

[image: image]



The Quest for
Development Success


The Quest for
Development Success

Bridging Theoretical Reasoning
with Economic Practice

Grzegorz W. Kolodko

LEXINGTON BOOKS

Lanham • Boulder • New York • London


Published by Lexington Books

An imprint of The Rowman & Littlefield Publishing Group, Inc.

4501 Forbes Boulevard, Suite 200, Lanham, Maryland 20706

www.rowman.com

6 Tinworth Street, London SE11 5AL, United Kingdom

Copyright © 2021 The Rowman & Littlefield Publishing Group, Inc.

Chapter 2 “After the Calamity: Prospects of Recovery and Growth” © Polish Sociological Review

Chapters 4 and 16 “The New Pragmatism, or Economics and Policy for the Future,” “Determinants and Implications of the Eurozone Enlargement” © Acta Oeconomica

Chapters 7, 9, and 15 “Socialism, Capitalism, or Chinism?,” “Chinism and the Future of the World,” “Economics and Politics of the Currency Convergence: The Case of Poland” © Communist and Post-Communist Studies

Chapter 10 “The Great Chinese Transformation: From the Third to the First World” © Acta Oeconomica

Chapter 11 “Income, Fiscal Transfer, and Conflicts of Interest” Article reprint permission granted by Jacek Tomkiewicz © Business Science Quarterly.

Chapter 14 “How to Destroy a Country: The Economics and the Politics of the Greek Crisis” © Rivista di Politica Economica

Interview with Edmund S. Phelps Interview reprint permission granted by Edmund S. Phelps 

Interview with Gang Fan Interview reprint permission granted by Gang Fan

Interview with Olivier Blanchard Interview reprint permission granted by Olivier Blanchard

Interview with Francis Fukuyama Interview reprint permission granted by Francis Fukuyama

Interview with Robert Aumann Interview reprint permission granted by Robert Aumann

All rights reserved. No part of this book may be reproduced in any form or by any electronic or mechanical means, including information storage and retrieval systems, without written permission from the publisher, except by a reviewer who may quote passages in a review.

British Library Cataloguing in Publication Information Available

Library of Congress Cataloging-in-Publication Data

Names: Kołodko, Grzegorz W., author.

Title: The quest for development success : bridging theoretical reasoning with economic practice / Grzegorz W. Kolodko.

Description: Lanham : Lexington Books, [2021] | Includes bibliographical references and index.

Identifiers: LCCN 2021002293 (print) | LCCN 2021002294 (ebook) | ISBN 9781793642554 (cloth) | ISBN 9781793642561 (epub)

Subjects: LCSH: Economic history—1990- | Economic development. | Economic policy. | Economic forecasting.

Classification: LCC HC59.15 .K656 2021 (print) | LCC HC59.15 (ebook) | DDC 330—dc23

LC record available at https://lccn.loc.gov/2021002293

LC ebook record available at https://lccn.loc.gov/2021002294

[image: ] The paper used in this publication meets the minimum requirements of American National Standard for Information Sciences—Permanence of Paper for Printed Library Materials, ANSI/NISO Z39.48–1992.


For Emma and all her peers, with the hope that they will live in a better world

[image: ]


Contents

Acknowledgements

List of Figures and Tables

Introduction: A Few Thoughts on Useful Economics

PART I:  How to Avoid Economic Death: The Political Economy of Pandemic

1 Times of Plague

2 After the Calamity: Prospects of Recovery and Growth

3 Politics and Policies in the Post-Pandemic World

PART II:  Facing Future Development Challenges

4 The New Pragmatism, or Economics and Policy for the Future

5 Imperative of Heterodoxy

6 Emerging Markets or Emancipating Economies?

7 Socialism, Capitalism, or Chinism?

8 Look to the Horizon and Beyond

9 Chinism and the Future of the World

PART III:  Pragmatism as a Key Factor for Socioeconomic Progress

10 The Great Chinese Transformation: From the Third to the First World

11 Income, Fiscal Transfer, and Conflicts of Economic Interests

PART IV:  Economics of Success versus Economics of Failure

12 Chinese Economy at the Era of Globalization

13 Recipe for a Crisis

14 How to Destroy a Country: The Economics and the Politics of the Greek Crisis

15 Economics and Politics of the Currency Convergence: The Case of Poland

16 Determinants and Implications of the Eurozone Enlargement

Conclusion

Bibliography

Index of Names

Index of Subjects

About the Author


List of Figures and Tables

Figures

Figure 7.1 	Producer’s Market and Shortages versus Consumer’s Market and Surpluses

Figure 7.2 	Stagflation and Shortageflation

Figure 7.3 	On the Other Side of the Looking Glass, or Moving from the Inflation–Shortage Alternative to the Inflation–Unemployment Alternative

Figure 10.1 	China and Big-5: Gross Domestic Product (2009 = 100)

Figure 10.2 	China versus Big-4 GDP of Selected Countries in Percent of China’s GDP (purchasing power parity)

Figure 16.1 	Budget Deficit and Public Debt in Poland in 2005–2020 (in percent of GDP)

Figure 16.2 	Revenues and Expenditures of the Public Finance Sector in Poland in 2005–2020 (in percent of GDP)

Tables

Table 7.1 	Proportions of Private and State Sectors in China (percent of value added, by form of ownership)

Table 7.2 	Number of State-Owned Enterprises from Selected Countries on the Fortune Global 500 List in the Years 2004–2016

Table 9.1 	Population Growth Forecasts, 2020–2060

Table 9.2 	Human Development and Inequality Adjusted Human Development Indices

Table 10.1 	The Value and Dynamics of GDP of China, United States, and Poland in 1978–2019 (purchasing power parity)

Table 10.2 	Forecasts of Recession and Growth in 2020–2021 (fall/growth of GDP in percent)

Table 10.3 	Top Ten Countries of Chinese Exports in 2019

Table 11.1 	Salaries of Employees under Employment Contract in 2019 (in Polish zlotys)

Table 11.2 	Multi-lemma of the Cancellation of the 30-Fold Limit of the Forecasted Average Monthly Salary in the National Economy as the Basis for Calculating Pension and Security Insurance Contributions 

Table 16.1 	Forecasts for GDP Growth in Poland in 2017–2020 (in percent)

Table 16.2 	Forecasts of the Public Finance Sector Balance in Poland in 2017–2020 (in percent of GDP)

Table 16.3 	Forecasts of Public Debt in Poland in 2017–2020 (in percent of GDP)

Table 16.4 	Experts’ Test: Forecasts of GDP Growth, Fiscal Deficit, and Public Debt in Poland in 2017–2020


Acknowledgments

This book would not have been possible without the help of Irina K. Bezumnova during editing the volume. Thanks to her work, this book is a bit less flawed, and for all other imperfections you have to blame the author. She also prepared the indexes.

I am also grateful to Dr. Grzegorz Malinowski for many valuable comments given at various stages of work. I likewise thank Sergei Druchin for his help in preparing the graphic materials contained in the book.


Introduction

A Few Thoughts on Useful Economics

When looking for answers how to move and not get lost into the maze of contradictions of ideas and interests surrounding us—because, let us remember, these contradictions are always about these two “i,” interests and ideas—one cannot avoid preaching controversial views. I hope these presented on the pages of this book are not wrong. Yet, it would be impossible to touch on so various issues and avoid debatable views. The purpose of this volume is to contribute to the controversial policy disputes on how to integrate lessons of three or four decades of economic change in the world—in Europe and America, in Asia and Africa—into thinking about macroeconomic policies and conducting them for a better future.

An action causes a reaction. The defeat of neoliberalism, that is, ideology, system, and politics, which through poor deregulation, manipulation of the fiscal system, and unfair practices is used to enrich the few at the cost of the many, provoked the expansion of populism—which tries to give people not what they really need for self-realization and satisfaction of rational needs, but what they want in detachment from tough economic realities. It may be very dangerous to combine the illusory ease of financing the mounting social needs from the deficit and the unlimited increase in public debt, which is postulated by the so-called Modern Monetary Theory, MMT, with the implementation of the so-called Universal Basic Income, UBI. For various reasons, these ideas are theoretically false and practically irrational. After all, populism is not the right answer to the challenges of the twenty-first-century civilization, and a peculiar mix of neoliberalism with populism is a simple recipe for a civilization catastrophe.

Humanity faces epochal challenges that result from the overlap of symptomatic mega-trends for contemporary times:

	1.	Demographic change, especially the aging of the population and extreme stratification of fertility rates.

 	2.	Environmental changes, especially the depletion of non-renewable resources, devastation of biosphere and global warming.

 	3.	Scientific and technological revolution, especially the digitization of the economy and culture as well as automation.

 	4.	Non-inclusive globalization, especially the growing inequalities.

 	5.	The general crisis of neoliberal capitalism, especially structural economic imbalance.

 	6.	The crisis of liberal democracy, especially the accompanying polarization of societies.

 	7.	The Second Cold War, especially the US–China conflict.

Things happen as they do because many things happen at the same time. Hence, the coincidence of these trends distorts the clarity of expectations of economic entities—enterprises and households, producer and consumers, investors and speculators, sellers and buyers, the market and the state—which frequently leads to irrational behavior. The rational is the one who acts in his/her own gain, taking into consideration information at his/her disposal. Yet, quite often, such information are biased, asymmetrical, fragmented, and—as it happens—intentionally manipulated for the ideological reasons or by the groups of special interests. In result, they are emotionally distorted.

We are now in a completely new phase of civilization evolution, in which not only production and classic consumption matter, the level of which is determined by the volume of gross domestic product still maximized in economic policy, this famous GDP. What matters, and sometimes even more unnoticed by the GDP, are phenomena and processes related to individual and social processes of economic activities. This is the time of the beyond-GDP reality, which must be embraced and explained by the beyond-GDP theory of broadly, even interdisciplinary understood economics. Consequently, on this theory—still being developed and barely outlined, to which the considerations presented in the pages of this book aspire to make a modest contribution—must be based wise, not confusing the means with the ends, the beyond-GDP socioeconomic policy and the beyond-GDP strategy for long-term development.

A key element in changing the economic paradigm is to move away from the dictate of profit maximization and quantitative growth of production as a target of economic activity, and to reformulate it, regarding the imperative of subordinating the short-term interests of private capital to long-term public interests. This cannot be achieved without a strong will of the political elites in charge of market economy institutions, since market regulation is crucial for the positive synergy of private interests with social needs. This requires a certain reinstitutionalization of the economy. In democratic conditions, it cannot be done without active involvement of the ruling elites that are shaping the system and running the policies.

Meeting the epochal challenges requires a change in lifestyle, what must be correlated with a different than before way of functioning of the economy. An important rule governing the economy of the future should be moderation, that is, intentional adaptation of the size of human, material, and financial flows and resources to the requirement of maintaining long-term balance and harmony.

Undoubtedly, dealing with the consequences of the devastating Covid-19 pandemic will bring new threads to economic thinking. This great 2020 shock will also affect microeconomic management practices—both at the corporate level, from micro-enterprises and family businesses to large state-owned companies and large transnational corporations entangled in complex supply chains, as well as in the sphere of social and economic policy.

Unfortunately, modern economic thought does not cope satisfactorily with the expectations addressed to it. It neither explains phenomena and processes in a fully satisfactory way, nor does it propose effective methods of dealing with emerging problems, especially at the macroeconomic level, toward the national economy, and at the level of mega-economy, in relation to the world economy at the era of irreversible globalization.

A new pragmatism is coming ahead these intellectual and political challenges. It is an outline of a heterodox theoretical concept within the framework of a postulative trend of economics based on the desire for good economy that responds to the problems of modern times. The new pragmatism is honest economy seeking truth in the sphere of diagnosis as well as efficiency and justice in the sphere of economic activities. It is addressed to both developed countries and emancipating economies, including post-socialist (post-communist) transformation countries.

In this context, the aim of economic activity needs to be redefined. The way in which we measure it determines the direction we are going. Alternatively, in other words, the direction we are aiming at depends on the manner we measure our targets. Due to the tendency to unbalance the economy—what often leads to extensive economic, social and political crisis—and due to objectively occurring environmental barriers, the maximization of a production’s size and the pace of its growth should not be anymore the utmost aim of economic activity. The purpose of enterprise in the future implies improvement of the well-being of the population on the path of triple balance: economic, social, and ecological. There are certain feedback loops among these three spheres; it is impossible to balance one of them in the long run without caring about two other.

Under the new pragmatism, economics is treated as a science:

	1.	Heterodox—the thought flow is free from dogmas and the imperative of staying within the limits of orthodox economic doctrines.

 	2.	Descriptive—analysis and characterization of the state of affairs constitute the basis for diagnosis and the starting point for further considerations.

 	3.	Explanatory—the interpretation of observed phenomena and processes makes it easier to understand why they appear and occur in a different way.

 	4.	Evaluative—the evaluation of ex-post alternative situations and expected ex-ante results compels the search for the answer to the questions whether the past could have been better and whether it will be better in the future.

 	5.	Normative—postulating directions and methods of change for the better following the judgment, what and why appear to be better.

 	6.	Comprehensive (holistic)—observation of all broadly understood economic relations is against reductionism and attempts to build comprehensive theories from fragmentary research results (one size doesn’t fit all).

 	7.	Eclectic—combines threads of analysis and synthesis of various economic schools: from classical economics through neo-Keynesianism and institutional economics to development economics and political economy, as well as behavioral and experimental economics, and microeconomics with macroeconomics and global economics.

 	8.	Contextual—analysis and syntheses are not conducted in isolation from reality, in the models of “pure” economics, but in relation to specific, dynamic, variable and complex circumstances, conditions, limitations and possibilities.

 	9.	Multidisciplinary—the analysis of economic reality takes into account the findings and methods of other disciplines of social sciences, especially sociology, law, psychology, political science, anthropology, history and geography.

 	10.	Comparative—comparing economic and technological, cultural, political, geographical and environmental realities in time and space is treated as the basic research method. The scientific process is largely based on comparing events and processes and drawing conclusions from these comparisons.

The methodological phenomenon of the science of economics is manifested in the fact that it is a cognitive process different from other social sciences. Therefore, first, it is about describing (descriptive analysis), then comparing (comparative analysis) and valuation (axiological analysis), and consequently recommending (normative analysis).

Unlike state capitalism, left and right populism, new nationalism and the utopia of collective capitalism and participatory socialism, new pragmatism as a practical economic theory creates opportunities to meet epochal challenges. Economics can be useful. Economics can be advantageous.

The volume consists of new chapters and some research papers published in academic periodicals, in particular in Communist and Post-Communist Studies, Rivista di Economia Politica, Polish Sociological Review, Business Science Quarterly, and Acta Oeconomica. They cover numerous questions related to the condition of the world economy and its future challenges. While looking into what and why is happening in the economy, a lot of attention is given to its relations with society and polity, environment and security, as well as in sphere of culture and technology.

The train of thoughts presented on the following pages addresses a broad audience, formulating complex insights in, I believe, an accessible manner. The genre is not common, as theory and policy books usually speak to different audiences. In this case, it is more than strictly economic book, since often the considerations are place in the interdisciplinary context. I once traversed Einstein’s well-known saying, “Knowledge has a future,” and said, “Interdisciplinary knowledge has a great future.” Hence, I hope that this book will inspire further debates, because there is something to discuss. Some people are worried that we face an abundance of questions, others are happy that there are still more questions than answers. Better to ask the way than to go astray.


Part I

How to Avoid Economic Death

The Political Economy of Pandemic


Chapter 1

Times of Plague

The signs are increasing that the world will be unable to escape the spiral into which it has fallen without a crisis and new revolutions. It would be better to escape this spiral through evolution and universal balanced development but it is both too late and too early for that. What kind of crisis will it be? We do not know. When will it happen? We do not know, but it is only a question of time, because there are more and more contradictions and they are becoming increasingly antagonistic. Overcoming them will take movements on an almost tectonic scale: profound structural changes, the adoption of a new value system, and a different balance of power and allotment of role on the world stage.

Someone will say that there is nothing very revealing in these sentences, and yet, they were couched twelve years ago in the book Truth, Errors, and Lies: Politics and Economics in a Volatile World1 (Kolodko 2008, 340, 2011a, 341). There one can find a warning that in the face of the ineptitude of politics to the challenges of the modern world, an Even Greater Crisis (EGC) will come with time. I used this term to stress the inevitability of a crisis that will be more extensive than it was during the Great Crisis of 1929–1933. “There will come Even Grander Crisis when significant demographic, ecological and political disturbances will overlap with significant economic perturbations. The question is only when and how will its dynamics be.” These sentences are not new either; they were written ten years ago (Kolodko 2010). Moreover, a little bit later in the monograph Whither the World: The Political Economy of the Future, one can find such cautions: “we’re in for a yet greater disaster than the recent crisis and for dissensions building up further, followed by even more exacerbated conflicts, not only economic ones” (Kolodko 2014a, 7), as well as the fact that “we won’t escape an Even Grander Crisis (EGC), with all the attendant social revolts” (Kolodko 2014a, 426).

So when today an Internet user asks: “Professor, is this already that EGC—Even Greater Crisis, which you wrote about?” I answer: yes. Things happen the way they do because many things happen at the same time. So, what is happening simultaneously, what we have to see in a long term and vast space, and not just hic et nunc? In the trilogy about the world, I write about a Twelve Great Issues for the Future, GIF. Here, I will highlight only a half of them, the most important from the present point of view, by no means disregarding the others.

	1.	The systemic and structural sources of the previous global financial and economic crisis have not been removed. The greed of the mighty of the world and the compliance of the political elite to their pressure has prevailed (Galbraith 2014; Stiglitz 2019).

 	2.	The influence of neoliberalism, ideology as well as economic policies and meager regulation enriching the few at the expense of the many has not been eliminated. As a result, globalization, which is otherwise irreversible, is still not sufficiently inclusive, which is a sine qua non condition for harmonious development (Harvey 2005).

 	3.	Stopping the processes of devastation of natural environment and global warming is failing (Diamond 2019; Wallace-Wells 2019). Humanity introduces itself to the path to thermal destruction, though it does not have to go to hell at all; it will make it here, on Earth.

 	4.	With certain exceptions, it was not possible to suppress the escalation of income and wealth inequalities, and to set the economy and society on the path of their reduction (Milanovic 2016). Without this, there is no chance of maintaining social cohesion and liberal democracy in the long run.

 	5.	The demographic imbalance is deepening resulting, on the one hand, in huge differentiation of the fertility rates and, consequently, a dysfunctional surplus or deficit of labor, and on the other, a mass migration. Its great waves, reaching tens of millions of people—both refugees from places where it is impossible to live peacefully, and immigrants from regions where it is impossible to live decently—will flow into rich countries.

 	6.	Political tensions are rising due to the inability of conciliatory solutions of the growing transnational problems and the lack of mechanisms to govern the interdependent global economy. The specter of xenophobia and chauvinism, new nationalism and protectionism are rising, accompanied by the Second Cold War2 and trade war declared by the United States not only against China and Russia, but in certain cases also against its own allies (Klein and Pettis 2020).

Someone may ask: What revolutions? What revolts? Well, first people go wild and then take to the streets. From the Arab Spring to the Black Lives Matter, from Maidan to Occupy London, from Taksim Square in Istanbul to Wall Street in New York, from Delhi to Santiago, wearing yellow vests in France and T-shirts with a slogan KON-STY-TUC-JA in Poland. There will be more such demonstrations for a number of reasons. One addition among them will be that in most of the places people will notice, in the context of fighting the plague, how much inequality is there. For instance, the fact that in Chicago, where the black people account for 30 percent of the population, but as much as 70 percent of deaths caused by coronavirus affects them, is worth a deeper reflection, isn’t it?

In the aftermath of pandemic, more and more dissatisfied people will go out on the streets. There will be no world revolution, but chaos may increase. The world needs new ideas and great leaders—global statesmen—not demagogues shouting America First! or Alternative für Deutschland. In order to avoid anarchization, which might devastate culture and economy all over the world, new ideas and development concepts are needed, such as new pragmatism—a kind of interface between holistic economic theory and practical economic policy aiming for inclusive growth and sustainable development (Bałtowski 2017; Galbraith 2018; Kolodko 2014a).

We have experienced bizarre times when a Swedish teenager seems to be smarter and more responsible than the American president; when hopes for keeping the global economy on the growth path are placed in China and India, not in the United States and Japan; when many politicians pray for the better future because they are unable to do it without the help of supernatural forces; when entrepreneurs prefer to save rather than invest; when stupidity triumphs over wisdom and aggression over empathy. It is all our human merit.

Additionally, it never rains but it pours. The scourge of pandemic joined the extremely unfavorable coincidence of these mega-trends of modern civilization and globalized economy. Nobody knew when exactly it would come or what it would look like, but it was obvious that it would come. This is not clairvoyance—or rather gloom-mongering—when I wrote in “Truth, Errors and Lies: Politics and Economics in a Volatile World” that we are facing “a growing threat of mass diseases, fast-spreading epidemics . . .” (p. 98) that “it would be the height of naïveté to assume that there will be no new diseases with the lethal potential of HIV-AIDS or SARS. It has to happen sooner or later” (p. 159), adding that “Prosperous countries and those as large as China can cope with such blows; similar epidemics are devastating in poorer countries. They unleash pandemonium there, affecting the quality of life at its roots and diminishing the potential GDP as a consequence” (p. 160), and that “in the contemporary world, there is an increasing need for the global coordination of treatment and prevention policies in the face of the epidemiological threat” (p. 162).

It is not time to regret the roses when the forests are burning. It is not the time to regret the decline in production as it is the result of the struggle for human life. Millions of those whose lives and health are saved due to radical and costly preventive and curative measures are much more valuable than losses caused by the recession, and no doubt than those trillions lost on stock exchanges. Its speculative core is nothing to regret; however, the decline in the value of pension funds and long-term savings of the household sector will be painful. In addition, nothing good is going to happen in the face of a lack of liquidity of a number of businesses and shortage of investing capital caused by the stock exchanges crush.

There are plenty of dramatic microeconomic situations and although it will not be easy, the short-term issues can be handled. Yet, their macroeconomic consequences are going to be very severe. Governments are right increasing public expenditure to support economic recovery and to protect populations and individuals in special need. Depending on the realities, there need to be sensibly pumped billions, hundreds of billions of dollars, often reaching for innovative financial instruments specially created and launched for this occasion.

Longer-term consequences are more important. Undoubtedly, the pandemic caused by disorders in the sphere of production and consumption will leave its mark on the microeconomic behavior of households and macroeconomic performance of transnational corporations as well as on the attitude of economic politicians. Of great importance will be their approach to global supply chains. What is to be feared is the rise of phobia and irrationalism, parochialism and nationalism, particularism and protectionism. We are threatened not only by what cannot be seen—the microscopic coronavirus—but also by what can be seen with the naked eye. Hatred . . .

Racial hatred and xenophobia, Islamophobia, Sinophobia, Russophobia, hatred of “true Poles” or “true Finns” to those of different cultures, Buddhists from Myanmar to Rohingya, Shiites from Iran to Sunnis from the Arabian Peninsula, conservative English to Europeans from Brussels. Aversion to strangers, to others, not from here; those from “shithole countries” and those “rapists from Mexico”; those colorful and these infidels. It harms us all, because it spoils globalization, which is connecting all of us. Indeed, connectivity—this core of globalization—is at stake. No doubt, harmful is Donald Trump’s hatred for almost everything that his democratic predecessors did, especially President Barack Obama, with good consequences for peaceful cooperation and inclusive globalization—to engage in regional free trade agreements, to the Paris Agreement on combating climate warming, to an economic agreement with Canada and Mexico, to an arrangement on Iran's nuclear program, to a treaty with Russia on controlling the medium-range missile system, to the prerogatives of the World Trade Organization, to the multilateralism in global economic and political game.

It is pathetic when the US president, referring to the plague, talks about the “Chinese virus,” but it is embarrassing that the spokesperson of Chinese Ministry of Foreign Affairs suggests that it was the US military service that applied it in Wuhan, the first outbreak of the epidemic. In Poland—where hatred flourishes within the post-Solidarity “elite” between Civic Platform, PO, with its right-wing neoliberal feature, and Law and Justice, PiS, with its populist–nationalist mark—we have not long ago heard that refugees are spreading parasites and germs. It is not the refugees who are guilty of the spread of the deadly virus, but some would prefer to close the borders to them anyway; not only temporarily, but also forever and preferably separated by a wall or barbed wire. Moreover, this is happening in more than one place in the world, not excluding countries that proudly regard themselves as supposedly a leading Euro–Atlantic civilization.

Deficit of Imagination

Hard times—and these we currently live are indeed very hard—should also be a period of deeper intellectual and political reflections. Pandemic, with its long-term consequences, is overlapping on mentioned mega-trends, detonating a crisis that has never been seen before. If democracy cannot cope with the challenges arising from such crisis, the resort to authoritarianism will happen more often, and not less frequently. Then, perhaps, there will be less recession shocks, there will be no great migrations of people, there will be no excessively overheated climate, but there will be no democracy either.

Liberal democracy was in deep water even before the pandemic (Deneen 2018), and some argue that for the sake of maintaining the competitiveness of highly advanced economies it would be good to curb it slightly (Jones 2020). It has been so because of expansion of so-called adversary democracy (Mansbridge and Martin 2015) which recently is flourishing in countries as different as the United States and Poland, the United Kingdom and South Korea, Colombia and Indonesia, where the societies are often divided close to fifty-fifty vis-à-vis major issues. Now, democracy may suffer even more. On the one hand, its weaknesses and limited ability to solve problems brought by an extremely fast-changing world can be felt (Reykowski 2020). On the other hand, in dozens of countries fighting pandemic, the restrictions on civil liberties imposed with an intent to apply just temporarily may persist even after the conditions for their initial introduction have expired (Economist 2020a).

Hence, what will the world look like after the pandemic? It is better not to ask such questions, because it is impossible to answer them satisfactorily. The effects of the plague, its scope, depth and longevity of the inevitable economic, social and political crises arising from it, are ex ante beyond estimation. What may seem visionary today may turn out to be a lack of imagination tomorrow.

The most difficult to see is what one cannot see. To look around reasonably, we need not only knowledge but also imagination. Not the one detached from the realities of life, not fantasizing or succumbing to illusions, but the imagination resulting from knowledge born as an effect of critical observation of facts and careful interpretation of occurring phenomena and processes. In addition, a lot is going on. Unfortunately, additionally to other imbalances that disarrange social relations in all their possible cross-sections, there is also a deficit of imagination. The more it is worth to practice it, never forgetting about deepening our knowledge.

It is impossible to overcome the chaos that infiltrates socioeconomic relations if short-term policy is not linked to a long-term development strategy. In the army, they know that there are operational activities, tactics, and strategy and that they must be coherent and support each other. In economics, this is often forgotten or not thought at all, which is particularly due to the naïve neoliberal belief in the market omnipotence. Blinding by the financialization of the economy and narrow concentration on capital markets can be seen similar as the behavior of a woodcutter with a saw in his hand in a situation where one needs a multi-minded forester. A wise strategy must always draw not only from a good understanding of the initial situation, but also use the imagination. Then there are fewer surprises.

Isn’t it amazing that actually no economic doctrine questions the need to maintain costly military reserves—human, equipment, financial—and always the governments provide for these purposes public funds, sometimes very generous, despite the fact that their military powers in the overwhelming majority of cases never will be used? Not because a potential aggressor will be afraid of the military power, but because there is not any real enemy which is getting ready to attack. The economy can afford huge wastage, although the balance of power and security can be maintained by a part of the expenses incurred. Unfortunately, obedience to influential military-industrial lobbies and their political and media backers is quite common in the contemporary world. Although it is obvious that no one could have predicted the calamities of the coronavirus pandemic, isn’t it amazing that even the richest countries in the world do not keep proper personal and financial reserves and equipment for possible significant deterioration of the health situation in their societies. If in NATO—which is enforcing member states to allocate at least 2 percent of GDP on military expenditure (of course, called “defense”)—just 0.5 percent of its aggregated GDP, what gives almost USD 100 billion, would be shifted for healthcare, it would make the 600 million inhabitants of the countries involved in this pact more, not less secure. Isn’t it better to maintain rational reserves of medical personnel and medications instead of useless reserves of soldiers and weapons? USD 100 billion per year more for healthcare would make people safer and feeling better not just in thirty countries of NATO but also far away.

Caring for killing the coronavirus before it kills us, one must not forget about the risks that accompany us in other fields. Sometimes this risk is far from here, but in the age of globalization, almost nothing is far away, and certainly not so far as not to worry about it. When defining visions of the post-pandemic future, one must take into account a number of circumstances not related to it, but important due to other reasons. Particularly interesting in relation to the future is that what is not obvious.

The unresolved conflict in Hong Kong may have considerable implications. When its inhabitants believe that the plague is not there anymore, street demonstrations of people wearing masks protecting not lungs against viruses, but faces against intrusive cameras recognizing them, will intensify again. If the demonstrations escalate out of control, they can lead to a condition that Beijing will not tolerate and may decide to use force to restore order. The consequences of such a turn for international affairs, especially for China–West relations, would be fatal. Politically motivated economic sanctions would cause even greater turbulence in the global economy than the ongoing trade war.

If Israel—with or without US approval—bombs Iran’s nuclear installations, which the hawks from Tel Aviv have felt like doing for a long time, Iran will respond by blocking the Strait of Hormuz. Then oil will not be at USD 25 per a barrel, a very low price caused by the pandemic, but maybe at USD 125. Either way is bad, because sometimes it is too cheap for someone, sometimes too expensive for many.

If not only Turkey, not coping with nearly four million refugees, mainly from Syria, opens borders with the European Union, but so do also the regimes in Libya—both in Tripoli and the one of the general Haftar—the rising flow of immigrants from Middle East and sub-Saharan Africa will not be stopped. With the overwhelming influx of migrants, it will be impossible to maintain social peace in Europe. If, however, counteracting this wave one resorted to the use of force, it would be time to stop talking about European values. Even more, it is necessary to seek a pragmatic solution to the conflicts in the Middle East and North Africa, and to help it financially, in development (Seck 2020) in order to weaken the growing pressure to escape from there.

If the tensions between India and Pakistan on the Kashmir issue escalate again, and the destructive use of nuclear weapons, which both countries have, will occur, the entire global political scene will be destabilized with strong, unfavorable consequences for economies, also far beyond the Indian subcontinent.

If the uncontrolled logging of tropical forests continues—from Borneo to Congo, from Burundi to Ecuador—and President Bolsonaro does not oppose the burning of thousands of hectares of the Amazon, then as a result each subsequent year will be even hotter than other factors have already determined. This will further aggravate global warming, what inevitably will negatively affect the political climate with its adverse feedback on the economy.

If, taking advantage of the political turmoil caused by the pandemic catastrophe, nationalists in Taiwan will take the lead, and unilaterally declare independence of this territory, China will invade and force the island to join the motherland. Despite the military treaty between Taiwan and the United States, this will not provoke their war with China, but political and economic relations would deteriorate on a much larger scale than it happened between the West and Russia after it annexed Crimea in 2014.

There is almost never such a situation that all good or bad circumstances converge at once. After all, it is always so, that many factors overlap, and that is why the integral feature of strategic socioeconomic analyzes should be their comprehensiveness (Arthur 2015). Therefore, excluding the coincidence of even only these regional crises, one cannot abstract from the risk of their outbreak. More, since they are conceivable and possible, they must be prevented. This is what the politics and polices are for, which in each of these cases, despite the fact that it relates to regional issues, must be coordinated on a supranational, because it has an impact on that what is happening on a global scale. Moreover, for a policy—that by its very nature is oriented at influencing future phenomena and processes—to be wise and effective, also social sciences, in particular economics on which economic policy should be based as much as possible, ought to be oriented for answering questions that the future will bring. Always some part of the future can be scientifically predicted (Morris 2010; Randers 2012), always some part of it can and must be creatively shaped (Krugman 2020).

NOTES

1. Written in 2007, printed in Polish in 2008 under the title Wędrujący świat.

2. I coined the term Second Cold War (Kolodko 2019), referring to contemporary tensions and hostilities in international affairs, especially between the United States on the one hand, and China, Russia, and Iran on the other, given that the previous Cold War fortunately was over after the political breakthrough in 1989 in Eastern Europe and the former Soviet Union. Now the previous conflict should be called the First Cold War.


Chapter 2

After the Calamity

Prospects of Recovery and Growth

The situation is volatile as rarely ever. First, we do not know what the pandemic results will be for people. Only millions or tens of millions will fall ill? Or, will hundreds of thousands or millions shuffle off this mortal coil? We don’t know how interpersonal relations will be shaped; will there be more empathy, more or less mutual trust, this basis of social capital, more or less tolerance for cultural differences? In more mundane matters, we do not know how much the supply and production chains have been already broken.

We do not know how far and how long the provision of various services has been stopped. Closed restaurants and empty cinemas cannot be counted, but there has been already calculated that two million flights have been canceled; 200 million people did not arrive on time where they wanted and should be.1 As a result, no major airline will survive without government aid.2

We do not know how big, where addressed, in what time sequence implemented, and how effective from the point of view of maintaining economic activity will be record-breaking intervention packages run by more and more governments and by some international organizations. The scale of their determination is also unprecedented, and the famous phrase that Whatever it takes will be done spoken in the summer of 2012 by Mario Draghi, then-president of the European Central Bank, regarding efforts to save the euro from falling, is repeated in numerous languages. On a global scale, it can be estimated that only in 2020—and the drama does not end here—the total sums of the support provided by the governments and central banks oscillate within the range of USD 9–11 trillion in total.

We already know that there will be a recession. Not everywhere, but certainly in the largest advanced economies—in the United States and Japan, South Korea and the European Union (in particular, which is important because of their relative weight, in Germany, France, Italy and Spain), in Canada and Australia. Also in Poland. There is still hope that the recession will not affect all of the poorer countries, because fortunately coronavirus reaches some of them—especially in poor Africa—on a smaller scale. However, through trade, supply chains and capital transfers they are globally integrated with rich countries, and now the latter are pulling them down.3

If the plague spreads there, their economies will suffer relatively less than in sophisticated rich countries, while on the human side it would be a terrible cataclysm due to the underdevelopment of the health care system. Enough to mention that in this respect, in Pakistan with more than 230 million inhabitants, health expenditure is per person 200 times lower than in the United States.

Under the conditions of extreme uncertainty, there is a great risk of confusing media panic with the cold-blooded econometric forecast, predictions with warnings, and soft assumptions with hard claims. Thus, more often than not even the information provided by accountable sources must be taken with certain skepticism. It is not easy to accept the warning of Oxfam, the trustworthy NGO, when it claims that “the economic fallout from the coronavirus pandemic could push half a billion more people into poverty.” Of course, there is caveat in this opinion, “unless urgent action is taken to bail out developing countries” (Oxfam 2020), but unfortunately such actions have not been taken to the required degree. Well, it is hardly surprising. Since the rich north Europe is not willing to hurry with the help for its neighbors from the south of the continent, where coronavirus wreaks the greatest havoc,4 it would be surprising if the rich of this world from highly developed countries will be eager to help unhappy people from poor countries by sending them billions of dollars assistance.

There should be no doubt that the obligations of the world's poorest countries must be written off—urgently and unconditionally. They cannot be forced to service their debts toward developed countries and Western banks in a situation where they have to protect health of their citizens and protect jobs of their workers by radical increase of spending, which are not sufficient even in good times. Only in 2020, as many as sixty-nine of the world’s poorest countries are due to pay USD 19.5 billion to the governments of rich countries and to the multilateral institutions, and USD 6 billion to foreign private lenders. All these USD 25 billion should be given up, of course at the costs of rich countries’ taxpayers and their banks shareholders. What is important, already at spring of 2020 the International Monetary Fund, IMF has made USD 50 billion obtainable in emergency financing and the World Bank has approved a USD 14 billion as response package to the most vulnerable economies (BBC 2020c). These resources ought to be transferred in a form of soft credits and grants to the most in need countries, with the preferences for support to the healthcare systems.

China and India generate about 26 percent of the global gross product (calculated according to purchasing power parity, PPP). Changes in global economic dynamics—an increase or decrease in output—in more than one third depend on these two most populous countries in the world,5 and therefore the course of affairs there is of great importance. It seems that in 2020 China can still escape the decline in production. However, all this is under a big question mark, so it is not surprising that when some are already announcing a recession, others are predicting growth.6 This divergence of opinions is not the fault of the methods used for preparing forecasts, because they are econometrically extremely sophisticated, but is a result of walking on statistical quicksand. The model can be very good, while the data entered into it and assumptions are doubtful, and sometimes become outdated faster than an analytical article describing the situation may appear in print.

India—instead of lately expected GDP growth by over 6 percent—will record a recession. It will not be able to come away unscathed from the chaos caused by total blockade of people, announced on extremely short notice (just four hours!). Lasting a few weeks blockade of the great mass of population shocked both the supply and the demand in the economy based mainly on small companies and services, which make up 62 percent GDP. In this poor country,7 100 million people are villagers employed occasionally in the cities and nestled in extreme poverty in the slums.8 The blockade resulted in the abandonment of many companies and, contrary to intentions, pushed tens of millions of people to the streets and roads, because they saw their only rescue in reaching their native villages, sometimes distant hundreds of kilometers from where they stayed. So badly thought out and despite the loud announcements, the unenforceable blockade of people’s movement instead of limiting the spread of coronavirus, may increase its transmission, the economic consequences of which may be deplorable.

We do not know in what direction the situation will develop in Africa and Latin America and the Caribbean, but from the global perspective, it is relatively less important, because their economic situation has a slightly smaller impact on the fate of the world, since these continents deliver only about 4 and 7.5 percent of global production, respectively.9

We do not know whether the global recession will be 2, 12, or 20 percent, whether production will decline for half a year, and then the economies will rebound and the growth will return, or maybe the declines will be recorded for a year or more. The recession may not last long, but it may take a long time for depression, which is a protracted period of production at a painfully reduced level, accompanied by mass unemployment. Precise determination of the number of the unemployed is impossible, also due to the ambiguity in the definition of this category. According to the methodology used by the International Labor Organization, ILO, before the pandemic, at the end of 2019, there were over 170 million unemployed people in the world, which makes up about 5 percent of global workforce. In other words, we have about 3.4 billion people who are capable and willing to work, but unfortunately, not everyone can find it. We do not know by how many tens of millions—because there will be tens of them globally—the unemployment will increase due to the pandemic.10 According to evaluation of the ILO, the coronavirus outbreak was expected to wipe out 6.7 percent or one fifteen of working hours across the world during the second quarter of 2020.11 It is horrendous since this implies that the jobs are lost by the equivalent of 195 million full-time workers.

We do not know how much the public debt will increase because of additional government expenditure and reduced tax and quasi-tax revenues caused by the economic slowdown, and what consequences this will have for the financial markets.12 During the first 25 days of March, Dow Jones—this most significant stock market index in the world economy—recorded the 5 largest daily declines and the five largest increases in its 135-year history. Before the markets calm down they will often cling to one or the other page. This, in turn, will upset investors and market speculators, but, even worse, will destabilize the expectations of business entities with an obvious negative impact on the real sphere of the economy—employment, production, consumption, and investment.

The Hectic Times

Up against irritation, it is difficult to behave rationally. Rational is the one who acts in his own advantage, considering the information. However, the information is changeable, doubtful, contradictory and unclear. One can be disappointed even if one follows the rules of formal logic in the decision-making process. On a macro-social scale, decisions are the result of a clash of emotions, political games and rational premises. The latter, unfortunately, played an increasingly smaller role in the past years, after the 2008–2009 crisis, due to the collapse of confidence in the ruling and opinion-forming elites. All in all, not many policy-makers are rational, because it does not result in political popularity and getting votes in elections (Kozminski, Noga, Piotrowska, and Zagorski 2020). Perhaps the shock caused by a pandemic will shift the gravity point in the triangle: emotions>political game>rationality closer toward rationality. Something quite opposite—a rise of various demagogy and quackery, which always appear while facing breakthrough crises—cannot be eliminated either.

Exchange rates will also act jumpy. One should not expect their stabilization for many quarters following the apex of the pandemic. The relationship between the US dollar, European euro and Chinese yuan will be key in this field. Paradoxically, despite the extensive economic crisis in the United States—greater than in China and no milder than in the European Union—the American dollar strengthens during the pandemics. It happens due to international speculative capital, as it were, in difficult times trusts USD more than other currencies.13

There is no doubt that the scale of the imbalance of public finances will severely deepen in many countries. Except for extremists, nobody sensible no longer protests against bold, sometimes radical budget deficits. Even monetarist doctrinaires and neoliberal dogmatists, so loud in the years 2008–2010 during the extensive financial crisis (Foster and McCheseny 2014), have gone quiet.

This will also have consequences for economic doctrine and political practice. The colorful, heterodox “economics of pandemic” will develop, both in its descriptive and normative form. First, it will be full of innovative and sensible proposals for the use of economic policies’ instruments and management methods, but will also be weeded by various senseless ideas and suggestions. Over time, it will solidify and can form the foundation of post-pandemic orthodoxy.

In the economics of the post-pandemic world, the dogma of an imperative to balance the state budget will calm down. The doctrine of universal inadmissibility of financing the state budget deficit by an independent central bank will fall. Views will be reviewed as to the possibility and the legitimacy of monetizing the deficit through monetary expansion, especially through so-called money printing. Until now, certain central banks, including the American Fed (Ashworth 2020), have used it, now it ceases to be taboo around the world.

Even if inflation accelerates a bit, which in recent years has not been a great problem,14 it will be an acceptable cost worth to be incurred in order to defend employment and production. Relatively higher inflation will be tolerated as one of the ways of financing public debt’s servicing costs. Negative real interest rates of central banks—this anathema of monetary orthodoxy—will be the norm for several years, just as negative government bond yields in some countries may be the norm. This has been happening in Japan for many years. It was similar in 2007–2013, when in rich countries public debt increased from 59 to 91 percent of GDP. Governments have been able to take loans close to zero or on negative interest rates throughout the past decade.

How it will be during the next decade, we cannot be sure, but at least for some time in the leading world economies the real interest rates will remain negative. Since in rich countries, investors are more eager to buy government bonds denominated in their national currencies, so it is easier to finance the budget deficit there. In poor countries it is much harder, the more so because the foreign investors will not be willing to buy their securities. They will have to resort to the so-called financial repression, that is, forcing economic entities to purchase government bonds bearing interest below the national inflation rate. With time, acquiring funds, including capital necessary to finance public infrastructure investments15 and supporting technological progress as well as innovation of the economy, may turn out to be much more expensive.

One of the most difficult exercise will be freeing oneself from the habit of incurring excessive debt. Yet, international financiers and political and media spheres related to them are particularly interested to continue this behavior. They are the ones who over the last decades have promoted the financialization based on trading in various forms of debt (McLean and Nocera 2010; Wolf 2014; Tanzi 2013).

The great plague in the fourteenth century did not cause such economic havoc (the human one was much larger) than the current one, because credits played a completely marginal role. Nowadays, it plays an excessive role. Who has no debts may come away quite unscathed from the pandemic. Whoever has debts will suffer from break down of the functioning of the company and household. It is impossible to live without a credit institution, and it is not possible to run business, but its scale can and should be reduced in the future. It will be useful even in healthy times. On the contrary, those who have savings are able to manage the challenging situation and weather the time of crisis easier than somebody deprived of any financial reserves.

In practice of the European Union, there are the limits of 60 percent of the public debt and 3 percent of budget deficit in relation to GDP, which according to the Maastricht principles of currency conversion (Baun 2019) and the Stability and Growth Pact, SGP,16 supposed to be observed by the member states. For the next few years, these regimes will be suspended. Also, the excessive budget deficit procedure (Kolodko and Postula 2018) will not be applied.

As time goes on, governments will also increase the taxes, both indirect and direct ones. In the latter case, of course the higher income groups of the people will have to pay relatively more, thus the raise of taxation progression seems to be inevitable.

We have to be careful to protect ourselves against seizing for money of the left and right-wing populists who will want to grab from the public purse as much as possible, of course under the banner of protecting those in need, even if they can cope alone. One should be yet more careful about the greed of the wealthier people and their influential lobby, organized much better than employees and consumers. We can already see the pressure on the authorities being exerted by the organizations that define themselves as employers, as if employing a worker was a charity, not a profitable business. In the United States, the House of Representatives initially blocked the largest intervention package in history—2 trillion dollars—because according to the original proposals of the White House, a lot of the tax payers money would go to companies doing quite well. On the other hand, before the package was finally adopted and entered into force, there were already voices that it should be at least five times larger. This is nonsense, because then it would reach half of the GDP, which no one can handle, even the United States, at the time when America is becoming great again! Thanks to President Trump.17

NOTES

1. Estimate at the end of the first quarter of 2020.

2. American Airlines—one of the richest airlines in the world—already at the end of March applied to the US government for financial assistance in the amount of USD 12 billion. In the first 2-trillion intervention package adopted in March 2020 the US administration has allocated 58 billion to support airlines—a half for subsidies, and a half for loans and loan guarantees.

3. Kristalina Georgieva, the managing director of the International Monetary Fund, on the eve of annual IMF and World Bank Spring Meeting said, “Just three months ago, we expected positive per capita income growth in over 160 of our member countries in 2020. Today, that number has been turned on its head: we now project that over 170 countries will experience negative per capita income growth this year” (BBC 2020a). The IMF says that across the rich world, at the end of 2020 the gross government debt will rise from 105 to 122 percent of GDP (by $6 trillion, to $66 trillion).

4. EU Commission President Ursula von der Leyen offers a ‘heartfelt apology’ to Italy, saying “‘too many were not there on time’ when the country ‘needed a helping hand’” (BBC 2020b). In turn, Emmanuel Macron, the French president, has pointed that the richer EU members have a special responsibility in dealing with this crisis. He said, “We are at a moment of truth, which is to decide whether the European Union is a political project or just a market project. I think it’s a political project .  .  . We need financial transfers and solidarity, if only so that Europe holds on” (Financial Times 2020).

5. China and India have approximately 1.4 and 1.33 billion inhabitants, respectively.

6. At the end of the first quarter of 2020, the World Bank forecasted that in the less-developed region of East Asia and the Pacific (except Japan, South Korea, Australia, New Zealand, Taiwan, Singapore, and Hong Kong) the growth rate would fall to 2.1 percent from 5.8 percent recorded in 2019. In the case of China, the prediction still assumed an increase of 2.3 percent in the baseline scenario, and 0.1 percent in a worsening scenario. As a result, in 2020, in the entire East Asia and Pacific region, almost 24 million more people than expected before the pandemic will not get out of poverty, which is defined as a daily income below PPP USD 5.50 (BBC 2020d).

7. The per capita GDP of India is only around USD 2,000, which is roughly 7,200 in purchasing power parity. The world average before the pandemic was around PPP USD 18,000.

8. To put in context, in Dharavi—the most crowded slum of Mumbai, and probably the whole of India—in a small area of 2.5 square kilometers lives not less than 650,000 people.

9. Africa has about 1.33 billion people (the same as India, but the population of Africa is growing faster), and South and Central America and the Caribbean have about 650 million people.

10.
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