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Achieving the Millennium Development Goals (MDGs) Requires Fundamental Reforms in the International Financial Architecture and Trade Agreements

Intervention by Bhumika Muchhala, Third World Network, for Roundtable 3 on the MDGs

The MDG strategies, through the framework of the 8th goal to “develop a global partnership for development,” should strive to reinforce the importance of national development strategies which build the productive capacities and social and economic infrastructure of developing countries through pro-active and strategic policies.  Only then can the massive scaling up of public spending and investments necessary to achieve the MDGs take place.  

The successful development lessons of history clearly illustrate that the achievement of comprehensive advances in human development has been a result of economic development models characterized by economic diversification, job creation, and technological upgrading driven by concerted public spending and investments and national policy space for selective trade protections, financial caution, and industrial policy tools, among other flexibilities.

However, many developing countries have not had the national policy space, market and technology access, and symmetry of rules required in the international economic architecture to be able to pursue a development-oriented national strategy.  In this sense, there is a fundamental mismatch between the ambitious framework of the MDG targets and the predominant economic model in many developing countries, including the least developed countries (LDCs). This economic model is characterized by an agenda of financial and trade liberalization which results in a serious lack of public investments and spending that scale up productive capacities through strategic economic diversification and employment-creation, and through the development of public social services in health, education, and housing.  

This disjuncture highlights the underlying need to lay out a conceptual and analytical basis for new MDG-based national development strategies, not just indicators, for post-2015.  A central challenge in creating this basis is not the lack of explicitly economic goals in the MDG framework, but rather the challenge of formulating a policy strategy, in the context of an imbalanced global financial and trade system, that would back up the human-development ambitions of the MDG framework.

Three key areas in the international financial architecture impeding the MDGs 

There are three key areas in the international economic and financial architecture that impede the realization of MDG Goal 8 of developing global partnerships, and thereby the realistic achievement of the MDGs, by blocking the ability of developing countries to implement policies that prioritize domestic revenue creation, public spending, and investments for broad-based and equitable development. 

The first constraint is that of the pro-cyclical and deflationary macroeconomic framework that has dominated policymaking both globally and nationally. This framework, institutionalized and promoted by the International Monetary Fund (IMF), capital markets, and many aid agencies, has obliged policymakers to focus on macro-stability. IMF loans to crisis-stricken countries across the world still, as in the past, carry fiscal and monetary conditions for fiscal austerity, monetary policy tightening, and a prioritization on debt repayment and maintaining open capital accounts. 
This macro-stability focus predominantly serves creditors, investors, and markets, often at the expense of development-oriented macroeconomic policies that allow for consistent and scaled-up public spending, access to credit, and long-term investments in public services and production sectors across agriculture, industry, and services.  It is through such concerted spending and investment that the creation of domestic revenue, wage growth, skills- and capacity-based employment, as well as education and health advances can take place.  

The second obstacle to scaling up investments for national development strategies that can achieve the MDGs is that of debt sustainability in developing countries and the palpable absence of an international debt resolution mechanism able to guarantee a speedy and fair solution to sovereign debt crises.  While the recent crisis has created soaring debt burdens across the developing world, the ‘debt overhang’ in most countries has persisted over many decades as result of the liberalization- and deregulation-led economic model that promotes borrowing as a source for capital. The impact of debt burdens for public revenue in developing countries is critical, as foreign exchange earnings are funneled into external debt servicing obligations rather than to the current account for key imports payments necessary for building the domestic economy or to public investments vital to strengthen the health and education sectors.  
The United Nations has proposed the creation of a sovereign debt resolution mechanism for a number of years, also echoed by academics and policymakers in the wake of the current crisis. The Stiglitz Commission (2009), the South Centre (2009), and the Group of 77 (G77) proposal to the UN Conference on the World Financial and Economic Crisis in June 2009, all stress the need for an independent and fair debt arbitration court that can provide a single statutory framework for debt relief by ensuring that both creditors and debtors cooperate to restructure sovereign debt, with respect to a country’s unique economic conditions.

A third impediment to development in the international financial architecture is that of capital account, or financial, liberalization which allows for the free cross-border mobility of capital, and the liberalization of financial services.  Numerous voices have argued that the intense unpredictability and volatility of capital movements resulting from the concerted surge in financial liberalization around the world is one of the key drivers of recurring financial and currency crises.  Financial liberalization enables speculative trading, capital inflow surges, and ‘panic exits’ of capital, which are some of the root causes behind financial crises. Financial liberalization has been internalized across many developing countries “..as part of the stabilization and adjustment policies which marked the 1980s and 1990s,” and while the rhetoric that promoted financial liberalization promised greater growth and stability through more efficient allocation of capital, the track record has demonstrated repeated negative effects for growth, stability, equality, and policy space in the world economy.4
North-South free trade agreements (FTAs), bilateral investment treaties (BITs) and World Trade Organization (WTO) commitments often contain provisions that tie the hands of developing countries to regulate their capital account and their financial services sectors. Trade agreements can thus increase the likelihood of a financial crisis and make it more difficult to take the necessary measures to deal with one once it occurs. 
(For more information please contact Bhumika Muchhala, TWN, at: bhumika@thirdworldnetwork.net)
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