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PROCEEDI NGS

MR. VASQUEZ: Good afternoon. [|I'mlan Vasquez. | am
the Director of our Project on dobal Economc Liberty here at
the Cato Institute.

It is difficult to discuss any topic these days that
does not directly concern the hideous events of |ast week, but we
will try to do so in today's forumon globalization, a topic that
is not entirely unrelated to the tragedi es that unfol ded | ast
week in the United States. |If anything, those events rem nded us
of just how integrated the world has becone. W are only now
getting a better sense of the econom c repercussions around the
wor | d.

And those of us who were traveling abroad or in other
parts of the country felt the inmediate inpact of not being able
to rely on nodern transportati on and conmuni cation for several
days. To be sure, those were m nor inconveni ences conpared to
the suffering of the victinse and their famlies. And indeed, if
you |l ook at the list of those victins, they represent people from
all around the world -- another rem nder of just how gl obalized
our world has becone.

| do believe that globalization has in fact nade us
i ncreasi ngly dependent on one another, enabling us to pursue nore

fulfilling, richer lives. And of course when we tal k about
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gl obalization, really what we are tal king about is the return to
t he gl obal economy. Because it has only been in the last 20 to
25 years that the world has caught up to the level of integration
that existed in that first era of globalization 100 years ago.
And as we all know, that |iberal econom c order that began in the
19th century and that we are just resum ng now was interrupted by
the cataclysns of the 20th century -- the two Wrld Wars, the

G eat Depression, the totalitarianisns of the left and the right.

So it is inportant, in ny view, not to | ose sight of,
and indeed to highlight, the many bl essings of globalization, as
we at the Cato Institute have done for so many years. But not
everybody agrees that gl obalization has been so beneficial. Sone
people reject it outright. Qhers question whether it has
benefited everyone. Those criticisnms are inportant, because they
i nform public opinion and the decisions of policymkers around
t he worl d.

Today we are fortunate to have two very abl e speakers
address those issues. And they will be presenting opposing
views, | suppose, on this debate as they try to separate facts
from m sperceptions on globalization, and as they try to explain
how gl obal i zati on affects growh, affects poverty reduction, and
i nequality.

| am pl eased to introduce our first speaker, David

Dol lar, who is one of the Wrld Bank's top research econom sts,
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sonebody who has | think done sone of the best work that has cone
out of the World Bank over the past nmany years, particularly as
it pertains to econom c growth and poverty reduction. He has
witten many papers on that. He was very nuch involved in a
sem nal work at the Wbrld Bank that assessed the inpact and the
effectiveness of foreign aid, with some very critical conments as
wel | as instructive comments.

He spent six years before comng here to WAshi ngton as
an advisor to the Vietnanmese Governnent, beginning in 1989,
advising Vietnamfor the Wrld Bank. And prior to that he taught

economcs at UCLA. It is ny pleasure to introduce David Dol lar.

(Appl ause.)

DAVI D DOLLAR,

WORLD BANK

DR. DOLLAR  Thank you very much.

| want to begin by echoing what lan said, that it's
very hard right now to think about anything except the terrorist
attacks | ast week. And ny research, frankly, is not about
terrorismand it's not directly related to these events. lan
wanted to proceed with this forum and | think that's a good

idea. I'mjust going to try to tell you a little bit about ny
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research on the topic of globalization, growh and poverty
reduction.

The title of our forum | believe, is the question, "Is
G obal i zation Good for the Poor?" And | think there are a nunber
of ways to interpret that question. The word "globalization"
itself is fairly vague. I'mgoing to focus on globalization in
the sense of grow ng econom c integration anong countri es,
econom c integration resulting fromgreater trade and capital
flows and information.

And I'malso going to focus on the extrenme poor. There
are different ways we can tal k about poverty; |I'mgoing to focus
on the extrene poor in the world. About one-fifth of the world's
popul ation lives on | ess than a dollar a day, consunes |ess than
a dollar a day, and I'mgoing to focus on the extrene poor and

try to give you sone evidence to help answer the question of "Is
gl obal i zati on good for the poor?"

|"mprimarily drawing on research |I've done with ny
col | eague, Aart Kraay, and our papers are avail able over the
Wrl d Bank's Research Wb Site.

Now, there are quite different views on this question.
Let nme start with a couple of quotes. In arecent editorial in
the British newspaper The Guardian, Walter Schwartz, who is one

of their columists, expressed the view that nonstop expansion of

worl d trade in services nakes rich people richer and poor people

ARTI Transcripts
(202) 347-0030 and www.artitranscripts.com



poorer. This is a claimwe hear fromsone quarters, a fairly
strong statenent that expanded trade is actually naking poor
peopl e poorer. Since we care about the poor, then this is a very
i nportant statenment to assess.

A rather different view was expressed by President Fox
of Mexico, who was here in Washington recently. He did a |ong
interview with the Washington Post, and |let ne just quote briefly
fromthe interview of President Fox of Mexico: W are convinced
that globalization is good, and it's good when you do your
honewor k, keep your fundanentals in line on the econony, build up
hi gh | evel s of education, and respect the rule of law. Wen you
do your part, we are convinced that you get the benefit.

These are two quite disparate views of the relationship
bet ween econom c integration in devel oping countries and the
poor. And ny research is really ainmed at trying to pull together
evidence to hel p us assess these different clains.

| want to make four points, and I'l|l probably spend the
nost amount of time on the first one. The first point is really
a very sinple factual point | want to really try to drill in, a
factual point about what has happened to poverty in the world in
the past 20 years. There are a nunber of ways to |ook at this,
and | want to start by telling you that we have data on about 150

countries, which covers nost of the world s popul ation.
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So, if you break that into groups, if you take the
poorest one-fifth of countries in 1980, the poorest 30 countries
in the world in 1980, and | ook at what has happened in the past
20 years, you will find that the average growh rate for the
poorest countries was around zero. And when you see that, and
you know the world econony is growi ng, you can see why sone
comentators are expressing the viewthat this era of
gl obalization is making the poor poorer.

Now, that first fact is an inportant fact, but it turns
out that it tells us very little about what's happening to the
poor. And the reason is that anong those 30 poorest countries
you have sone that are very small, |ike Togo and the Central
African Republic, with about 5 mllion people, and al so anong the
30 poorest countries you have China and India. And anong the 30
poorest countries in 1980 you had China, India, Vietnam sone
very large countri es.

Now, if you weight by popul ation, the average growth
rate for the poor countries was 4 percent per capita over the
past 20 years. So, the |ocations where poor people live have
been growing at 4 percent per capita, and the rich countries have
been growi ng at 2 percent per capita.

Now, this is actually quite an inportant fact, because
this is a very unusual pattern if we | ook back over history. |If

we take the previous 20-year period, from 1960 to 1980, you wll
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find the opposite. Poor countries were growng slowy and rich
countries were growing rapidly. And if you can go back all the
way to 1820, you will find that a |long-term pattern has been for
rich countries to grow faster than poor countries, and it's only
in the past 20 years that that has been changed.

Now, let ne be very clear that that depends very much
on rapid gromh in China, India, Bangladesh, Vietnam a nunber of
countries that were very poor 20 years ago and which are very
| arge. 1n 1980, about 75 percent of the extrene poor lived in
the four countries | just nentioned.

Now, even that does not really tell us anything about
the wel fare of poor people. Because if you go back to India in
1980, not everyone in India was poor. So we also want to | ook at
the distribution of income within countries. And we have better
and better information for doing this. W can |ook at the
di stribution of incone within countries and | ook at the
consunption and the welfare of different groups. So, we can
cal cul ate what share of the world' s population is poor and we can
cal cul ate how nmany poor people there are. And if we go back 100
years, those estinmates are fairly inprecise, but we're getting
better and better estinmates over tine.

Now, the nunber of poor people in the world, people
living on less than a dollar a day, has increased pretty steadily

t hroughout history up to 1980. The share of the world's
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popul ation living in poverty has gone down, but the nunber of
poor people continued to increase up to about 1980. Between 1960
and 1980, there was a large increase in the nunber of poor people
in the world. And then, in the past 20 years, the nunber of poor
peopl e has declined by about 200 mllion.

So, ny first point, which I've dwelled on, that | want
you to take away fromthis, is that in the past 20 years there
has been a very significant decline in the nunber of extrene poor
in the world, and that that is an inportant historical
devel opnment. So, that's really ny first broad point. And |
didn't relate it to globalization. | just want you to get the
fact in your mnd that |arge poor countries have grown rapidly,
and then, it's inportant to add, lots of small poor countries
have grown badly. There are a lot of snmall poor countries in
Africa that have grown badly.

My second point is | want to try to relate this to
gl obalization. W have sone poor countries like India grow ng
rapidly. | spent six years working on Vietnam that's a good
exanple. W have quite a few poor countries in Africa grow ng
poorly. Let me enphasize, though, Uganda has done well over the
past 15 years. So, | want to point out that we have sone other
exanpl es of success. | don't want this to be an Africa versus
Asia story. Uganda is an inportant exanple of rapid growh and

poverty reduction in Africa during the past 15 years.
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But | ooking at the devel oping world, one of the
striking things is this difference in experience. Some poor
| ocations are growing with the fastest growh in the world and
ot her poor locations are doing very badly. And | want to try to
under stand t hat .

Now, to make a long story short, in general, the
| ocations in the devel oping world that have increased their
participation in foreign trade and investnent are the | ocations
that are growing rapidly. So, China has opened up to the world
econony, India has opened up, Uganda is another exanple. And in
general, the countries that are opening up to foreign trade and
i nvest nent have seen faster growh. There are a nunber of ways
to show this.

One of the things that Aart Kraay and | do is we just
divide the developing world into a group of globalizing countries
and a group we call non-globalizers. And we do that by taking
the top one-third of devel oping countries in terns of increased
trade to GDP over the past 20 years. So, China has doubled its
trade to GDP. India has gone up by about 50 percent. So, if you
take the devel opi ng countries where there have been | arge
increases in trade to GDP, we get a group of 24 countries, with
about 3 billion people.

What is striking is that nost of the rest of the

devel oping countries actually trade | ess today than 20 years ago.
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So, | could give you a long list of countries that trade | ess of
their GDP today than 20 years ago. Let nme just nane a few.
Paki st an, Kenya, Togo, N geria, Egypt, Zanmbia -- they all trade
| ess of their CGDP today than 20 years ago.

And | don't want to dwell just too much on trade. A
| ot of today's trade is connected to direct foreign investnent
and nmultinational corporations. So, if you think of some of the
countries | nentioned as having large increases in trade, they
are by and | arge the sane devel oping countries that are getting a
| ot of foreign direct investnent. China is a huge recipient,

Vi etnam Mexico, in the Americas, and Brazil would be another
exanple, Thailand. 1In general, the countries that are nore
involved in trade are the sane countries that are nore invol ved
in direct foreign investnent.

So, in our research we separate sonewhat arbitrarily --
the dividing line is arbitrary -- but we take the devel opi ng
countries that are becom ng nore gl obalized and the ones that are
becom ng | ess globalized. And there you see a really striking
di vergence in their experiences. The globalizing group has had
accelerated growmh rates over the past 40 years, fromthe sixties
to the seventies to the eighties to the nineties. So that in the
1990's, the gl obalizing devel opi ng countri es have been grow ng at
5 percent on average -- and China is an inportant part of that,

but it's not the only part of that.
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O our globalizing group, 18 of the 24 countries have
had accel erated grom h rates and, on average, they're grow ng at
5 percent. The rich countries are growing at 2 percent. The
rest of the developing world is basically grow ng around zero.

So, we have a |l ot of devel oping countries that trade |ess today
than 20 years ago, and their growh rates in many cases are
around zero or even negative. So, | want to enphasize that

di vergence of experience.

My second basic point is that there is a divergence of
experiences in the developing world. And in general, the
countries that are trading nore and getting direct foreign
i nvestnent, these are the | ocations, the poor |ocations, where we
see rapid grow h; and nmuch of the rest of the developing world is
growi ng very poorly. So that's ny second point.

My third point that | have to nmake very briefly, | like
to start with the growth rate of a country. But that doesn't
tell us directly about the welfare of the poor because there are
i nportant things happening within countries in terns of
distribution of income. So, one of the things that Aart Kraay
and | have put a lot of effort into is putting together data on
i ncone distribution within countries for 137 countries, in many
cases going pretty far back intime. So, we're interested in
what happens to distribution within countries as integration

pr oceeds.
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And | et me enphasize that in poor countries |ike
Vi etnam what we actually neasure is what people really consune.
We track how much rice, how nuch pork. Mbost poor people spend
t he overwhel m ng share of their budget on food. So, the issue is
how much are they eating. So, we often say incone distribution,
but I want you to understand that we are neasuring real
consunption by people. So, when we talk about the incone of the
poor going up, think of it in very real terns. Ml nourished
peopl e who had al nost no protein are now getting nore protein.
That's the real issue that we are trying to get at.

Now, what happens to the incone distribution within
countries is very conplex, but some voices these days are saying
that globalization is leading to growing inequality within
countries. And ny third point is that that is sinply not true.
As a factual matter, there is no trend toward growi ng i nequality
within countries around the world.

And then, if you ook at the changes in inequality that
we see in data, they are not related to any neasure of
gl obalization. So, to nake that nore concrete, the countries
that are trading nore, in sone cases you see an increase in
inequality, as in China; but in other cases you see a decrease in
househol d i nequality, as in Malaysia. And in nmany cases what you

see are quite small changes in the distribution of incone.
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In Vietnam we hel ped the governnent do a very good
representative survey in 1992, and then cone back to the sane
5, 000 househol ds six years later so we could | ook in enornous
detail at what was happening. And in Vietnamthere was very
little change in the overall distribution of incone. The country
has been growi ng |i ke gangbusters, so the incone of the poor has
been growi ng |i ke gangbusters. So what you find for the bottom
10 percent in Vietnam for exanple, is about a 50-percent
increase in real inconme over the 1990's.

So, ny third basic point is that because this
i ntegration does not seemto be having any effect toward
i nequality, the poor benefit very powerfully fromthe nore rapid
grow h that we see. So, sone of the countries |I've nentioned are
countries where we have seen very dramatic poverty reduction in
the 1990's. Uganda is a nice exanple. 1| like to have a good
exanple from Africa. Uganda had very dramatic poverty reduction
in the 1990's. And Vietnam China and India.

So | began with the big picture, that the nunber of
poor has declined by about 200 mllion in the past 20 years and,
roughly speaki ng, about 100 mllion of that decline was in the
eighties and about 100 mllion was in the nineties. And we have
better data fromthe nineties. So, in the nineties, in the
gl obal i zi ng devel opi ng countries, you actually had a decline of

poverty of 120 mllion, but in the rest of the devel oping world
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t he nunber of poor increased by 20 mllion. So, I'mtrying to
give you a sense of net progress in the world, but very nuch
differentiated anong poor countries, and then this very inportant
correlation that the countries doing well are the ones that we
see with big increases in trade and foreign investnent.

So, it's hard to nmake concl usi ons about causality from
correlations, but there is just no evidence that increased trade
i s maki ng poor people poorer. Wiat we find is a very high
correl ati on between i ncreased trade and poor people becon ng
better off.

And let me just try to nmake it a little bit nore
concrete with the Vietnam exanple. The very poorest people in
Vi etnam many of themare growing rice on very small plots of
land in difficult conditions. As a result of its integration,

Vi et nam has becone a maj or exporter of rice, which raises the
price for farmers. And these farmers, their main input is
fertilizer, so Vietnamnow i nports fertilizer.

So you can | ook in the household survey and see that
the price for their rice that they sell has gone up, the price
for the fertilizer that they buy has gone down, and that
generated a large welfare gain for Vietnanese farners. They eat
a lot of the rice thenselves -- in that case, it's nice to pay a
smal | amount for fertilizer -- then they sell snmall amounts on

the market, and that has enabled themto buy nore pork and get
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nore protein in their diet and to have a bicycle and ot her things
that are part of inproving life.

| can't go into a lot of detail but I want to quickly
add that fromthe surveys such as in Vietnam we can see that the
benefits go far beyond consunption. So, child | abor has gone
down, infant nortality has gone down, and school enrollnents have
gone up. So we are tal king about broad inprovenents in people's
lives. Which is why if you talk to people in Vietnam they're
very enthusiastic about international integration because they
have seen that it has visibly inproved their lives.

| do have a fourth inportant point which is inportant.
|"ve tried to enphasize that there are locations in the world
that are not doing well, quite a few of themin Sub-Saharan
Africa. One of their characteristics is that they haven't
increased their trade, they are not getting foreign investnent,
so it's hard for me to blanme international econom c integration
on their poor performance. But the fact that there are these
| ocations that are doing badly is a very inportant problem or
i ssue, for the world.

My bottomline on the evidence is that for poor
| ocations to integrate with the world has enabled themto inprove
their lives. And if you accept that, then we should be naking it
easy for poor countries to integrate. But there are many ways in

which rich countries nake it difficult for poor countries to
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integrate. So ny last nessage is we could do a lot nore to help
poor countries integrate with the world. Sone of this is through
our trade policies.

Rich countries still have lots of protectioni smagainst
poor countries, so we nake it hard for themto sell their
products. And then part of it is a nore positive issue of
foreign aid. Integration is not just about policy, it's about
roads and ports and connecting to the world market. And there is
a lot that foreign aid can do to help these locations. And since
the 1990's, foreign aid has been com ng down.

| think it is a scandal that the United States only
gives less than one-tenth of 1 percent of its GNP in foreign
assistance. |I'man American citizen, so | think I can nake this
friendly criticismof ny country, that | think it's a scandal
that the United States gives |less than one-tenth of 1 percent of
GNP in aid when there is such a need to hel p poor countries
connect with the international market.

So the bottomline is | think the evidence is pretty

clear that integration -- | don't really like to use the word
"globalization" -- I"'mpro-integration -- or let me try to turn
that around and be a little bit nore careful in words. | think

the evidence is pretty clear that integration hel ps poor
| ocations inprove living standards. And that is broadly accepted

in the developing world. | started with a quote from President
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Fox. | can easily find lots of quotes fromthe |Indian Governnment
or the Vi etnanese Governnent of the Ugandan Governnment about the
desire of poor countries to integrate.

So, | believe in freedom Lots of poor countries want
to integrate. An inportant policy question is: Are we going to
make it easy for poor countries to integrate with the world
mar ket through our trade policy, through foreign aid? So, the
real operational question is: How can we nmake it easier for poor
| ocations to integrate, so we see nore good results, so we have
nore exanpl es such as Vi etnam and Uganda?

Thank you very nuch.

(Appl ause.)

MR. VASQUEZ: Thanks very nuch, David.

Qur next speaker wll give a little bit nore of a
critical view of the |ast 20 years of globalization. Mark
Weisbrot is currently the Co-Director of the Center for Econom c
and Policy Research here in Washington, D.C. H s opinion pieces
have appeared in the najor newspapers in the country. He wites
a weekly colum on econom c and policy issues.

He received his Ph.D. in economcs fromthe University
of Mchigan. And he was a consultant with the Governnent of

Haiti in 1995 and 1996. Pl ease help ne wel cone Mark Wi sbrot.

(Appl ause.)
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MARK WEI SBROT, CO- DI RECTOR

CENTER FOR ECONOM C AND POLI CY RESEARCH

DR. VEI SBROT: Thank you. | want to thank lan and the
Cato Institute, and David, for organizing and participating in
this event. | feel like they do, as a matter of fact. | was
hopi ng this woul d be postponed in |light of the events, but people
are resuming their normal |lives here. And so | guess part of our
normal life is to have these debates. So, here we are.

If you want nore information, | should say, you can
find it on our Wb site. It's ww.cepr.net. That is for the
Center for Econom c and Policy Research, cepr.net.

| want to open by saying that one of the things we do
at the Center for Economic and Policy Research is to focus on
sonme of the big facts that often get ignored and sone of the
ot her side of the debate that doesn't get heard. The argunent
that David nade is very well presented, and | think we hear it
all the time. But there is another side that we don't hear, and
it's based on the sane data. | want to enphasize that. W are
all using the sane data. W are using Wrld Bank data and ot her
official data. So there is no dispute over the facts here. It's
basically how you interpret them

And the question today is: Has dobalization hel ped

the poor? That's the main question. And | want to at |east nake
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one point about the United States, because here we have solid
data and there is no dispute about the facts. Incone
distribution data in other countries is not always that good, but
here in the U S. we do have good data. And we know that the
nmedi an wage today, for exanple, is about the sane as it was 27
years ago. So, what does that nean? That neans that half of the
popul ation, half of the | abor force of the United States, has not
shared in the gains fromeconomc growmh over a 27-year period.
Now, that's a profound change in the incone
distribution in the United States. |If you |look at the 27 years
before that, the first half of the post-Wrld War |1 period,
i ncome of the typical wage-earner grew by about 80 percent. The
di fference between 80 percent and zero is enornous. And there

are few, if any, econom sts, serious econom sts, in this country

t oday who woul d say that globalization -- that is, the increased
opening to trade and both inflow and outflow of investnent -- has
had nothing to do with that. In fact, the dispute is really just

about how nmuch of an affect it had.

So this is a profound change in the United States. And
of course, for the bottomquintile, which I would say includes
t he poor, the change has been even worse. Their wages have
actually fallen over this period considerably. And this is
exactly what you would predict actually from standard econom c

theory, due to the increasing opening up to conpetition of
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| ow- wage | abor conpeting with the |abor force in the United
States, and also the ability of enployers to nove their plant and
equi pnent nore easily to defeat union organizing drives with
those threats and everything else. So the results in the United
States are very clear and unanbi guous for the bottom half of the
| abor force.

And this is clear to anybody, by the way. Those of you
who are ol d enough to renenber the sixties and seventies, it was
quite common for a one-incone famly, nmaking just about the
average incone, to raise their kids, buy a house, and send their
kids to college. That does not happen today. And this is a
result of the changes in incone distribution. And again, we can
argue about how nmuch of that is due to what we call
gl obalization. But it is clearly a significant part of it. And
it's alnost certainly a greater part of it. That inpact
certainly outweighs the gains fromopening up to trade that
peopl e have gotten through cheaper consuner goods, al nost by
definition.

That's one part of the story. But the people who are
pronoting increased opening to trade and investnent, and I would
say a whole set of other policies which are led by the I M and
the Wrld Bank, have not tried to nmake the argument so nuch
recently in the United States because there is not nmuch of an

argunment to be made, so they have argued that this is a hel ping
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hand to the rest of the world. And this is what | would like to
confront with a few facts and argunents today.

Now, there is one thing | wanted to say at the outset.
The reason | nentioned the | M and the Bank is not to disparage
Dr. Dollar's institution in any way but to nmake peopl e understand
that this process of globalization is not sinply a random openi ng
to trade and investnent or an opening to trade and investnent
that is demanded by particul ar governnments and hel ped al ong, but
it is very much led by these institutions. The | M- has what we

call a creditors cartel, very nmuch like the cartel that OPEC has

over oil, in which it can say to a borrowi ng governnent: I|f you
do not nmeet our conditions, you will not get credit for nost
| oans -- not all but nost loans -- fromthe Wrld Bank, fromthe

I nt er Ameri can Devel opnment Bank, fromother nmultil ateral agencies,
and very often governnents and private credit, as well.

So, the Fund, the Bank, these are the nost powerful
institutions in the world, and they are able to i npose a whol e
set of policies. And that power has increased enornously in the
| ast two decades.

Now, first, the nost inportant thing I want to | ook at
is in the paper that you all have here. And that is, what has
happened in the last 20 years to the nbst basic neasure of

econonm c welfare, which is just the growth of incone per person?
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Al'l econom sts would agree that that is the nost basic neasure
you can have. What has happened t hroughout the worl d?

If you look at the last 20 years for the whole world,
it has been a very bad two decades as conpared with the previous
20 years. And this is a fair conparison, because both of these
two periods had major oil shocks and world recessions. If you
| ook at, for exanple, Latin America, Latin America grew by 75
percent per capita, per person, from 1960 to 1980. |If you | ook
at it since then, the last 20 years, it's grown by about 7
percent. Again, a drastic slowdown.

Africa went froma growmh rate of about 35 percent per
person, from 1960 to 1980, to a decline of about 15 percent. And
there are regions of course that did better in the second peri od.
But if you actually divide the world into quintile groups of
countries, the poorest countries by per capita inconme, and you
| ook at themthat way, in 1960 and in 1980, and | ook at the
gromh rates -- and that is what we did in our |atest paper --
you find a very striking pattern, a drastic slowdown, again,

t hrough the vast mgjority of countries in the world in economc
growt h per capita.

So the poorest quintile of countries, for exanple, grew
at arate of 1.9 percent per capita annually, which is at |east
solid, or significant, growmh, from 1960 to 1980, and since then

their gromh has fallen by a rate of about half a percent per
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year. Again, these conparisons are based on not necessarily
taking the same countries and | ooking at themin two periods but
| ooking at the countries started off in this category and then
started off in the sane category in the second period. This
gives us a better conparison

Again, this goes all the way through all quintiles --
the mddle quintile, for exanple -- so it isn't just the poor.
And | want to enphasize that. Because when we talk to the press
there is this notion that, well, globalization has been great but
sonme groups of people have been |l eft behind. And what | want to
enphasize is, just like it's true in this country, the majority
of peopl e have been left behind in this process, it's also even
nore true in the rest of the world.

If you go up to the mddle quintile of countries -- and
these are still countries earning between $1,800 and $3, 300 a
year, so it's nostly poor people in these countries; and for
conpari son, our per capita inconme is over $30,000 -- even in
these countries you have a very sharp slowdown in growth, from
3.6 percent in the prior period to about just under 1 percent a
year. This nmakes the difference between these countries
increasing their income by 21 percent over a 20-year period
versus doubling it.

So sonet hing has gone drastically wong over the | ast

20 years. And nobody really seens that interested in trying to
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explain it. You see the Bank and ot hers who have been pronoting
t hese policies not asking what has gone wong here; are there
policy and structural changes in the last 20 years that have |ed
to this terrible performance?

By the way, | want to add that in this paper we al so
| ooked at the major social indicators. Those are progress in
|ife expectancy, progress in reducing infant nortality and child
nortality, progress in literacy and in education. Al of those
al so sl owed considerably for the vast ngjority of countries in
the world. And this is partly because of the decline in the rate
of growmh of incone and possibly due to other factors as well,
i ncl udi ng sonme evidence that distribution has worsened in many
countries.

| want to cone back to this idea that the response of
the Bank and the response of David of course has been to say that
the gl obalizing countries have done better. And China and India
are the two exanples. And that is not trivial; that's 35 percent
of the world's population. And they have in fact done better in
the second period. But it is very hard to present these as
exanpl es of gl obalizing countries.

First of all, they are anpng the nost restricted
markets in the world in terns of trade. China has a
nonconvertible currency and India al so has extensive controls

over currency conversion and capital controls. Neither of these
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countries has really followed the advice that the | MF and the
Bank have inposed on the rest of the world, but there certainly
has been sone openi ng.

Vi etnamis anot her exanple. They have managed to take
advant age of international markets over the last 20 years. And |
agree with David that it has increased the incone of rice
farmers, for exanple, and benefited the country. But | ook at
Vietnam Sixty percent of their investnent is done by the
government. |Is the World Bank willing to allow other countries
to nove in that direction, if that's what is best for their
econom es?

So, you see the economes that were able to take
advant age of sonme opening and access to foreign nmarkets seemto
be the ones that had the strongest governnents, the governnents
that resisted all of the other policies or didn't have in place
the other policies that the Fund and the Bank have i nposed on
countries throughout the world. And it's not just them but it's
al so the bond markets. And you can see this in various crises,
like in Argentina today, for exanple. There is a whole set of
policies that are really inposed by what people like to call the
gl obal econony, but are very often nuch nore narrow i nterests.
And these policies, it's very easy to see how they mght lead to

| ower growt h.
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Let nme give you a couple of exanples, instead of
obviously just to say that something has gone wong over the | ast
20 years. | wanted to enphasize that the nost, and | will keep
com ng back to it because | think this is sonmething we have to
return to until there is an explanation for it. Again, we don't
have an expl anation and we don't put forward a formula as the
Fund and the Bank do as to which are good policies and which are
bad policies for alnost all countries. But there are clearly
enornous policy errors that have been nade over the |ast 20
years.

For exanple, in the transition econom es such as
Russia, you saw a policy, again, pronoted by Western econom c
advisors and led by the M-, which led to a decline in incone
that is unprecedented in world history outside of wars or natural
di sasters. About 50 percent of their income was | ost in Russia
in the space of just five years.

You have other exanples in the last few years. |n East
Asia you had a crisis that was brought about by the increasing
inflow, a huge inflow, of capital, hot noney that was allowed in
because these countries did as the U S. Treasury Departnent and
others here in Washington urged them They renoved their
restrictions on this kind of noney. That noney flowed in and it
flowed out very rapidly, in 1996 and 1997, and led to a nassive

financial crisis which was then worsened by extrenely high
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interest rates and other policies, again, pronoted by the sane
Washi ngton institutions that had pronoted this form of
gl obalization to begin wth.

Again, | want to enphasize that these are policy
changes that have taken place. So, you can see exanples very
clearly of where growth would be sl ower.

What about Latin Anmerica? Well, you can see what is
happening in Argentina today. They have been in recession for
over three years now. They have an overval ued currency. And
here we have our institutions again pronoting the mai ntenance of
t hat overval ued currency, propping up that currency wth enornous
| oans whi ch are going to have to be paid back eventually -- $40
billion agreed to in Decenber.

Argentina now has a debt that is so high that its debt
service is greater than its export earnings. Again, these kind
of situations, which will lead to slower growmh in the ensuing
years, are the result of a whole set of policy changes that have
been pronoted, and very often inposed, by these institutions.

| also want to point out that there are policies
pronoted by the Bank and the Fund associated with their gl obal
regul atory, or deregulatory function as it nay be called nore
accurately, that directly hurt the poor. One of those that we

are nost concerned with is the inposition of user fees for
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primary health care and education, a policy that the Wrld Bank
has been pronoting for about 15 years.

Now, as a result of the efforts of 120 organi zations in
the United States, nongovernnental organizations, the Congress
passed a | aw | ast Cctober that said that the U S. representative
at these institutions, at the I MF and the Bank and the
I nt er Aneri can Devel opnent Bank, nust oppose any | oan that inposes
user fees; that is, fees for poor people on primary health care
or primary education. And this we hope will put an end to it,
but it's not clear that it has. W know that in Decenber the
U S. Treasury Departnent violated this | aw, because they actually
supported these user fees in a programfor Tanzani a.

| nmention this because this is part of the problem
This particular formof globalization that we think is wong is
being led by institutions that are conpl etely unaccount abl e.

They are not open. They do not have recorded votes. They do not
have any of the safeguards of denocracy that we expect from our
public institutions in the United States. And as a result, they
are able to continue policies that are harnful to the borrow ng
countries, and especially to the poor people within them And
that is one of the major reforns | think that people are
dermandi ng today.

Now, one |ast point, to give David a break, so |'m not

just bashing the Bank. | want to nention the WIQ because that's
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anot her set of policies that is already draining what is going to
be tens of billions of dollars fromsouth to north, fromthe poor
countries to the rich, by insisting on enforcing U S. patent |aw
outside of the United States. That is one of the ngjor
initiatives and one of the ones that is supposed to go ahead in
the next round, if it happens. It is scheduled for Qatar in
Novenber .

This is a policy of trying to enforce U S. patent |aw,
and it has finally reached the front pages here, after several
years, because of the AIDS crisis and because of the role of
these patents in blocking access of mllions of people in
devel opi ng countries to essential nedicines and |ife-saving
drugs.

| will stop there, because ny tinme is up, and hopefully
we can have sone back-and-forth here. Thank you.

(Appl ause.)

MR. VASQUEZ: Thank you, Mark.

| would i ke to give David a few mnutes, if you want
to respond to sonme of the things that Mark addressed in his
comment s.

DR. DOLLAR | guess | would say that Mark cleverly
changed the topic. The topic was, "Is d obalization Good for the
Poor?" and Mark seemed to have changed the topic to whether or

not the Wrld Bank is good for the poor. And I'mcertainly happy
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to have a debate about that, but that wasn't the topic and I'm
not sure how interested people are.

| just want to enphasize again that a |ot of the
current policy questions concern whether or not we're going to
make it easy for poor countries to integrate. And Mark actually
gave a nice exanple of one of the policies that nmakes it hard.
Through the WIQ the rich countries are trying to inpose a nodel
of patent protection on poor countries. | personally oppose
this, and I'mglad Mark raised it. 1It's an excellent exanple of
trying to inpose a standard on devel opi hg countries that may not
be appropriate for their | evel of devel opnent.

And then | would hope Mark woul d agree with nme that the
proposal s by sonme to have | abor regul ati ons inposed through the
WO is exactly anal ogous, and the proposal to have environnental
regul ations inposed on countries through the WO is exactly
anal ogous. So, | think these are all exanples, bringing al
these different institutional harnonization issues into the WO
| think is a good exanple of the kind of creeping kind of
protectionismwe have; and instead of naking it easy for poor
countries to trade and integrate with the world econony, we are
basically setting up a lot of hurdles. And | would be interested
to hear what Mark thinks about that.

Let me just briefly say, on the Wrld Bank/| M- issue,

that I guess we have a real disagreenment here. Fromthe inside,
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| don't see the Wirld Bank as a particularly powerful

institution. As a social scientist, what | find striking -- |'ve
menti oned sone countries that were poor and that have done well.
For exanple, | nentioned China, |ndia, Bangl adesh, Vietnam
Uganda. All of these countries have | arge assi stance prograns
fromthe Wrld Bank. So, the World Bank has been deeply invol ved
in all of these successes. So it mght be nice for ne to pat
nyself on the back and say the Wbrld Bank nust have played a big
role in their successes.

But then | have to agree with Mark that the Wrld Bank
has been deeply involved in Kenya, in Zi nbabwe and a whol e range
of countries that have done badly. So, as a social scientist, |
say, well, if we see in all poor countries the Wrld Bank and the
| MF active, and then we see countries with very different
policies and very different results, then a social scientist
says, well, | guess the Wrld Bank and the | MF are not that
powerful. Policies seemto be determned primarily by a
country's own politics and institutions. And that's the |esson
we've drawn. So, we've noved away fromthe Wrld Bank

| mght add, by the way, that Danny Roderick, who is an
econom st that the anti-globalization novenent |ikes to cite, has
come to the same conclusion, that the M and the Wirld Bank are
not very powerful. He has a nice article called "Understandi ng

Economi c Policy Reform" where he basically says sovereign
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governnents are just that, sovereign. Conditionality is not very
effective. The IMF and the Wirld Bank cannot get countries to
change their policies.

So, | agree with Danny Roderick that, by and large, the
international institutions do not have a |large effect on policy.
And that's why we have adjusted to this reality and we have
really noved very sharply away fromconditionality. That is
really a change in the way we do business. So what we do now in
Africa, for exanple, we make an assessnent that Uganda has a good
environment for poverty reduction; we see a |ot of poverty
reduction occurring in Uganda and we're putting a | ot of support
in there.

W used to give a |l ot of support to Kenya, but now what
we've done is we have sinply backed off and reduced our financi al
support to Kenya, because we've |earned that conditionality
doesn't really bring about change. So the Wrld Bank has shifted
over to what we call selectivity, and has learned fromthis
experience that in fact countries nake their own decisions, and
t hey shoul d nmake their own deci sions.

So, | cone back to this issue of freedom \What | see
is alot of poor countries that would like to integrate with the
worl d econony. And the issue is, are we going to help them and

allow that to happen or are we going to contribute to this
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creeping protectionismthat we see in rich countries, and which
think is really very detrinental to the poor countries?

MR. VASQUEZ: Thank you, David.

We have tine for questions. And we can try to stick to
the topic of globalization as opposed to Wrld Bank policies,
which | don't think are necessarily the sane thing. In ny role
here as an inpartial noderator, | nust say | amin favor of
gl obalization and integration, but | think that the Wrld Bank is
at fault in many ways by presenting itself all too often as being
very effective in pronoting |iberalization around the world. And
sonehow | believe that this is very m sl eading and sonehow it has
been effective in fooling people who are critical of
gl obal i zation and actual ly nmaking them believe that the Bank has
this power.

In fact, when we | ook around, we discover that the Bank
has actual |y been supporting many regi nmes that have been
resistant to liberalization, have been doing the wong things.
Look at Russia over the past several years. Look at nost of
Sub- Saharan Africa. Those are the countries that are doing the
worst. Countries that have reforned -- many countries in Latin
Anmerica, countries in East Asia -- have done so precisely as
Davi d says, because of their own internal dynam cs. And
oftentimes it has just been plain economc reality that has

forced countries to liberalize, making their own deci sions.
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So, this idea that the World Bank is effective at
imposing liberalization | think is entirely wong-headed. |If
anything, if the Wrld Bank and the I MF did not exist, ny viewis
that we woul d see gl obal i zati on happen nmuch nore rapidly.

We can take questions if you have any. Please raise
your hand and wait for the mcrophone, identify yourself and your
institution. W can start over here.

MR. SUNDERLAND: My nane is Sean Sunderland. |I'mwth
t he Canadi an Enbassy.

| would Iike to ask a question for Dr. Dollar. |[|'ve
lived and worked in Zanbia for many years. And Zanbia is a
country that, in the 1990's, actually did a | ot of the things
that you suggested -- liberalized its econony, especially its
investnment reginme and its currency regine. And yet soci al
i ndi cators and econom ¢ wel |l -bei ng has gone down considerably in
Zanbi a over the last 10 years. So, how do you situate countries
| i ke Zanbia, a small, poor African country, into the pieces that
you have just provided us with?

DR. DOLLAR To try to be brief, I cone back to the
point | made, that basically the World Bank has been involved in
just about every poor country in the world. And based on the
ki nd of evidence | used, sone of them have reforned and sone of
them haven't. | nentioned that Zanbia is the case of a country

that actually trades |ess today than 20 years ago. W know
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actual ly trade depends on a nunber of things, but it's very hard
for me to ook at a country and think there has been a serious
trade liberalization if at the end they actually trade |ess than
they did 20 years ago.

One of ny new projects is |ooking at port costs out of
Africa and transport costs. | can show you that problenms with
transport costs have gone up over tinme. So, if you think of
integration in the real sense of can you get stuff out to
mar kets, can you get stuff in, | would argue that for many
African countries integration has gone down.

Even if you can point to a tariff schedul e and say,
well, the inport tariff rates have gone down, but if ports have
beconme nore inefficient and corrupt, if there are nore delays in
the transport network, then you don't really have integration.
So, | accept that integration is a hard thing to neasure, and
we're trying to nove into creative areas of |ooking at transport
costs and ot her aspects of integration.

MR VASQUEZ: Yes?

MR. DESTLER: |'m Mack Destler, University of Maryl and
and Institute for International Econom cs. Congratulations to
the Cato Institute on a very good forum | have two small
guestions, one to each, both very nuch on the topic.

For David Dollar, many Latin American countries have

undertaken gl obalizing reforns and taken a | ot of policy pain,
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and it's not clear how many of them have gotten maj or econom c
gain. | wonder what your nunbers |ook like if you just focused
on Latin Anerican countries rather than gl obally.

For M. Wisbrot, why do you use countries rather than
human bei ngs as units?

MR. VASQUEZ: Let's let Mark go first.

DR. VEI SBROT: Well, the data collected is for
countries, not for just the individuals. | think that's one
reason. And also the policy decisions are nmade by governnents,
to the extent that they're allowed to make t hem

As for Latin Anmerica, | did nention that Latin Anerica
has in fact experienced a | ot of pain, but no gain. As you
menti oned, the nunbers are, for the last 20 years, per capita
i ncone has grown by 7 percent, as conpared to 75 percent over the
previous 20 years. Again, if you |look at the case of Argentina
today, if you | ook at what has happened in Brazil over the | ast
couple of years, you can see this slow growh, this sharply
reduced growh, is very nmuch a result of policy changes that are
ei ther associated with gl obalization or they're inposed and
supported and woul d not happen in the absence of these
gl obalizing institutions.

That's why | nentioned them It's kind of silly to say
that Argentina is deciding its own policy when they're getting

$40 billion fromthe | M. It's like a seventh of their whol e
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GDP. It would be like us borrowing $1.4 trillion to prop up an
overval ued dollar in the United States. W not only wouldn't do
that, we wouldn't be able to do it, because nobody woul d be
standing by with the noney, trying to hand it to us. That's the
only reason | nentioned these institutions; they have played an
enor nous role.

DR. DOLLAR. On Latin America, how you perceive the
history of Latin Anerica over the past 40 years really determ nes
whet her you view the reforns as successful or not. | think a
nunber of major Latin American economes did okay in the sixties
and seventies, but some of that was based on unsustai nabl e
borrowi ng from abroad and fromrelatively inward-focused policies
that had to burst. So then, in the early 1980's, you had the
debt crisis and a |lot of recessions in Latin Anerica.

And the question is, so you had this bad period in the
early eighties; is that the result of opening up or is that the
result of the earlier policies? | think it's the result of the
earlier policies. So then, if you look fromthe early eighties
t hrough the nineties, many Latin Anerican econom es had
accelerated growmh. Mexico is a good exanple; Brazil is an
exanpl e.

| think there is a disappointnment in Latin America that
they haven't gotten the spectacular growth rates of East Asia.

And | think that cones back to issues of the institutions, the
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rule of law, investnent in education -- a whole range of things
that are inportant. But | would say they have gotten the return
fromintegration that you woul d roughly expect, which is their
grom h rates have accel erated by about 2 percentage points.

Qoviously at the nonent |ots of econom es are going
into recession. W are at a very dangerous nonment when quite a
few econom es seemto be going into recession. And | would just
like to add that while | think in general integration is good for
devel oping countries, | think this is a particularly inportant
nonent to nove forward and not to basically give way to
protectionist instincts in rich countries because of this
potential for global recession.

MR. VASQUEZ: | think also, wouldn't you agree, that
when you | ook at particular countries |ike Mexico and |ike
Argentina, that have done so nmuch in the early nineties to
| i beralize their econom es, they have al so done so many things
wrong that have nothing to do with a market econony? The Mexican
peso crisis is a perfect exanple of nonetary and fiscal policies
that are thoroughly inconsistent with what a market econony
requires. Thus, this gigantic depression that Mexico has |lived
through in the 1990's.

If you look at Argentina, it's not a perfect picture of
|l iberalization. 1In the early nineties, they began to liberalize.

By the md-nineties, they decided that that's about it in terns
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of liberalization. The dimnishing returns of the earlier
| i beralization turned into low gromh. But what did they do in
ternms of governnent spending? They increased governnent spending
dramatically. That has nothing to do with market policies. And
now they're in trouble for it.

In the nineties, the Argentinean econony grew by about
50 percent or so, but the governnent spending grew by nore than
that, by about 90 percent. So that you have a situation where
t he Argentinean Governnent cannot pay for the incredible growh
of the state. This is directly responsible for the current
crisis in Argentina today, and it is well known by many
econom sts in Argentina, but it is easy to caricature what has
happened t here.

W'l take a question here in the front.

MR. MCDONALD: Sam McDonal d from Reason magazi ne.

A question for Professor Wisbrot. The question being:
If not globalization, then what? |If integrating these econom es
is bad, is making them nore insular good, or outlaw ng trade?
What woul d make these countries better off and the people within
t henf

DR. WEISBROT: |It's interesting that people always ask
that, as though sinply by presenting the results of the last 20
years in an honest and straightforward manner, they assune that

" m pronoting sonme formof protectionismor isolationismor
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sonething like that. | think countries can gain fromtrade and
they can gain frominvestnment. But they have to do it on terns
that actually benefit them-- and benefits the individuals, as
one person pointed out, the individuals within those countries
and the majority of individuals within those countries.

You don't even really need the econonm c analysis to
know that it's wong for sone force outside of a country -- such
as the IMF and the Bank -- to be nmeking their major macroecononic
and ot her econom c decisions for them And | know people are
trying to say that they don't do this, but in fact, if that's
true, then let's just get rid of all the conditions that they put
on these loans and let's just say that if a country doesn't
accept the M s conditions it can still get noney fromthe Wrld
Bank or it can still get noney fromthe other nultilaterals or
gover nnent s.

So, I'mtal king about something very basic, which
doesn't have all that nuch appeal in Washington but in the rest
of the world it tends to be a very inportant concept, which is
called self-determnation. It means that governnents actually
get to decide their econonmic policies because they are responding
to the needs of their own popul ati ons.

And that is what is being prevented not only by these
institutions but by international agreenents, such as the WOQ

NAFTA. Al of these agreenents are witten in a way that benefit
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particular interests -- generally narrow segnents of society --
t he pharnaceuti cal conpanies, for exanple, on the patent
guestion, which David agrees with ne, but al so other corporations
that want the freedom CQur nutual funds wanted to be able to go
into Asia, even though they didn't need the savings. They were
countries with very high savings rates; they didn't need to
borrow this noney, but these conpanies wanted to go in there, so
therefore these econom es were opened up in a reckless manner.

So, you see, I'mfor restoring the basic national
sovereignty that nost people believe in, in the world, and that
people in this audience | think would believe in, in principle.

MR. VASQUEZ: A question in the back of the room

MR. M STRETTA: M nane is Phil Mstretta. I'ma
former econom st and policy advisor at the Treasury Departnent,
and now at the NEC at the White House.

| have two brief comments and then nmaybe a question for
David. | would add the U S. Treasury to your |ist of
institutions that is not as powerful as its outside critics
claim whether that's directly in bilateral relations with other
governments or working with and through the multil ateral
institutions.

To Mark | would like to say | think your understandi ng
of the Asian financial crisis is quite msguided, or at |east

| eaves out a very large part of the story. This was one of ny
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responsibilities at Treasury, and I'l|l be glad to tal k about it
with you | ater

My question really to both of you is to ask you to
comment further on sone things that have cone up, issues of
ownership and sovereignty, particularly with a view towards a
massi ve corruption and inefficiency in many of the public and
private institutions in poor and devel oping countries.

DR. VEISBROT: Corruption is a problemeverywhere. W
have corruption in the United States, too. It takes a different
form-- the form of canpaign finance contributions. Private
interests are able to effect policy through a formof |egalized
bribery here, as well. But it is different obviously, and it's
different in different countries. | just want to point out that
it's not necessarily fatal to devel opnent.

For exanple, South Korea had an extrenely corrupt
government. Two of its Presidents went to jail for stealing
literally billions of dollars. And during the period in which
they did this, the econony grew at one of the fastest rates in
the history of the world. So, it's not an explanation for
ever yt hi ng.

When we see corrupt governnents in Africa, for exanple,
and people tend to say, oh, that's the entire problem very often
that's just one part of the problemand it reflects other

probl ens, of abandoning the entire project of economc
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devel opnent by these governnents. So, it depends a |ot on the
type of corruption.

If it's corruption that involves hundreds of billions
of dollars leaving the country, as in Russia, for exanple, in the
nineties, then that's the kind of corruption that really wll
hurt the donestic econony very imediately. |If it's just a
redi stribution of income, while it's still a bad thing and it's a
problemfor the citizens of that country, it doesn't necessarily
prevent econom c growth

DR. DOLLAR | think that's a very inportant question.
When | talk about trying to assess the costs and benefits of
integration -- and |let nme enphasize, there are real costs; there
are always going to be individual |osers, and | hope that
everyone understands that -- but when | try to assess the costs
and benefits of integration, | try to focus on poverty, which is
ny main area of research. But if you ask ne personally, |
actually think this whole process of integration is good for
i nprovi ng transparency, reducing corruption, and fostering
denocracy. | think that's hard to prove as a social scientist,
but my own personal experience is that this integration actually
has spillover benefits that tends to nmake sovereignty and
denocracy work better

Il will just mention one brief exanple. There was a

great exanple in India -- | guess it was about a year ago -- when
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sonebody filnmed a m nister accepting a bribe, and then it was out
on the Internet and all over India so quickly. And just speaking
as a private individual, | find it exciting that we see the use
of the media to try to inprove transparency.

So | think denocracy works inperfectly everywhere.
It's particularly hard to nake it work in poor countries, but I
think it's exciting that we have a | ot of denocracies in the
devel oping world. And I really sincerely believe that countries
decide their own fate and we shoul d recogni ze that.

| would Iike to point out that it was a bunch of
denocratically elected countries in the Anericas that went to
Quebec to try to negotiate a Free Trade Agreenent of the Anericas
and basically the anti-globalization novenent tried to stop a
neeting of denocratically el ected governnents trying to negotiate
integration. That's why personally I"'mworried that we have a
real protectionist novenent developing in the rich countries that
is trying to prevent devel oping countries -- and in the Anmericas
we're tal king about denocratically el ected governnents -- that
are trying to negotiate integration because they think it's going
to be better for their people.

MR, VASQUEZ: A question here.

MR. TENNASSEE: Paul Tennassee, Wrl d Confederation of

Labor.
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"' m concerned about the | east devel oped countries.
Recently the U N. had a conference on the | east devel oped
countries. Wat |'m concerned about is that, fromlooking at the
evi dence of the perfornmance of these countries over the |ast 20
years, regardl ess of whether you agree or don't agree with your
narrow definition of globalization, these countries don't seemto
be able to nmake it.

So nmy question is, what is the destiny of these
countries? |If the evidence is overwhel m ng that these countries
just cannot make it according to these rules of globalization,
whet her you call it a neo-liberal nodel or the very narrow
definition you gave of nerely integration, what do you do? Do
you | ook for an alternative path for these countries, or do we
have to live and die wwth this royal road of globalization that
you are pointing out?

And this is a dilemma | think we face in the world
today, that you're insisting on this royal road in spite of the
fact that these countries are collapsing and these countries are
not making it. And any intelligent, rational person will tell
you that they are not going to make it with these rules. And |I'm
quite sure the Wrld Bank and you have cone to that concl usion,
but what | observe you do is that you choose sonetines Ghana and

you make that your synbol. And when things get bad, you nove to
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Bolivia. Wen things get bad, you go to Kenya. Now you're
telling us about Uganda.

So |'mwonderi ng whet her you're just shuttling around
and you're not really facing the reality and addressing your m nd
to the fact that we nust have not only one royal road, but |ike
after the War, we had a m xed econony nodel, we had state
capitalism-- capitalismhad various nodels -- we had a
national i st denocratic path. So why can't we pursue nmultiple
paths to see? Because none of us have a nonopoly on w sdom and
it's through experinents and failure that we finally succeed in
t he worl d?

MR. VASQUEZ: David, have all countries followed the
sanme pat h?

DR. DOLLAR No. At the risk of repeating nyself, |
keep saying that | firmly believe countries in practice do nmake
their own decisions, that they should make their own deci sions,
and certainly in the Wrld Bank there is nuch nore tol erance now
for taking different approaches. So, we don't inpose a nodel.
W have noved away fromconditionality. You can see this if you
actually |l ook at Wrld Bank activities.

There was just an exanple in Mzanbi que, where the
government didn't want to lower inport tariffs, and there was
sone di scussion and there was no i ssue made by the Wrl d Bank.

So, the behavior is changing. Focus on how the actual behavi or

ARTI Transcripts
(202) 347-0030 and www.artitranscripts.com



48

of the institution is changing. The issue is what actually works
for countries. | don't have a sinple answer for many of the
| ocations that are doing very badly.

Personally | find it very encouraging that, as | said,
if you go back 20 years, the overwhelmng majority of the world's
extrene poor lived in China, India, Bangladesh, and Vietnam So,
these were the | east devel oped countries, and they have nanaged
to do pretty well. Indiais still the largest concentration of
poor in the world. The |argest concentration of poor is in
India. W could do a lot to help India. There are |ocations
within India that are not doing well. So, we could do a lot with
foreign aid and with nore support to help locations figure out
what works for them

There are difficult locations in Africa. | don't have
easy answers. W know that malaria is a problem W know t hat
H V/AIDS is a problem So, let ne be clear, when | tal k about
nore aid, | agree with Jeff Sachs, for exanple, that we could
channel nore of that aid to address health problens of malaria
and AIDS. So, we could put a lot of noney into AIDS and mnal ari a,
and | think we could have a significant inpact. That's a totally
separate issue fromthis integration that we' re tal ki ng about.

And then | have to say that migration is also an
i nportant issue. The population of Africa is spread out very

sparsely across the continent. Africa has fewer people than
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India, and they are sparsely distributed around the continent.
And if that's what people want, fine. | cone back to freedom
But if people want to integrate with the world econony, as in any
ot her continent, they're going to have to cluster together into
nore cities. And because many African countries are snall
that's going to involve nore mgration across African countries.

So there are a whol e set of challenges that African
peopl e and African nations are essentially going to have to
address. | see themnoving on that. And | think if you talk to
people in many of these countries you will find that they view
the Wrld Bank and other donors as quite supportive of their
efforts, and that the attitude of the institution has changed. A
| ot of this discussion just seens stuck in the past.

| have to say, since Mark brought it up -- |
anticipated this -- | brought along our official policy on user
fees. The Wirld Bank opposed user fees for primary education and
for basic health services for the poor. So there it is, the
official policy on the Wb site. So sone of this discussion is
just stuck in the past.

MR, VASQUEZ: Mark, is there a new Wrld Bank?

DR. VEISBROT: If it's the past, it's the very recent
past. It was Decenber that the Wirld Bank approved that. Its
Executive Board m nutes were | eaked and that is the only reason

we know about what happened there. But we al so have the
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docunent, what's called the "Poverty Reduction Strategy Paper,"”
which is the conditions that the Tanzani an Governnment has to neet
in order to qualify for debt relief or |oans under the H PC
Initiative. And in fact that agreenent included user fees on
primary health care.

| hope it has changed in the last few nonths, | really
do. And we are going to try and hold you to that. And | want to
respond to his comrent as well, because | think it's a very
i nportant one.

And here is where the damage is done. [It's not that
countries can't gain fromtrade or gain fromforeign investnent
under certain conditions, but they do need to have a devel opnent
policy. Opening up your borders indiscrimnately to trade and
investnment is not a substitute for devel opnent policy. And that
is one of the reasons why econom c performance, | believe, has
been so bad in the last 20 years as conpared to previously, when
governnents were at |east able to have a devel opnent policy, to
say, well, we want to have an industrial policy, |ike South Korea
and Taiwan did successfully, for exanple.

And this is what the gentl eman here has pointed out.

So a lot of the danmage is done, and it's not a question of
gl obalization or trade and investnent is bad or good; it's a

guestion of whether or not you are just going to inpose a sinple
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set of rules on a country and force themto follow them He gave
exanples from Africa.

| just returned from South Africa, and there is a
country where they had a very good program when the new
governnment canme to power in 1993. And they said we're going to
create jobs. Half the popul ati on was unenpl oyed and t hey want ed
to have public works, they wanted to devel op the country, for the
first tinme, for the ngjority of people who could now vote. And
the Wrld Bank actually played a major role, if not the ngjor
role, in convincing themthat this was not possible. And since
then they have followed the policy of very high interest rates,
| ow wages in order to be conpetitive in world export markets,
abandoni ng any of the public works. |In fact, they have been
trying to privatize now major parts of essential services even,
such as water and health care.

This is the kind of thing that was very nuch a terrible
thing for the people of South Africa. | saw the sane thing as a
consultant to the Governnent of Haiti, when again, in 1990, the
country elected for the first tine in over 100 years their own
President, and he was not able to inplenent any of the policies.
First he was overthrown, but even when he canme back he coul dn't
i npl enent any of the policies for which he was el ected because
the | M and the Bank and all the other agencies, the | ADB, |ined

up and said: This is what you're going to do; you're going to

ARTI Transcripts
(202) 347-0030 and www.artitranscripts.com



52

produce coffee, nmangoes and you'll have |ight assenbly -- in
ot her words, sweatshops, where 85 percent of the parts are
inported -- and you will not have a devel opnent pl an.

Because of that, by the way, the Parlianent was never
able to agree to that, and the country is still a ness today, and
t here has been al nbst no econonmic growh. So these are the kind
of things, at very crucial transition points, when there really
is denocracy in a country that hasn't had it, this is where these
institutions and these ideas of globalization -- so it isn't just
the | M and the World Bank but the idea that there is only one
path to devel opnent, and it's the one put forth from
Washington -- this is where they create so nuch damage and
suffering in the world.

MR, VASQUEZ: | mght add that places like Haiti are
al so anong the | east free economes in the wirld, and that has a
lot to do with its current abysmal conditions | think.

DR. DOLLAR  South Africa is an interesting case in
that the World Bank doesn't have any adjustnent |ending in South
Africa. They don't particularly need outside financing. So it's
a country where all we do is have a respectful policy dialogue
basi cal | y.

| did want to make an inportant point. Mark, if you
think carefully, there is an inconsistency in your argunent.

read to you the official Wrld Bank policy, that we oppose user
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fees in primary education and basic health services. And Mark
shoots back that Tanzania, in their poverty reduction -- and |
don't even renenber our own lingo, but -- in Tanzania s own

devel opment plan they wanted to put in user fees. So now are you
sayi ng, Mark, that we should force countries not to have user
fees?

DR. VEI SBROT: This is a docunent that has been
approved by the Bank. The Bank and the Fund determine really
what is allowed init.

DR. DOLLAR: No, that's not true.

DR. VEI SBROT: They' ve always determined this, for the
| ast 20 years.

DR. DOLLAR: W are opposed to user fees and we are
happy to hel p finance poor communities to provide free services.
You wil|l discover that there are many conmmunities around the
wor |l d that choose to have user fees. And | cone back to freedom
So, I"'mnot in favor of inposing this fromthe outside. I'min
favor of having a respectful dialogue, and I'min favor of
wor king with conmunities to see what do they want to do to
actually get poor people into school and to actually get health
services to poor people.

MR VASQUEZ: | would |like to try to get back to the
di scussi on on gl obalization because | think it is a bit different

than World Bank policies. One thing that we have done at the
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Cato Institute, and it has been a long-term project, has been to
| ook at the | evel of economic freedomin countries around the
worl d over a period of 25 years. And there is a clear

rel ati onshi p between econom c freedom and prosperity. Countries
that are nore economcally free are nore prosperous.

There is no rel ationshi p what soever between econom c
prosperity or economc freedom on the one hand, and Wrld Bank
aid to those countries. Wich is just another way of saying that
the Wrld Bank has been basically ineffective at either pronoting
prosperity or pronoting econonmic reform And this is sonething
that many studies, even com ng out of the Wirld Bank and ot her
pl aces, have increasingly found.

So, if we could get back to the issue of globalization,
of economc policies in countries, that mght help. | wll take
a question fromthe back

MR. BAKER: Dean Baker, also with the Center for
Econom ¢ and Policy Research.

A couple of points | wanted to make in reference to Dr.
Dol lar's conments on protectionism First off, | again want to
commend you for noting that the inposition of copyright and
patent protection on devel oping nations is a form of
protectionismthat inpedes globalization. But | think it is

i mportant to distinguish between the way in which that
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protectioni smworks and what you had tal ked about in terns of
| abor standards or environnental regul ations.

In the case of copyright and patent protection, we're
tal ki ng about what nations in South Africa, South Asia and Latin
Anmerica do within those nations. Wereas when you tal k about
| abor standards and environnmental standards, they are generally
only tal ked about in terns of what woul d get exported back to the
industrialized nations. That's a very, very different issue for
at | east everyone |I've ever known who has had anything to do with
that. And maybe you know ot her peopl e.

The second point on protectionism-- and again, for
sone people it's a dirty word, but not for ne -- but since |
think for sone here it mght be, | just want to talk a little bit
about how we use that. There is a lot of us -- | can say this as
an econom st, but | think nost professionals -- if we're at |east
smart enough and honest enough, we wi Il acknow edge we benefit
fromprotectionism It's very, very difficult for a smart kid
fromlIndia, Mexico, Brazil, Ethiopia -- pick your country -- to
come to the United States and becone a doctor.

The U. S. has spent the last 50 years -- or | should say
the industrialized nations nore generally -- have spent the |ast
50 years to try to nmake it as easy as possible for General Mdtors
or whoever to go and |ocate a manufacturing facility in Mexico,

Mal aysia, China, in order to put our blue collar workers in
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conpetition with the | owest-paid | abor anywhere in the world.
They have not done the same thing with doctors, |awers,
accountants, econom sts, on down the list. And |I'ma good enough
econom st to know that if they had done that, 1'd be making a
hell of a lot | ess noney than I amtoday.

So, when we tal k about protectionism what we're
tal ki ng about, we enjoy protectionism we benefit fromit, and
that isn't even on the agenda because it isn't allowed, because
t he professionals are powerful enough as a group that it's not
going to be allowed on the agenda. And what we are fighting over
is whether blue collar workers in the United States, the
| ower - pai d workers, m ght benefit to sone extent fromthe sane
sort of protectionismthat we do.

DR. DOLLAR | would just say briefly that there are
different types of protectionismin the United States. And |
agree with you that you can find sone exanples that benefit sone
professionals. |I'mkind of surprised you picked econom sts,
because just about every econom st | know living in the United
States cane from anot her country -- | nean, alnost all the good
ones.

(Laughter.)

DR. DOLLAR | can say that because |I'mone of the
Anerican econom sts. But | take your basic point. And of course

a lot of protectionismin Anerica is ainmed at protecting blue
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collar workers. W still have trenendous protectionismin the
textile and clothing industries. W have protectionismin the
steel industry. So a lot of our protectionismis ainmed at bl ue
col l ar workers.

Now, I"man optimst, and | think that this process of

integration actually has powerful benefits for poor countries,

and it inposes sone costs within the United States -- and sone of
themon ne -- and benefits, too. But as a U S. citizen, |'m
willing to argue that we can have adjustnent policies to help

peopl e hurt by these things. And | recognize that there are
individuals, but | think that this is really one of the powerful
things we do for devel oping countries is to have an open econony.

By the way, we haven't really even touched on

m gration, but 10 percent of Mexico's population -- and |I'm not
t al ki ng about Mexi can- Anericans, |'mtal king about 10 percent of
Mexican citizens -- live and work in the United States. And this

has had a huge effect on Mexico' s welfare.

| Iiked the question fromthe gentl eman about, why do
we tal k about countries rather than people? You can talk about
Mexico's growmh rate, but don't forget that 10 percent of the
popul ati on noved here. And there are good studi es show ng that
i ndi vidual mgrants imediately earn 10 tines as nuch. So there

are a whol e bunch of Mexican peopl e who have benefited very
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powerfully, and then they send rem ttances back honme and they
take pressure off the |abor narket.

| amnot in favor of conpletely open borders -- that's
not practical in today's world -- but | amin favor of nore
| iberal immgration policies, which | think has powerful benefits
for poor people in the developing world. And different types of
immgration. Sone of that is going to be around Africa. |
al ready nentioned the need to develop nore clusters in Africa.
And there is going to be a declining |abor force in sone of the
rich countries, so there is going to be tremendous econom c
pressure for mgration. And this could really benefit poor
people if there is intelligent policy managing that.

MR, VASQUEZ: |I'mafraid we have tine for just one nore
very qui ck question, with hopefully a brief answer before we go
upstairs for an informal |uncheon.

MR SMTH M nane is Gordon Smith. | ama |oca
residential builder and devel oper in Washington, D.C

My question is nostly to Mark. You |anmented early on
in your comrents that the bottomquintile in the United States
has suffered over a long period of time. But isn't it true that
really in the United States we are very nobile between quintiles?
| know | started in the bottomquintile and like to think I'm
closer to the top right now | would suspect that nost people in

this roomare the sane, including you.
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| suspect when you got out of school, statistically you
were in the bottomquintile; you' re obviously not there now. And
this mobility is very inportant. As opposed to saying this is a
|l ow rate, you failed to nention what's happening in the top
quintiles, which we all, through our ingenuity and hard work, are
striving to, and a |lot of people are making it. And a |ot of
peopl e are going fromthe top quintile back on down, which is
very, very healthy. And statistically, if you re married and
over 40, you're alnost never in the bottomquintile. And | would
| i ke your coments on that.

DR. VEI SBROT: There are two responses. First of all,
it does matter, even if you're not even in the bottomquintile
for the rest of your life. It still matters to ne how nmuch noney
you're earning at that tinme. Because people that are poor today
are still poor even if sone of themw Il get out of it. Thereis
no evidence that nmobility out of that bottom quintile has
i ncreased over the last 27 years. So when | say that the bottom
quintile has |ost wages, it neans that people who are in that
quintile for however long they're in there are naking | ess than
they did 27 years ago, in spite of the fact that the overal
econony has grown by probably 70 percent per person over that

period. So that's a terrible redistribution of incone.
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Second of all, there are still many mllions of people
in that quintile who don't get out of it, and they literally
can't make ends neet.

MR. VASQUEZ: We are going to have to end it on that.
That topic is for another Policy Forumhere. | would like to
t hank both of our speakers for joining us today. | would like to
thank all of you for joining us. And | want to invite you up to
the Wnter garden upstairs for an informal | uncheon.

Pl ease hel p ne thank again the speakers.

(Appl ause.)

(Whereupon, the Cato Institute Policy Forum concl uded.)
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