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Abstract:

As a consequence of the financial crises of 1997-9, the question of ‘global governance’
appears to have come into its own as an ‘agenda’ for thinking about the rules and norms which
underpin the present global order. One of the dominant understandings of the public domain,
especialy in Asian and Latin American countries, is of its essential (re)vitalisation or utilisation
as a mechanism for the provision of a range of public goods crucia to the socioeconomic
sustainability of markets. This has found its way into the policy debates currently dominating the
agendas of the international financial institutions, couched broadly in the emerging language of
the * Post-Washington Consensus .

However, the extent of the compatibility between the processes of reformulating policy strategies
appropriate to specific historical-institutional settings and the mainstream of the *governance’
debates in the corridors of the international financial institutionsis over-stated for at least three
reasons. First, the globalisation backlash is likely to prevent the emergence of a settled
intellectual consensus of what constitute global public goods. Second, the debates have to date
largely been conducted in arenas from which ‘ developing countries are excluded. Third, the
capacities of the states of Asiaand Latin America have been seriously eroded by the negative
impact of financial crisis. Asaresult, we argue (a) that the dynamics of multilateral collective
action have been altered in important ways under the impact of financial crisesin Asiaand Latin
America, and (b) that the role of national statesin Asiaand Latin Americais concerned less with
the provision of public goods than with the minimisation of ‘public bads . This minimisation of
‘bads' is, at the end of the twentieth century, an inherent part of the debates about the appropriate
role of public authorities, and their relationship with other elements of the state—civil society—
market nexus.
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The crisis of free market fundamentalism, then, has highlighted the * globalisation of inequity’
inherent in the processes of political and economic restructuring. It has also highlighted the
related ‘globalisation of volatility’, around which a magjor international policy debate has
emerged. In Asiaand Latin America, government responses to globalised financial instability
have also focused on ways to limit the destabilising impact of speculative capital movements
on the domestic economy. The most salient debate, of course, has centred around capital
controls at national boundaries, and the argument that states have the sovereign right to
protect themselves against capital flight. Chile for a long time maintained restrictions on
short-term capital inflows (athough these have recently been softened), Colombia similarly
imposed reserve requirements and Brazil around the time of the Asian crisesimposed variable

taxes on financia movements.”

The major case study of such policies has turned out to be Malaysia, which in the aftermath of
its currency crisis introduced a ban on the repatriation of capital for a period of 12 months, a
ban on the trading of the ringgit overseas, and a freeze of the dollar-ringgit exchange rate, as
well as limitations on the amount of national currency Malaysians could take overseas. In
February the first of these controls was softened into an ‘exit tax’ on capital, which has the
same effect of discouraging short-term capital flows, but which was designed to make the
Malaysian investment regime more investor-friendly than previously. The broad challenge at
the national level has thus involved questions of how to maintain necessary capital flows
while restricting the less desirable forms of finance, which inevitably reduces incentives for

foreign investors across the spectrum.

* Chile imposed a minimum holding period of 12 months for equity investments and a reserve requirement
(encaje) of 30% of the total value of the loan for foreign loans to Chilean entities as a means of avoiding the
accumulation of short-term debt. See John Williamson, ‘ The Implications of the East Asian Crisis', mimeo, 1998
from http://www.warwick.ac.uk/fac/soc/CSGR/; ECLAC, The Impact of the Asian Crisison Latin
America,(Santiago, 1998), p. 26; ECLAC, Economic Survey of Latin America and the Caribbean, 1997-8,
(Santiago 1998), summary p. 21.
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This intellectual change of heart can also be seen in parts of the international policy
community. The espousal of such neoclassically ‘unorthodox’ economic strategies by
prominent international economists is much less uncommon than in the pre-Tha devaluation
days. The exemplar is, of course, the impeccably credentialled senior economist at the World
Bank, Joseph Stiglitz, who has argued that capital account liberalisation needs to be moved
back on the policy agenda of emerging market economies.” At the very least, as the 1999
World Development Report argues, sequencing is now seen to be crucial and capital
liberalisation should only follow the establishment of sound supervisory banking procedures
and legal infrastructure. Notwithstanding the importance that they place on the partialy self
inflicted nature of emerging market problems, even Washington has now recognised that the
push for the capital liberalisation, as part of its wider ideological shift in favour of freer
markets fostered the vulnerabilities that were the underlying cause of the economic crisisin
Asia and that subsequently spread to Russia and Latin America. Senior figures in the first
Clinton Administration — Mickey Kantor, the former USTR and Laura Tyson, the former
chair of the Council of Economic Advisors — have conceded that they were insensitive to
‘the kind of chaos that financia liberalisation could provoke'. As former Commerce
Secretary Ron Brown noted, ‘it is easy in retrospect to see that we probably pushed too far

and too fast ... we overshot, and in retrospect there was a certain degree of arrogance’.”

The degree of convergence on the substance of these policy debates, however, is usually
exaggerated. There are different forces at work ‘on the ground’ in Asian and Latin American
countries than at work in the corridors of international organisations and US government
offices. Asians and Latin Americans policy elites clearly prefer tighter rather than looser

regulation of markets, but preferably not imposed on them by the existing internationa

% Joseph Stiglitz, ‘ Macroeconomic Dimensions of the East Asian Crisis, in Financial Crisesin Asia, (Centre
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institutions as they are presently constituted. The financial crises have generated precisely the
sorts of ‘distrust and animosity’ which Inge Kaul et al see as detracting from the possibilities
for mutually beneficial cooperation at the international level.” There is a generalised
perception among both the Asian and Latin American policy communities and the
populations at large, that they, not the developed world, have shouldered the negative
externalities of global liberalisation. The rhetoric in industrialised countries about burden-
sharing — the implication being that developing countries do not share the burdens of global
public goods — is more than matched by perceptions in developing countries that the burdens
of moral hazard, socia dislocation and the impact of unfettered competition are unloaded on
precisely those economies and societies that are least equipped to deal with them. In an era of
deregulated capital movement and the processes of financial change which brought us the
hedge fund, pegged exchange rates and precipitous currency collapses, the notion of global

burden-sharing is putting the cart before the horse.

for Economic Policy Research, Conference Report No. 6. 1998).
*" International Herald Tribune, 16 February 1999.
% ¢ Introduction’ in Global Public Goods, p. XXxv.
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Conclusion

This paper has traced the emergence of a policy debate on a global governance agenda that
aspires to provide for the collective provision of some global and local public goods. This
agenda is enveloped in the language of a Post-Washington Consensus that is clearly a
response to the backlash that followed the financial crises that hit the emerging markets of
Asia, Latin America and Central Europe from 1997. It stems from a recognition within the
international policy community that without the development of a more humanised and
equity-driven development strategy for the world's poorer countries, global economic
liberalisation may contain within it the seeds of its own demise. While we recognise that this
agenda does represent a qualitative change from the pre-crisis days of the Washington
Consensus era, we have argued that it is nevertheless likely to be constrained in the successful
provision of what its sees as global public goods associated with transparency, safety nets,
institutional effectiveness, and so on. Globalist imaginings of governance, encapsulated in the
PWC, are likely to be limited in their practical applicability as policy agendas in a range of
countries and regions. The homogenising aspirations of the PWC are likely to go the same
way as the ‘convergence’ assumptions inherent in the Washington Consensus, which have

been demolished by evidence from both OECD and developing countries.

The debate surrounding collective goods in more specifically domestic and regiona settings
revolves around the ‘public domain’. A central component of the ‘ globalisation backlash’ has
been the recognition that the dominance of private sector activity and changes in the nature
and role of national states under conditions of economic globalisation have trandated into
neither the collapse of the state as a manager of the economy nor the redundancy of ‘public’

arenas of politics. On the contrary, the financial crises demonstrated above all else the waysin
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which the divorce of markets from politics and institutions — or of the private from the
public — is unsustainable, even under conditions in the global political economy supposed to
reinforce such a division. The spotlight in policy and academic debates has thus fallen on the
role of public authorities in minimising a raft of public bads associated with market failure,
social exclusion and financial volatility, and on the public domain as an arena in which

market and non-market social relationships can be effectively mediated.



