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INTRODUCTION

Stavros Mavroudeas, Sevda Akar, Julia Dobreva

This e-book is part of the series that come from the proceeding of the International Conference on Political Econ-
omy (ICOPEC) 2019 that was held at Marmara University, Istanbul, Turkey in June 2019. The general theme
of ICOPEC 2019 was ‘If Globalism is Dead—Long Live What?’ and touched upon a crucial issue of the con-
temporary global economy. The volume at hand carries the title ‘Globalization, Poverty, Inequality, & Sustain-
ability’. It contains ten selected papers from the conference that benefited from comments and discussion during
the conference and were subsequently significantly improved.

The first chapter is titled “The survival of modern economies — challenges and remedies” and it is authored by
Julia Dobreva. It aims to delineate the basic problems and challenges facing the economies of the 21+ century as
differentiated from those of the previous centuries. The author identifies corruption, state bureaucracy, low in-
frastructure and population growth as key impediments to the process of modern economic development. Then
she argues that four key factors have a special impact on economic growth in modern-day economies: human re-
sources, education, healthcare, and energy resources. These are considered as the main drivers of economic de-

velopment. Finally, the author analyses these key factors and proposes remedies to current economic problems.

The second chapter is authored by Emilia Alaverdov, Salome Pipia and Eka Rusieshvili and it is titled “The Impact
of Migration Processes on the Modern World'. It argues that the growing migration currents were a crucial feature
of the globalization era. These currents, in the area of Eurasia and Africa, were directed primarily to the countries
of the European Union. As it is well known, this created economic, social and cultural tensions as the majority of
the migrants came from very different socio-economic and cultural environments. The authors of this paper ar-
gue that it would erroneous to consider asylum seekers and immigrants as a threat. On the contrary, legal mech-
anisms and copious social work are required to overcome tensions and to avoid racial and religious intolerance.

The third chapter of this volume is authored by Ioannis Zisimopoulos, Kostas Fagogenis, and George Economakis.
It is titled ‘Sectoral distribution of collective agreements in a decentralized collective bargaining system’ and anal-
yses’ and analyses what happened in Greek industrial relations after the imposition of the authoritarian Economic
Adjustment Programs (EAPs) of the EU-ECB-IMF troika. The authors show that these policies, that were accepted
by all recent Greek governments, led consciously to the tremendous deregulation of the labour market. Whereas
before the recent Greek economic crisis the vast majority of the wage labour was covered by collective bargain-
ing and collective agreements at sectoral/occupational level, after the EAPs the collective bargaining system was
radically changed through a process of disorganized decentralization. Nevertheless, a limited number of sectoral/
occupational collective agreements has survived. The paper analyses: (a) the aspects of the Greek collective bar-
gaining system transformation; (b) the sectors of the economy in which collective bargaining and collective agree-
ments have been retained; (c) the prospects for the revival of the collective bargaining at sectoral/occupational level.

The fourth chapter of this volume is authored by Ahmet Utku Erdayi and Hatice Dilara Tekbas. It is titled ‘Home-
Based Working Women as Cheap Labor in the Context of Neoliberal Globalization: Results of a Field Study in
Aksaray Province’. The authors argue that one of the defining aspects of neoliberal globalization is to boost firms’
competitiveness by suppressing the labour costs which are deemed a crucial cost element. Consequently, labour
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markets were deregulated. Women featured as one of the most important pools of cheap labour. In several sec-
tors, home-based work was embraced by the firms, as the preferable model, given its low-cost and unorganized
nature. The chapter presents the problems home-based work poses for women analyses how women face home-
based work. The study area is the Aksaray province. It is shown that home-based working women were (a) em-
ployed with low wages and in grey market without any social security registration, (b) did not get regular income,
(c) suffered from health and marital problems and (d) their home-based work was a necessity brought about gen-
der-biased division of labor and unemployment rather than a result of their preferences. On the other hand, they
received some income and were nominally employed. These benefits hid the negative aspects of home-based work.

The fifth chapter of this volume is authored by Hilal Gorkem and it is titled “Tracing Environmental Policies in
Public Budget: The case of Turkey (2006-2019). The chapter investigates the extent to which environmental pol-
icies implemented in Turkey impact the central government budget between 2006 and 2019. It shows the ups
and downs of environmental policies and their funding within the government budgets. Moreover, it pinpoints
that although environmental policies acquire overtime an increasing significance in policy documents, environ-
mental protection services continue to lack sufficient funding from the state budget.

The sixth chapter of this volume is authored by Cihan Kizil and its title is ‘Adverse effects of Sin Taxes: Illicit drug
use and unrecorded alcohol consumption in Turkey’. The authors argue that, during the recent years, despite the
dramatic increase in the prices of alcoholic beverages (due to tax hikes) the total number of mass alcohol-poison-
ing incidents and deaths caused by drug use have also increased. This study argues that excessive taxes on alco-
hol may do more harm than good to the economy and society. High taxes may not break an alcohol habit, but
rather replace it with a more deleterious addiction or push drinkers to unrecorded alcohol. Hence, although gov-
ernments justify these so-called sin taxes as a means for reducing social problems and also enriching the fiscal rev-
enues, they may increase social and economic problems.

The seventh chapter of this volume is authored by Leyla Firuze Arda Ozalp, Huseyin Ozalp and Fatma Esra Soylu
and its title is “Troubled Prosperity: The Economic Divide’. This study focuses on the increasing inequalities in in-
come or wealth that characterize the contemporary developed and developing economies. The authors argue that
the polarization of income distribution increases social tensions. Then they evaluate inequalities from labour, from
capital and overall inequalities. The main conclusion of their analysis is that labour income inequalities have al-
ways been more moderate than inequalities from capital. Inequalities from capital, which contain larger inequali-
ties than labor income inequalities, are transferred between generations and aggravate social inequalities even more.

The eighth chapter of this volume is authored by Binhan Elif Yilmaz and its title is “The Universal Basic Income:
An Alternative to Public Social Welfare Expenditures’. The author argues that the social welfare state should ex-
pand individuals’ rights from political rights to economic and social ones. More specifically, it should guarantee
that everyone who lacks enough resources has the right to social and health benefits. He maintains that the Uni-
versal Basic Income (UBI) is the way to do so. His study proceeds to survey contemporary UBI experiments. It
subsequently offers reasons for supporting UBI and replies to criticisms. Finally, the author proposes methods of
funding UBL

The ninth chapter of this volume is authored by Peter Willans and its title is “The Social Consequences of Aus-
tralia’s Market Economy’. The author argues that, despite Australia’s good economic growth record and its equally
positive prospects, serious problems are lurking underneath this glossy surface. He contends that the growing
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inequality is rapidly becoming such a major problem. Moreover, financialization and speculative financial mar-
kets have a growing detrimental effect on the Australian economy. Concentrated wealth is resulting in rising lev-
els of inequality. As a solution to these problems, the author supports the restoration of the notion of fairness,
egalitarianism, and inclusion.

The final chapter of this volume is co-authored by Reside Adal Dundar, Onur Dundar, Mine Polat Alpan, Mus-
tafa Tanis, and Ismail Hakki Ozolcer. It is titled “The socio-economic analysis of using historical water mills for
electricity production: Zonguldak case’. As the title reveals, this study analyses the beneficial effects of using mi-
cro-hydroelectric facilities in terms of developmental sustainability. More specifically, the authors argue that al-
though hydropower structures are a crucial key to economic and social development gigantic projects of this kind
can have serious negative effects. On the other hand, the impact of micro-hydroelectric facilities on the environ-
ment is minimal and they are more effective when they serve local production and consumption. The arguments of
this study are supported by the examination of the case study of ten historic water mills in the Zonguldak region.
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THE SURVIVAL OF MODERN ECONOMIES —
CHALLENGES AND REMEDIES

Julia Dobreva’

Abstract

Economic development in the 21 century differs in many aspects from the development we have experienced in
previous centuries. This paper discusses the current challenges faced by modern economies. It highlights the main
problems and impediments to growth and explains why economic development cannot be achieved or is at un-
satisfactory levels both in developed and developing economies. The paper also addresses the key factors for eco-
nomic growth of modern economies. It explains the main drivers of growth and how they can be appropriately
and effectively used as remedies to achieve economic development. Some examples are provided to illustrate the

main points.

Keywords: Economic Development, Drivers of Growth, Economic Growth, Developing Economies

1. Introduction

Ever since the late 80s humanity has gone through a major shift in its understanding of what factors matter for
sustainable economic growth and development. The role of such factors as education, healthcare, institutions,
and technology is becoming more and more debatable with regard to their contribution to the advancement of

modern societies.

In the late 80s and early 90s there was a shift in thinking within the development community and at the interna-
tional financial institutions about the role of corruption in the development process. The most outstanding one
is the fall of the Berlin Wall and the associated collapse of central planning as a supposedly viable alternative to
free market capitalism. Obviously, it was not inappropriate monetary policies that led to the collapse of central
planning but rather widespread institutional failure, more precissely authoritarianism and corruption. Also, an-
other major event was the collapse of central planning in the late 1980s and the need for the international com-
munity to assist countries from Central and Eastern Europe for a successful transition to democratic forms of gov-
ernance and economies based on market principles. It was a challenging time for those economies, struggling to
make vital reforms while at the same time preparing to enter the new millennium and to compete with western
economies that were making major technological advancement. The challenge still continiues and factors outside
the conventional maroeconomic indicators like inflation and unemployment are playing a significant role in de-

termining the development of certain regions in Europe and elsewhere.

Another factor, which had the same effect in the beginning of the century, was the growing frustration with the
increasing population both in Asia and Africa and the rising levels of poverty. This, by itself gradually led to in-
creasing waves of immigrants from Africa and other parts of the developing world, who made their way to Europe

1 Assoc. Prof. Dr. Julia Dobreva, VUZF University, 1 Gusla str, Sofia, Bulgaria; dobreva_julia@abv.bg
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in search of better conditions for working and living. Some advancement in the global fight against poverty was
achieved but that was largely in China, while Africa experienced further increases in the poverty levels — the num-
ber of poor people rose as absolute numbers and also as a proportion of the population. The immigration from
the African continent to Europe has been named generally “environmental immigrants”.

Furthermore, it is already widely acknowledged that the major problem of GNP as a measure of welfare is that it
measures the commercial transactions taking place in the economy while the welfare of the individuals depends
on many other non-transactional aspects. This paper distinguishes four major factors that contribute to economic
growth, while at the same time they neutralize the disadvantages of GDP (GNP). More specifically, the combi-
nation of well-developed human capital in the form of human resources along with their education and health-
care, as well as the availability of energy resources provides the required means to achieve sustainable levels of eco-
nomic development beyond the growth registered through the GNP,

This paper argues that modern economies, both developed and developing ones, experience a number of similar prob-
lems which hinder their development. Therefore, the analytical aim and scientific thesis of the paper is that in order for
economies to overcome current impediments to growth and prosper, they need to direct alll efforts towards ceratin major

development factors and thus increase their economic potential.

Hence, the paper firsty addresses the major challenges which economies nowadays are facing amids constantly
changing poitical contexts and climate changes, while at the same time it proposes efficient remedies for both
developed and developing countries. The analysis examines corruption, state bureaucracy, low infrastructure and
population growth as key impediments to the process of economic development. Furthermore, the paper discusses
the major issues which undermine economic development and impede economic growth in modern-day econo-
mies. Even tough as factors they are more attributable to developing economies, their overreaching effect is affect-
ing developed economies as well and creates burdens to the global economic development.

Secondly, the paper defines and examines four key factors which trigger economic growth in modern day econ-
omies and proposes them as remedies to current economic problems. It distinguishes human resources, educa-
tion, healthcare and energy resources as the main drivers in the process of economic development and discusses
the major issues which facilitate economic growth in the modern world.

2. General Impediments to Economic Growth

2.1. Corruption

At the macro level, the literature generally shows that corruption has a negative, direct impact on economic growth
and development (Chene, 2014). Corruption also has an indirect effect on a country’s economic performance by

affecting many factors leading to economic growth such as investment, taxation, and effectiveness of public ex-
penditure. There are a number of channels through which corruption may affect economic growth:

e Corruption distorts incentives and market forces, leading to misallocation of resources.

* Corruption diverts talent and resources, including human resources, towards “lucrative” rent-seeking activities,
such as defence, rather than productive activities.

* Corruption acts as an inefficient tax on business, ultimately raising production costs and reducing the profit-
ability of investments.

18



GLOBALIZATION, POVERTY, INEQUALITY, & SUSTAINABILITY
Stavros Mavroudeas, Sevda Akar, Julia Dobreva

* Corruption may also decrease the productivity of investments by reducing the quality of resources - for exam-
ple, by undermining the quality and quantity of health and education services, corruption decreases a coun-

try’s human capital.

* Rent-seeking behaviour is also likely to create inefficiencies, fuelling waste of resources and undermining the
efficiency of public expenditure.

In addition, corruption is known to distort the decisionmaking process associated with public investment and it
affects the composition of government expenditure. This is because it may lead public officials to allocate pub-
lic resources less on the basis of public welfare than on the opportunity they provide for extorting bribes, such as
large infrastructure or defence projects. It generally lowers capital productivity and constitutes an important ele-
ment of investors’ decision-making processes, while also increasing the costs of investment. This is due to the fact
that corruption not only appears to increase costs and reduce levels of FDI, but it also affects the economies of
those countries where FDI originated.

When it takes the form of tax evasion, corruption may lead to a significant loss in tax revenue collected in a coun-
try, which causes adverse budgetary consequences. Countries with high levels of corruption tend to collect less tax
revenues, suggesting that only relatively incorrupt governments can sustain high tax rates. Corruption not only
lowers the tax to GDP ratio, but it also causes long-term damage to the economies by increasing the size of the
shadow economy, distorting the tax structure and corroding the tax morality of taxpayers. This is likely to further
reduce the tax revenue base of a country (Atilla, 2008; Nawaz, 2010).

At the company level, corruption raises costs, introduces uncertainties, reputational risks and vulnerability to ex-
tortion. It decreases a company’s valuations, makes access to capital more expensive and undermines fair compe-
tition. Also corruption may have a negative, indirect impact on companies through its effects on many factors af-
fecting firms’ growth and productivity such as investment patterns, efficiency, and innovation.

Another effect of corruption is that it reduces the resources available for other uses, including the financing of so-
cial spending, which primarily affects the poor. Corruption in social programmes may reduce the potential im-
pact of social welfare programmes on poverty alleviation. A study examining the extent of corruption in a large
Indonesian transfer programme distributing subsidized rice to poor households found that an average of 18 per-
cent of the rice disappeared between the time it left government warehouses and the time it reached poor house-

holds (Olken, 2005).

The definition of corruption for many development economists is generally the “abuse of public office for private
gains.” Some economists like Andrei Shleifer and Robert Vishny (1993) defined government corruption as “the
sale by government officials of government property for personal gain.” Also according to Nathaniel Leff “corrup-
tion is an extra-legal institution used by individuals or groups to gain influence over the actions of the bureau-
cracy” (Leff, 1964). Joseph Nye claimed that corruption is “behaviour which deviates from the formal duties of
a public role because of private-regarding (personal, close family, private clique) pecuniary or status gains” (Nye,
1967), and includes bribery, nepotism and misappropriation, while 30 years later Bardhan clarifies that in most
instances “corruption ordinarily refers to the use of public office for private gains, where an official (the agent) en-
trusted with carrying out a task by the public (the principal) engages in some sort of malfeasance for private en-
richment which is difficult to monitor for the principal” (Bardhan, 1997).
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Furthermore, Banfield establishes an interesting distinction between personal corruption, in which the agent “sac-
rifices his principal’s interest to his own, that is, he betrays his trust” and official corruption in which the agent
violates a law and “acts illegally or unethically albeit in his principal’s interest” (Banfield, 1975). Klitgaard (1988)
draws on the principal/agent formulation to say that corrupt behavior occurs when “the agent is betraying her
role as a public servant for her own private interests”. In more recent studies, the principal/agent formulation has
been developed by Banerjee, Mullainathan and Hanna (2012) as a new theoretical framework for analysing cor-
ruption (Banerjee et al., 2012). In their model, corruption is a consequence of the interaction between the task
being performed by the bureaucrat, his/her private incentives and what the principal can observe and control. In
his research Kaufmann (2005) makes a strong case for a broader definition of corruption, not necessarily restricted
to an exclusive concern with illegal acts involving the public sector. His idea is that corruption generally involves
collusion between two or more parties, at least one of which operates in the private sector, as when a transnational

company pays bribes to the president of an African country to obtain an oil concession.

Another point argued by Tanzi (1998) is that the tax system itself is often a source of corruption, particularly in
those cases where the underlying legislation is unclear or otherwise difficult to understand. Unclear tax laws will
give rise to “compromises” between tax inspectors and taxpayers. There are various ways in which various fea-
tures of government organization and policy create incentives for the emergence of corrupt behavior. An impor-
tant point is that the imposing presence of the government in the economy and, in particular, the provision of
goods and services at below market prices create fertile ground for corruption. This is because they give rise to
the creation of some form of rationing mechanism to manage excess demand, requiring the exercise of discretion
on the part of some government official(s). Claros (2013) argues that the Russian government in 1992 operated
under a system of export quotas, for which licenses were needed. Since the difference between the export price
and the domestic price was often enormous (a ratio of 50 to 1 was not at all unusual), securing an export license
was a key to vast riches and, indeed, fortunes were made during this period, sometimes by government officials
themselves who found the system just too tempting to scrap (Claros, 2013). The IMF pressed hard for the elim-
ination of these quotas and the meetings where the case was raised were often hostile. It was obvious that pow-
erful vested interests would hold out as long as possible and, indeed, it took two years to begin to remove them.
Another legacy of the Soviet Union was a system of directed credits, essentially highly subsidized loans to agricul-
ture and industry. At rates of interest that were absurdly negative in real terms, the demand for them was unusu-

ally strong and, of course, the criteria for allocation opaque in the extreme.

Another example, provided by Claros (2013) is Spain in the late 1980s, when the Spanish government was en-
gaged in a program of ambitious economic reforms as part of which they were trying to improve the administra-
tion of various social benefits. One issue of particular concern to the authorities was the unusually high number
of individuals who were being granted invalidity pensions, made possible by false certifications being provided
from doctors who were either being bribed or were doing friends favours. Thus, an unusually large number of
disability pensions were putting a heavy financial burden on the pension funds and were also unfair to those who
opted for honest behaviour. While it is easy to see the incentives for bribes provided by such examples, the result-

ing losses in economic efficiency are evident.
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2.2. State bureaucracy

An important source of corruption stems from the distributional attributes of the state. The role of the state in
the economy has expanded significantly over the last century and this has led to the proliferation of benefits un-
der its control, as well as in the various ways in which the state imposes costs on civil society and the business
community. A large state is not necessarily associated with higher levels of corruption — e.g. the Nordic countries
have the highest levels of public spending in the world but are also the least corrupt. The larger the number of
interactions between officials and private citizens, the larger the number of opportunities in which the latter may

wish to illegally pay for benefits to which they are not entitled.

Fan, Lin and Treisman (2012) observe data from 80 countries which provides evidence that firms are more likely
to report bribery in countries with more government tiers, or with a larger number of local government employ-
ees. In such countries the state is involved in the distribution of social benefits in ways that are not transparent
which may involve corruption. Governing often translates into the issuing of licenses and permits and hence the
average citizen has to enter into transactions with some government office or bureaucrat to engage in one of the
following: to obtain a birth certificate, to get a passport, to pay taxes, to open up a new business, to drive a car,
to register property, to engage in foreign trade, to sell a good or service to the government, to hire an employee,

to use the publicly provided health services, to be allowed to build a house, etc.

The World Bank’s Doing Business Report (DBR) covered a summary of the burdens of business regulation in
183 countries. It becomes clear, for example, that it takes 18 procedures in Equatorial Guinea to start a new busi-
ness and an average of 135 days to fulfill them. Also, it takes 1,442 days to enforce a contract in Bangladesh and
1,300 in Greece. In Argentina it takes 24 procedures to get a construction permit and 365 days to actually re-
ceive it. The data in the report highlights the extent to which many countries discourage the development of en-
trepreneurship in their own private sectors. The countries with the greatest need for entrepreneurship and pri-
vate sector development are those that generally create the greatest obstacles for the creation of new enterprises

and entrepreneurial capacities which are vital for the development of an appropriate environment for innovations.

2.3. Low infrastructure

Inadequate infrastructure, including unreliable energy, an ineffective urban-rural road network, and inefficient ports,
is considered one of the largest impediments to economic growth in Africa. It limits the returns from human cap-
ital investment such as education and health. Hospitals and schools cannot function properly without electricity
(Sp 2016). According to 2009 World Bank study it was estimated that sub-Saharan Africa’s infrastructure needs
are about $93 billion a year. Also according to IMF estimates the budget spending on infrastructure by sub-Saha-
ran African countries reached about $51.4 billion, meaning a financing gap of about $41.6 billion (IME 2014).

Furthermore Sy (2016) observes that except for Nigeria and South Africa, sub-Saharan African countries have
been unable to attract significant private investment outside the telecommunications sector. In 2013, sub-Saha-
ran Africa received about $17 billion in private funds, of which all but $2 billion went to South Africa and Nige-
ria in sectors other than telecommunications. Overall, private investment (which includes public-private partner-

ships) went mostly to information and communications technology and electricity from 2005 to 2012. Hence, a
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policy agenda for building and maintaining infrastructure in sub-Saharan Africa under these circumstances should
have at least three priorities:

o First, domestic budget spending—the largest source of African infrastructure financing—should be increased.

o Second, sources of domestic revenue should be broadened.

o Third, funds must be spent efficiently.

The above priprities can be widely applied to other developing countries o, in general, countries experiencing eco-
nomic and financial difficulties. It is evident that most of the debate on infrastructure needs in sub-Saharan Africa
focuses on financing issues. However, there is also evidence thar efficiency, not financing, is often the barrier to invest-
ment. According to IMF estimates (IME 2015) about 40 percent of the potential value of public investment in
low-income countries is lost to inefficiencies in the investment process due to time delays, cost overruns, and inad-
equate maintenance. It is pointed out that such inefficiencies are often the result of various factors, icluding under-
trained officials, inadequate processes for assessing needs and preparing for and evaluating bids, as well as corrup-
tion. Hence, reducing inefficiencies could substantially increase the economic dividends from public investment.

2.4. Growing population

The first and foremost economic explanation of underdevelopment or the existence of mass unemployment and
poverty of today’s developing countries is the serious imbalance between population and productive resources, es-
pecially the stock capital. This imbalance between resources and population has manifested itself not only in low
per capita income and poverty, but also in the existence of huge unemployment and disguised unemployment in
the underdeveloped countries. The present capital (including land) is quite insufficient to employ the entire work-
ing age population and at a reasonable level of real per capita income.

For several decades in the past the rate of investment and therefore the growth of the capital stock has not been
folloing the rate of growth of population in underdeveloped countries like India, Bangladesh, Yemen, etc. This
implies that opportunities for productive employment have not been increasing commensurate with the growth

of population and labour force and this has resulted in mass poverty and unemployment.

The lack of real capital per head of population is a characteristic feature of the developing economies and they
are often called “capital-poor economies”. Low productivity of the population and therefore their low income in
the developing countries is considered to be due to the small amount of capital per head of population. Hence
the most important economic explanation for underdevelopment and poverty is the imbalance between capi-

tal and population. Capital is too small in relation to the huge amount of population in developing economies.

One of the reasons why poor underdeveloped countries have failed to grow economically is that they are trapped
in vicious circles of poverty. These vicious circles of poverty operate both on the supply and demand sides of cap-
ital formation. Supply side of capital formation refers to saving required to accelerate capital formation to raise
productivity and per capita income. Investment being low leads to a lack of capital per head and because there is
small amount of capital per head the productivity of the people or real income per head will also be low. Thus,

the vicious circle is complete. (Fig.1)
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Figure 1. Vicious Circle of Poverty on the Supply Side of Capital Formation.

When the average productivity of a community is low, it will have the greatest difficulty in producing enough
consumption goods to satisfy the basic human needs. Thus it will have little productive power to spare for the
production of investment goods and countries which are in this position are involved in a vicious circle. Hence,
a larger supply of capital equipment would enable them to escape from the toils of over-population but unfor-
tunately they are already too deeply caught in those toils to be able to produce that equipment for themselves.
Therefore they cannot escape without assistance from outside. Apart from the low level of per capita income, the
low relative level of real income in developing countries as compared with the developed countries also makes
their capacity to save very low. The great and growing inequalities between the income levels and the living stan-
dards of different countries, combined with increasing awareness of these inequalities, have pushed up the general
propensity to consume of the underdeveloped countries and have reduced their capacity to save.

In order to break the vicious circle of poverty and restore economic growth, it is important that in developing
countries the rate of saving and investment can be increased without the reduction in consumption. It is well-
known that the rate of saving in underdeveloped countries is low and with a given rate of saving and investment
some rate of economic growth can be achieved. If out of this incrementing-income proportionately greater part is
saved, the rate of saving of the economy will rise and this will eventually contribute to economic growth.

3. Key Factors for Economic Growth

3.1. Human resources

Human development has important effects on economic growth. An increase in the capabilities and function-
ings available to individuals should allow more of them to pursue occupations in which they are most produc-

tive. These capabilities of the human capital are increased mainly through education and health and we will con-
sider these to factors as contributing to economic growth. Most certainly, human development can be seen as the

23



THE SURVIVAL OF MODERN ECONOMIES - CHALLENGES AND REMEDIES
Julia Dobreva

relaxing of constraints which may have interfered with profit maximization and hence leading to income genera-
tion and economic development. Furthermore, although human development represents a broader concept, many
of its elements overlap significantly with the more traditional notion of human capital.

More specifically, each of the various components of human development is likely to have a distinct impact on
economic growth. Education, for instance, has a strong effect on labour productivity. In addition to its direct ef-
fect on productivity, education also affects the rate of innovation and technological improvements. The quan-
tity and quality of investment, domestic and foreign, together with the choice of technology and overall policy
environment, constitute other important determinants of economic performance (Ranis, 2004). Health has also
demonstrated positive effects on economic growth beyond its inherent desirability as an end in itself. Strauss and
Thomas (1998) review a large literature documenting how improvements in health and nutrition improve pro-
ductivity and incomes. Education and health may also have strong indirect impacts on economic growth through
their effect on the distribution of income, and education even more so through its impact on health. As educa-
tion and health improve and become more broadly based, low income people are better able to search for eco-
nomic opportunities (Strauss & Thomas, 1998).

Furthermore, evidence shows that only a portion of the growth of output over time can be statistically explained
by changes in the quantity of conventional factors of production. The residual growth must be explained largely
by changes in the quality of the labour force, that is, by the development of human resources. Empirical work
relating to the improved education of labour and to entrepreneurship, only reinforced this now widely accepted
proposition (e.g. Schultz, 1964; Schultz, 1974; Schultz, 1980). The importance of human resources development
for overall economic growth has been further documented by the more recent experience of the so-called newly
developed countries, such as those of East Asia and particularly China.

It has become clear that social problems that may accompany economic growth cannot be left aside until eco-
nomic development has taken place, because development is a neverending process and cannot be sustained in
the long run while social ills are increasing. Furthermore, social problems are best and most economically solved
when economic development is taking place and not after it is a fact. Solving the problem of crime at its begin-
ning is exceedingly easier than after it has taken root or become organized. On the contrary, social development,
in terms of greater participation of the population in decision-making and in the execution of development activ-
ities, that minimizes poverty and promotes equity, advances the status of women and integrates youth in the de-
velopment process, itself plays a major positive role in the intensity and sustainability of economic development.

The most important step towards the implementation of a human development approach is in the design of spe-
cific policies that lead to the empowerment of people and their participation in development, particularly those
that are marginalized because of limited income, their place of living, disability, gender or age. For example, youth
unemployment always keeps high levels in both developed and developing economies. Human development can-
not take place except in a free and democratic environment where the civil society is invited to participate in the

design and implementation of policies directly affecting people and local communities.

3.2. Education

Education is one of the major factors in developing human capital and therefore it plays a major role in the eco-
nomic development of any country, developed or developing one. Many resources play a part in the growth of a

24



GLOBALIZATION, POVERTY, INEQUALITY, & SUSTAINABILITY
Stavros Mavroudeas, Sevda Akar, Julia Dobreva

country’s economy one of which and perhaps the most important is human capital, which means the workforce
of the country. Thus, a good and productive workforce by making use of other resources can lead an economy to
growth and prosperity. Therefore education is one of the most important factors that leads a given economy to
sustained economic growth. Education has become a very important part of every government policy and much
effort has been done with respect to improving education in many developing countries (e.g. India, Pakistan, Ban-
gladesh, Afghanistan, etc.). Many studies have been conducted in the past to examine the relationship between

education and the economic development of a country.

Hanushek (2010) posits that education has long been viewed as an important determinant of economic well-be-
ing. He notes that despite the theoretical predictions, the empirical evidence on the impact of education on eco-
nomic growth has long been mixed due to measurement problems. According to his findings, most people would
acknowledge that a year of schooling does not produce the same cognitive skills everywhere and they would also
agree that families and peers contribute to education. Health and nutrition further impact cognitive skills. Yet,

until recently, research on the economic impact of education has almost uniformly ignored these aspects.
The theoretical growth literature emphasizes three mechanisms through which education may affect economic growth:

o First - education can increase the human capital inherent in the labor force, which increases labor productivity
and thus transitional growth toward a higher equilibrium level of output (as in augmented neoclassical growth
theories, (Mankiw et al., 1992);

o Second - education can increase the innovative capacity of the economy, and the new knowledge on new technologies,
products, and processes promotes growth (as in theories of endogenous growth, e.g. Lucas, 1988; Romer, 1990;
Aghion & Howitt, 1998); and

o Third - education can facilitate the diffusion and transmission of knowledge needed to understand and process new

information and to successfully implement new technologies devised by others, which again promotes economic growth

(e.g. Nelson & Phelps, 1966; Benhabib & Spiegel, 1994).

Furthermore, Hanushek (2010) claims that primary schooling turns out to be the most robust influence factor on
growth in GDP per capita in 19601996 in the extensive robustness analysis of 67 explanatory variables in growth
regressions on a sample of 88 countries by Sala-i-Martin et al. (2004). It provides a basic representation of the as-
sociation between years of schooling and economic growth on the most recent version of available data. This re-

search suggests that each year of schooling is associated with long-run growth that is 0.58 percentage points higher.

The educational provisions within a given economy represent one of the main determinants of the composition
and growth of that country’s output and exports and constitute an important ingredient in a system’s capacity to
borrow foreign technology effectively. Health and nutrition, and primary and secondary education all raise the
productivity of workers. Secondary education facilitates the acquisition of skills and managerial capacity. Tertiary
education supports the development of basic science, the appropriate selection of technology imports and the do-

mestic adaptation and development of technologies.

Secondary and tertiary education represent critical elements in the development of key institutions, of government,
the law, and the financial system, among others, all essential for economic growth. Empirical evidence available

at both micro and macro levels further illuminate these relationships: at a micro level, numerous studies indicate
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that increases in earnings are associated with additional years of education, with the rate of return varying with
high level of education (Behrman, 1990; Psacharopoulos, 1994).

3.3. Healthcare

Healthcare is not only a desirable, but also an essential priority, ensuring the development of most societies. How-
ever, modernday health systems face complex challenges, which are partially derived from new global pressures,
such as ageing population, growing prevalence of chronic illnesses, and intensive use of expensive but vital health
technologies. Health performance and economic performance are deeply interlinked. Wealthier countries have
healthier populations and also poverty, mainly through infant malnourishment and mortality, adversely affects life
expectancy in developing countries. National income has a direct effect on the development of health systems,
through insurance coverage and public spending.

Moreover, the expectations of citizens are also growing, while in some parts of the world there are still persistent
inequities in access to healthcare and in health conditions among different social groups. The issue of how to en-
sure the financial sustainability of health systems, while making a positive contribution to macroeconomic per-
formance, has moved to the top of the policy agenda in many countries. A basic message is that investments in
health and the design of health financing policies should be addressed in terms of the interraction between health
and economic growth. It is acknowledged that growth, income, investment and employment are a function of
the performance and quality of the economic system, its regulatory frameworks, trade policies, social capital, la-
bour markets, etc. The same refers to healthcare conditions (like mortality and disability) — they depend not just
on standards of living, but on the actual performance of health systems themselves.

Furthermore, the effects of health on development are clear. In some countries with weak health and education
conditions it is hard to achieve sustained economic growth. Economic evidence provided by the WHO proves
that a 10% improvement in life expectancy at birth is associated with a rise in economic growth of some 0.3-0.4
percentage points a year. This evidence is available at the micro-disease level as well: a 10% decrease in malaria
is associated with an increased annual economic growth of 0.3%. An example to this are Asian countries such as
Malaysia, China, South Korea and Thailand. Plotting their economic growth along two key health indicators re-
veals an astounding fact - they have succeeded in improving health as well as attaining sustained economic growth.

Additionally, data over decades reveals that health improvements, illustrated through the infant mortality rate and
life expectancy, actually preceded their economic surge. This can be observed most dramatically in China, where
both infant mortality and life expectancy improved significantly in the 1960s, before the beginning of the dy-
namic changes in Chinese economic performance. This points to the fact that countries improve their health sta-
tus before they become wealthy.

It is acclaimed that healthier workers are physically and mentally more energetic and robust, they are more produc-
tive and earn higher wages. Also they are less likely to be absent from work because of illness. It is a major belief
that illness and disability reduce hourly wages substantially, with the effect especially strong in developing countries,
where a higher proportion of the work force is engaged in manual labor than in developed industrial countries.
Several research works comment on many of these effects (Strauss & Thomas, 1998). Also, health in the form of
life expectancy has appeared in many cross-country growth regressions, and investigators generally find that it has
a significant positive effect on the rate of economic growth (Bloom & Canning, 2000; Bloom & Canning, 2001).
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3.4. Energy resources

Both developed and developing economies are dependent on energy supply. Both heavy and light industry require
energy, it is necessary to build and to light new homes, to transport goods, to practice modern intensive agricul-
ture, and for practically every aspect of modern society. As societies develop, their demand for energy grows, re-
quiring some sort of national energy policy in order to maintain the rate and level of development. Since energy
use results to some extent in an environmental effect, a nation’s environmental goals are meant to affect its en-
ergy and economic policies and vice versa. Many developing economies are pressured by developed economies to
exhibit a high degree of environmental awareness and protection. This also has an effect on a nation’s economic
growth as well as its energy policies.

There are various ways to create intelligent and efficient energy policies. In order to attain high levels of efficiency
it is important to consider the following: utilizing existing energy sources in more efficient ways, distributing en-
ergy to all people faitly, creating rules which facilitate wise energy use, problems involved in creating such rules
(both within countries and throughout regions within and between countries), creating new energy sources and
supplies, transitions to utilizing new energy sources, creation and upkeep of infrastructure for an energy source,
using energy for economic gain, countries’ interests in possessing its own energy, and concerns for the environ-
ment in using energy.

It is often the case that a particular country lies in a region which has few natural resources, or resources which
have been depleted (like the Aral Sea in Khazahstan). It is then necessary for that country to use what they do
have to the best of their ability. For example, Japan has little in the way of energy-producing natural resources. To
help reduce Japan’s dependence on imported petroleum, the Japanese government began emphasizing the use of
nuclear power to the extent that well over half of Japanese electrical energy is supplied by nuclear reactors. This
energy policy has helped to significantly improve the quality of Japanese air. Another resource-poor nation, Lith-
uania, relies on nuclear power for nearly eighty percent of its energy production as well as selling extra energy as
a major source of hard currency.

One of the most obvious ways to reduce energy consumption by nations or individual consumers is to implement
improvements in energy efficiency. In some nations, this is used as an alternative to constructing new energy pro-
duction capability and, in fact, there are some instances in which utilities or governments will help to pay the cost
of replacing old light bulbs, air conditioners, refrigerators, and so forth with more energy efficient models. The
rationale behind this charity is that paying for these replacement costs is often less expensive than building a new
power plant, with the added benefit that the replacements are a one-time cost for the utility, which does not then
have to maintain a new power plant on a continuing basis. Hence, improving energy efficiency helps a nation to
do more work with the same amount of energy, freeing up more money to use for other purposes. In addition,
this practice makes less use of irreplaceable fuels, results in less environmental degradation, and generates less waste.

4. Conclusion

This paper analyzed the major concerns which economies nowadays are facing. It highlighted four major impedi-
ments to economic groth and development, i.e.: corruption, state bureaucracy, low infrastructure and population
growth. Furthermore, the paper focused on the major issues which undermine economic development and im-
pede economic growth in modern-day economies. It stated clearly that such impediments are detrimental both to
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developed and developing economies and affect both in many cases. Even tough as factors they are more attrib-
utable to developing economies, their effect is impacting developed economies indirectly and may significantly
affect global economic development.

Secondly, the paper analyzed the major factors which contribute to the growth of modern economies and identi-
fied them as remedies. It highlighted four major factors ensuring economic growth and development, i.e.: human
reseources, their education and health, as well as energy resources. Furthermore, the paper focused on the major
issues which boost economic development and generally set the environment for economies to thrive. It stated

clearly that these key factors are vital for both developed and developing economies and affect both in many cases.

A significant proposition, discussed in the analyzsis, is that the combination of well-developed human capital in
the form of human resources along with their education and healthcare, as well as the availability of energy re-
sources provides the required means to achieve sustainable levels of economic development beyond the growth
registered through the GNP,

References

Aghion, P. and Howitt, 2. (1998). Endogenous Growth Theory. Cambridge, MA: MIT Press.

Attila, ]. (2008). Corruption, Taxation and Economic Growth: Theory and Evidence. CERDI-CNRS. Working
paper.

Banerjee, A., Mullainathan S., and R. Hanna (2012). Corruption, Working Paper 17968, National Bureau of
Economic Research.

Banfield, E. (1975). Corruption as a Feature of Government Organization, Journal of Law and Economics,

XVIII:587-605.

Bardhan, P. (1997). Corruption and Development: A Review of Issues, Journal of Economic Literature, Vol 35
(September), No. 3:1320-46.

Behrman, Jere R. (1990), Human Resource Led Development, Review of Issues and Development, New Delhi,
India: ARTEP/ILO

Benhabib, J. and Spiegel, M. M. (1994). The role of human capital in economic development: Evidence from
aggregate cross-country data. Journal of Monetary Economics 34(2), 143-174.

Bloom, D. and Canning, D. (2000). The Health and Wealth of Nations. Science 287: 1207009.

Bloom, D. and Ca