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Introduction

The ESCAP Survey 2010 identifies three important imbalances – macroeconomic, socio-economic and ecological imbalances. Amidst macro accounting, graphical presentation on trends in aggregate flows and various assertions, it is difficult to get a consistent story on macroeconomic imbalance – other than the fact that it is referring to significant shifts in the historical pattern of international flows across various blocks of countries. Socio-economic imbalance refers to the domestic social accounts – increasing inequality in spite of reduction in measured poverty, and an increasing shortfall in the growth in per capita consumption from the growth in GDP in the block of countries which have been experiencing increases in current account surplus and in foreign exchange reserve. The latter is considered a major reason for the growing current account surpluses of the developing Asian and Pacific economies. Interestingly, other than the concern for adverse effects of inequality (and poverty) on aggregate consumption demand, it is unclear what ‘socio-economic imbalance’ the report is referring to. Without much diagnosis, it rather indulges in being prescriptive to accommodate all MDG and infrastructure-related concerns in same umbrella of SE imbalance! The only place where the word imbalance finds a meaning is in ecological imbalance; and there is hardly any one to question the contention that increased poverty (not necessarily inequality) as well as ‘fast’ pace of economic growth lead to uncompensated extraction of natural resources threatening the sustenance of growth.
Basic accountings in international flows
NX = Net export = export – import

NFI = Net foreign investment (?) = capital inflow – capital outflow

NR = Net labor flow (remittance) = outflow of labor – inflow of labor

ΔR= Change in Reserve 

     = Foreign currency reserve in current year – FC reserve a year before

ΔD = change in external debt (generally public), included in NFI.
(NX + NR) + NFI = ΔR


(1)

[Often, we ignore the change in Reserve and simplify the balance as follows:

CA = - FA, that is, current account ‘imbalances’ have to be compensated by ‘imbalances’ in financial account.]
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If there are two blocks of countries in the world (say, A and B), the balance sheets need to ensure the followings (the subscripts correspond to the two blocks):
NXA = - NXB




(2a)

NRA = - NRB




(2b)

ΔRA - NFIA = - (ΔRB - NFIB)


(2c)

So, where is the imbalance?
Consider all international flows to be in an initial equilibrium – ‘balanced’, fulfilling the above equations. And, such balances are perceived to be compatible with

· One of the blocks experiencing current account deficit while the other having equal size of current account surplus;
· A positive foreign exchange reserve for both A and B;

· With unchanged stock of foreign currency reserve (that is, ΔR = 0), countries with current account deficit would have to experience positive net inflow of capital (NFI?)
Given this static balance sheet ‘balance’ in the balance of payments, one may perceive “imbalances” in only two aspects:

1. Relative size of deficit (or, surplus) exceeding some critical threshold. One could define the relative measure in terms of the share of a single country in the total current account deficit (or surplus) of all deficit (surplus) countries. One could also define the threshold as an allowable maximum world current account deficit as percentage of total GDP. The latter could also be defined for a single country.
2. The choice of ΔR and NFI differs from a desired mix of the two. Even though quite often we discuss the issue of choosing the size of R as if it is an independent stock variable, in the aforementioned accounting setting, it is the mix that is of relevance. As in the case of relative share of deficit (or surplus) of a block, one could also consider the variable (RA/RB) and define ‘imbalances’ if it goes outside a pre-defined range! [It is important to note that what is a desired mix for a block may not have an exact counterpart match with the desire of the other bloc – thus leading to conflicts and bargaining.]
The ESCAP report does not address the issues in the above terms, but tends to put the blame as well as the responsibilities on the countries whose current account surplus grew at a faster pace; and this was accompanied by accumulation of R (ΔR > 0). The last could be read as ‘inadequate’ net outflow of capital to the countries with current account deficit. One could possibly also posit the changes as one of adjustments in macro-level portfolio – increases in perceived risks led to choices higher levels of R in most countries, thus, causing imbalances which may be transitory in nature. Empirically, one should be able to verify if this has happened in countries with deficit as well; and therefore, the demand for net capital inflow into those countries surpassed the supply of such flows from the (current account) surplus countries. Finally, one could posit an alternative perspective to understand the ‘imbalance’. If current account deficit was associated with high growth that reflected higher return to capital, net inflow of capital would match both direction of goods & services and the relative return to capital. If, on the contrary, growth and current account surplus are found to co-exist; and yet one expects net capital outflow from these countries in order to ensure balances in the international flows – there is surely an imbalance. 
Imbalances in international flows and macroeconomic imbalances

What is discussed under ‘macroeconomic imbalances’ are essentially ‘imbalances’ in international flows; and one would expect the authors of the ESCAP survey 2010 to do little more justice to the macroeconomic balances that the developing countries have been introduced to over last three decades or more. One critical area that may be discussed as fallouts from the changes in the international flows is that of public debt, including that of external debt.
Let us consider the case where current account deficit declines but exists; and this is associated with increase in reserve. The net inflow of capital is sustained by government demand to borrow from external sources. Thus,
· NX < 0, but the size of current account deficit is on decline;

· Thus, need for NFI to meet deficit is on decline;

· But, ΔR > 0;

· And one observes external borrowing to continue at old pace.

Imbalances in the Social Accounting

As noted before, ESCAP Survey 2010 reports of increasing inequality in individual countries, but does not claim to establish any link with changes in consumer demand. Nor does it link this to any measure of security (or, insecurity) issue that had received prominence in not too distant past. Instead, social protection and other measures of poverty reduction are prescribed on the ground that such measures will boost consumption demand. Yet, there is no attempt to hide the fact that headcount measure of poverty had declined over the last decade or two. The readers are thus left with disjointed pieces and the story fails to be convincing. We put forward some basic trends below that may enable one to link the first imbalance with the second.
Increased connectivity (‘globalization’) is believed to have led to reduction in within-region differences (say, between urban and rural). And, the latter is associated with increases in across-region differences as well. Interestingly, this is true in cases of a single country as well as in the global setting when all countries are accounted for.
The WDR 2009 had picked the issues – unfortunately, not pursued adequately. It is important to redefine the ‘socio-economic’ imbalance within a country and assess the various dimensions of its links to the first kind of (so called macroeconomic) imbalance. The picture may be further elaborated with differential paces in the movements of labor and goods. One needs to seriously look into the implications of a country’s excessive dependence on export of temporary labor, and contrast this with investments (capital formation) which is primarily externally driven and that which is primarily internally driven.
Ecological imbalance
There is no denial that the imbalance in nature is on increase – and it is so expected as humans expand into the unknowns with short-term survival motives. Unfortunately, some of the destructions in nature are more prominently highlighted than others – and the recent incidence of spillover of BP oil will hopefully force us to revisit the issues. This is one area where global governance is called for. At a country level (for Bangladesh), one possibly needs to assess the payoffs to engaging in global issues as opposed to taking control of the intricacies of engaging with nature in the local vicinity.
As it appears in the report, addressing the third imbalance is subsumed under the concern for inadequate aggregate demand. This would grossly undermine the importance of the issue. 
A note on Inclusive growth
If the sources of growth are rooted in increases in labor productivity, growth dividends are bound to be distributed; and stock of (effective) capital in a country is the major determinant of labor productivity. Unfortunately, the issues around distribution of capital across countries and across regions within a country are not adequately addressed in the report. It is important to note that ‘inclusiveness’ cannot be addressed with expanded safety nets or social protections – the latter require resources which do not come free.

An alternative route to ‘growth’ is through extraction of natural resources – probable candidates are non-renewable energy in Bangladesh. Surely, one requires a mechanism to redistribute the dividends from such growth. But there is a trade-off between welfare of current population and welfare of future generation. It is important to address those dimensions of ‘inclusiveness’ as well.
Inclusiveness will allow internally driven growth and reduce dependence on temporary labor migration and thereby reduce future social disharmony.
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