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...:m Promise of Global Institutions
Joseph Stiglitz

f)

Why has globalization ~ a force that has brought so much good ~ become so con-
roversial? Opening up 10 international trade has helped many countries grow far
more quickly than they would otherwise have done. International trade helps ¢conomic
development when a country’s exports drive its economic growth. Export-led growth
was the centerpiece of the industrial policy that enriched much of Asia and lefy
millions of people there far better off. Because of globalization many people in the
world now live longer than before and their standard of livin,, is far better. People
in the West may regard low-paying jobs at Nike as exploitation, but for many people
in the developing world, working in a factory is a far better option than staying down
o the farm and growing rice.

-]

Those who vilify globalization 100 often overlook its benefits. But the proponents
ol giobalization have been, if anything, even more unbalanced. To them, globaliza-
tion {which typically is associated with accepting triumphant capitalism, American style)
& progress; developing countries must accept it, if they are to grow and 1o fight poverty
eflectively. But to many in the developing world, globalization has not brought the
promiscd economic benefits.

[}

0 understand what went wrong, it’s important 16 look at the three main insti-
lutions that govern globalization: the IMF, the World Bank, and the WTO. There
e, in addition, a host of other institutions that play a role in the international
fconomic system - a number of regional banks, smaller and younger sisters to the
World Bank, and a large number of UN organizations, such as the UN Development
Program or the UN Conference on Trade and Development (UNCTAD). These
Organizations often have views that are markedly different from the IMF and the World
Bank. {.. )

[Here] I focus mostly on the IMF and the World Bank, largely because they have
been at the center of the myjor economic issues of the last two decades, including the
financial crises and the transition of the former Communist countries to market
eeonomics. The IMF and the World Bank both originated in World War 11 as a resuit
of the UN Monetary and Financial Conference at Bretton Woods, New Hampshire,
in July 1944, part of a concerted effort 1o finance the rebuilding of Europe after the
devastation of World War 11 and 10 save the world from future economic depressions,
The proper name of the World Bank - the International Bank for Reconstruction and
Development - reflects its original mission; the last part, “Development.” was added
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almost as an afterthought. At the time, most of the countries in the acqﬂ.c_!.u world
were still colonies, and what meager economic development efforts could or would
be undertaken were considered the responsibility of their m:qova.ws masters. |...)

The International Monctary Fund was charged with preventing w._.c.rnq global
depression. It would do this by putting international pressure on countries :.-1 were
not doing their fair share to maintain global aggregate demand, by ...::.__...5-. -__.u.q own
economies 10 go into a slump. When necessary it would also provide liquidity tn the
form of loans to those countries facing an economic downturn and unable o stimu-
late aggregate demand with their own resources. R

In _mw cMm::: conception, then, the IMF was Ummnn on a recognition that markets
often did not work well -~ that they could result in massive unemployment and
might fail to make needed funds available to countries to help EuE,P.u.c_.n their
economies. The IMF was founded on the belief that there was a =gn.,_c« collective
action at the global level for economic stability, just as H.rn CEHQ Nations had beea
founded on the belief that there was a need for nc:on:ﬁw action at the global r..cl
for political stability. The IMF is a public institution, established with money provided
by taxpayers around the world. This is .::Uoz.mi to RE@BGQ. cg.w:ww: does not
report directly (o either the citizens who finance it or those whose lives it affects. w“‘.
it reports to the mimstries of finance and the central g:.wm of the governments of the
world. They assert their control through a complicated voting arrangement based largely
on the economic power ol the countries at the end of World (S,z I1. There have E
some minor adjustments since. but the major developed countries run Gng with
only one country, the United States. having effective-veto. (In this sense, it is similar
1o the UN, where a historical anachronism determines who ro_am.:ﬁ;ﬁ-o - the
victorious powers of World War 1l - but at least there the veto power is shared among
five countries.

Over the %cwa since its inception, the IMF has changed markedly. Founded on the
belief that markets often worked badly, it now champions Eunrﬁ. supremacy ltr
ideological fervor {the Washington Consensus). Founded on the g:.mm that there sa
need for international pressure on countries to have more expansionary economic
policies ~ such as increasing expenditures, reducing taxes, or lowering interest 3‘
to stimulate the economy - today the IMF typically provides ?:am only if countries
engage in policies like cutting deficits, raising taxes, or Ei:m ::.Q‘am, rates that lead
10 a contraction of the economy. Keynes would be rolling over in his grave were he
to see what has happened to his child.

_ >~:c: century atter its founding. it is clear that the IMF has failed :.u its mission.
It has not done what it was supposed to do - provide funds for countries facing an
economic downturn. to ¢nable the country 10 restore .:wm_.n to close to ?:. employ-
ment. In spite of the fact that our understanding of €CONOMIC processes rmm increased
enormously during the last fifty years, and in spite of IMF’s efforts during the past
quarter century, crises around the world have been more .?an:ni and {with the
exception of the Great Depression) deeper. By mcﬁawmarc:_:mm, close toa !...b.rt
countries have laced crises.! Worse, many of the policies :..E the IMF v:,_«.ﬁ_. in par-
ticular. premature capital market liberalization, have contributed to m_ov.m_ instability.
And once a country was in crisis, IMF funds and programs not only ?:.,& 10 stabil-
ize the situation but in many cases actually made matters worse, amnwnﬁ_w for the
poor. The IMF failed in its original mission of promoting global stability; —:._l also
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ken 0o more successtul in the new missions that it has undertaken. such as guiding
e transition of countries from communism to a market economy.
=)

The resuit for many people has been poverty and tor many countries social and
plitical chaos. The IMF has made mistakes i all the areas it has been involved
& development, crisis management, and in countries making the transition from
@mmunism 1o capitalism. Structural adjustment programs did not bring sustained
powth even to those, like Bolivia, that adhered to its strictures; in many countrics,
Beessive austerity stified growth; successful economic programs require extreme care
Bieguenicing — the order in which reforms oceur — and pacing. If. for instance, markets
e opened up for competition too rapidly, before strong financial institutions are
slablished. then jobs will be destroyed faster than new Jobs are created. In many coun-
nes, mistakes in sequencing and pacing led to rising unemployment and increased
pverty. After the 1997 Asian crisis, IMF policies exacerbated the crises in Indonesia
nd. Free market reforms in Latin America have had one or two successes
=Chile is repeatedly cited - but much of the rest of the continent has still 10 make
® for the lost decade of growth following the so-called successful IMF bailouts of
B early 1980s. and many today have persistently high rates of unemployment - in
Amgentina, for instance, at double-digit levels since 1995 - even as inflation has been
Bought down. The collapse in Argentina in 2001 is one of the most recent of a series
®failures over the past few years. Given the high unemployment rate for almost seven
Jan, the wonder is not that the citizens eventually rioted, but that they suffered
fetly. so much for so long. Even those countrics thal have experienced some limited
Powth have seen the benefits accrue to the well-off, and especially the very well-off
=lbe top 10 percent - while poverty has remained high, and in some cases the income
#those at the bottom has even fallen.

Underlying the problems of the IMF and the other international economic institu-
#osi is the problem of governance: who decides what they do. The institutions are
fominated not just by the wealthiest industrial countries but by commercial and finan-
@l interests in those countries, and the policies of the institutions naturally reflect
8. The choice [of} heads for these institutions symbolizes the institutions’ problem,
#d 1oo often has contributed 10 their dysfunction. While almost all of the activities
#the IMF and the World Bank today are in the developing world (certainly. all of
Beir lending), they are led by representatives from the industrialized nations. (By
@slom or tacit agreement the head of the IMF is always a European, that of the World
Bank an American.) They are chosen behind closed doors, and it has aever even been
mewed a5 a prerequisite that the head should have any experience in the developing
world. The institutions are not representative of the nations they serve.

The probiems also arise from who Speaks for the country. At the IMF. it is the finance
Bmisiers and the central bank governors, At the WTO, it is the trade ministers. Each
ol these ministers is closely aligned with particular constituencies within their coun-
#es. The trade ministrics reflect the concerns of the business community - both exporters
who want to see new markets opened up for their products and producers of goods
#hich compete with new umports. These constituencies, of course. want to maintain
Bmany barriers to trade as they can and keep whatever subsidies they can persuade
Congress (or their parliament) to give them. The fact that the trade barriers raise
e prices consumers pay or that the subsidies impose burdens on taxpayers is of less
macern than the profits of the producers - and environmental and labor issues are
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of even less concern, other than as obstacles that have to be overcome. The finance
ministers and central bank governors typically are closely tied to the financial com-
munity; they come from financial firms, and after their period of government service,
that is where they return. Robert Rubin, the treasury secretary during much of the
period described in this book, came from the largest investment bank, Goldman Sachs,
and returned to the tirm. Citigroup, that controlled the largest commercial bank, Citibank.
‘The number-two person at the IMF during this period, Stan Fischer, went straight from
the IMF to Citigroup. These individuals naturally see the world through the eyes of
the financial community. The decisions of any institution naturally reflect the perspectives
and interests of those who make the decisions: not surprisingly [ ... ], the policies of
the international economic institutions are all too often closely aligned with the com-
mercial and financial interests of those in the advanced industrial countries.

For the peasants in developing countries who toil to pay off their countries’ IMF
debis or the businessmen who suffer from higher value-added taxes upon the insist-
ence of the IMF. the current system run by the IMF is one of taxation without rep
resentation. Disillusion with the international system of globalization under the aegis
of the IMF grows as the poor in Indonesia, Morocco, or Papua New Guinea have
fuel and food subsidies cut. as those in Thailand see AIDS increase as a result of IMF-
forced cutbacks in heaith expenditures, and as families in many developing countries,
having to pay for their children’s education under so-called cost recovery programs,
make the painful choice not to send their daughters to schoot.

Left with no alternatives, no way to express their concern, to press for change,
people riot. The streets, of course, are not the place where issues are discussed, policies
formulated. or compromises forged. But the protests have made government officials
and economists around the world think about alternatives to these Washinglon
Consensus policies as the one and true way for growth and development. It has become
increasingly clear not to just ordinary citizens but to policy makers as well, and nol
just those in the developing countries but those in the developed countries as well
that globalization as it has been practiced has not lived up to what its advocates promised
it would accomplish - or to what it can and should do. In some cases it has not evea
resulted in growth, but whean it has, it has not brought benefits to all; the nel effect
of the policies set by the Washington Consensus has all too often been to benefit
the few at the expense of the many, the well-off at the expense of the poor. In many
cases commercial interests and values have superseded concern for the environmest,
democracy. human rights. and social justice. :

Globalization itself is neither good nor bad. It has the power to do enormous good,
and for the countries of East Asia, who have embraced globalization under their own
terms, at their own pace. it has been an enormous benefit, in spite of the setback of
the 1997 crisis. But in much of the world it has not brought comparable benefits. For
many. it seems closer to an unmitigated disaster. 3
[...] B

Unfortunately, we have no world government, accountable to the people of every
country, to oversee the globalization process in a fashion comparable to the way national
governments guided the nationalization process. Instead, we have a system that
might be called global governance without global government, one in which a few
institutions — the World Bank, the IMF, the WTO - and a few players ~ the finance,
commerce, and trade ministries, closely linked to certain financial and commercial
interests - dominate the scene, but in which many of those affected by their decisions
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