system of pagtorand personal
accumulation, governance in many African countwes (and is, e.g. Zimbabwe)
characterised by the state’s inability to providgoditical environment conducive
to economic growth and development. As a resultegtance in Africa has very
often been unaccountable, non-transparent and wuatatic, and led to corrup-
tion growing out of control, thus undermining deyghent. On the Corruption
Perception Index of Transparency International ettgying countries are scoring
worse than industrialised countries, with Africakimg at the bottom of the list
(Luiz, 2006:633). Being a disincentive for foreigmestment, corruption also
raises transaction costs, increases uncertaintyirseturity, and emasculates
government actions. Poor governance can also bbustid to the prevalence of
civil war and conflict that have plagued many A#mccountries. Easterly and
Levine (1997:1205) assert that ethnic fractionibsaand conflicts, to a large ex-
tent, account for Africa’s growth tragedy and umtselopment. The internalist
view believes that, although the majority of Afmcaountries co-exist with the
21% century, their reality is 4century civil war, plague and ignorance.
Vulnerability to world price fluctuationDue to Africa’s high dependence on a
few primary commodities for export, its economiag anore susceptible to
dramatic movements in world prices. As a resuldér restrictions effectively
increase exposure to external shocks, thus limapigons to counteract.
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» Weakening of agencies of restrai@ontract enforcement is the foundation of
reliable business relations. However, in Africathboivil legal systems and audit
systems have too often been less than incontroleriCollier, 1995:551). Weak
agencies of restraint have a direct and an indinegact on Africa’s marginalisa-
tion. Directly, weak judiciaries and accountancgqbices result in a rudimentary
financial system. Indirectly, they make the higékrenvironment even riskier by
means of weak systems of policing and weak ceb&rak management, resulting

in macroeconomic policies that are prone to abchphges.

It is obvious that much of what is mentioned abavehe result and/or cause of the
broader problem, namely Africa’s long cataloguenidmanagement- particularly in its
economy (Gibket al, 2002:9, 24). In this respect, the internalistwimainly blames the
continent’'s high debt burden; a deformed publict@ecunder-utilisation of human
resources; vast unemployment; concentration of cstrig in the hands of a few, and
large-scale income and social inequalities for nmatgsing the majority from economic
activity. The weakness of the state in Africa issidered the underlying dilemnvés-a-
visits problem of mismanagement. The inability taabish and maintain an institutional
framework for the effective regulation of politicahd economic activity is chiefly to
blame as political reform is regarded as a presggufor sustainable economic reform.
Partly explaining the lack of economic growth, & l@oblem with state weakness in
Africa is the non-mobilisation of the resourcesdeskfor the development of governance
institutions that ought to be accountable and nespe to the delivery of public goods
and services in return for resources provided ligeris. Many African countries are
believed to be dominated by a neo-patrimonial nehtlsat subverts depersonalised prac-
tices (such as predictability of administration amiform application of rules), leading to

personalised spheres of power and influence, amddmprehensive use of patronage.

Efforts at promoting economic development in Afrlma making states act collectively
have consistently failed, predominantly becausedfied staterefuse to sacrificeany
degree of sovereignty. This is also regarded fslae of the statdbecause — as in the

case of the Lagos Plan of 1980 — many African gowents afterwards ignored their
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policy commitments, i.e. commitment to collectivetian. This was followed by
increased globalisation in the 1990s, making musdded political reform significantly
more difficult. Another failure of the state hasehethe high dependence of African
nations on foreign aid to fuel their economies.iéfn governments made the mistake of

pursuing economic development strategies that weme externally than locally based.

As far as the internalist explanation is concerA&tta only has itself to blame farot
transforming the enabling mechanism bfiman capital developmeintto a competitive
edge (Saxena, 2001:425). More needs to be domepive workers’ skills. In fact, the
combination of a lack of available African techhiemd managerial skills, as well as
corrupt bureaucratic and political set-ups undeenany development initiative from the
top. Hence, without an adequate middle-rung prodeicmachinery, very little is
contributed towards building links to the existihgmestic resource base. In addition to a
lack of skilled labour (plus Africa’s brain draiahd the low levels of education, the lack
of infrastructure and poor transportation and comigations are regarded as part of the

reason why Africa is responsible for its own unéselopment.

Another capacity issue is the fact that Africa iarginalising itself from the global
economy bynot keeping up to date with technology. Although the continentais
excellent platform from which to launch initiatives close the gap between itself and the
developed world, more needs to be done in termsodaiprehensive investment and
development skills development, especially in taehhology sector. According to the
internalist explanation, this is potentially theusa of Africa’s ultimate marginalisation
(Luiz, 2006:637). Being able, at least, to followmdakeep pace with technological
progress elsewhere by utilising what is on offecumnrent advanced economy production
processes, for instance, has significant value andd stem the gap from widening.
However, as a player on the world stage, Africaresently not even in a position to be a
follower because it is not in the game, i.e. natreelose to employing full production

capacity.
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5.3.3 Finding the balance

While there is some degree of exaggeration dudn@¢oetmotive nature of the issue of
Africa’s marginalisation, both perspectives areidradnd find significantcommon
ground. They agree on the following key areas: the ingpumwe of good governance
(economic and political); capacity-building (humand production); improving living
standards; capital inflows and its productive usdree and fair international trading
system, and more say in how global economic govemas exercised. The debate over
Africa’s marginalisation has also led to both sidesting toaccommodateeach other’s
views. Institutions such as the World Bank andrtiagority of Western donors now give
recognition to the influence of exogenous factsig;h as debt structures and terms of
trade, on the performance of African economies (@Gh2002:91). Similarly, African
policy-makers now realise the debilitating effea$ poor domestic policies and
institutional failures as they are facing a crigighe state in Africa as well as a growing
demand for democracy by its own people. Althoughreal consensus regarding an
alternative development route for Africa is emeggiit is encouraging to see a growing
willingness by parties on different sides of thebate towork together towards the

common goal of eradicating underdevelopment ino&fri

5.4 Significant evidence of Africa’s marginalisation

As the prime cause of the widening gap betweercaAfand most of the rest of the world,
the challenge of its marginalisation is fast beaggrein exponentially worsening reality.
Contrary to most other economies that have becowre mlobally integrated, Africa’s
economies have turned inwards as its shares oflviatle, production and investment
are increasingly less significant in the way in evhthe global economy is progressing.
While there is less debate on the consequencegricbA marginalisation, there is still
considerable ambiguity regarding its extent, intipalar when compared with other
regions. Hence, this section aims to quantify tla¢ure and proportional extent of
Africa’s marginalisation by examining selected evid&® from recent and historical

data.

9 While most of the relevant data are includeds hardly possible to cover literally all relategests.
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5.4.1 Africa’s growth performance

Although Africa’s economic growth between 1995 &6 remained constant at just
over 5%, most African countries have been growmgifa very narrow base with a high
dependency on a limited range of predominantly arymproducts being produced and
exported. Figure 5.1 also reveals why current gndewels have to a degree been met by
some scepticism in that, for the preceding 20 yeafgcan growth levels have been
highly volatile, ranging between 5.4% and 0.8%al$b shows that Africa was for the last
period (2005-06) somewhat behind its main compmatiio South-East Asia (5.6%) and
Latin America (5.4%) in terms of GDP growth.

Figure 5.1: Comparative GDP growth rates (1960-2006
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Source: Data from World Bank, 2008DI Online Database

Note: Growth rates based on 5-year moving averages.

The gap between Africa and South-East Asia andhLamerica (and the Caribbean) is
further evident in Figure 5.2, indicating that ttiéference in GDP per capita between
Africa and these regions are progressively moreotlicerting. For the period 1960-2006,
Africa’s GDP per capita has never broken through W$$1000-level, while for South-

East Asia there has been a steady increase to &Ba00 for the period 2005-06. For
Latin America and the Caribbean it has also grovadgally since particularly 1990 to

the highest level of $3228 for the period 2005\8ile the present highest ever amount

of $986 is somewhat encouraging, more than 20 africountries, for example, still have
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a per capita income of less than that in 1975 (@&ip2004:3). This also explains Africa’s
high poverty levels.

Figure 5.2: Africa’s GDP per capita in comparison vith other developing regions
(1960-2006)
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For Thompson (2000:42), the resultant human tofinds the real marginalisation:
“hunger is the greatest manifestation of consumpsioortfalls in Africa; grain, meat and
overall calorie consumption are well below requingidimums; and one-third of children
under five are underweight”. Figure 5.3 shows timgre was a persistent increase in
extreme poverty for Sub-Saharan AffitéSSA), whereas the other regions experienced
decreases. Although extreme poverty for SSA sicpifily decreased after 2001 to
41.1% of the population, it is not yet sufficierdar fwhat is required to reach the
Millennium Development Goal (MDG) tardéof 22.3% by 2015 (UN, 2007:6).

®1 Consisting of 48 (out of 53 African) countries,/SiS fairly representative of Africa (yet not fu)ly
62 Alarmingly, Africa remains behind other regioris-a-visoverall progress towards the MDG-targets.
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Figure 5.3: Regional incidence of extreme povertyl@81-2001)
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5.4.2 Africa’s trade performance

Unlike other regions, Africa’s export volumes hawe, average, grown less rapidly than
GDP - in terms of rates of increase. For exampdéyween the eight-year averages of
1989-96 and 1997-2004 Africa’s real GDP growth @ased by 90%, while growth in
export volume decreased by 2% (IMF, 2007:218). \Kifttca’s share of world exports is
falling gradually, it is rapidly falling behind o#h regions. Figure 5.4 illustrates the
inverse situation: between 1960 and the mid-1980@sas share of world exports was
more than that of Latin America and South-East Asiecluding Singapore), but fell
considerably behind these regions after the mid3498his is in part explained by
Africa’s exports that grew at 2.8% per annum betw&870 and 1979, falling to -2.4%
(1980-1992), and recovering to only 4.3% averagewtr between 1993 and 2006
(World Bank, 2008). When comparing the latter fegwith a relatively poor region such
as South Asia’s 14.1% (1993-2006), the export gapden Africa and other developing
regions becomes even more disturbingly evidents Taises the questiomhy is there

this export gap?
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Figure 5.4: Average regional exports as percentagd world exports (1960-2006)
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One explanation is the continent's meagre outpuelée that are not improving in
comparative terms. Figure 5.5 indicates that, betw®995 and 2005, Africa made no
real progress regarding its percentage share dablutput — remaining at 2% for SSA
and 3% for North Africa and the Middle East. Eastafand the Pacific’s share increased
by far the most (from 14% to 19%), followed by Sousia. Latin America and the
Caribbean as well as Europe and Central Asia hés® r@mained at 8% and 7%,
respectively. These regions and Africa have madaatual progress in terms of catching
up with the leading regions. The only differencehiat Africa is the region that remains
trapped at the bottom of the scale.



154

Figure 5.5: Changes in regions’ shares of global aut (1995 and 2005)
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Although Africa inherited small markets and prodoctscales, this is no excuse for not
making meaningful progress. It is now clear, esgbciin light of Asian indus-
trialisation, that its factor advantages — cheapkilled labour and inputs for primary
production — are no longer an acceptable basibdorg globally competitive (Collier,
2007:11). Stren and Halfani (2001:473) claim thato& lacks the capacity and infra-
structure to compete economically, and has becaompletely marginalised”. Lower
stocks of human capital, in particular, are remgltin Africa not being in a position to
make use of opportunities for manufactured expooiwth. Its production efforts are
mainly geared towards agricultural export growthichih compared to manufactured and
service exports, offers fewer export earnings. Eg5.6 illustrates how Africa’s
agricultural exports as percentage of merchandigmres are, especially after 1994,
considerably higher than those of Latin Americapt8eEast Asia and the advanced
economies, whose percentage values continued tbneledaken into account the
continent’s susceptibility to extreme weather ctinds, this increased dependence on
agricultural exports pose a significant risk to estpearnings. Furthermore, the share of
primary commodities in Africa’s exports also remeinhighly concentrated — 83% in
1970, 76% in 1992, 70% in 2002 and 77% in 20860, 2003:47; WTO, 2007b:4, 44).
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Figure 5.6: Agricultural raw material exports as pacentage of merchandise exports
(1965-2005)

35%
30%
259% ~

20% .

0,
15% Africa

Werica S

AdVanCed BCONOMIE e sessmsssssosemmmessommssosms— e 2 ™% 5503 st s+ v s oo

10%

Agric. exp. as % of merchandisep.

196569 1970-74 197578 198084 1985-89 1990-94 199599 200005

Source: Data from World Bank, 2008DI Online Database

Figure 5.7: OECD agricultural subsidies (1986-2001)
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The extent and adverse impacts of agricultural idigss further explain why Africa
battles to escape marginalisation. Figure 5.7 atdi that between 1986 and 2001 total
OECD agricultural subsidies — concentrated mainlyhe US, EU and Japan — ranged
between US$300 billion and US$375 billion. Put iotmtext, this is for nearly the past
22 years more than the entire GDP of SSA. In anlditDECD agricultural expenditures

have about doubled the entire agricultural expoftsleveloping countries and nearly
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quintupled the amount spent on Official Developmassistance (ODA). Goldin and
Reinert (2006:63, 146) conclude that in the ovéialbsidy war” of global agricultural
trade, “developing countries simply do not havevamgre near enough resources to com-
pete”. This uneven playing field becomes even nppomounced given that, in 2002, the
US, EU and Japan spent between 0.9% and 1.4% iofGBé°s on agricultural subsidies,
while spending only between 0.1% and 0.3% on eategial for developing countries. In
addition, as Figure 5.8 points out, the rates dffsalevied by developed countries on
developing-country exports are considerably higterms of overall averages. Given Af-

rica’s high trade-to-GDP ratio, this is very harhtfuits economies (see Appendix 5B).

Figure 5.8: Import tariffs on developing-country exports to developed countries
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Typical of marginalisation, this is occurring incgars in which developing countries
(notably Africa) have the most interest in expagtilabour-intensive goods, i.e. food,
textiles and clothing, and wood products. Goldid &einert (2006:62) argue that this is
the result of tariff escalation, which “prevents/eping countries from capturing more
value added domestically and from vertically difigisg their exports ... and inhibits

basic and deep learning processes required fortknng productivity gains”.

All this provides perspective on the bigger tradsyse, i.e. Africa’s minuscule share of

world trade. Measured in terms of world imports angborts of goods and services,
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world trade has been growing at an average of S58tdmsm 1960 and 2006. Figure 5.9
illustrates how Africa’s (average) share in wondde over this period (0.09%) is far
below those of South-East Asia (1.19%) and Latinefina (1.59%). Alarmingly, the

major difference between the regions is obviousr&#000 when the latter two regions’
shares of world trade increased sharply whereasadrshare increased only marginally.
In doing very little to close Africa’trade gapwith the other regions, this improvement is
still very far off the share of advanced econontlest never fell below 24% over 46
years. One of the main reasons for the persisting tradp, gecording to Loots

(2006a:16), is Africa’s general lack of export disi@cation. It remains highly

concentrated in primary commodities, most notalgyicaltural exports, a sector that
makes a one-third contribution to African GDP, absmne-third of the labour force and

provides a livelihood to about 70% of the poor loa tontinent.

Figure 5.9: Developing regions’ share of world trad (1960-2006)
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Indicating the amount of imports afforded by expearnings, Africa’s terms of trade
have on average, between 1960 and 2006, declindd.igo. This dramatic weakening
of Africa’s terms of trade explains, to a large &g its marginalisation: it has been a
victim of conditions beyond its direct control (zui2006:626). Although Africa’s terms
of trade experienced an improvement during the codity price booms of the 1970s, a

reversal took place since the 1980s due to incdegwsée volatility in primary
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commodity exports. Linking each period’s percentagange, Figure 5.10 also depicts
how Africa’s terms of trade opportunely improved by6% for the period 2005-2006
(mainly due to sharp increases in oil prices armisb demand, particularly from China,
for industrial raw materials), after its lowest-804% for 2000-2004. Interestingly, with
Africa’s wealth in terms of the value of export mags having decreased sternly — as
reflected, on average, by its weakened terms detraliving standards did not improve
significantly as average GDP per capita remaindaw& S$1000, suggesting a similar

trend and revealing Africa’s rather unhealthy hitgpendence on strong export earnings.

Figure 5.10: Africa’s terms of trade adjustment (1$0-2006)
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5.4.3 Foreign direct investment and business environment

As far as investment — or the lack thereof — isceoned, Africa’s marginalisation is even
more entrenched within the global economy. Accardio Collier (2007:83), the
continent has almost completely bypassed the wastase in FDI over the past 25 years.
While there has been a marked increase in dirgeatpr investment into developing
countries in general and in particular since th80%9 to over $200 billion per annum,
Africa’s share decreased to insignificant proparsioln the global competition for
international capital, Africa is almost totally negted, having attracted only 0.7% of the
world stock of FDI in 2000 compared to over 70% @ECD countries (Giblet al,
2002:12). Table 5.1 shows that, in real terms,oafg net inflows of FDI gradually fell
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from nearly 7% of total net inflows of world FDIfd970-1974 to a current level of less
than 2%. This is considerably less than any ofotiher regions. UNCTAD (2001:35-36)
further estimates that for each dollar of net apitflow to SSA from the rest of the
world, about 25 cents went back as net interesteays and profit remittances abroad,
more than 30 cents leaked into capital outflows semkrve build-up, while 51 cents
made up for terms of trade losses. This suggestsjiz’'s (2006:628) view, a net transfer
of real resources from SSA to the rest of the wolllthough worldwide FDI inflows
grew spectacularly between 1980 and 1999, fromt#ifibn to over $860 billion, SSA’s
share, on average, remained well below 1%. This stark contrast with the developing
countries’ average share that rose from 15% to 24&% this period. In 2000 real per
capita inflows of FDI into SSA were less than adtof those in 1980 (despite a five-fold
increase in nominal terms) — a real example ofcafd marginalisation. Another cause
for concern is the fact that Africa experiencedea eapital flight and lost attractiveness

as a market for FDI, especially in comparison wither developing regions.

Table 5.1: Real net FDI inflows, US$ (1970-2005)

Net inflows of Foreign Direct Investment (FDI)

5-year periodic average as % of total net inflowsfavorld FDI

1970- 1975- 1980- 1985- 1990- 1995- 2000-
1974 1979 1984 1989 1994 1999 2005
Africa 4.4% 1.8% | 1.4% | 1.8%
S.E. Asia 53% | 55%| 5.9%| 3.8% 7% 4.1% 2.3%
Latin & Caribbean 10.7% | 11.9% 12% 4.8% 79% 10.3% 7.1%
AG\YETplel=To RTelolalo e 73.3% | 75.1% 75%| 85.6% 70.1% 70.3% 72.6%
Rest of world 4% 3.1% | 3.3%| 3.5% 13.2% 13.8% 16.2%
Total 100% | 100% | 100% | 100% | 100% | 100% | 100%
Source: Data from World Bank, 2008DI Online Database

Country groups

It can been deduced from Table 5.2 that one ofrthl explanations for Africa not being
a popular investment destination — apart from s dack of domestic savings for
investment — is its failure to provide a businessi®nment that is conducive in
attracting FDI. By regional comparison in Tabl@,55SA’s figures for 2005 were the
worst in most categories. Areas of specific condgeatude the high cost percentage of
per capita income when starting a business (21%58&);number of days required for
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dealing with licenses (251); workers who are befirgd too rapidly; too many

procedures and days required for enforcing cordgyaambd insufficient protection for

investors. It is also noticeable that SSA'’s figuresre in most cases higher than the

average of even those in low-income countries.darly all the cases it was higher than

the world average.

Table 5.2: Regional comparison of business envirorents (January 2005

BUSINESS ENVIRONMENT
Hiring
Registering Dealing with and
property licenses firing
workers

Starting a business

Regions

Enforcing
contracts

Protec-
ting
investors

12 66 58.8 7 79 16 210 41 35 470 4
8 35 39.7 7 124 16 195 39 30 386 5
11 64 215 7 118 20 251 53 36 439 5
10 60 168 7 114 19 231 50 36 421 5
7 24 9.4 5 47 16 157 34 24 282 6
10 48 77.3 6 86 18 209 41 32 394 5

Source: World Bank, 2006a:2¥8orld Development Indicators 2006

Furthermore, banks’ core business of financialrmesliation — mobilising deposits and

lending them to borrowers — is, according to Gualed Pattillo (2006:142), less

pronounced in SSA than in other low-income coustrigigure 5.11 shows that bank
deposits in low-income SSA in 2004 were only 19%G&P, compared with 38% on

average in other regions; private sector loans veelg 13% of GDP, thus making

financial intermediation more difficult. This is amportant concern for African countries

and impedes the creation of a more favourable tmeas environment, and one that

needs to be addressed through appropriate finasexébr reform.
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Figure 5.11: Lacking depth: bank deposits are theowest in low-income SSA (1980-
2004)

Bank deposits to GDP (%6)
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Source: Guide & Pattillo, 2006:138 “Financial Seckeform in Sub-Saharan Africa.”
Journal of Social, Political and Economic Studies

A key question that arises is what was the impathe FDI that Africa did receive? One
meaningful indicator thereof is net inflows of F@k percentage of gross capital
formation (GCF). Figure 5.12 shows a significardr@ase in this percentage for Africa
after 1990, which intensified after 1995. It incsed from an average of 4.7% for 1985-
1989 to 23.8% for 2000-2005. Considering that tkisa reflection not only of the
increase of investment as a percentage of AfriG$ but also of how FDI contributes
towards improving total GDP, it highlights the pos impact of FDI inflows on
supporting domestic investment on the African cuii as well as the need for its
intensification. Africa’s overall average percerdgpm 1970 to 2005 was only 8%, still
significantly behind South-East Asia (10.3%) andih@America and the Caribbean
(11%). Importantly, the lack of FDI also plays grsficant part in Africa’s deficient
integration into the global economy, making it veard to effectively participate in, and
reap the benefits of, globalisation.
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Figure 5.12: Net inflows of FDI as percentage of gss capital formation (1970-2005)
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5.4.4 Africa’s performance as regards globalisation andechnology

With world trade and investment being two fundaraeobmponents of globalisation, the
impact of globalisation on Africa’s economic deygioent has mainly been negative.
Contemporary (or neo-liberal) globalisation, ascdiéged by Saxena (2001:432), is when
“the world-scale operation of the economy envisageegree of world-wide uniformity
and harmonisation of wants”. This implies that, dbdowvhat Africa supply and demand
not correlate with this increasing homogenisatibwants — as effected by globalisation,
it will find itself more and more excluded from tgéobal economy; i.e. the discipline of
the market. In essence, this encapsulates the tropatobalisation on Africa. The rule
of the market forces countries and regions to e#lgist to global patterns of supply and
demand (production and consumption) — something&is unfortunately not very good
at — or be excluded from it.
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Figure 5.13: Development of globalisation across geons (1970-2005)

KOF Index of globalisation

Sources: KOF Index of Globalisation, 20084velopment of Globalisation Across the
World

Giving a weight of 36% to economic globalisatioBY3to social globalisation, and 26%
to political globalisation, the KOF Index of Gloksgtion, as illustrated in Figure 5.13,
provides evidence of how SSA is clearly the ledsbalised region in the world with an
average index value in 2005 of only 47. This isdiebehind South Asia, Latin America
and the Caribbean as well as the world averagedihgaAfrica’s languid progress in
2005, its best performers were Tunisia (index valué4), Nigeria (67), Botswana (68),
and South Africa (69). Importantly, Africa’s low mparative value essentially suggests

that globalisation actually perpetuates Africa’sgnaalisation.

Another fundamental component of globalisationeishthiology. This is where Africa is,
perhaps, the most marginalised. According to Fidufel (see also Appendix 5A), the
digital divide between Africa and, in particularatin America and the advanced
economies has increased dramatically since the s198@ly South Asia (with the
exception of India) remained, on average, behindcAfin terms of technological
advancement. Figure 5.14 is compiled by denomigatiight different types of
technologies into a percentage value for each a@e(aetiod: 1980-2006), which is then
consistently compared among the four regions. él1880sthere was a considerable gap

between Africa and Latin America, the main diffaves being telephone mainlines and
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television sets, both as percentage of the populafipart from the latter two, the main
difference between Africa and the advanced ecormomwas high-tech exports as
percentage of manufactured exports (1.8% versuk¥d4.These differences increased
further throughout thd990s However, the difference in the number of Interaat
mobile phone users as percentage of the populaimmeased extensively (0.25% and
0.46% versus 6.8% and 13.2%). Another significaffer@nce for the 1990s was the
number of personal computers being used as pegeenfathe population. For Africa it

was 0.83% and for the advanced economies thisdiigorounted to 18.95%.

Percentage values for t2000sreveal the actual disparity between Africa andéhivo
regions where all the differences in technologygesascalated. A notable difference be-
tween Africa and Latin America was the larger i@ in the use of personal computers
— a basic requirement for building productive céyae as a percentage of the population
(2.2% versus 7.6%). Figure 5.14 illustrates tha deeminglysmallest difference
between Africa and the advanced economies wasfammation and communications
(ICT) expenditure as percentage of GDP (6% verstf&), which is of course explained
by the high value of the advanced economies’ GOPthA other differences between the
two regions parted at an exponential rate. Notettleentire bar on the right is supposed

to be on top of the bar for the advanced economedlecting the trueligital divide



Figure 5.14: Digital divide between Africa and otheregions (1980s-2000s)
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ICT technology, in particular, has become a keyicawr of a country’s ability to
integrate itself into the new global economy. Widtlecommunications currently the
fastest growing sector in world economy, Africayoatcounts for less than 1% of this
market (Coyle, 2001:45). In fact, overall technatad advance has for decades been a
growing determining factor of competitive advantagethe evolving global market-
place. According to Lim (1994:836), when comparitige relative contributions of
technological progress and factors of productiorgtowth in real per capita GDP in
developed countries between 1960 and 1985, 75%uwa$o technology. For developing
countries this figure was, on average, 14% and Admica the contribution of
technological progress was a disquieting 0%. A lsintrend manifested itself from the
late 1980s to 200%is-a-vis high-technology exports. Figure 5.15 reveals hofricA
completely lagged behind other developing regiangerms of expenditure on these
exports as percentage of world high-technology edipere. Its highest percentage was a

mere 0.2% for 2003-2005, which largely explains wfigca is not globally competitive.

Figure 5.15: Developing regional comparisons of higtechnology exports (1988-
2005)
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5.4.5 Debt and aid
Another area of concern for Africa is the plundauged by debt and debt-servicing that
has overwhelmed the continent. Edoho (1997:13-14)ies that, since 1982, Africa’s



167

debt service ratios have risen more rapidly thamng other continent. According to
Loots (2006a:19), Africa is the only developingicegnot to have successfully overcome
the debt crises of the 1980s, thus constitutingraogs threat to sustainable growth and
development. Figure 5.16 indicates the sharp iseréa external debt during the 1980s,
which still increased gradually until 1999 to agha percentage of GDP as 60.5%. The
continent started to reduce this figure to 44.5% amthe 2000s. At an overall average
of 43% for the whole period (1970-2005), it islstigher than that of both South-East
Asia (41%) and Latin America (37%).

Figure 5.16: External debt as percentage of GDP (¥9-2005)
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Figure 5.17: Breakdown of aid flows to SSA, excludg Nigeria (1999-2003)
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Linked to the concern about debt, Africa also leasFigure 5.17 suggests, become more
dependent on aid, especially after 2001; thus ngakismn economies more vulnerable.
Loots (2005:11) points out that Africasd-dependenc&vas higher in the early 2000s
(3.4% — aid as percentage of GDP) than shortlyr aiterld War 1l (2.5%). Collier
(1995:543) even goes so far as to claim that ainaigrant’s remittances now constitute

African economies’ main form of participation iretiglobal economy.

5.4.6 Africa’s progress in human development and the MDGs

Over a period of 55 years, as indicated in Talie Africa did make significant progress
in terms of human development as its HDI-value mapd from 0.181 in 1950 to 0.442
in 1980 to 0.455 in 1995 to 0.507 in 2000 and 0.812005 — an overall progress of
238%. While this may seem relatively impressiver¢hhas not been a corresponding im-
provement in African’s living standards as GDP papita improved with only 142%
over this period. Also, continually lagging behimgbst other regions, Africa’s HDI im-
provement is yet some distance from catching up st main competitors; it is in 2005
at a level that East Asia was before 1995 and whatiea America was even before 1980.
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Table 5.3: Comparative HDI-values of different regons (1950-2005)
Regional HDI averages
Regions/years (Weighted by population of countries pertaining&eh region)

0.953

0.956
0.442 0.683 0.802 0.803 0.803
0.306 0.614 0.746 0.788 0.804
0.159 0.559 0.650 0.732 0.777
0.166 0.407 0.449 0.593 0.611
0.181 0.442 0.455 0.507 0.613

Sources: IMF, 2001:162 “Fiscal Policy and Macroemuit Stability”, WEQ UNDP,
2006:283Human Development Report 1999: Globalisation Withueanan Face

A further major concern for Africa is the fact thas the 2008 Millennium Development
Goals Report found, the whole continent remaioéfdtrack to meeting most of the
world’s shared goals, particularly that of fightipgverty. In fact, it was found that SSA
is not on track to achieve any of the MDGs. Thisighly disappointing, especially in
light of significant progress that other developnegions made towards achieving these
goals. Table 5.4 provides a brief regional overveeswto the progress in achieving the
MDGs. It is clear that Africa, in terms of both Nleern and Sub-Saharan, is significantly
behind South-East Asia and Latin American and thellblBean. Table 5.4 shows that
apart from poverty, the other most notable areasoofern for Africa is employment,
low primary schooling (and education in generalSiBA), improving maternal health,
halting and reversing the spread of HIV/AIDS antherculosis, access to improved

drinking water and slow progress in developingabgl partnership for development.

Table 5.4: Selective regional progress in the MDG&007)

Africa South-Eastern | Latin America

Goals and Targets ] )
Northern Sub-Saharan Asia and Caribbean

GOAL 1: Eradicate extreme poverty and hunger

Reduce extreme poverty by half very high poverty moderate poverty

large deficit in de- very large deficit in L small deficit in
. large deficit in decent
Productive and decent cent work (youth and| decent work decent work
work (women), low
employment women), moderate | (women), very low . (women), moderate
o o productivity o
productivity productivity productivity

Reduce hunger by half very low hunger very high hunger moderate hunger moderate hunger
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GOAL 2: Achieve universal primary education

Universal primary schooling high enrolment low enrolment high enrolment high enrolment

GOAL 3: Promote gender equality and empower women

Equal girls’ enrolment in primary ) _ ) )
close to parity almost close to pari parity parity

school

Women'’s share of paid enrolmen low share medium share medium share high share

Women's equal representation in| very low moderate

low representation low representation

national parliaments representation representation

GOAL 4: Reduce child mortality

Reduce mortality of under-five- ) . ) ) )
) low mortality very high mortality low mortality low mortality
year-olds by two-thirds

Measles immunisation high coverage moderate coverage moderate coverag high coverage

GOAL 5: Improve maternal health

Reduce maternal mortality by . . . . . _
moderate mortality very high mortality high mortality moderate mortality
three-quarters

Access to reproductive health moderate access low access moderate access high access

GOAL 6: Combat HIV/AIDS, malaria and other deseases

Halt and reverse spread of

low prevalence high prevalence low prevalence moderate prevalence
HIV/AIDS

Halt and reverse spread of : . . ) )
) low mortality high mortality moderate mortality low mortality
tuberculosis

GOAL 7: Ensure environmental sustainability

high forest cover high forestss

Reverse loss of forests low forest cover medium forest cover

Halve proportion without . .
. L high coverage low coverage moderate coverage high coverage
improved drinking water

Halve proportion without
o (OLETEICHVOEIEGEY  very low coverage low coverage moderate coverage
sanitation

Improve the lives of slum- moderate proportion BAVEIWAIls|gNelfeJsleliilei moderate proportion  low proportion of

dwellers of slum-dwellers of slum-dwellers of slum-dwellers slum-dwellers

GOAL 8: Develop a global partnership for developmen

Internet users moderate usage very low usage | low usage high usage

Source: UN, 2008:47

Note: The progress chart operates on two levebks:wibrds in each box indicate the
degree of compliance with the target, while theoaad show progress towards the target
according to:gg already met the targgt; pragregfficient to reach the target if
prevailing trends persisi] progress insuiitito reach the target if prevailing trends

persist; LI no progress or deterioration.
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5.4.7 Africa’s governance performance

Table 5.5: SSA’s governance indicators (1998, 206ad 2006

Governance indicator

2002 30.6 -0.65 2006
1998 29.6 -0.69
= 0,

2006 35.6 05 Rank _30.3 %
2002 32.6 061 Score =-0.65
1998 32.8 -0.62
2006 27.2 -0.77
To5¢ -5 12 2002

. - = 0
2006 27.4 -0.74 Rank _30.5 %
2002 30.1 066 Score =-0.66
1998 31 -0.62
2006 28.8 -0.74
2002 29.5 -0.71
2006 03 078 | pank = 20.4%
2006 30.3 -0.65 = 30.4%
2002 32.3 06 Score = -0.67
1998 30.4 -0.64

Source: Data from World Bank, 200World Development Indicators 2007

More positively, perhaps, Table 5.5 shows how S3fgernance has steadily improved
in several critical areas from 1998 to 2006. Thetmotable areas are voice and account-
ability and political stability. There are, thoudivo main areas of concern, i.e. regulatory
quality and governance effectiveness. Why the tgsrogress in specifically these two
indicators (actually the control of corruption asllwis somewhat troubling is that they
are arguably most critical for attracting foreignwveéstment. Without trust in SSA’s regu-
latory environment and the effectiveness of itsrallegovernance, very little investor

confidence is build, which inhibits prospects fooddening Africa’s growth base.

Lastly, while Africa’s marginalisation is not homempus, the evidence here clearly
suggests that — as a region — it is playing areasing peripheral role in the way in which
the modern-day global economy is advancing. Yet,ntlain concern is that it is not only
being marginalised within the global system, bgbdlacing marginalisation within the

developing world. However, although internal anteexal factors indicate that Africa’s
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challenge of de-marginalisation is now consideraibles not impossible. Still, from the
evidence it is clear that although there are soosgtige signs as regards progress or po-
tential for progress, it is far from being suffiete thus underlining the need for more

efforts in the area of economic policy reform atrdtegy formulation all over Africa.

5.5 Africa’s marginalisation and global economic goverance — is there a link?

In short: yes. One key area illustrating this liskthe way in which the IMF and the
World Bank practically forced Africa into a new & of (neo-liberal) rules. This not
only further marginalised the continent from medgfih participation in the global
economy, but left its people in a marginal and éeste conditioff. Hoogvelt (2001:181)
contends that structural adjustment programr8éd®§ and debt peonage have given the
IMF and World Bank a stranglehold over states atmhemies, particularly in Africa.
Shatz (2002:61) points out that African studies rg@merally accept that Africa’s 20-odd
years of experience with structural adjustment Hailed. The failure of World Bank and
IMF policies in Africa has moved the continent froforisis” to “tragedy” (Leys,
1994:46). For instance, for the majority of Afrisgdeople the delivery of basic services
now comes at a price they can no longer afford.cBtion, health, security, and the basic
determinants of welfare can no longer be met. Em¢ral structural adjustment policy of
privatisation has not only put basic resourcesh gelectricity and water, out of reach
of the multitude, but public transport and healtinegc once subsidised by the state, have
now also become too expensive. This has resultgobitosses and deteriorating health
conditions in a situation of increasing poverty {&in, 2004:2). Moreover,
Choussudovsky (1997:153) argues that good goveenarbe so-calletbgical resultof
structural adjustment and democratisation — hasntrigsat African people’s lives and
political life are dictated from the outside, unaé@ring national independence. Aid, for
instance, has been deliberately used as a levévaggrove governance which, in turn,
is supposed to create an enabling environment tmnamic reforms (Hoogvelt,
2003:192). As a result, Africans regard the imposibof the neo-liberal paradigm as a

form of recolonisation of the continent which, iracf, results in its further

% This is not to suggest that conditions for quatifylife were necessarily more favourable before th
SAPs. It merely highlights the role of global ecomno governance in further marginalising Africa.
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marginalisation. It is argued that SAPs, in patdcuamount to the pillage of what
remains of Africa’s economic wealth. Ironically, igh reflects elements of
authoritarianism, which qualifies as bad governanthkis type of conduct is also
illustrated by Africa’s exclusion from the processolving the planning and designing of
SAPs and other supposedre-all neo-liberal policy prescriptions, which primartigke

place in Washington (Gibson, 2004:1). All this stteto how the continent is further

marginalised by the institutions it depends onfifzancial and technical assistance.

Demonstrating the negative impact of IMF/World BaBRPs on, in particular, SSA-
countries — shortly after their introduction — wiéi® simultaneous economic deterio-
ration of nearly all the countries in the regioncluding those relatively free from
internal turmoil. Accordingly, as further evidencé Africa’s marginalisation, Ghai
(1991:14-17) asserts that (only) between 1980 &388:1
» per capita incomes, in the region as a whole, dedlby 30%;
» rates of investment in all SSA countries drastjcd#éteriorated, and
» an annual loss of US$6.5 billion for the regionwrced, even without taking into
account capital flight. Put into context, this taeounted to:
0 33% of total annual imports;
0 45% of export earnings;
0 11% of the region’s combined GDP, and
0

60% of gross capital formation.

Hoogvelt (2001:184) asserts that structural adjastrhas “oiled the financial machinery
by which wealth is being transported out of Afritleereby removing the very resources
which are needed by dynamic adjustment to the nklvay economy”. The relation
between commodity specialisation and debt illusgdhis: both the IMF and the World
Bank have used their leverage on Africa’s indebésdnto require that production be
concentrated on commodity exports. Forcing pricasrdvards, this led to SSA’s terms
of trade being lower in the late 1990s than in 1864 food production per head, by then,
also less than it was in the early 1970s. The valnbty of many African countries was

further aggravated by, on the one hand, forcedapsation by the SAPs, resulting in
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foreign investors benefiting excessively, as wedl the under-capitalisation of the
emerging stock markets, which exposed them to $@etsu On the other hand, imposed
devaluations increased foreign debts in local cumyewhile interest rate liberalisations
led to governments having to pay higher interes¢ésraon domestic debt, and total
production being undermined. Thus, as Griffin (2803) points out, with the benefit of
hindsight it is obvious that the sequence of ecanaeforms has been far from optimal
and that developing countries — mostly African -véhdeen placed in a seriously

disadvantageous position.

In response to the failure of the SAPs, even in919Be Economic Commission for
Africa (ECA) initiated the African Alternative Frawork to Structural Adjustment
Programme for Socio-Economic Recovery and Transdition (AAF-SAP). Being on the
whole concerned witladjustment with transformatiorARAF-SAP stressed the need for
capital investment for economic growth in Africao(its, 2006b:4). While it conceded to
the demands of the SAPs agenda, AAF-SAP was natrsed by the IMF and the World

Bank, which reflects their lack of appreciationiatal initiatives.

Africa’s marginalisation by the institutions of flal economic governance is also
obvious in it having been givaninimal say in their decision-making structures. Africa’s
under-representation has been grossly unfair, edpyegiven the number of people it
represents (about a sevenpftthe world’s population). Hence, as Held (2004:)3&rgues,

a breakdown of symmetry and congruence betweersidaanakers and decision-takers
affects the credibility of general decision-makimgthe IMF, World Bank and WTO.
These institutions are dominated by the major eson@owerhouses, i.e. mainly the G8.
Varma (2002:15) insists that the system for allocpiMF quota shares marginalises
developing countries from effectively participatimgdecision-making processes relating
to how the global economy is governed. Africa’suatguota share is now a mere 5.3%.
Furthermore, 43 African countries are representearly two Executive Directors on
the IMF Board, accounting for less than 5% of the voteg.cBntrast, 24 industrial
countries hold eleven seats on this Board, whigeUWls has 17.5% of the voting share,
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giving it veto power (Arrighi, 2002:23). A similaepresentation ratio is also reflected in

the IMF's other governing bodies.

The World Bank’s voting structure is also highly in favour of thehest countries: the
US has 15% of the votes, Japan 11%, Germany 7%t @®riain 5% and France 4%,
each having an Executive Director on the ExecuBeard. Conversely, the 47 SSA
member nations have a combined total of only 7%obés and two Executive Directors
to represent it. A case in point is that, althodgiveloped countries account for a mere
17% of the votes in the UN, they account for ov&¥6of the votes in the World Bank
and IMF. Even theNTO, which is seemingly a more egalitarian forum fadiridan
countries to make their voices heard, offeringpree country, one votstructure, is
dominated by the advanced economies as, in facglheotes are equal. Luiz (2006:638)
argues that, “industrialised countries are abldittate the agenda of the WTO and the
outcomes because they are better organised andnhanee resources which give them
more voice”. In addition, Amuwo (2008:3) argues tthowhere is globalisation’s
marginalisation effect more debilitating and peious to the interest of Africa than the
extremely unfair trade practices institutionalig@ttler the auspices of the WTO. The
multilateral trading system of the WTO is hostiteAfrica in the following main areas
(Bello, 2006:4):

> by getting African states to sign the Marrakech @xdcof 1994, thus giving teeth
to the Uruguay Round that favours the developedit@ms, the WTO took from
these states their right to employ a variety ofticai trade measures for
development purposes;

» the use of TRIMS and TRIPS not only obstructs tigustrialisation of Africa,
but also deepens its technological dependencealaped countries’ firms;

» the WTO does not recognise tlspecial and differentialstatus enjoyed by
developing countries under GATT, practically fogithhese countries to liberalise
trade (and investment) which is considered the omlye to development;

» agricultural standards towards Africa have beenaiunfwhile insisting that
developing countries should withdraw subsidies fritrair farmers, developed

countries have been allowed to regularly increhsed, and
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» the WTO systematically protects the trade and emin@dvantages of the rich
nations (especially the US) by denigrating the tigpiag countries’ right to take
activist measures to achieve development, whiclajnaglilutes their right to
special and differential treatmentnaptly, the WTO raises inequality into a

principle of decision-making, while clearly undemmg basic fairness.

Lastly, two seemingly contradictory developments arcause for serious concern for
future relations between Africa and the institutiosf global economic governance as
both issues could contribute to the further maiga#on of the continent. First, although
global economic governance cannot impose its régak on an unwilling state,
increasing effort is put into binding the develapinorld — especially Africa — tglobal
regulations by means of conviction and, in theory, mutual c@agion (Halabi,
2004:33). Neo-liberal policy prescriptions increagy strengthen markets at the expense
of governments. The economic discipline of globalrkets is thus used to pressurise
African countries, in particular, to abide by ums@& norms, rules, practices and trends —
economic and political — that, asymmetrically, nhaimenefit the rich countries. Second-
ly, as Hoogvelt (2001:195) asserts, “what is cutyeemerging is a system of global
economic governance with methods and instrumerdsedeto containing and managing
symptoms rather than removing causes, attestiagptocess oflisengagementrom the
periphery of the world economy”. While Africa doest want this system to contribute to
its marginalisation, it realises that it certainkeds these institutions to play a key role in

its de-marginalisation, i.e. eradicating its causes merely the symptoms.

5.61s its marginalisation a problem only for Africa?

A critical dimension of Africa’s marginalisation the risk implications — for the rest of
the world — of the ongoing degeneration and unde&idpment it causes on the
continent. Although Africa is still heavily depemdeon external assistance, it is,
reciprocally, also of significance to many globabeomies as it is fundamentally linked
to them. It is therefore important to ask whether further marginalisation of Africa is
only of major concern for Africa or whether it aleas growing adverse implications for

the rest of the world — in particular the developextld? The answer to this question is a
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cautious yes because it is not perfectly clear mclv ways the rest of the world is
affected. There is no doubt that Africa’s role lne tglobal economy is indeed valued by
most of the rest of the world. Notably, this doesate the risk of non-performance due to

its interdependence with global economies.

According to Saxena (2001:328), many Western casttepend heavily on Africa for
natural resources and markets as it, among otlserees, accounts for 99% of the
world’s cobalt, 54% of gold, and has significans gand oil reserves along with largely
untapped agricultural potential. The US, for insindepends heavily on Africa for oil
and various mineral resources which are essemtiats industries. With Europe, Japan
and leading developing countries such as Chinaaladd Brazil as important trading
partners, Africa is economically and strategicalfygreat significance to many of the
foremost economies in the world. This is also dp=dly emphasised by the key role
played by a number of African countries in advagdime interests of the G20 (Arrighi,
2002:29). In addition, just as the economic sigaifice of Africa to the rest of the world
can hardly be exaggerated, so too can the impactisiof its gradual disintegration due

to marginalisation.

Importantly therefore, as Collier (2007:3) emphesijsthe 2 century world of material
comfort, global travel, and economic interdependentill become increasingly
vulnerable to large islands of chaos”, of whichiédrcomprises the greatest part, with
70% of the people in what the author calls the t&wot Billion” being Africans. As the
problem of Africa’s marginalisation and underdeysi®nt continues to grow, the
continent diverges from an increasingly sophiséidaglobal economy, thus making
integration more difficult and the threat of it ¢obuting to an escalating global risk
scenario a greater reality. This is mainly dueh® tising potential of Africa becoming
economically and politically unstable as a restilinareasing vulnerability to external
shocks and influences, as well as internal turmamid collapse. Reducing this
vulnerability is a key challenge and opportunity é&specially the institutions of global
economic governance to, as partners, become ngnéicantly and intently involved in

Africa’s de-marginalisation. It can therefore besaleitely construed that Africa’s
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marginalisation is without doubt also a problemtfue rest of the world, thus reiterating

the importance of collectively defeating this chatije for the better of all.

5.7 Conclusion

A number of countries and regions suffer from maa@isation. What makes Africa’s
experience unique is that it involves all the coestlocated on one continent, making it
aneasy targefor exclusion. More specifically, Hoogvelt (20087) asserts that there is
a new relationship between the new world order Afnita: “a relationship of exclusion,
rather than of continuing incorporation”. Given thmpact of globalisation, Africa’s
marginalisation reflects a cle@eripheralisation and divergence from an increasingly
integrated global economy. In fact, according tdli€©o(1995:556), “Africa is currently
more marginalised within the world economy thamamy time in the past half century”.
The danger of this problem escalating to such aengxs that it may prove to be

irreversible and, therefore, underpin the contiiseiorther underdevelopment.

The chapter has demonstrated that Africagisssly underdevelopedand that its
marginalisation from the global economy is a hamd worsening) reality for which
more answers need to be found via debate, cooperand investigation. It provides
valuable perspective on the challenge facing thatiment in terms of economic
development as well as some encouraging areas W build for the future. While
many of the aspects and issues involved are ddbathis anecessary debateThe most
important aspect concerning the debate on the safskfrica’s marginalisation is that it
highlights areas where drastic change through mefr needed, on the part of both
Africa and the rest of the world. This chapter maéed to remould the debate into a
format forconstructive criticisnthat could provide valuable guidance for the awarit’s
rebuilding process. Hence, some key areas of cortoewhich more attention should be
paid by both sides in terms of reversing Africa’arginalisation, include:
» addressing the weaknesses of capitalism, makiagribre equitable system that
affords less competitive and less globalised coemtthe opportunity to be
included into the global economy;
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> redesigning reform efforts in Africa, in terms aftb a more inclusive planning
process and the proper implementation of reformmatnes;

» eradicating mismanagement by strengthening the statem (and its account-
ability), resulting in better mobilisation of resoas and delivery of public goods
and services;

» improving Africa’s high-risk environment by eradicesy corruption and poor
governance in order to create conditions that areerattractive to FDI, and

> rectifying the unrepresentative inequalities in ingt power evident in the

decision-making structures of the institutions lobgl economic governance.

The evidence highlights mainlgix findings. First, capital inflows are playing an
increasingly central role in Africa’s efforts towdsr improving economic growth and
capacity building. With Africa becoming more depentlon it, it is vital that FDI should
not result in a net transfer of real resources fAdrica to the rest of the world. Secondly,
export growth and diversification — especially inamafactures and services — are
essential, not only in making Africa more compeétin the global economy, but also for
improving living standards (i.e. GDP per capitajl averall productivity. Thirdly, and
particularly in Africa’s case, technological progsds playing an increasingly meaningful
role in becoming more globalised, i.e. more integtanto the global economy. In view
of this and, for example, telecommunications beling fastest growing sector in the
world, the need for technological advance calls fare research, development and
investment in technology as well as the developmémechnology skills to improve the
productive capacity of African workers. Fourthljhet scandalous amount of OECD
agricultural subsidies, along with tariff escalatigrecurring in sectors in which
developing countries have the most interest), atdhte a blatantly unfair global playing
field. Fifthly, from the KOF Index of Globalisatioit is clear that SSA is the least
globalised region in the world and that globalisatiactually perpetuates Africa’s
marginalisation. Lastly, it is evident thglobal economic governancéias contributed
significantly to Africa’s marginalisation. IMF/WaiIBank SAPs played a decisive part in
Africa’s economic deterioration. So also did Afrgaunder-representation in these

institutions’ decision-making structures and théaurtrading regime under the auspices
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of the WTO, unjustly constrict its economies. Refaf the IMF, World Bank and WTO

is long overdue and must be speeded up.

Importantly, this reflects positive relationship between thgovernance voiéndglobal
inequality It is not only the inadequacy of current globalomomic governance
arrangements and the contributory factors thateeating this governance void, but also
the unfair treatment by the IGEGs of many develgmauntries such as those in Africa;
which is resulting in more global inequality andrgiaalisation. Reciprocally, as global
inequality is worsening, it creates more and maneedainty as to what regulations,
guidelines and policy measures — i.e. governancangements (on a supra-national
and/or domestic level) — are necessary to put dn@it. This effect is then also, due to
the asymmetry problem and a lack of global leadprdgbrther worsened by the current
(and increasing) ambiguity regarding where theedéht spheres of authority begin and
end and which is more dominant. The result is ngbodal governance uncertainty and
more global inequality, and the concern is thas ilsi to the detriment of mainly the

developing countries that struggle to become glghategrated.

Then, the chapter also highlighted the fact thatabncern over Africa’s marginalisation
stretches beyond the continent. With uncertaintyosunding the Middle East and its oll
reserves escalating, and China’s interest in Afgaawing by the day, the competition
for Africa’s mineral riches and resources are iasheg rapidly. Hence, the strategic
significance of Africa in the global economy is sang its marginalisation to be a major
concern, also, for the rest of the world. Besidiascal and humanitarian concerns (e.g.
poverty and health), this is an even more significeason not to let Africa waste away.
In addition, allowing Africa to fade a way increadhe risk of it becoming a source of

serious instability in the global economy — a tisat the developing world cannot take.

In addressing Africa’s marginalisation, the keytasview the presentrisis as, what
Gramsci (1971:47) calls, “an interregnum”, a tughpoint. The need to catapult itself out
of underdevelopment and onto a sustainable patteeoharginalisation should become

Africa’s single most important focus. The contineahnot afford to linger on this issue
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and should thus collectively, either by means qfasate regional initiatives and/or the
African Union, take drastic action to put itself dme global economic map. While

initiatives by NEPAD and African Renaissance amerilght steps in this direction, more
should be done to speed up Africa’s re-integraiimo the world economy. As develop-
ing countries such as China, India, South-East Asth Latin America have demonstra-
ted in the recent past, it is possible to rise abserious impediments and move forward.
Africa will need to becomea global partner that adds valu@ecoming more globally

integrated yet more self-reliant will be critical Africa’s de-marginalisation strategy. By
mainly examining the extent of Africa’s marginatisa, this chapter has concluded the
study’s investigation into a number of problem-ar¢hat can be linked to either the
governance void or global inequality or both. Wiséands out is that each of these

problem-areas is a significant threat to the futstability and progress of the global
economy.

The next chapter will be the first to address pidrsolutions by investigating how
global economic governance can be reformed in otdamprove it and to create a

system that is more inclusive towards developingntes, particularly those in Africa.
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Appendix 5A: Digital divide between Africa and othe regions

DIGITAL DIVIDE

Countries Items as average percentage
Fax High-tech | ICT ex- Internet Mobile | Personal| Telephone Tele-
Machines exports | penditure users phones | compu- | mainlines | vision sets
ters
0.011% 1.8157% 0% 0% 0.0049%  0.0921% 1.0413% 2%548
0.0011% 2.8943% 0% 0% 0.0039%  0.0213% 0.4455% T1%A"
0.0706% 5.3348% 0% 0% 0.0874%  0.4881% 8.2937% 1%24
0.3429% 14.13% 0% 0% 0.7039¢ 5.5832%  38.3187%  20%8

Items as average percentage
0.1104% | 4.0685%| 4.3812%  0.2455%6  0.4549% 0.8307% 322% | 4.5264%
0.0818% | 1.6621%| 2.2874%  0.1241%  0.1875% 0.3442% 494.4 | 3.2731%
0.4334% | 5.1748%| 4.0229%  0.8277% 2.2179% 3.0734% 3846% | 20.1038%
2.7948% | 16.29% | 6.2298%  6.8276% 13.180p% 18.945% 4534% | 51.09%

Items as average percentage
0.176% | 4.2428%| 6.039%| 1.8427%  8.1807% 2.2001%  3%904 6.2681%

0.2187% 1.665% | 4.79359 2.0075%  5.4504% 1.8265% 33%4 | 5.1815%
1.0436% | 8.4973%| 6.21249 10.282%  26.1006% 7.6185% .3680% | 28.3179%

4.8% 21.57% | 7.3921% 41.6089% 68.1761% 47.409% 3694 | 78.047%
Source: Data from World Bank, 2008DI Online Database

Note: Items as average percentage, either as pageeof the population (e.g. items one,

four, five, six, seven and eight from left to riglor as percentage of manufactures (e.qg.

item two) or as percentage of GDP (e.g. item three)
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Regions 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Africa 72.1 73.0 72.1 72.9 69.1 75.4 75.6 76.2 76.9 80.3 81.3 82.9 85.5

S.E. Asia 104.3 102.2 111.1 129.6 121.8 133.5 175.8 172.3 177.2 188.6 195.4 194.7 182.7

Latin America & Car. 89.5 89.9 91.6 88.9 85.2 89.2 86.8 82.8 85.7 89.1 90.0 79.3 78.1
Advanced econ's 40.9 41.6 435 43.7 44.0 48.3 48.1 46.8 47.0 49.8 52.2 n/a n/a
World avg. 42.0 42.4 441 44.5 449 49.2 48.8 48.2 48.8 51.9 54.2 n/a n/a

Source: Data from World Bank, 2008DI Online Database

Note: Although Africa’s trade-to-GDP ratios wetleeady well above 60% during the 1990s, they med to exceptionally
high levels of above 80% since 2004. In contt@$tirther increases for Africa in 2006 and 200i, trade-to-GDP ratios of
Latin America and the Caribbean decreased sagmifly to below 80%. The export-driven South-EasigA economies have,
of course, abnormally high ratios. Interestingihe closeness of the advanced economies’ tra@bi®ratio’s and that of the

world average, especially over this last 14 ydara reflection of how dominant the rich courgrage in world trade. For Afri-

ca it is a concern that even though it predontlgaaxports primary products, and given that itsrezmies are very adversely

affected by tariffs, quotas and subsidies, ltighly dependent on trade — and, in particularoexparnings and manufactured

imports.
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Chapter 6

Remodelling global economic governance

6.1Introduction

Today’s world is dramatically different from thatthe mid-28' century when the IGEGs
were created. Not only have more developing coesitrbecome more globally
significant, but the forces that drive globalisatibave intensified global economic
interdependence. Although this has, on averagatemtea more prosperous world, it has
also increased global inequality and introduced kewls of global risks(e.g. in trade
and finance) that have heightened the vulnerahilitthe world economy. As a result of
this new reality, the need for change in the goaece and management of the global
economy has become paramount. In fact, in a swweagucted by the Washington Post
(2006:3) it was found that the IGEGs along with @& and the UN-system “have run out
of forward momentum” and that “the stalling of imtational institutions is striking — and
troubling”. Bradford & Linn (2007:1) point out theénadequacy of the current
international system of institutions to fulfil taskequired in the Z1century. Thus, the
need for reform and a re-thinking (and remodelliafparticularly the present structure

of global economic governance has reached a dritiage.

“Today we have globalisation without representdtiaccording to Derg (2005:xi).
The absence of appropriate checks and balancedingurinciples at the global level,
and a level global playing field have eroded gloleabnomic governance of the
legitimacy and sense of ownership that is requioedraw the cooperation and allegiance
needed from the international community. The tramsétion of the world economy has
not been matched by a parallel evolutiohthe mechanisms and institutions of global
economic governance. In fact, the need for strasgtutions of global governance, the
centrality of human development, and the necessftymore participation by the
developing countries in global economic decisiorkimg are among the most urgent
concerns for the global citizenry as globalisatmontinues to shape and reinvent the
global economy. This chapter addresses global @simngovernance needs for the®21

century, complemented with the needs of low-incotnentries (LICs) — especially
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Africa. Concomitantly, it suggests ways to bringpabreform of the IMF, World Bank
and WTO and therefore also the global economicesysitself, with a view to de-
marginalising Africa and advancing the economicaliegment of the entire developing
world. More specifically (and as key themes thraugh the chapter attempts to
demonstrate how global economic governance could, reform, become more
instrumental in addressing two critical areas afcan in the global economy:
» ensure that Africa and other LICs benefit more frahmt is on offer in the glo-
bal economy, resulting in better quality of lifenclitions. This implies enhancing
— for the LICs — the opportunities and reducingttireats of globalisation, and
> build a more integrative global system that helfiscA de-marginalise to ensure

that economic liberalisation, in particular, alsoris for the developing world.

While the chapter does not construgtiing-list, it does attempt to prioritise the reform
agenda by emphasising key areas/issues whereustauctform is most needed. The
underlying and central focus of the chapter is eoctn development: how it can be
brought about/enhanced, how to create an enabhrmgomment (global and domestic)
that would stimulate it, and how it can serve gda#form for global integration and de-
marginalisation, by means of a reformed and imploggstem of global economic
governance that would primarily benefit Africa, atiee rest of the developing world.
This chapter first addresses the questimes the world need more or less (global)
governance;?which is critical in determining the direction ofiange in governance on
the global level. Secondly, it considers guidingngples for reform and reform
alternatives (or proposals) for the WB, IMF and WTré&spectively. Thirdly, it explores
the prospect of a more integrative governance framme and also (lastly), a number of

diverse issues and concerns that involve Africd,wahich directly affect this framework.

6.2 Does the world need more or less (global) governag2

The issue of reform hinges on this fundamental tjuesi.e. should the global
governance function be primarily in the hands efshate, or should the emphasis shift to
supra-national institutions? Before addressingdhisstion, it is necessary to examine the

patterns of association between terms that prosigeificant context for answering it:
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governance, good governance and global govern&aeernanceis broader than the
notion of government. It is the sum of the many svandividuals and institutions, public
and private, manage their common affairs (Commissio Global Governance, 1996:2).
In principle, it is a continuing process wherebyedse or conflicting interests may be
accommodated and cooperative action taken. Forrfaas@ 995:14), this also relates to
global governancen that “all governance refers to mechanisms figersng social
systems toward their goals”. Given the growing nieedntegrating economic and social
welfare into the bundle of goods of any well-goestrsocietygood governancehould
include improvements in governmental institutionsl aound development management
(Weiss, 2000:802). In Ul Haqg's (1999:28) view, “tbencept of good governance has so
far failed to match the radicalism of the notionhefman development”. It is therefore
becoming clearer that in order to make economiclbgment the central goal in all
governance, a moteumane governances required. This entails providing global public
goods to the global society on the local level bgams of mechanisms of global
governance and a strengthened state system, weesro be well coordinated in order
to effectively engender equitable socio-economigettpment — the end result and

minimum requirement of sound political, economid &ivic governance.

Global governance invokes, especially in the padtt@War era, shifting the location of
authority and the site of control mechanisms todhpra-national level. With the main
challenges being international cooperation, cons@ict adherence as prerequisites for
legitimacy, the global system is fast approachimgossroad where it will have to decide
whether to follow a global governance route wite #gmphasis more on supra-national
institutions or a route with the emphasis more tates as the decisive role-players. The
fact is that the international community is faciaginescapable conundrumn that the
climate for governance has changed: the time oblates and exclusive sovereignty has
passed, which questions the basis — unquestiomailenal sovereignty — on which
world organisation was built in 1944, and contenmappr global problem-solving
increasingly requires supra-national decision-mgkiih therefore appears, particularly
with global problems escalating and the growingesjtead acceptance of international

norms (e.g. human rights and core labour rightsyt tore global governanceis
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inevitable. But is this what the world really ne@d3f course it would be presumptuous
to claim the answer to this question here, bug itecessary, at least, to consider some of
the rationale behind it. For further context, itula be useful to briefly consider some
key theoretical paradigms (see Appendix 6A). Gitret international institutions have a
natural tendency to expand in terms of their autyraand jurisdiction, the Liberal-
democratic internationalism theory stresses thetfet the need to ensure that they are
more democratic (through reform) also increasesatidlas become critical, as argued by
the Commission on Global Governance (1996:337)tH&sneed to balance the rights of
states with the rights of people, and the intereStstions with the interests of the global
neighbourhood”. Although this study does not aguél the Radical communitarianism
theory ofdemarch$?, it concurs with the principle that democratic lgib governance
should be organised alorignctional (e.g. trade, finance, environment), as opposed to
territorial lines, and that such functional autties should be directly accountable to the
communities and citizens whose interests are dyraftected by their actions (Held &
McGrew, 2000:411).

Moreover, in opposing a centralised managementoafep — as this study does — this
theory endorses the idea of a proliferation of dige overlapping and spatially
differentiated self-governing communities of fatewhich there would be multiple sites
of power but no sovereign or centralised structwfeauthority whatsoever. This could
result in a major shift in power in favour of thisablvantaged, causing a radical change
in the overall pattern of global society. Importgnthis theory conceives democracy as
inseparable from the achievement of social and @oonequality and the establishment
of the necessary conditions for self-developmentisl a bottom-up theory of the
democratisation of world order that promotesmane governancas the basis for
engendering global development and internationapecation. This study, however,
distances itself from the exclusive model proposgdCosmopolitanism because of its
mis-appreciation of reform of current global gowstoe arrangements. This theory

requires the subordination of regional, national lotal sovereignties to an overarching

% Demarchyis subversive of existing forms of global govercamand stresses the creation of alternative
forms of global social, economic and political argation based on communitarian principles. It setek
facilitate and encourage the active participatibthe people in decision-making (e.g. global csaktiety).
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legal framework. The theory considers this titemate triumph of democracyll three

theories — as is the case with globalisation — hemeouraged a revival of liberal
international thought, which has led to a growingpéasis on the global need for
improved governance arrangements that deal withafjlconcerns. Both the liberalism of

progress and the liberalism of fear emphasise ¢lee for international institutions.

To qualify thisneedfor global governancéand the issue of whether it is what the world
needsy, it is necessary to ask what the most favourableditions are under which to
exercise global governance?; i.e. in terms of dlelsanomic governance, what kind of
international economic structure and pattern of etlggment is most conducive to
improving quality of life conditions and long-terstability? It is apparent that the
institutional framework necessary for effective lggdbgovernance will have to transcend
national borders and prove its legitimacy by bedegnocratic, accountable and able to
accommodate diverse role-players by balancing @guabitimate interests. Strong
cooperation and coordination at the supra-natidexal — with no overriding central
authority — are basic requirements at the coreidt & framework. If this is to be the case
and all these are the ultimate goals toward whiehglobal community will be working
collectively, then it appears that the world nesise global governancénything less
than this would presumably not be what the worlddse stopping short of achieving all
these goals would spell disaster for the globalesys It appears that the option of
governments (or everegional governmenjs— instead of supra-national institutions —
becoming the decisive role-players in world order dwindling by the day as
globalisation is causing markets to burgeon achmsslers as these are becoming too
difficult to regulate and manage. Even the optibsroaller international institutions that
only become mere instruments of coalitions of masitates, allowing markets to dictate

and supposedly solve global problems facing humaséems too great a risk.

The reality is thaglobalisation has institutional requirementsnd, for the same reason
— excessive global uncertainty — market liberaligsatannot persist without the existence
of institutional mechanisms which can modify, comgete or accommodate societal

pressures. In fact, as Mortensen (2000:179) ardiiebe global market is left unregula-
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ted, it will, in time, undermine its own momentuntience, a supra-national governance
framework (i.emore global governanges indeed necessary on condition that it ensures
the efficient functioning — and proper governancef-global markets across borders —
and the delivery of global public goods on an equl fair basis. The securing of good
governance at the global level is, in fact, theedynproposed by both the advocates and
the opponents of globalisation. The question thecomes what should such a global
governance framework be, and more germane to tilnity swhat would be the nature and
composition of an appropriate supra-national ecaonogovernance structut® The
following sections will addrress this question. Attedly, there still are some questions
that are essential to this examination, but fatly-and large — outside the scope of this
study. Some includegovernance for whom, and for wha#®s global governance
increases, answers to these questions and othiéfseadme crucial in order to establish
sufficient legitimacy and accountability. Howevére issue at hand is how to transform

and strengthen the existing system of global ecangovernance structures.

6.3 The need for reform: guiding principles and structual change
As the first step in examining possible componéotsole-players) of a global economic
governance framework/structure, reform of the WBFland WTO is an absolute and
indisputable necessity. However, before considepraposals for structural reform for
each institution, this section attempts to esthdisme guiding principles for reform that
reflect their true intent. Any reform agenda mustbased on a clear and interconnected
set of principles that should be balanced accortintheir relative significance. For a
reform of global economic governance, mainly eggandard principles are advanced:
» The principle of fair representatiothat allows developing countries to have a
greater say and influence in voting and decisiok#ntastructures and processes;
» The principle of ownershithat ensures that developing countries participaiee
closely and effectively in the formulation and iaiton of programmes in their
countries, thus taking greater cognisance of Ifmalntry-specific) conditions;

% While it is only a suggested structure for globabnomic governance (see section 6.4) — with the em
phasis oreconomic- it ought to form part of an overall global govance structure. The latter, though, is a
broader topic that falls outside the scope of shigly. Importantly, more research in this areaitecal.
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» The principle of independendbat ensures that the IGEGs and their decision-
making are not inappropriately influenced by anyrdoy(ies), especially the G8;

» The principle of facilitating and building partndnps between developed and
developing countrie® foster new patterns of assistance and coopartiat de-
liver on promises and are mutually beneficial withany form of exploitation;

» The principle of good governance (internal focusgluding sufficient effective-
ness, accountability, legitimacy and transparencylblevels — decision-making
and operational. Importantly, it must also show ilingness to adjust to 21
century conditions and requirements as regardsagEtmnomic governance;

» The principle of global leadership and effective v$ power (external focus)g.

a responsibility that allows them to strengthenrtgevernance through a clear di-
vision of labour to play a more decisive role imfan development (WB leader-
ship), the global financial system (IMF leadershgnd the global trading system
(WTO leadership) to improve the delivery of badmbal public goods to all;

» The principle of critical reflectiontheir becoming more critical of the impact of
their in-country operations and programmes, rasgilith constant improvement;

» The principle of a global responsibility for humdavelopmentmaking poverty

reduction and pro-poor growth key foci in all pragrmes and decision-making.

6.3.1 Reforming the World Bank and establishing developmet as a central focus
The WB has a long history of adapting to changitapg circumstances. Yet most of
this transformation was in expanding its mission agenda, while mostly neglecting
what is actually required, i.e. real structurabref. The WB'’s strategy of incrementalism
has attracted much criticism as piecemeal reformg tbeen found wanting and 21
century-demands have been growing. Globalisatidailisg for most of the world’s poor
and a major reason for this is that there has aehla corresponding change in how the
global economy is governed. The WB needs to becewess more responsive to the
concerns of the developing countries. First, imgea public institution the WB has an
obligation to become more open amansparent, especially to the LICs. Its decision-
making and research should be made more publis, é¢haouraging public debate. The

fact is that secrecy engenders suspicions. Thigslien institution’s legitimacy and
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undermines the political sustainability of its pods because it raises the question of
whose interests are really being served (Stight¥)3a:229). Secrecy also undermines
democracy. The difficult issue, for instanceaofoice for Africastill awaits a convincing
response. Critics argue that the WB’s legitimacynslermined by it promotinmsider
financial and corporate interests instead of adungsthe needs of the voiceless poor.
This has led to an acutely growing demand for aemepresentative governance
structure and broader engagement of borrowers,rig;ally intended by the WB's
founders. The pressing issue for the WB (and th&)IM how to rebalance members’
changing economic and demographic weights to refleantries’ true currenstatus
One suggestion is that dbuble majority votingvhich would particularly beneféfrica.
This can be defined as a majority of shareholdézs;an the one hand, and a majority of
developing country votes, on the other (Jakob@®52229). As a compromise and a way
out of the current impasse, double majority votstgpuld not only be restricted to
operational matters (projects, programmes and paeetpbut also be used on many more
issues at the WB. This would create an incentivébforowers (who now, due to a lack
of influence, see no point in debating institutibriasues) to build coalitions.
Furthermore, to engender more change in the preseinly and capital structure of the
WB, it could also: (1) strengthen the principle @iinership by giving developing
countries a greater say in the formulation andiatian of WB programmes in their
countries, and (2) increase the number of basiesvof the 149 developing countries,
restoring them to their original level, and therabgreasing their relative weight from
40% to 43%. To build consistency, the ratio of bagbtes to total votes should be

maintained in future to prevembte erosiorof the past decades.

Two further suggestions for fairer representatiothie case of both the WB and the IMF
include: Europe could strengthen its position othld®xecutive Boards if they were to
consolidate the current eight chairs into a sirigleopean chair, giving them a combined
voting share of over 25% and veto power along i US. With a lesser number of
seats, this would also make decision-making mdex®fe. Secondly, as an incentive for
the Europeans, the US could withdraw its right ébovin both institutions. This would

make it the respected global leader it is supptsdze instead of its currehiegemonic



192

ruler status. Both sides would gain in terms of they &kared objective: making the WB
and IMF more effective instruments of global depehent and financial policy
(Bradford & Linn, 2007:126). Emerging market econesn- especially those in A&fa-
would also benefit, having a stronger voice anck votthese institutions. These five pro-
posals for change would give real content and nmggta governance reform in the WB
and IMF, thus creating more opportunities for ntatéral bargaining, coalition building,

and more democratic global economic governancestwisineeded for the 2tentury.

In addition, the WB needs to becor@ss dependenbn its shareholder governments.
WB directors, in particular, should be appointedhaerit for fixed terms coupled with an
unequivocal promise of independence from the gawents that appointed them. Eradi-
cating further doubts about its independence, tlBeshould not elect Americans only to
be its presidents. This sensitive issue needs trggention. In becoming more in-
dependent, the WB should ensure that both borroamisnon-borrowers become more
aware of their ownership in the WB. One considerafor this is to have a rethinking of
the framework for the IDX (International Development Association), sepafate any
reconfiguration of IBRD (International Bank of Restruction and Development) shares,

which would have little impact on decision-makimgie IDA.

Another dimension of the WB’s struggle to gain tegacy is the issue aiccountabili-

ty. As a first initiative of this kind, the World Birinspection Panel offers (since 1993) a
possible recourse to people affected by WB projeztgy to hold the institution (and
indirectly their own government) to account. It anbes the power of the Executive
Board, as well as that of a wide group of affecstakeholdersin the WB’s work.
However, with the Board retaining the power to péeinvestigations by the Inspection
Panel to proceed or not, it remains a rather quesle mechanism of horizontal
accountability. The Inspection Panel needs to havgreater say and become more
independent. It should also be complemented byhanohorizontal check on WB

officials — an alternative model of accountabilitlye Office of the Compliance Adviser/

% The WB needs to revitalise its role in low-incogee fast growing emerging markets such as China and
India, to not become irrelevant as a lending agexmzl/to promote pro-poor and equitable growth pesic
" The WB's facility for low-cost loans and grantsthe poorest countries, funded by donors’ contiitmst
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Ombudsman (CAO) (Woods, 2005:161). Created in 1988, CAO is tasked with
dealing with environmental and social concernsteeladao WB operations. Having to
report to the President of the WB (although beimdependent) and having no formal
power, the CAO will need to increase its authorityrder to be a credible instrument of
accountability. Horizontal accountability will, imoptantly, also need to be reinforced by
forms of vertical accountability such as memberegoments and organised global and

local interest groups to hold the WB and other gla@overnance institutions to account.

If the IGEGs are to have a significant impact omeyty, inequality will need to be at the
heart of any strategy. As it adapts agsproach towards LICs, in particular, the WB’s
structural adjustment frameworks have to becomeentistributionally favourable
(Cornia & Court, 2001:31). This means that it skdoallow more time for institutional
development ahead of reforms, include distributionancerns in the design and
regulation of privatisation (e.g. in the way WB{tea are using Poverty Reduction
Strategy Papers), and set up new, permanent msaomanhat would support the poor
during periods of structural reform (e.g. socialds that protect the poor from macroeco-
nomic shocks). Local economic and political ingidn building should become a prime
vehicle for creating conditions that are more cainviito equitable and pro-poor growth,
thus also increasing developing country ownershighe World Bank. Although it has
long recognised the importance of education, livinthin one’s budget constraints, and
macroeconomic stability as prerequisites for susfaéslevelopment, the WB is now also
coming more to terms with the importance of esshlitig a strong technological basis
that includes support for advanced training (Stg003e:122). The World Bank should
emphasise this aspect and promote trade and opemméke context of encouraging
exports rather than advise LICs to merely redusgetibarriers on imports.

In further adapting its approach, the World Banlslswnly starting to address an issue
that has been growing in prominence over the p@sitSlyears: the@rovision of global
public goods As much ambiguity still surrounds this issue, terld Bank would
strengthen its development initiatives if it weoeeixtend its mandate for providing and

financing global public goods, i.e. as a globatleraand initiator, not as the sole provider
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and financier. Birdsall (2006:40) defingkbal public goodsas “those goods (drad9
that no single nation has a sufficient incentivegptoduce (or limit) in optimal (from a
global standpoint) amounts, but which have benéditsosts) for all nations”. Examples
include technological advances in health and alue while bads include global
warming. Although WB involvement in providing andndncing (e.g. trust funds
managed outside the purview of its budget) glohdilip goods is still fairly limited, it
has, with its deep range of expertise, the abilitymake a significant contribution. A
Global Public Goods Trust Fund should be initisied managed by the WB, which can
be financed (among other sources of finance) byespartion of its annual net income.
To enhance ownership in the WB, low- and middlesme borrowers should have at
least 50% of the votes in such a Trust Fund, with middle-income countries having
more power to set the agenda in return for finand¢irat they would provide by paying
higher interest charges on their loans than thiegratise would (Birdsall, 2007:54). And,
in the broader picture, this Trust Fund should &lsdinked with the build-up of a stable
and equitable system of development finance fordalleloping countries as well as

finance for development-related scientific reseaedpecially in health and agriculture.

This should be viewed as complementary to thetyetliat public assistance is being
greatly outpaced by private capital flows as the Wi openly recognises that it increa-
singly finds itself marginalised in its capacity finance development. In 2000, private
net inflows to emerging markets exceeded net afficiflows by nearly $170 billion and

in 2006 by $68 billion (World Bank, 2008). It isuse for concern that only in the
poorest countries the WB still has an impact aanggfinancing development. Hence, to
further bolster the initiatives mentioned above, YWB should adopt a strategy — collabo-
rating with the private sector — whereby its depetent funds complement private

capital flows, andvice versato assist development in the broader developioddy

Economic theory now recognises that developmemtage than just efficient resource
allocation and the supply of capital; it also inxed atransformation of society
Conditionality by the IGEGs has created impedimeatgffective transitions due to it

making it difficult for developing countries to fog on priorities. Broadly considered,
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conditionality has failed without being replaced. While the Wdkhk has attempted to
refine conditionality, it should rather be subgetl with, for exampleselectivity This
means, according to Stiglitz (2003a:242), “givirid & countries with a proven track
record, allowing them to choose for themselves then development strategies, ending
the micro-management of the past”. Given selegtjveVidence suggests that aid can
have significant impacts both in reducing poverig & promoting growth. This presents
an opportunity for the WB to play a leading roletire coordination of aid, which is
infamously fragmented, duplicative, and clutterathva large number of donors tripping
over each others’ bilateral and multilateral eorFor this, a reformed and credible

World Bank is needed to reduce the risk of cortgobne institution for donors.

Moreover, with debt forgiveness coming increasingtger scrutiny, without the forgive-
ness of debt, many developing countries simply cagnow. Large proportions of their
current exports go to repaying loans to developrthties. Despite the moral issues and
arguments, debt relief needs to go further in ti@tonly the poorest of the countries
receives this benefit. As a form dévelopment assistanceghe WB has a crucial role to
play here to make the case of debt relief (and ftawigeria) on behalf of other develop-
ing countries, thus levelling the playing fieldgohance global competition. Although it
makes sense that the LICs need grants, not loamesdifor loans (e.g. for infrastructure
projects) remains, which requires the role afedit cooperativehat should be filled by
the World Bank. The World Bank is therefore needexkn for middle-income (and
occasionally high-income) countries in the casemintercyclical lending and funding
for critical sectors such as health and educafiorenhance itkending effectivenessand
relevance for these groups of countries, the Wa&dshk should consider to sharply
expand the range of financial products and instnimeow available to borrowers. Two
examples are (1) risk management products andumstits to hedge against commodity
risk, and (2) borrowing in local capital marketsstoengthen them and to lend in local
currency, thereby reducing currency risk for boreosv Another innovation could be to
create a new loan product (without much conditiiesl) that would reduce hassle costs
for borrowers and administrative costs for the WAvings from the latter, Birdsall

(2006:29) argues, would yield greater social resufeployed in the financing of global
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public goods. An innovation that would particulabgnefit LICs is to add a degree of
differential pricingamong IBRD borrowers, tied strictly to per capitaome and not to

credit rating. Moreover, especially for LICs, itagtical that the WB continue to change
its approach in favour of more active participatiora development programme by the
borrowing country to improve its effectiveness. sTwould ensure a more cooperative
relationship between itself and recipient countrésl be central to building the sense of

participation and ownership that the developingldiegquests for enhanced legitimacy.

In addition, theinternal evaluation department does not fill the need for the credible
fully independent assessment of WB programmes ahceféectiveness. Well-targeted
evaluations of WB-supported programmes that arg and visibly independent would
improve the credibility of its efforts. The WB neetb take leadership in ensuring truly
independent evaluation of the impact of WB and io#id-supported programmes. This
will provide evidence for further improvement (dteanative strategies) of programmes.
In addition, for the WB to become moe#fective as regards its development efforts, it
should consider scale and distance. Its headgeanmeWashington and its staff of
international professionals limit the effectivenedsts operating role in local ventures
such as micro-credit lending. Following a wholes@hstead of retail) approach to de-
velopment via smaller organisations in the fieldnisre appropriate fonands-on tasks

This will help fill the need of making the WB’s mammes more country-specific.

According to Einhorn (2001:33), the World Bank manclearly due for a “managerial”
cycle to follow its visionary one. Taking on evepra grandiose ambitions has resulted
in the WB losing focus. In addressing its intenrmanagement, the WB should narrow its
focus and raise its profile of core competencies, iexdming a global leader in mainly
two areas: as a development agency and in theedglof global public goods. The WB'’s
mission creephas led it further away from tasks on which iteien feasible to have
accountability. If it reverses this trend, not omlijl it become more effective, but it will
also be better able to create accountability feulte achieved in especially LICs; this
would raise the legitimacy of its governance ancegiredibility to its leadership. There

is also a need for re-organisation in the WB. Qugggestion is putting finance ministers
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in the lead to strengthen the hand of those paotiekers who see the WB as a key role-
player in expanding the global economy. This withglify the WB'’s role as a partner
with the WTO and the IMF in expanding global prasiye(Einhorn, 2001:34). Another
suggestion is for the World Bank to transform itevBlopment Committee into a
decision-making body and provide it with more efifee control over the activities of the
WB and the IMF (Camdessus, 2005:16). Its purposmsddibe,inter alia, to review the
transfers of real resources to developing countiibe change would strongly signal the
high priority given to the involvement of governn&im development decision-making.

As along-term lender, the World Bank has an enormous task. Camdes€05:(P1)
argues that this should include reintroducing grantthe panoply of its instruments for
development, and working hard to progressivelydnmarket financing to the emerging
countries. Given the need for development and nmaygd progress towards the
Millennium Development Goals (MDGs) — complementsame good work the World
Bank is already doing in this area — this role stidne enhanced by:
» the WB concentrating more on investment in infiastire and technology;
» shifting more of its attention from nation-statescities (especially mega-cities)
where many of the most critical unfinanced needsd (aitiatives) are;
» intensifying its cooperation with regional develogmh banks (RDBs), yet
retaining the responsibility of taking the leadd®velopment issues and projects;
» continuing with technical assistance and develojpogl financial markets, and
» working towards real solutions for corruption (whiandermines development)
by helping to create conditions and an environmenivhich political leaders

experience the benefits of basic ethical requiramehbusiness or official life.

The WB should embrace and enhance its contempooéyas aglobal development

agency by taking leadership in coordinating and partitipg in global development
activities and policy dialogue, involving developmeartners from around the world
(Pincus & Winters, 2002:24). With its expertise 8 could simultaneously combine
its role as a knowledge bank and promote a markdevelopment thinking and practice

to generate ideas and projects beyond the bousdafritbe Washington Consensus.
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6.3.2 Reforming the IMF and the global financial system

The IMF is not a private bank; it is a public imgtion that has a basic responsibility as
regards openness atrdnsparency, in particular. There should be no place for segre
especially due to the fact that the leaders of IME, WB and WTO are not directly
elected by the public and therefore have no daecbuntability to the public (as of yet).
As Stiglitz (2003a:229) argues, “there can be deataraccountability only if those to
whom these public institutions are supposed todoewntable are well informed about
what they are doing — including what choices thegfionted and how those decisions
were made”. If they want to perform a global gowrce function, these institutions need
to recognise the global citizens’ basight to know Apart from being transparent about
its discussion papers and other documents, the hWé&ds to disclose the expected
poverty and unemployment impact of its programn@suntries should know the likely
consequences of what it recommends and be ableldattre IMF to account if it syste-
matically errs in its analyses — if, for example increases in poverty are greater than it
forecasted. The institution should be held accdaataot only for its outputs (including
the quality of its decisions), but also for theutgpand the process in decision-making.
As the most noticeable gap in the transparencyheflMF, the decisions taken by the
Executive Board (e.g. the minutes of Board meejisgould be published; more votes
on issues should be taken and recorded so that#relge publicised and governments be
held accountable by their citizens for their partthose decisions. In addition, the

selection of the Managing Director must be transpiand unprejudiced.

Although the work of the IMF has since 1996 beenl@ated by itself, the Office of
Internal Audit and Inspection, and external, indef@t evaluations by outside experts,
the actual weakness afonitoring and evaluation in the IMF to date has been that all
too often reviews and reports are ignored and oltived up (Woods, 2004:410). There
needs to be sufficient reform subsequent to anjuatian and the entire process be made
public to enhance better absorption of lessons ifoprovements. Moreover, the
horizontalaccountability of the IMF — the capacity of other actors to eaghat it works
effectively, fairly and within its jurisdiction — ost be further enhanced and become fully

independent. For instance, monitoring and evalpasbould also include audits at
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country level. Vertical accountability needs toupglated to take account of its changing
role in a globalising world economy — particulasay regards its relationship with NGOs
and the global civil society. In view of growing lgic demand, this form of
accountability requires an improvement in the vosrel participation of developing
countries, in particular. To secure broad-basetigy@eition and ownership in the process
of strategy development and implementation (whatifhF wants), more participation by
developing countries at Board level is requiredaMegful participation by developing
countries in the processes of priority-setting,iggeinaking, and implementation and
monitoring in an ongoing way is vital. This impli#sat representative reform within the
IMF requires overhauling not just the voting sturet but also its decision-making

processes, which qualifies as mbasic requirementsor vertical accountability.

The voting structure of the IMF's governance is arguably most in neédeal reform
due to its palpable unfairness. Apart from not aaialy reflecting countries’ relative
economic strength, the problem with the IMF’s cotreeighted voting system is that it
causes a member’s voting power to be incongrueits teoting weight, allowing the G8
countries to dominate decision-making even moren thi@ir unfair voting margin
suggests. As in the case of the World Bank, iuggested that the IMF adopt a double
majority voting system in which an initiative woubéed to be approved by a majority of
the weighted votes and by a majority of membersroter to pass. This will enable a
fairer representation of countries’ voting weightgl a greatesymmetry of interestsnd
preferences of both developed and developing cesnttrand & Rapkin, 2005:237). In
order to access the potential effects afoable majority voting system, two renowned
indices can be considered — the Shapley-ShubikBamzhaf indices — which are often
used in the analysis of voting power to determime telative influence of individual

actors in a voting system. For example, in a vogame withn countries (and county:

[g; wl, w2, w3, ... wn]

As shown below, a country’s Banzhaf voting powdugas simply the number of times

it is acritical actor divided by the total number of times all cwies are critical actors.
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The Shapley-Shubik index below assesses countassdbon their abilities to serve as
pivotal members of winning coalitions. This index dividé® number of times (i.e.
orderings) a country is pivotal by the total numbepossible orderings, and multiplies it

with the votes (value/influence) added to coalitiioy countryi.

(n—sh)(s-1)
SSI= ————— W9 - vS—{i})]
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Results for both indices sum to 1 and can be egptkas percentages. Both should effect
greater congruency in the overall balance betwedative voting power and voting
weight; hence more equitable representation. StaRdpkin (2005:242) have simulated
a double majority voting procedure for the IMF'sd€xtive Board, using the two index
measures above. Results show that the change froplesmajority to double majority
voting rebalances the gaps between voting weigidspawer, thus increasing the voting
power of developing countries and decreasing thteodeveloped. This result in a fairer

distribution of voting power and still gives moreting power to the creditor nations.

Figure 6.1: Voting weight and power in the IMF — smple and double majority rules

United Statg
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Source: Strand & Rapkin, 2005:242-243
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Note: Being headed by specific representatives,vtitang groups in Figure 6.1 consist éftexico, El
Salvador, Guatemala, Honduras, Nicaragua, Spaimex(ela;India, Bangladesh, Bhutan, Sri Lanka;
Egypt, Bahrain, Iraq, Jordan, Kuwait, Lebanon, Libya, Ififees, Oman, Qatar, Syria, United Arab
Emirites, Yemen; and@anzania, Angola, Botswana, Burundi, Eritrea, Ethiopia, (héan Kenya, Lesotho,
Liberia, Malawi, Mozambique, Namibia, Nigeria, Seet.eone, South Africa, Sudan, Swaziland, Uganda

and Zambia. Note also that in total there are ahbutoting groups being representing on the IMMBs E

As Figure 6.1 shows, two African constituencieg.(&gypt and Tanzania voting groups)
would have significantly more voting power undettbimdices, while that of the US (and
especially the other G8 countries) decreases ceradity. Double majority voting would
therefore give developing countries a greater vaiog would require the US and other
large vote holders to rely on others more for ¢medibuilding than they currently do. For
a full overhaul of the IMF’s voting regime, this thed could be complemented by either
significantly increasing basic votes to a set patage, and/or by a switch to a purchasing
power parity (PPP)-based version of GDP. GDP at wW&d give a truer reflection of a
country’s economic strength and would lessen gpatity with voting power. It should
also be used in the IMFguota formula calculations to make resource allocation fairer.
Corporate governance principles that protect tgbktsi of minority shareholders should
also be introduced by the IMF to help separatetipali power from economic power.
Lastly, while the IMF mostly makes decisions basadconsensus, achieving consensus
is becoming more difficult due to the polarisatioetween major creditors and others,

making it even more critical for the IMF to adopraly representative voting system.

In addition to voting reform, the IMF needs to ii@ié reform concerning its quota formu-
la by including capital flows volatility as an atidhal variable. This will capture macro-
economic volatility associated with capital accausitocks as well as countries’ vulnera-
bilities to balance of payment crisis, thus pronglthe IMF with a better indication of
the amount of resources potentially required tdiks® a given country (Dos Reis,
2005:195). A suggestion is to measure and incluateonly capital flows volatility as a
share of GDP, but also volatility in exports asrehaf GDP. Although the latter already
forms part of the current quota formula (as currectipts) of the IMF, it is in absolute

terms. One problem with the IMF’'s quota calculasias that it does not capture coun-
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tries’ macroeconomic vulnerability to capital angrent account shocks. As Figure 6.2
shows, measuring volatility (1990-2003) in absoliglens rather than as a proportion of
GDP makes a significant difference in how volatiépital flows and exports of different

regions are perceived to be. It even affects th®nal ranking among developing coun-

tries, revealing that Africa appears, in the lattense, to be the most vulnerable region.

Figure 6.2: Volatility of net capital flows and exprts (1990-2003)
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Source: Dos Reis, 2005:207

Table 6.1 indicates that Africa will thus benefietmost from this proposed change in the
guota formula. From 1990 to 20@drica’s total volatility of capital flows and exports
(measured in absolute terms in the middle-columrskare of GDP on the right) rose by
24 percentage points, while that of the US declimgdver 21 percentage points. It must
be borne in mind that although significant, thisege represents only a fraction of the
whole formula. Moreover, Knighgt al. (2000:23) contend that “the increasing adoption
of floating exchange rates and the surge in intenal capital flows in the 1990s have
led to numerous calls for IMF reform”. It is thulear that the time for curtailing reforms
is over.Ad hocresponses and half-hearted gestures to refornmglitstance to admit its
policy mistakes and its efforts to defend its séan€ institutional infallibility have cost
the IMF much of its credibility. Fundamental chafgesed on transparency and a healthy
dose of self-examination will assist greatly imgBrming the IMF into the effective and

legitimate global governance institution for whitls supposed to be appreciated by all.
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Table 6.1: Variability of net capital flows and curent receipts (1990-2002)

Variability

Source: Dos Reis, 2005:205

In addition to reforming its governance structuhe IMF needs to adjust its approach to-

wards stabilisation and structural adjustment fraor&s, placing more emphasis on era-

dicating inequality and poverty. Whereas effortshase two areas during the 1980s and

1990s have tended to cause rises in inequality ere®APs had major impacts on the

poor — a change of approach should mainly invofferts to (Cornia & Court, 2001:31):

>
>

choose reasonabdétabilisation targetgor inflation and the budget deficit;
choose a realistic pace for adjustment; often gredlbut irreversible — measures
are politically and technically more feasible thmaare ambitious ones;

reduce deficits by increasing progressive taxatather than by reducing pro-
poor public expenditures;

generate sufficient external financing to evenautsumption;

proactively establish adequate and inexpensivakmsurance mechanisms;

rely more — whenever possible — on devaluation @anadther export promotion
measures rather than on monetary and fiscal exgansi

include distributional concerns in the design aegutation of domestic financial
regulation and privatisation;

support policies (including capital controls) tomihnish the output volatility
caused by financial shocks, and

improve country surveillance in developed economiess the 2008 sub-prime

crisis in the US has shown — to be equally as sgexs in emerging economies.
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A reversion to capital controls appears inevitableountries prefer to assign fiscal and
monetary policy to achieving growth. For examplapital controls to support the
currency have enabled China to reflate its economrgate new employment
opportunities and in this way offset part of theiabcosts of privatisation. International
action — led by the IMF — to curb destabilising tterm capital flows could mitigate
output volatility and enhance the scope for evadirastic recession-induced increases in
poverty and inequality (Cornia & Court, 2001:32)apital account liberalisation is
increasingly perceived to have caused growing ireamequality in many developing
countries, making it difficult to reduce the outpulatility associated with financial
contagion. With exchange rate policy and financéglulation regarded as weak points in
emerging economies, all this stresses the needdwoperative international action and

IMF leadership with respect to regulatory mechasison global financial markets.

Policy-makers, both nationally and in institutioasch as the IMF, are increasingly
realising that greater care must be taken in asgete appropriateegimes for capital
inflows in developing countries. Efficient allocation cdpital flows and the extent to
which these lead to continued improvements in ecoogerformance will depend
heavily on the efficiency and development of thebgl financial system (Wilson,
2004:178). The IMF, in its recommendations, muspleasise the importance of meeting
certain preconditions before countries’ capitalcacts are fully opened, particularly in
view of the risk that a move to capital accountwastibility may not improve welfare
and may increase vulnerability to financial criséhis underscores a mopragmatic
approach— with the IMF as the torch-bearer — towards ej@itcount liberalisation. It is

important, though, that the IMF should clarifyiitde in this liberalisation process.

As one of the trulynew aspects of the global economy, the growing andegguented
influence of global capital markets increasinglguies actions to strengthen thiebal
financial system Hence, fundamental reform of this system — le@ bgformed IMF — is
needed to minimise future crises and the risk oftagion that avoids both moral hazard
and excessive macroeconomic adjustment in crisiatdes (Knightet al, 2000:27). Key
reforms therefore include (Stiglitz, 2003a:236):
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Becoming more aware of the dangers of capital nmdrkeralisation. Instead of
resisting them, the IMF should reinforce intervens by banking and tax systems
that attempt to reduce the hazardous externalitig®sed by short-term capital
flows on those not directly party to these transast (the borrowers and lenders).
Improved banking regulationin terms of both design and implementation, this i
needed in both developed and less developed cesntoi curtail short-term
lending, in particular. The mistake of too muchaficial sector deregulation and
the excessive reliance on capital adequacy stasdawudt be rectified and adapted
to the circumstances and capacities of each cauhitnaddition, the banking
system should supply capital to finance entergaisgjob creation.

Enhanced risk managemeito matter what reforms occur to the exchange rate
mechanism, countries will still face extensive siskspecially the less developed.
While insurance markets against these risks shoelldeveloped, the IMF, World
Bank and the developed countries should providensloto the developing
countries that mitigate these risks, for instangédving the creditors absorb the
risks of large real interest fluctuations.

Improved safety neténternational assistance for developing countespecially
in agriculture and small business, is essentiabtolding safety nets to enhance
the capabilities of the vulnerable within theserdoies in order to absorb risks. A
lack of unemployment insurance programmes exerapliieak social safety nets.
A debt-relief frameworkSuch a framework will enable governments to negmtia
the rescheduling and reduction of repayment obbgat For LICs and middle-
income countries this will offer recourse to a maubm that limits creditor
claims which, more often than not, jeopardise tloig-term economic prospects.
Improved response to criséarst of all the IMF needs to warn its membershaf
outbreak of financial crises in a timely mannereTtB97-98 crises taught the
need for a restoration of balance: the concernsn@dll businesses and workers
have to be balanced with those of creditors; arel ithpacts of policies on
domestic capital flight have to balance the exeessittention paid to foreign

investors. In addition, Appendix 6B offers an altive framework for IMF
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intervention in the format of a decision-tree, iflang options for moving from

crisis to solution.

Moreover, the IMF should continue being centralyadlved in policy advice to its
member countries. Sensitivity to country conditiamsl expertise will, however, become
more critical in future. In fact, the IMF shouldw#op an ongoing working relationship
with a country to help it solve its problems, awndbuild policy credibility. While this
involves continuing policy assistance insteadote-offadvice, it should be a two-way
relationship that encourages contributions fromhbetdes. This is important for
enhancing ownership in the IMF and helping the ptaoce of its advice as impatrtial.
The focus of the IMF’s work — outside crisis sifoas — must be to help markets work
better and to avoid the build-up of unsustainabibalances, such as the current global
current account imbalances. Crockett (2004:54) ssiggthat one way in which it can do
this is by setting a standard in its area of expgrimacroeconomic policy. The IMF has
developed useful standards of data transparencg@uld perform a similar function in
the areas of monetary and fiscal policy guideliresnmplementing countries’ efforts.
Another key leadership/coordinating role for theAM to assist in the dissemination and
implementation of standards developed by other-ptagers in the global financial
system. While building a stable and efficient fio@h system is a complex and time-
consuming task, it is necessary to follow a codperaapproach and be sensitive to

differing institutional structures across countries

Just as the introduction of more stability into ghebal financial system — a global public
good in itself — enjoys high priority in the IMMé strengthening aswnership should
also be given precedence. The IMF is the one iatemmal institution that needs to raise
its profile in terms of credibility and participajogovernance. In building a relationship
of trust with country authorities and enhancing evship on the basis of giving as much
flexibility and empowerment to these authoritieassible, it desperately needs, among
other things, to: (1) promote flexibility in prognae design by basing its conditionality
on attaining broad outcomes rather than on detgielity actions gutcomes-based

conditionality) and allowing more flexibility in the timing of slbursements linked to
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structural reformsflpating tranche¥ (2) devote more effort to provide technical soipp
for capacity building in low- and middle-income cdues. In terms of its conditionality,
the IMF should seek to minimise its interventiomsl aaim for greater consensus and
commitment (Bird & Joyce, 2001:81). The idea isteeamline conditionality, based on
the principle ofless is moreProgramme conditionality might be reformed toref@low

a sliding scale; governments that follow a recogghisconomic reform agenda and have a
good track record of economic policy could recelight conditionality, with this
becoming heavier only when governments are disiadlito formulate their own

programmes or in case where past promises havgeesotkept.

IMF programmes should include more country-drivemategies, making poverty
alleviation the focal point of economic policy, &ger with a renewed emphasis on rapid
growth led by the private sector. The IMF shouldegmore recognition, though, to the
role of global corporationsin the intensification of movements of short-tezapital and
the often destabilising impact on the global finahsystem. In cooperation with member
countries, the IMF should initiate and strengthiee design of a counteractive strategy,
comprising a global regulatory framework for MNChhgiour and involvement in
countries — in particular vulnerable host LICs. Mdrivatisation now aivenin many
countries, regulation is increasingly the key ergomt for equity concerns. The IMF
should assist countries to establish various réguylamechanisms and subsidies to
ensure that service delivery to the poor can bdogled, thus increasing the relative
effectiveness of privatised utilities. In additienespecially during times of crises — the
IMF should also play aole in encouraging ongoing communications betweenldode
and its private sector creditors and the estabkstinof standing creditor associations.
Introducing collective actions clauses in soveretgbt instruments, for instance, will

further strengthen the IMF®oordinating rolein bringing debtors and creditors together.

6.3.3 Reforming the WTO and the global trading system
As the WTO has outgrown the processes appropria@ntearlier time, there is con-
sensus among its members that they need a prod#ss Wreater degree of internal

transparency and inclusion to accommodate a larger and morersky membership
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(Walden, 1999:8). It is unacceptable that the teohsiany trade agreements are still
negotiated — and the agenda set — beklodeddoors with little public debate about
specific provisions. Procedural reforms are neeedeveal deliberations about trade
issues. Small groups of countries, involving allnmbers, should be chosen to reflect the
various interests of both large and small tradimgintries, ensuring an open and
transparent process in which the views and voideslloare heard. Similarly, the
deliberation process must accommodate the actixaviement of role-players other than
trade ministers alone; e.g. science ministers faellectual property matters, envi-
ronmental ministers for when trade policies affiéaet environment, and the global civil
society. For morgéransparencythe WTO should also disclose all contacts betwgzen
vernments and written submissions relating to traegotiations. For mornaclusion, de-
veloping countries must participate more in rulekimg. While each country has a single
vote at the WTO, in practice, the US, Europe argadadominate proceedings (Stiglitz,
2003a:225). This has to change. A reform which d@onsounterbalance the asymmetries
in the global trade network bargaining system amide insulation from the politics of

decision-making on trade and foreign investmentdsss urgently required.

More opportunities for developing countries shobkl created by the WTO for their
concerns to be heard in order to, at least, achggeificant concessions. Although
interests might not fully coincide, China’s joinireg the WTO will certainly make the
developing countries’ voice more powerful. Reforgiithe WTO will require a more
balanced trade agenda more balanced in treating the interests of #énetbping world
and the concerns (e.g. environment) beyond trad@rRing the global trading system
has until now been approached as purely a matteargfining, from which the poor and
the weak, the developing world, have nearly alway®rged as losers. Yet, ironically, as
Stiglitz and Charlton (2005:xii) argue, “both therfth and the South as a whole could
benefit from a fair and development-oriented [tleatenda”’.Developed countries the
most powerful actors within the WTO — must do thekiare to help integrate developing
countries into the world trading system, mainlyrBforming their own trade policies in
ways that open trading opportunities to the devatpgvorld. They have a responsibility,

especially in view of their key role in the polgiof global trade negotiations, to build the
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global trade architecture in ways that enhanceptrécipation of the developing world,
thus unlocking the potential of fair trade as amaiengine of growth and poverty

reduction. This implies — at the very least — deadlly reducing subsidies and tariffs.

Another reform requirement for a fair trade regiwmuld be anew bodywithin the WTO
responsible foassessinghe impacts of proposed trade provisions on deveént and
developing countries. It should also objectivelysider the consequences of alternative
proposals for all member countries. Such a bodydgdar instance, attempt to assess the
impact of supposed non-trade-distorting agricultaubsidies in a world characterised by
capital constraints. It could also provide guidameewhether a proposed regional or
bilateral trade agreement is consistent with thecple thattrade diversionshould be
limited, and be less than the amountt@fde creation An expanded WTO secretariat
might also include an independent body to assesstiges in crisis, to adjudicate and
approve the imposition of trade restrictions (safeguard measures), and to investigate
dumping charges, phytosanitary conditions and @wuatling duties. In helping LICs to
strengthen their institutional capacity, the WTOIllwdlso need to adjust existing
structures in order to increase its scopeeohnical assistanc® and expand its capacity
to provide financial assistance to these countiiedact, all existing and future WTO
agreements should be appraised (as regards impigiioenand other costs). This would
condition the phasing in of these agreements irdéweloping countries on the provision
of commensurate financial assistance (Rodrik, 2D85. The WTO should also allow
developing countries to require additional comp&asavhen a dispute settlement panel
rules in favour of a complainant from this grouprtiermore, with developing countries
often disadvantaged in expensive and complex Ipgateedings, the WTO should
consider an expansion of existing legal assistanbemes to ensure institutional fairness.
The WTO should, in fact, also provide expandedllegal fact-finding assistance to its

developing country members in prospective dispettesnent cases.

% As a progeny of the Integrated Framework for TrRetated Technical Assistance, the Financing Facili
ty for Trade-Related Capacity Building should depe& budget of about $250m to support a coordinated
program of training and other activities to enharggresentation among developing countries at thi©wW
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There is wide consensus about the critical rolentarnational trade in the promotion of
economic developmenand poverty alleviation. However, while the WTGshadicated
its commitment to this, the infancy of its init\ds concerning development through
trade is revealed in its making promises more gtaowing results (Stiglitz & Charlton,
2005:56). Little has come of the promise thaules-based systewf world trade would
protect the weak countries from unilateral actdh®ylarge trading powers, and it has not
lessened the risk of isolation from world tradeiagfawhich these countries were warned
just prior to the creation of the WTO. For its kgacy’s sake, the WTO needs to be-
come more accountable and independent. This wvgliire it to becoméess dependent
on the US and other advanced economies’ finanoialributions. Thdegitimacyof the
WTO is also suffering due to the absence of a cdearoftrade principles. A lack of
discussion, let alone agreement, on such principdasdeprived the WTO’s members of
any means of collectively choosing a set of polidi®m among competing proposals.
The WTO needs tguide the world trading system toward commonly agreddesto
make the global trading environment more predietabid a more open forum for the
settlement of disputes. In fact, a truly econongeedlopment round of trade negotiations
is required, based on principles and values su¢helsl, 2005:17):

» Any agreement should be assessed in terms of pigcinon developmerfitems
with a negative effect on development should bdueled from the agenda). Im-
pact analysis is supposed to be driving the prsation of trade issues on the
WTO agenda, not the momentum of special interesipgg as is now the case.

» Any agreement should be falBenefits derived from welfare gains in the multila-
teral trading system should be equitable, makingasqustice pivotal. While
fairness has complex implications for trade agregsedhe norm should be that,
if in doubt a larger share of the benefits should accrukgg@borer countries.

» Any agreement should be arrived at failQutcome fairnessequires fair proce-
dures and a transparent bargaining process. Pnatdduness needs to deal with
the asymmetry of power and that of information agh®TO members. Unlike
power disparities, informational disadvantage camdbatively easily remedied.

» The agenda should be limited to trade-related amdetbpment-friendly issues.

The WTO should follow a more conservative appraagarding the growth of its
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mandate. Issues must be highly relevant to tramlesfland there must be signi-

ficant rationale for collective action. Developmémnéndliness is non-negotiable.

There is a strong need for mdtexibility in policy proposals at the trade rounds. In the
Doha Round it was proposed that multilateral digogs in competition policy be
introduced, but this would limit the ability of geksnments and local firms in the develop-
ing world to take advantageous actions. AlthoughWirO should serve as a device for
commitment to good policies, such commitments oughbe part of voluntary pluri-
lateral arrangements instead of compulsory elenwdritee WTO’ssingle undertakingin
fact, reform of the WTO should include a move avirayn agreements which enshrine
compulsory rules under the single undertaking. WAiBO could differentiate between
core and non-core disciplines and apply compulsommitments to the former, while
allowing the latter to be passed over by develomiogntries on development grounds
(Hoekman, 2003:87). Such flexibility and differeititreatment would facilitate the

design of trade agreements that are more likepraanote economic development.

A key lacking elementof the global trading system is that of developoauntries’
persisting limitedmarket access In making this system fairer, these countries laiou
gain tremendously in areas such as agriculture|létual property, unskilled intensive
services, and others if they be given more markeess. What matters, for instance in
market access, is not only the average tariff abeat thestructure of tariffs For example,
higher tariffs on more processed food than on peesessed have an inhibiting effect on
the ability of developing countries to increaseirtreanufacturing capacities. Because
developed countries gain more from liberalisingrtinearkets than developing countries
do from liberalising theirs (due to lesser adjusitmeosts and competition from open
developing markets), the WTO needs to provide nagsistance to developing countries
in making the required adjustments, giving themgkmtime to adjust. It is thus
suggested that reform of tiggobal trading system under the leadership of the WTO —
include provisions fospecial treatmentof developing countries:

» all WTO members committing themselves to providiree market access in all

goods to all developing countries poorer and sm#iien themselves. Developing
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countries should thus expect free access to aketawith (1) a larger GDP, and
(2) a larger GDP per capita;

» the promise of market opening not be underminetkblgnical provisions such as
rules of origin (where preferential liberalisatisnnhibited by complicated rules);

» developed countries committing themselves to theiehtion of agricultural
subsidies, and the elimination of all tariff peaksl tariff escalation for the LICs;

» built-in opt-out rightsfor developing countries and an end to single ta#ang;

» areview of existing agreements that have beentiadgd to the detriment of de-
veloping countries (e.g. TRIPS), and attendingr&as such as commodity prices;

> the General Agreement on Trade in Services (GAT@eeament should be
rebalanced, with more focus on developing coumttgrests and less emphasis on
the interests of the developed world and espediafllyential MNCs, and

» restricting the use of anti-dumping measures irettged countries when exports

originate form developing countries (due to thestoner costs of anti-dumping).

The above proposals appear much less radical dletia regarded as a means to
development, rather than an end in itself. To enbdhefairness of the global trading
system, reciprocity should not be the key featdrihese negotiations, as they have been
in the past. Apart from increased market accessyigions should also be included in
trade agreements to compensate for a lack of dkidlbour and ownership of physical
capital in developing countries. Their dispropartite position is reflected in how what
they export and import differs from that of deveddpcountries. Decisions at the WTO
and in trade agreements on which goods and sertacéberalise, and distinguishing
between those that are subject to restrictions wvsidies, can make aignificant
differencefor the general trade equilibrium. If the develdpm®untries is serious about
promoting development in the developing world, depmg countries should be given
the opportunity to gain significantly from increagiproduction (without impediments) in
markets in which they have a natural comparatiweaathge, and developed countries
should be restricted from protecting themselveseictors that are of greatest concern to
the developing world. As Rodrik (2005:141) contenttte exchange of reduced policy

autonomy in the developing world for improved mar&ecess in the developed world is
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a bad and unfair bargain as far as developmentrisezned. For trade liberalisation to
benefit the developing countries on a sustainabsesbit has to be carefully managed by
the WTO, which should become an institution thahagges institutional diversity rather

than imposing uniformity.

It must also be pointed out that in view of the mreng consolidation of corporate
power in the global economy, a new anti-trust itigagion agency should be established
under the auspices of the WTO to investigate teréatthe public interest posed by
monopolistic abuse (Sen, 2002:257).Global Anti-Trust Mechanism will assist in

making the WTO more independent and would helpph$s allegations and suspicions
of it being influenced by corporate interests. il Wwetter enable the WTO to guard over

corporate interests in global trade being furthextetthe expense of human development.

Held (2005:16) contends that the WTO “need to mtwedr agendaaway from a narrow
set of policies concerned with market creation angervision to a broader range of
policies that encourage different national econosy&tems to flourish within a fair and
equitable rule-based global market order”. In thd,eghe aim with reform in the global
trading system is to ensure that internationaldragreements are beneficial in managing
cross-border global public goods (or positive exddties) to facilitate a fair (as possible)
distribution of global benefits. At the very cotlke basic idea is to allow the trade dimen-
sion of globalisation to better help poor peoplettiRg development first establishes a

more balanced trade agenda steer the multilateral trading regime in tghtidirection.

6.3.4 Threats to the reform of the IGEGs and the global eonomic system

One of the key issues that often dampen the erbmsfor genuine structural reform in
global economic governance is tlaek of commitment by national leaders — especially
those of the developed world — to change invohangnomic sacrifices. This lack of po-
litical will and, at times, even social or indivialuwill slows down decision-making and
processes that entail putting structures requioeatiange in place. Among the concerns
posing the largest stumbling block is ttede of the US The clear and present danger is

that the US and its developed country followingl wiipport new rules that mainly/only
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protect living standards in their own countries i@hoverlooking the pressing need to
address the widening income and technology gapdmtviNorth and South (Moshirian,
2005:310). There is a real risk that the deepearmes of voting and representation will
be prolonged or even deserted due to those in aloafrthe IGEGs not willing to

surrender control. The US will not easily give tp effective veto. It is even possible,

although unlikely, that this could result in nolggd governance instead of more or less.

Other threats to global economic governance refauolve dealing withtrade-offs. It is
unavoidable that decision-makers in the IGEGs (auminestic policies) will be
confronted with competing/conflicting reform altatives. This might lead to the stalling
of processes geared towards structural change eTihade-offs could even incur costs
borne by parties that are supposed to benefit freiorm. For example, at the heart of
transparency and evaluation are choices and trisl&® to which kinds of information
are collected by whom and how, since for obviowscfical reasons not all information
on all governance activities can be collected ahebsed (Woods, 2004:411). Monitoring
particular activities entails opportunity costs,iethneed to be taken into consideration.
Increased transparency also involves costs thataaren the case of the IMF, borne by

the borrowing members via increased loan charges.

A key prerequisite for the future success of globabnomic governance is that it
complements, rather thamdermines countries’ — in particular developing countries’
national development strategies. This not beingcdse, it will further erode the credibi-
lity and legitimacy of the IGEGs, which is likelg tesult in further tension between the
developed and developing worlds. With the growimgnmnence of China, India and
other leading developing countries in the globaremy, this is highly likely and could
fragment and derail the drive towards better gl@znomic governance. With fears in
the developing world that more global economic goaace will only be a parallel
development to the Americanisation of the worldrepuay, resulting in more sacrifice of
local cultures and uniqueness, the IGEGs will neeehsure that the opposite occurs and

that the developing countries tangibly experiemeeltenefits of global citizenship.
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6.4 Building a more participatory and integrative govemance framework

Globalisation has engendered fragmentation of hathority and control at all levels and
cannot be expected to produce supra-nationalisiaglpolity architecture. With more
pronounced competition between sites of governadogiensen (2000: 192) argues that
“contradictions and incoherence have come to damirthe relationship between
different sites and levels of global economic goeeice”. There is the need for more
autonomous andnterlocking multilateral institutions forming the backbone af
democratically networked and coherent global ecaoogovernance framework that
efficiently links up with other significant rolegyers in global governance. It must be a
non-hierarchical pluralistic structure with ontrol at the centerrather multiple actors
performing separable yet complementary functiordifigrent governance sites, address-
ing specific issues. The challenge is to estaldisbgitimate global economic polity that
can make the (globalising) global system work faximum human welfare — hence,
making globalisation functional, to civilise it. @&n that, as Helleiner (2001:247) asserts,
“there is now broad consensus that the global eogris undergoverned”, it has become
necessary to not only put in place an adequatersyst economic governance, but also
ensure that such a system is sufficiently integrdte provide the required economic
guidance to the overall global system; e.g. to ime¥cenough role-players to assist in
decision-making. The task is to buddnew consensusn global economic engagement,
i.e. real socio-economic development, more gloimanicial stability and fair trade based

on increased international cooperation and tharstpaf mutual benefits.

As perhaps the most pronounced example of how fEtzmmomic governance could be
remodelled, the present study proposes a framey(f#ogkire 6.3) for more inclusive and
participatory governance. Note that this is meelgroad and sketchy framework that
serves as a starting-point for investigation, delaatd design in this direction and not — as
expected — the final product. The first and mogianant aspect to point out is as, Figure
6.3 shows, that thepacewhere concerned role-players in global economiegtance
should interconnect is where the interests of boéhdeveloped and developing worlds
meet. The idea is that th&hared spacenust grow to create an increasinghytually

beneficial global environment for both the North and the 8datorder to enhance par-
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ticipation and cooperation among various institusi@and role-players — whose interests
are represented in this framework — in the gloloahemy. It also reflects the importance
of cooperation between the developed and developiodd in both providing and

receiving global public goods, with economic depat@nt as the primary goal aimed for.
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Figure 6.3: An integrative framework for more inclusive and participatory global economic governance
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International Labour Crganisation (IL0), Regional Development Banks (RDBs), Trade Ministers (TIIs), Global Anti-Trust Mecharndsm (GAM), Aftican Undon (AT and Etcetera (ete.).

Source: Own contribution

Note: Although several sources (e.g. Buira, 2002@/1Bird & Joyce, 2001:89-92; Dos Reis, 2005:26i2¢ssed some of the components of this framevitask,
compiled based on the author’'s own views and utalegg regarding the creation/building of a martegrated global economic governance system. Ads® n
that although the UN, BIS, ILO, BCBS, etc. is nattpof the analysis in this study, they had tormuded in this framework as they ought to formnt pduit.
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As the central pillars in the global economic goverce framework and leaders in their
governance sites (see Figure 6.3),IME , WB andWTO mustcoordinatemore closely
to ensure that their policies are cohesive and atigach other. For instance, financial
problems cannot be solved without attending to igweent concerns (especially in the
developing world) and without a thorough investigiatof trade problems and solutions.
There is a very close link between finance, devalemt and trade in this globalising
world. Furthermore, a reformddN®, through its agencies, can and should play a key
facilitating role innudgingthe world economy in the direction in which a miajoof its
members already agree, i.e. intensifying effortgatas global integration with growing
emphasis on actively encouraging appropriate palitior quasi-political processes
toward improved global economic governance (He#ieir2001:249). Importantly, the
interactions and interdependence between indivithgtitutional reforms and broader
governance reforms need to complement each otlweably, this is thenexusof global

reforms that should define the reform agenda aptbésynergies

Given theG8's key role in setting the agenda and prioritieglimbal economic policies,
it needs to cooperate more with the other Gs @29, etc.) on realigning this agenda to
incorporate more developing country concerns aiihiives. This, together with the
variety ofregional groupingson and between the continents (due to increasigigpma-
lisation), should form part of thetate systerm Figure 6.3. It is essential that the LICs, in
particular, be included in this system. In thengles there are thiinge role-players,
which are becoming more influential in global ecomo policy-making, i.e. the global
civil society (mainly NGOs), MNCs, IGOs (from bothe North and the South), and
other® emerging actorsrelated to this framework. To a significant extégir interests

and concerns also need to be accommodated in théherglobal economy is governed.

Although difficult to illustrate, the idea is thhtierally all role-players should be directly
linked to each other through the sharing of muintrests in how the global economy is

governed. Each role-player should be allowed tceh#ss own mechanisms of account-

9Although the UN does not form part of the studyislgsis, it cannot be neglected from this discussio
°Other/new role-players to cover areas where govemis missing yet needed — to fulfil overridingago
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ability (towards their interest groups/members)or éxample, internal and/or external
evaluation processes — which is thpEer reviewedy the other role-players according to
an explicit criteria. If the proposed system is mawore inclusive, poor people — even
without significant structural change in the IMFBvYNd WTO — can then at least gain
some influence over global public policy. Sincebglb decisions affect people of all
nationalities, individuals of any nationality shddiave an equal weight in shaping those
decisions. Turning this into meaningful human depeilent should be what the
institutional re-engineering@f global economic governance is about. Lastlyhatrisk of
oversimplification, it is not suggested that thignhiework be a panacea for the deficien-
cies in global economic governance, nor is it satggethat this is a perfect model for
guaranteeing positive results. It is essential thiatframework should regularly adjust to
new/changing needs in the global economic govemaphbere. It has significant value in
illustrating the need for increased cooperationwbeh role-players in a changeable
format — bringing the interests of the developed aeveloping worlds closer — to
improve global economic governance. This mergingntarests should primarily be pro-

gressed byeformand improving the efficiency of providirgdobal public goodso all.

6.5 Africa and other pressing concerns affecting globatconomic governance

The following sub-sections briefly emphasise higtilgical areas of concern that urgent-
ly need to be addressed by a reforming global emangovernance system. Notably,
dealing with these concerns would be in the bastést of particularly developing coun-
tries, and more specificallixfrica. As a supplement to preceding discussions, itreffe

more clarity and direction as to what approachotimv or priorities to set in each case.

6.5.1 Contributing to Africa’s de-marginalisation

One benefit of giving Africa a greater and more igdple say in global economic
decision-making is a better design of policy priggimns, i.e. policies that are geared
more towards addressing the needs of the poor. Mhbthe other reforms proposed (e.g.
in trade and finance) will also help Africa to haaeetter chance of competing in the
global economy. This should be sufficient to, askelay a basis for de-marginalisation —

a responsibility shared by Africa itself. In additj policy conditionality also needs to be
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guided and moderated to ensure that instead of giagafrican economies, it com-
plements African initiatives towards capacity binlgland good governance — economic
and political. Conditionality should be redesigrtederetrospectiverather than prospec-
tive. This would eliminate the tendency of governtséo make promises which they fail

to keep, and would replace it with a strong incenfor them to build good reputations.

6.5.2 Dealing with globalisation

It is critical that reform of global economic gowance helps to make globalisation fairer,
and be more effective in raising the living stamdanf the poor, in particular. The disen-
franchisement and separation between rich and gagsed by globalisation will need to
be dealt with urgently in its decision-making stures. This will also lay the foundation
for a gradual, but guidedorocess of global integration, which would alloand not
overwhelm) traditional institutions and norms teaptdand respond to new challenges
while preserving cultural identities and opportigstfor the private sector at the local
level. Globalisation imposes significant new bulern international agencies with
respect to managing transnational forces in wayistwénhanceglobal social justiceand
human security. Hence, if the WB, IMF and the WT@mibt take the lead in efforts to
reform, worse globalisation andvorse global economic governance will ensue. First of
all, fairer participation is needed because glaladilbon is creating a new set of require-

ments for regulation and enforcement which requinescooperation of theave-nots

6.5.3 Strengthening the state system

Despite burgeoning markets, states remain the pyiragents in global, regional and
domestic decision-making. For this reason, govensbave a responsibility to make
markets work better by swiftly responding to marie@lures and ensuring that they are
efficient. For instance, for liberalisation to wpdovernments need to take actions to pro-
mote exports and new enterprises. States will la¢scequired to become more effective
in linking up with relevant global role-players. Astwork statesthey should join forces
more with regional groupings, the IGEGs and thegté sector to enhance their ability to
facilitate the effective functioning of cross-bordearkets. 1IGOs should also be streng-

thened to complement states’ networking effortgti@rmore, in assisting their econo-
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mies to integrate better globally, governments demly those in the developing world)
should produce welfare-enhancing outcomes — maiglyemphasising human capital
development and the transfer of technology. Lasiig,US will need to take a step back
and allow other countries to have their fair shiarglobal economic decision-making. In
currently being arelephant in the roomit is an opportunity for the US to play a more
complementary role towards building a mutually b global system. Together with

other developed countries, its first step coulddoeelp reform the IMF, WB and WTO.

6.5.4 Incorporating the global civil society

Given that successful mechanisms of governancmare likely to evolve out of bottom-
up than top-down processes due to it evoking timsexat of the governed, the global civil
society should be allowed to help global econonueegnance generate acceptable and
shared instruments of control/regulation. It alse@thys a role in governing the world
polity. With non-governmental actors increasingkgeising authority legitimately in the
public realm, global economic governance will hagechoice but to give decent recog-
nition to their voice. Apart from being more invely in thedecision stagef the policy
process, NGOs can also help governments formulalieypoptions. NGOs are often
better placed than elected officials to raise issuethe policy agenda due to their close
proximity to small communities of people sharingafic interests. With their unique

expertise, NGOs also have an important role to ataie level of implementation.

6.5.5 Corporate interests

Just as important as the need is to cooperatetheéth, so is the need for MNC activities
to be regulated within a supra-national governanamework. The role-players in the
proposed framework should, collectively (e.g. tlyloa form ofnetwork accountability
hold MNCs accountable for their dealings in hosiams to ensure that public interest
prevails over corporate interest. With increasimgspure on MNCs to adopbrporate
social responsibility programmee promote sustainable development, this woulg kel

make value-based initiatives such as the Global ot a success (Legrain,

" The Global Compact is an initiative by former Ubteetary-general, Kofi Annan, involving business,
governments, NGOs, the UN, the OECD and the EIld.ribt a regulatory instrument or code of condlict.
utilises the power of transparency and dialogugigseminate good practices based on universaliplésc
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2004:205). By giving capitalism a more human faités is an opportunity for large
companies to use their money, power and globahr&astep in where governments fail
to act —i.e. to give something back to the commyuitmstead of repeatedly arguing about
corporate interests being secretly served, MNCsllghtoe invited to participate (without
voting power) in discussions about global econom@gulation and management to

ensure more transparency regarding their involvémmeglobal economic governance.

6.5.6 Diverse issues that are significant to the governae of the global economy
Environmental concernare starting to increasingly affect nearly all gmance decision-
making at both the global and the domestic levelportant linkages between the envi-
ronment and the global economy are raising concaosit how to prepare and deal with
potential crisis situations. One such link, fortaree, is how environmental degradation
can lead to poverty andce versalt is thus essential that global economic goveceabe
comprehensive enough to be in a position to maaagethreat to human development,

including that posed/caused by environmental risks.

Given, for instance, the relationship between ma&onal security and eradication of po-
verty, the world is in need of global security agend¢hat enhances economic stability.
Such an agenda should also be guided by globaloetongovernance processes.
Currently, it demands mainly two (missing) itemsgofvernments and institutions: first,
an open acknowledgement that the ethical and légmles posed by the global
polarisation of wealth, income, and power cannotldie to markets to resolve and,
secondly, there must be a multilateral commitmerthé rule of law to ensure robust exe-
cution of international law enforcement. With threernational Court of Justice having
played a very limited role in extending the rulda# to global affairs, what is needed, at

least, is a system of permanent international edorperform this judicial function.

6.6 Conclusion
The chapter has shown that, for global economiccgmnce to become more effective
and legitimate, a two-pronged strategy of reformasessary, i.e. individual institutional

reform and broader governance reforms. Proposalsepted made the case for a more
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integrative global economic governance systethat needs, at its core, a truly reforming
WB, IMF and WTO to take up reliable leadership poas and serve the interests of the
entire global community. In essence, by placingeamnemphasis on human development
and reform of the global financial and trading sysicritical guidance can be provided
for the non-exclusionary integration of the globabnomy. In view of escalating globali-
sation, this is essential for eradicating the nmaigation of regions/countries (e.qg.
Africa). Stiglitz (2003a:226) argues that “the mhstdamental change that is required to
make globalisation work in the way that it showddhichange in governance”. Reform of
the IMF, WB and WTO and the creation of a moreusnie framework for global econo-
mic governance should result in creating a goveraaystem that is more effective and
legitimate — the key lacking requirements of therent archetypical. Reforms that are
congruent in their politics and content are needduk is possible although there are no
easy solutions and various reforms often compdte.overriding question, especially

in case of conflicting challenges, must itat is best for economic development?

As Weiss (2000:806) argues, for the IGEGs “the neectritical scrutiny of standard
preconceptions and political-economic attitudes meger been stronger”. It is crucial
that they pursue an economic agenda théibratesthe freeing of markets with poverty
reduction programmes and the immediate protectioth® vulnerable throughout the
world. A challenging reality, though, is that thengdnant role of the US is arguably the
most serioustumbling blockin the way of structural change. If it remaingamisigent,
chances for real reform are slim. The US shoultthidly ask itself what it has actually
gained from being the only country with a veto poweer major decisions. The US
needs to combine its pre-eminent place of powen wollaborative global leadership
Notably, although some of the proposals for refaould be considered ambitious, they
are not impossible — only the appropriate decisi@king is necessary. For instance,
even in the case of no change in the voting arraegés of the IGEGs, one could have
more African seats; their voice would be heard eWetheir votes were not counted.
Africa will no doubt benefit significantly from having greater say in particularly the
design of policies to be prescribed/recommendeth®yGEGs, ensuring that more (Afri-

can) country-specific conditions are taken into sideration. With these institutions’
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membership comprising several African countrieis Will enhance ownership in and the
legitimacy of the IGEGs. It will also establish hamdevelopment as central foci in all
decision-making. Therimary goalof the WB, IMF and WTO must be to take leadership
in creating favourable conditions for global soemnomic development, which should
be based on trugarticipatory governance, i.e. pro-poor growth and poverty reduction,

a stable global financial environment, and an edplgt global trading regime.

What is required for the proposed global econoriegnance framework to be success-
ful is a better balance betweeampetitionand cooperationwhere role-players interact
on the basis of horizontal coordination, serving thterests of both the developed and
developing worlds by providinglobal public goodsin a free, fair and more stable glo-
bal economy. Making development the overriding fityoand by agreeing on its long-
term benefits for all, actors in this system wifid it easier to place genuine cooperation
ahead of competing interests, tlge new TINA (there is no alternatie The underlying

aim should be to find ways to creatively pool rplayers’ collective strengths.

While there will always be room for improvementragards the governance of the global
economy fundamental reform (or overhaul) of the IGEGs — the first requiredpst is
now more critical than ever. The reality is thabllisation is constantly changing the
nature of the global economy and asks for a pérellelution of innovative global
economic governance. The drive towards increasedemeation is in need of strong
political will. This drive needs to guide the rafodebate toward the persistent search for
new/improved mechanisms of global governance #iadyve all, result in global pros-
perity and benefit all. In essence, what is needetiwhat theemodelling of the global
economic governance systems about is creating mew partnershipcollective effort by
the developed and developing countries and mudtétinstitutions to govern/manage
the global economy in such a way that opportunaiescreated for the developing world
— especially Africa — to not just receive from lalgo contribute to a truly globalising and

prospering global economy.
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This chapter has not only laid emphasis on howl@8#Gs can be reformed, but also
proposed how the system of global economic govemaan be remodelled. The next

chapter shows what reforms Africa, on its part,usthanake.
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Appendix 6A: Models of global democracy — a summarand comparison
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Appendix 6B: Chronology of crisis-resolution — a famework for IMFE intervention

A 4

yes
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Capital no
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\4

no

A\ 4
standsti
debt
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Abbreviations: Contingent Credit Line (CCL), Lendimto Arrears (LIA), Standby Arrangements (SBAypplementary Reserve
Facility (SRF)
Source: Haldane & Kruger, 2004:220 “The Resolutbimternational Financial Crises: An Alternativeamework”
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Chapter 7

A proposed African response towards structural adjstment

7.1 Introduction

While it might be true that, as Cheru (2002:34)edss “the state of Africa is a scar on
the conscience of the world”, the fact remains ,thdiimately, it is up to Africa to
abandon its current state and improve its own Weilhg. This is the reverse side of the
proverbial coin, which requires of Africa to assumere responsibility for its own
development. The continent needs to enhance refordimake adjustments that will
facilitate its de-marginalisation in order to reapre of the benefits of globalisation and
have a greater say in global decision-making ireganand global economic governance
in particular. To this end, a strategy is requitecensure appropriate change, including
structural, welfare-enhancing policy reforms andfeasible and collective vision

(regarding regionalisation and global partnershipsjhe future.

The idea of developing an agenda for African recpwe the post-independence period
dates back to 1979 when Africa initiated a New nmé¢ional Economic Order (NIEO).
As this received little recognition outside the toent, state capitalism in Africa was
soon replaced by first-generation neo-liberal nefrunderpinned by the Washington
Consensus. This developed into second-generatfomremeasures encapsulated in the
Augmented or Post-Washington Consensus (PWC) amd2002, the Monterrey
Consensus. From this practical confusion of refogpnaposed and adjusted by the IGEGs
African leaders continued with initiatives for reeoy, including the formalisation of the
African Union (AU) in 2002, the Millennium Partn&ip for the African Recovery
Programme in 1999 and various other plans, whitdilfi consolidated into the NEPAD-
initiative in 2001. Being the first African initisde to receive wide international support,
NEPAD — emphasising structural change (based trgelextent on second-generation
reforms) and regionalisation — brought new hopehfating Africa’s marginalisation in
the globalisation process. Unfortunately, due tdPRE’s weakness of being remarkably
short on details and delivery mechanisms (Luiz, &801); it has not sufficiently

delivered on its promises. Hence, questions ashtat wdjustments to make and how to
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re-strategise development efforts are slowly stgrto surface throughout the continent.
Given the increasing globalisation of the world mmmy, the current period could be the
last window of opportunity for Africa to start clag the gap between itself and most of
the rest of the world, to ultimately defeat undeelepment and stagnation.

This chapter aims to balance the importance of wgtapecificreform deepeningwith
that of regional integration in Africa as well detbuilding of global partnerships with
key external role-players. It attempts, in par@eulto contribute towards a strategy for
the continent’s de-marginalisation, with the evah@im of it leading to an improvement
in Africa’s standing in the global economy and itclo become a respected participant in
global decision-making. As a central focus, theaig®eto promote a collective strategic
approach to African countries’ efforts to addresghbtheir development needs and
Africa’s need for deeper integration in the worldding and financial system. The
following sections will first investigate an Afrinaeform strategy that includes three spe-
cific key areas: economic development, the findrsgator and tradé The way forward

in terms of Africa’s regionalisation efforts is theonsidered, followed by emphasis on

the importance of building global partnershipsttersgthen Africa’s own labours.

7.2 Deepening African reform: building a strategy or reversing marginalisation
Underlining the critical need for reform, Colli€2Q07:178) points out that most African
countries “are resource-rich but policy-poor”. Hsee much of the reason why many
African economic reform efforts have been unsudoéssn be linked to either wrong/
non-implementation or implementation without a t&gg in mind. The three focus-areas
of this section attempt to assist in the buildiagfiulation of such a strategy itmprove
reform succesand to promote a collective continental reform rapph for Africa.
Equally important is the fact that selective cowspecific reform is necessary, which
implies that countries test and employ those refottmat are of particular benefit to their
progress — especially economic. Hencénea balanceneeds to be maintained, guided by

country discretion and continental vision. The refe suggested also attempt to enhance

2 The study concedes that a myriad of reforms areired (with some already materialising) in Afridat
will not be able to focus on them all. Reforms s$el under this section are not only some of th& mo
critical but also correspond in terms of issuercfthesion — with those emphasised in chapter six.
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Africa’s ability to attain all the MDGs, especialgoal one, the eradication of extreme
poverty and hunger, and goal eight, developingabajl partnership for development.
Despite the need for reform deepening, it shoulcdhdiied that some African countries
have already successfully implemented many of trees® other reforms. With most
African countries freer today than in the mid-1999gure 7.1 illustrates that SSA is in

half the cases close to being as free (or freerne) as the world — mainly due to reform.

Figure 7.1: Freedom scores (2007)
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Source: O’'Grady, 2008:6 “The Real Key to Developm&®08 Index of Economic
Freedom”,The Wall Street Journal

Lastly, the following reform proposals emphasiseéhbso-calledsustainable growth

factors(e.g. macroeconomic stability and production tfamsation) andramework con-

ditions (e.g. quality institutions, infrastructure and edlion). Concurring with Rodrik

(2003:3), structural reform in Africa cannot workitlmut these two ambits

complementing each other. The proposed reforms theege key overarching objectives:
» enhancing economic growth and human developmeftrioa;

stimulating investment (foreign and domestic, pievand public) in Africa;

developing Africa’s trade capacity, diversity araigy effectiveness;

promoting, through benefit-sharing, a culture @frféng and adjustment in Africa

human and physical (e.g. infrastructure, institgioetc.) capacity building, and

YV V V V VY

expanding and strengthening Africa’s relations veitternal partners.
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7.2.1 Economic development-specific reforf

Economic reform attempts to enhance developmerdcifeness (more favourable
conditions for development) and to improve Africapsabling capacityto participate
more meaningfully in their respective economiese idea is to promote an environment

complementary for the IGEGS’, especially iN8’s, development initiatives in Africa.

Goal 1: Improving macroeconomic management

Since structural change is a function of economisvth (Loots, 2006a:22), it is critical
to consider what determinants of macroeconomicilgiabre important for sustainable
growth. In view of this, ensuring broad macroecoiwstability not only includes low
inflation and fiscal deficits, but also stability key relative prices (e.g. real interest rates
and real exchange rates), sustainable current atdaficits and private sector balance
sheets, and smooth business cycles. It is vitalAfrican countries maintain a prudent
macroeconomic stance and strictly avoid policy reais, thus preserving a stable and
predictable economic climate, particularly for linlg investor confidence (Anyanwu,
2006:63). Coherence and transparency are key sggeirts for macroeconomic policy
reform, especially given thoughts about increaselicy coordination among African
countries. Apart from stimulating growth, macroewonc policy — to positively affect
development — needs to ensure that income dismibbecomes more equal. Without de-

clining inequalities, growth would be unsustainadoel poverty would remain too high.

Firm fiscal policy reform must establishvatuous set of debt dynamics, which suggest
that fiscal deficits cannot be financed by monegation. African governments’ debt
should not be increasing as a proportion of GDR sisould ideally be falling; any fiscal
deficit should be financed by government borrowirggn the private sector and not by
monetary expansion (Knighgt al, 2000:19). Fiscal spending by African governments
should give higher priority to poverty-related mays such as rural infrastructure to
create anenabling environmenfor the poor. In the case of exchange rates, Murra

(1999:23) suggests that all countries (especiafican countries) should move towards

3 While many of the reforms highlighted in the falimg sections are well documented in literaturés it
worth pointing out that the aim is to emphasgietorm deepenin®f first-, second- and third-generation
reforms. The latter include, among others, furthedle liberalisation and anti-corruption policy reeses.
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a system of flexible exchange rates, anchored tne@ible monetary policy. This could
help reduce countries’ vulnerability to capital atdity. During periods of large capital
inflows, letting the real exchange rate appreciadean appreciating nominal exchange
rate rather than via higher domestic prices undereal or pegged rate (e.g. the African
Franc-zone) reduces the likelihood of persistenenesduation when circumstances
change and domestic assets are less attractivdal3loflexible exchange rates also
provide a public good because the need for an atémrovider of international liquidity
is reducedari passuwith the extent of floating, thus reducing theelikood of financial

crises, calls for emergency bailouts, and the degfenoral hazard in the system.

In the move towards a fully independent monetaficp@nd flexible exchange rates, the
role of a nominal anchor becomes critical. Thisgasgs that African countries will need
to become stricter (and more explicit) as regardktion targeting: lowering and
narrowing their target ranges to ensure a staliée afiinflation that will, in particular,
promote development (and assist the poor) througte gtability. This, together with a
credible monetary policy also makes capital accdibetalisation much easier by freeing
capital mobility without excessive exchange rask,rithus smoothing out the external
adjustment process. It is important to underlire thacroeconomic stability on its own
is a necessary but not sufficient condition foriédn economic growth and development
— it needs to be complemented by reforms in othacal areas as well.

Goal 2: Microeconomic management that promote caitiyEness and collaboration
Comprehensive microeconomic reform in Africa is dexbto — at least — provide more
effective business services and lower costs (@ehd, 2007:45). Of importance here is
performance monitoring by means of comparativesassents ofle jureconstraints (e.g.
doing business) and investment climate surveysgtatide an idea of how firms view
thede factoseverity of constraints and how they impact on $irperformance. This will
help identify and mitigate factors shaping businessts to improve the capacity of
African firms to compete. Many African countrieshkaa powerful business sector and it
is therefore crucial that a strong and undivided-lpusiness constituency that takes

collective action be built up across Africa. Foistlreforms need to take into account the
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political economy of Africa’s mostly small economiand ensure that especially barriers
for new entrants (such as licensing and creditemsett registries) are reduced. Building a
unified business forum that includes high-level ibess-government consultativera
(e.g. Investor Councils) across the continent isapaunt for enhancing the global
(market) competitiveness of African businessesgetting into a position to benefit from
globalisation. Competition in both the private gmablic spheres — as in East Asia —
needs to become a hallmark of African developm€éftile it might require a review of
fiscal arrangements, reforms should include peréoree-based incentives in areas such

as ports management, customs, tax administratm@h¢cl@arance or transit time.

Importantly, true African progress will only be lisad byclose partnership between
government and business. As Gibbal. (2002:101) argue, “the single most important
ingredient for Africa’s success in both politicalidaeconomic terms is the creation of
wealth through employment across the broad speabiuts [Africa’s] population”. This
can only be achieved by sustainable growth thatnidurn, predicated on improving
conditions for commercial activity. This is why Afa should rely less on global
assistance and more on putting in place the camditihat will allow investment to come
to it, because private investment is what actua&igforces sustainable growth, not global
assistance. Among others, Mozambique and Tanzaai@faican economies that give
testimony of how vital partnerships between busiresd government are for successful
turn-arounds, based on market-orientated reforrttioAgh Africa has been guilty of the
opposite in the past, it is critical that such parships lead to increased private sector

competition that enhances market access and thpetiiveness of domestic firms.

Goal 3: Institutional and public sector managememfood governance and the APRM

Continued improvements in Africa’s governance systare fundamental. Government
institutions have to be modernised and upgradetidurAfrican governments should be
accountable for their actions, allow the rule of k prevail, and respect private property
rights. Efforts to increase theffectivenessof public institutions should be stepped up,
particularly if these are to serve as true partoérthe private sector. The fact is good

governance underpins economic progress and isess@y condition for development.
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According to Neto and Jamba (2006:161), the baa behind good governance is “to
establish institutions and regulatory systems thed capable of running effective
markets”. For this reason, transparency and stgbili economic interaction are key
aspects of good governance. Even democracy, whaktesngovernments accountable, is
an essential component of economic developmentugfrats basic credo: freedom — of

choice, from servitude and from constant econorameddency.

Africa needs to strengthetemocratic governanceby enhancing, at least, the following
enabling mechanisms (Cheru, 2002:54): the ruleawf (anti-corruption measures) and
constitutional legitimacy; a functioning and actiei®il society; respect for the rights of
different nationalities; a climate of political @uciliation, and commitment to an open
and equitable economic regime of growth. Democrgtieernment helps to guarantee
political rights, protect economic freedom and éosin environment where peace and
development can flourish. This requires that Afmicgovernments be strengthened,
equipped and monitoring systems employed to bgtenform their task of good
governance. Accordingly, one (such) instrument, Alfiican Peer Review Mechanism
(APRM), should be refined and play a more decisole in benchmarking the quality of
a country’s policy implementation to internatiosgndards. It identifies four substantive
areas, namely democracy and political governanoggnamic governance and
management; corporate governance, and socio-econdenelopment. The purpose of
the APRM is “to provide a clear framework to guithe design and implementation of
the assessment in each of these areas” (NEPAD;£2008hile it contains standards for
key objectives as well as extensive indicativeedid, the APRM needs to become more
specific in terms of assessments or measuremeetzchf objective. The establishment of
an appropriate national structure, the financinghef process, and the organisation of a
participatory and all-inclusive self-assessmentesyisneed specific attention. Moreover,
it is a good surveillance mechanism for guidingtocent-wide development and gaining
international credibility as well as attracting @stment interest. To make it excellent,
however, it requires thielll support of all African countrie&’ as well as a realisation that
mutual accountability — its essence — is in the lmeerest of every African.

" Currently only 27 countries have signed up forARRM and 13 of them have had reviews launched.
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Goal 4: Better management of external finance,aaid external debt

It is imperative that African countries lead thegess that would translate development
commitments into action. While the Abuja Conferemc&006 is an important step in
this direction, more initiatives are required foetmonitoring of the implementation of
their own commitments and those of the donors. Emguthat the international
community meets the financing gap will also requlre involvement of various role-
players such as the Africa Partnership Forum, sivdiety organisations and community-
based organisations to, through monitoring impldatén, have a significant impact on
the delivery of development-financing commitments cammunity level. Recipient
governments could then direct aid to priority sextwoith greater potential of improving
people’s well-being. This will enhance coordinatemong African countries as well as
mutual accountability on the part of both Africadadonor countries. In additiomjd
effectivenesscould be further improved by better donor coortiora by African
countries. Aid agencies should be encouraged todmdse standards and focus on

ensuring that the money goes to projects and pnogies prioritised in national budgets.

Frameworks for handling high, sometimes volatiled(@ossibly increasing) levels of aid
need to be improved. In helping it to attain the G) official development assistance
(ODA), in particular, has a crucial role to plays- part of thdig pushthat Africa needs
— to alleviate poverty on the continent (Saetsl, 2004:4). For donors, the key is to
increase ODA without increasing Africa’s dependeaidt. For African governments, it
is critical to ensure that the current weak refmlop between ODA per capita and
growth in Africa is strengthened by creating coioti¢ and developing capacities that
enhance the complementariness of poverty alleviatal growth. Hence, the importance
of a good policy environment and human capacityetteyment is paramount. Better
coordination, and the untying of aid from donorpesial interests, will also make a
significant difference in making aid to Africa moe#fective (UNCTAD, 2001:52). By
paving the way for private sector growth and inational integration (with effective aid
attracting foreign capital), aid — and developmasgistance in general — need to support
the transformation of African economies. As in th880s, aid money should not

postpone much-needed reforms, but rather serve iasentivefor their implementation.



236

Furthermore, debt relief has a principal role tayph the provision of adequate external
financing in Africa. African countries should maéiestronger case for the suspension of
debt payments by all African Heavily Indebted PdOountries (HIPCs) without
additional subsequent interest obligations untiafi agreement is reached on debt
reduction, to be extended subsequently to non-HiBdhtries found eligible for debt
relief. This could help make a significant conttibu to growth and poverty reduction
provided it is combined with additional officiahfancing to fill the external resource gap.
External financing is critical foclosing Africa’s resource gapand raising investment
levels so as to meet targets set for GDP growthpawerty alleviation (e.g. for attaining
the MDGs) — if it is managed correctly. EvidenaenfrGreenhill & Blackmore (2002:24)
shows that debt relief to African HIPCs did resnlsubstantial increases in spending on
health and education, which suggests that debeffeleould certainly contribute to
poverty alleviation in Africa and help build a moaéractive investment environment.
Equally important, however, African countries’ extal debt overhang needs to be dealt
with urgently as it hampers funds to be allocatadpioverty reduction. Debt-service-to-

export ratios are still too high and need to beiced to an average of at least 10%.

Goal 5: Becoming tech-wise and using technologyéwelopment

Globally, technological diffusion (now) involves neothan the acquisition of machinery
and product designs. It requires continuous increaigechnical changes in order to
improve productivity and efficiency. African coumts need to broaden their scientific
andtechnological infrastructure to develop the capacity to understand, accessy,app
adapt and manipulate technology for developmerdytion. More specifically, African
countries need to enhance their capacity to produncktrade in technology-intensive
goods in order to break the core-periphery pattdrnnternational trade. Moreover,
information and communications technology, for amste, can provide powerful new
tools both for addressing people’s basic needsf@anenriching the lives of poor people
and communities in unprecedented ways. Hence, éMeigan country needs to have an
e-strategyand place emphasis on competitive suppliers faommunications infra-
structure (this presents a highly constructive oty in which the developed world

> Debt relief includes the rescheduling and/or catien of debt service, and/or debt stock cantieia
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could provide assistance). With most of its ecomameither under- or undeveloped,
Africa can benefit considerably from the use ofretiee most basic of technologies —
especially due to it becoming more affordable ag teehnologies are replacing old ones.
Areas that will particularly benefit from this ine agriculture, energy, manufacturing,
mining, fishing, transport, education, health amigastructure. African economies, which
are mainly built on primary industries, may benefitsproportionately from the

deployment of basic technologies by increases adth in these areas. In fact, with
technology promising to be one of the most effectand sustainable solutions for
Africa’s food security problems, the continent ndedundergo a fast-track industrial

revolution. This has become a minimum requiremendday’shigh-tech network age

For the African economic renaissance to move beyaxaited rhetoric and academic
interest, African leaders must face the realityh&f continent’s technological needs and
do everything necessary those the technology gajit has with the rest of the world.
Basic technologies have a crucial role to playhim ¢ontinent’s sustainable development.
Their deployment needs to form part of any techgplpolicy and be accommodated by
reform efforts. Gibbet al. (2002:122) argue that currently the biggest hutdlethe
deployment of technology in Africa is inappropriag@vernment policies. Through
reform, governments need to create an enabling@mwient that allows policy-makers to
design policies which balance market needs witkehaf society. This will assist in more
engineers and scientists being trained (andbtiaén drain halted) in order to prepare
Africa’s capacity to absorb technology flows. Thiso requires fundamental reform in

African education that gives priority to developieghnology-related competencies.

Goal 6: Human capital development and productigitywth

In this era of ever-increasing globalisation andbgl competition, it has become
paramount — particularly for Africa — to enhancenfam capacities. There is an increasing
tendency towards the global assimilation of scfentinowledge and the diffusion of
technology, which has resulted in a qualitativeftsiowards knowledge-intensive pro-
duction. Cheru (2002:78) estimates that “in théfifieen years, the role of education has

become even more important in economic growth aethktransformation as the unpre-
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cedented pace of scientific and technological adeartransforms the global economy”.
Knowledge has arguably become the crucial factdouiding global competitive stra-
tegies and has significantly altered the educatiand skills requirements of work and
the workplace. Vocational-orientated school reforrstrictly on educational grounds —
should be further enhanced in all African countries acceleratehuman capital
development It should be designed to have a significant imhpat the employment
prospects of graduates, and on reducing the ped$surexpansion of upper secondary
and higher education. Through good fiscal manageifien in national budgets), rural
areas, in particular, should receive sufficientrfal assistance and resources to overcome
educational disparities (including the gender gaith urban areas. Linking the world of
school with the world of work has to be a minimuequirement for reforming African
educational systems. Expanding vocational and teaheducation should not only result
in more employment in the labour market, but als®ignificant increases in workers’
productivity and successful self-employment. Tedbgical progress must undoubtedly

be incorporated into existing national human reseulevelopment strategies in Africa.

Furthermorepusiness skillsare in short supply in Africa, and efforts to aggghen them
to close theproductivity gapbetween smaller domestic and larger, often minait
foreign-owned firms, are essential. Gelial. (2007:47) point out that labour skills are a
more frequent concern to firms in Africa than laboegulation, which suggests a need
for improved worker training and general skills dopment to enhance productivity.
This underlines the need to addressstifls gapin order to address the productivity gap.
Fundamental to economic development, African edmcat (and fiscal) reform and
skills development programmes must reflect the neguirements for global competi-
tiveness. With labour in abundance in Africa, oaa only imagine how the continent’s
productivity will be affected if skills are drasdiity improved. Appropriate education and

entrepreneurial ingenuity are among the most atiteys to the Africa’s future progress.

7.2.2 Financial sector reform
The need for Africa’s financial sector to be stritreged is immutable. Financial

infrastructure reform — as emphasised in this gacti is primarily aimed at attracting
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more foreign investment; i.e. creating a more fagble investment environment through

financial and regulatory reforms, thus complemeanthre work of théMF in Africa.

Goal 1: Financial infrastructure reform

In concise terms, the key areas of financial inftecdure reform include timely and
accurate disclosure of financial data; more effectisk proofed payment and settlement
systems; strengthened supervision and regulatig-duality accounting and auditing
practices; stronger corporate governance and iesolvlaws, and more effective market
discipline (Knightet al., 2000:16). A basic step is for African countries stoive to
undertake the reforms necessary to — by makingitk@s above top priority — implement
the international standards and best practicesgb&rmmulated in variousora. The
Financial Stability Forum’s standards and codes,Bhasle Committee’s core principles
for banking supervision, and the IMF’s codes ohgarency for fiscal policies and for
monetary and financial policies are among the msagtificant guidance platforms for
financial infrastructure reform. Importantly, althgh the adoption of such standards are
voluntary, market participants’ recognition thatauntry is implementing such codes and
standards is becoming increasingly decisive infohneulation of a country’seputation

as a well-managed destination country for inteamati capital flows. Clearly therefore,
aligning African financial reforms with such priptés will help make it a more attractive

investment destination and enhance the effectiweoki$s financial system.

African governments have indeed a serious respitibstio improve their legal, judicial,
and regulatory environments, particularly as thapnot afford to discourage private
investment. As also became clear in chapter fivedaied legal and weak judiciary
systems cannot be tolerated in view of increasedsation of state-owned enterprises
(Anyanwu, 2006:63). Important for reform, though,that this needs to Healanced
against the fact that liberalisation is a necessangdition for making African economies
more competitive and attractive to foreign investtné&inancial reform, therefore, needs
to perform the dual function of helping to establia responsible and judicious
environment, based on strong and reliable rule @i, | while enhancing the

competitiveness of African financial institutiomepted in the attraction of capital.
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Together with sound macroeconomic management, &ifrieconomies will be able to
turn financial market globalisation to their advage by benefiting considerably from
less expensive access to capital (Knighal., 2000:15). This will help build a stronger
market discipline which, along with strengthenedidential oversight, will serve to
improve the stability and resilience of domestigaficial systems. Stiglitz (1998:33)
argues that “without eobust financial system— which the government plays a huge role
in creating and maintaining — it is difficult to imtse savings or to allocate capital
efficiently”. While Africa’s corporate governanceeds to be improved, it also needs to
simplify business regulations by reducing restoics on new business ventures by locals
and foreigners (e.g. the streamlining of licensitigstoms procedures and labour market
laws and rigidities). African countries would ghgabenefit from increased capital
inflows, new enterprise and jobs, and a more bgshfigendly environment.

Goal 2: Intensifying banking reforms

A key step in strengthening the financial system&fdcan countries is adequate reform
in the banking sector. Although the promotion otrofinance and efforts to enhance
enterprise financing are modest attempts by Afrizanks to, in part, address probléts

with mobilising deposits and lending them to boressy more robust banking (system)
reforms are required, such as:

» following a harmonised approach to regulation i ¢bntext of low restrictions to
market entry that would allow financial firms torsdit from economies of scale
and scope in larger markets;

» eliminating distortions, such as the forbearanatme of bank supervisors, to
improve banking soundness and facilitate greaterdpank activities, and

» reducing the excessive use of costly monetary ungnts (e.g. high reserve
requirements) to spur development of the bankimtpseAfrican countries could
benefit from alternative instruments (e.g. leasingy alternatives to
collateralisation (e.g. group guarantees and rédergquity stakes) to overcome

bottlenecks created by weak property rights.

® This is a problem (mainly due to a lack of depthiérms of bank deposits and private sector |ota)
was pointed out in chapter five. The need to ulgeattdress this problem through banking sectorrnefis
critical for the attraction of particularly foreignvestment into Africa.
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Moreover, implicit and explicit guarantees made dovernments to, or on behalf of,
domestic banks must be eliminated. Directed lendigglomestic banks to preferred
domestic firms and guarantees on foreign loansrit@fe borrowers should also end at
once. With most African countries’ banking sectoemaining weak and vulnerable to
crises (Knightet al., 2000:17), one of the most pressing reforms isrdoapitalisation
and restructuring of the banking sector, as wellaafundamental strengthening of
regulation, prudential supervision, disclosure amarket discipline. To accelerate this
process, a promising suggestion is for African ¢oes to allow foreign banks more
scope to enter the domestic banking sector andcquii® under-capitalised or else
troubled domestic banks. Foreign banks can injgetcapital needed to return domestic
banks to viability, thus potentially lowering tharden for African taxpayers. They also
bring with them strong accounting standards, dsale requirements, and risk
management and management expertise that are e@dqoyr supervisors and private
investors (Gavin & Hausmann, 1997:46). Foreign \eriiso encourages competition,
thus instilling stronger market discipline and deearesilience to shocks, by forming
asset pools that are more diversified across cesntindustries and asset classes.
Simultaneously with recapitalisation, significartegs must also be taken to improve
bank regulation and supervision according to theld&ommittee’s Core Principles for

Effective Banking Supervision and its other, moetaded, standards.

Goal 3: Capital market deepening

Capital markets can only operate efficiently if @stors are convinced that they have
reasonable access to financial information aboatftindamental condition of debtor

governments and firms. Thus, the rules on disceosid governance, again, are critical
for a positive African investment climate. Capitahrkets trade standardised instruments
whose values depend critically on enforceable aadsparent regulations governing

accounting and auditing practices, bankruptcy amgbarate governance. For African

countries, for instance, to issue debt in their csanrency and develop markets for

domestic currency-denominated instruments, thepita@amarkets need to be further

deepened and expand&bphisticated capital marketsare inseparable from economic
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progress. Hence, there is a need to promote arilgedskly support African domestic

capital markets and put in place supportive inftacttire for the markets.

One suggestion is that African governments adopularegional approachto the
support and development of capital markets, scoastrengthen their catalytic role in
mobilising savings. Regional integration — togetmeth further macroeconomic and
structural reforms — could help African capital kets develop and overcome the
impediments related to size and liquidity (Anyanva@06:65). African governments
should support developing African regional and cwnttal stock exchanges because this
will facilitate the development of more efficienhdh competitive markets throughout
Africa. Multiple listings and cross-border trade gacurities, for example, could be an
option in setting up sub-regional stock marketsadidition, it is of critical importance
that African stock markets be made more effectie.this regard, four essential
requirements that are geared towards attractinge nmorestment include: (1) a set of
substantive legal rules that meets a set of clegeli;functioning, and reliable securities
laws; (2) improved trading infrastructure; (3) ieased participation by local institutions,

and (4) increased market liquidity combined witbrpising future listings.

7.2.3 Trade reform

With Africa in desperate need of gaining at leasne competitive edge in the global
economy, transforming its trade is arguably theaateat holds the best promise for
realising this goal. Deepening African trade refamould facilitate the continent’s global

integration and promote, in cooperation with W&O, a fair global trading system.

Goal 1: Trade diversification and gradual liberadison

In an Economic Report on Africa, the ECA (2007:dalled for the need of a “third way”
in the form of “strategic” trade policies aimed eifieally at diversification and
development. As with Asia, African governments dtoput diversification ahead of
aggressive export promotionof unprocessed primary products. The ECA reparrttpd
out that African economies have since the late-$38&come less diversified and more

specialised in the production and export of a kahirange of primary commodities,



243

notably oil, gas and minerals. It is vital for anoromy to attain a state afeep
diversification before reaching the turning point towards greagecialisation. ECA
evidence indicates that the benchmark turning pshioiuld be a per capita income level

of approximately US$9000, which is significantlygher than the African average.

Since economies become more diversified as invegtragios rise, increased investment
is key to reversing, in a sense, this trend towauscialisation. In Africa’s case, the
pattern of investment is a crucial determinantigéibification as total public and private
sector investment has a positive impact on divieegibn only where public investment
crowds inprivate sector activity. The ECA (2007:55) repalto found that rapid trade
liberalisation may well slow down diversificatiodence, with African countries needing
to diversify more, protective tariffs and other fiiens to trade should be maintained for
longer periods than in the case of when a counirgyes an export-driven growth path.
This, though, is not to suggest that there shoelditde/no trade liberalisation. On the
contrary, trade liberalisation should remain a higiority for African countries, but be
gradually implemented so as to complement efforts — of equally high nislo— to
diversify exports, while still balancing the lattgith a healthy degree of specialisation to

ensure that Africa continues, at least, to produaat it is good at producing.

Indicating trade among developing countries $outh-South trageas a share of total
developing country trade for the period 1975-208#@ure 7.2 shows a significant
increase, particularly since 1990. Thus, not ordg the developing countries’ share in
global trade increased, but they are trading matk aach other. This is important to
African trade because of more markets opening upimmising problems with market
access. However, with over 75% of Africa’s expetit primary commodities dominated
by crude oil, natural gas, precious and base matalsagricultural produce (specifically
cocoa, coffee and tea), the concern remains thgwely low levels of manufactures and
total merchandise trade (Siddigi, 2006:24). As bezalear in chapter five, this makes
the region more vulnerable than other regions tdeeeleration of global demand.
Africa’s trade diversification should primarily fos on these areas to ensure not only an

increase in export earnings and competitiveness, allgso the enhancement of the
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continent’sproduction capacity (also through the utilisation of more skilled werk) to
ensure sustainable growth regarding exports’ doumfion to economic growth and

development.

Figure 7.2: Growing trade between developing countes (1975-2004)
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The benefits of trade are well-known: providing egx to foreign exchange, expanding
markets, increasing FDI, facilitating the transéétechnology, and stimulating domestic
productivity that leads to employment being creaed an increase in domestic incomes.
However, these can only fully materialise in Afri€aufficient trade diversification takes
place. The ECA (2008:133) argues that African coest over-reliance on primary
commodity exports is, in a sense|f-destructivemainly due to these exports’ very low
income elasticity of demand and hence less oppitytfor rapid export market expan-
sion. Diversification of exports and productionusture is essential for Africa to move
into the export of new and dynamic products in wdrade (Loots, 2005:1). To help
overcome the continent’s marginalisation, Colli20@6:204) found that Africa would
particularly benefit from diversifying exports int@abour-using manufactures and
servicesdue to its low-wage differential advantage to deeeloped world. By reducing
Africa’s dependence on traditional commodity expoit will, in particular, assist in
protecting African countries against vulnerabilibyexternal shocks resulting from terms

of trade instability. To diversify and improve pradive capacities requires not only
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sufficient domestic reforms (e.g. maintaining macanomic stability, a regulatory
environment conducive to export promotion, supportthe private sector, promote the
adoption of ICTs, and develop adequate socialitinistinal and physical infrastructure),
but also assistance from development partners ghrbuman and financial resources to
help African countries attain their diversificatia@bjectives. The following areas will
helpfast-trackAfrica’s integration into the multilateral tradirsystem:
» more technical assistance and capacity-buildingade and export development
to help bridge the gap between resource needseandnce availability;
» more meaningful (duty and quota free) market acteshe region’s countries
that will serve as an incentive to diversify andnbée, boost productivity, and
» increasing financial support for regional infrastiure development projects — a
major constraint to rapid export market promotiaio +educe transport costs.

Reflecting its economies’ high dependence on trafeca’s trade-to-GDP ratio is
currently more than 80% (World Bank, 2008). Togetligh the fact that the elasticity of
trade in African countries is significantly highttian in other developing regions (which
implies that a dollar earned by trade has on aeeeatprger impact on growth than in
other developing regions) (Loots, 2006a:21), thiesses the importance of expanding
the continent’s limited range of export productdriéa, therefore, has no luxury in

viewing trade diversification as a mere optionsié must in today’s global economy.

Goal 2: Making trade policy more effective

Trade policy should be dynamic and vary from setosector: it should target specific
potential export growth areas in each sector antl hhe necessary capacity. This
requires the support of other policies to, foramste, create mofescal spacdor African
governments to invest more, backed by a returndeesector-orientated policieswith
less emphasis on theacroeconomic-stability-above-all-approacim essence, African
governments need to adopt more proactive poliareshe realm of trade, finance,
industry and research. They should also be compitadeby greater flexibility in
African economies to enable policy-makers to swititus, for example, from exports in

oil and gas to growing and processing foods oimgettp clothing factories.
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While vital for promoting trade and export marketvdlopment, donor support, for
instance, will only be maximised if African coumsi make more efforts to mainstream
trade effectively into their national developmetnategies (Dupasquier & Osakwe, 2007:
96). This requires involving all relevant staketesklin the design and implementation of
trade policies, and ensuring that trade and othacroeconomic and social policies
complement each other, market access impedimeatsearoved, and trade capacity is
strengthened. In particular, productivity needsb& improved (Cheru, 2002:134). No
trade can take place where production is non-axist&rican trade expansion needs to
be accompanied by coherent national and sub-relgipolecies to remove the main
obstacles to productivity and export growth, bdtlwvbich are essential for development.
It is critical that reform of African countries’ @de policiesaddress the following
impediments that are among the main reasons facaérmarginalisation in world trade:
> high transaction costs (e.g. excessive internal transport and freighttscder
land-locked African countries as exports must claastoms at road/rail border
posts);
» supply-side constraints (e.g. inadequate and uesteldped industrial capacities);
» weak basic infrastructure (e.g. deficiencies, fromal roads to regional highways,
rail networks and port services), and

» asmall skills base (e.g. lack of investment in haroapital and technologies).

Given the real danger of trade liberalisation hagnan economy during conditions of
income inequality, trade policy needs to be completed by, for instance, an
appropriateredistribution policy of taxes on owners of capital and subsidies touab

to ensure that both broad classes of factors alymtion can benefit from international
trade (Salvatore, 2004:134). Stiglitz and Charl{@305:216) point out that there is
considerable evidence that poorly implemented dleation, particularly in the service
sector, can have negative effects on the poor. f@remanagedimplementation

effective regulation, and substantial assistaneetlarefore critical for making African

trade policy more effective and must form a cerpeat of the continent’s reform agenda.

" In some African countries, 60% of export-receipte spent on transport costs (Siddigi, 2006:25).
Overall, Africa’s freight costs average 15%, thtieees more than the average figure for Latin Aneeric
Only in SSA, 15 countries’ competitiveness is ungieed due to cost problemis-a-visbeing landlocked.
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To make African trade policy more effectivefime balancas needed between (1) liberal
trade policies, devoid of the uncontrolled openumof African economies to external
markets, and (2) policies that protect domesticketar The key is for the former to be
selective in terms of allowing foreign competitiom®, to the extent that it ensures a level
playing field, and for the latter to facilitate the capacity building of local industries,
with both, in effect, stimulating African economigsbecome more mature and be better

able to compete in the global market place (prélgran the basis of fair competition).

Goal 3: Enhancing the complementary relationshiween trade and aid

It is important to appreciate the potential compeartary relationship between trade and
aid, also known asid for trad€®. In fact, the WTO has recently initiated the Aat-f
Trade (At) initiative, which is recognised for its vital leo in Africa’'s export
development. However, as the ECA (2008:134) argties,taking too long to become
fully operational. All involved parties have a reggibility to speed up its
implementation so that valuable time is not losinicreasing African countries’ capacity
to take advantage of existing opportunities inrthétilateral trading system. Importantly,
regarding the A& initiative in Africa, a number of traditional cagity-building
programme problems must b&oided the lack of ownership of these programmes by
recipient countries, the lack of sufficient and gicgable funding, and the tendency to
focus more on donor priorities than on those oipieats. Moreover, Goldin and Reinert
(2006:69) point out that trade policy experts h@eagnise that, without aid-assistance,

developing countries will be unable to exploit tharket access that is available to them.

In principle, it is important to add that, as Cetl(2007:162) emphasises, “aid needs to be
accompanied by African trade liberalisation or duld even increase poverty”. Aid
without trade liberalisation could be disastrousnc& aid often ruins export
competitiveness (because more aid means less aeeggorts, thus exporters earn less),
trade liberalisation is critical for making new exp activities competitive. Trade
liberalisation also increases the demand for ingpbyt making them cheaper without the
need to appreciate the exchange rate, thus redtlointaxes imposed on imports. This

8 Note that theaid for tradedebate is a dramatic paradigm shift from the estriade not aiddebate.
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provides an opportunity for aid to be used more Baying imports. In Hoeffler's
(2004:1131) view, an economy would benefit moraid is kept in its original foreign
exchange value (dollars, euros, etc.) and is dyreesed for spending on growth-
orientated imports such as infrastructure. While tloes not suggest that aid should not
be used for building schools and such like, the leamjs should be on spending it on
imports. If aid inflows coincide with increased &fin trade liberalisation, it will help

make African exports more competitive and the spendf aid money more effective.

7.3 Regionalism: a catalyst for change and empowemlnt

There is no doubt that cooperation between Africamntries is necessary for increased
coordination as regards guiding change/reform enctintinent, with human progress as
the central foci. Greater cooperation resultinghgreased regionalism could, invaluably,
in turn, reinforce African structural change/reform. As the EU hasveh, regionalism
promises to be of great benefit if tailored to lac@eds. According to Kaplan (2006:86),
the EU (and other, established regional organiss}ichave redefined international
relations, sovereignty, and development, showingv le centralised, multi-country
bureaucracy might play a significant role in shgpistate behaviour, standards of
governance, and even societal evolution. In Afrezch regional grouping should have a
mandate to raise governance standards, merge emmastablish one set of rules for
doing business, and integrate transportation syst&tnis new dynamism would not only
unleash the caged entrepreneurialism of Africartsatso draw MNCs from around the
world”. Hence, as the ECA (2004:46) underlines, “re\d@li regional integration offers
the most credible strategy for tackling Africa’svdlpment challenges, internal and
external. Why? Because of the many weaknesse®Weatvhelm the limited capacities
and resources of individual countries. Collectivlorgs, with dynamic political

commitment to integration, can help overcome thentlag challenges”.

In view of growing emphasis on the African Renaigsa an approach to economic
regionalism that all sub-regions in Africa couldurally work more towards is that of
new regionalismThis is an expression of regional identity simita nationalism, i.e.

“The ECA (2004:35) estimated that FDI is worth fiirres more than foreign aid to the developing world
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extended nationalisriThompson, 2000:43). However, this approach shealdil more
than merdrade blocstrade integration should be complemented by #renbnisation of
economic policies while investment diversion shobkl as much a concern as trade
diversion. The emphasis should be on both econaouperation and competitionto
stimulate regional trade and facilitate greaterolmement in the globalisation process.
Given questions regarding the extent to whickiragle global logi€® will determine
national development, Africa’s regions should ueeriew regionalism approach not only
to be shaped by world order but also, reciprocétlyreshape that world order. Regional
interactions cannot be structured by a single niadspecially not those in Africa. As is
the case with recognising the complementary roleiol societies, new regionalism
validates political interaction as co-equal witfoeamic exchange relations in building
regional cooperation. In this sense, the statalsial role is recognised in regionalism,
i.e. as — unlike the market — a planner, indiviuahd collectively. The state is viewed
as a vital actor in shaping regional relations andesponding to global exigencies. In
contrast to the asymmetric relations between madet state, as engendered by
contemporary globalisation and its underlying tiegr new regionalism encourages
supportive government involvement in economic piagnand functioning. In this
regard, the Southern African Development Commu(®#DC) sets a good example for
the rest of Africa. In view of the fact that palil cooperation is contingent upon
economic coordination, SADC has ensured #tate coordination remained central,
particularly with respect to its ambition to amedite economic disparities. Since 1992, it
has placed much emphasis @gvelopment integratigrwith the goal of cooperation, not
simply for trade and economic growth, but to enleaits people’s quality of life, and
support the socially disadvantaged by means obragiintegration. State agency is also
reflected in the successful attraction of investim@om 111 corporations) to the state-
run Beira Corridot' (involving 22 countries) of port, rail, road andl @ipeline

development for landlocked neighbours. Apart fraates decisions that designate such

8 This refers to the current drive, rooted in ndtalism, toward a single global market where jiesic
that promote globalisation are encouraged, withessive emphasis on global competitiveness to keep
pace.

8 NEPAD has identified mega projects to play a kelg iin facilitating regional integration. E.g. i0@
Angola signed a 14-year deal with an Italian conypanconstruct a 1,350km rail network, and German
company Thormalehn is building a 4,000km railwatneen Sudan and the Kenyan port of Mombasa.
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strategic investmerits appropriate technology is promoted and seleatédidies (e.g. in
seed and food supply) are provided for the mogtenalble who have no margin foelt-
tightening It is therefore necessary to advocate economiicip® which acknowledge
the regional impact of domestic economic decisi®@&DC’s approach to regionalism is
a practical means of working collectively to overed economic marginalisation by
transforming structural weaknessesand trying to turn strengths into advantages, evhil

at the same time gradually integrating into thébgleeconomy.

The continent is in need of strategies aimed atlacating the process of regional
economic integration and peace consolidation (AyZ&3¥01:16). Intra-African integration
requires both economic and political commitmentfptementing each other) to be truly
successful. One such strategy, according to the EXDA8:30), is more coordination, at
national level, between relevant ministries anditunsons (e.g. Ministries of Finance and
Economic Development, central banks, and natiotehrpng bodies) to enhance the
coherence in policy design and formulation, anénsure that policies have the desired
economic impact. Greater coordination, especiallgléaling with sectoral issues, will
enhanceolicy effectivenessand increase policy’s impact on development. luM@lso
ease the task of collectively dealing with systemsgues/risks that affect Africa as a
whole, such as the management of commodity prilkesras well as vulnerability to
external shocks; prevention and management of meyreand banking crises; and

ensuring that countries facing severe economiesiigve better access to credit.

Importantly, policy coordination should coincidetvdeep economic integratioin the
view of Gelbet al. (2007:45), accelerating deep economic integraboi\frica and
improving infrastructure would help to widen econorspace (e.g. increased market
size), raising potential returns for investors tig&@ato entry costs, as well as raising the
level of competition. Hence, making Africa more qmtitive and enhancing its
investment attractiveness should go hand in harld &fforts to deepen regionalisation.

Moreover, apart from reducing the incidence of dsime policy reversals (thus

82 There is a need to initiate more cooperation fragtructure development projects such as telecammu
cations, transportation, power generation, and mgteply to boost trade and attract investors tacAf
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improving the credibility of economic policies infrica), an important benefit of deep
forms of regionalisation is that it enhances thieativeness ofVTO negotiations in
ways that are not sufficiently appreciated (Zah2005:695). First, it extends tzene of
agreementn WTO negotiations because intra-regional coneecg enables the bridging
of internal disagreements, owing to highly devetbpestitutions for decision-making, a
deliberative culture, trust and collective identit$econdly, regionalism enhances
bargaining power to gain concessions from the Wai (other international agendlds
and offers a way to cope with the complexity of Wné&gotiations as fewer participants
and policy proposals in WTO negotiations enablearmurposeful discussions. Third, it
attenuates concerns stemming from uncertainty adfiatency and distributional effects
of agreements by enabling the region to better isvaat adverse, unexpected outcomes
through exemptions, renegotiations, and violatiohg/TO rules. Therefore, particularly
in Africa, deep regional integration (thgtue nations together), as well as free-trade
agreements with the ambition to significantly deefiee level of integration over time,
should be intensified and be made a central goall iregionalisation deliberations. This
will facilitate the task ofegional governanceby developing mutual understandings of
collective priorities within a certain region, whishould, in turn, complement global
economic governance by helping to clarify the ies¢s and concerns of greater
numbers/groups of countries. African regional depgient banks could, in terms of

regional governance, play a vitalking role between Africa’s regions and the IGEGs.

Another particular benefit of regionalisation iswhdt aids in making liberalisation a
gradual process (as proposed under section 7.2.3). Sudpesshieving regional
integration will create the necessary conditions googress towards fuller economic
integration at the level of markets and enterprig&seru, 2002:147). Once production
bottlenecks are removed and output has increalseqyressure to find outlets for excess
production capacity will grow, leading to eventlibkralisation. Hence, liberalisation is

not the immediate aim, but rather a nataenaicomeof efforts to regionalise.

8 Regionalisation, through increased bargaining ppa@uld certainly enhance Africa’s say in the IGEG



252

Table 7.1: Merchandise exports within the African iegional bloc (1990-2004)

Regional Percent of total bloc exports
groupings EEl0) 1995 1998 1999 2000 2001 2002 2003
CEMAC 2.3 2.1 2.3 1.7 1.1 14 1.5 1.4
CEPGL 0.5 0.5 0.6 0.8 0.8 0.8 0.9 1.3 1.2
COMESA 6.6 7.7 8.7 7.4 5.7 6.4 6.4 6.6 6.7
CBI 10.3 11.9 13.9 12.1 10.6 9.0 12.3 11.4 13)2
EAC 134 17.4 19.0 14.4 16.1 13.7 13.3 140 1416
ECCAS 14 15 1.8 1.3 11 1.3 11 1.0 0.9
ECOWAS 7.9 9.0 10.7 10.4 7.9 8.5 10.9 8.6 8.5
I0C 4.1 6.0 4.7 4.8 4.4 5.6 4.3 6.1 4.3
MRU 0.0 0.1 0.1 0.4 0.4 0.3 0.2 0.3 0.3
SADC 4.8 8.7 104 11.9 9.3 8.6 9.5 9.8 9.5
UDEAC 2.3 2.1 2.3 1.7 1.0 14 1.4 1.4 1.2
UEMOA 13.0 10.3 11.0 13.1 13.1 12.7 12.2 13.8 13/9

Source: World Bank, 2006a:3%¥8orld Development Indicators 2006

Note: For Table 7.1 and Figure 7.3 see the officistl of abbreviations and acronyms.

Table 7.1 indicates how very few of the sub-region®\frica have shown significant
change from 1990 to 2004 in terms of export grovnhtact, in three cases (CEMAC,
ECCAS and UDEAC) there has been a decline. Sidaiep6:25) further points out that
Africa’s low intra-regional trade — representingtju0% of Africa’s total trade — is a
cause for concern and an area that needs to bessedrurgently if trade is to contribute
towards building stronger regional ties in Afriddlore specifically, different duties,
restrictive border practices, poor transport neks@nd civil strife are impediments that
need to be eradicated in order to expand Africasszborder trade. The above figure of
10% contrasts with that of 66% in Western Eurof@/5n Asia-Pacific and 40% in
North America. The way forward for Africa cannotoi¥ going through intra-regiorf4l
trade first. Becoming true global partners firgguiges going through a regional phase. In
this sense, Africa’s regionalisation shoglomplementits efforts to globalise. Increased
intra- and interregional trade in Africa, partialya when stimulating export

diversification, can be instrumental in enhancing tontinent’s global competitiveness.

84 Africa must eradicate regional disparities whame oountry dominates the other countries in thireg
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An area of hidden potential that needs urgent attetis export processing zones (EPZs).
Although EPZs mostly have a poor record in Afrieaperience elsewhere suggests that
this need not be the case given real political cament to coordinate all necessary ser-
vice providers to make them work (Watson, 2001:E®Zs have the potential advantage
of encouraging clustering, thkickeningof markets, and critical mass to validate trans-
port and infrastructure investments, which is @ical consideration for Africa’s sparse

economies and essential for enhancing their cotyetess (Gellet al., 2007:46).

Figure 7.3: The African galaxy — overlapping regioal groupings

Céte dTvoire
uinea Bi
Mak i Central ifrican Fapublic
Equatoral Guinea
Gabon

ECOWAS

Source: Yang & Gupta, 2005Begional Trade Arrangements in Africa

Moreover, as is clear from Figure 7.3, Africa’sioel trading arrangements are often
overlapping and complex in nature. The problem hat tthese African integration

initiatives are creating dynamic difficulties wiarious organisations having overlapping
memberships (Appleyarcet al, 2008:416). As a result, internal inconsistencies,
conflicting regulations and rules, and differentattgies and objectives impede the

expansion of domestic markets and discourage bothedtic and foreign investment.
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Considering the intensification of political probis, it appears that these simultaneous
integration endeavours may well be a case of tochmaf agood thing For African
regionalisation to become more effective and vadeing, these regional groupings
need to besimplified. At the risk of oversimplification, though, it wisbmake sense to
minimise Africa’s current regional organisationdntat most, five groups representing
North, East, West, Central and Southern Africa. Gn@mple, to avoid further
unnecessary duplication between the West AfricaonBmic and Monetary Union
(UEMOA) and the ECOWAS Secretariat, as Kaplan (2006 suggests, is that
ECOWAS (with its security apparatus) be merged whén UEMOA economic team and
have non-UEMOA countries join UEMOA'’s customs unemmd currency, concentrating
all resources in one body, i.e. a West African Wniélthough it could take time to
implement due to a multitude of factors to be cdesad, similar thought processes could
be advanced for Africa’s other four main regionswasl. The harmonisation of aims,

strategies, regulations and trade agreements diniegawvill be key challenges.

Importantly, a number gbriorities for regional integration that are particularlyenent
to Africa can be identified (Cheru, 2002:150; Je§e2007:100; Quattara, 1999:40):

» Cooperation before integratiorin the process of intensifying regional integra-
tion, the emphasis should first be on buildingrsireooperation, concentrating on
achievable goals with tangible short-term (mutlhefits: e.g. strong coordina-
tion of policies by member states should forgo falrraconomic integration,
helping countries to balance autonomy needs witiperation needs.

» Addressing the capacity gap in policy analysis amahagementNeglecting to
build strong institutions and managerial skills tag national level for the
implementation of complex economic and trade tesais a serious concern. A
regional network approach is necessary wherebytiegiexpertise is shared
among member countries and human capacity isthudtigh good mentoring.

> Integration with national plansSub-regional programmes and projects need to be
integrated with national plans and budgets. To ro&anational ownership of the
regionalisation process, national level reformsusthde sensitive to regional

dimensions of economic reforms (e.g. regional impédevaluations).
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Greater involvement by the private sector, civicisty and NGOs.Efforts
towards regional economic integration will be meféective if they build from
the realities of African and enlist the supportpalitical constituencies (i.e. the
private sector, NGOs, Chambers of Commerce, etegse interests are directly
served by the removal of barriers to trade andgtnaent to enhance regionalism.
The need for a strong intergovernmental coordirgtiody.Improved coordina-
tion between governments, regional organisations] @onor agencies -
particularly when facilitated by a coordinating amdnitoring IGO — will ensure
the most efficient use of financial and human reses that can be mobilised
from sources both within and outside Africa. Thidl tvelp to overhaul regulation
impediments (e.g. outdated customs proceduresjestigict corruption.

Sufficient convergence monitoringis vital to keep track of change in the degree
of convergence within regions to ensure that cdifrecactions are taken early,
preventing divergence — especially re macroeconamdicators and policies.
Strong, efficient regional institutionSuch institutions should be authorised to
develop appropriate policies independent of natiamtarests without, however,
losing sight of each member’s particular situatidhey should have sufficient
human and material resources to assist membergpuohity implementation.
Regionalism cannot be a substitute for poor natioeeonomic management.
Participating countries need to deal effectivelyrmtheir own economic, political
and social problems (e.g. fiscal discipline, cotimpand human development).
Regionalism should facilitate regional governané®egionalisation in Africa
should contribute meaningfully to both sub-regioraid over-all regional
governance by e.g. the AU and the ADB. A complemsntelationship between

African regional governance and global economicegance is required.

Successful economic integration in Africa will bentingent on the implementation of

policies that elicit the correct response from megskand that willstimulate regional

production and demand. Policy changes/reforms shadt only facilitate sound

economic and public management, and increase erigactor activity, but also

encourage specific investments in human resourgelagement. With closer economic
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integration, each African country has an interestnsuring that appropriate policies are
followed in its partner countries, thus increaspaicy coordination within a regional
context. Efficient regional cooperation allows #eonomies of Africa to overcome the
disadvantage of their relative small size and, myviding access ttarger markets, to
realise economies of scale. In addition, strengtigeregional organisations could prove
to be the only feasible way to tackle the problehat plague fragile states in Africa. It
can invigorate development prospects by transfagnbiasiness climates. It can change
societal dynamics by empowering people, unshacklimgm from the restrictions
imposed by ineffectual governments. It can redbeeintensity of inter-group rivalries
by creating a supra-national umbrella under whitlg@ups are forced to compete on
equal footing, thus strengthening Africa’s competihess in the global economy. As
Kaplan (2006:95) emphasised, “development is a texnprocess that can succeed only
when societal dynamics create a self-propelling emom for [collective] positive
evolution”. Decades of searching for a way to justgrt this process in various places in
Africa have proved fruitless because previous gitentargeted individual states and
bolstered their status and with it the frictionsaladministration, and corruption they
nourish. Reconsidering how to harness people astdutions to drive development and
what can and cannot be achieved with existing &tras suggests that regionalism may

offer the only effective way to guide Africa’s miystroubled regions to a true AU.

7.4 Enhancing Africa’s global significance throughouilding global partnerships
Although Africa’s increased emphasis on region&gnation has elicited much praise
(and aid) from donors, its number of global pasneould be increased, and current
relationships strengthened. Opportunely, as Ro@@05:136) points out, “integration
with the world economy is an outcome, not a preitp of a successful growth
strategy”. This, and given the fact that no coumsryno longer) an island, stresses the
importance of building global partnerships — esglgcifrom a regional perspective (and
the associated possibilities of increased barggipower due to regionalism). Africa’s
efforts vis-a-vis building global partnerships (as part of its glolegration strategy)
should be based upon equity, balance and mutuaffiheBesides increased regionalism,

Africa has to make building global partnerships pojrity in order to globalise and to
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establish a complementary relationship between African regionalisation and
globalisation. Concurrently, the developed worlds Haegun to realise the potential
benefits of supporting African continental and cegil associations, at least in the area of
security, where the West has an obvious self-iatefdowever, to ensure long-term
sustainability, the partnerships between Africa d@imel global community need to go

beyond security matters and primarily include drepimutual economic benefits.

The fairly recent Africa Growth and Opportunity A&GGOA) by the US Government
and Everything but Arms (EBA) Initiative of the Bppean Community hold the promise
of improving market access by means of tariff amh-tariff barrier reductions and,
increasing investment from the US and Europe incAfr countries (that are resulting in
increased exports from Africa) as firms seek tetakvantage of the new opportunities
created by these initiatives (Anyanwu, 2006:65)s lalso expected that these initiatives
should help address widespread concern over tleeadibudgetary outlays devoted to
protect agriculture in developed countries. Mlanayal Oshikoya (2001:35) estimated
that theelimination of restrictions on agricultural trade alone (including subsidies)
could lead to an income gain for developing coestof up to US$400 billion by 2015.
Both AGOA and EBA are designed to ensure that prteditom Africa enter the US and
EU markets duty free. In practice, however, a nundeonstraints, of which the most
hazardous are the rules of oriffhhave seriously restricted African exports. While
AGOA recently added a special waiver that resuite@ifrican apparel exports increasing
by over 50%, EBA has not made any change. In fiac@ollier's (2007:169) view, EBA
has been totally ineffective. On the whole, a latkcoherence in European policies
represents one of the largest obstacles to suatedefelopment cooperation with
African partner countries. However, one EU-initratithat seems rather promising is the
EU-Africa Partnership on Infrastructure, which aitoenhance development by securing
the regional interconnectivityof the African continent by providing infrastruogufrom
transport networks to water, energy and telecomoatioins networks and infrastructure-
related services. Notably, this underlines the irfgywe of more effective collaboration
between Africa and its global partners. What isdeeeis one simple scheme/initiative,

8 E.g. if a Kenyan garment manufacturer uses chesign/cloth, imports of these garments are protibite
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which is exactly the same across the OECD, withengenerous rules of origin, pan-
African coverage, and a clear time horizon. Theaitketof the scheme need to be
sufficiently flexible, making room for adjustmenmtil it works. The intention should be
two-fold: to get Africa into new export markets ard create new investment

opportunities for interested companies in Africa.

China is a good case in point. Yanshuo (2007:18)tp@ut that an increasing number of
Chinese enterprises are seeking opportunities ecifsmlly Africa’s infrastructure
construction industry. Anyanwu (2006:68) estimatédat annual infrastructure
investment requirements in Africa are about 5% % & GDP, implying investment
needs of over US$250 billi8hduring the next ten years alone. Given the stintegest

of China, this could lead to increased competiteonong prospective investors — a
situation from which Africa can benefit strongly itf manages it wiselyand without
affronting any parties involved. Chinese firms aodéten willing to invest in
complementary infrastructure in Africa without fgang the burden of implementing
Western standards and comforts (Mogae, 2007:713tékfefirms also have a number of
added constraints in terms of having to go througious stages of approval (e.g. in the
EU) before being able to invest elsewhere. Moreo@rinese President, Hu Jintao,
already confirmed that China will help African mats build 30 hospitals, 100 rural
schools, 30 anti-malaria centers and 10 speciatwdgral technology demonstration
centers over the next three years. Willing to tiakger risks than most of their Western
competitors, enterprises have become the maingp&hina’s investment in Africa and
both sides are starting to gain from this cooperatnode, representing a new type of
strategic partnership between Africa and Chindaét, against the backdrop of economic
globalisation, Africa’s close (and growing) connestwith China is becoming a vital
stimulus for thantegration of the continent’s economy with the global econo@iven
that Africa’s economic growth exceeded that of Wwld average over the past decade
and the fact that Africa possesses abundant natasdurces, there are ample
qualifications for further trade and investment pe@tion between China and Africa. If

African countries can productively use the inconaned from better prices by the

8 1t could be even more, given all the investmemiasfunities presented by the 2010 Soccer World Cup.
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Chinese for their raw materials, then their own petitiveness should increase. Such
investment will further generate employment, redugeverty, raise skills and
productivity, and increase revenues. Furthermogno-African trade currently
contributes over 20% to Africa’s economic growththaChina becoming Africa’s third
largest trade partner (after the US and Franc2P@6 as bilateral trade volume surpassed
$55 billion (Broadman, 2006:51). Sub-Saharan cdéesitrin particular, have benefited
significantly in terms of developing their marké&tsm the rise in Sino-African and Indo-
African trade. The same can be said of trade betwkica and Latin America
(especially Brazil). Clearly, there are significayatins to be realised from the reductions
in tariff barriers to South-South trade. StiglitzdaCharlton (2005:216) estimated that in
both agriculture and manufacturing thains to developing countries from liberalisation
of trade between themselves are greater than fhoseliberalisation of trade with the
OECD (mainly because of extensive use of non-taédtffriers by developed countries).
As a last note on China, although fears have beéred that Chinese influence will
undermine human rights, good governance and derydoased on anecdotal evidence,
the prerogative still lies in African hands to peav this from taking place. In fact,
dealing with such matters (and the lessons leafmoaal it) brings a new (and necessary)

maturity level to Africa’s collaborations with glabpartners.

It is particularly vital that Africa’s internatiohadevelopment partners continue to
facilitate the establishment ofraore open and equitable trade regimmeorder to help
address the problems of quality and lack of knogéedf export markets and appropriate
technology from which a number of African countrgsdfer as a result of diversifying
their exports. The phasing out of tariffs on esacprocessed products and all forms of
exports subsidy as well as reducing restrictiondafour-intensive manufactures will
provide substantial support for Africa’s efforts to diversify exports. In adiutin,
Africa’s development partners should consider ndirect measures such as enhancing
existing guarantee schemes for private sector tmasg in Africa. Given the negative
risk perception about the continent, these couldnbumental in providing additional
incentives for private investors. On their partrigédn countries could design innovative
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financial instruments — apposite to local condigiensuch as theecuritisation schemas

these could also serve to provide additional sector potential investors.

Overall, it is essential that Africa’s inward s&gtes regarding reform and regionalisation
complement — and be complemented by — its outwiaatkegy concerning the building of
partnerships with key global role-players. Crugialiurthermore, in cooperation with
global partners, African leaders must ensure that aim of thiscomplementary
relationship is to make globalisation work for the poor. Witblipy being crucial for
poverty alleviation, globalisation — although alsestricting policy — creates new
opportunities and spaces for policy engagementdi@o& Reinert, 2006:229). This
(policy-making) is where African nations and theElGs should take hands and join
forces to ensure that global economic governanteately, becomes more effective in
guiding/managing globalisation so that it assistputting the poor in a better position to
be able to benefit more from its opportunitiesctioperation with the rest of the world,
especially the IMF, WB and WTO, Africa should alsontribute significantly to the
provision ofglobal public goodsTo help exterminate the perception that Africaals
expect others to help and that it always wants nithiebeggar-mentality; it is critical
that African governments meaningfully collaboratéhwother global role-players on the
provision of such goods. In fact, they have a rasfimlity, first to their own people, to
take the initiative and/or be a central drivingc®in ensuring that substantial benefits are

derived from global public goods — and that glgmablic bads are rigorously eradicated.

Lastly, two brief points need to be underlined: {(¥hile a number of African countries
have, on their own, strong linkages with globaltpars (e.g. the Association agreements
signed between the European Community and Nortieafrcountries and South Africa),
a fine balance, once again, needs to be struckeeetwountry and continental interests
so as to ensure that benefits from these linkagemtually, enhance the welfare of the
whole of Africa. (2) It is also important that, ander for Africa to strengthen and widen
its partnerships with the global community, esplécithe US and EU, it needs to heed

their concerns. In this regard, Zimbabwe, in patéc, is viewed as a test case for Africa
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(Gibb et al, 2002:150). They would be reassured if they sambabwe’s neighbours
making a much greater effort to distance themsdhoes Mugabe-stylegovernment.

7.5 Conclusion

This chapter explored ways to reverse Africa’s nmaigsation and examined key areas
of reform that must be either undertaken quicklydeepened as a precondition for the
continent’'s potential insertion into the global romy. Strengthening theapacities of
African countries to manage the cold currents abglisation in ways that promote
democracy and human development remains the mitstakccontemporary challenge. In
the words of former Botswana President, Festus Md¢ga07:72), “in the end no matter
how many suitors she may attract, be they handsamwherwise, it is Africa’s own
responsibility to achieve her full potential’. Thisquires appropriate action (e.g. internal
capacity building and skills retention) and chafgeg. structural reform to make African
economies perform better). It is up Adrican governmentso ensure that the necessary
actions are taken and reforms implemented, bedguse instance, public investment in
human capital and technology transfers is insw#fiti the market will not fill the gap.
Analysis by UNCTAD (2001:50) indicates that withauifficient reform deepening and a
major re-orientation of domestic policies, it woudd impossible to change the fortunes
(i.e. to de-marginalise) of the African region. Deld (1992:152) warned that “without
reform Africa’s position in the new world order ¢dwvell crystallise during [and after]
the 1990s into a permanently dependent welfarexaohéhe West.” It should be noted
that an overall continent-wideeform strategy does not make domestic country-
strategies redundant; rather it gives impetus eéontted for a domestic reform plan which

feeds into this overall strategy, as, for instameelined by the NEPAD vision.

By setting specifiogoals the chapter aimed to promote an African econoraform
strategy based amrform complementaries addressing key areas of weakness in Africa
as emphasised in chapter five while underscorimgitiportance of ensuring that the
reforms reciprocally benefit from each other. T$timtegy not only reflect Africa’s prime
challenges, but also underlines the importanceefafrim sequencing by giving specific

priority — as a basis (and minimum requirement) — to theviong areas of reform:
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» Reforms that facilitategood governance(economic and political) and that
strengthen (in terms of technical and resourceaifanstitutions, governments
and key decision-makingpra (in business, etc.). Moreover, an aspect that has
been seriously lacking in Africa and that needsdaemedied is the fact that it is
necessary for Africa to experience more of the benand value of lawful
conduct. This is a key reason why Africa has oftdlen back into corruption and
lawlessness — it is easier and the benefits obpipesite are not guaranteed.

» Reforms that enhance Africalavestment attractiveness including sufficient
standards to provide a secure investment envirohraed adequate financial
sector reform to bring it in line with internatidretandards and best practice.

» Reforms that maké&ade diversification a leading force in Africa’s economies,
enhancing their competitiveness. Otherwise the fitenef free trade and
privatisation will be dissipated in rent seekingdanot be directed towards wealth
creation. Trade expansion requires the removalegf dbstacles to productivity.
Not only need Africa’s production become more deifeed, its productive
capacity in new product areas also needs to beiesffienough to (1) compete
globally and (2) create new employment opportusiarticularly for the poor).

» Reforms that encourage thee of technologyand promote human capital deve-
lopment, including vocational and technical skillsselopment. This may include
incentives/subsidies to the private sector to useentomplex technology to
increase productivity and to train workers on h@wse it. Here, for example,
supposedly outdated, more affordable technologreadvanced economy terms)
could still be used as highly beneficial in muchAdfica’s production.

» Reforms that facilitate increased econogwoperationand policycoordination,
which result in African regional integration thatmutually reinforcing.

» Reforms that create morknks with the global community, strengthening
Africa’s bargaining power in specifically the areas trade, global decision-
making (e.g. in the IGEGs) and setting global ecoicalevelopment priorities.

Importantly, as Easterly (2002:51) underlines, algh African countries should seek to

introduce structural change by implementing intBamal best practice guidelines,
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structural change is always an unfinished taskuc8iral reform is a dynamic and
flexible process and requires constant adaptatiochtinges in both the internal and
external environment. More specifically, Loots (Baf@2) asserts that “sustainable
structural change can only be achieved throughimoois policy adaptations and
improvements in education [i.e. human capital dgwelent] to facilitate the process of
adjustment to new conditions”. Ultimately, succakspolicy reforms also require
successful implementation- one of Africa’s biggest hurdles to overcome. atbgr with
effective regulation and substantial assistameeefully managedmplementation is a
crucial constituent to any reform agenda. Africasvgrnments are tasked with this
responsibility and should be held more accountdhléact, this underlines an important
growing need for civil society to play a role. Fioig a partnership with civil society to
build consensuson reforms, and to provide checks and balancepolity-making,
implementation, and appropriate change, is es$ertifiican governments should
actively encourage the participation of all the reegts of civil society in economic
policy debates. As evidence increasingly showsor@icg to Quattara (1990:20),
adjustment efforts work best when reforms enjoy whee supportof the population,
especially the intended beneficiaries. It is vitiaat the people of Africa need to be
involved in setting theriorities for the reforms, and be kept fully informedpmbgress
in order to develop a sense of participation in tlagon- and region-building process

which, in turn, promotes the transparency and actadtility of public affairs.

It must also be emphasised that, in terms of polefprm and liberalisation, Africa
should follow agradual, sequenced approachCheru (2002:30) argues for “the guided
embrace of globalisation with a commitment to msisuggesting that while fully
exploiting investment and trade opportunities madailable by economic globalisation,
the necessary measures, such as capital contilexg@anded South-South trade, should
be taken to shield Africa’s economies from theeiflects of market shifts. As Rodrik
(2005:137) points out, no country has developegbirhy opening itself up to foreign
trade and investment. Thieck has been to combine the opportunities offered bgidv
markets with a domestic investment and instituboiieding strategy, which serve as a

stimulus for domestic entrepreneurs. Nearly alltheg outstanding cases — East Asia,
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China, India since the 1980s — involve partial gnddual opening up to imports and
foreign investment. The onus is on African coustiieinitiate alternative formulations
and conditions under which they will engage in glodconomic exchanges. Importantly,
sufficient economic (and political) reform is, irssence, a prerequisite for both the
successful integration of African economies anddiug long-term partnerships with the
global community. African governments need to mdsweyond rhetoric in their
commitment taegional integrationin order to gain access to the economies of shale
other players take for granted. The courtship aicaf by various emerging economies
(e.g. China and others) is in the end also a amgdldo the complacency of traditional
partners. In addition, domestic reform alone issudgficient. The history of international
integration bears ample evidence — in Europe, @ Americas and in Asia — of the
importance of sub-regional and regional approatheeform. In light of growing global
interdependence, states cannot achieve all thgces alone — they need regional and
global partners. It is thus critical that Africasgional integration becomes increasingly
instrumentalin the continent’s global integration. Clearlyetafore, for Africa to de-

marginalise effectively, a more regionally and glitypintegrated Africa is required.

In the endcommitment of African leadership is one of the most criticahditions for
ensuring the success of economic and politicalrre$o Sound economic management
and sufficient political will (without conflict) rexd to complement each other in order for
Africa to succeed in becoming more globally contpagiand advanced, particularly in
terms of human progress and quality of life. Coriogr with Goldin and Reinert
(2006:132), it is imperative that policy changedisven by a country’own initiative,
capacity, and political readiness rather than bkeifm assistance. By specifically
focusing on Africa, this chapter has investigatgtical areas where reform deepening is
not only most needed due to the severe extenteofdhtinent’s marginalisation, but also
where it will more effectively make a significanbrdribution to it becoming more
globally competitive — both as a region and asviddial countries. The following chapter
will conclude the study by emphasising key findinggeommendations and contributions

that have emerged from the study as a whole.
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Chapter 8

Conclusion

8.1lIntroduction

The world economy, its governance processes amtdtiitsg forces, are in a process of
change. Of course this is nothing new — they haaenbchanging throughout history.
However, the contemporary &faf globalisation has introduced and fuelled sigaifit
new dimensions to how the global economy operatesvehat it tends to respond to
most. Technological advancements, rapidly growiolywme of trade and capital flows,
and the unprecedented expansion of cross-bordeketsahave created a much more
interdependent and networked global economy that $exrved to deepen/intensify
capitalism and, regrettably, also global inequallence, renewed questions are being
asked about what kind ajlobal economic orderis required within which global
economic activity can be governed better, as uaicegyt and disorder are becoming
serious causes for concern, given the increasiadeiquacy of current global economic
governance arrangements. Africa suffers the mash fglobal inequality, and faces a

future marred with increasing exclusion and thusriee about catching up with the rest.

Key questionsarising, therefore, are what changes (and/or megbiare needed to create
a global economic governance system that bendf@samhole global community more
equably and, for Africa, what changes are necedsaiyrn its underdevelopment around
and make it more globally competitive. Having idéedtl and attended to these questions,
the study — while not claiming to present the fatiswers — has introduced and re-
oriented first steps that can be taken by both al@zonomic governance and Africa
towards creating a more just amutually beneficialglobal economic order. The study
had two main aims: (1) to examine the severity aetdtedness of the governance void
and global inequality, and (2) to investigate reforalternatives regarding the
change/adjustment required in both global econogonernance and Africa. The first
aim — the focus of chapters three, four and fivwas achieved by pointing out, very

clearly, the deficient dispositions of both glolemlonomic governance (in terms of the

87 According to Albrow (1997:61), the current “globage” involves anew global consciousnesan era
distinct from the modern age that present a diffeset of challenges which are more global in scope
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IGEGSs’ eroding credibility and significant contriiouy factors that are worsening the
governance void) and Africa (in terms of its prdmorately diminishing contribution to
the global economy). The second aim - the focughaipters six and seven — was
achieved by accentuating specific areas of refarththe kind of change that is required.
Ultimately, the function of these aims and theta@iment was to help make global eco-
nomic governance and Africa — baténtral concernsregarding the current progression
of the global economy — more credible and valuaragldole-players in a rapidly
globalising world economy that is in need of betievernance, and a competing Africa
to restore some balance. This concluding chaptérdelineate the rationale, findings,

recommendations and contributions of the study.

8.2Rationale: challenges of a new global reality

To be clear, the two central concerns (also seer€&if.1) of this study in terms of how
the global economy is moving forward in view of tingact of globalisation are (1) the
governance void and (2) global inequality, of whigfrica’s marginalisation forms a
significant part. As the source of global goverreanacertainty, thgovernance voidis
the result of a number of factors, in particuldeac deficiencies in the governance of the
IGEGs, the asymmetry problem, uncertainty createthb emergence of new, non-state
actors of authority in the global economy, geo4i and -economic tensions, security
threats, social instability, and excessive finahamearket volatility. While the global
economy is in dransitory phasemoving towards a higher/more sophisticated l@fel
operation, it does require a corresponding impramnm global economic governance.
As the recent sub-prime crisis in the US and thesequent global financial market
meltdown is once again revealing, the success pitatsm in this globalising world
economy is directly dependent on sufficient globebnomic governance arrangements
and an adequate global economic regulatory enviemnthat adhere to specific
standards and prohibitions regarding capital aadetrliberalisation. With governments
on their own being decreasingly able to regulagerttarket, the onus is shifting towards
supra-national governance, and more specificatipal economic governance, to take up
more responsibilityis-a-visthis function (which includes doing what is neeggsand

possible to ensure that global economic developroeinicides with the eradication of
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global inequality). The latter's current inadequalgwever, necessitates drastic reform
and restructuring — something that has been lackingoo long and has, in itself, now
become a disconcerting source of global instabikigure 8.1 summarises and illustrates
how critical global concerns that have been empgledsiin this study could be

categorised; firstly as root concerns, then sercmuncerns and thirdly, resultant concerns.

Figure 8.1: A categorisation of global concerns entyasised in the study

-An apolar world order -The governance void
-Africa’s marginalisation and its reform debate The global risk
scenario

-Global inequality

-The democratic
-Unfair trade and trading practices deficit and the global

economic gover-
- Developed world dominance S =eleli[oJeI=NeE=T0])l NANCe reform debate
- Reckless liberalisation

-Inherent weaknesses of capitalism -A crisis of legitimacy
-The IGEGS’ inertia -Global financial

-A crisis of authority (globally) EICCIREs HIWVA-Global contradictions
-Absence of an integrative global

economic governance framework -Policy incoherence

Root concerns SISl efelaletsliak Resultant concerns

Source: Own contribution

The concern about risinglobal inequality®® is that it is “intertwined”, with the rise of

global informationalism, the network age as wellsagial exclusion throughout the

8 To briefly put it into perspective: at present thorld’s richest 20% of countries claim an 82%rstaf
global exports. The poorest 20% of countries gatesie 1% share (Gibbt al, 2002:55). Similarly, the
richest 20% attract two-thirds of the world’s FBl contrast, the poorest 20% attract only 1% of.FDI
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world (Castells, 2000b:348). It is amcomfortable truththat in this age of instant
communication and global integration there are moms inequalities separating human
beings, with billions barely subsisting, billion®king in incredibly difficult conditions,
and a small elite commanding a mind-boggling degfeeealth. As Derg (2005:136)
rightly points out, “hunger in itself — despite @t®stering violence and being implicated
as an international security threat — is a weaganass destruction: it kills 24 000 people
a day and 11 children every minute”. As the worjob®rest continent (yet potentially the
richest in terms of natural resourcesjrica remains at thdeart of the challenge of
overcoming exclusion and building a process ofirallusive globalisation. Today, as
Gibson (2004:11) underlines, the majority of Aftec@opulation is significantly worse
off than it was 25 years ago as a result of SARS dabt repayment. While domestic
issues, particularly supply-side constraints, dse & be blamed, the disadvantageous
position of Africa within the regulated world econyg has contributed to a severe
diminution of potential benefits. All too often Ada has shared the burden but not the
benefits of globalisation. The enhanced and enébliberalisation of the African market
has not been accompanied by adequate access tomVeountry markets. As a result,
Africa entered the Z1icentury being marginalised from the global econoraly highly
dependent on it. The fact is, ultimately, the hurs@mificance and the long-term broader
socio-economicsystemicimportance of what happens in the poorest coumie as
critical as what happens in the middle- and higleme economies. As Keohane
(2001:1) thus stresses, “interdependence and lag&vernance make a deadly mixture”,
which suggests that inertia in addressing this seskerely worsens the governance void.
It is therefore clear that there existsdangerouspositive relationship between the
governance void and global inequality. As globabremmic governance remains
undemocratic and governance uncertainty mountgagloenefits are increasingly more
unequally shared (or often not even shared atadl)global inequality is escalating and
spiralling out of control, the less able currerdlgll economic governance arrangements
are in eradicating it, thus heightening uncertasmyg the governance void. The concern
is that it is an ever worsening situation as glisladlon continues to open up new
cleavages between the developed and developingl\wad the need intensifies for it to
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be governed by more coordinated multilateral argtasmational action. Yet, frustrating-

ly, neither problem can be solved without fundaraergform.

Moreover, the fact is that we live in a partiallplgalised world. Currently, many view
globalisation as a highly uneven zero sum game — countries gaiwthers’ expense
(Luiz, 2006:644). The future of globalisation remmiuncertain, but the neo-liberalism
that drives it tends to neglect the mechanismgliributive justice and social protection
as well as public policies which could hinder thedtioning of the free market. In fact,
the freer the markets are, the greater is the buodethe regulatory institutions, and i.e.
the IGEGs, to provide democratic and legitimate egpance. The way in which
globalisation is spreading today increases bothakpolarisation and the risk of political
violence. Such a situation affects the developeghttes, but, above all, the poorest
countries which are struggling to break free frdma tiominant economic and political
structures that reflect the policy orientationstb&é major commercial and financial
powers (De Senarclens & Kazancigil, 2007:275). Wiilis situation is unsustainable,
the fault, though, lies not with globalisation bather with its current practice, which
presents the very real danger of poor countriesrtiag, in desperation, to primitive
methods ofde-globalisation(e.g. higher tariffs and quotas, exchange ratdrolsnand
debt repudiation), thus ending up being furthergimalised and impoverished. Wigo-
bal inequalitythen reaching extreme proportions, this could Wwettome one of the most
serious threats ever to global capitalism. Theretbarefore be no denying that global-
isation hasinstitutional requirementsClearly, reformed IGEGs together with comple-
mentary policy reform in both the developing andedeped worlds are thus urgently
necessary to close the gap between the rich and @matries. By distinguishing
between core reforms, critical reforms and higtépdficial reforms, Figure 8.2 provides
context as to how the study interprets the needefmrm. This includes areas of reform
in the developing and developed worlds as welhaglobal economic governance. Core
reforms are fundamental reforms that must occlouitl integrity and give credibility to
other reforms. Critical reforms are reforms withadtich structural policy reform (in the
developed and developing countries, and the IGE@shot be regarded as a success.

Highly beneficial reforms could be recognised foe tonsiderable value they add.
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Figure 8.2: Contextualising the areas of reform casidered in the study

-Reforms that enhance cooperation
-Reforms that facilitate in the pign of
global public goods
-Reforms that engender economic devetoy
-Reforms that improve financial marketbility
Highly beneficial reforms

-Reforms to enhance capacity building
-Reforms that help to narrow focus tmdet
specific targets and performance monitoriygjesms
-Becoming more independent (e.g. IGEGisien-making)
-Trade reform -Banking reform
Critical reforms

-More transparency in
decision-making and policy deswg
Good economic and political governa
-Increased flexibility in programme desIy
-Fair treatment of stakeholders

Obligatory reforms

-Becoming
more democratic

-Increased accountabilit)

Core reforms

Source: Own contribution

It must be pointed out, however, that a mapstacle regarding the probability of
remedial change in the global economy (particulavith respect to duly addressing
global inequality and itsgovernanceis the role of théJS. Geopolitically, the US had
ceased to be the guardian of the liberal tradinigoand in fact had become aggressively
protectionist, blaming the newly industrialised otiies, including Japan, for their
enormous trade deficit (Hoogvelt, 2001:226). Witte tCold War and Soviet threat

belonging to the past, there is much less incer(twel strategic interest) for the US to
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maintain the exceptionally favourable trading amdrency status of its ‘allies’, hence
lessening the chances of it making adjustmentssaégobing down from its hegemonic
pedestal in world affairs — especially from its doamt influence in the IGEGs. The
recent change in US presidency with Barack Obantlaeahelm, it would seem, inspires

and holds the only hope for such (needed) change.

Notably, thegovernance voidand global inequality have in common the fact that,
aggravated by globalisation, both are serious ssuof global instability that threaten to
allow and cause disruption to particularly globade and financial markets. Clearly,
these twodangerscannot be allowed to continue/worsen if globaisat- currently the
primary driving force behind change in the globebmomy — is to remain thigiend of
capitalism instead of itsnemyand/or destructor — particularly not in light b&tpotential
benefit§® that globalisation has to offer the global econofay a whole). The study
identifies appropriate (or reformed) global econorgovernance as theitiating and
primary instrument whereby both dangers could be addreasdd actually, be turned
into catalysts for the true triumph of capitalighns benefiting everyone. This, of course,
will not materialise if there is not sufficient cg and/or adjustment, also, on the part of
both the developing and developed worlds, mosthiptafrica and the US. With the
global economic landscape having changed dramigtisaice the mid- to late-1940s
when the IMF, WB and the GATT (later the WTO) wéranded, especially in light of a
more interdependent global economy and heightenedersic risk and financial
contagion, a global economic governance systemsneelole prepared to proactively deal

with potential future global economic crises — noather than when it is too late.

8.3Findings: global economic governance and African flerm — the need for change
Globalisation is rearranging the architecture ofld/@rder which means that the task and
responsibility at hand for global economic govereis mounting by the day. There is a
pervasive tendency in which major shifts in theatomn of authority and the site of

control mechanisms are under way — globally. In ynaases these shifts have transferred

89 One such benefit is, for instance, internatioradié — one of the key driving forces of globalisat- in
that it can have a significant positive effect @omomic growth and development (Stiglitz & Charlton
2005:11). Further, if international trade is félre positive effects can become truly global inpgco
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authority from the political realm into the econonf{e.g. MNCs and the escalating
impact of global trade and financial market volgfjland social (e.g. citizens being more
thoroughly empowered to engage in collective aéf)orealms. However, two points
have become clear: (1) significant structural cleaiygthe mandates, functioning and
country composition of the IGEGs is vital to retldbe changing balance among the
world’s economies and to effectively address thewgrng challenges facing this
increasingly integrated and rapidly transformingbgll economy, and (2) each IGEG is
no longer able to deal effectively with its primanandate without strategic guidance and
well-defined relationships with other institutiomsd role-players that address related
issues outside its primary mandate, mission, apaaty. It is therefore critical that an
appropriateintegrative systenof democratic global economic governance be pta in
place to be better able to address not only crizgisalso collective everyday concerns
arising on the global economic landscape. Accotgjrgpecific reform requirements and
priorities as to improving current global econongiavernance arrangements and the
creation of a more inclusive global economic gogeae framework are desperately in
need of being implemented. Importantly, such a é&aork must have economic
development as central focus. Hence, considerinp@llGEGs, the study finds that the
critical areas where reform is most needegdlatal economic governancare:

» Entrenching good governancé&his means, first, for the IGEGs to become fully
democratic and representative by adjusting theting structures, being less
dependent on their shareholder governments, begomare inclusive in terms of
their approach (i.e. giving more recognition to Hemarole-players in global
economic governance — e.g. NGOs and LICs), andicpkarly in the case of the
WTO, ensuring more meaningful participation for eleping countries in rule-
making in order to establish a more balanced tesggnda. Secondly, becoming
more accountable to all member governments and the people theyesept
through a system ofetworkevaluation and monitoring that includes both inéér

and external evaluation within a more integratirarfework of global economic

% In this instance, the role of the Internet caridemtified in theskill revolutionas being instrumental in
enabling citizens to identify their needs and wantse clearly, and its ability to help facilitatest popular
trend towardsub-groupism- the fragmenting and coalescing of groups inte neganisational entities —
that has created innumerable sites from which aityhean emerge and towards which it can gravitate.
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governance. Thirdly, becoming mot@nsparent in terms of decision-making
and agenda- and priority-setting as well as to erage public debate on such
issues. Importantly, good governance will signifitya contribute to the
strengthening of ownership by the developing caestin the IGEGs, thus laying
the foundation for building a relationship of trusta vital requirement for
cooperation — among all the role-players in gl@snomic governance.

» Substituting conditionality with selectivityhis suggests, for instance, giving aid
to countries with a proven track record, measugainst a specific set of agreed-
upon criteria/targets. As a built-in incentive, sthwill provide countries the
freedom to choose their preferred developmentegiies (more appropriate to
their own policy-priorities) and put an end to theero-management of the past. It
will also promote much mordlexibility in programme design and policy
proposals (if needed); depending on how fast tigeta are attained.

» Narrowing their focus, yet becoming more networietated.In taking up their
responsibility in terms of providinglobal public goods each IGEG needs to
specialise and build priorities around a specifieaaof concern. In its focus on
economic development, the World Bank needs to nfaderadication of poverty
and human development top priority. The IMF, in @mting the stability of the
global financial system, should make a concertddrteto reduce countries’
vulnerability to the dangers of capital market fddesation (e.g. regarding the
imposition of capital controls and improving barkiregulation). Furthermore, in
order to take necessary action, the IMF needsdagrése that just as much as the
developing world’s financial vulnerability is a soe of global instability, so are
MNC short-term capital flows. In ensuring a morstjworld trading order, the
WTO should help to increase developing countrieatkat access and promote a
fair and equitable rule-based global trade regithat (penefits the US the md$t
including special treatment for the developing does. Importantly, the IGEGs
also need to become more network-orientated im #pgiroach, implying that, as

primary mediators in a more integrative framework global economic

1 The WTO should thus require of the US to givehmrights of its special position pgmus inter pares



274

governance, they should strongly promote cooperatmd benefit-sharing
(especially concerning global public goods) amadhtha role-players.

» Expanding capacity to provide technical and finahassistanceThe IGEGs
need to adjust and expand existing structuresrasalurcesto be better able to
provide in the technical and financial needs ofalleping countries — particularly
those (members) that pose a threat to the stabilithe global economy. More
financial resources will also enhance their capattprovide stability in global
product (e.g. oil) and financial markets (e.g. fioial crises).

» Developing a complementary relationship betweemal@conomic governance
and regional governancén a world of (increasing) competing mega-regitmns
is a key challenge that needs to be urgently adddes especially in light of the
possibility of a mega-region on the rise in thetE#goods, 2000:394). Building a
complementary relationship should involve, for lB&Gs, becoming sufficiently
adjustable to balance the interests of all the regions amd{He mega-regions, to
promote fair interregional competition and cooperafwith the IGEGS).

» Remodelling global economic governanthe importance dbuilding a more in-
tegrative and inclusive system of global econonaigegnance that has at its core
institutions (e.g. the IGEGS) that are structuraéiformed and that strive, above
all, to promote economic development, create adhkibal trading system and
build a more stable global financial system. Theplete system of global eco-

nomic governance must become more participatoryoped to remedial change.

Note that the study is not arguing that internatlaoperation and institutions (and their
reform) are the only workable option for the futafeworld order. It underlines, though,
that for the global economy to continue to sucadlssintegrate and ensure the true
success of globalisation, fundamental change ompmasational level — i.e. global
economic governance — is required. There is no wthdt globalisation does create
potential gains from cooperation, but globalisatdepends on effective and legitimate
governance. Governance arrangements to promotalgtoloperation and help resolve
economic and political conflict must be developieglabalisation is not to stall or go into

reverse. The time is now right for a paradigm simiftvhich globalisation is framed not
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simply around trade and investment growth — as @ntieemselves — but a globalisation
that embracegconomic and human developméespecially poverty reduction) as its
raison d’étre In light of the positive relationship that exisistween the governance void
and global inequality in that they reciprocally emte each other, which is a serious
global concern as it is being intensified by cowmitng globalisation, there is even more
emphasis/pressure on global economic governanadjtst and become more effective,

democratic and inclusive — appropriate to contermogovernance needs.

A major concern foAfrica is its limited ability to participate in and aftethe process of
globalisation — the very process that primarilyedetines who are included and who are
excluded from the global system and that has aremet effect, either positive or
negative, on all economies around the world. Altifoglobalisation has the potential to
support the continent’s economic recovery, it se@sial that the conditions under which
Africa participates in this process need to be &mentally changed. This means, in
particular, that Africa should have a much greater in the design of reform policies, it
should stop being marginalised by a world tradipsiesm that is heavily in favour of the
rich countries, and it should be allowed to haven@e meaningful influence in the
decision-making processes gibbal economic governancesia increased voting power

(especially given the large number of people itespnts).

Moreover, given that globalisation perpetuatesdivede between the rich and the poor
countries byrewardingthe profitable angbunishingthe unproductive/excluded/underde-
veloped, the onus rests squarely on African coestfand other developing countries) to
themselves — either individually or collectivelyAor sub-regions) — make the required
alterations in their economies and policy framewotl& put themselves in a better
position to also start enjoying the rewards of gl@ation. It must be emphasised,
though, that in reality this will never materialige full if there is no corresponding

adjustment on the part of developed countries taway with restrictions on trade and
capital flows originating from the developing coues. In the case oAfrica’s de-

marginalisation a number of reforms —esyines of progress should be high on the
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agenda of African states and the continent’s sgimns. Hence, the study considers the
following to be the most criticakform (deepening) priorities for African countries:

» Improving economic managemeifihe key aspeatis-a-visgood macroeconomic
management — apart from creating economic stabilitg ensuring that policy
reversals are strictly avoided due to their negaitmpact on investor confidence.
The key priority with sound microeconomic managetriento reduce business
costs? in order to create a more favourable investmemirenment. In addition,
one of the most significant microeconomic challengeto create more linkages
between sectors. A strengthening of the linkagesvden sectors such as
agriculture, industry and the service sectors afc&h economies is necessary to
develop a robust domestic private sector, thusialEng in more production-
orientated enterprises and not mere petty commdfaghermore, to mainly
reduce vulnerability to financial crises, financsactor reform is urgently needed
in most African countries, including more effectivanking regulation and broad-
based financial infrastructure reform. In additiorgpital markets must be
deepened and their sophistication enhanced tatttrare foreign investment, in
particular. Importantly, a key concern in improvecbnomic management must
be the reduction of poverty and making income itistron more equal. It is of no
use for Africa to have unprecedented economic drolevels, but no real
economic development is taking place on a broads bagarticularly in rural
areas. Lastly, the APRM needs to be further refened sufficiently implemented.

» Effective capacity-buildindn light of the asymmetry problem, it is essentiadt
African state capacity be enhanced, especially wat$pect to increasing and
mobilising resources at their disposal and imprgviachnical and analytical
expertise in the public sector (in cooperation witle IGEGs, for instance).
Playing a more complementary role towards the mark&ican states should
make the peoples of Africa owners and successfelfnarketers. In cooperation
with developed country states, this is vital fordeming the winner’s circle of
those benefiting from globalisation. It is also exd&al that African countries’

institutional capacity be improved, especially thstitutional setting of policy to

92 For example, registering a business in Canada tikee days, in Africa it takes, on average, foeeks.
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ensure not only effective policy reform, but, evenore important, its
implementation. Overall, building state capacityl wiso, in particular, help to
strengthen democratic governance. Furthermorenghfeca’s (abundance, yet)
lack of skilled labour, it would work immensely its favour to emphasise human
capacity-building. Education, skills development anhancing entrepreneurial
ingenuity should be, together with building up neses for funding, at the top of
African policy-makers’ agendas. However, the neadaf parallel improvement,
i.e. in reducing unemployment, is central to huroapital development.
Expanding Africa’s narrow growth base and enhangdngductivity.For too long
African countries have depended on the income g#eerfrom only a limited,
mostly primary, range of products being producadnéarly all the high-growth
African countries, even, the emphasis is on ongorproducts as growth drivers.
It is critical that African countries explore oppamities to expand production,
particularly in manufacturing, and extend the ran§eroducts they produce in
order to widen their growth bases. This also ingpllecoming more efficient in
production by using more technology and skilled keos to raise productivity
levels. Closing Africa’s productivity gap with tmest of the world is arguably its
most critical determining factor as far as catchipgand becoming more globally
competitive are concerned.

Trade diversificationDiversifying Africa’s trade capacity goes hanchiand with
expanding its production. In this case the emphasisn producing a greater
variety of products and services, mainly to ansfeeeign demand and to raise
export earnings. Hence, it is critical that Africaountries strategise their efforts —
based on good foreign consumer-demand researchardieg new product and
service areas in which they want to venture newodsp Being able to produce
their manufactured needs themselves would alsorlongort costs.

A guided embrace of globalisatioAfrican states should pursue a strategy of
managed opennessvhich involves seeking to influence the sequemcspeed
and scope of the engagement of their economies avithadjustment (through
reform) to globalisation. African trade liberaligat, in particular, must be

gradual in order to support export diversificatiand, to a limited/managed
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degree, protect its economies against the coldsvifidlobal competition. Policy
sequencing, in the sense of gradually introduciolgcy reforms and adjustments,
should form the basis of Africa’s approach towagdsoracingglobalisation.

» Advancing African integration.mproving the prospect of Africa’s future
economic prosperity — especiallis-a-visenhancing its global competitiveness —
lies, to a significant extent, in effectively managAfrican integration into a re-
regulated global economy. Africa’s sub-regions needestructure unnecessary
overlapping and ensure that they are more compleEmetowards overall AU-
integration. To intensify regional integration, ma@conomic convergence must
be a high priority. Key policy indicators on whitdrget bands need to be decided
within each African sub-region include the debt/Giaio, the external balance
as a percentage of GDP, the fiscal deficit as agoeage of GDP, and inflation.
This should be underpinned by increased Africaerinand intra-sub-regional
trade to increase market size, and investment i@l bovestor confidence.
Importantly, intensified regional integration wouwdtso strengthen Africa’s efforts
regarding collective bargaining. Encouragingly,réhbas already been increasing
collaboration between African ministers of trads, ihstance, with the issuing of
joint statements and the assumption of shared @igot positions at WTO
ministerial meetings. This is a step in the rigiéction for Africa and should be
reinforced by collaborative agreements in aread siscinvestment opportunities
(e.g. interregional infrastructure development suah decent transportation

systems, especially for landlocked countries) amdetbpment initiatives.

One aspect that can be observed from the abovieatstiie reforms areeciprocally
dependenin that, to be successful, they need each otherete a positive and virtuous
cycle out of which Africa can launch its de-mardisetion. Notably, this underlines the
importance of widespread African reform, not selecteform. Moreover, globalisation
has the potential to support Africa’s economic kecy. But for that potential to be
achieved, the conditions under which Africa pap@étes need to be fundamentally
changed. As Giblet al. (2002:20) assert, for globalisation to be compatiwith the

recovery of Africa’s economy, the regulatory prosexs and policies governing world
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trade, for instance, need to be re-structured tbtka blatantly discriminatory practices
which damage not only Africa and her peoples, boéodeveloping economies as well.
Importantly, any African reform/recovery strategyish be in line with the basic eco-
nomic requirements of globalisation. It wikquire of Africa to make a distinct break
with the past (i.e. colonialism, the neo-colonialigies of the western capitalist states,
and recent corrupt rulers) and work towards a né&thc2ntury approach, thus finding a
way to progress within the framework of the exigtiglobal economic environment —
without expecting change on the outside first. kavg Africa, it is clear that a produc-

tive, competitive, united and vital Africa is a reatof profound global significance.

Importantly, on their part theleveloped countriesneed to show full cooperation in
helping to eradicate undue restrictions-a-visAfrican (and other developing countries’)
trade and investment. They need to be part of tidenprocess of reform — addressing
global economic and political insecurity — by makinecessary reforms themselves. A
key question for them is to what extent can thdgrdfto have an unstable developing
world? The role of particularly the US and the Bltiitical in eradicating tariffs, quotas
and subsidies. It is time for the US, in particutarrecognise that it must seek a world
order based on cooperation and legitimacy if it twda be more secure. Concurring with
Dervig (2005:242), the possibility of Africa as a peatefnd growing region will only
happen if the world community is willing to finan@ new and majobig pushthat
substantially increases investment in the contirerr a sustained period of tifie
Africans will have to be able to work with donorsa framework that is legitimate and
combines effective conditionality with local leadleip and peer review. In addition, the
UN, in cooperation with the AU, will have to inteme much more rapidly and decisively
whenever local or national governance breaks dawahnaillions of lives are threatened.
Apart from aid and giving more consideration toiédras regards investment and trade
opportunities, one form of assistance that can fite#drica enormously is the
availability of affordable technology. Putting tedtogy in the hands otipskilling
Africans will improve productivity, entrepreneurphsmall business development as well
as commercial agriculture — among other criticalgh areas.

% The UNDP (2007:9, 116) estimated that the costraélicating poverty is but 1% of global income.
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Importantly, it appears that the only way to depeltbe sharing of mutual interests
between developing and developed countries as aglbther role-players in global
economic governance is by accentuatneform complementaries i.e. promoting a
complementary relationship between reforms on #re @f specifically Africa (and other
developing economies), the advanced economiestentMF, World Bank and WTO.
One example is for African countries to continughwirade liberalisation, knowing that
the US and EU are visibly reducing subsidies aedWi O is doing everything within its
powers to create a fair global trading system.tRisrto materialise, two requirements are
particularly relevant(1) the sharing and prioritising of a core set of ealuprinciples and
goals that delineate how th&gnsactwith each other (see section 8.4), &adcomplete
transparency coupled with the development of ailblednonitoring system within the
framework of global economic governance similar, iftstance, to the APRM. These

requirements can significantlgvel the playing field

8.4Recommendations: towards a new partnership with sh@d goals and principles
Former US President Bill Clinton said “we are studkh a global economic system that
doesn’t work for half the world. [We need to] preeca plan to embrace the other half, to
move to a future of shared benefits and sharedonsdplities” (Stiglitz & Charlton,
2005:3). Dery (2005:119) argues that “embedded liberalism” mostreplaced by
“embedded globalisation”, suggesting that therd willy be progress towards better
global governance if it is grounded in democrattues and practice, respectful of cul-
tural diversity, avoidant of the dangers of gigamtiand bureaucratism by leaving what
can be decided locally to local levels of publidipg and able to gain the allegiance of
majorities across the globe. As the global econanlgecoming more interdependent,
there is a growing need for collective action tahboreate more global prosperity and
address global risks. According to Rosenau (20®);1there is an “upsurge in the
collective capacity to govern”: despite the rapice of ever greater complexity and
decentralisation, the world is “undergoing a remahtk expansion of collective power”,
an expansion that is highly disaggregated and dsfoinevenly but that nevertheless
amounts to a development of more universal systdmale that currently are more in

favour of the rich countries. However, this regsidemocratic globalisation involving
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the full participation of the entire global commiynin decision-making. Making this a
reality — based on true multilateralism (as oppasednilateral action by, for instance,
the US) — should be central to global governancangements, and in particular global
economic governance. Given that governance is atsmainciling tensions, beliefs are
important in reachin@quilibrium solutionsIn light of this, a new partnership between
the developed and developing worlds in which mooalg values and principles of
mutual/global concern are shared is necessary dtoree credibility and makeglobal

economic governancemore effective in addressing critical economic a@ns to

progress towards a point of equality where benafits responsibilities are truly shared.

Without such anew partnership the probability of a more inclusive globalisatiisriow.
Encouragingly, small steps have been taken asmtbenational community took on spe-
cific commitments at the Monterrey conference inn€m and the conference on
sustainable development in Johannesburg. It immgakéhat commitments such as those
be put into practice and that, for instance, the®8be achieved to significantly advance
in fostering global economic development. Ultimgatehe key to achieving this is to
clarify and work towards completing a frameworksbfred goals and principles. Given
the current increasing focus on, and attentioglthal systems of rule, it is essential that
a measure of coherence be, especially at this statye, brought to the multitude of
jurisdictions, rules and guidance frameworks that @roliferating on the world stage.
Without attempting to cover all related areas, anber of keyvalue-based goals and
principles of common/global interestimed to reinforce complementary reforard to
build consensus as regards priorities for a glagahda for change can be identified. The
study recommends that, primarily under the guidanican integrative framework of
global economic governance and with the cooperabbrboth the developed and
developing countries, these should at least include
» Ensuring that the opportunities and benefits ofbglesation are shared much

more widely.This will require a levelling of the playing fielthrough appropriate

capital and trade rules, which implies a carefuhagement/guiding (on primarily

a supra-national level) of economic liberalisatidime aims would be to make

capital flows safer (i.e. less footloose) and tréldevs fairer (i.e. more to the
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benefit of developing countries) without signifitigrinhibiting both liberalisation
and the enhancement of a global regulatory enviesmirior capital and trade.
Entrenching participatory democracy and good goaeice.Democracy requires
a respect for human rights, a strong civil sociatyd power-sharing. This should
be complemented by the rule of law and the benefitee market economy, thus
paving the way for deepening interdependence, asang global integration and
strengthening multilateral institutions. This wi#ad to improved governance
(economic and political, local and global), rootadaccountability, fairness and
transparency. Aslimmer perhaps, yet more effective state is requirede &b
provide the private sector with a solid framewankwhich the rule of law could
prevail, on a level playing field.

Enhancing the global partnership for economic depeient.This means collec-
tively eradicating poverty and hunger as well asimg living standards through
appropriate human development by means of educatidnskills development.
While the MDGs provide good direction in this redjapoverty reduction and
economic development should become the epicentgobél policy frameworks.
Making economic development sustainalite essence, this means capacitating
the poor and equipping them with enabling mechasisoch as good skills and
technology to help them leapfrog onto much higlesels of productivity. As a
first step, though, policy reform is required teeate environmentswithin the
developing world that stimulate progress as the nme@ achieve economic
development. This is important to ensure, at l@ashe long-term, a closing of
the gap between rich and poor countries. Furthermwith rising economic
growth and international trade exerting increagamgssure on finite global re-
sources and the environment, sustainable econoemel@pment also means that
the needs of the present should be met without commiging those of the future.
Ensuring a complementary relationship between neglisation and globalisa-
tion. This can only achieved by means of governancedoaation; i.e. ensuring
that regional and inter-regional governance arrareyes, cooperation and dia-
logues assist global economic governance in addgeggobal/mutual concerns.

It would also enable countries to deal, to a degreth the asymmetry problem.
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> Provision of global public goods — a demand credigdylobalisation Since the
market tends to produce sub-optimal levels of mgugbods, collective action is
needed to satisfy this demand. Global economic mgavee will not only need to
take up this responsibility, but also be at theefimnt of identifying deficiencies,
and collaborate with key role-players in (and buidationships among) civil

society, the corporate world, the state systemragidnal governance.

While being modified by suggestions such as ther@bive standards and principles now
being formulated at the international level mustiln®@ed into more precise standards in
individual developed and developing countries anglémented systematically. More-
over, the suggested new partnership needs, incpkntj to support sustainable growth
and development ifrica. International support should be focused on thlean
countries that show a strong willingness to brdekrty with the past, and that are ready
to implement far-reaching economic (and politicegforms as well as performance
monitoring systems (e.g. the APRM). Good supraemati governance will be required to
harmonise and create a complementary frameworgdals and targets already set (and
new ones to be set/adjusted) by African regionalegmance, the IGEGs and the G8,
respectively, to achieve this. It is certainly hetinterest of the international community

to have democracies spread and market economietogdan Africa.

8.5 Contributions of the study

Martin Luther King Jr. said “human progress is heitautomatic nor inevitable”. This,
together with Plato’s disquiet about “who guards gluardians?” has been the underlying
motivating factors behind the concerns addressed in this study. Tdjerity of people

of Africa are trapped in a desperate situation feeinich there appears to be little escape.
In the absence of a credible and appropriate gaver framework, the IGEGs, the
supposedjuardiansof the global economy, have very little accountgbi- except, it
appears, to a small number of rich countries. Tin@g common denominator between
these twomotivesis that both ask for drastic and urgent stepsaftjustment/reform,
requiring some degree of cooperation and the mgldif a mutually beneficial global

scenario where Africa enjoys the benefits of momatipipatory global economic
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governance and fair treatment (by the developedtces) and the IGEGs become more
effective and receive the (necessary) recognitidm.(authority and legitimacy) as well
as the benefit of true ownership in them by thererglobal community. Importantly,
complementary reforms in both spheres will contebsignificantly towards creating a
more secure global economy — a primary (and growgimpal need in this Zicentury.

Hence, in the context of all this, the study haslena number of contributions.

First, it contributed to a better understanding of theaning of, and interrelationships
between, global economic governance, globalisamhAfrica’s marginalisation. In this

sense, it has also put forward an ideological stamgth the emphasis on the
transformationalist point of view together with sed- and third-generation reforms and
a strong accent on better (as opposed to lesspalgemnomic governance without the
centralisation/concentration of global economichauty, as a frame of reference to be

recommended for use by the IGEGs in order to rduat@their own ideological stance.

Secondly by calling attention to a number of serious tlsda the stability of the global
economy (e.g. the asymmetry problem and factortriboing to a global risk society) as
well as significant global developments that amreasingly affecting it (e.g. the network
economy and the global civil society), the studyggampetus and direction as to key
factors that need to be considered in order to nwalwa-national governance in the
global economy more effective. Ultimately, the imtten with this is to improve decision-
making in how the world economy is governed/ste@nadaged, thus attending to the
growing vulnerabilities of the global economic ®mt Apart from global financial
instability and trade inequalities, among otherage csuch vulnerability is Africa’s
marginalisation, arguably the most illustrative rexde of global inequality for which the
study brought recent evidence to the fore thatriglefemonstrates the extent of Africa’s
underdevelopment, and that the situation is rapwibysening with growing negative
implications for the global economy. Hence, assulteof this, the study has called into
action drastic steps (reforms) to be taken to &ssidfrica’s de-marginalisation, as this

appears to be the last window of opportunity fa dontinent to catch up with most of
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the rest of the world. Notably, the study contrdzuttowards identifying how global

economic governance is (and has been) significavdhgening Africa’s marginalisation.

Thirdly , in view of the above and given the conspicuodEi@acies in global economic

governance as well as the severity of Africa’s nralgsation, the study proposed that
global economic governance be reformed and renestl@ito a more integrative system
that adheres to contemporary principles of demmcrgbvernance and that is more
network-orientated with a reformed World Bank, IMRd WTO at its core. As a better
design — in the study’s view — than current arramgats, it offers greater analytical
clarity to what the roles and focus-areas of eacthe IGEGs could be. Notably, the
intention with this is to contribute towards buildi a framework of global economic
governance that would be better able to addresscemtral concerns identified in this
study, namely the governance void and global iniggu&n order to contribute towards

creating a more secure and equitably prosperolmbéronomy.

Fourthly, the study contributed towards constructing andrpising an African econo-
mic reform strategy as a form of incentive for A&mn countries to either start implemen-
ting or deepen these policy reforthso effect structural change that mainly enhances
their enabling capacity; thus facilitating econondievelopment and, eventually, their
competitiveness in the global economy. In helpiagd-focus reformwis-a-vis areas
where they are most needed, the study also brdugher perspective on addressing one
of Africa’s most troublesome present-day conundrulpatancing country interests with

regional interests — including both sub-regional amerall continental interests.

Lastly, the study has, in essence, made a case for pdsssed world, characterised by
true and more democratic globalisation. In viewiméreasing global inequality, the
global economy cannot be allowed to continue akhegsame path, as the presstatus

quois unsustainable. The contemporgrpwth regimé” that embraces only a globalised

% While they cannoput on the switchthey can create the right conditions for growtt development.

% This refers to the aftermath of the post-World WaFordist-Keynesian settlement and the resultant
virtuous cycle of capitalist production and constiom which is now — since the later-1980s — cdlrrie
forward by the contemporary hegemonic neo-liberatienof regulation.
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social minority and excludes the majority can prilgabe altered if economic
globalisation is made fairer by means of more éffecand democratic global economic
governance. The point is that the challengéetter (economic) globalisation is largely

answered by addressing the challengeatferglobal (economic) governance.

In closing, while to an extent falling outside gwope of the study, a number of key areas
wherefurther research is required can be identified. These areas untettiat concerns
within the sphere of thglobal economic ordeare becoming increasingly interrelated
and under scrutiny as the global community’s awessrof them is growing and they, in
terms of effect, become more globally significartey include among others:

» The undue risk created by global financial inteigrabs well as new mechanisms
of regulation and management (e.g. in light of pmkses created by the
technology revolution and increased internatiomardination among countries).

» The impact that globalisation might have on consuanel investor behaviour and
thus what the implications are for a possible woirsg of the global risk scenario.

» The direction of change in world order, and morecsijrally, whether it might
entail a concentration of power in the global ecogipwhich is a major concern
regarding global inequality and a possible exptmtaof the governance void.

> Investigating the creation of a 2tentury multilateral institution that stands
central in global economic governance that inclucasntries representing 80%
of the world’s people and 80% of the world’s GDPassist in the balancing of
the interests of the poor as well as those of itte gountries, and in the process
also relieving some of thevorkload (in terms of urgent issues/concerns that
require attention) on particularly the IMF and WbBank.

» How to better address the inadequacies of capiadisd make it more pro-poor.
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SUMMARY

The study has investigated the problematic natbigtotval economic governance as well
as Africa’s underdevelopment and marginalisatiammfrmainstream global economic
activity. It has called attention to a number ohgpicuous institutional inadequacies
within current global economic governance arrangesenost notably problems with
accountability, institutional autonomy, ideologicabstinacy, voting inequalities and
effectiveness in the IMF, World Bank and WTO. Evide of Africa’s marginalisation
has shown that the continent is exceedingly pergitsed within the global economy and
that the role of global economic governance in ttaanot be disqualified or ignored.
These findings, together with a number of criticahtributory factors, have laid the
foundation for investigating the reforms requiredrprove global economic governance
and eradicate Africa’s marginalisation; thus atténgpto address the pressing concerns
of the governance voidindglobal inequality As far as global economic governance is
concerned, the study proposed that both specittinional reform and overarching
system-reform be implemented. In the former’s ckeg,areas of reform include: greater
transparency; becoming more representative and datm as well as independent and
accountable; increasing ideological and policy ifidity, and enhancing their effective-
ness through narrowing their focus. In the lattease, a remodelling of the system of
global economic governance is required to makedtemntegrative and participatory.
The underlying aim in both cases is to make it méfeca-inclusive — thereby
suggesting that global economic governance shal@designed to be more in favour of

the developing countries than is currently the case

As far as Africa is concerned, structural reformto-varying degrees — across the
continent is required in particularly the followireyeas: macro- and microeconomic
management; public sector management; banking andndal infrastructure

development, and trade policy effectiveness. Thiermes are aimed towards building
capacity, enhancing Africa’s competitiveness in thebal economy, and to promote

intra-African cooperation and partnerships with lgggbal role-players. The importance
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of improving global economic governance and dinfiimg Africa’s marginalisation is
particularly underlined by the fact that contempprglobalisation is accentuating the
inherent weaknesses of capitalism as it is makihg global economy more
interdependent and, alarmingly, more vulnerable atrnisis-prone. Sufficiently
addressing, therefore, the governance void andaglioiequality is a challenge that is
central to ensuring a global economy that respasitipely to guided liberalisation, that

is less risk-inclined, and that provide more eagdortunities for progress.

Keywords:

Global economic governance, globalisation, Afriaaarginalisation, policy reform,

—

democratic deficit, governance void, global inegyaéconomic development, capacity

building, export diversification and participataggvernance.
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OPSOMMING

Die studie het die problematieke aard van globktmemiese bestuur sowel as Afrika se
onderontwikkeling en marginalisering van hoofstrogiobale ekonomiese aktiwiteite
ondersoek. Dit het die aandag gefokus op ‘n vedekdieid opmerkbare institusionele
tekortkominge binne die raamwerk van huidige glebakonomiese bestuursreélings,
veral probleme met verantwoordbaarheid, institusi®noutonomiteit, ideologiese
obstinaatheid, kiesingsongelykhede en effektiwiteitie IMF, Wéreld Bank en WHO.
Bewyse van Afrika se marginalisering het aangecidie kontinent buitengewoon ge-
periferiliseer is binne die globale ekonomie endiatrol van global ekonomiese bestuur
hierin nie gediskwalifiseer of geignoreer kan woiel Hierdie bevindinge, tesame met ‘n
aantal kritieke bydraende faktore, het die fondagedé vir die ondersoek van
hervormings wat nodig is om globale ekonomiese ungste verbeter en Afrika se
marginalisering te ontwortel; en dus te poog omdiiagende bekommernisse van die
bestuursgapingnglobale ongelykheidan te spreek. Ten opsigte van global ekonomiese
bestuur het die studie voorgestel dat beide spé&sifinstitusionele hervorming en
oorkoepelende sisteem-hervorming geimplimenteer tnwerd. In die geval van
eersgenoemde sluit sleutel-areas van hervorminggrioter deursigtigheid; om meer
verteenwoordigend en demokraties te raak sowelnashanklik en verantwoordbaar;
groter ideologiese- en beleidsbuigsaamheid, errhetering in hul effektiwiteit deur hul
fokus te vernou. In die geval van laasgenoemda ermodellering van die stelsel van
globale ekonomiese bestuur nodig om dit meer itesidi en deelnemend te maak. Die
onderliggende doelwit in beide gevalle is om ditem@afrika-inklusief te maak — wat
voorstel dat globale ekonomiese bestuur geheroptwaioet word dat dit die

ontwikkelende lande meer bevoordeel as wat tangedial is.

Sover dit Afrika aanbetref is strukturele hervorginin verskillende mates — regoor die
kontinent nodig in veral die volgende areas: maken- mikro-ekonomiese bestuur;
openbare sektor bestuur; bankwese en finansiélmsinfiktuur ontwikkeling, en

handelsbeleid effektiwiteit. Die hervorminge heat tioel om kapasiteit te bou, Afrika se

mededingendheid in die globale ekonomie te verpeterom intra-Afrika samewerking
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en vennootskappe met sleutel global rolspelerset@rder. Die belangrikheid van om
globale ekonomiese bestuur te verbeter en om Alikanarginalisering te verminder
word veral geonderstreep deur die feit dat kontedmgoglobalisering die inherente
swakhede van kapitalisme aksensueer soos wat dit gthbale ekonomie meer
interafhanklik en, kommerwekkend, meer kwesbaar keisisgeneigd maak. Die
behoorlike aanspreek van die bestuursgaping enalglobngelykheid is gevolglik ‘n
uitdaging wat sentraal is tot die versekering vaglobale ekonomie wat positief reageer
tot geleide liberalisering, wat minder risiko-vadbas, en wat meer gelyke geleenthede

vir vooruitgang bied.
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