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Globalism’s Discontents

Joseph E. Stlg]-ltz

people throughout the world as much as globgy;,. .
future, bringing unprecedented prosperity to
d by the Seattle protestors of December 199q oy !

told problems, from the destruction of native

to increasing poverty and immiseration. In this article, I want to sort out the g; ‘
meanings of globalization. In many countries, globalization has brought huge bepeg;, k

to a few with few benefits to the many. But in the case of a few countries, it haSbmllght

enormous benefit to the many. Why have there been these huge differencesin exper \
. i . g ; i

ences? The answer is that globalization has meant different things in different place;

The countries that have managed globalization on their own, such as those in Fg
Asia, have, by and large, ensured that they reaped huge benefits and that those ben. -
fits were equitably shared; they were able substantially to control the terms on which
they engaged with the global economy. By contrast, the countries that have, byad |
large, had globalization managed for them by the International Monetary Fundanf

other international economic institutions have not done so well. The problemisths |
not with globalization but with how it has been managed. "
The international financial institutions have pushed a particular ideology -market
fundamentalism — that is both bad economics and bad politics; it is based on premists
concerning how markets work that do not hold even for developed countries, mud
less for developing countries. The IMF has pushed these economics policies without
a broader vision of society or the role of economics within society. And ithas P“ShEd

these policies in ways that have undermined emerging democracies.

Few subjects have polarized
Some see it as the way of the

everywhere. Others, symbolize

globalization as the source of un |
|

i
)
3
b
¢

Original publication details: Joseph E. Stiglitz, from “Globalism’s Discontents,” in The American prosgel
13, 1, January 2002. pp. 1-14. Reproduced with permission from J. E. Stiglitz.

Thf: Gl?balizatian Reader, Fifth Edition. Edited by Frank J. Lechner and John Boli.
Editorial material and organization © 2015 John Wiley & Sons, Ltd
Published 2015 by John Wiley & Sons, Ltd. o

T . T o ]



v

ally, globalizatioy itse]f hag
More gell;leie been djsadvantag 0
d ha
an

€en BOverneq in Ways th,
€ous g developing “Ountrig,
s T Seatt]e protestors Ointeq to ¢
those the §OVernance of the
wi f transparency,
do

) A SQ“CE Q dem
in ernatmna] NG <
jal corporate and ﬁnant:lal Mteregy and ;
{ for Spe‘:he cks to ensure thyy these
atic
ocr
em

C mstjtutions
: ' ang h, absence of coumervaihng
. Orma] 5y, U lclnstitutions SeTVe 2 porne ral
these complaints, ther, 1S more than , 8rain of trugh,
n

ratic

d

nrerest- |

Beneficial Glo'oalization

les of the worlq, those iy, East A
of the €

t to reduce poverty. And
mos

12 haye 8rown

€Y have o s0, “Mphatica) o tion.”

has been based g, €Xports by taking ANtage of the 8lobal mare,

Their growth dby closing the technology £ap. Ity just 83ps in capipy] and other

for XpOLLS Fmt separated the developeq from the less-developed co

fesoumesl,::swle dge. East Asjap countries toqy, ,
ences 10

untries, by differ-
Vantage of the
dge” to reduce these disparities. But while Some
e .
knowle g i

hows that those

i the

h. It was only when these countries sﬂtTppe:C?}\zz)tremd

tthey e
X gr?:;trom the US Treasury and the IME that they
i der pressu
regulations, un
problemsg

izati Economic
lons that make up the Organization for

tions

evelopment (OECD).

bles
ding to the troy ‘
he single most DY fa:;orl:::\ 199gos— the East Aﬂﬂlla
The sin red in the In short, the
: ies encounte . arkets- n ) .
2 Several of the East Asian .Co‘fn;nzf financial and Cap;;alth?y _ gioba}lzat[?i‘i’rz
i - S ]jberahz;t;fom globalization beca:sures from the outside tha
“Ountrieg Of East Asia benefite succumbed to the pre city to manage Wt.tll. i
Work fq °M: it was when theybf:}’ond their own ca;lp:lre in the developing w
intg Problems that were nse benefits. Elsew

Globgy; ation cap yield imme
glﬁballzati

increasing at
ith life spans inc
brought improved health, wi
ok knoWledge hasbro

N

LiDrar o
Okmulgee, {?/ 745-



OSUIT

Globalization and the World Economy

220

a rapid pace. How can one puta price o1 these b-eneﬁts of _glo"_’aliZation? Globgy: _ . WA
has brought still other benefits: Today there 15 the bcgmnnt\g of a globay, Wop | 1998 il <
society that has begun t© succeed with such reforms as the Mine Ban Treary aed ty | gussi®: A:'ig
forgiveness for the poorest highly indebted countri€s (the Jubilee moveme nd dg, gmall 2
globalization protest movement itself would not have been possible - The 1he? =
globalization. Withoy ar® 5~ an
sed- et ’
pe bit BE
The Darker side of Globalization fggagzz
E; To se¢
How then could a trend with the power to have so many benefits have prog sider 2 W
such opposition? Simply because it has not only failed to live up to its poteny Uced | then P*O
frequently has had very adverse effects. But this forces us to ask, why has it h;;l by | capital @
adverse effects? The answer can be seen by looking at each of the economic el ) weat ®
of globalization as pursued by the international financial institutions and emfm“ ;. quality ¢
by the IME. SSpecidly environ
The most adverse effects have arisen from the liberalization of financial and cap ' gover™!
markets — which has posed risks to developing countries without comm Sl far rY
rewards. The liberalization has left them prey to hot money pouring into theensurm Fhe
an influx that has fueled speculative real-estate booms; just as suddenl asc’ounm]’ factor
sentiment changes, the money is pulled out, leaving in its wake ecommig’d mve§tor And if
Early on, the IMF said that these countries were being rightly punished f evastan(?n_ » wo the
bad economic policies. But as the crisis spread from country to count OT pursumg millio
that the IMF had given high marks found themselves ravaged. peven i ) the g
The IMF often speaks about the importance of the discipline provided : ;5 held i
markets. In doing so, it exhibits a certain paternalism, a new formp fVL ool Capn.al . milli
mentality: “We in the establishment, we in the Norti1 who ru o e.Old coloal b
Know best. Do what we tell you to A vou wil ; n our capital markets, low |
sive, but the objection is more than j Fuslyunelprospes. T8 STRERE alft hasd
) by an just to style. The position is hi hly und e
There is an implied assumption that democrac by itself g1y emOCTLT: | the
discipline. But if one is to have an external disgir 1-y o does not provide sufficet | o
disciplinarian who knows what is good for rop m}?nan, orcElEowa s | fen
doesn’t want an arbitrary and capricious tasEth Sk dmesioncts MR
for your virtues and the next screams at you ft o whos guermamEat PR
markets are just such a fickle taskma . u b beingutten fo LR O cape
b e of irrational exuberance foll ster; even ardent advocates talk about their
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The liberalization of capital markets has not brought growth: I—I.ow can one bui
fctories of create jobs with money that can come in and out of ;1 country ozlzfm;}lllﬁ

And it gets WOTSE: Prudential behavior requires countries to set aside reserves equal

;7 ;744’4' :

1o the amount of short-term lending; so if a firm in a poor country borrows $100 ﬁSQ_
qillion at, say, 20 percent interest rates short-term from a bank in the United States ~ 'E
the government must set aside a corresponding amount. The reserves are typicaﬂ}; E
=
==

heldin US Treasury bills —a safe, liquid asset. In effect, the country is borrowing $100
nilion from the United States and lending $100 million to the United States. But
when it borrows, it pays a high interest rate, 20 percent; when it lends, it receives a
low interest rate, around 4 percent. This may be great for the United States, but it can
hardly help the growth of the poor country. There is also a high opportunity cost of
the reserves; the money could have been much better spent on building rural roads or
wnstructing schools or health clinics. But instead, the country is, in effect, forced to

lend money to the United States. [...]

The Costs of Volatility

huge volatility, and this
It increases the risks of investing in
in the form of higher-than-
d but poverty i increased through

the likelihood of recessions .— and the
Even in developed countries, safety
the rural sector- But

weak or nonexistent among the self-employe Without adequate safety nets,

e : . : i
are the dominant sectors in developing COUR="=" ©. .4 to impover!
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E;I:g;l@arket liberalization is inevitably accompanied by
e o ty impedes growth and increases poverty. 1t =
Borm ;Im try, and thus investors demand a risk premium
! ey profits. Not only is growth not enhance

channels. The high volatility increases

po
ne;r always bear the brunt of such downturns:
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it — inst the IMF’s stancempushmgll : : _ 4,
, ;:jnag\i:int;: gltfbalization. Even economists like Jagdish B};xglwa'gi strong advogy,
gl(: free tfade see the folly in liberalizing capital markets. Belatedly, so too
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IMF — at least in its official rhetoric,
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all those countries that have suffered so much from following the IMF’s prescrip

But while the case for trade liber

s tiDnS
alization — when properly done —is quite Cﬁmpel'_
ling, the way it has been pushed by tbe I
logic is simple: Trade liberalization is supp

ME has been far more problematic. The basic
osed to result in resources MOving fro,
inefficient protected sectors to more efficient expo.rt sectors. The problem is ngy ol
that job destruction comes before the job creation — so that unemgloyment and
poverty result — but that the IMF’s “structural adjustmer}t programs (designed
ways that allegedly would reassure global investors) m.ake ._]Ob creation almost impog
sible. For these programs are often accompanied by high interest rates that are often
justified by a single-minded focus on inflation. Sometimes that concern is deserved:
often, though, it is carried to an extreme. In the United States, we worry that small
increases in the interest rate will discourage investment. The IMF has pushed for f;;
higher interest rates in countries with a far less hospitable investment environmen;
The high interest rates mean that new jobs and enterprises are not created. What
happens is that trade liberalization, rather than moving workers from low-productiy-
ity jobs to high-productivity ones, moves them from low-productivity jobs to
unemployment. Rather than enhanced growth, the effect is increased poverty. To
make matters even worse, the unfair trade-liberalization agenda forces poor coun-
tries to compete with highly subsidized American and European agriculture.

The Governance of Globalization

By contrast, [...] in the current process of globalization we have a system of what
call global governance without global government. International institutions like the
World Trade Organization, the IME, the World Bank, and others provide an ad hoc
system of. global governance, but it is a far cry from global government and lacks
democratic accountability. Although it is perhaps better than not having any syste™
of Sk)bal governance, the system is structured not to serve general interests Of assure
el? mtab]f{ re.sults_ This not only raises issues of whether broader values are gi¢"
short shrift; it does not even promote growth as much as an alternative might.
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Governance through Ideology
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s Globalizatio _ e We
- industrialized countries but did nq, " what we w
manufactured goods produced b d States to the agricultural goods in L Al j PiraCY’ nl
the markets of Europe i ke dvantage. Nor did the trade agrﬁemenldl or mb.locs, ot ©
countries often have a comparative 8% TV o d for the developing gy Cimi i0° £ty belo
nate the subsidies to agriculture that i Niriey y, righ who lor
te. ; ' mbership in the WTQ g fi rents?
coqf‘: US negotiations with China O;ZIIFSTI;:: e tradl?z representat?;edliihye 4, mesfcfi de velc
double standard bordering o1 thebsu by insisting I a,d&e chieg the ount sucl
negotiator for the e g leging countries are allowed longer trVd- w? Otent.iall
country. Under WTO ruI(?S,. devedogther departures from the WTO stlrict::n‘won . ;: i Leie
periods in which state §ub51d1-es anc o e a developed country, with West T€S are g jobaliZ
permitted. China certainly s f “capitas,” it’s possibl sy now &
- : hina has a lot of ~capitas, P € 10 my]
e mcor;es. Afdbm:;:ycsmall average incomes and conclude that the psjpllyf\
E:EZ;?:? Zrboigzi?)chmi But China is not only .a 4eveéozmgcz:;nomy; itis aFl)O::.
income developing country. Yet the Unitf,td States mf.SlStiS ht at . a.be treated Jik, i
developed country! China went along with ﬂt‘e ﬁctlonéll: e neg}‘;’“atlofls draggeq o _
so long that China got some extra time t0 adjust. But the true ypocrisy was shy, ; Today, 1D T
when US negotiators asked, in effect, for (.ievelop 1r.1g-(?0untry status for the Uniteg | nstance, 1
States to get extra time to shelter the American te)ftlle industry. '* and recess!
= Trade negotiations in the service industries als‘? illustrate the unlcvel nature of the | Sustamabk
g playing field. Which service industries did the United States say were very importany | era 10OKS 1
o Financial services — industries in which Wall Street has a comparative adVantage_ -lmport-svﬂ
Construction industries and maritime services were not on the agenda, because the | industriali
developing countries would have a comparative advantage in these sectors, ! of growtl
Consider also intellectual-property rights, which are important if innovators are o | up for the
have incentives to innovate (though many of the corporate advocates of intellecry,] | Throu
property exaggerate its importance and fail to note that much of the most importan; | failed?” ']
research, as in basic science and mathematics, is not patentable). Intellecmal—pmpmy reforms.
rights, such as patents and trademarks, need to balance the interests of producers 1 benefits
with those of users —not only users in developing countries, but researchers in devel. | centrate
oped countries. If we underprice the profitability of innovation to the inventor, we ‘1 even wc
deter invention. If we overprice its cost to the research community and the end user, L been bc
we retard its diffusion and beneficial effects on living standards. countri
-In the final stages of the Uruguay negotiations, both the White House Office of ‘ outmat
Science and Technology Policy and the Council of Economic Advisers worried that | create
e h?d not got t.hﬁ balance right ~ that the agreement put producers’ interests over | In d
r111151}?1];. a\ivti ax;lrorgleq that, with this imbalance, the rate of progress and innovation becorr
& y be impeded. After all, knowledge is the most important input into agreer
research, and overly strong intellectual-property rights can, in effect, increase the Roun
f::; of th;ls input. We were also concerned about the consequences of denying life- mark
g medicines to the poor. This issue subsequently gained international attention they 1

in the context of the provision of AIDS medicines in South Africa. The internationdl has b

outrage force : z
o g[he mosdt t;‘l; drug companes to back down - and it appears that, going for Voice
that i;litiaﬂy even tf:S;) consequences will be circumscribed. But it is worth noting to. B
; emocratic US admin; i ical refo;
—— dministration supported the pharmaceut the
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¢ fully aware of was another danger - what has come to be called

(Were ™Y | es international drug companies patenting traditional med-
o v which ’I:he y seek to make money from “resources” and knowledge that
y Piracz'c only d° the developing countries, but in doing so they squelch domestic
Vol belon © vided these traditional medicines. While it is not clear whether
;SWH;;U Jong Eﬁ; hold up in court if they were effectively challenged, it is clear that
e ‘:teﬂﬁ WO | countries may not have the legal and financial resources required
dﬂﬂlopechallenge- The issue has become the source of enormous emotional,

lﬁ-in csucha onomic, concern throughout the developing world. This fall, while
lﬂﬁ:o[enﬁaug;cvisitmg a village in the high Andes, the Indian mayor railed against

d il
T;,.ag m:ﬁ;ﬁon had led to biopiracy. [...]
0

Global Social Justice

in much of the developing world, globalization is being questioned. For
Tﬂfgce in Latin America, after a short burst of growth in the early 1990s,
1115 1

stagnation
1 recession have set in. The growth was not sustained — some might say, was not
::szainablﬂ' Indeed, at this juncture, the growth record of the so-called post-reform

ralooks no better, and in some countries much worse, than in the widely criticized
import-substitution period of the 1950s and 1960s when Latin countries tried to
industrialize by discouraging imports. Indeed, reform critics point out that the burst
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Part IV Questions

How has China’s rapid economic expansion in recent decades been beneficialy, |
both China and the United States, according to Fallows? What negative aspects i
of this expansion does he mention? What “perils” for the United States doeg he
foresee in the long run, if China’s economy continues to expand as it has?

What is a global “commodity chain”? What does the rise of such chains in many |

1.

2
sectors reveal about the division of labor around the globe? Who benefits mosi |
from the work done in such chains? What general lessons can you draw from
Korzeniewicz's case study of the Nike Corporation?

3. What is new about contemporary world trade, according to Gereffi? How are

developing countries involved in the three production networks he discusses
How do trends in the apparel and electronics industry demonstrate that the |
integration of the global economy entails a more geographically fragmented ,
division of labor in these ever-expanding global production networks and com- |
modity chains?
4. What are the three concepts of global inequality that Milanovic analyzes? What

trends does he find? Which concept best captures the amount of inequalityinthe |
world? Is it reasonable to expect that inequality will decline in coming decades?

rowth have i i
g countries caught in development traps experienced in recent

decades? What d . . .
Flitianes at do these traps imply for their prospects of development in the

6. Howd '
oes Edey explain the global €conomic crisis that began in 20072 How e

Z,

overnm .
ii o an;;;tjss Pri:?};)lzd tg the crisis? What does Bardhan add to Edey’s ex];)lanafloIl
- What might be done in termg of national and global regulation °
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crisis will not erupg Can regulatory changes ensure that anothe
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