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Special Seminar by Professor Joseph E. Stiglitz
“Making Globalization Work for Developing Countries”
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Date and Time: July 31, 2007, 16:00~18:00

Venue: International Conference Hall at the Institute for International Cooperation, JICA
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16:00-16:05 FMEFEHRE A HET EHERRIEE JICA) FFEE
16:05-16:45 HFEM . a7 E- AT 427U vy an b7 KEHEE
16:45-17:30 T 4 AJr v ra

IR T—H—

IMRBGRES ELBr v s A (BR) MR EER, RE AT %E

FAlE 77 RREEITTR  BURIT TR R PR R R R - A%

EF L — X —

NG BARRHEMEE Y —2 R
17:30-18:00 717 & D RASHA

< Program >
16:00-16:05 Welcome Address: Dr. Sadako OGATA, President, JICA
16:05-16:45 Keynote Speech: Dr. Joseph E. STIGLITZ, Professor, Columbia University
16:45-17:30 Discussion:
Commentators
Mr. Yotaro KOBAYASHI, Chief Corporate Advisor of Fuji Xerox Co., Ltd.,
Life-time Trustee, Japan Association of Corporate Executives
Dr. Takashi SHIRAISHI, President, Institute for Developing Economies-JETRO,
Vice President and Professor, National Graduate Research Institute for Policy Studies
Moderator
Mr. Akira KOJIMA, Chairman of the Japan Center for Economic Research(JCER)
17:30-18:00 Discussion with the participants
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< FEFMBSEE,/ Brief Biography of the Keynote Speaker >
Va¥IE - RT4 TV vV

19432 A 9 HKREA T4 T HINF ¥ U—tEFh, 7L —R PRFEFFER, 1967
FICw YT a—k Y TRRFTREFHE L SIS, 1970 Finb A =— VKRR, 7
VUV ANCRF, AR T —FRYE, v Fa—ky YV IRRY, v 7 XA 75— K
AN TN s Ay VTHMAR D, RO 37T RENLAEM LS 2RESNT
W5 (AARTIERMERT, REHKRT),

2001 FEATIEFRDOIEIFNEZ o T TGO T ~DEIERD B /) — VRGP EZE,

7 v b BOE T CIRKRERRERF AN EZ RS ZR (1993~97 4, 95~97 fEI3ER
£) #8507 %, HRERIT ERERREGE R REFSE (1997~2000 4),

BAEIX, anr BE7 RPER, an 7 KR 7 n— " WEBREAFZRERE, avub
T RFPERAGEA =T 74 7R&E, Flo, v~ F oA —RPEEBERE, 7y 7 R
RGNS~ — « 7'r s T ARELZ I,

ZE THREZARECLEZa—"Y XLADOIEMR (Globalization and Its Discontents) |
1% 35 SREICEIRR S 4L, 100 LA ED7E Y EiF ZRidk, ST TAMBMBEEIC /e D%
W L1317 (The Roaring Nineties)) [7 =7 L — F—H&EZEE R WKL AT L

(Fair Trade for Al ]| (353) | THRUTHEEZ TN -7 10— X L% IET (Making
Globalization Work) | %,

Joseph E. Stiglitz

Joseph E. Stiglitz was born in Gary, Indiana in 1943. A graduate of Amherst
College, he received his PhD from MIT in 1967, became a full professor at Yale in 1970. He
has taught at Princeton, Stanford, MIT and was the Drummond Professor and a fellow of All
Souls College, Oxford. He is now University Professor at Columbia University in New York

and Chair of Columbia University's Committee on Global Thought. He is also the co-founder
and Executive Director of the Initiative for Policy Dialogue at Columbia. In 2001, he was
awarded the Nobel Prize in economics for his analyses of markets with asymmetric
information.

Stiglitz was a member of the Council of Economic Advisers (CEA) from 1993-95,
during the Clinton administration, and served as CEA chairman from 1995-97. He then
became Chief Economist and Senior Vice-President of the World Bank from 1997-2000.

Recognized around the world as a leading economic educator, he has written
textbooks that have been translated into more than a dozen languages. He founded one of the
leading economics journals, The Journal of Economic Perspectives. His book “Globalization
and Its Discontents”(W.W. Norton June 2001) has been translated into 35 languages and has
sold more than one million copies worldwide. Other recent books include “The Roaring
Nineties” (W.W. Norton) and “Fair Trade for All” (Oxford University Press), with Andrew
Charlton. His newest book, “‘Making Globalization Work”, was published by WW Norton and
Penguin/ Allen Lane in September 2006.
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Opening Address

Opening Address

Chairman: Thank you very much for joining us in this special seminar by Professor
Joseph E. Stiglitz, organized by the Japan International Cooperation Agency and the
Japan Center for Economic Research. First, on behalf of the organizers, Dr. Sadako
Ogata, President of JICA, Japan International Cooperation Agency, will say a few

words.

Dr. Ogata: First, I would like to express my appreciation to you for joining us in this
seminar by Professor dJoseph Stiglitz, organized by the Japan International
Cooperation Agency and Japan Center for Economic Research.

Now, I would like to thank Professor Stiglitz for accepting this invitation, and also I
would like to thank the panelists and the moderator, the three gentlemen, for
accepting the invitation to come here.

First, I would like to briefly introduce Professor Stiglitz to you. He graduated
from Amherst University, and at Massachusetts Institute of Technology, he acquired a
Ph.D., and after that, he studied at Oxford University, Yale, and others. He taught at
these institutions, and in 2001 he received the Nobel Economic prize for research
about information asymmetry. And in the Clinton administration, he was a member
of the CEA, the Council for Economic Advisors, and he also became a World Bank
senior vice president and chief economist. At this moment, he is a professor at
Columbia University, and also he is the chairman of Columbia University's Committee
on Global Thought. His book, Making Globalization Work, I think, is a very famous

one. And also, Globalization and Its Discontents should be a renowned book.

The reason why we invited Professor Stiglitz is that in October of next year, JICA
will in fact integrate with the yen loan area of the Japan Bank for International
Cooperation, and this new JICA is expected to be the largest bilateral aid organization.
I hope that the integration of JBIC and JICA will not be just a simple sum, and I would
like to make sure that we are going to bring about synergistic effects.

With respect to the research organization, it is expected that the research
organization will be strengthened. The research institute of JICA and JBIC's

Development Institute will be integrated to establish a new institute. The new
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institute will embark upon research that is based on the ground, and this will become
a think tank for development assistance.

The new JICA, I hope, will be able to make a great contribution towards
development aid. At this moment, focusing on several themes with international
researchers, we have been cooperating in moving ahead with research projects. We
have been strengthening the functions of the research institutes. And as an attempt,
as part of this, we have been holding this seminar in cooperation with the organization,
and we have been trying to do our best.

2008 will be the year of the birth of a new JICA, and prior to that, there is going to
be the fourth TICAD, the Tokyo International Conference for African Development
that will be held in May next year. Also, there is going to be G-8 Summit that will be
organized in Japan next year. So in this respect, 2008 will be a great occasion for us
to exert Japan's leadership. For Japan, I believe this is going to be an enormous
opportunity for us.

Globalization is the trend of the times at this moment, and we hope we'll be able to
have a good discussion about globalization and the development of developing
countries, and I hope to hear the views of the participants. I would like to thank you

again for your participation today.

Chairman: Thank you. Now at this time, I would like to pass the baton to the
moderator, Mr. Akira Kojima, who is the chairman of the Japan Center for Economic

Research. Mr. Kojima, please.

Mr. Kojima: Now, I would like to ask Professor Stiglitz to give us the keynote speech.
Dr. Ogata introduced him very much in detail. Since 1997, he has been at the World
Bank. At the initial stage of the Asian financial crisis, he criticized that the IMF's
way was incorrect. Professor Rogoff is back at Harvard University but at that time he
was a chief economist, and Professor Stiglitz and Professor Rogoff had a big debate on
a web site, and I enjoyed the debate tremendously.

Who was the winner? I think it's obvious. And after that, in 2001 he won a Nobel
prize in economics. So, for the global winner, I think it was obvious that Professor

Stiglitz was the winner. So with respect to Asia, he has made the observation,and
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also he gave policy advice. Given today's theme, he is the ideal speaker. So, he is

going to speak for 40 minutes. Professor Stiglitz.
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Keynote Speech : Professor Joseph E. Stiglitz
“Making Globalization Work for Developing Countries”

Prof. Stiglitz: It's a real pleasure to be here to talk on this subject of making
globalization work for developing countries. In a way, the title summarizes a great
deal of what I'm going to say. Making globalization work suggests that it's not
working, and in fact, that's one of the themes -- that it's not working both for developed
and developing countries -- but the title, making globalization work, also suggests a
note of optimism, that there are reforms in the way globalization is managed that
could make it work. So what I want to do this afternoon is to describe both some of
the successes of globalization for developing countries, some of the failures, and some
of the reforms in the way globalization is managed that could enhance the likelihood of
success.

When one talks about the successes of globalization, one has to begin with the story
of India and China, two countries with 2.4 billion people, which have been growing at
historically unprecedented rates, continuing the successes of the East Asian miracle
that Japan had led beginning in the early 1960s. The pace of this growth is really
phenomenal. China has been growing at close to 10% for three decades. Little
noticed is that India has been growing at five to six percent for a quarter century, and
in the last few years, has been growing at actually 8% or more. And in fact, these
countries have become the engines of global economic growth. The world economy
has been growing at close to 5% for the last two or three years, a rate not seen for
several decades or a quarter century. And it's not on the basis of growth in Japan, in
the United States, or Europe. The basis of this has been growth in these emerging
markets.

I just want to spend a moment putting all this in historical perspective because
sometimes we forget how fast the world can change. In 1820, China had a third of
global GDP, and India had more than 15%, and this is the picture of what global GDP
looked like over the centuries. These numbers are not very, very reliable, but they are
not too bad. And what they show is, as I see it, that China had close to a third of the
global GDP, and India 15% in 1820, and what you see is the rapid decline in India and
China beginning in 1820. And now, they're getting back, but only partially back. It

wasn't an accident that they declined. It was actually a result of changes in
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technology and economic policies. The industrial revolution occurred, and also there
were deliberate attempts on the part of the U.K. government and other governments to
kill India, to kill India's exports, and it worked. Indian textile exports to Britain fell
by two-thirds in the span of a decade. India had been a major global producer of
textiles. It became a major importer of textiles from the U.K. So this shows that
policy can make a difference.

But it wasn't just soft-power policy, it was also military policy. The European
powers attacked China because they wanted to make sure that China was open, open
to opium, and China was exporting china, you know, ceramics, and other goods that
Europe wanted, but Europe had nothing that China wanted. So Europe figured if
they could get China addicted to opium, they would have something to sell. It's a sad
moment in global history.

Globalization has played a major role in the successes of China and India, largely
by both the export-led growth and access to technology. As I said, globalization, and
here I'm just focusing on economic globalization, the closer integration of the countries
of world as a result of lower communication and transportation costs, and the
reduction of man-made barriers to movements of good, services, capital, people, ideas,
and knowledge. And the pace of the lowering of telecommunication costs in the 90s is
really phenomenal; there was a 50% annually compounded annual decline. These are
some of the successes of globalization, and as I turn to talk about some of the problems,
one shouldn't forget the importance of these successes.

But elsewhere, there is a great deal of discontent with globalization, both as a
result of the outcomes of globalization and the processes, and I want to talk about
both.

There is a marked contrast between the success in East Asia and the
disappointments elsewhere. For instance, Latin America, which was the best student
of the Washington Consensus --- the set of policies that the World Bank and the IMF
pushed on the world --- in the 90s where this advice was most assiduously followed,
their growth was half of what it was in earlier decades. Brazil grew at 5.7% for 75
years before 1980. Then they started listening to the World Bank and the IMF, and
now they are happy if they grow at two or three percent. That’s viewed as a success.

They forgot the fact that for 75 years, they grew at close to 6%. The region as a whole
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has been marked by growing poverty, unemployment, crime, a growing fraction of the
population in the informal sector without job protections, and what growth has
occurred has gone mainly to the upper income groups.

Looking at it over a 25-year period, Africa has had a decline in per capita income.
The good news 1is, in the last two or three years, this has been arrested, and one
shouldn't again forget that, and hopefully maybe we'll have time later to talk about
what is the reason for this change, this growth in Africa in the last two or three years,
and how can it be sustained.

An American, Tom Friedman, has written a very popular book called The World is
Flat, and I wanted to emphasize that the world is not flat. He has argued that as a
result of the new technologies, the world is on a level playing field. The developing
countries can compete on an even keel with the advanced industrial countries. And
obviously what he is focusing on is the fact that the global geography has changed.
China and India are more competitive, but Africa is in some ways less competitive. It
has neither the resources nor the education to take advantage of the new technologies.
Not only is the world not flat, but in many ways it's becoming less flat. There is
growing inequality between the countries, and there is a growing inequality in most
countries around the world, and globalization has played an important role in these
failures.

In fact, the growing inequality in the advanced industrial countries is something
that was predicted by economic theory more than 50 years ago. And the way to
illustrate this is to use of a thought experiment. This is something that's not
advertised by the advocates of globalization and it's not talked about, but just think
about the following thought experiment. What would happen if there were perfect
integration of the countries of the world, if the markets were perfect -- we’'re nowhere
near that point so don't worry -- but if that happened perfectly, what would the world
look like? Well, it would mean that unskilled wages, unskilled workers, would get the
same pay everywhere in the world. That's what we mean by full global integration.
And that would mean that unskilled wages in Japan, the United States, and the U.K.
would be the same as unskilled wages in China and India. That means that they
would be much lower than they are today. And while we are nowhere near that, one

of the results that my teacher, Paul Samuelson, showed was that even without perfect
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globalization, just trade liberalization moves you in this direction and is a force for the
lowering of wages of unskilled labor and increasing inequality.

Unfair trade treaties have compounded the problems in developing countries, and
I'll talk a little bit about that later, but these problems are compounded by asymmetric
liberalization. We've worked more for liberalizing capital, the flows of capital, than
we have for labor, liberalizing more the flows of the capital intensive goods than of
labor intensive goods. What does that mean? Well, what that means is that the
bargaining power of capital is increased relative to labor because if taxes are increased
or if wages are too high, capital will say, we'll go somewhere else where we're treated
better. But workers can't do that. Particularly, unskilled workers can't move. So
you’ve changed the bargaining power, and the result of that change in the bargaining
power is a lowering of unskilled wages to the advantage of capital, and you see this
pattern around the world.

As I mentioned before, one of the ways that globalization has played a role in the
failures is that it has given advice that has not been good for development. Latin
America followed the advice of the IMF and the World Bank. Argentina, for instance
was the A+ student, and after the crisis in Argentina, other countries in Latin America
would say, if this is what happens to the A+ student, we don't want to go to that school.
The remarkable thing is that Argentina, after it got rid of the IMF, after it went into
default, has been growing at 8% for more than four years. So now, not only did it
catch up to where it was before, but it has actually exceeded its income in the pre-crisis
level. The contrast between the transition countries following the Washington
Consensus policies, and China and Vietnam which did not, is marked.

And finally, one has to note that Africa has continued to be exploited, even in the
post-colonial world. Advanced industrial countries have been willing to take out the
resources from these countries, from Africa, but have not really contributed to
strengthening education, technology and the other things that lead to long-term
economic growth.

Well, let me now try to describe some of the more particular problems in the global
architecture and economic architecture. One of the sets of problems is in finance.
One would have thought that globalization, with more advanced markets and more

sophisticated market economies, would lead to more stability, but in fact, it's led to
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more instability. There have been a hundred crises in the last 30 years. It's more
unusual for a country not to have a crisis than to have a crisis. East Asia, of course is
the most famous crisis, but as I say, it was only one of many crises that have marked
the last three decades.

But equally disturbing is the fact that money is flowing from poor countries to rich
countries. Last year, about half-a-trillion dollars went from developing countries to
the advanced industrial countries. That's not the way money is supposed to go. It's
supposed to go from rich to poor. It's going the wrong way. Money is going from the
poor to the rich. Again, economic theory says the rich countries ought to be better
able to absorb risk. But in spite of the advances and ability to slice and dice risk, the
poor countries still bear the brunt of risk. They tend to borrow in short-term, hard
currencies, and that means when exchange rate changes or interest rates sore, they
are left bearing the burden, and that is one of the reasons why there have been so
many crises around the world.

The advanced industrial countries have done a great deal to protect their own
interests. There’s been a rash of what are called bilateral investment agreements or
investment agreements that are part of bilateral trade agreements, and they've tried
to protect the investor interests, but little has been done to protect the interests of the
developing countries, for instance, to protect the environment. And unfortunately, all
too often, multinationals use the limited liability to protect themselves after taking out
the natural resources.

In the area of trade, I mentioned before that the international trade regime is
unfair to the developing countries, but the magnitude of this is sometimes
unappreciated. If you look at the agenda of the Uruguay Round, which is the last
round of trade agreements that was signed in 1994, it focused completely on the
agenda of the advanced industrial countries. One of the major advances of the
Uruguay Round is that it went into services. Well, normally we think services are
labor intensive. Developing countries are labor rich. Shouldn't that be
pro-development? But when they said services, they didn't mean services. What
they meant is the services that the advanced industrial countries export, services like
IT services and financial services. They didn't mean maritime services or

construction services, the services that are unskilled labor intensive and are the
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comparative advantage of the developing countries. So if you look at the agenda, it
was framed around the interests of the developed countries.

There were actually four issues that were talked about at the beginning of the
Uruguay Round. The developing countries wanted something done about
agricultural subsidies and about textiles, and the developed countries wanted
intellectual property rights, which should never have been in the agreement, and
financial services. The developed countries got what they wanted, but the developing
countries did not get any reduction in agricultural subsidies, and in the case of textiles,
they were told to wait for 10 years. And then after waiting for 10 years, they were
told to wait a little bit longer. Well, the result of this is that most of the gains went to
developed countries. That wasn't so surprising. But what was so disturbing is that
the poorest countries of the world, including sub-Saharan Africa as a whole, were
actually made worse off.

The magnitude of the imbalance, the way the system is stacked against the poor
countries, is highlighted by the fact that the OECD, the advanced industrial country
tariffs on goods from poor countries, are four times higher than they are on the goods
from other OECD countries. So in fact, if you look at the exports from a small country
like Mongolia, it may actually be larger; the tariffs they have to pay are larger than
the tariffs paid by a country like France. The whole tariff structure is designed to
discriminate against developing countries, and actually to inhibit developing countries.
The rich countries cost poor countries three times more in trade restrictions than their
total development assistance. So, this just gives you an idea of the magnitude of the
unfairness of the trade issues.

The agricultural subsidies are roughly equal to what the farmers produce
themselves. So I sometimes jokingly say that American corn farmers are more
accurately described as farming Washington than farming the soil because they get as
much money from Washington as they do from the land.

It was because the Uruguay Round was so unfair that there was a need for the
Development Round to address these problems. But what happened was not a
development round. It was really an attempt by the advanced industrial countries to
put old wine in new bottles, and some of the elements of what was called the

Development Round were even anti-development. The problem is not only did they
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just put old wine in new bottles, but the U.S. and the EU actually reneged on their
promises, and the result of this is, I would argue, that the Development Round does
not even deserve to be called a development round.

It is not surprising as a result that the developing countries are rejecting the
Development Round. India and Brazil have basically said, we won't go along with the
agreement. The fact is there is a lot of to-ing and fro-ing now; who's to blame for the
breakdown. In my mind, it's clearly the advanced industrial countries, the U.S. and
the EU. Some people have said, and to put that in perspective, to highlight what that
means, the U.S. has offered to cut its agricultural subsidies by raising them by 50%.
It says, okay, our offer to you is that we won't raise them by more than 50%. But you
have to understand that raising them 50%, before that they raised them by 100% from
what they were at the Uruguay Round when they were supposed to have reduced them.
So first they doubled them, and then, we say, okay, we’re going to make you an offer;
the offer is that we won't raise them by another 50%, more than another 50%. And
it's not surprising that the developing countries find this a little bit dishonest or
disingenuous. Who is going to be hurt? Well, the fact is that if you look at where the
Development Round has evolved, the benefits to developing countries currently are so
small that they have very little benefit out of it, even if it's completed.

Another problem with globalization as it's managed today has to do with knowledge.
Knowledge is an important aspect of globalization. I mentioned before that one of the
bases of success of East Asia was that it was able to take knowledge from around the
world and grow on the basis of it. One of the lessons of modern development is that
what separates developing countries from developed ones is not just the gap in
resources, but a gap in knowledge, so closing the knowledge gap is a central part of a
development strategy. But an unbalanced intellectual property regime makes it more
difficult to close that, and TRIPS, the trade related intellectual property provisions of
the Uruguay Round, were unbalanced. They have reduced access to knowledge. But
even worse, they make it more difficult to get access to life-saving medicines, and as a
result of the last round, thousands of people will be dying. Not surprisingly, the
developing countries have called for a development oriented intellectual property
regime.

Another set of problems has to do with global warming and global climate change.
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This is again, a global problem because global warming is the quintessential global
problem. We all share one atmosphere. But it's another arena in which global social
injustices are being played out. The major sources of pollution have been the
advanced industrial countries. The major reason that the levels of carbon dioxide and
greenhouse gases today in the atmosphere are much higher than they were in the
pre-industrial age are the burning of the fossil fuels in the advanced industrial
countries. But some of the major consequences lie in the South.

Finally, one of the reasons that there is such discontent with globalization is that
other values have been dominated by economics. The environment is sacrificed for
short-term commercial interests. There is reduced access to life-saving medicines;
while no compensation is provided to developing countries for their environmental
services either in biodiversity or carbon sequestration; no protection of traditional
knowledge from developing countries -- a concept called biopiracy; worry about the fact
that traditional cultures are weakened; restrictions on the ability to subsidize culture.
And finally, democratic processes are undermined, for instance, by IMF conditionality.

What I've tried to describe so far is the many ways in which the reasons for the
discontent with globalization are seen in terms of the outcomes. But there is also
concern about the processes, the processes by which decisions get made. The concern
is that global governance has been undemocratic, in particular, the voice of developing
countries has not been heard, and even when it's heard it is not listened to. It’s often
dominated by the North, or more accurately by special interests in the North where
the rules are made by the advanced nations for the advanced nations, or more
accurately for the special interests within them.

We recently have seen the nature of the problems highlighted by what's happened
in the World Bank. Here we have an institution committed to, supposedly, a
multi-lateral institution committed to promoting development, but the head of it is
appointed by the United States, and they appointed somebody whose major credential
was that he was the architect of the war in Iraq; what you would not have thought was
a strong credential for being the head of the world's major poverty fighting institution.
And after he became the head, the agenda that he set for the World Bank was not an
agenda that was focused on reducing poverty. It was corruption. He talked about

corruption. Corruption is important. But the way he did it was actually corrupt.
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He picked out the countries that were pro-United States and said, we’ll ignore
corruption there until they annoy the United States. The most famous case is that of
Uzbekistan. Uzbekistan got a lot of aid until Uzbekistan told the United States, we
want you to leave your air force bases, and then the next day, they discovered there
was corruption in Uzbekistan. There are other cases where they talked about zero
tolerance of corruption, and yet they wanted to expand assistance to some of the most
corrupt countries in the world because they were allies of the United States. So the
situation was really undermining the multilateral system and not focusing on what
the World Bank is supposed to be focusing on, which is reducing poverty in the poorest
countries of the world.

Well, you would have thought that an institution that keeps talking about good
governance would itself have good governance. But it doesn't when choosing the head
means not looking for the most qualified person in the world. It's whoever the
president of the United State wants. And in the case of the IMF, it's whoever the EU
wants. I think -- and one can show this, I think, very forcefully -- that governance
problems have contributed to these bad outcomes.

I also think one has to recognize that the failures of global governance reflect
weaknesses in our own democracies within the advanced industrial counties; the fact
that so often special interests have dominated national interests. We talk about the
cotton subsidies. It's not in America's interest to have these cotton subsidies that do
so much harm. They go to only 25,000 farmers. We have to ask, how can 25,000
farmers do so much harm to so many? Ten million people in sub-Saharan Africa have
their income decreased to benefit 25,000 rich American farmers. And most of the
money goes to 10,000 of these. Well, it's an example of the fact of the role of special
interests.

Moreover, globalization as it has been managed has actually undermined
democracy because of the excessive conditionalities and the way these conditionalities
have reduced the scope for democratic decision making within these countries. In
many of these countries, they are told that it's so important to have democracy, and
then the next thing we say, but by the way, on the things that are really important, you
can't have any voice. The international community has dictated you have to do this

and this and this.
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To summarize, globalization has made us more interdependent, greater
interdependence means greater need for collective action to act cooperatively. But
just as the world has a greater need for global economic institutions, confidence in
these institutions has waned.

The fundamental problem can be put simply that economic globalization has
outpaced political globalization. Too often, views about democracy, social justice,
social solidarity, even the rule of law, change at the border. I saw that so clearly when
I was in the Clinton Administration. When we talked about issues of domestic
economic policy, we would always talk about what was efficient, but we would also talk
about what was fair. When it came to international economic policy, the word
fairness never entered into the vocabulary. When we sent our trade minister, the U.S.
trade representative to Geneva to negotiate a trade agreement, we didn't say, come
back with a fair trade agreement. If he did that, he would be fired. We say, come
back with the best agreement for America, and what we meant by that was not the
best agreement for America, we meant the best agreement for our major campaign
contributors. And that's what they did. So in intellectual property, another example,
the Clinton Administration was committed to getting more access to health care and
more access to medicine. That was one of the big issues in the 1992 campaign. But
when it went to Geneva for trade negotiations, it focused on getting less access by
making generic medicines unavailable to the poor countries. So it was doing exactly
the opposite. Why? Because the pharmaceutical companies were contributing, and
domestically, American citizens said, we want access to medicines. Internationally,
people who don't have access don't vote, but the pharmaceutical companies make
campaign contributions.

Democracies have learned how to temper the market economy to make sure that
most individuals benefit, but we have not yet learned how to temper the excesses of
globalization. And while globalization has put new demands on the nation state, for
instance, those associated with growing inequality, it has reduced their ability to
respond. And part of the reason that globalization is not working is that we have not
yet really democratized globalization.

In some ways, matters have become worse in recent years because of the end of the

Cold War. In the Cold War, we had to pay attention to the developing countries
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because we had to win their allegiance in the Cold War. When we gave assistance to
Mobutu in the Congo, we knew that the money was going in a Swiss bank account, but
we were not trying to promote development, we were trying to get their allegiance in
the Cold War. And it worked for that purpose, but it didn't work for development.
At the end of the Cold War, we had a choice. We had a choice either to change
international economic policy based on principles of democracy and helping the poor,
or we had the opportunity to use power to make sure that the multinational
corporations in the advanced industrial countries could get what they wanted because
we didn't have to contend with winning allegiances in the Cold War. Well,
unfortunately, we made the wrong choice. We let it be determined not on the basis of
principles, but on the basis of special interests. We missed the opportunity for global
leadership, and we used our position to advance parochial commercial interests, often
in a unilateralist manner. But in the last six years, things have become even worse.

I want to emphasize though that the opposition to globalization 1s not to
globalization itself, but to the way it has been managed, to both the way it's been
managed to advance the advanced industrial countries' special interests, the fact that
economic values have dominated other values in undemocratic processes, and to the
particular set of ideologies that have underlain these policies, the market
fundamentalism, and what’s referred to as the Washington Consensus policies.

Well, as I said it's not globalization itself, it's the way it's been managed, and the
reason I emphasize this is because I want to emphasize that change is possible. In
fact I would argue that change is inevitable. The world is changing. There is new
global geopolitics. Today, China is giving more aid for infrastructure than the World
Bank and the African Development Bank combined. It's part of the new geopolitics.
There are new technologies, the new economies, new scarcities associated with oil, and
climate change, and globalization has set in motion its own changes. For instance,
while the negotiators have been negotiating about cotton subsidies, the WTO panel
has ruled that those cotton subsidies are illegal. So the U.S. is trying to continue
something that WTO has already declared to be illegal. And the U.S. Congress right
now 1is in the process of passing a bill continuing these illegal subsidies. So, the
question is whether we make the changes before a crisis occurs in a way that is likely

to be a patchwork, setting in motion another crisis at a later day, or whether we work

50



Keynote Speech

together to make globalization work, or at least to make it work better. One of the
main points in my book, Making Globalization Work, was to lay out an agenda of the
kinds of reforms that would make it work better, and I'll go through these just very
quickly. In trade, have a true development round. And the point of this is that there
is a much wider agenda than just agriculture. There has been too much focus on
agriculture. There are lots of other things that would make a big difference. And as
I put it here in this slide, if the developed world is willing to commit 0.7% of GDP to
help poor countries, shouldn't they help them also by opening up their markets to give
them an opportunity to earn income for themselves. I've argued that there should be
generalized market access, expanding and extending the initiative that Europe has of
opening up markets to the poorest countries of the world.

And here, I will just list a large number of items of what a true development
agenda would look like. In the area of finance, there needs to be more extended debt
relief, but more reforms are needed because unless we think about the reasons why so
many countries have debt burdens beyond their ability to pay, it's going to happen
again. And part of the reason for it has to do with the fact that we force developing
countries to bear the risk of interest rate and exchange rate volatility, so we have to
figure out better ways of shifting the burden of risk from those less able to those more
able to bear that burden, which are the developed countries, and I describe how that
can be done.

The most important reform in the global financial system is the reform of the
international reserve system. Right now, the developing countries hold literally
trillions of dollars, in dollars, in reserves. What does that mean? It means that they
are lending money to the United States at very low interest rates. At one point they
were lending the United States money at 1% interest and borrowing money from the
United States at 20% interest. It's a bad deal. Now, they are at least getting 5%.
But what we calculate is the total amount of foreign aid from the poor countries to the
United States is larger than American foreign aid to the developing world. That is to
say, the amount of implicit foreign aid from low cost loans from the developing world as
they hold this money in reserves, you can think of that as a foreign aid package, and
it's huge. There is the beginning of a move in the right direction in the Chang Mai

initiative, and I describe in my book how that can be extended and how it actually can
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create a more stable global financial system.

We need to have global legal reform, for instance, to make sure that those who
destroy the environment are held accountable, that those areas where there is a lack of
competition internationally, something is done about it; global monopolies are
dangerous, and it's impossible in a globalized world to attack global monopolies piece
by piece. And, we need an international competition authority.

One of the problems in Africa is that these countries face what is called the
resource curse; the fact that on average, countries with rich endowments of resources
grow more slowly than countries without resources, and a lot of research has gone into
what is the reason for it and what can be done to escape it. But one of the important
aspects of this that I will talk about here, of the three important points, one is greater
transparency by expanding the Extractive Industries Initiative so that people know
what the governments are getting. One way to enforce it overnight is to make only
transparent payments tax deductible. A few years ago, bribes were tax deductible.
In other words, governments in many advanced industrial countries were paying 50%
of the cost to the bribe. They were subsidizing corruption. I was the representative
of America in the ministerial meeting at the OECD where I tried to push this
anti-bribery agenda, and there was a lot of resistance because it was the way of doing
business. Well, a lack of transparency is a way of doing business, but I think it's one
that's very bad for the developing countries.

The OECD had an initiative to reduce bank secrecy. Bank secrecy is important
because the corrupt money goes out of the country. A lot of money is flowing out of
Africa into these secret bank accounts where they are protected. The OECD had an
agreement to reduce bank secrecy, and in August of 2001, the Bush Administration
vetoed that initiative. In September of 2001, we all know what happened, and they
discovered that some of these secret bank accounts were being used to finance
terrorists. Since then, we've on the one hand shown that you can shut down bank
accounts, secret bank accounts, and we've done it in the case of terrorism. But in the
other areas, in the area of corruption, when the Bush Administration came out, when
they vetoed that bill in August of 2001, champagne corks were popping all over the
corrupt world. They were celebrating, and they have continued to celebrate. There

is actually a book coming out in about six months detailing the expansion of secret
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bank accounts since the Bush Administration veto, how it opened up global crime, and
how it became a vehicle for corruption around the world.

We also need to develop model contracts that ensure that developing countries get
their fair share of the resources.

In regard to global warming, I detail a whole broad agenda beyond Kyoto of what to
do. One of them I just want to mention here, because it has begun to get resonance,
and that 1s, it makes so much more sense to tax bad things than good things, to tax
pollution rather than working savings. This is an idea that I've been pushing, and I'm
pleased to say that about two weeks ago both Gordon Brown and Sarkozy in France
endorsed this basic principle.

Finally, we need more foreign assistance. We need more of it, and more effective
use of it. The advanced industrial countries have committed to give 0.7% of GDP.
It's actually a commitment that they made a long time ago. They renewed that
commitment at Monterrey, but except for a few of the Scandinavian countries, most of
the countries are nowhere near to living up to that commitment. Global poverty is
one of the most important problems facing in the world today. Assistance has played
an important role in the past in reducing global poverty, and it can play an even bigger
role in the future, especially when the programs are based on the successes of the past,
successes such as those that have marked East Asia.

We now know much more about how to make aid effective. Japan, as the second
largest economy in the world, has an especial responsibility for making globalization
work, including working for developing countries, and I would also argue an especial
opportunity because Japan understands development, because it went through the
development process itself so recently. It understands the need for global, peaceful
cooperation. The whole world has learned that military power doesn't get you very
much. It's soft power that works. It's the civilian society that's important. Poverty
in the developing countries is one of the major global problems facing the world.
Japan has long been committed to promoting growth and fighting poverty in the
developing world. The new organization which Madame Ogata mentioned that JICA
will be evolving into puts it in a position to do so even more effectively in the coming

years. Thank you very much.
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Panel Discussion and Question & Answer

Mr. Kojima: Thank you very much, Professor Stiglitz. Globalization and its various
issues were pointed out, and the ways of resolving these issues, the areas that need to
be addressed, have also been pinpointed.

Now we will proceed with Dr. Takashi Shiraishi. He is President of the Institute for
Developing Economies and Vice-President and professor of the National Graduate
Research Institute for Policy Studies. Dr. Shiraishi and the chief corporate advisor of
Fuji Xerox Company, Mr. Yotaro Kobayashi, will be commenting on what Dr. Stiglitz
said, including perhaps rebuttals, and questions will be asked by these two
commentators as well. And we'll also be discussing the panelists’ comments. And
since this conference goes to 18:00, we'd like to give the floor, the audience, a chance to
speak as well, and involve them in the dialog. So without further ado, Dr. Shiraishi,

please.

Dr. Shiraishi: Thank you very much. Dealing with this much content, I was
wondering if this could be discussed within 40 to 45 minutes, and he was able to do it.
I was very surprised.

Now, we just heard Professor Stiglitz's presentation, and I was thinking that he is an
economist and I am a political scientist, and the language that we use is different.
What was interesting was, in his presentation, the state, the word state, was
mentioned only once. The region, the word region, was never mentioned. I thought
that was very interesting. On these two points I would like to make comments, and
also I would like to raise some questions.

First, about the state, about the issues concerning the state. In the 1990s the Cold
War ended, and in the post Cold War years, when we addressed the questions
concerning developing countries, two liberalizations were emphasized; number one,
economic liberalization, number two, political liberalization, meaning democratization.
These were the points that were emphasized. However, in the 1990s, I think one
lesson we've learned is that with these two liberalizations alone, developing countries
politically cannot become stable and cannot grow economically. State institutions

need to be established. That's a lesson I think that was drawn from this.
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Now, this is evident from a “World Development Report” which featured
state-building that was issued in 1997 while Professor Stiglitz was working at the
World Bank. Thus, about 10 years ago it was pointed out that state-building is very
important.

Now, with respect to state-building, what is really important? When you say
state-building, it encompasses a variety of things; the establishment of a central bank,
that may be part of it, or the creation of a primary education system could be a part of
state-building, establishing a military would be one, or establishing the police would
be state-building. So it's a very complex issue that is encompassed by this single
word, state-building.

Now, against this background, regarding development, what is the most important
aspect of state-building? That's one question I would like to ask Professor Stiglitz.
Now, as far as I'm concerned, what I consider to be most important in state-building is
that life and private property need to be safe, so there has to be enhanced
predictability for life. But on this point, over the last decade, there is no consensus as
to what is the most important aspect to do in state-building, so I'd like to invite
Professor Stiglitz's comments.

Another point is region, the word region. As you are aware, in Asia, or in Africa,
or in Latin America, when we talk about the region, we not only talk about the
geographical region, but in different regions, there are different political and economic
structures. Consciously or unconsciously, I think that's what we base ourselves on.
Why do I mention this? Because when it comes to East Asia, I think you can say that
it’s a very interesting region. Why do I say this? Now, in the East Asian region, we
have Japan, South Korea, Taiwan, and Singapore. These are economically developed
countries or territories, and also on the other hand, we have Cambodia, which up until
a decade ago was a failed state as the people called it. But then, gradually, security
got better and of late, direct investment from abroad is going into the country, which is
starting economic growth. Still, this is a developing country. So in this kind of
region, in effect economic integration with direct investment is progressing, and based
on that economic partnership or by way of FTA, effective economic integration
institutionally is being supported. At least an effort is being made to do that.

Now, with the FTAs in East Asia, the economists who study those say it's a
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spaghetti bowl effect or noodle effect, but to me, the countries that have already
developed economically, and the developing countries, in one way or another, are
institutionalizing the integration, while economic liberalization and economic
cooperation or economic assistance are exchanged through deals. I think East Asia is
the first region where that is occurring. In this connection, as was mentioned before,
Cambodia, ten years ago was a failed state, but gradually economic growth is occurring.
If that is the case, then when it comes to regional issues, perhaps not only do we have
to consider that globally but there is a point in considering these issues regionally, and

I would like to again invite Professor Stiglitz’s comments on this point.

Mr. Kojima: As a footnote, the World Bank came out with an Asian miracle report in
1993, and this year, two months ago, the World Bank published a new report. The
title is East Asian Renaissance. At the time of the Asian crisis, according to
Washington Consensus perspective, countries in East Asia were crony capitalists and
bad students, but now they are in renaissance. So I think regional issues may be very
important.

Now, Professor Stiglitz, perhaps before getting comments from you, I would like to
invite comments from Mr. Kobayashi. In globalization, acutually the market-led
globalization, companies play a central role. Business globalization is the most
important factor. So as a business leader, Mr. Kobayashi, maybe you can give us

some comments or raise some questions.

Mr. Kobayashi: Thank you very much. 1 greatly appreciate this opportunity to
participate in these discussions. I have asked Mrs.Ogata to do a speech in an
affiliated organization of mine, and I agreed to participate in this discussion. To tell
you the truth, I'm little bit worried because I'm a layman, but I'd like to do my best to
address the very thought provoking presentation that was given by Dr. Stiglitz.

I'd like to summarize my talk into three or four points, one of which is what
Professor Kojima referred to, that is with regard to what Japan can do, and Dr. Stiglitz
mentioned this towards the end -- and what can businesses do, what they can
conceivably do. These are the points that I would like to state my impressions on.

Firstly, the content of globalization is changing. In 1820, China and India
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accounted for 45% of the world’s GNP. The globalization was such that a leading role
was played before by India and China. Now, it's the United States. But a leading
role is played by different actors now, and we tend to forget who played the leading role
in the past. The other day in Kobe, there was a commemorative ceremony on Sun
Yat-Sen, and in 1924 Sun Yat-Sen, was invited to Kobe, and he did a presentation.
That was 1924. But now we are in an era in which the United States and Europe
wield by far the strongest power. But until several hundred years ago, Asia was by
far the most central power in the world. The Japan-Russo War had just ended, and
Japan was in a position to conclude a lot of bilateral agreements. Professor Stiglitz
talked about very meaningful bilateral agreements, but Japan was forced into enter
into unfair agreements. But this was rectified, and this played a central role in Asia's
independence according to Sun Yat-Sen.

Recently, globalization issues are becoming worse, and that has been clearly
pointed out by Dr. Stiglitz. Dr. Stiglitz, an American and a former senior economist of
the World Bank, is a central figure at the time in the creation of the present day
system. But he is doing a self-renouncement, a self-recrimination. So in that sense,
I am very impressed. And I'd like to rebut and say, maybe it's not as bad as he makes
it out to be. But in any case, it seems like there are lots of problems and perhaps that
is a fact.

As the advanced countries, especially partial interest groups amongst them, are
pursuing a profit, and the Development Round does not even deserve to be called a
Development Round. To put it bluntly, American cronies are in one camp, and they are
the only ones that are benefiting, and all others are totally left out of the picture. We
have to acknowledge this fact.

So, if we look at the world in terms of the advanced industrialized countries and the
developing countries, in Japan we talk about globalization. But if we replace that
word with reform, by reform preceding the differences, the gaps are widening. There
are different views. KEspecially in Japan, the local prefectures are suffering, and that
issue is becoming a large issue, and that’s a part of the results of the upper house
elections. Reform widening regional differences in Japan on one hand and
globalization widening the gap between advanced countries and developing countries ;

the two issues have similarities.
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The other point among the developing countries, there is a bipolarization that has
been seen. The 48 least developed countries are seeing a worsening of their situation,
and China and India are becoming almost a threat to the advanced industrialized
countries, including Japan. How are we to address this situation? Of course, that's
the next challenge for the advanced industrialized countries. Dr. Stiglitz has said
that a more mature democracy is the key. But I think that is idealism. When you
look at the reality, we have to address the subject of how to make globalization work
better in terms of, for the time being at least, addressing the tug of war between
countries. It's a pretty hard ball game we're playing, and that's the reality.

The direction, however, is such that the countries that are called developing
countries, with China and India at the lead, will increase their presence, and that is
without a doubt. And if we assume that, at the present point in time as the advanced
industrialized countries, we have to look at China and India and also at Africa, which
are behind, and which are trying to catch up quickly, we have to think about what we
can do for these countries, and we need to exercise ingenuity. And I am one hundred
percent in concurrence with what Dr. Stiglitz had to say.

In the case of Japan, as part of the industrialized countries, as a very realistic issue,
we tend to look at China and the more developed developing countries, there is always
a threat that we might be crushed by their threat. But in the short-term, how we
address this is something that each country needs to address. But in the medium- to
long-term, I think that we need to have a proper awareness of the issues.

In relation to this, I'd like to talk about Japan and the role of business. Japan,
until most recently, was trying hard to catch up to the industrialized countries. We
were a developing country. Do the Japanese really remember the past? When we
talk to China, or when we talk to countries in Asia, we act as if we have been for a long
time a member of the developed countries. But until quite recently, we were in pretty
much the same position as China or the other countries of Asia. Economically and
politically, we were in a similar situation, and we seem to have forgotten that, or
maybe we want to forget; we don't want to think about the state we were in before, and
that seems to be the situation. And Dr. Stiglitz said that we have to leverage our
experience and play a very important role, and I think that was a very important

message.
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In the case of business, I might be chided by the business representatives here, but
let me say the following. In the business world, patents -- this is related to the IT
issue. In licensing, whether to go along with an open policy or closed policy is being
debated, whether we impose a zero license fee and not charge a license fee at all. It's
not that we are doing this for welfare purposes, but we’re doing this because our
markets will be expanded. If we monopolize things, rather than generate a lot of
profit, to expand the profit is better, some would say. And that is related to the
discussion between developing countries and developed countries. When talking
about the WTO rounds, the issue of services, or technology, or knowledge has been
mentioned in this regard. Basically, that kind of thinking is very important.

On the other hand, the developing countries must create a proper structure for
ensuring governance. We may intend to expand the market, or we may transfer
technology to expand the market, but maybe the benefits will only go to the few higher
income bracket people, so that will not do. So there needs to be proper governance.

We have to remember what state we were in twenty and thirty years ago. We
must help and cooperate with a sense of humility, and I very keenly felt this. These

were just my impressions, Dr. Stiglitz. Thank you.

Mr. Kojima: Thank you very much again. A footnote. Toward the end, Mr.
Kobayashi mentioned the state that we were in over thirty years ago. Well, actually
the Olympics are going to be held in Beijing next year, and in 1964 we had the Tokyo
Olympics. Shinkansen, the bullet train was built then. Money came from the World
Bank. Without that, we wouldn't have been able to build the Shinkansen lines.

Now, we have heard some comments from the two gentlemen, so Professor Stiglitz,

could you give us your comments?

Prof. Stiglitzz Thank you very much for those comments. Let me just make a few
comments and then have a chance to open it up for discussion from the floor. I want
to very much emphasize and agree with the point that was made about the importance
of strengthening the state, and the question is, what role do I think the state should
play. Well, I think actually, in the process of development, there are at least two

distinctive roles that one ought to focus on. One of them is what is called the
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developmental state, the role of the state in catalyzing development, and it's that role
which I think has been insufficiently emphasized by the World Bank and by the IMF
and by other people in the Washington Consensus, that actually was the key to success
in East Asia, that each of those countries used the state in an active way to promote
development.

Now, one of the interesting things is actually, the U.S. government was also a
developmental state at an earlier stage of its development. In the 19th century, the
main industry was agriculture, and the U.S. government established the land grant
colleges, and not only established the land grant colleges to do research and teach in
agriculture, mining, and applied subjects, but also developed extension services to
bring the knowledge to the individual farmers. So it was based on the notion that the
government had a responsibility to bring advanced technology to the individual farmer.
It's a very different view than a passive state. It was a very activist state.

The U.S. government laid the first telegraph line in the world between Baltimore
and Washington. It began the telecommunications revolution of the 19th century,
and then, in the 20th century, paid for the creation of the Internet. It then in both of
the cases turned it over to the private sector. But in both of these cases it played a
catalytic role. It played a catalytic role in creating mortgage markets and financing
small businesses, Federal Express, the whole private postal business was supported by
a loan from the Small Business Administration.

So, particularly in developing countries where the entrepreneurial class has not
been as developed, there is a special role, I think, for the state to encourage
development.

Another role, though for the state is protection. One of the themes, one of the
areas that the U.N. Commission that Madame Ogata was on with Professor Sen was
highlighting the importance of human security, and the state plays an important role,
again, particularly when markets aren't there. In advanced industrial countries, you
can buy insurance. But even in the United States, 50 million Americans do not have
health insurance. They have no protection against the ravages of illness.
Unemployment insurance. The private sector has never provided unemployment
insurance. Retirement, pensions. The transaction costs in the government Social

Security System are a fraction of the private sector, and the private sector still does not
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provide insurance for retirement that protects you against inflation. So there are a
whole set of risks that the private market isn't able to provide and for which the state
has an important role. That role will differ depending on whether it's a developing or a
developed country, and from time to time, change from country to country and time to
time. That was why in the 1997 report of the World Development Report we
emphasized the importance of strengthening the states.

And I think this fits in very well also with the remarks that Mr. Kobayashi made,
which is that development is complex and requires all the players. It needs business,
it needs the private sector, it needs civil society, and it can't be one to the exclusion of
the other.

When one describes what happened in India to its growth, that led to its growth,
one of the things was that the government had had an anti-business attitude before
the early 80s, and then in the early 80s it changed its attitude and became more
pro-business, and it was that single change from being anti- to pro-business, that did
more than anything else, that led to the change in India from growing at two to three
percent to growing at five to six percent. So, I think we need to realize that one needs
a strong state but also a strong private sector.

I want to comment, also spend a minute on another item. In terms of
strengthening the state, there is no easy formula to strengthening the state, but one of
my concerns is that actually in many ways globalization has led to a weakening of the
state. It has restricted what the state can do, it has put more demands on the state
but lowered the capability of the state to respond, and that one of the problems of the
strategies that were pursued by the World Bank and the IMF in the 70s and 80s in the
structural adjustment in which they focused on the minimal state, was that they
actually weakened the state. One of the examples that was cited was of Cambodia as
a failed state, and we now realize that when we have too weak of a state, the society
can't grow, government, you can’t grow. So, some of the strategies of the past actually
led to a weakening of the state. We really need to help strengthen the state.

One of the most interesting initiatives that I was involved in when I was in the
White House was called “reinventing government,” where what we did is we went
through each and every department, every agency, and we asked the following

questions: 1) what is the reason for the government, 2) what are the functions that it is
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supposed to do, and 3) could we do that more efficiently; were we doing it in the best
way; were there other ways of doing it? So, we didn't begin by asking, how do we strip
down the government? That wasn't the issue. The question was, there were certain
functions that need to be performed, the question was how to do them more effectively.
That's part of building up the state and strengthening the state. That's an example,
as I say, of the kind of process that can help make a stronger state and a more effective
state.

Now, I want to make a comment about regional cooperation and regional
development. I think there’s absolutely no doubt that success is contagious. The
success of Japan had a lot of influence on the neighboring countries, on Korea, on
Taiwan, on Hong Kong, and those successes had a lot of influence on Thailand, on
Malaysia, on Indonesia. So, if you look at what has happened in the region, it’s an
example of the contagion in the positive sense, that each learned from the other, each
asked the question of what were they doing, what they can't do and what they can do.
And so there was a real spread.

The business community played a very important role, but actually so did
development assistance. If you look at that history of the movement from Japan’s
success to the success of all of East Asia, it was Japanese firms working together with
development assistance. Where there was infrastructure being constructed, it was
actually a very close cooperation where Japanese businesses worked with the
Japanese government and said, well, what infrastructure was needed for the success of
the business, and what policy advice would be needed for the success of the business.
It was a real case in which the same kinds of cooperation that had helped lead to
success in Japan were part of the success, the basis of the success, for other countries
of East Asia. And I think that kind of cooperation is needed once again.

Your remarks about the “East Asia Renaissance” --- actually what is remarkable
was how short-lived the economic downturn of 1997 was. It was actually a blip in
historical terms. Now, of course when you're going through a crisis, you don't feel
that. It was an exciting time because you don't know, you see things going down, and
you don't know when it's going to stop and how fast it's going to turn around. But the
fact that it was what is sometimes called a V-shaped turnaround, for most of the

countries a very quick turn around, I think is evidence that it wasn't a fundamental
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problem with the model of development. In fact my diagnosis was the major problem
of excessively rapid capital market liberalization in countries that weren't ready for it,
that led them, exposed them to certain kinds of market failures like a real estate
bubble or a stock market bubble, that the economies were not really well-equipped to
deal with. It was really that the state didn't have the regulatory capacity and the
macroeconomic capacity to deal with the liberalization that got ahead of those other
aspects. So in a sense, the word “renaissance” may be incorrect because one should
really see this as a continual growth path with a little blip in 1997, and that there was,
I think, a misdiagnosis on the part of the IMF suggesting that there was something
more fundamentally wrong than there was.

Let me just stop there and open it up for questions, and then come back and talk

about some of the other issues that were raised.

Mr. Kojima: Are you satisfied with his response?

Dr. Shiraishi: One point if I may ask some further questions on the following point,
that is the issue of the developmental state. Indeed, Chalmers Johnson talked about
postwar Japan's development, and he explained that, and when he explained it, he
used the words “developmental state,” and he introduced this concept. Since then, in
Korea, and in Taiwan, to explain the economic development, this developmental state
concept has been emphasized. And Chalmers Johnson's way of using the word, 1
don't know whether I'll be using it the same way, but I would like to use this word, this
expression more loosely. These would be different from the regulatory story. These
states exist, and they are different from the regulatory state, and I agree with
Chalmers Johnson on this point. But the issue is, within globalization, when
globalization evolves, what can the developmental state do? It becomes harder and
harder to find what to do. And the state that acts as a gatekeeper no longer can
protect the domestic economy when globalization proceeds. So, when globalization
proceeds, what is a role of the developmental state? Is there any role left for that
kind of state to play? I'd like to ask this point as a further question to my previous

one.
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Prof. Stiglitz: I think you raised a very important question that many developing
countries are feeling very strongly about. They worry that globalization, the way it's
managed, has reduced their policy space as it's called, their scope for action, and one of
the real challenges for those of us who are advising developing countries is, given the
rules that the WTO has, how can developing countries continue to play the role of the
developmental state with those restrictions? I think the answer is they still can. It's
more difficult. Japan had an easier time before the WTO than countries do today.
But it's still clear, for instance, that to give you an example, Brazil has succeeded in
developing the Embraer airplane, which is a very major success as a regional airplane.
Brazil has developed bio-fuels to the point that all the cars in the country work on a
flexible bio-fuels, and Brazil is one of the first countries to get energy independence by
using bio-fuels. And in a way, it's way ahead of the United States. To give you this
comparison: to keep sugar-based ethanol made in Brazil competitive with corn-based
ethanol made in the United States, the United States has to subsidize corn-based
ethanol by 50 cents, and tax sugar-based ethanol by 50 cents. So it has to introduce a
dollar-a-gallon wedge because Brazil has been so successful in developing its
sugar-based ethanol. Now, that's a real success case, and it's a real important case
because of global warming. It really makes a very big difference. So, those are
examples for which I still think there is scope for the developmental state, but it is a

challenge because the hands are tied to some extent.

Mr. Kojima: Then, from the floor, I'd like to entertain questions from the floor at this
point then. Please raise your hand and wait for the microphone to be brought over to

you. The person in the middle.

A participant(1): First, about the development aid and globalization, could you

elaborate on the relationship between development aid assistance and globalization?
And within in the United States, needless to say, the government, but regarding

globalization, within the public maybe there are people who are opposing globalization.

But do you think globalization is the trend of the times?

Prof. Stiglitz: Okay. Actually the subject of globalization has become very
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controversial, not only in the United State, but in Europe, and in many of the
advanced industrial countries, as well as developing countries. It's ironical because
globalization was supposed to make everybody better off. If it made everybody better
off, everybody would be supporting it. And yet what's remarkable is it has united
people in opposing it. And the question is why. One of the arguments that I've put
forward is that even when it leads to more growth, it also has led to more inequality,
and so the benefits have not been equally shared. This has become a major issue in
the United States because in the United States particularly, there is growing
inequality in a very serious way. Globalization is only one of the factors contributing
to the growing inequality, but it's one of the factors that people feel they can do
something about. So, there are other factors like changes in technology and the
weakening of unions. They feel like they can't do anything about technology.

The magnitude of what has happened in the United States is just beginning to be
grasped. There was a study done just a few weeks ago that pointed out that the
median American worker in their thirties today is actually poorer than the median
American worker in the thirties 30 years ago. So we've had a generation of decline at
the middle. It's been worse in the last six years. So, while America has grown every
year -- two, three, four, five percent -- today, most Americans are worse off than they
were six years ago. So, all of the growth has gone to a few people at the top, and
that's now becoming a major economic, political, and social problem.

Now, at least the Democratic candidates for president are struggling with how can
they, how to deal with globalization. A particular slogan that I've been talking about
is, how do we protect the average American without adopting protectionism? Can we
keep an open economy, a liberalized economy, but have the average American
protected? I think the answer is yes, but it will require things like more progressive
income taxes, better safety nets, more education, more training programs, and more
job retraining programs. It requires, to go back to what we were talking about in
terms of the role of the state, it requires a more active state.

And it's interesting. If you look around the world, the countries that have been
more successful with globalization in the sense that the average person has done the
best are the Scandinavian countries, and the Scandinavian countries are the countries

with the highest tax rates. One of the myths about globalization is that some people
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say, to succeed in globalization we have to lower the tax rates. That's totally wrong.
What you need with globalization, because it’s putting more stress on society, you need
a stronger state. A stronger state means that you have to do what you do more
efficiently and more effectively, but it also takes resources, and that means taxes no
matter whether you like it or not. So, I think it highlights some of the forces going on
at a global level in regard to globalization.

I want to comment on the nature of knowledge as a public good, and the importance
of knowledge in development. This is also something that is quintessentially or
essentially an area where government is needed. There’s a technical term that
economists use that they say, knowledge as a public good, by which they mean, the
marginal cost of another person using knowledge is zero. If I know something and 1
tell you, you also know it, but I also still know it. It's different from a private good
like a chair. If I'm sitting in the chair, you can't sit on, or you can't sit on comfortably.
If I eat something, you can't eat it. But knowledge is different. Actually this idea of
knowledge as a public good was talked about by one of America's early presidents,
Thomas Jefferson, who said knowledge was like a candle. When one candle lights
another, it doesn't diminish from the light the first candle. He was a very strong
supporter of government in a developmental state role, government in promoting
education. He helped found one of the earliest universities in America; the
University of Virginia. So very early on, it was recognized that it was important to
have a state to promote education because knowledge is something that has a public
collective nature about it.

So one of the things that has been, that I think where the Washington Consensus
went wrong, was that it didn't understand; it talked about the minimal role of the
state rather than a balanced role of the state. What did the state need to do and what
did the private sector need to do? Where do they need to be a partnership? Where
do they need to be complementary? And how do they act in a complementary way?
It is a fundamental issue that I think every society faces, but I think unfortunately,
Thatcher, Reagan, and Bush have all oversimplified the nature of that debate. It's a
more complex debate, and by oversimplifying it, they've actually set the agenda back

in a very important way.
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Mr. Kobayashi: Very briefly, on what Dr. Stiglitz and Dr. Shiraishi mentioned in
terms of the developmental state -- that's kaihatsugata keizaiin Japanese, I think we
should re-examine this issue. There were a lot of bashing regarding Japanese
industrial policy. At the Japan-U.S. business council, we argued about the industrial
policy in Japan, and some Americans criticized the so-called iron triangle made by
politics, bereaucrats and business, but some said that America had exercised
industrial policy in relation to the Department of Defense, and there also was the
agricultural policy in the U.S. But in relation to education, in the case of Japan, since
the pre-war days, we had a rather high level of homogenous education level, and in
administration and in politics and in the economy, we had high-quality people and so
we could create a rather advanced system. So, I believe that so far as transparency
had been ensured, it would have worked. But it was a rather inward-looking, and it
was not transparent to the external world, and that was the problem with our
Japanese system in the past.

Moving ahead, going forward in the developing countries, a certain variation of the
industrial policy is perhaps worth considering, especially in terms of the government's
role, or different sectors’ roles. If these are taken into consideration, I think there

would be some merit in that.

Prof. Stiglitz: 1 agree very strongly, and one of the things that I've been involved in
over the last few years is discussions with some African countries. I have a little
NGO called the Initiative for Policy Dialogue, and we have an Africa task force, and
one of the main ideas in this Africa task force is the applicability of the concepts of
industrial policy to Africa. Prime Minister Meles of Ethiopia, South Africa, and a
number of countries are discussing this idea, and actually not only discussing it,
implementing these ideas, and implementing them successfully. So, the question is, I
mentioned there are different rules today, the world is different today, so you can't
quite do it exactly in the way that it was done in the past, but the basic idea is one that
is very important.

As I say, I think the United States has an industrial policy. It's a very inefficient
industrial policy because it's all embedded inside the Defense Department. So we

promote lots of innovations, but we spend a hundred dollars to get one dollar of
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innovation. But the Defense Department has been one of the major sources of
innovation in our economy, and so we should recognize that almost every successful
country has had these policies. So the question is not whether you should have them,

but how you design them to be most effective.

Mr. Kojima: Last question, please. The person in the second row, please.

A participant(2): Thank you very much. I am working in Japanese financial
institution, so in connection with the previous discussion on the role of the state, 1
would like to get your opinion on the role of the financial system, or financial
infrastructure inside the developing countries because you wrote so many papers and
books on the so-called information asymmetry. So, how do you evaluate the efficient,
transparent, financial market's role, including the so-called microfinance in the

developing countries? Thank you.

Prof. Stiglitz: 1 think that good financial markets are essential for successful
development. Access to credit makes it at least a lot easier to develop. But markets
by themselves don't develop. In the case of Japan, in the early stages, the
government played a very important role in long-term capital in creating investment
banks, and this is true in other countries as well. Traditional banking focused on
short-term working capital, which is important, but not adequate for financing
long-term investment. So there is an important catalytic role that government may
need to play in helping financial markets to develop. Even when they are developed,
when banking institutions, for instance, exist, there is a real problem in recent years,
and this is related to the WTO, where foreign banks have come in and taken over
domestic banks, and in some instances become more interested in lending to
multinational corporations and large companies within the country or to governments,
rather than lending to small and medium sized enterprises. A recent study that we
did at Columbia showed that the opening of foreign banks systematically leads to less
availability of finance for small and medium sized enterprises and to lower growth.
Some people have said, financial market liberalization will lead to more growth. The

evidence is not there. And even a recent study in the IMF confirmed this kind of
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result. And it's what theories of information asymmetry predict. That is to say,
foreigners know less about domestic markets, especially small and medium sized
businesses, and so they are more likely lend to those where they can find out
information like the multinationals and have security abroad. So, we have a task
force at the Initiative for Policy Dialogue that is focusing on precisely this this issue --
how can developing countries make sure that there is wider access to capital?

One of the unfortunate things about the East Asia financial crisis was everybody
started focusing on strong, sound banks. Well, we know how to create strong and
sound banks. If they just invest in U.S. T-bills or T-bills from Japan, you have a
strong bank. But the bank doesn't help the economy. So, the point is that the
function of banks is not just put money into T-bills. It's to help make credit available
for economic growth. So, how do you combine the issue of stability with the issue of
access to finance? And that’s one of the issues that we're trying to address.

There are some policies that a few developing countries have pursued, or are
talking about pursuing. For instance, India passed a law that required foreign banks
that wanted to open up many branches, to open up branches not just in Delhi and
Mumbai, but to also open up branches in other parts of the country that were
underserved. In the United States, we have an important law that we call the CRA,
Community Reinvestment Act, where we require all banks to reinvest a fraction of
their deposits in underserved markets, and I've been urging governments to adopt
similar kinds of legislation. So, there are strategies that one can adopt that can lead
to more access to credit. But the idea is that finance is important, and you have to
have finance across the whole spectrum.

Now, microcredit is very important, and there's been a major expansion of the
availability of microcredit, especially since Yunus got all the attention with the Nobel
Prize. But microcredit is important in raising living standards of those who are very
poor, but isn't really adequate as a basis for sustained growth because the credits are
too small. They are not at the size of what we call small and medium sized
enterprises where you are hiring employees. Therefore, there are examples of a
woman raising chicken in her spare time, which will increase her income from maybe
$200 to $300, or $300 to $400, which is very important. You know, it's 25%, 30%

increase of her income -- a very big difference. But that's still not the basis of
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sustained economic growth that you want to see in successful development. And so,
one of the real worries is that we are covering only the very small. The big businesses
are getting loans, but it's the stuff in between that is being left out, where there is a

real need right now for money.

Mr. Kojima: Thank you very much. We've exceeded the scheduled time. Let me
express my impressions of the discussion. And then, we would like to wrap up. This
has been a major theme. I think this is a theme that needs to be continually
discussed over the 21st century. This is comprised of the lighted areas and shadow
areas. Of course, if there is no light, there are no shadows. But if you deny
globalization, the light, then there can be no development. The development itself
would be denied. So the light aspect of globalization should be emphasized, and we
should try to reduce the shadow aspect to the extent possible. When you say 9.11,
well, you always think of the terrorism in 2001 in the United States, and I think that's
the shadow aspect of globalization. That signifies the shadow aspect.

Again, as was alluded to in the question, what about in the United States? In
1999, December, there was Seattle meeting of WTO, at the ministerial level. I think
that was symbolic. In the United States, there were people that represented
anti-globalism, and that spread throughout the world, as did the demonstration of
anti-globalization. Well, in all major conferences there are always anti-globalization
demonstrations. But when it comes to the 11/9, not 9.11, that was the collapse of the
Berlin Wall in 1989, a new version of globalization started with that, and perhaps for
the time being, that will be with us in the 21st century.

And also after that, investment was also discussed. Now, in terms of economics, in
the process of globalization, the most important engine is direct investment that goes
across borders. In the Cold War era, the cumulative sum of direct investment up
until 1988 was a little over $1 trillion. But after the Cold War was over, the direct
investment, the FDI, skyrocketed, and just in 2001 alone, the cumulative sum was
exceeded. There was more than $1 trillion of direct investment in 2001 alone, and so
the major division of labor globally, and the countries that accepted that investment
grew. He mentioned India and China. They are typical examples. That's what

happened.
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But with respect to shadows, another important point as was reported by Professor
Stiglitz in his presentation in connection with the role played by the state and the
private sector, I think the public policy is becoming increasingly important because as
globalization progresses, and market driven changes occur, and in the private sector
capital including FDI, unless there is profit, capital is not used. If there is too much
risk, they don't go to the markets. So, in the market process to begin with, well, if
there is a confusion, political confusion, economic confusion, and social confusion in
some countries, well, there are some countries that find themselves in a vicious spiral.
With economic improvement there can be improvement politically and socially. But
because of those countries that are in those circumstances, the market driven capital
would not go to these countries.

And also after the Cold War is over. During the Cold War, the East bloc and West
bloc, they wanted to increase the countries in their camp so they provided assistance.
But now, the Cold War is over. To get alliances, you don't need to provide any
assistance to get more partners. And ODA and other kinds of assistance, well, there
is some sort of ODA fatigue occurring after the Cold War. There is an increasing
global capital or private sector capital, but I think there has been a decrease in the
state capital or investment. As a result, countries that are left out of the marketplace
are not getting enough light. In the G-7 and G-8, these are the issues that have been
increasingly discussed. In this process, on the part of the state, the states should
cooperate globally and address these issues, and I think this is something that we
actually need to do.

Now, today, we had active participation from the people on the floor. I saw a lot of
hands that were raised, but due to time constraints we were not able to entertain all
the questions. But today, we have had Professor Stiglitz, Mr. Kobayashi, Mr.

Shiraishi; thank you very much for the contributions.

Dr. Ogata, Mr. Kojima, Dr. Shiraishi, Mr. Kobayashi and a paricipants (1) originally spoke in Japanese.

The English transcript is based on the simultaneous interpretation in English.
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DEVELOPMENT
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The Successes of Globalization

« China and India, with 2.4 billion people, growing
at historically unprecedented rates

— Continuing the successes of the East Asia Miracle,
which Japan had led beginning in the early 1960s
— Countries that were marginalized, excluded from the
global economy are closing the gap between
themselves and advanced industrial countries
» China at close to 10% for 30 years
* India recently at more than 8%
— Engine of global economic growth

+ Global growth at 5% for past couple years has been almost
historically unprecedented

* Increased demand for commodities has helped developing
countries
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Historical Perspective

» 1820: China had 1/3 of global GDP, India
more than 15%

» 1814-1828: Industrial Revolution and tariff
barrier knocked out Indian exports
— Indian textile export to Britain fell by two-thirds
— British export of textile to India rose five times

» Opium wars, and other external and
internal problems had contributed to
China’s declining share
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Globalization has played major role
in their success

Globalization—the closer integration of the countries of the world as a
result of lower communication and transportation costs and
reduction of man made barriers to movements of goods, services,
people, capital, ideas, knowledge

* 50 percent compounded annual decline in telecommunication cost
in the 1990s

— Fiber optic glut during the Internet Bubble slashed telecom cost
— Scanners convert data to image file - 160 pages per minute.

Developing countries have benefited through
» Access to markets
» Access to technology

Discontent with Globalization:
Outcomes

» Failures in development: contrast between success in
East Asia and disappointments elsewhere:
— Latin America—growth even in the 90s half of what it was in
earlier decades
» Benefits of growth going to upper income groups
» Growing poverty, unemployment, crime

» Growing fraction of population in informal sector, without job
protections

— Africa—decline in per capita income
— Economies transitioning from Communism to market
» Given inefficiencies of communism, success should have been easy

» Butin fact, there were massive decreases in income, huge
increases in poverty
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The World is not flat

And in many ways it is getting less flat

» Growing inequality between countries

— Standard economic theory predicted
convergence, instead, there was divergence

« Growing inequality in most countries

Globalization has played an
important role in these failures

— Predictable effect on inequality within
advanced industrial economies
« Effects on developing countries harder to explain
— Unfair trade treaties have compounded
problems in developing countries

— Problems compounded by asymmetric
liberalization

— Africa has neither resources nor education to
take advantage of new opportunities
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Globalization has played an
important role in these failures

Latin America followed advice of IMF/WB
— best “student” of Washington Consensus policies
— Capital market liberalization exposed them to huge
volatility; privatizations were often corrupt
Contrast between Transition countries following
Washington consensus policies and China and
Vietnam (which did not) is marked

Africa exploited even in post-colonial world

— Exacerbating general problem of inequality

— But had been left without the education, technology,
and resources to take advantage of new opportunities

Further problems: Finance

» Growing instability—100 crises in last 30 years

* Money is flowing from poor countries to rich

» But, in spite of advances in ability to slice and dice risk,
poor countries still bear brunt of risk
— Meaning that many are burdened by huge debt payments
— One of sources of crises

* Much done to protect investor interests

» But little done to protect the environment in developing
countries from investors

— Who use limited liability to protect themselves after taking out
natural resources

— Bilateral investment treaties are one-sided
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Further Problems: Trade

* International trade regime is unfair to developing
countries

* The Uruguay Round Agenda focused on the
interests of rich countries; it included
— Services - but not unskilled labor intensive services;
— Subsidies - but not agricultural subsidies;
— Intellectual property rights

* Most of projected benefits accrued to rich
countries
— 70% of gains to developed countries

— The 48 Least Developed Countries were actually left
worse off

+ System is unbalanced, stacked against poor
countries

— Average OECD tariff on goods from poor countries is
4x higher than on goods from other OECD countries

— Rich countries cost poor countries 3x more in trade
restrictions than their total development assistance

+ Little progress on agricultural issues

— OECD countries continue to subsidise agriculture by
48% of total farm production, just 3% lower than
1986; maintain high tariffs
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» There was a need for a Development
Round to address these problems

» But the Development Round agenda was
mostly putting old wine in new bottles
— Some elements were even anti-development
« And US and EU reneged on their promises

* As itis, the round does not deserve to be
called a development round

» Even if successfully completed, would do little to benefit
developing countries
— Problem not just in agriculture
— Also in manufacturing—escalating tariffs
— US refusal to go along with opening up to poorest countries
» EBP (Everything but what you produce)
— Non-tariff barriers
» Risk if completed—belief that it was a development
round, return to earlier regime

+ Risk if fails—continuation of bilateral trade agreements
— Even more unfair to developing countries
— Undermining multilateral trading system
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Further Problems: Knowledge

* One of main problems facing developing
countries is reducing gap in knowledge

» But unbalanced intellectual property
regime makes this even more difficult

* And makes access to life saving
medicines more difficult

» Developing countries have called for a
Development Oriented Intellectual
Property Regime

Further Problems: Global Warming

Another arena in which global social
injustices are being played out

* Major source of pollution in the North
« Major consequences in the South
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Discontent with Globalization:
Other Values Dominated by
Economics

Environment sacrificed for short run commercial interests
Reduced access to life saving medicines

While no compensation provided to developing countries
for environmental services

— Biodiversity

— Carbon sequestration

And no protection for traditional knowledge

Traditional cultures weakened, and WTO rules make
support difficult

Democratic processes undermined, e.g. by IMF
conditionality

Discontent with Globalization:
Processes

+ Global governance is undemocratic
— Voice of developing countries not heard
— But even when it is heard, it is not listened to

— Dominated by North and by special interests
* Rules made by advanced nations for advanced nations
 For their interests, or for special interests within them
— Problems of global governance highlighted by
problems at the World Bank and IMF

— Governance problems contribute to bad outcomes
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Making Globalization Work for Developing Countries

 Failures of global governance also reflect
failures in “democracy” within advanced
industrial countries
— Special interests dominating national interests

* Problems aggravated by “smokestack
structure”—trade ministers meet with trade
ministers to decide on trade issues, with little
attention to environmental, health consequences

— Markedly different from way decisions are made
within countries

« And globalization, as it has been managed,
has undermined democracy
— Conditionalities

— Reducing the scope for democratic decision
making
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Globalization has made us more
interdependent

Greater interdependence means greater
need for collective action, to act
cooperatively

Just as the world has greater need for global
economic institutions, confidence in these
institutions has waned

FUNDAMENTAL PROBLEM

+ Economic globalization has outpaced “political
globalization”
— Views about democracy, social justice, “social solidarity,” even
the “rule of law” change at the border
* Democracies have learned how to temper the market
economy, to make sure that most individuals benefit
+ But we have not yet learned how to temper the excesses
of globalization
— It has put new demands on the nation state (growing inequality)
— But reduced their ability to respond

— Part of the reason is that we have not yet democratized
globalization
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Making Globalization Work for Developing Countries

Matters Have Become Worse in

Recent Years

+ Cold War made Emerging Markets battle fields

— Little care about virtues of government (Pinochet)

— But considerable concern about limiting alienation of people
* With end of Cold War there was a choice

— To pay more attention to human rights, democratic values, global
social justice, fundamental values, OR

— more willingness to engage in economic exploitation and impose
doctrinal policies
+ U.S. missed opportunity for global leadership, used new
position to advance parochial commercial interests, often
in “unilateralist” manner

» Unilateralism especially severe in last six years
— Further weakens ability to have global democratic cooperation

NATURE OF OPPOSITION TO
ECONOMIC GLOBALIZATION

* Not so much to globalization itself but to
the way it has been managed
— Economic values dominating other values
— Undemocratic processes

« And to the particular set of ideologies that
have underlay the policies
— Market fundamentalism

— In developing countries, “Washington
Consensus” policies
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Change is possible

* Indeed, change is inevitable with changing
world
— new global geopolitics
— New technologies, New Economy
— New scarcities
— Climate change

— And globalization has set in motion its own
changes
* Rulings that US cotton subsidies are illegal

* Question is only whether we make the
changes before a crisis occurs
— Changes in crises tend to be patchwork
— Setting in motion another crisis at a later date

» Or we work together today to Make
Globalization Work, or at least work better
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Making Globalization Work for Developing Countries

Reforms that would make globalization
work better for Developing Countries

* Trade: A true development round

If developed world is willing to commit .7% of GDP
to help poor countries, shouldn’t they help them
also by opening up their markets, to give them
an opportunity to earn income for themselves?
— Generalized Market Access—expanding and

extending the EBA
» Opening up markets to countries poorer and smaller
— More policy scope—allowing developing countries to
do what the developed countries did to advance their
development
» Asymmetric consequences of subsidies

A true development Round

Labor market liberalization as well as
capital market liberalization

Agriculture
Escalating tariffs
Non-tariff barriers

A development oriented intellectual
property regime
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Global Financial Reforms

* Debt relief

— But unless there are more fundamental reforms, debt
problems will arise again

— Shift burden of risk from developing countries

» Reform of the international reserve system
— Expansion of Chang Mai initiative

— Implicit foreign aid from developing countries, through
cheap loans to hard currency governments, is greater
than foreign aid they receive

— Contributes to global instability

* Environmental responsibility

— And other legal obligations enforced through
International Commercial Court

— Redoing bilateral investment treaties
* Limiting scope
* No longer enforced through commercial courts
» Global competition

— Enforced through International Competition
Authority
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Making Globalization Work for Developing Countries

» Escaping the Resource Curse

— Expanding the Extractive Industries Initiative
* Only transparent payments tax deductible
— Ending abusive bank secrecy

— Model contracts, that ensure that developing
countries get fair share of value of resources

Global Warming

» Beyond Kyoto
— Major achievement
— But didn’t go far enough
» Developing countries need to be compensated for
providing environmental services
— Rainforest coalition—avoided deforestation
+ All countries need to be induced to cooperate
— Global public good
— Trade sanctions—worked in the case of ozone destroying gases
» Ecological taxes—better to tax bad things than good

— And more likely to reach agreement than on setting common
targets

« Standards
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Foreign Assistance

More of it
And more effective

Assistance has played an important role in
the past

And can play an even bigger role in the
future

— Especially with programs based on the
successes of the past—East Asia Miracle

— And providing more country ownership

Japan, as the second largest economy in the world, has an
especial responsibility for making globalization work,
including working for developing countries

* And an especial opportunity

* Understands development—because it went through the
development process itself so recently

» Understands the need for global peaceful cooperation
+ Poverty in developing countries is one of major global
problems facing the world
— Japan has long been committed to promoting growth and fighting
poverty in the developing world
— New organization puts it in a position to do so even more
effectively
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