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FOREWORD

It is an honour for me to be asked to write the foreword to Development and
Financial Reform in Emerging Economies, which the editors, Dr Kobil Ruziev
and Professor Nicholas Perdikis, have dedicated to the memory of Dipak Ghosh.
Dipak was a close friend whom I knew for more than three decades. Like his
many other friends and colleagues, I admired him immensely for his scholar-
ship, his passionate belief that economics could be a powerful instrument for
improving the life of the poor all over the world, his deep concern for the welfare
of his students, and, above all, his compassionate and gentle personality. He was
always eager to explore new ideas and ready to share his ideas with anybody who
might be interested. Only a few weeks before his death, he wrote to me to ask me
whether I would like to join him as a coauthor of a paper that he was planning
to write on the implications, for welfare economics, of having individual prefer-
ences which might change with a change in the distribution of property rights.

This volume spans some of the major research interests of Dipak. The chap-
ters in Part [ explore a number of important issues in development economics. A
highly interesting fearure of many of these chapters (see, for instance, Chapters 1,
2,3 and 6) is that they delve into the history of economic thought and highlight
insights from the contributions of thinkers such as Smith, Hume, Keynes and
Kalecki. The chapters in the second part of the volume study financial markets
in many different parts of the world, including Kazakhstan, Uzbekistan, China,
India, Bangladesh and Africa. A valuable addition to the literature on economic
development and financial reforms in developing and transition economies,
Development and Financial Reform in Emerging Economies is a fitting tribute to
the memory of Dipak.

PrAaSANTA K. PATTANAIK






INTRODUCTION

Kobil Ruziev and Nicholas Perdikis

Economic crises, be they large like the 1929 Great Depression or the Global
Financial Crisis (GFC) of 2008, or small, are costly in terms of lost economic
opportunities. They are also painful as they lead to unemployment and increase
personal and social tensions, damaging the lives of millions of ordinary people.
Ironically, major crises provide an impetus to challenge orthodox thinking which
can lead to new ideas with radically different policy conclusions. The Great
Depression, for example, inspired John Maynard Keynes to write The General
Theory (1936). In this pioneering work, Keynes rigorously explained, in terms
of fundamental uncertainty, monetary production and investor psychology,
why market-based monetary economies were inherently unstable and proposed
measures to tame excessive fluctuations in aggregate demand.

Success, however, often breeds complacency. This is a common trait in aca-
demic disciplines and is no less true of economics. The economic success in
advanced economies during the post-World War II period and the subsequent
‘triumph’ of Keynesianism in the 1950s and 1960s led to the detachment of
economic theorizing from reality. Economists started treating restrictive formal
models, and the results of simulations based on them, as if they represented real-
ity. Unfortunately, the economic problems of the late 1970s and the early 1980s,
which could not be explained by the traditional Keynesianism, did very little
to change this trend. With the collapse of Keynesianism, the detachment from
reality actually widened with the rise and subsequent dominance of the neo-
classical orthodoxy during the so-called Great Moderation, which preceded the
GFC. Orthodox theories not only failed to predict the scale and the magnitude
of the GFC, but, with their insistence (or preaching) of the inherent stability of
market-based economies, can also be blamed for indirectly contributing to it.

Although the GFC has been interpreted as the second biggest crisis since the
Great Depression in terms of its depth, probably it is the biggest ever in terms of
its breadth as it affected almost all countries in the world in one way or another.



