The New Yor k Revi ew of Books
August 15, 2002

Revi ew
G obalization: Stiglitz's Case

By Benjamin M Friedman

G obalization and Its Discontents
by Joseph E. Stiglitz

Norton, 282 pp., $24.95

1.

The nost pressing econom c problemof our tinme is that so
many of what we usually call "devel opi ng econom es" are, in
fact, not developing. It is shocking to nost citizens of
the industrialized Western denocracies to realize that in
Uganda, or Ethiopia, or Malawi, neither nmen nor wonmen can
expect to live even to age forty-five. O that in Sierra
Leone 28 percent of all children die before reaching their
fifth birthday. Or that in India nore than half of al
children are mal nourished. O that in Bangl adesh just half
of the adult nen, and fewer than one fourth of adult wonen,
can read and write.[1]

What is nore troubling still, however, is to realize that
many if not nost of the world s poorest countries, where
very |l ow i ncones and i nconpetent governnents conbine to
create such appalling human tragedy, are making no
progress—at |east not on the economc front. O the fifty
countries where per capita inconmes were |owest in 1990 (on
average, just $1,450 per annumin today's US dollars, even
after we allow for the huge differences in the cost of
living in those countries and in the US), twenty-three had
| oner average inconmes in 1999 than they did in 1990. And of
the twenty-seven that nmanaged to achieve at | east sone
positive growth, the average rate of increase was only 2.7
percent per annum At that rate it will take them another
seventy-nine years to reach the incone | evel now enjoyed by
G eece, the poorest nenber of the European Union.[2]

This sorry situation stands in sharp contrast to the
buoyant optim sm both econonic and political, of the early
postwar period. The econom ¢ historian Al exander



Gerschenkron's cl assic essay "Econoni ¢ Backwardness in

Hi storical Perspective" suggested that countries that were
far behind the technological frontier of their day enjoyed
a great advantage: they could sinply imtate what had

al ready proved successful el sewhere, w thout having to
assune either the costs or the risks of innovating on their
own. The econoni st and denographer Sinon Kuznets, who went
on to win a Nobel Prize, observed that econonic
inequalities often widen when a country first begins to
industrialize, but argued that they then narrow again as
devel opment proceeds. Al bert Hirschman, an econom st and
soci al thinker, put forward the hypothesis that, for a
while, at the beginning of a country's econom c

devel opnent, the tolerance of its citizens for inequality

i ncreases, so that the tenporary w dening that troubled
Kuznets need not be an insuperabl e obstacle. Throughout the
countries that had been col onies of the great European
enpires, the view of the departing powers was that the
newy installed denocratic institutions and fornms they were
| eavi ng behind would follow the path of the Wstern
denocracies. Political alliances, |like the nmyriad regiona
pacts established during the Ei senhower-Dulles era (SEATQ
CENTO, and all the others), would help cenent these gains
in place.

Not surprisingly, the contrast between that earlier heady
optimsmand today's grinmer reality has led to a serious
(and increasingly acrinonious) debate over two closely
rel ated questions. What, in retrospect, has caused the
failure of so many countries to achi eve the advances
confidently predicted for thema generation ago? And what
shoul d they, and those abroad who synpathize with their
plight and seek to hel p, do now?

Per haps not since the worl dw de depression of the 1930s
have so many thinkers attacked a problem from such

di fferent perspectives: Have the non-devel opi ng econom es
(to call themthat) pursued the wong donestic policies? O
have they been innocent victins of exploitation by the
industrialized world? Is it futile to try to foster
econom ¢ devel opnment w thout an appropriate social and
political infrastructure, including what has cone to be
called the "rule of |law' and perhaps al so incl udi ng
political denocracy as well? O do these favorable
institutional creations follow only after a sustained



i mprovenent in material standards of living is already
underway? Wul d nore foreign aid hel p? O does direct

assi stance fromabroad only create parallels on a nationa
scale to the "wel fare dependency” sonetines alleged in the
US, dulling the incentive for countries to undertake
difficult but needed reforns? How nuch blame lies with
corruption in the nondevel opi ng countries' governnents,
often including the outright theft by government officials
of a large fraction of whatever aid is received? And then
there is the nost controversial question of all: Is the
"culture” of these countries—specifically in contrast to
Western cul ture—sinply not conducive to econonic success?

One inportant concrete expression of the optimsmwth
which thinking in the industrialized world addressed the
chal | enge of econom c devel opnent a generation and nore
ago, before these painful questions becane prom nent, was
the creation of new nultinational institutions to further
vari ous aspects of the broader devel opnent goal. The United
Nati ons spawned a famly of sub-units to this end, nobst
prom nently the UN Devel opnent Program and the UN

Conf erence on Trade and Devel opnent. The Food and
Agriculture Organi zation (founded in 1945, but separately
fromthe UN) and the World Health Organi zati on (1948) had
nore specific mandates. The International Bank for
Reconstructi on and Devel opnent (commonly called the World
Bank), established in 1944 nostly to help rebuild war-torn
Eur ope, soon shifted its attention to the devel oping world
once that task was |argely conpl eted.

The International Mnetary Fund (the | M-, or sonetimnmes just
the Fund) was a | ateconer to the devel opnent field.
Established in tandemw th the Wrld Bank in 1944, the

| MF's original mssion was to preserve stability in
international financial markets by hel ping countries both
to make econom c adj ustnments when they encountered an

i mbal ance of international paynents and to maintain the

val ue of their currency in what everyone assunmed woul d be a
per manent regine of fixed exchange rates.

By the early 1970s, however, the fixed exchange rate system
proved untenable, and floating rates of one kind or another
becane the norm Moreover, as the Western European
econoni es gained strength while, at the sane tine, nore and
nor e devel opi ng countries entered the international trading
and financial econony, it was increasingly the devel oping
countries that ran into bal ance of paynents problens or



difficulties over their currencies and therefore turned to
the | MF for assistance. As a result, over tinme the | MF
becane increasingly involved in the business of econonc
devel opnment. And as devel opnent has faltered in many
countries—+ncluding many in which the | M has pl ayed a
significant part—+the IMF s policies and actions have
increasingly noved to the center of an ongoing, intense
debate over who or what to blanme for the failures of the
past and what to do differently in the future.

Joseph E. Stiglitz, in @obalization and Its Discontents,
offers his views both of what has gone wong and of what to
do differently. But the main focus of his book is who to

bl ane. According to Stiglitz, the story of failed

devel opnent does have a villain, and the villain is truly
detestable: the villain is the | M.

2.

Joseph Stiglitz is a Nobel Prize-wi nning econom st, and he
deserves to be. Over a long career, he has made incisive
and highly valued contributions to the explanation of an
astoni shingly broad range of econon ¢ phenonena, i ncl uding
taxes, interest rates, consumer behavior, corporate
finance, and nuch el se. Especially anbng econ-om sts who
are still of active working age, he ranks as a titan of the
field. In recent years Stiglitz has al so been an active
participant in econom c policymking, first as a nenber and
then as chairman of the US Council of Econom c Advisers (in
the Cinton adm nistration), and then, from 1997 to 2000,
as chief econom st of the World Bank. As the nunerous
exanpl es and personal recollections in this book nake
clear, his information and his inpressions are in many
cases firsthand.

In G obalization and Its Discontents Stiglitz bases his
argunent for different econom c policies squarely on the

t henes that his decades of theoretical work have

enphasi zed: nanely, what happens when people | ack the key
informati on that bears on the decisions they have to neke,
or when markets for inportant kinds of transactions are

i nadequate or don't exist, or when other institutions that
standard econom ¢ thinking takes for granted are absent or
fl aned.

The inplication of each of these absences or flaws is that
free markets, left to their own devices, do not necessarily



deliver the positive outcomes clained for them by textbook
econom ¢ reasoni ng that assunes that people have ful
information, can trade in conplete and efficient markets,
and can depend on satisfactory |egal and ot her

institutions. As Stiglitz nicely puts the point, "Recent
advances in economc theory"—he is in part referring to his
own wor k—have shown t hat whenever information is inperfect
and markets inconplete, which is to say always, and
especially in devel oping countries, then the invisible hand
wor ks nost inperfectly.”

As a result, Stiglitz continues, governments can inprove

t he outcone by well-chosen interventions. (Wether any

gi ven governnment will actually choose its interventions
well is another matter.) At the |evel of national

econoni es, when famlies and firnms seek to buy too little
conpared to what the econony can produce, governnments can
fight recessions and depressions by using expansionary
nmonetary and fiscal policies to spur the demand for goods
and services. At the m croeconomc |evel, governnments can
regul ate banks and other financial institutions to keep

t hem sound. They can al so use tax policy to steer

i nvestment into nore productive industries and trade
policies to allow new industries to mature to the point at
whi ch they can survive foreign conpetition. And governnents
can use a variety of devices, ranging fromjob creation to
manpower training to wel fare assi stance, to put unenpl oyed
| abor back to work and, at the sanme tinme, cushion the human
hardshi p deriving fromwhat—inportantly, according to the
t heory of inconplete information, or markets, or
institutions—+s no one's fault.

Stiglitz conplains that the | MF has done great damage

t hrough the economc policies it has prescribed that
countries nust followin order to qualify for I M- | oans, or
for |l oans from banks and other private-sector |enders that

| ook to the I MF to indicate whether a borrower is
creditworthy. The organi zation and its officials, he
argues, have ignored the inplications of inconplete

i nformation, inadequate markets, and unworkabl e
institutions—all of which are especially characteristic of
new y devel oping countries. As a result, Stiglitz argues,
time and again the | MF has called for policies that conform
to textbook econom cs but do not make sense for the
countries to which the M- is recomrending them Stiglitz
seeks to show that the consequences of these m sgui ded
policies have been disastrous, not just according to



abstract statistical neasures but in real human suffering,
in the countries that have foll owed them

Most of the specific policies that Stiglitz criticizes wll
be famliar to anyone who has paid even nodest attention to
the recent economc turnoil in the devel oping world (which
for this purpose includes the fornmer Soviet Union and the
former Soviet satellite countries that are now unw ndi ng

t heir decades of Comuni st m srul e):

Fiscal austerity. The nost traditional and perhaps best-
known | MF policy recommendation is for a country to cut
governnent spending or raise taxes, or both, to balance its
budget and elinm nate the need for governnment borrow ng. The
usual underlying presunption is that nuch gover nnent
spending is wasteful anyway. Stiglitz charges that the | M
has reverted to Herbert Hoover's econom cs in inposing
these policies on countries during deep recessions, when
the deficit is nostly the result of an induced decline in
revenues; he argues that cuts in spending or tax hikes only
make the downturn worse. He al so enphasi zes the social cost
of cutting back on various kinds of governnent progranms—for
exanple, elimnating food subsidies for the poor, which

| ndonesia did at the | M s behest in 1998, only to be

engul fed by food riots.

Hi gh interest rates. Many countries cone to the | MF because
t hey are having trouble maintaining the exchange val ue of
their currencies. A standard | M- recomrendation is high
interest rates, which nmake deposits and other assets
denom nated in the currency nore attractive to hold.

Rapi dly i ncreasing prices—sonetinmes at the hyperinflation
| evel -are also a famliar problemin the devel opi ng worl d,
and tight nonetary policy, inplenented nostly through high
interest rates, is again the standard corrective. Stiglitz
argues that the high interest rates inposed on nany
countries by the I MF have worsened their econom c
downturns. They are intended to fight inflation that was
not a serious problemto begin with; and they have forced
t he bankruptcy of countl ess otherw se productive conpani es
that could not neet the suddenly increased cost of
servicing their debts.

Trade |iberalization. Everyone favors free trade—except
many of the people who nake things and sell them



Elimnating tariffs, quotas, subsidies, and other barriers
to free trade usually has little to do directly w th what
has driven a country to seek an | MF | oan; but the I M

usual ly reconmends (in effect, requires) elimnating such
barriers as a condition for receiving credit. The argunent
is the usual one, that in the long run free trade practiced
by everyone benefits everyone: each country will arrive at
the m xture of products that it can sell conpetitively by
using its resources and skills efficiently. Stiglitz points
out that today's industrialized countries did not practice
free trade when they were first devel oping, and that even
today they do so highly inperfectly. (Wtness this year's
increase in agricultural subsidies and new barriers to
steel inports in the US.) He argues that forcing today's
devel oping countries to liberalize their trade before they
are ready nostly wi pes out their domestic industry, which
is not yet ready to conpete.

Li beralizing Capital Markets. Many devel opi ng countries
have weak banki ng systens and few opportunities for their
citizens to save in other ways. As one of the conditions
for extending a loan, the M- often requires that the
country's financial markets be open to participation by
foreign-owned institutions. The rationale is that foreign
banks are sounder, and that they and other foreign
investnent firns will do a better job of nobilizing and
all ocating the country's savings. Stiglitz argues that the
| arger and nore efficient foreign banks drive the | ocal
banks out of business; that the foreign institutions are
much | ess interested in lending to the country's
donestically owned busi nesses (except to the very | argest
of them; and that nobilizing savings is not a problem
because many devel opi ng countries have the highest savings
rates in the world anyway.

Privatization. Selling off governnent- owned enterprises—
t el ephone conpani es, railroads, steel producers, and many
nor e—has been a mpjor initiative of the | ast two decades
both in industrialized countries and in sone parts of the
devel opi ng worl d. One reason for doing so is the
expectation that private managenent will do a better job of
runni ng these activities. Another is that nmany of these
public conpani es should not be running at all, and only the
governnent's desire to provide welfare disguised as jobs,
or worse yet the opportunity for graft, keeps them going.
Especi ally when countries that come to the | M- have a



budget deficit, a standard recomendati on nowadays is to
sell public-sector conpanies to private investors.

Stiglitz argues that many of these countries do not yet
have financial systens capable of handling such
transactions, or regulatory systens capable of preventing
har nful behavi or once the firns are privatized, or systens
of corporate governance capabl e of nonitoring the new
managenents. Especially in Russia and other parts of the
former Soviet Union, he says, the result of premature
privatization has been to give away the nation's assets to
what amounts to a new crimnal class

Fear of default. Atop priority of I M policy, fromthe
very begi nning, has been to mai ntain wherever possible the
fiction that countries do not default on their debts. As a
formal matter, the | MF always gets repaid. And when banks
can't collect what they're owed, they typically accept a
"voluntary" restructuring of the country's debt. The
problemwth all this, Stiglitz argues, is that the new
credit that the | MF extends, in order to avoid the
appearance of default, often serves only to take off the
hook the banks and other private | enders that have accepted
high risk in exchange for a high return for lending to
these countries in the first place. They want, he wites,
to be rescued fromthe consequences of their own reckless
credit policies. Stiglitz also argues that the end result
is to saddl e a devel oping country's taxpayers with the

per manent burden of paying interest and principal on the
new debts that pay off yesterday's m stakes.

Stiglitz's indictnent of the IM- and its policies is nore
than just an item zed bill of particulars. His thene is
that there is a coherence to this set of individua
policies, that the failings of which he accuses the I M are
not just random m stakes. In his view these polici es—wahat
he | abel s the "Washi ngt on consensus"—add up to sonething
that is unattractive, if not outright repugnant, in severa
di fferent ways.

First, Stiglitz repeatedly clains that the | M- s policies
stem not from econom ¢ anal ysis and observation but from
i deol ogy—specifically, an ideol ogical commtnent to free
mar ket s and a concom tant antipathy to government. Again
and again he accuses IM- officials of deliberately ignoring



the "facts on the ground” in the countries to which they
were offering recomendations. In part his conplaint is
that they did not understand, or at |east did not take into
account, his and other econom sts' theoretical work show ng
that unfettered markets do not necessarily deliver positive
results when information or market structures or
institutional infrastructure are inconplete.

More specifically, he argues that the I M- ignores the need
for proper "sequencing." Liberalizing a country's trade
makes sense when its industries have matured sufficiently
to reach a conpetitive level, but not before. Privatizing
governnment -owned firnms makes sense when adequate regul atory
systens and corporate governance |laws are in place, but not
before. The | M-, he argues, deliberately ignores such
factors, instead adopting a "cookie cutter” approach in

whi ch one set of policies is right for all countries
regardl ess of their individual circunstances. But
inmportantly, in his eyes, the underlying notivation is

i deological: a belief in the superiority of free markets
that he sees as, in effect, a formof religion, inpervious
to either counterargunments or counterevidence.

A further inplication of this belief in the efficacy of
free markets, according to Stiglitz, is that the I MF has
abandoned its original Keynesian m ssion of hel ping
countries to maintain full enploynent while they nake the
adj ustnents they need in their bal ances of paynents;
instead the | M- recommends policies that result in steeper
downturns and nore w despread jobl essness. He does not
argue, of course, that the | M prefers serious recessions
or unenpl oynent per se. Rather it sinply acts on the

bel i ef —seriously mstaken in his viewthat allowng free
markets to do their work will automatically take care of
such probl enms. By extension, he argues, the | M- al so does
not act to pronote econom c growth (which hel ps to produce
full enploynment). Again the claimis not that the | M
dislikes growh per se, but that it believes free nmarkets
are all that is needed to nmake growth happen.

As a further consequence of the m sguided policies that
follow fromthis "curious blend of ideology and bad

econom cs,"” Stiglitz argues, the M itself is responsible
for worseni ng—+n sone cases, for actually creating—the
problens it clains to be fighting. By making countries
mai nt ai n overval ued exchange rates that everyone knows w ||
have to fall sooner or later, the | M gives currency



traders a one-way bet and therefore encourages market

specul ation. By forcing countries that are in trouble to
slash their inports, the | M- encourages the contagion of an
econom ¢ downturn fromone country to its neighbors. By
meki ng countries adopt high interest rates that stifle

i nvest mnent and bankrupt conpani es, the | MF encourages | ow
confidence on the part of foreign |l enders. At the sane
time, by repeatedly conming to these | enders' rescue, the

| MF encourages | ax credit standards.

Second, and nore darkly, the IM/ in Stiglitz's view,
systematically acts in the interest of creditors, and of
rich elites nore generally, in preference to that of

wor kers, peasants, and ot her poor people. He sees it as no
accident that the I M- regularly provides noney that goes to
pay of f | oans nade by banks and bondhol ders who are eager
to accept the high interest rates that go along with
assum ng risk—while preaching the virtues of free nmarkets
as they do so—al though they are equally eager to be rescued
by governnents and the I MF when risk turns into reality.

Stiglitz also thinks it is no coincidence that food
subsi di es and ot her ways of cushioning the hardshi ps
suffered by the poor are anong the first prograns that the
| M- tells countries to cut when they need to bal ance their
budgets. He observes that IM officials tend to neet only
with finance mnisters and central bank governors, as well
as wWith bankers and investnent bankers; they never neet

wi th poor peasants or unenpl oyed workers. He al so notes
that many I MF officials conme to the Fund fromjobs in the
private financial sector, while others, after working at
the M-, go on to take jobs at banks or other financi al
firms.

Here again Stiglitz's point is that the M s mistakes are
not random but the systematic consequence of its
fundanent al biases. Hi s argunent is as nuch about the
policies the | MF doesn't recommend as the ones it does:

Stabilization is on the agenda; job creation is off.
Taxation, and its adverse effects, are on the agenda; |and
reformis off. There is noney to bail out banks but not to
pay for inproved education and health services, |let alone
to bail out workers who are thrown out of their jobs as a
result of the IMF s macroeconon ¢ m snmanagenent.



One specific exanple, land reform sharply illustrates what
he has in mnd. As Stiglitz points out, in many devel opi ng
countries a small group of famlies own nuch of the
cultivated | and. Agriculture is organi zed according to
sharecropping, with tenant farnmers keeping perhaps half, or
| ess, of what they produce. Stiglitz argues,

The sharecroppi ng system weakens incentives—where they
share equally wth the | andowners, the effects are the sane
as a 50 percent tax on poor farmers. The | M rails against
high tax rates that are inposed against the rich, pointing
out how they destroy incentives, but nary a word i s spoken
about these hidden taxes.... Land reformrepresents a
fundanental change in the structure of society, one that
those in the elite that popul ates the finance ninistries,
those with whomthe international finance institutions
interact, do not necessarily like.

Stiglitz considers, and rejects, the view that these and

ot her choices are the result of a conspiracy between the

| M and powerful interests in the richer countries—a view
that is increasingly popular anong the anti-globalization
protesters who now appear at the IMFs (and the Wrld
Bank's) neetings. Stiglitz's viewis that in recent decades
the | MF "was not participating in a conspiracy, but it was
reflecting the interests and ideol ogy of the Western
financial community."”

Finally, Stiglitz sees the M s systenmatic biases as a
reflection of a deeper noral failing:

The | ack of concern about the poor was not just a matter of
views of markets and governnent, views that said that

mar ket s woul d take care of everything and government woul d
only make matters worse; it was also a matter of values....
Wil e m sguidedly working to preserve what it saw as the
sanctity of the credit contract, the IM- was willing to
tear apart the even nore inportant social contract.

Thr oughout the book, the sense of noral outrage is evident.

3.

Do Stiglitz's criticisnms hold up?



To begin, it is easy enough to accuse Stiglitz of selective
menory. Fromreading dobalization and Its D scontents, one
woul d never know that the | MF had ever done anything
useful. O that Stiglitz, and his colleagues first at the
Counci | of Econom c Advisers and then at the Wrld Bank,
had ever gotten anything wong. O that those agai nst whom
he often argued in the US governnent—especially at the
Treasury, which he continually portrays as conplicit in the
| M s m sdeeds, but at the Federal Reserve System too—had
ever gotten a question right. (In the book's sole nention
of Al an Greenspan, Stiglitz accuses him of being
excessively concerned with inflation to the exclusion of a
vi gorous expansion that could have otherw se taken place in
the US during the dinton years.)

One can al so disagree with Stiglitz over the consequences
of what the IMF plainly did, even including those policies
it pursued that nost people now agree proved
count er productive. By 2002 the Asian financial crisis of
1997-1998 is receding into the past. Wiile sone of the
affected countries (nost obviously Indonesia) still feel
its effects, by now others have nmade solid recoveries.
Stiglitz is right that they have not regai ned, and probably
wll not, the rates of growh they achieved before the
crisis. But those rapid growh rates may well have been
unsustai nable in any case. Even in Russia, where per capita
i ncone remains well below what it was when the Soviet Union
col | apsed, and where the | M pursued the policies toward
which Stiglitz is the nost scathing, the econom c situation
| ooks better today than it did when he was witing his
book.

A nore fundamental problem as Stiglitz readily

acknow edges, is that we cannot reliably know whet her the
consequences of the IMF s policies were worse than whatever
the alternative woul d have been. Many |ongtine observers of
t he developing world will notice that Stiglitz rarely

menti ons econonic policy mstakes that poor countries nake
on their own initiative. Nor does he pay nmuch attention to
the |l arge-scale corruption that is endemc in many

devel opi ng econom es—except in the case of corruption in
Russi a, where he argues that the privatization program
pushed by the | MF opened the way for corruption on a
historically unprecedented scale. He al so never points out
that the typical devel oping country spends far nore on its
mlitary forces (to fight whonP) than it receives in
foreign aid; yet it would seem necessary to take account of



such wasteful expenditures, along with graft in all its
forms, if one is to give a clear picture of why the
nondevel opi ng econom es are not succeedi ng.

It is surprising too, in light of his enphasis on the
absence of adequate regul ati on and supervi sion of financial
institutions in the devel oping world, that Stiglitz does
not make nore of the m stakes made by private-sector

busi nesses. For exanple, what nmade Korea vul nerable to the
1997-1998 Asian turmoil was that the country's business
congl onerates (the "chaebol s") had borrowed too heavily,
and that the country's banks had financed t hese | oans by
borrowing in US dollars and rel ending in Korean won. True,
banks abroad that were lending in dollars to the Korean
banks may have becone excessively confident that the | M
woul d bail themout if anything went wong. But surely nuch
of the fault lay with Korea's own businessnmen and bankers.
And once they had built their house of cards, how nuch
damage woul d its inevitable coll apse have caused if the | M
had sinply stayed away?

Def enders of the IMF cannot claimthat all went well| after
countries inplenmented the Fund' s recomrendati ons. But they
woul d presumably argue that events woul d have turned out
even worse on sone alternative course. They woul d al so
presumably argue that of course they knew that information
was i nperfect, and markets inconplete, and institutions
absent, in the countries that canme to the I MF for

assi stance. The issue, to be argued on a case-by-case
basis, is just what different set of actions m ght

t heref ore have proved nore beneficial.

Interestingly, there is al so di sagreenent today over just
how preval ent dire poverty is in the devel oping world —and,
what is nore inportant, whether poverty is increasing or
decreasing. Stiglitz echoes the standard view that the
nunber of people around the world living on | ess than $1
per day, or $2 per day, has been increasing in recent

years. By contrast, his own colleague in the Col unbia
Econom cs Departnent, Xavier Sala-i-Martin, has recently
publ i shed a study arguing just the opposite.[3] Sal a-i-
Martin's point is that for purposes of assessing whether
soneone i s economcally well off or m serable, what matters
is not how many US dollars the person's incone could buy in
the foreign exchange mar ket but what standard of I|iving



that i nconme can support in the place where he or she lives.
Because the currency val ues established in foreign exchange
mar kets (and al so the val ues that governnments set
officially for currencies for which there is no market)
often do not accurately reflect purchasing power, the

di fference between the two neasures of incone is sonetines

| ar ge.

In India, for exanple, the average person's incone in
rupees in 2000 translated into just $460 per year at the
prevailing market exchange rate of 44 rupees per dollar.
But because food, clothing, housing, and other consuner
necessities are so nmuch cheaper in India than in the US,

t he sane anobunt of rupees was equivalent to an Anerican
income of nearly $2,400. Simlarly, the average Chinese
incone in 2000 was $840 at the official yuan-dollar market
exchange rate, but nore than $3,900 if neasured on a

pur chasi ng power equival ent basis.[4]

Even if we allow for these differences in the cost of
[iving, the nunber of people in the world who live on the
equi val ent of $1 per day, or $2 per day, is still
depressingly large: according to Sala-i-Martin's estimate,
nearly 300 mllion, and not quite 1 billion, respectively.
But this is far below the 1.2 billion and 2.8 billion
figures that have becone famliar in public discussion and
are used by Stiglitz. Mre inportant, Stiglitz follows the
nore famliar view in saying that these totals are
increasing, but Sala-i-Martin estimates that they are
declining despite the rapid growmh in world popul ation. As
a result, he finds, the proportion of people living on what
anounts to $1 per day has fallen from 20 percent of the
wor | d's popul ation a quarter-century ago to just 5 percent
t oday, while the $2-per-day poverty rate has fallen from44
percent to 19 percent.

Much enpirical research will have to be done and nuch

anal ytical debate will have to take place before anyone can
confidently decide which of these contrasting neasurenents
is the nore accurate. But it is worth pointing out that the
maj or source of the decline in poverty over the |ast
guarter-century, according to Sala-i-Martin's cal cul ati on,
is the dramatic reduction in poverty in China, the world's
nost popul ous country—and Stiglitz, too, praises China's
performance as one of the devel oping world's great recent
econoni ¢ success stories. (In keeping with his central

t heme, he argues that China succeeded in reformng its



econony and reducing its poverty because it ignored the

| MF's advice to liberalize and privatize abruptly, and

i nstead foll owed the gradualist approach, adapted to its
own situation, which he favors.) To be sure, the plight of
many devel opi ng countries, especially in sub-Saharan
Africa, remains dire, as Sala-i-Martin also points out, and
it may well be deteriorating. But if attention is centered
on people rather than countries, the great advances made in
China, and to a | esser extent in |India—which together
account for nearly 38 percent of the world s popul ati on—
necessarily represent a very significant inprovenent.

Stiglitz's attack on the I M- rai ses not just factual (and
counterfactual ) questions but substantive issues as well,
particularly his argunent that the I MF acts on behal f of
banks and bondhol ders, and rich countries nore generally,
and therefore against the interests of the poor. To what
extent is the I MF supposed to act as lending institutions
ordinarily act? Stiglitz conplains at |length, and wth many
specific cases to cite, that the I M- violates countries
econom ¢ sovereignty when it requires themto carry out its
policy recomendations as a condition for its granting
credit. But don't responsible | enders nornmally inpose such
conditions on borrowers? Stiglitz never acknow edges t hat
today the I M- faces serious criticismfrom many econom sts
and politicians in the West on the ground that it makes

| oans with too few conditions, so that the borrow ng
countries often sinply end up wasting the noney. [ 5]

O should the IMF think of itself not as a | ending
institution, acting as responsible |enders normally do, but
instead as an institution charged solely with pronoting the
wel fare of the borrowing countries, with waste of sone
credits to be expected? Sone parts of Stiglitz's conpl aint
are not so nuch about the I MF per se as about the absence
of sonme formof international authority capabl e of inposing
on citizens who are already relatively well off the burden
of assisting their less fortunate fell ow human bei ngs

el sewher e.

To be sure, the world' s rich countries could sinply agree
anong thensel ves to devote a nmuch greater share of their
own incones to foreign aid (a frequently suggested standard
is 1 percent of GDP), either out of a sense of noral
obligation or in recognition that raising the inconmes of



poor countries would create benefits spilling over to the
industrialized world as well. But in fact there is no such
agreenent. The foreign aid that nost rich countries give is
shrinking conpared to their GDP, and the efficacy of such
aid is increasingly being chall enged anyway.

Even within countries with firmy established denocratic
governnents, there is always debate about how generous such
assi stance should be and what formit should take. But a

| arge part of what troubles Stiglitz and many ot hers who
share his views of inequality anmobng countries is that there
is not only no such agreenent but also no effective

mechani smwhat he calls "systens of gl obal governance"—for
even choosing a policy in this inportant area and then
making it stick. The earnest desire in sonme quarters for a
nore formal approach to international burden-sharing,
together with the equally sincere resistance to the idea
anong others, is nothing new. But it is worth recognizing
explicitly that it is central to the question of

i nequal ity.

Moreover, the matter at issue is deeper than sinply whether
t here should or should not be functioning institutions
enpowered to act, in effect, as a world governnent. What
obligations the citizens of one country owe to citizens of
another is a question that goes to the heart of what is
involved in being a nation-state and in acting as a
responsi bl e human being. Is it norally legitimte for US
citizens to pay taxes to provide fellow Arericans with a

m ni mum standard of health care under Medicaid, or a

m ni mum st andard of nutrition through food stanps, that is
far above what the average Angol an recei ves—and not at the
same time be willing to pay the costs of bringing Angol a,
and the rest of the world's |owincone countries, up to

t hat standard? Most Anericans will readily answer yes. But
as phil osophers |i ke John Rawl s and Thomas Pogge have
argued, wholly apart fromthe practical benefits that we

m ght gain fromalleviating human m sery abroad, justifying
in nmoral ternms why we owe nore to strangers who are cl ose
at hand than we owe to strangers who are far away turns out
to be conplicated and, in the end, extrenely difficult.

Many of the nore practical economc elenents of Stiglitz's
argurment are al so issues of |ong standing. He nakes a
strong case for policies that favor gradualism over "shock



t herapy"; that put the enphasis not on what devel oping
countries have in comon but on how each is different; that
pl ace the concerns of the poor above those of creditors;
that give maintaining full enploynment a higher priority
than reducing inflation (at |east when inflation is |ess
than 20 percent a year); and that fight poverty and pronote
econonmic growh directly, rather than nerely establish
condi tions under which econonies will be likely to grow,
and poverty to decline, on their own. There is serious
debate over each elenent in this program Stiglitz provides
a powerful |ogical case, together with nuch by way of both
br oad- based evi dence and firsthand specifics, to support
his side on each of these issues. But his objective is not
to give a bal anced assessnent of the debate.

Stiglitz has presented, as effectively as it is possible to
i magi ne anyone nmaking it, his side of the argunent,
including the substantive case for the kind of econom c
devel opnment policies he favors as well as his nore specific
i ndi ctnment of what the | M- has done and why. Hi s book
stands as a challenge. It is now inportant that soneone

el se—+f possible, soneone who thinks and wites as clearly
as Stiglitz does, and who understands the underlying
econom c theory as well as he does, and who has a firsthand
command of the facts of recent experience conparable to

hi s—take up this challenge by witing the best possible
book | aying out the other sides of the argunment. What is
needed is not just an attenpt to answer Stiglitz's specific
criticisns of the I M- but a book setting out the
substantive case both for the specific policies and al so
for the general policy approach that the | M- has advocat ed.

Wio might wite such a book? The nobst obvi ous candidate is
the former MT econom st Stanley Fischer, who throughout
the years that Stiglitz's analysis covers was the M s
first deputy managing director—that is, the Fund's second-
hi ghest ranking official, but for nost observers, the
person who, far nore than anyone el se, actually set the
direction of the organization's policies. Another is ny
Harvard col | eague (now president of the university)

Lawr ence Summers, who served as the US deputy treasury
secretary, and then secretary, during these years.
Supporters of the IM-in the academc world, like MT's
Rudi ger Dornbusch, may lack the firsthand "who said what to
whom" knowl edge that comes from hi gh-1evel public service,
but they are clear-thinking econom sts and power ful
advocat es nonet heless. In the absence of such an answer,



however, Stiglitz's book will surely claima |arge place on
the public stage. It certainly stands as the nost forceful
argunment that has yet been nade against the IMF and its
pol i ci es.

Not es

[1] Data fromthe 1999/ 2000 Worl d Devel opnent Report, Table
2.

[2] These are ny cal cul ati ons based on data in the 2001
Wrl d Devel opnent Indicators; 1999 is the |atest year for
which full data are available. Some countries that are
presunmabl y poor enough to be in the "l owest-inconme fifty"—
for exanpl e, Afghani stan—are excluded because per capita

i ncone data are not available for them

[3] "The Disturbing 'Rise’ of 3 obal Income Inequality,"”
Nat i onal Bureau of Econom c Research Wrki ng Paper No.
w8904, April 2002.

[4] Data fromthe 2002 Wrl d Devel opnent Report, Table 1.

[5] Surprisingly, Stiglitz is not consistent in his own
treatnment of the question of what conditions are
appropriate for |oans. He repeatedly castigates the | M for
inmposing its officials' views over those of government
officials in debtor countries. But he boasts about how the
Worl d Bank, where he worked, forced Russia to accept
stringent conditions in order to receive a |oan.
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