Slide show:
VMacroeconomics

by Giovanni Andrea Cornia

©) Asian Development Bank Institute 2004
All rights: reserved. No part of this publication may be reproduced, stored in a retrieval system, or transmitted, ini any form: or by any means, without the prior permission in writing| of the Asian
Development Bank. The views| expressed: in this CD-ROM  are! the views of the authors and doinot necessarily reflect the views or policies ofi the Asiani Development Bank Institute (ADBI), the Asian

Development Bank (ADB), or its Board of Directors, or the governments they represent. ADBI does not guarantee the accuracy of the data included!in this CD-ROM and accepts ne responsibility for any.
conseguences, of: thelr use. Terminology used may’ not necessarily be consistent withi ADB official terms.



Roles of macreeconemic policy.

Stabilize' econemy. at Iowest social COStSIWRER T IS Rt Y,
‘EX00EenoUs SNOCKS’

Contain Its oVer-expansion duifng windfalls

Stimulate agareaate denand WiRen economy.Is \weak amnd
Spare: capacity, exists

Ensure the stability: of the econemic envirenment so as to
stimulate’ growin and attract foreign investments




Macreeconomic policy: and poverty.

Poverty Is strengly’ influenced: by structural factors: (histery,
geoegraphy,, facters endewment; etc.) and secial PelIcy:

BUTL macre: pelicies; can make a huge: difference:

Eiscal policy,, size of the budget deficit; Inflation

Taxation level; tax Incidence, puklic geods, and wWerk
INCERtIVES

Public delt andsustaimaiility

Moenetany pelicy and infiatien

Balance: ofi Payments, resenves, and exchiange: rate
Exchiange rate regime; distibuition and competitiveness
Industrial pelicy’ and external Gpenness

Pricing policies and' internal terms of trade



Framework te assess Impact
Off Macroeconemic Policies en PoVerty

Initial
conditions

()

Macro Policies:
-fiscal

-monetary

-debt management
-exchange rate,etc.

(it depends)

Initial
Conditions




Growth Impacts poverty, but se does Inequality.

Poverty/Growtar elasticities
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High inequality: affects growth and poverty.

Direct effiect. A 1% rise inf GDR reduces; peverty: y:
0.4-0.7% In countries with Ginir 0.60' (See! prior table)
2.0-3.9/1n countries with Gini off 0.30

Indirect effect. With few: exceptions, Ginis >0.4
reduce alsoe medium termi growitis because of:
Low! investment 1inr human: capital (Perett)
Decreasing returns toe capital (Aghion et. al.)
Policy: distertions, gevernment falure (Alesina-Diazen, Birdsall)
Eresion| ol werk incentives (Veniers-Gupta)
Macreeconemic and political instanility
LLoss| of cohesion & ability’ te undertake collective action

[Us, [mogerate /nequalty. snoula be e polic),
larger




Inequality: > growith

Figure 3
Non-linear relation hetween inequality and growth
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Growth = Inequality’ relation

here Is ne universal relation’ between higher GDP/c and
Inequality:
Seme; theoeres (Kutnetz, Lewis) and countries (Viet
INam)) shew! that drowitia rraiSes inequality’ 1 first

PIhases ofi development, then reduces It (When
GDP/c = 6.0005)

BUt many: examples (S. Korea, Tanwan) peint te
stale’ er falling Ineguality. Wit ¥isiing qrowtia

It all' depends on the country’s conditions ana
POlICIES

fnerefore, tnere are Ao, trdae-oiis BeEnVeen: equity: ana.
qrowifi



Growih composition anal peverty.

Grewitin matters a ot for poverty reduction
PUL the compoesition of growitih matters even more.

Growti 1 SECters Where the' nmest Peor: are' empleyed
Aas al fialr BIGGER INPACE OGNl POVErtY than growtha in
SECIoNS WhEre peeple alié Nen-peok




Budget deficit and poverty.

LLarge/persistent: deficits may: cause proplems:
Raise taxes — cut essential expenditure

ISstie offbends = + Int.rates = ciewding ouit off private
Investment?

PUrchiase: off honds oy state hanks (financiall repression)
— dis-Intermeaiation

Moenetisation) = aiiter Seme pPoint, seignorage > nflation

Moderate: deficits are justified/sustainanle: i:
femporany/ and financealin nen:-infiatienan/ Way,
Are due to expenditure en key: infrastructure
[T efifected inl counter-cyclical mede



Taxation anadl peverty.

Traxationisi reguired te: provide puklic anad menit geeds
and minimun secial transfers:

IOV iaxatien may: raise peverty: By Impeding the
regulatery/redistributive; role of the State

RIah direct tax rates, IRl contrast, may. reduce
Investment and laber: supply; INCrease grey
Eeconomy

for same tax/GIDP’ rate, pProaressive taxes nave
greater impact on poverty




Infiation and peverty.

High! Inflatien 1s bad el growin:
Creates uncertainty akeut future returns
Eredes reall value of financial assets

HIgh Inflation! s alsoe; bad or peveriy:
Inilatien tax” aifects mainly: the peor Whe cannot dellarize
Can cause faster Increase In price off essentials

What Isteptimal infiatien rate?
Certamly net zere) as)expectations o price raise eutput

Vares with country. Survey: by Stiglitz: >40% and Below! IS
okay/




BOP andl peverty

I ther shoert term, a BeP deficit allews faster growth especially
[iFREW production has large: tradeanle: content:

BUt persistent deficits) can:
Drraw: dewia| SCarce: CUrrency: resenves

PUL pressure on exchamnge rate > over-
depreciatien/ratiening

May: create uncertainty and encourage: capital flight

What Is the sustainable BoP deficit? Depends en its duration
ana capital halance




Uzbekistan:
The 1991-2003' approach

ISI Industies as engine ol grewth, empleyment and
POVErty reduction,

Streng human capital — redistriputive policy.
Macreecenemic pelicy: second hest but successiiul

Weak: lalbeur market pelicy
Limited institutional iInnevation



A proposed plan for Uzbekistan

BUDGET DEEICIT

Sustain; the lew: budget deficit achieved ini recent years threugh:
5 moderate fiscal-monetary: stamnce
= budget target:

Consolidate: the deficit off quasi-fiscal eperations:

5| More: explicit attention: te; contingent liabilities: and efifective
puUblic delt

INELATION
s Gradually reduce inflation’ ter 10-15% a year

s Without reserting to strict monetary/fiscal measures that
Impact the pooer disproportionately.



TAXATION LEVEL

Obtan same low deficit  frem  slightly:  lower
taxatien/expenditure (some 2 peints of GDPR)

Redistrbuter tax burden; equitalaly;

s henzontally” (lnetween fermal & Infermal Sector)
x vertically” (lsetween iIncome groups)

a eliminate exemptions;, deductions and prvileges



PRICING POLICIES

Raise gradually the prices of cotten and Wieat:

Cotton. This would raise Incomes fier most rural
populatien and Beneliit moest 1N relative terms the
PO farmers

Wiheat. Raising prises wouldrhave an impoertant put
smaller Impact 0n poVverty.

Also,, adjust gradually the eneray. prices




TRADE PROTECTION

Protection. of some ‘infant industries’ Isi needed.
Gevermnment has; a roele inf develeping ndusthaill pelicy.

BUt industrall policy: needs 1o, be recast so as te aveld Its
negative. distributive-growth: effects, and ‘capture’ of
national market by, demestc firms (that raise: prces)



EXPORT PROMOTION

he aim Is to diversiiy: the export basket via:

COmpetitive exclhange rate helping both ‘new? and
traditienal exports

export sunsidies linked to ‘export targets:
removall of export taxes, reimbursement ofi VAT
support ter consertia to fiester SMES” exporits

selective tariff: cuts on nen-competing) IMmports: anad
INPULS for the export sector

avold overalll import liberalisation



EXCHANGE RATE

I conditions of fereign exchange scarncity, the market
rate may not Be a geod! Index ofi the equilibrume rate

Thus, free: floats can e unstable; cause uncertainty.
Managed! fioats Is likely the lhest selution

Eereigni exchange regime:

retain partiall surrender off fierex to ensure: supply:
1o priority sectors

graduall meve te full current account convertipility
(retain controls fier nen-essential transactions)



INVESTMENT ELOWS

FDIs:

s Subject te bread license (as i Malaysia) to aSSess ex
ante effiect on BOP, Investment, and employment

a Sustail clear property nghts; efi EDI;, 100%
shiarenolding anel prefit remittances

a Remove ether olstacles (access tor forex, taxation,
pBUreaucratic cemplications)

Short-ternm pertiolio flews:
s Keep existing centrols 1n place
s Limit fereign berrewing by banks/enterprises




	Slideshow: Macroeconomics by Giovanni Andrea Cornia
	Roles of macroeconomic policy
	Macroeconomic policy and poverty
	Framework to assess impact of macroeconomic policies on poverty
	Growth impacts poverty, but so does inequality
	High inequality affects growth and poverty
	Inequality > growth
	Growth > inequality relation
	Growth composition and poverty
	Budget deficit and poverty
	Taxation and poverty
	Inflation and poverty
	BOP and poverty
	Uzbekistan: The 1991-2003 approach
	A proposed plan for Uzbekistan
	TAXATION LEVEL
	PRICING POLICIES
	TRADE PROTECTION
	EXPORT PROMOTION
	EXCHANGE RATE
	INVESTMENT FLOWS




