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Preface

The primary goal of the ILO is to contribute, wittember States, to achieve full and
productive employment and decent work for all, udothg women and young people, a
goal embedded in the ILO Declaration 2008 Swrial Justice for a Fair Globalization,
and" which has now been widely adopted by the internaficommunity.

In order to support member States and the socrahgra to reach the goal, the ILO
pursues a Decent Work Agenda which comprises fotarrelated areas: Respect for
fundamental worker’s rights and international labstandards, employment promotion,
social protection and social dialogue. Explanatiohthis integrated approach and related
challenges are contained in a number of key doctsnan those explaining and
elaborating the concept of decent worka the Employment Policy Convention, 1964
(No. 122), and in the Global Employment Agenda.

The Global Employment Agenda was developed by th@ through tripartite
consensus of its Governing Body's Employment andigd?olicy Committee. Since its
adoption in 2003 it has been further articulated arade more operational and today it
constitutes the basic framework through which th® pursues the objective of placing
employment at the centre of economic and sociatipst

The Employment Sector is fully engaged in the impatation of the Global
Employment Agenda, and is doing so through a laeg®e of technical support and
capacity building activities, advisory services gmalicy research. As part of its research
and publications programme, the Employment Sectomptes knowledge-generation
around key policy issues and topics conforming e tore elements of the Global
Employment Agenda and the Decent Work Agenda. Téwo8s publications consist of
books, monographs, working papers, employment tejamd policy briefé.

The Employment Working Papeseries is designed to disseminate the main firsding
of research initiatives undertaken by the varioepaitments and programmes of the
Sector. The working papers are intended to enceueaghange of ideas and to stimulate
debate. The views expressed are the responsibflitiye author(s) and do not necessarily
represent those of the ILO.

José Manuel Salazar-Xirinachs
Executive Director
Employment Sector

! See http://www.ilo.org/public/english/bureau/dgmichload/dg_announce_en.pdf

2 See the successive Reports of the Director-Getwthe International Labour Conferen&ecent
work (1999);Reducing the decent work deficit: A global challe(@001); Working out of poverty
(2003).

% See http://www.ilo.org/gea. And in particuldmplementing the Global Employment Agenda:
Employment strategies in support of decent worksitn” documentILO, 2006.

* See http://www.ilo.org/employment.
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Foreword

With the onset of disruptive (oil) supply shockdlie 1970s, followed by the election
of conservative, « neo-liberal » administrationsthe United Kingdom and the United
States in 1979 and 1980, respectively, a new macnmenic orthodoxy emerged, one that
tended toward a retreat of the State in both ecom@nd social spheres. The new
economic doctrine, ultimately codified as the Wagton Consensus by John Williamson
in 1989, emphasized macroeconomic stabilizatios,péth to which most often involved
the reduction of fiscal deficits, in part throughivatization, “getting prices right” by
controlling inflation through strict monetary poficand market liberalization predicated on
the assumption that “free markets” unfettered @teSintervention were the most efficient
means of resource allocation and consequently esicngrowth. The doctrine soon
spread throughout the developing world, in part, aasconditionality imposed by
international financial institutions, and to thiaydremains lodged in many developing
countries’ macroeconomic policies.

Results nonetheless disappointed. There proved aidta to be little correlation
between growth and the chief macroeconomic varaldelieved, under the new
orthodoxy, to affect it. Indeed, the most conviigcengine of growth was (and remains)
the share of investment in GDP. More disappoingiti) was employment performance,
treated as a “residual” of getting macroeconomiciamentals right.

This paper, by one of the ILO’s most senior ecorstsniis an objective and
empirically anchored “short history” of the evolurti of macroeconomic thinking over the
past quarter century from its neo-liberal originstihe present day’s search for a more
employment-centred macroeconomic framework. Thleaunarshals to great effect both
theory and evidence in advancing his argument. Wiads a balanced argument, mindful
of the historical context in which theories and ffwdicies they engender emerge. Thus,
for example, the author fully acknowledges that theus on greater macroeconomic
discipline inherent in the Washington Consensus imased often warranted and needed.
It was, in short, necessary in many countriesjush as many if not more, however, it was
insufficient — delivering one-off, static efficiepcgains, while constraining dynamic
efficiency.

As we in the ILO endeavour to think through howntake employment a more
central objective of macroeconomic policy, the gsbgmidance in Dr. Muqgtada’s paper
provides a solid foundation.

Duncan Campbell
Director for Policy Planning
Employment Sector



Vi



Contents

Page
== To! PP PP RSO TPPPPP iii
ol 10 1V =T [ =T g T iv
0T Y 0] o [P PPPPP R TUPPPPPPPPRRRRN A
I [ 10 To [ Tox (o] o PP PP P UPUPPPUPRPPRRN 1.
A N o (= =T o ] o] o= = To o]0 18 ] o 2
3. Macroeconomics of stabilization: Static gaissdynamic effiCienCy...........ccccoviiiiimeeece s 4
4. Resurgence of growth 2002-07: What lessonsBmroeconomic PoliCy? ............eevvvvvvvvvieeeeenee.. 8
5. Crises and macroeCoNOMIC POIICIES ..o eeeeeuirrrieeieeeeees s e e e essesrr e e e e e e e s s s annnrreeeeeens 12
6. Towards an employment-focused macroeCoNOMICYROL.........ccevrirrriiriiiiiieeiiiieeereee e 17
A o] ol 18T [T o TN €= 0 = U < P 21
T =T =] o [o L PP PRSPPI 22
Figures and tables
Table 1: GDP growth and stabilization: 1980-200.7............uuuuuuuuruueiieiiinneineeiemnemeeeeeeeeeeeeeeneenenee 4
Figure 1: Divergence of actual and predicted groswtr the 1970s-1990S...........ccovvvvvivviivvveeennnnns 3
Figure 2: Declining public investment in sub-Salnaddrica, 1970-2007 .......cccccovveiivieeiiis i, 7
Figure 3: Inflation (<10%) and GDP growth, 2000-B00..............uuuummiiiieiiieeeeees s emmmmme e e eeeeeeeeees 9
Figure 4: Inflation (<30%) and GDP growth, 2000-B00..............uuuuuuiiiiiiieiieeeeees s ssmmmmme e eeeeeeeeeee 9
Figure 5: Budget deficit and GDP growth rate, 2Q0D6 ..............eevvrvrriiniiimnniinninnnss e eeeeeeeeees 10
Figure 6: Current account deficit and GDP growtie ;ra2002-2006 ..........cccceeeeeiiiieiiiieee e, 11
Figure 7. Growth, employment and wages in MEXICO........uuuuuuuueuuruuiiiiiieeeseee s serreenneennnennnes 14
Figure 8. Macro fundamentals in Mexico, 2005-20009............cccoeiiiiieiiiiee 15
Figure 9. Median of GDP per capita growth undeiotar inflation range................oooo oo v e 17
Figure Al: Frequency distribution of inflation rat€l980-2006) ..............evrvrriiieiiiiiiiirieeeeeeeeeeeeenn. 25
Figure A2: Trends in foreign direct investment ilbsSaharan Africa (% of GDP)........................ 26
Figure A3: GDP and unemployment growth: Inter-regilccomparisons ............ccccvvvvvvvvninsimemeennss 27

Vii



viii



1.

Introduction

The World Summit for Social Development held in €opagen in 1995,
essentially to review social attainments and presyaf the last quarter of the"26entury
provided, arguably, a significant impetus to thebates on macroeconomic
policymaking. During nearly two decades prior tee thear of the Summit, most
developing countries were largely locked in a oae-fits-all macroeconomic policy
framework that was singularly focused on achievimacroeconomic stability. The now
well-documented unsatisfactory economic outcomes the social costs of the policy
reforms that were largely induced by the conditibpeof the stabilization-centred
lending programmes of the Bretton Woods institigionnderlined the universal
disenchantment at the Summit. The Copenhagen #oka that came out of the
deliberation of the Summit carried a commitment,nadre than eighty participating
Heads of State and government, to “promoting thed gb full employment as a basic
priority of our economic and social poIiciés”Such a commitment on full employment
was not only an expression of solidarity with &lbse in poverty and poor working
conditions, but also a collective resolve to puraudevelopment agenda that ensured
both economic and social progress. The neo-liperd#hodox macroeconomic policies
that upheld that markets (including that of labowqguld clear if prices were “right”
came under intense scrutiny. Thus, the Summit,rawithg attention to the dismal social
progress during the 1980s and 1990s, and by emgorai commitment to full
employment as a way forward, challenged the reggmracroeconomic strategy of the
day.

The full employment objective that was central tacneeconomic policies of the
so-called “golden era” of growth during the 1950w 81960s disappeared from the
macro-economic agenda during the era of stabitinathat followed. Its significance
came to be relegated in the aftermath of the a@ilegpshocks of 1973 and 1979, which
triggered a global recession, including a sevels ded foreign-exchange crisis in many
Latin American countries. Owing to dwindling resoce flows, rising interest rates in
international borrowing, and rising debt/GDP ratitbe bulk of the developing countries
were caught in a web of macroeconomic imbalancks.Bretton Woods institutions, to
which these countries turned to for resources,reffdoans that were conditional on
(what later came to be known as) “inflation targgtiand on belt-tightening in the fiscal
and current accounts. The Washington Consensus, well-known even to non-
practitioners, provided the blueprint of a new depment alternative where
employment and social progress were predicate®ondsmacroeconomic fundamentals
and allocative efficiency of the market. This edlfor a major shake-up in the design of
macroeconomic policies that in turn warranted peime liberalization in both the
tradable and non-tradable sectors. Liberalizatrdmich in the 1970s was advanced by
the IFls as an advocacy, soon became conditionality

Since the early 1980s, this “macroeconomic prudealoeost decisively altered the
course of employment-centred macroeconomic poliokeshe previous era, both in
developed and developing countries. In the latentries, during the next two decades,
stabilization (and the closely associated strutanlpustment programmes to support de-
control and liberalization) was held as the ceriakt in their economic policy designs.

! See the text of Commitment 3 of the Copenhagen Emita and Programme of Action of the World
Summit for Social Development, 1995.



As we noted, this neo-liberahantrawas maligned at the Copenhagen Summit, 1995.
Moreover, this conservative reforms package wasuyad not only during the normal
times, but also in recessionary periods. Such ppgms were challenged by the
countries hit by the Asian crisis during 1997-98wipro-cyclical policies only helped to
aggravate a regional recession. Yet,ttantra in various modifications, appears to hold
sway in the developing countries even today, bothdrmal periods as well as during
crises (as the most recent post-crisis 2008-09 $MRd-by loan agreements with several
countries, affected by the 2008-09 crisis, woah:iity).2

This chapter critically reviews the macroecononxpegiences of the past three
decades to argue the case against orthodox maoaeass. It then proceeds to suggest
that the prevailing orthodoxy in macroeconomicsdseto give way to an alternative
policy paradigm in which the Copenhagen commitmemt full employment,
subsequently incorporated as a Millennium Develapn@oal (i.e. added to MDGL1 in
2008), plays a central role. The global recessioP008-2009 reinforces the potency of
this proposition.

2. A brief empirical account

It may be useful to recall the three major “faatsl @ontroversies of the 1990s”, as
recounted in World Bank (2005): (i) stabilizatiorasures, combined with liberalization
were central to the reforms programme, (ii) “cortiemal wisdom held that to achieve
greatesr efficiency required a reduction in the wfi¢he state; and (iii) “reforms had to be
rapid”.

The policy reforms to getting prices “right” brough their sweep quite draconian
measures fairly rapidly. Thus, during the 1980d 4890s, most of the developing
countries adopted, with a degree of urgency, @sef inter-related policy measures to
usher in rapid economic liberalization, trade intipalar. In addition, several “structural
adjustment programmes” were also introduced, esdigrintended to reign in the role of
the state, and public interventions (e.g. privdiizra de-control etc) and to facilitate
market efficiency, including through labour markéxibility, to encourage private
sector participation . As we now know, the aboveasuees which were central to the
World Bank /IMFs lending programme, generated hdeeates as the outcomes of the
measures that were implemented came under scroyirthe academia as well as the
policy plannersf". These policy reforms and programme measures jvgradually found
articulation in a stabilization-focused framework macroeconomic strategy, had a
passionate following among the neo-liberal acadesiahe same time criticisms and
contentions to this approach began to mount asotieesize-fits-all strategy failed to
produce tangible signs of sustained growth. Revigwhis extensive literature would be
a task on its own. For the empirical record, E&sté2002) provides a thorough and
systematic account of the impact of the policy mef® on growth during the 1970s till

2 See Hailu (2009)

3 For an account of the principles behind thesernedo see World Development Report, 1991; also
Williamson (1997)

4 For a defence, see Krueger (1992); Fischer (19@denkamp & Schedler, eds (1999); critiques from
various standpoints include Banuri (1990); Muqta2808); Islam, | (2003) Mckinley (2001); Stiglitz
(1998); Taylor (1998), among others.



the 1990s. The author clearly establishes thatbgrnowth declined; and fell far below
what was predicted. He has dubbed the period as decades”.

Figure 1: Divergence of actual and predicted growth over the 1970s-1990s
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Source: Easterly 2002.

The present author assesses further evidence osl#t®nships observed between
the stability variables and GDP grovr?/trbased on panel data for 80 developing
countries The main findings are as follows:

» nearly two decades of stabilization reforms havéaat reduced the inflation levels
in most countries of the world;

= with the exception of a few countries, growth of Gs observed to be low or
inadequate during the 1980s and much of the 1990s;

» despite substantial declines in inflation rate handget deficit, hence arguably better
macroeconomic stability, investment-to-GDP ratilGDP) has failed to gain
momentum;

= |/GDP as a single variable tends to explain grobetter than “stability” variables;
and

= Current account deficit is negatively related tovgth but not robustl@

5 See Mugtada (2003) ;(2009)

6 Data taken from WDI data base of the World Bank®0



Table 1: GDP growth and stabilization: 1980-2007

Dependent variable: GDP growth (%)

Investment (GFCF) (0%3;?2 44)

Budget deficit o 861335%89)

Inflation (%%%31 )

Current Account -0.052

Balance (0.042)

Constant -0.835 3.769*** 3.755%** 3407
(0.604) (0.226) (0.251) (0.297)

R2 0.425 0.056 0.067 0.019

Adj.R? 0.418 0.041 0.054 0.007

N° of countries 82 68 82 82

Source: Author’s calculations based on World Bank, WDI 2009 online.

Notes: OLS regression is applied to obtain the above results. Standard errors in parentheses, *** 1%, ** 5%, * 10% level of
significance.

Table 1 brings out the limited explanatory power theé individual stability
indicators. It further confirms the significanieaf I/GDP in explaining growth, which
opens up a host of issues with respect to whahdin explains the growth in investment,
and why despite all efforts at stabilization, inwesnt failed to pick up. As the
experiences of the East Asian growth success Hawrsus, macroeconomic stability
was only one of the objectives of their macro-pgliinancial policies and incentives
towards resource mobilization as well as focusedblipunterventions helped boost
saving and investment in these economies.

As noted above, the defence of, and disenchantmigimt the stabilization-focused
policy reforms produced debates on the appropdagign of macroeconomic strategy.
Often, however, the debates were diverted, awayn frihe core objectives of
macroeconomic policy, to why stabilization pursuéts the country-level were not
yielding expected output outcomes. Attention wasstheflected toward the pace and
sequence of stabilization; to rigid labour marketsd, not least, to the lack of good
governance. Nonetheless, the long record of lowimadequate growth, and widespread
unemployment and poverty, certainly called for aoses review by the authors of these
policy reforms.

3. Macroeconomics of stabilization:
Static gains vs. dynamic efficiency

While there was a growing body of literature thaisveritical of the policy reforms,
an honest self-evaluation from the reforms-enfaycagencies was long in coming.
World Bank (2005) produced, arguably, the mostrigitee self-evaluation. It observes:
“In retrospect, it is clear that in the 1990s weenfmistook efficiency gains for growth.

” This draws on Mugtada (2009); there is a lot @fpsicism expressed with regard to the econometsiss,
well as the policy conclusions in respect of sugtoivth equations’cf. Bazza and Clemens (2009)



The “one size fits all” policy reform approach twoaomic growth and the belief in “best
practices” exaggerated the gains from improveduresoallocation and their dynamic
repercussions, and proved to be both theoreticatlgmplete and contradicted by the
evidence.”

The stabilization and structural adjustment poticieere indeed directed toward
achieving an enabling macroeconomic environment Wauld likely encourage both
domestic and foreign investment, and facilitategleerm capital accumulation and
growth. If nearly two decades of such policy referhave not yielded a return to
growth, what precisely have these reforms achiévet?noted, the recent evaluation by
the World Bank itself seems to suggest that maomawnic stabilization policies have
often led to static gains, and that not enoughmttte has been given on how dynamic
efficiency would be further reap%dln plain economic terms, this would simply reatie
what critics of the Washington Consensus have maaed, i.e. in most countries a
degree of stability has been achieved, but thattihs not necessarily led to growth and
investment.

One clear, and possibly the most significant, iattic of such stability is the price
discipline. There is no doubt that a fairly subtitd reduction in the inflation levels has
been attained in the developing countries, esiieeitien one compares the 1980s and
1990s with the 2000s (see Appendix Figure Al). eY¥hs, during 1980-89, only nine
countries registered an inflation level of belowp& cent, during 2000-06, nearly 34
countries achieved this target. If the inflatiordewere to be extended to 10 per cent,
then as many as 65 developing countries would pdiorhis category. Indeed, policies
toward “getting prices right”, chiefly through siri monetary policies and fiscal
discipline, have brought about this so-called fstagain. Apart from such downward
trends in inflation, similar empirical evidenceatso available to show fairly tangible
declines in budget deficits, and current accoutiicide - the other two variables that
have been the usual targets of stabilization psxi'i%e

Should then the debate surrounding the role and¢ome of the orthodox
macroeconomic policy framework end on the note daidid by the World Bank
evaluation ; thatis, some static gains have lagbieved, but these have not necessarily
led to the expected returns to investment and dgréwihere have been a few exceptions.
Chile, for example, which during the 1980s and E990rsued macroeconomic reforms,
attained fair degree of stability and growth. Onestmnote, however, that the country
incorporated additional policies and incentiveseticourage savings and investment,
boost productivity and exports. Chile was not a@eis accepting external capital but
introduced capital controls to discourage shornteapital inflows't

8 C.f. Easterly (2002).
° World Bank (2005); op.cit
10 See, World Bank (2005); Mugtada (2003);

11 During the era of globalization, developing coiggrwere often strongly urged by IMF and other
stakeholders to liberalize their financial sectord capital account . The Asian financial crisi97-98, and
the recent recession of 2008-09, exposed the gisk® of such liberalization, unless appropriatendstic
regulations, and capital controls (esp. on shorgebts) were not put in place. Ostry et al. (3@bhtends
that capital controls are necessary in order teldldeveloping countries from external shocks anantial
instability. Malaysia and Chile during the 1980s &tdna and India in the subsequent period adopted,
their advantage, a cautious approach to capitaluetdiberalization.



Chile’s experience during the stabilization reformisa has been more of an
exception to the norm, ie in terms of growth, thoumgt necessarily in terms of quantity
and quality of job creatidf In most of the developing countries, a persisterfcthe
pursuit of stability without acceleration in growthctually implied difficulties in
sustaining such stability. While it was amply clehat higher level of growth and
employment generation would require substantialbreased resources and expenditure
(e.g. on physical and social infrastructure), thabiization measures continued to
squeeze the fiscal space for undertaking such elipees.

Apart from the World Bank’s self-evaluation, a kée)-interpretation of the
Washington Consensus is laid out in Besley (2088)ch contains a series of essays by
policymakers on the interface between policy exgeres and analytical discoujrée
The debate that initially surrounded the stricteth@dox macro policies that
accompanied the early years of the Bretton Wooals tmnditionality has been reviewed
within a broader political economy canvas (thatiigorporating the policy reforms
alongside institutional and structural perspectiv@he following assessment is
instructive:

“The structural transformation that is economic elepment can be achieved only
by a sustained process of change based on actorpevheive their interests in making
that change work through a combination of appréprigublic and private incentives
tailored to the history and institutions of the oty in question.While some key
elements of the Washington consensus would beopany such strategy, it came up
short as a blue print for economic developmé‘ht”

Despite these caveats, Besley (2005) claims thaerak of the elements of
Washington consensus are as valid today as when wieee initially conceivet?.
Indeed, there cannot be much dispute that sevdrdheo elements of Washington
consensus, in as much as they seek macroeconahilitgt are useful prescriptions. It
is, however, not that policymakers are unaware robizalent about stability being a
precondition of sustainable growth, for that qugnand quality of growth can be
hindered by a number of structural and institutiaunstraints. The critical caution in
respect of stabilization, as many have pointe&eolls on establishing the appropriate
degree of the measures and policy reforms, thesed@nts needed, and the sequencing
of policies that takes account of country-spedaificumstances. More importantly, there
is a need to appreciate how macroeconomic imbatant@ractical and pragmatic terms,
ought to be reduced: that is, what policy instruteesould a developing country, under
immense resource-constraints, use to reduce pirgyainbalances. Evidence from
country-level experiences is persuasive enoughugmest that over, the 1980s and
1990s, stabilization effectively amounted to “copgsion”, viz. rapid compression of
fiscal expenditures (particularly, development exjitires) to reduce budget deficits;

12 see Kalter et al (2004) for an account of how Chimbined stabilization reforms with other ecoimm
policies and appropriate institution-building.

13 Also see Williamson’s own evaluation of how fae thVashington Consensus has been misjudged, in
Besley (2005)

14 See Besley (2005)
ibid

18 Banuri (1990); Taylor (1998); also Word Bank (2005)



drastic curtailment of imports to reduce currerttcamt deficits; and restrictive monetary
policy to contain inflation. Very few countrieschduring the early days of stabilization
lending, thepolicy or resourcespace to seek alternative routes, such as thraigimg
resource mobilization, expanding exports and prodtye

The consequences of the manner in which stabilag achieved were, as many
have noted, eventually led to disenchantment waticy reforms. The instruments that
were used to attain stability had clear trade-offise consequences of these trade-offs
were not properly assessed or anticipateRestrictive monetary policies often led to
hikes in interest rates which adversely affectede$tment; the elimination of import
restrictions, apart from depriving governments afbstantial revenues, affected
industries and a country’s export-capacity; redurcin government expenditures badly
affected development and various social transfegnammes, thus inhibiting growth of
physical and social expenditu?’és In addition, strict adherence to fiscal defieitgets
led to a steady decline in public investment .ThkoWing figure shows the steady
decline during the 1980s and 1990s in median pubiiestment in the sub-Saharan
countries (Figure 2).

Figure 2: Declining public investment in sub-Saharan Africa, 1970-2007

Public Investment in 37 Sub Saharan countries: 1970-2007
(as a sharc of GDP)

12 4

10 A

‘\/\__\-—

Simple average

Souwrce: Author's calculations based on WDI 2009 online

A steady decline in investment, a distinct fallpirivate consumptiolrff and public
expenditures, and sluggish export performance setlwwalesced to produce a fall in
aggregate demand. The price of pursuing the elmmef the Washington consensus
both with respect toargets pursued, as well asmstrumentsntroduced to achieve the
targets, has been largely a decline in aggregated@é. Dynamic efficiency has been
traded off with “static” gains. In order to stawe# crises of the kind mentioned by
Besley (2005), the stabilization reforms in the eleping countries led to a crisis of a
different kind, i.e. a crisis of output and jobsowgth. The above thus challenges the
rather circumspect self-evaluation of the World Bay arguing that in many countries

7 See Mckinley (2001); Ocampo (2002) among manyrsthe

18 World Bank (2005)



the instruments (e.g. inflation and deficit cordgrelic) that were used to deliver static
efficiency gains were themselves among the magasans for growth failures. In other
words, the processes set by the policy reformsjgowring the demand side of a
country’s economic activity, created thaison d’étre for inefficient growth and
employment outcomes.

4. Resurgence of growth 2002-07:
What lessons for macroeconomic policy?

The beginning of the present century witnessedstindt turnaround in the growth
performance of the majority of countries acros<saiitinents. The period 2002-2007 in
particular has been dubbed by Lin (2008) and othsre&ne of global boom with the
emerging economies leading the growth table.

While this period is under intense investigation avhile various explanations are
being forwarded to explain the sudden surge in giqe.g. rise in global trade, FDI and
financial flows, boom in commodity prices, etchlstization protagonists may, equally,
claim success in explaining this growth. It mayrbealled that efforts to establish a
negative relationship between growth and the ustaddility variables, that is, inflation,
budget deficit and current account deficit have been very convincir‘?ﬁ. Despite
mixed results, and unsatisfactory experieﬁ%ebe stabilization doctrine, particularly
through “inflation targeting” continues even tod&y dominate the macroeconomic
policy design in many developing countriés. Even after the Poverty Reduction
Strategy Papers (PRSPs) came to the centre of trl\Bank’s concessional lending
framework, the Bretton Woods institutions contingsedemain focused on stabilization,
without much attention to how the overall macroewuit policy framework would
support a poverty-reducing development agenda.pahticular, there is country-level
evidence to suggest that there could be tensiorcantlict between the PRSPs, and the
two other facilities of the IFls, viz. PRGF ( PotyeReduction and Growth Facility) and
PRSC (Poverty Reduction Support Credit) throughiclwvhorthodox stabilization
measures were purs@éd

While, for the 1980s and 1990s the causality an@&sociational relationship
between growth and stability variables are obseri@dcbe amorphous, it may be
interesting to assess these relationships duriagntbre recent period of growth (i.e.
2000-2006). The following two graphs (Figure 3 @)dlepict the relationship between
inflation and growth, for a fairly large sampled#veloping countries for which data are
available for the period 2000-2068.

19 See Mugtada (2003) for some related estimates

20 see Bredenkamp and Sehadler (1999)

2L For example, see Angeriz and Arestis (2008); Blsstein (2003)

22 See Khan (2006); for a review of the limitatiofi§®RSPs see Mugtada (2003)

2 For a detailed discussion on growth and priceilittalsee Fischer (1993); World Bank (2005); Mugqtada
(2003); I. Islam (2009); Epstein (2003)



Figure 3: Inflation (<10%) and GDP growth, 2000-2006
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Figure 4: Inflation (<30%) and GDP growth, 2000-2006
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Figure 3 takes into account all countries that haggstered inflation level of less
than 10 per cent, while, the Figure 4 broadens#meple by taking into account a 30 per
cent inflation level. Interestingly, both the sitioas suggest positive, though weak,

relationship between growth and inflation.

Mu@d@009) has argued these results, at

the very least, call for a nuanced view of the flénflation and growtl"r.4 Particularly
in developing countries with underutilized capadtigrowth can be compatible with a
mild rate of inflation (see below for a discuss@aminflation thresholds) ; in fact, modest

2 Also see Khan and Shenhadiji (2001)



inflation is most likely to help mobilize resourcédistorical structural and institutional
factors all need to be reviewed in the contextasfheindividual country’s stabilization
programme before setting restrictive inflation 93@5. Inflation thresholds, especially in
the developing countries, could vary substantiaillying to a number of price and non-
price factors.

For the same growth period, we have also drawmadtes plot to assess the
relationship between growth and the two other @é#et stability variables, viz. budget
deficit and current account deficits, both as pamtof GDP (Figures 5 andzé.) The
relationship in both cases, contrary to the expects of stabilization proponents, is
observed to be positive, though not strongly sigaift. In fact, these findings and
several other studies tend to suggest a modesebdéfjcit may well acompany, rather
than hamper, growth, especially when a higher lefejrowth and poverty alleviation
may warrant critical expendiures on infrastructame social provisior%

Figure 5: Budget deficit and GDP growth rate, 2002-2006
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% See Banuri (1990), among others on role of ingtinstand group bargains in controlling inflation
% Also see Mugtada (2003)

27 See Mckinley (2001)
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Figure 6: Current account deficit and GDP growth rate, 2002-2006
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Empirical estimatés reinforce the arguments made earlier: except &\wegative
relationship with budget deficit, growth is seerb®opositively related with the observed
levels of inflation and current account deficittire sample countries. According to these

estimates, investment is again observed to be idm@fisant explanatory factor of
growth.

One may recall that the East Asian economies iin kiigh growth era of the 1970s
and 1980s, achieved investment-GDP ratios of mben t30 per cent. This was
facilitated as much by macroeconomic stability gsphblic interventions in incentive
structures, and physical and social infrastrucfﬁrebligh savings-investment rates,
among other factors, together with a relatively liggy@an growth, helped these
economies to achieve full employment and structueaisformation. Such achievements
would be less forthcoming when stabilizatiper setends to return a low growth, rates
of investment show declining trends, and the saingestment gap continues to

2 A regression of growth on inflation, budget defigurrent account deficit and investment generétes
following estimates (pooled dated for 103 counjries

GDP = 0.347 (0.27) + 0.128Inf* (2.91) - 0.035BD.50) + 0.052CAD (1.37) + 0.169INV* (2.93)

T-values in parentheses; * denotes significané&®atevel.

2 For an identification of the conditions for graapEivate investment in developing countries, sé¢ U
(2001).
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wider®. This is precisely what had been happening, ealhedn Africa during the
1980s and 1990s, i.e. investment/GDP ratio was &ivground 20 per cent, while the
savings rate was around 10 per cent (see Muqt&d®)pR

Indeed one must note that, during the global bob2062-07, or even a few years
before, the African economies did grow on a heatttg. Investments grew as well.
How far could this could be attributed stabilization per sehat took place in many
African economies? Without denying that African eamies were much more stable at
the start of the present decade, than in pastan®must note that the increase in growth
was also strongly associated with the sudden beooommodity prices, in the rise in
foreign direct investment, and in the availabibfyresources released through major debt
cancellations by the donor countries. Domestic stment rose only slightly but growth
seems to have been spurred significantly through(FIQure A2 in Appendix).Overall,
the investment ratio in sub-Saharan Africa is $aitl short of the levels attained by the
East Asian countries during their high growth pérf&

While macroeconomic, financial and institutionaforens would be needed to
encourage stepping up of resource mobilization d@ohestic savings, most African
countries are increasingly looking forward to FBmd debt relief. For long-term growth,
domestic investment would need to increase segulddwever, as we noted, investment
growth would tend to depend on numerous factorsides the stabilization indicators.
This would call for broadening the “targets” in tmacroeconomic policy designs.

5. Crises and macroeconomic policies

An immediate policy challenge during any major isrigs to bring the
macroeconomic framework of the economy in ordehrotighout history, crises appear
to have induced major changes in existing policyasnees to restore macroeconomic
balances, and confidence in the markets. Thenatohas been straight-forward,
especially since many of the past crises, origigatn a particular country have been
induced by (either singly or through a combinatdninflation episodes, currency crisis,
bloated public borrowings, or defaults in balan&g@ayments .With the help of lessons
drawn from the Great Depression and recovery, ttearced economies, during
subsequent crisis, have tended to follow unorthogakicies, especially through
lowering of policy rates and expansionary fiscdigies to restore consumer and market
confidence.

The story has, however, been different for theettgying countries. During the
recent crisis episodes, policymakers, often under aegis of the Bretton Woods
institutions, were advised to follow orthodox prglical policies to restore
macroeconomic stability. Such pro-cyclical policigsually included drastic reductions
in public spending to curb budget deficits; hikimgerest rates to contain inflation; and
to compress imports to reduce current account itkefic In a situation of dramatic
declines in GDP, such orthodox attempts to dedh wiacroeconomic instability could
only reduce aggregate demand, thereby often aatielgrthe negative growth trentfs.
This was indeed the situation in many recent crifescase of the Asian financial crisis

%0 Griffin (2001) makes a persuasive call for an Btweent-led growth strategy for Africa.
%1 For a recent assessment of relative issues, s&ariana andVerick(2008)

32 See for example Weisbrot (2007); Krugman (1998)

12



1997-98 stands out in particular. What apparesttyted as a currency crisis in Thailand
(which had kept its currency pegged to the dollespite its rapid depreciation) fast
mutated into a full-scale financial crisis precipdd by a market panic from a rapid
outflow of short-term capite?ﬁ The crisis spread to neighbouring Malaysia, |reckien
and South Korea which were growing at 7-8 per @amtannum in the previous years.
Even such economies were reduced to near stagn&one of these countries, during
the slump in growth, adopted pro-cyclical measutagjely advocated by the IMF,
through bank closures, cuts in public spending eaising of interest rates — which
further weighed down aggregate demand. In fastestment/GDP rates in Thailand
declined from 41 to 22 per cent in 1998.1t may be recalled that these economies, prior
to the 1997-98 crisis, could hardly be faulted fmt having sound macroeconomic
fundamentals. Fortunately, these economies reveteir policy stances, largely
through fiscal stimulus packages and lowering ténest rates, to restore growth. Thus,
during economic downtowns and recessionary tendenaounter-cyclical measures,
including a focused and well-targeted fiscal stusulis critical in raising/sustaining
aggregate demand, GDP, growth and job creationis Ttk of sensitivity in the
stabilization policies, to how these may affectragate demand is not only a shortfall in
the orthodox macroeconomic policy framework buytasticularly perverse when a crisis-
hit country is struggling to recover

Let us turn to the recent global financial and ernit crisis of 2008-2009, which
came rather suddenly after an unprecedented pefigtbbal boom. This crisis, which
has been triggered by house prices crash in thefagghit the country's banking and
financial sectors, and spread rapidly to all otbectors of the economy. Due to the
increasing global integration, the crisis spreadntst countries of the world across all
the continent€® This led to adverse employment and labour masketomes, not only
in the advanced countries, but also via severaistnission channels, in many in the
developing world (see Figure A3 in the Appendix fmme comparative snapshots of
increase in unemployment across the regions). Taphgbelow shows one example of
real economy effects of the crisis, that of Mexico.

33 See Lee (1998); also for a brief account in th@asémpact of the Asian crisis.
34 Lee (1998);
35 Krugman (1998)

3 See Lin (2008); also Reinhart & Rogoff (2008)
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Figure 7. Growth, employment and wages in Mexico
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Macroeconomics of crises need to be framed in ¢iéext of the nature and causes
of the crisis, and how and what it is affectingheTrood security crisis, for example, that
took place just before the financial crisis in 200&ated high inflation episodes in some
countries. Policymakers in some countries were kguic conduct conventional,
restrictive monetary policy to contain inflationhan in fact such price increases came
about due to external “supply shocks”. Hailu (28)0Brovides a graphic presentation of
misplaced policy priorities in the case of Ethiopia

The recent global financial and economic crisifaaed by the individual countries
is an externally-induced one, transmitted sharpigugh such channels as falling trade,
financial flows, FDIs, remittances and ODAs. Widduced growth and falling revenues,
many developing countries especially the LDCs ib-Saharan Afric®, would have
little fiscal space to initiate a much-needed es@mary macroeconomic policy, not only
to address the immediate vulnerable groups, bottalsestore growth. This is precisely
one consideration where a coordinated global maoraamic policy could meaningfully
address concerns of the developing world, viz.ghkancement of a fiscal space that
could help the poor countries install some instmimef automatic stabilization. It is
only the higher-order middle income countries, eglly the emerging economies,
which have, contrary to orthodox macro policiesjenaken substantial fiscal spending,
largely based on “reserves” they have built up otlex past few years. In these
countries, public debts have gone up, and foreigmange reserves have gone down;

40 For a discussion of the critical importance o§tfl space”, see ILO/IILS (2009).
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depending on the duration and depth of the crisikits impact, the macro fundamentals
of some of these countries are already being tmealt

Again, to take an example from the recent expedaidMexico, the Figure below
brings out the 2008 cut-off points, where relatstability has started giving way to
crisis-induced macroeconominstability. It is the relative reserve position, the debt-
GDP ratio, as well as the pace of recovery that détermine the resilience of these
economies. The rest of the developing countrieshé absence of external resources,
would have to embark on an aggressive resourceligatimin and fiscal consolidation
not only to support the weak and fragile labourkatiand social protection frameworks,
but also to finance a job-led recovery. Donor suppwy be absolutely crucial for some
of the poorer countries, who may otherwise betteftead the more risky route of down-
sizing aggregate demand, in order to attain comwealty-established stabilization
targets.

Figure 8. Macro fundamentals in Mexico, 2005-2009
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Precisely, in a scenario where growth and employnaee badly affectedpro-
cyclical policies, to attain strict stabilizatiomrgets, can only aggravate the crisis
situation. Unfortunately, the Washington conser@usthe conservative macroeconomic
policy stance continue to feature strongly in thet®n Woods advocacy even during
this present economic catastrophe. At the G20 dontbbs Summit, the IMF has sent
out a strong caution to countries to adhere to asomomic stabilization, while at the
same time acknowledging the necessity of the massivordinated fiscal stimulus
packages pronounced by the advanced couritrieBor the latter, these anti-cyclical
measures are seen as temporary, time-bound aneltetd% Nevertheless, it would
appear as “double standards” since the developortyl, facing similar growth and jobs
crisis, is de facto denied access to such measi#sle containing debt-to-GDP ratio
may be relatively easier for the developed coustrigays must be found to support

“1 Chair's Report of the London Jobs conference 200Bef520 countries (mimeo).

42 Mugtada (2009)
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enhancing thdiscal spaceof developing countries in order to mount a fisstihulation

of the economy. The various stand-by loan agre&srtbat IMF has reached in the post-
crisis period appear to suggest that the ortho@dakgge of stabilization still continue to
dominate such agreements. The recent agreemeht Rékistan and Ukraine for
example, are cases in pO‘IlI’?itFOF developing countries, in times of crisis, thésan
agreements need to contain and define the individmantry's fiscal space to provide
critical support, at least to sustaining incomethefvulnerable groups. It must be noted,
however, that the crisis has put the IMF and ithaitox policies under spotlight, and
very recently the IMF has come around to acknowdeitigt a rethink of macroeconomic
policy is required.

A recent staff position paper by Blanchard et 2010) provides possibly the first
serious introspection by IMF on what has been g kmd rigid IMF policy position with
respect to macroeconomic strategy. The paper lksmbat “ we (the IMF) thought of
monetary policy as having one target, inflationd ame instrument, the policy rate”
(p.3), thereby acknowledging (and as argued inobvapter) that there can Inaultiple
targetsin a macroeconomic strategy, amalltiple instrumentso attain these targets. In
particular, the paper relents on the singular fanuiflation (“...behavior of inflation is
much more complex than is assumed...” p.7) sinceraeaonomic stability (i.e. output
and price moderation) can be affected by sevetatrotactors (see Mugtada 2003).
What the paper fails to mention explicitly is thestohction between end-targets and
intermediate targets of macroeconomic policy; amat frice stability earned through
strict monetary policy could not be sustained uwles Keynes points out, aggregate
output/employment was allowed to settle at less thk-employment equilibrium.

The paper thus recognizes the role of fiscal pdisy significant tool, especially in
times of crisis when countercyclical measures amgranted, and when monetary policy
often reaches its limits, as observed in Japamgduhe 1990s, and now, in the advanced
economies during the 2008-09 crisis.

The paper is rather fleeting in the context of rmaconomic options for the
developing countries; these are countries where’dMBnditional lending has been a
major source of discontent. The paper’s call iplering the consequences of raising
the target of policy rate from existing 2 per cent per cent may appear sensitive to the
developed countries but, as we have seen eaitlieh, iaflation targeting will still remain
insensitive to the conditions prevailing in the eleping countries. In fact, Khan and
Senhadji (2001) suggest for the latter group ointaes, an inflation threshold of 11-12
per cent beyond which growth will be hampered. Wawehestimated the following
decade-wise table to show (i) the large variatithrag can exist in the inflation-growth
relationship and (ii) to suggest countries (in 2083 which obtained close to 4 per cent
per capita GDP growth had inflation of more tharp&® cent. The IMF stocktaking fails
to acknowledge a distinction between “inflationgiting” and targeting a stable inflation
level.

43 See Mugtada (2009); Hailu (2009) states that IMEt=nt stand-by loan agreements with 15 countries
contain nearly 224 types of conditionalities, ldygie the areas of fiscal reforms; financial libzation,
trade reforms, price liberalization, privatizatietc.
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Figure 9. Median of GDP per capita growth under various inflation range
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Finally, the paper is strikingly silent on the eatguestion of full-employment as an
objective (target) of macroeconomic policy, and hmwtput stability could be sustained
without appropriately addressing issues relatedststaining/increasing aggregate
demand. Nevertheless, the paper marks importatstieps in re-evaluating the manner
of how the IMF’s conditional lending needs to opera

6. Towards an employment-focused
macroeconomic policy

As we have observed, macroeconomic policy designdeveloping countries,
often under “conditionalities” of loan agreementiéhwthe Bretton Woods institutions,
had effectively becomeni-dimensional(i.e. largely focused on "inflation targeting”),
without adequate considerations of various othegeta of macroeconomic policy
framework. Economic growth was seen contingent onoantry’s ability to attain
macroeconomic stability; while the various goalslefrelopment such as job generation,
labour market outcomes, and social progress effdgtbecame hostage to such reforms.

The onset of the PRSPs purported to place “povertijction” at the centre of

World Bank's lending to heavily indebted countrieid not quite rationalize a
macroeconomic framework that firmly addressed aepgweducing employment-
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centred growth. However, the PRSP process, almpstelfault, triggered a complete
rethinking of the development strategy. Developmeas back on the agenda, with the
increasing recognition that an employment-friengllgwth pattern is the relatively surer
way to attain sustained poverty reduction in ameaay

The achievement of full employment, however, isei@mtly related to a gamut of
economic and social policies. ILO (1999) underssot@o “precepts” that would
contribute to moving an economy toward full empleym (i) “achieving economic
growth of the type that makes good use of the asgeich the poor own (i.e. labour)...”;
and (ii) “any strategy for full employment must based on a sound macroeconomic
framework”. Thus, pursuing and designing a full émgment strategy would essentially
lie in articulating a combination of economic p@g (ncluding macroeconomjcand
social policies which would fully engage the labfance in expanding productivity, and
develop the necessary institutional framework fehieving simultaneously freely
chosen, productive employment, fundamental rightsak and adequate income from
work and social protection.

It would be only logical to presume that if macroeomic policies were to be
embedded in a country’s development strategy, whiobused on productive
employment generation as the tested path to redaeerty, then employment would
need to be at the centre of macroeconomic polisygde As we observed earlier, in the
advanced economies, in the immediate post-SeconddWwar period, the goal of
achieving full employment was a key objective iaithmacroeconomic framework. Only
when these economies attained nearly two decadasioterrupted growth, and a
situation of near full employment, the debate oncrmapolicies became intense on
whether, and how far, inflation or employment slkdobkecome the dominant focus of
such policied® such as would keep aggregate supply and demarad Halance. As
Brown (2002) has pointed out, the roles of macroeatc and microeconomic policies
appear to have reversed over time, i.e. macroecienpoticies, which during the 1950s
and 1960s targeted full employment, shifted todang inflation and prices during the
1970s and 1980s. Microeconomic policies which i dlarlier periods had been used in
containing inflation (particularly through wage newsdtion), is now being charged with
the responsibility of promoting employment and ewgpbility (e.g. through active
labour market policies). This change in roles otrogpolicies has to be viewed in the
context of the changing assumptions in respectnoindividual country’s growth and
employment situation. The debates on what shouldhleekey objectives of macro
policies must not get mired in a rather simpligtieological positioning. The advanced
economies , already saddled with unacceptabledafainemployment, are now facing a
major employment challenge after the recent cr&gsin the case of EU, although the
Maastricht Treaty stipulates stringent stabilityuiements, large unemployment rates in
many countries have kept the debate alive on howsores could be undertaken to
enhance aggregate demand, and thereby sustairnr ldbmand? The crisis of 2007-
2009 which has led to a significant rise in jobleess, has underscored the need for a
coordinated, expansionary macroeconomic policygefsir the regiori’

4 See R. Islam (ed., 2006) for an exposition of tlwevth-employment-poverty nexus.
5 See Jackman’s article in Khan and Muqtada (1997).
*® pid

47 Cf. ILO (1999).
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A shift in the key emphases in the macroeconomicydramework would, of
course, imply a shift in the trade-offs that a doyis policy planners would desire. The
critical issue here must be onepshgmatismandpolicy coherenceGuidance to macro-
design must, therefore come from a simple, appatgyi-assessed empirical situation of
the individual economy. The experiences of macroeouc policy design, during the
past six decades, with their variable outcomeshdth the developing and advanced
economies, have produced an adequate knowledge thasecould inform current
policymaking with pragmatic lessons. One such piigresson appears to be to avoid
one-size-fits-all targets; also that instrumentsathieve these targets could vary from
country to country.

The crisis of 2008-09 has placed a further onughendesign of macreconomic
policies, viz. to incorporate measures to redudatiity of growth, as well as volatility
of employment and incomes,especially of the vulolergroups. While such volatility
can be triggered by external shocks, national gsliand institutions need to be in place
to ensure protection, especially the vulnerablaugso Even in the case of some of the
relatively strong economies of Asia, the pervagmpact of the 1997 Asian crisis on the
world of work exposed a common lacuna, viz. the kvaiad fragile labour market and
social protection frameworKé. The huge toll in terms of worker lay-offs, loss or
reduction of earnings and wages, etc, forced gonents to undertake an array of social
safety net measures. The global financial crisis fo@ther underscored the increasing
need to establish social security syst€nis the developing countries. While this has
been echoed in various platforms, e.g. at the te@20 meetings, as well as by
multilateral organizations (e.g. World Bank’s “vahability fund”), there needs to be a
clearly-defined national blueprint on how such &tegn could be developed and
financed. Countries with adequate fiscal spaceh sag China, India, Brazil, have
embarked on various safety net and social protectieasures, though not in the usual
precept followed in the advanced economies.

The arguments above, as well as those made inréwops sections of this paper
tend to clearly suggest that there needs to beriaus rethinking on the goals of
macroeconomic policy, as well as on the instrumémtsugh which the goals can be
attained. The following, stated at the risk of soreeetition, arejinter alia, a few
considerations :

0] A foremost imperative of macroeconomic poliogsign is a renewed
commitment to the goal of full employment. In thase of developing
countries, where job-generation towards povertyicgdn will continue to
dominate the development agenda for quite some, tima&roeconomic
policy design, without an unambiguous weight to Eyment objective,
would be a “highly risky method of policymaking®.c. The uni-
dimensionalperception of macroeconomic policies, (such asldtidn
targeting”), hitherto practised under the stabilaa programme, needs to
be replaced by a macroeconomic strategy that wantdrporatethe
pursuit of full-employment.

“8 For a detailed account, see Lee (1998), op. cit.
% An example is ILO’s campaign towards a global fabfioor”. (see ILO’ Global Jobs Pact in ILO 2009)

%0 See A.R. Khan (2006).
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(ii)

(iii)

(iv)

(v)

The need to incorporate employment in a mamoemic policy
framework would warrant the appropriate introductad multiple targets,
the relative weights of which would depend on copspecific
circumstances. The contours of such a multi-dineradi perception can
be seen in the cases of East Asian economies, lhasv€hile, where
macro-fundamentals were achieved in tandem with roe@onomic
support toward investment and savings; furtherhsupolicy framework
also ensured an equity-sensitive growth patternttbiped support a faster
pace of poverty reduction.

Regarding the setting of target(s), there nlmgstonvincing basis of how
the threshold of the target(s) is defined. As weehabserved earlier, a
major difficulty with IMF's stringent position ortabilization was with
respect to their adherence to “inflation targetj(eg less than 2 per cent)
rather that on trying to achieve a stable and naidévelof inflation (eg
Khan and Shenhadji(2001) who estimate 11-13 per agrnhe threshold
for developing countries). In the case of the fatt@rious instruments
would be at play, depending on the accuracy ofyasmabf the root causes
of inflation, and how it may affect other macroecuonic variables.

Given that the dominant target of orthodox rogwolicy was price
stability, there was an over-riding role of mongtagyolicy in their
advocacy, viz through the policy rate. It is nowlli@own, especially in
the aftermath of the recent crisis, fiscal poligeds to play an equally
significant role, not just as a counter-cyclicaktmmment in short-term
business cycles, but also in longer term allocdiiwetions toward growth
and equity. “Fiscal discipline” (a la Washingtonr@ensus !) must not be
conflated with fiscal policy, and the proactiveadhat this instrument can
play in both stabilization and growth processe$iséal stance would also
need to be mindful of building up a fiscal surptiwwing periods of good
growth, in order to cushion economies during asris

Another imperative of macroeconomic policy, cascially highlighted by

the recent crises, is on the need to incorporatasares to reduce
volatility of growth, and to offset jobs and incommsecurity that it entails.
This would warrant adopting a range of social ptte and safety net
measures. Though initially, these may be rudimgntar scope and
coverage, such social protection systems when nalieed in a

macroeconomic framework would, apart from redudirsgpcurity, tend to
act as important stabilizers of the economy, esfigdihrough sustaining
consumption and aggregate demand during recesgipeaiods. This, in

fact, is at the heart of the “automatic stabilizérsthe macroeconomic
policy design of the advanced welfare economieg fgdorer developing
countries, which during crises usually resort titefo with donor support)
discretionary interventions and extensions of @xst safety net

programmes, need to make their first assessmemtbaitit would take to

install a basic social protection system, one thair macroeconomic
policy design could incorporate as an approximateraatic stabilizer.
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7. Concluding remarks

The debates on the design of macroeconomic polizes largely been inspired by
the ideological divide between demand-side and Igtgide approaches to economic
performances, both in the context of advanced inidliged countries, as well as of the
developing  countries. In particular, the stigrsion of macroeconomic stability
inspired by the Washington Consensus came to dieobad, both by the development
strategists, as well as by the dismal country eé&pees of the 1980s and 1990s. The
latter in particular have echoed the need for foatmg a macroeconomic policy
framework that would need to be country-specifitcd aragmatic, and one that would be
embedded in the development strategy of the indalidcountry.  Orthodox
macroeconomic stabilization policies largely foaisen price discipline (“inflation
targeting”) leaning on economic levers to ease lsuppnstraints. The fundamental
inadequacy of this framework is their lack of uralending of what Krugman (1999)
called the “failures on the demand side of the eooyi. For developing countries in
particular, especially those with large surplulaband poverty levels, a prudent use of
monetary and fiscal levers would be needed to addtiee critical goals of attaining
fiscal space for focused public interventions tawanhancing growth, employment
generation and social protection. Indeed, suclertevalso would need to ensure
macroeconomic targets that are defined by the eungisotoleration limits (of inflation
and fiscal deficits).

In a final analysis, a macroeconomic strategy woeddentially constitute the
individual country’s political charter in as much & would require making a collective
choice on how it wishes to pursue its developmegenda that is defined by the goals of
employment generation and poverty alleviation. désign and implementation would
have to be seen against ground realities of irtistitsl and stakeholders’ coalition in the
individual countries. Macroeconomic strategy vebabntinue to involve making hard
choices on potential trade-offs, such as betweeplamment and inflation; social
transfers and fiscal space; tax policies and imeerstructures.

A macroeconomic policy framework would thus notyoehtail consensus-building
among various stakeholders, but also reforms inititienal and decision-making
processes towards policy coherence. One way oéldewg such a consensus is a
modified mandate of the macroeconomic policy marggrirrently the central bank and
finance ministry, to formally endorse the goal &t and productive employment and
decent work for all” as enshrined in the MDGsThe “crisis before the crisi¥’ which
was characterized by dismal employment and labcanket outcomes, as well as the
2008-09 crisis, which has increased the inciderfcgutnerable working population,
should be powerful reminders why the course of wewmwnomic policy design and
management needs to change.

%3 See Epstein (2003); Mugtada (2003)

54 Cf. ILO/ IILS (2009)
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Appendix

Figure Al: Frequency distribution of inflation rates
(1980-2006)

Figure 3: Frequency distribution of inflation rates: 1980-2006
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Figure A2: Trends in foreign direct investment in
sub-Saharan Africa (% of GDP)
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Figure A3: GDP and unemployment growth: Inter-regional comparisons

GDP and unemployment growth in South Asia
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