Aiding trade?

The tragic news on Boxing day of the tsunami that struck many parts of Asia, brought issues of trade, aid and poverty sharply into focus in the world’s media and generated an unprecedented public response which governments struggled to keep up with. Tony Blair has pledged to use the UK presidency of the G8 in 2005 to try to reduce poverty and increase aid to Africa. Gordon Brown too has been trying to kick start debt forgiveness programmes, partly for the countries affected by the Tsunami, but also more generally for other highly indebted countries. For details of the economic impact of the tsunami, have a look at the BBC site.

Trade, aid and debt

Gordon Brown started the new year with a speech encouraging developed nations to grasp the opportunity to make a difference to world poverty through a massive debt relief programme. In his speech he proposed a ‘Marshall Plan’ for Africa with full debt relief, but he also proposed an international financial mechanism to lever in additional money from international capital markets.

The speech preceded a week-long tour of Africa to try to raise the profile of the issue further, in a year in which Britain has the presidency of both the EU and the G8. The Chancellor also pushed for aid to the poorest countries to be doubled.

Not content with just one speech, the Chancellor also took up the baton again at the World Economic Forum in Davos. The World Economic Forum is a meeting of the great and the good – an eclectic mix of politicians, global business, and celebrities from the world of film and music. The Chancellor used his speech to the Forum to try to persuade colleagues of the value of his plan. His pledge has already won the support of the new French Finance Minister, Herve Gaymard, but he may have a considerable amount of work to do to convince others. Nevertheless the debt relief and development issue has been put right at the top of the agenda at the G7 finance ministers meeting.

The Chancellor’s speech at the Forum was welcomed by anti-poverty campaigners like Bono and Mary Robinson, the former Irish President who is now president of Oxfam International. The Chancellor’s position has also been upheld in the latest OECD annual Development Co-operation Report which argues that rich nations have to spend more on aid if they are to meet the UN Millennium Goals by 2015 and to help reduce poverty. The report focused on the fact that 1.1 billion people in the world live on less than $1 per day.

Whilst the government’s initiative has been welcomed by many groups, it will further stoke the fires of the ‘trade versus aid’ debate. Economists differ about the role of free trade in promoting development and the extent to which liberalising world trade will genuinely benefit less developed countries.

A discussion of trade, aid and debt can be found in Economics (5th edition) Chapter 26 and in Essentials of Economics (3rd edition) sections 11.6 and 12.8.

Japan – coming out from deflation?

For many years the Japanese economy has been suffering from deflation. Economic growth was negative, prices fell and, even with interest rates reduced right down to zero, the Japanese government struggled to reflate the economy. The last couple of years has seen the growth performance of the economy improve significantly with 2.4% GDP growth in 2003 and the final figure for 2004 expected to be over 4%. There have been some worries that GDP growth will fall in 2006/7, but the Japanese government remains upbeat about its forecasts.

However, despite this promising growth performance, prices have continued to fall. The year 2005 though may mark a turning point, as forecasters widely expect inflation to return. This may not be something that most economies would celebrate, but after many years of falling prices, the Japanese government is cautiously welcoming the possibility of rising consumer prices once again. The central bank (The Bank of Japan), however, appears to be in no rush to take its foot off the monetary policy accelerator pedal. It has said that it will not be increasing interest rates above zero until there has been positive inflation for a while, but that it does look likely to stay positive.

Nevertheless, it seems increasingly likely that the gap between aggregate supply and aggregate demand has started to close and this should help to restore confidence in the Japanese business community, something that has been significantly lacking for many years. It may also mean that The Bank of Japan can stop flooding the money markets with cash to ensure short-term interest rates are maintained at 0%, another sign that things are returning to a more stable footing for Japan.

The issue has made an interesting study for economists looking at the effectiveness of monetary and fiscal policy in reflating an economy and, given the importance of Japan in the Asian trading bloc, they will be continuing to watch events with interest.

Monetary policy is discussed in Economics (5th edition) sections 19.4, 20.3, 20.4, 20.7 and 25.1. It is also covered in Essentials of Economics (3rd edition) sections 9.6, 9.7, 10.6 and 12.7, in Economics for Business (3rd edition) Chapter 30 and in The Economic Environment of Business sections 10.2 and 11.3.

Income and wealth – who has what?

A report published by the New Policy Institute has shown that the government has made some progress towards its poverty reduction targets. However, whilst some areas have improved, low income by economic status has actually worsened. The government has targeted poverty and social exclusion with a range of policies and a report from the Centre for Analysis of Social Exclusion at the London School of Economics found:

“The Government has taken poverty and social exclusion very seriously, marking a clear distinction from recent previous administrations. A wide range of the problems faced by Britain in the mid-1990s has been recognised, as has their multi-faceted and inter-linked nature.”
In 1996/7, 14 million people were living in low-income households, but by 2002/3 this had fallen to 12.4 million or 22% of the population. Much of the focus of policy has been on tax credits to try to target the resources where they are most needed and this has succeeded in reducing the number of children and pensioners in poverty. It is still a little uncertain whether the government will have achieved its target of reducing poverty among children by a quarter by 2004, but enhancements to tax credits in April 2003 may have helped it achieve this target.

The overall effect of these and other policies has been to reduce poverty to an extent, but the share of total income received by the least well-off groups in society has not improved. The poorest 10% in society in 2002/3 received just 2% of total income and this is the same as the figure in 1997, when Labour came to power. The share of the richest 10%, however, has risen from 28% in 1997/8 to 31% in 2002/3, resulting in a broadening of income distribution.

A similar picture is true for wealth and the wealth gap has also opened up under New Labour. Though income and wealth are related, the reasons for changes in each may be very different. The wealthiest 1% of the population increased their share of national wealth from 20% in 1997 to 23% in 2002 according to figures from the Office of National Statistics. The same figures show that the wealth of the poorest 50% of the population shrank from 10% in 1986 to 7% in 1996 and 5% in 2002.

Income distribution and redistribution are covered in Economics (5th edition), Chapter 10 and in Essentials of Economics (3rd edition), sections 5.4 and 5.5.

