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1 .
Making Globalization Work is the third 
of Joseph Stiglitz’s popular, and pop­
ulist, books.1 Like Jeffrey Sachs, Stiglitz 
is an economist turned preacher, one 
of a new breed of secular evangelists 
produced by the fall of communism. 
Stiglitz wants to stop rich countries 
from exploiting poor countries with­
out damaging the springs of wealth- 
creation. In that sense he is a classic 
social democrat. His missionary fer­
vor, though, is very American. “Saving 
the Planet,” one of this new book’s 
chapter headings, could have been its 
title.

Stiglitz is in favor of globalization— 
which he defines as “the closer eco­
nomic integration of the countries of 
the world.” He criticizes the ways it 
has been done. The “rules of the 
game,” he writes, have been largely set 
by US corporate interests. Trade 
agreements have made the poorest 
worse off and condemned thousands 
to death through AIDS. Multinational 
corporations have stripped poor coun­
tries of their natural resources and left 
environmental devastation. Western 
banks have burdened poor countries 
with unsustainable debt.

Much of this is well said. Although 
it is not new, it bears repeating. But 
the main problem at present is not 
how to make globalization fairer for 
poor countries. It is how to make it less 
volatile; and to remove the threat it 
poses for poor and middle-income 
people in rich countries—those voters 
who have the power to derail it. 
Anti-globalization sentiment is a rich- 
country phenomenon. It is rather bi­
zarre, therefore, to write a book about 
making globalization work that pays 
so little attention to the concerns of 
people in rich countries.

This is the more regrettable because 
Stiglitz’s technical work, for which he 
got a Nobel Prize in economics, is 
about market failures typical of de­
veloped economies. The “Shapiro- 
Stiglitz” model explains why wages 
cannot be sufficiently flexible to main­
tain continuous full employment—an 
insight that could have been profitably 
applied to the effects of low-wage 
competition from East Asia. But, as in 
his other writings on globalization, 
Stiglitz has been primarily influenced 
by his experience as chief economist of 
the World Bank in the 1990s. This con­
vinced him that Washington-inspired 
policies to promote economic devel­
opment in poor countries were, in fact, 
hindering it. He was particularly out­
raged by the response of the Interna­
tional Monetary Fund during the East 
Asian meltdown in 1997-1998, which, 
he said, through its poorly conceived

'The two previous ones were Global­
ization and Its Discontents (Norton,
2002) reviewed in these pages by Ben­
jamin M. Friedman, August 15, 2002; 
and The Roaring Nineties (Norton,
2003) , reviewed in these pages by Wil­
liam D. Nordhaus, January 15,2004.

bailout efforts, turned slowdowns into 
recessions, and recessions into depres­
sions. His public criticisms are said to 
have led to his removal from the 
World Bank in 2000 at the behest of 
then US Treasury Secretary Lawrence 
Summers. This book expands on his 
earlier criticism of Western develop­
ment policies and proposes social- 
democratic alternatives.

2 .
In Stiglitz’s view, postwar trade 
regimes—G A TT, WTO, N A F T A — have 
been heavily weighted in favor of the 
rich countries—by which he means 
primarily the United States, Europe, 
and Japan. These countries have used 
their greater knowledge and economic 
power to out-bargain poor countries. 
The rich countries have forced liberal­
ization of trade—first in industrial 
goods, then in skilled services—on 
poor countries, while retaining their 
own agricultural subsidies, and non­
tariff barriers (in the form of environ­
mental standards) that punish poor- 
country exporters. There is no lack of 
evidence for these claims.

Stiglitz proposes a new principle for 
international trade agreements: re­
ciprocity among equals, but differenti­
ation between countries in different 
stages of development. Rich countries, 
he argues, should open up their mar­
kets to poor ones without demanding 
reciprocal access to poor countries and 
without imposing their own labor or 
environmental standards on those

countries. Poor countries should be al­
lowed to keep tariffs. Rich countries, 
whether in Europe or North America, 
should phase out agricultural subsi­
dies. They should encourage the immi­
gration of unskilled labor. They should 
refrain from making bilateral trade 
agreements, which allow special inter­
ests to operate in the dark. True 
enough, he concedes, all this might 
lead to job losses in rich countries, but 
these should be compensated by “bet­
ter adjustment assistance, stronger 
safety nets, and better macro-economic 
management” as well as “more invest­
ment in technology and education.” In 
view of the political obstacles to such a 
compensatory program, this is a re­
markably cavalier treatment of the 
biggest worry facing rich-country 
workers, to which I shall return.

Stiglitz vigorously attacks TRIPs— 
“trade-related aspects of intellectual 
property rights.” TRIPs, he argues, have 
“imposed on the entire world the dom­
inant intellectual property regime in 
the United States and Europe, as it is 
today.” New drugs could save millions 
of lives in poor countries, but they are 
unaffordable because they are pro­
tected by patents that allow the drug 
companies to charge monopoly prices 
for a period of twenty years or more. 
By including patent protection in the 
World Trade Organization, he writes, 
American and European negotiators 
signed a “death warrant for thousands 
of people in the poorest countries of 
the world.” Pharmaceutical companies 
should be forced to sell life-preserving

drugs to poor countries at near cost 
—or face compulsory licensing of 
generic drugs that can be produced by, 
and traded between, developing coun­
tries. Stiglitz also wants to give poor 
countries reverse protection against 
what he calls drug companies’ “bio­
piracy”—exploitation of the traditional 
plant-based medicines of poor coun­
tries without paying for them.

Stiglitz raises the interesting ques­
tion of whether, or how much, patent 
protection is needed as a spur to inno­
vation, and in what fields. There is a 
case for arguing that such protection 
rewards trivial innovations, and slows 
down more fundamental ones by erect­
ing barriers to entry into the market. It 
is also true that AIDS has shrunk life 
expectancy in southern African coun­
tries like Botswana, Kenya, Zimbabwe, 
Malawi, and South Africa. However, 
Stiglitz is wrong to single out TRIPs as 
the main obstacle to the use of anti­
retroviral drugs. As he recognizes, 
Brazil, another AIDS-ravaged country, 
simply disregarded the TRIPs regime 
and started manufacturing antiretrovi­
ral drugs on its own. In South Africa, 
by contrast, Health Minister Manto 
Tshabalala-Msimang denounced the 
drug nevirapine—used to prevent the 
transmission of HIV from mother to 
child—as “poison” to South Africa’s 
women.2

Stiglitz claims that rich countries 
also rob the poor of their natural re­
sources. Resource exploitation is the 
quickest way for a country to grow, 
provided the resources aren’t stolen. 
However, natural resources are ex­
haustible, so unless an economy ex­
pands beyond its natural resource 
base, its capital runs down even as its 
income grows. Governments can miti­
gate this outcome by various technical 
devices such as the establishment of 
“sovereign wealth funds” that “save” 
part of the resources for future gener­
ations. But such remedies, Stiglitz ar­
gues, are made more difficult because 
multinational companies combine with 
corrupt domestic dictators to rob the 
populations of resource-rich countries 
of the wealth that could be theirs.

T h e  cluster of remedies Stiglitz pro­
poses—many of them familiar—are 
designed to ensure that poor countries 
with abundant natural resources get 
“full value” for the resources ex­
tracted. He advocates, among other 
reforms, “green” accounting methods 
that allow for depletion and environ­
mental “externalities” (such as pollu­
tion of the air and water), full dis­
closure of royalty payments, and 
certification of origin to prevent trade

2Stephen Lewis, UN Special Envoy for 
HIV/AIDS in Africa, said on August 
18, 2006, that “South Africa is the un- 
kindest cut of all. It is the only country 
in Africa...  whose government is still 
obtuse, dilatory and negligent about 
rolling out treatment. It is the only 
country in Africa whose government 
continues to propound theories more 
worthy of a lunatic fringe than of a 
concerned and compassionate state.” 
See www.kaisemetwork.org/health_cast/ 
uploaded_files/Lewis % 20Closing% 20 
Speech.pdf.

http://www.kaisemetwork.org/health_cast/


nous wheel”—but he always put his al­
lusions to intricate and productive use. 
Every myth, we might say, is a revised 
myth; Lowry is conducting an argu­
ment with it. And even the most 
solemn moments in Lowry’s letter to 
Cape (“This drunken horseman is ... 
the first appearance of the Consul 
himself as a symbol of mankind”) can 
be read as the language of an author 
anxiously trying to speak the idiom of 
an advertiser or an academic. And he 
wasn’t always solemn, even then:

The novel can be read simply as a 
story which you can skip if you 
want. It can be read as a story you 
will get more out of if you don’t 
skip. It can be regarded as a kind 
of symphony, or in another way as 
a kind of opera—or even a horse 
opera. It is hot music, a poem, a 
song, a tragedy, a comedy, a farce, 
and so forth. It is superficial, pro­
found, entertaining and boring, ac­
cording to taste. It is a prophecy, a 
political warning, a cryptogram, a 
preposterous movie, and a writing 
on the wall.

Lowry didn’t think the book was 
without faults, but its main defect, he 
said, “comes from something irreme­
diable. It is that the author’s equip­
ment, such as it is, is subjective rather 
than objective, a better equipment, in 
short, for a certain kind of poet than a 
novelist.” Subjective, objective; poet, 
novelist. These are large, loose terms, 
but in context they say something very 
specific. Passionate egoism is looking 
for an impersonal form; a remarkable 
novel written with a (not very good) 
poet’s equipment is not the same as a 
good or bad novel by a good or bad 
poet. When Lowry says the “concep­
tion” of his book is “essentially poeti­
cal” he means the work is intensely 
structured and saturated with meaning 
—or better, with chances of meaning.

3 .
The chance of meaning is one of 
Lowry’s great subjects, and figures 
prominently in the story I have already 
quoted from, “Ghostkeeper,” first pub­
lished in Ted Solotaroff’s American 
Review in 1973 and then collected in 
Psalms and Songs (1975). Day calls it 
“another of [Lowry’s] writer-being- 
written-about pieces,” Bowker echoes 
him with “another self-reflective story 
about a writer,” and Hofmann does not 
include it, so my own long affection for 
the story may be suspect. I do think it 
gives us, however, something different 
from yet another stab at ending the 
voyage that never ends.

It is written in a mixed mode: partly 
as a form of fiction rather more fully 
realized than Lowry’s later work usu­
ally is, and partly as notes on that fic­
tion. It may be that reading Kundera 
and Coetzee helps to see that this 
mode could be an artistic mode and 
not just a half-baked project. A man 
and his wife—he writes an essayistic 
column for a local newspaper—walk 
in a seaside park in Vancouver. They 
find an old wrecked boat (“very nar­
row in the beam, blunt-nosed and 
blunt-sterned, about fifteen feet long, 
no paint left on it, salt-gray, battered, 
pock-marked”). Various coincidences 
involving watches occur (they have 
lost theirs, so has someone else they 
meet, a young Frenchman tries to sell 
them a watch, they find a watch and

spend much of the rest of the story try­
ing to return it to its owner). The king 
of England dies—the day is February 
5,1952. The writer (who is an English- 
born Canadian) jokes to himself about 
becoming an Elizabethan. The cou­
ple see some children throwing stones 
at ducks and are immeasurably dis­
traught by this cruelty. The writer has 
a panic attack, expressed in the writing 
by a sort of high-speed parody of 
Dante: “Anguish trees stood about 
the suicide lake, apprehension bushes
were dotted here and there__ ” And
gradually we get the story of the story. 
The writer wants to write these events 
up, tell it all “just as it happened, or 
rather.. .just as it has not yet com­
pletely happened,” since they are still 
trying to return the watch to the mys­
terious H. Ghostkeeper, whose name 
is inscribed on it.

All these apparent messages from 
the inanimate world are irresistible 
but don’t add up. “For how could you 
write a story in which its main symbol 
was not even reasonably consistent, 
did not even have consistent ambigu­
ity?” The writer finally manages a neat 
little story with a moral about how chil­
dren should be nice to ducks, “a touch­
ing little conte,” but only by dropping 
everything that seemed to him eerie 
and important, “philosophical,” about 
the events of the day. The writer here, 
Lowry says in his own voice, “is now 
standing within the possibilities of his 
own story and of his own life.”

The point seems to be that all 
these possibilities of his story (and 
of his own life) wish in some way 
to fulfill themselves, but what 
makes it terrifying is that the mind 
or intelligence that controls these 
things, or perhaps does not control 
them, is outside...  and not within.

There is no mind or intelligence con­
trolling or failing to control these 
things, as Lowry and his character well 
know. There is only the accumulation 
of coincidence, the insistent apparent 
promise of meaning lurking in sheer 
accident. This is what a character in 
Pynchon’s V. describes as “life’s single 
lesson: that there is more accident to it 
than a man can ever admit to in a life­
time and stay sane.”

The accidents are hard to acknowl­
edge because we want them to be some­
thing else, and they keep pretending to 
help us out. “The mind is not equipped 
to look at the truth,” Lowry writes in 
“Ghostkeeper,” meaning this kind of 
truth: the sense that raw events talk to 
us, even if we are not novelists. “So fi­
nally even this story is absurd, which is 
an important part of the point, if any, 
since that it should have none whatso­
ever seems part of the point too.” Or 
the point is about multiple possibility, 
including the precarious implied liter­
ary balance between a cheap comple­
tion and an ongoing mess. Lowry 
never found the balance again after his 
great novel; except perhaps briefly 
here, in a story that both ends and 
doesn’t end. Its last words are:

But suddenly his fear was trans­
formed into love, love for his wife, 
and that meaningless, menacing 
fear was transformed into a spring 
wood bearing with it the scent of 
peach blossoms and wild cherry 
blossoms.

Pray for them!

□
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connecting the various research projects I have undertaken 
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Morley’s account of legendary spymaster 
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in resources like diamonds from Sierra 
Leone from being used to finance vio­
lent domestic conflicts. Foreign aid to 
poor countries should be reduced by 
the amount of the internal “theft” of 
resources by governments or foreign 
corporations. These measures recog­
nize the importance of changing the 
incentives of home governments in 
their dealings with multinational cor­
porations. Stiglitz ignores, however, 
the problem of the incentives faced by 
such governments in dealing with their 
own populations. What method of 
choosing rulers minimizes the ten­
dency to corruption?

Stiglitz’s preferred mechanism for 
slowing down COz emissions is a car­
bon tax. All countries should impose a 
tax on carbon emissions at rates re­
flecting the emissions they generate. 
The tax would be set high enough to 
yield the reductions envisaged by the 
Kyoto agreement of 1997, without 
having to set national targets. This is 
sensible enough, given the premise 
that climate change is mainly the re­
sult of C02 emissions.

The chapter on debt is the best in 
the book. Stiglitz writes:

Developing countries borrow too 
much—or are lent too much— 
and in ways which force them to 
bear most or all of the risk of sub­
sequent increases in interest rates, 
fluctuations in the exchange rate, 
or decreases in income.

As a result developing countries are 
often burdened with debt they can’t 
service. Stiglitz’s solution is in two 
parts: these countries “should borrow 
less—much less—than they have in 
the past”; and the world has to agree 
on an “orderly way of restructuring 
and reducing debt.”

Stiglitz’s approach to debt reform 
has become mainstream wisdom, 
though action lags some way behind. 
There is widespread agreement that 
assistance to poor countries should 
mainly be in the form of grants, not 
loans, since loans are unlikely to be re­
paid; that highly indebted poor coun­
tries should borrow very conserva­
tively in their own currencies; that 
taxes and restrictions may need to be 
placed on the short-term capital flows 
by which foreign investors seek quick 
returns and may equally quickly pull 
out their money. As of July 2005, 
twenty-eight highly indebted poor 
countries had been given $56 billion in 
debt relief. At Gleneagles in June 
2005, the G8 agreed to offer 100 per­
cent relief for the poorest eighteen 
countries, fourteen in Africa.

There is increasing agreement that 
countries should not be made to repay 
“odious debt”—debt incurred by pre­
viously corrupt or repressive rulers 
which generally went straight into their 
bank accounts—and growing support 
for debt restructuring by means of a 
“super Chapter 11,” or international 
bankruptcy code. What rightly gives 
conservatives pause is the new inter­
national bureaucracies required to ad­
minister these rules. Stiglitz proposes 
the establishment of an “International 
Credit Court” to decide how much 
“odious debt” countries need to repay 
as well as an International Bankruptcy 
Agency to restructure sovereign debt. 
For someone so alert to the possibility 
that producers will capture govern­
mental institutions, Stiglitz is surpris­
ingly optimistic about the potential of

these bodies to right the wrongs he 
describes.

Stiglitz next turns to the global mon­
etary system. Here the big problem 
has been accumulation of foreign ex­
change reserves—mainly dollars—by 
developing countries. Between 2001 
and 2005, Japan, China, South Korea, 
Singapore, Malaysia, Thailand, In­
donesia, and the Philippines doubled 
their total reserves from $1 trillion to 
$2.3 trillion, with China as the super- 
star. China’s per capita income is less 
than $1,500 a year, of which the equiv­
alent of $799 is held in reserves. For 
developing countries as a whole, for­
eign exchange reserves rose from 6-8 
percent of GDP during the 1970s and 
1980s to 30 percent of GDP by 2004. By 
the end of 2006, developing country 
reserves were expected to reach $3.35 
trillion.

Developing countries hold such high 
reserves of foreign exchange to insure 
themselves against destabilizing runs 
on their domestic currencies and to 
avoid the intrusive IMF supervision 
that befell the countries caught in the 
East Asian crisis of 1997-1998. East 
Asian countries also keep their own 
currencies undervalued to promote 
their countries’ exports. Countries use 
their reserves to buy American Trea­
sury bills. This enables the US to con­
sume more than it produces, to the 
tune of nearly 7 percent of its GDP.

However, accumulation of reserves 
earns less interest income for central 
banks than alternative uses of such 
funds, and exposes them to large capi­
tal losses should the reserve currency 
depreciate against the home currency 
—as has been the case with the US 
dollar. Stiglitz rightly emphasizes the 
staggering “opportunity costs”—the 
alternative opportunities foregone— 
to developing countries of maintaining 
such high reserves. US Treasury bills 
earn only 1-2 percent as against the 
10-15 percent that could be earned in 
high-return domestic projects.

To overcome these flaws, Stiglitz re­
works a proposal put forward in the 
1960s for the IMF to issue a new inter­
national reserve currency called “spe­
cial drawing rights” (SDR), which he 
calls “global greenbacks.” The cre­
ation of a special reserve currency, he 
argues, would make it less necessary 
for countries to accumulate dollar re­
serves, and “would do more to make 
globalization work than any other [ini­
tiative].” It is not obvious why this 
should be so. It may help the heavily 
indebted sub-Saharan African coun­
tries—though at the risk of making 
them SDR addicts—but it would do 
nothing to prevent excessive reserve 
accumulation by countries like China, 
Japan, and Russia.

Although Stiglitz also mentions with 
approval John Maynard Keynes’s 1941 
proposal to penalize excessive reserve 
accumulation, he does not follow it up. 
Keynes’s proposed Clearing Bank 
would have required countries whose 
trading accounts were persistently in 
surplus to revalue their currencies as 
well as to pay interest on their “excess” 
deposits. The object of these measures 
was to give incentives to creditor 
countries to spend their surpluses, not 
hoard them.3 This suggestion, which

3For a stimulating contemporary ver­
sion of Keynes’s ideas on interna­
tional financial architecture, see Paul
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MY STORY

I am, among other identities, Professor of Law at the 
University of California at Berkeley. In addition to White by 
Law, my books include Racism on Trial and Race, Law and 
Society.

MY PUBLISHER

NYU Press.

N Y U  P r e s s
CHAMPION OF GREAT IDEAS SINCE 1916

was never adopted, cuts more directly 
at the root of excessive reserve accu­
mulation than simply expanding the 
volume of “global greenbacks.”

The book concludes with hints of new 
solutions. Stiglitz wants to “minimize 
the damage” corporations do to soci­
ety and “maximize their net contribu­
tion,” and to this end he proposes five 
measures: strengthen corporate social 
responsibility, prevent monopolies or 
cartels, increase the scope of liability 
for environmental damage, make pos­
sible class action suits at a global level, 
and create WTO rules against unfair 
competition and bribery.

Beyond this, all global institutions 
need to be democratized. In rich coun­
tries (although not recently in the US) 
governments have intervened to re­
dress inequality of power and wealth; 
but these same countries have un­
leashed an almost unregulated free 
market on the rest of the world. Stiglitz 
recognizes that poor government in 
poor countries is partly responsible for 
keeping them poor; but he also argues 
that corporate interests are largely to 
blame for poor government. By weak­
ening the nation-state, they weaken 
the ability of governments to respond 
to the problems they create. What is 
needed, Stiglitz argues, is democratic 
global institutions analogous to those 
that exist in national jurisdictions. 
“Governance—problems in the way 
decisions get made in the international 
arena—are at the heart of the failures 
of globalization.”

Stiglitz proposes ten procedural and 
ten substantive commandments to be 
the basis of a new “global contract.” 
The first ten are aimed at increasing 
the representation and power of poor 
and small countries in global organiza­
tions. The next ten would enshrine a 
great many commitments by devel­
oped countries to developing ones, in­
cluding support for democracy:

I remain hopeful that the world 
will sooner or later—and hope­
fully sooner—turn to the task of 
creating a fairer, pro-development 
trade regime. Demands for this by 
those in the developing world will 
only grow louder with time. The 
conscience and self-interest of the 
developed world will eventually 
respond.

3 .
What view is one to take of these argu­
ments? I have pointed out some of 
Stiglitz’s useful analyses and propos­
als; the mystery to me is how such a 
fine economist could write such an un­
satisfying book. Its main flaws seem to 
me to be the following:

First, Stiglitz greatly underestimates 
the extent to which globalization, im­
perfect as it is, is helping people in 
poor countries. Already, it has lifted 
hundreds of millions of people out of 
poverty. Stiglitz finds a world “replete 
with failures.” Typical is his remark 
that although 250 million Indians have 
improved their standard of living “im­
mensely” in the last two decades, 800 
million haven’t—a good example of 
his failure to give progress its due. Or: 
“The sad truth...  is that outside of 
China, poverty in the developing 
world has increased over the past two

Davidson, John Maynard Keynes (Pal- 
grave Macmillan, 2007).

decades.” The World Bank puts it dif­
ferently: “By the frugal $1 a day stan­
dard we find that there were 1.1 billion 
poor in 2001—about 400m fewer than 
20 years previously.” Stiglitz believes 
that the increase in poverty outside 
China qualifies the progress made in 
poverty reduction. But 400 million 
fewer people living in extreme poverty 
is a happy, not a sad, truth, whether it 
happens in China or anywhere else.

He also underplays the gain achieved 
outside China. It is true that the num­
ber of very poor outside China rose 
slightly. Stiglitz cites the figure of 877 
million in the developing world in 
2001 living on less than $1 a day, an in­
crease of 3 percent over 1981. What he 
fails to mention is that the total popu­
lation of these countries increased by
20 percent over this period, so that 
while there is a slightly higher number 
of very poor people in the developing 
world today, they represent, propor­
tionally, a decline from 32 percent to
21 percent of the overall population.

Stiglitz also ignores the fact that the
number of those living on between $1 
and $2 a day rose about as much as the 
number of people living on under $1 a 
day fell. Nor does he mention the 
World Bank estimate that if global 
poverty continues to fall at the rate it 
did between 1981 and 2001, the reduc­
tion will almost certainly be sufficient 
to meet the UN Millennium Develop­
ment Goal of halving the proportion 
of people living on less than $1 a day 
by 2015.4 * A different observer might 
see the glass half full rather than half 
empty.

Where Stiglitz accepts that progress 
has happened, he denies that it can be 
attributed to the current way global­
ization is occurring. His method is to 
show that countries that rejected the 
free-market mantra known as the 
“Washington consensus” did better 
than countries that followed it. For ex­
ample, East Asian governments, such 
as Japan, Taiwan, and South Korea, 
invested in industries with high growth 
potential, encouraged their popula­
tions to save, limited imports that un­
dercut their agriculture and manufac­
turing, and (in the case of China and 
India) restricted short-term capital 
flows.

Such interventions may or may not 
have contributed to their “miracles.” 
But surely much more important were 
the acts of domestic liberalization of 
the economy: for China the decollec­
tivization of agriculture and introduc­
tion of the “household responsibility 
system” in the late 1970s; for India, the 
deregulation of much production, in­
vestment, and foreign trade in the 
1990s. Above all, the “export-led 
growth” of East Asia depended cru­
cially on the opening up of foreign, es­
pecially Western, markets through bi­
lateral deals and successive rounds of 
tariff reductions.

Globalization, however imperfect, 
does often work for the poor. Despite 
its universal message, Stiglitz’s book is 
mainly about making it work for sub- 
Saharan Africa, where the problem is 
in large part endemically bad govern­
ment. As we have recently seen, even

4For the best discussion of these issues,
see Shaohua Chen and Martin Raval- 
lion, “How Have the World’s Poorest 
Fared Since the Early 1980s?,” The 
World Bank Research Observer, Vol. 
19, No. 2 (Fall 2004), pp. 141-169.



“successful” African states like Kenya 
and Nigeria can collapse into chaos at 
a moment’s notice.

Second, Stiglitz underestimates the 
extent to which poor countries are re­
sponsible for sustaining their own 
poverty. He shirks the key question: 
Why, over time, did some countries 
geTrich and others stay poor?. His im- 
plicit, quasi-Marxist answer is that it 
was because the rich exploited the 
poor. An alternative, and to my mind 
superior, approach, pioneered by 
Douglass North, is that countries now 
rich developed institutions superior to 
those of countries that stayed poor,

and that the gap in economic develop­
ment between different parts of the 
world had already emerged by the 
eighteenth century.5

As North tells it, economic growth 
requires the equalization of the pri­
vate and social rate of return—en­
trepreneurs have to be able to receive 
the benefit which their enterprise con­
fers on society if enterprise is to take 
place. This requires governments to 
create and maintain private-property 
rights. The establishment of a robust 
private-property regime was the out­
standing institutional contribution to 
the West’s economic development.

Stiglitz wants to do the reverse for 
poor countries. The emphasis of his 
book is on the damage multinational 
corporations do, and he wants them to 
reduce this damage by forcing them to 
pay for it, that is, by limiting their 
property rights in poor countries. This 
is a defensible position if one believes 
that the social value of entrepreneur- 
ship has declined. This may be the case 
in already developed countries, though 
if one looks at the revolutionary ef-

5See Douglass C. North and Robert 
P. Thomas, The Rise o f  the Western 
World: A New Economic History (Cam­
bridge University Press, 1973).
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fects wrought by the development of 
cell phones and Internet corporations 
like Google, one may doubt it. But the 
one place it is surely not true is in the 
developing world, which requires more 
entrepreneurship, not less. Although 
Stiglitz recognizes the importance of 
good domestic institutions for eco­
nomic success, the focus of his book is 
too resolutely on the external sources 
of failure. This fuels the natural ten­
dency of the unsuccessful to claim they 
are victims of the successful.

Third, Stiglitz ignores the harm 
globalization does to developed coun­
tries. This is, above all, a threat to the 
jobs and wages of their workers, so 

far largely to the unskilled, 
but spreading to the skilled 
as well. Average real wages 
in America have been stag­
nant for twenty or more 
years, even as the econ­
omy has boomed. Stiglitz 
recognizes that globaliza­
tion is pulling up unskilled 
wages in China and de­
pressing them in the US 
and that the depressing 
effect is faster than the 
pulling-up effect. He re­
jects protectionism, but, as 
we have seen, all he can 
offer is continued retrain­
ing and improvements in 
skills to fit American work­
ers for life in a competitive 
global economy. But this 
is an inadequateHtnifWgr. 
Practically all kinds of em- 
ployment that do not re­
quire physical presence can 
now be offshored. Accord­
ing to Alan Blinder, this 
amounts to 22-29 percent 
of all US jobs.6 There can 
be too much competition.

Fourth, Stiglitz underes­
timates the danger of fi­
nancial instability. We are 
currently living through a 
graphic demonstration of 
the volatility of an eco­
nomic system dominated 
by financial markets. Glob­

alization both increases the likelihood 
of financial crises and reduces the abil­
ity of governments to deal with them. 
Following the East Asian crisis of 1997- 
1998 and the Argentinian default of 
2002, it became conventional to say 
that financial shocks were confined to 
developing countries with their “im­
mature” financial markets, but that in 
the West we had discovered the secret 
of markets that don’t crash.

This so-called wisdom is now being 
turned on its head. Lawrence Sum­
mers is one of a growing number of 
economists who believe that the 
sub-prime credit crisis is more likely 
than not to drag America—and much 
of the rest of the world, which de­
pends on American consumption—

6Alan S. Blinder, “How Many US Jobs 
Might be Offshorable?,” Working Paper 
No. 142 (March 2007), Center for Eco­
nomic Policy Studies, Princeton Uni­
versity. Vladimir Masch has produced 
a plan for “compensated free trade” 
to “control globalization, save Ameri­
can jobs, prevent trade wars, stop pred­
atory trading, and impose financial 
discipline on our Micawberish coun­
try.” See “A Radical Plan to Man­
age Globalization,” www.businessweek 
.com, February 14, 2007.
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