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GLOBAL

Thanks for Nothing

A former chief economist at the World Bank offers a case study in how
heavy-handed interference can break what doesn't need fixing

By Joseph Stiglitz
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ADVERTISEMENT

During the recent demonstrations in Seattle, Quebec City, and elsewhere

denouncing the International Monetary Fund and the World Bank, the press

tended to dismiss the protesters as fringe reactionaries ignorant of the benefits
of globalization. But although no one condones the violence in Genoa, for
example, it would be wrong simply to reject many of the protesters' concerns.
As the chief economist at the World Bank from 1997 to 2000, I have seen
firsthand the dark side of globalization—how the liberalization of capital

markets, by allowing speculative money to pour in and out of a country at a
moment's whim, devastated East Asia; how so-called structural-adjustment
loans to some of the poorest countries in the world "restructured” those

countries' economies so as to eliminate jobs but did not provide the means of
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creating new ones, leading to widespread unemployment and cuts in basic
services. The media and the public have since become concerned about this

dark side as well—globalization without a human face, it is sometimes called.

ADVERTISEMENT

However, the issue that is commonly debated—namely, whether we should be
"for" or "against" globalization—is not the salient one. As a practical matter
there is no retreating from globalization. The real issue is the conduct of the
international economic organizations that steer it. If we continue with
globalization as it has been managed in the past, its agenda driven by the
North for the North, reflecting the North's ideologies and values, the future
will not be bright. There will be a backlash in the developing world and
increasing conflict with the developed world. There will be greater global
instability and rising doubts about the value of a market economy. Those
doubts are already reflected in a pervasive hostility toward the IMF in the
Third World: in Thailand and Korea, for example, ordinary citizens refer to
their countries' debilitating recessions as "the IME" Yet well-managed
globalization has enormous potential for improving the lives of people in poor

countries.

Events in Ethiopia offer a case study of the ways in which globalization can go
awry, and they highlight the need for reform. In March of 1997, barely a
month into my job at the World Bank, I went to Ethiopia to meet with Prime

Minister Meles Zenawi. Meles came to power in 1991, after a seventeen-year

guerrilla war against a bloody Marxist regime. His victory left him facing
seemingly intractable problems. Ethiopia, at the time a nation of 58 million
people, had a per capita income of around $100 a year. Droughts had killed

millions. Though he trained in medicine, Meles had studied economics at the
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Open University, in England, and knew that only major changes in economic
policy could bring his country out of poverty. During our discussions he
showed a deeper and more subtle understanding of economic principles (not
to mention a greater knowledge of the circumstances in his country) than
many if not most of the international economic bureaucrats I would deal with

in the succeeding three years.

These intellectual attributes were matched by integrity: Meles was quick to
investigate any accusations of corruption in his government. He was
committed to decentralization—to ensuring that the center did not lose touch

with the various regions.

ADVERTISEMENT

At the time of my arrival Meles was engaged in a bitter dispute with the
International Monetary Fund, which had suspended its program in his
country. At stake was not just some $125 million of IMF money but
potentially hundreds of millions of dollars in World Bank loans as well.
Traditionally the World Bank is reluctant to lend money unless the IMF
certifies that the country in question has a solid macro-economic framework.
The provision is well intentioned: history has shown that governments that
cannot manage their overall economy do not do a good job managing foreign

aid.

The IMF is supposed to judge performance by results. Ethiopia's results could
not have been better. It had no inflation; in fact, prices were falling. Output
was growing steadily. Meles was demonstrating that with the right policies
even a poor country recovering from civil war and famine can experience
sustained economic growth. After years of struggle and rebuilding, Ethiopia

was beginning once again to receive assistance from Western governments.
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Judging by results, then, the IMF should have given Ethiopia an A+. And
there were other positive indicators, such as direct evidence of the competence
and commitment of the government. For instance, it had cut back
dramatically on military spending—a remarkable feat for a government that
had come to power by military means—in favor of spending to fight poverty.
This was precisely the kind of government to which the international

community should have been directing assistance. Yet the IMF had suspended
its aid. Why?

The Fund was worried, first, about the role of foreign aid in the government's
budget. A poor country like Ethiopia has two sources of revenue—taxes and
foreign assistance. The government's budget is balanced as long as those
revenues equal expenditures. This may seem like elementary economics—but
it is not IMF economics. Although Ethiopia's budget was balanced, the Fund
argued that the country's budgetary position was untenable: what would
happen if foreign assistance suddenly dried up? Ethiopia should act
immediately, the Fund argued, to prevent the possibility of disaster. That
meant cutting spending or raising taxes—a difficult action in any country, but

especially in a desperately poor one.

ADVERTISEMENT

An argument against long-term reliance on foreign aid may be superficially
appealing, but in reality it dictated that Ethiopia's expenditures could be paid
for only by tax revenues. That is a fundamentally unsound policy: it means
that foreign aid does not lead to more schools or health clinics. Instead the
money is, in effect, simply added to reserves. Surely this was not the intention
of the international donor community. Surely donors wanted to see those new
schools and health clinics built in Ethiopia. Meles put the matter to me
passionately: he said that he had not fought so hard for seventeen years to be

told by some bureaucrat that he could not actually provide improved services
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for his people once he had persuaded donors to pay for them.

I cannot adequately describe the emotional force of his words or the impact
they had on me. I had taken the World Bank job with one mission in mind—
to work to reduce poverty in the poorest countries of the world. I had known
that the economics would be difficult, but I had not fathomed the depth of

the bureaucratic and political problems imposed by the IMFE.

Meles provided an economically sound response to the IMF's concerns about
the stability of foreign aid: flexible spending. Building schools and clinics does
not require long-term commitments. If donors provided money to build
schools, Ethiopia would build schools; if they stopped providing funds (as
they had for a while), Ethiopia would stop building schools. But the IMF

would not be swayed.

ADVERTISEMENT

The IMF had other bones to pick with Meles. In 1996 Ethiopia repaid a U.S.
bank loan early, using some of its reserves. The transaction made perfect sense.
In spite of the solid nature of its collateral (an airplane), Ethiopia was paying a
far higher interest rate on its loan than it was receiving on reserves. But the
United States and the IMF objected. They were bothered not by the logic of
the strategy but by the fact that Ethiopia had undertaken this course without
consulting the IME The IMF used this failure to consult as one of the
grounds for suspending its program. But why should a sovereign country—
one whose policies had convincingly demonstrated its capability—have to ask

permission of the IMF for every action it undertakes?

Another point of contention related to financial markets. Even after the
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United States experienced the ruinous consequences of financial deregulation,
in the form of the savings-and-loan debacle, the IMF preached the gospel of
rapid deregulation around the world, to countries far less able to withstand its
negative consequences. Earlier deregulation in Kenya had led to soaring
interest rates there. Meles sensibly resisted such a move in Ethiopia. But the
IMF continued to insist on deregulation, and not even a panel of scholars I
assembled, most of whom supported Meles's position, could budge the

organization.

ADVERTISEMENT

These episodes highlight two troubling aspects of the IMF's characteristic
behavior. The first concerns secrecy. Because so many of its decisions are
reached behind closed doors, the IMF leaves itself open to suspicions that
power politics, special interests, or other agendas unrelated to its stated
purposes are at play. For example, some critics questioned whether it was just
a coincidence that Ethiopia's early repayment deprived a U.S. bank of a high-
interest, secure-collateral loan on which it was making large profits and that
the United States was the country most vociferously protesting. A second,
closely linked aspect concerns the subordination of matters of substance to
matters of process. The processes themselves, with the numerous conditions
that are often attached, not only infringe on national sovereignty but also tend

to undermine democracy.

I returned to Washington from Ethiopia gravely upset by what I had seen.
During the following weeks I convinced the World Bank that the IMF's
position made no sense, and the Bank tripled its lending to Ethiopia. In the
ensuing years the country has been beset by political problems and war. It is
impossible to know whether some of its travails could have been avoided or

mitigated if aid had been more forthcoming.


https://trace-eu.mediago.io/ju/ic?tn=41b6e88a2b85b0e731ef8e73e5558712&trackingid=05e758b20aeebe3eb92cb9c3ad652328&acid=28418&data=7duIP3D9dgV9HYjTK6jB_4N5TpHzrk4J0ubtZjMT_hUWRdRQiQffTURdmfclat5C21EI_14Y5mvZJjKrs5D88jbzZ3lm6KbyqS5S-i01GAB8HaoSrbZ3lgapF0kWBJbz3k22DWlRPkFgZT_wbGkmES1ycw_I3qc1kR8jGqSF61ahzDAHF_bkDa-i4GfAsm2z7kL5D8YGOEAlkRaKTa3QWr7x5KG_KC5nQET0shcJLjzqaySx-dfFFLVQ6SJVs-RmuvXtPA7qYBeB1sLW-VF3wyCQxloixmn9h5kyMmsVBAXhEvpkM3s1sHnuH8f61UoQbZvgxNg72Mdy6yhGhTl5hiyfeZ98Xk5rO0GmLiMuO0Cm8_D8pifGsoAAHEtTvEEY6NdcDU4LXnXB5DLROlh9k76zppkhK6cmG3CFZMq3CmVd1__3RPb7zUkaOMFlOqjND5HiPYaPWJBwicNRGA8RX4NhDgTJpVkcCNKrD6pY9SIveMKfoK9YJ_XVXGoAHFQwVeTsTJ_u5X8UUG5is36YBSJ4ZrQ4ahjqDDll8Id7jIKNS81LfFj37sLgo1cA1O7No1dQEf7Z4VazQbH4LKadILeq-dzqEYTLXkXLHo_IwMDPjjVp2I3aAOY7n7E0EWdVvyRJGW26bPOSyKXhv0NTm6f_0j_78csDgNPsWl-3mc8YTunRH7WjPEhQH6XzPcVLu8xIl6hTScl93_fXjcMZRYjHBFrdduTAB_-qWZry6dNLhUJxxaI0PnoGSZwgY8hklJUUAHSVj88-wNIuTnWkW7WPIMk1Cg_g4gC6KhRKU59Utz8axKS12Ppc4YSmaO9K6lTLYyyjX_e9BdWNvflBl5spyErP0CHQY8eQSS6QwozhCVP9KaegVi9-I_QEzza__N7gmNun9f_NnrvWvJNdiVytyiiLo0cLIrdjwXyGQZ3-Z68XNVrZ_YvaHKzbZfKMIXuUsFszvdvk2CgURjldwkBOBMUttQQa8A-hzSSyYlyP1-ORVliQyffAdCq1cCBn__pwbV1V379nEUrEGbM_v-jANRJsnBHD_G4fREVf396pDEpQ3Njza93JpVoCMwmAfd9Q91mjB5hT1n8a8hBrxLTzpDFpp_FU9qkzxcFkHo4EagmXlcZIO9j_IBFpSapS_AF2H_yaM7YAkXBnqJWSfQcS2usEkLGLgoB7C3c6_8qeUCq7DBUrJBkWNpHjbJuSITbRvCVvuTcQnrj3cm7PKngZ7qqz-t4sZ1DBsOTCyU88C8RefOaNfU6xofNsxei86n_UegVS-GSy3QD6HUFM6RLgsYjHcq7ox3n4wH2pn72MqXebzTCzUQwwfFG-slmZCJlos68Iuauin_LxeKJ-eIobHZPTOhrDXgvLfeXZ3zsHpuTVvf2BzbPLBimj6Qb3RYiN2wyRTdVsFc9FGiEx-_nfcHQQmpKR71oPEqQ1EJOP-grAtQF5WLT2WpVLOBiLI5WZBQsLjDg3fKwANwXuOMnqH9llFBWinnfQav6kTKiCvs5AktPvApdw742Zk7hDrktWQ8Nh0Tn8KK5UDJ-uR9x-AZidh4ufKUn6JuiphiyTn-Pj37V_bPYU-Zeu-Kvr_vXffZDVVeS8I7Ehwrhm4Z8Bu89bwUbQ5aQIJ7GvQ9t1THlvH2gkZOnVG7G8uAKMRiTRS7lbY9yzXedmhPQSzVvm6i76eepzu6wuKbiMlA28WoKfc5BHmWJyI3u35Gx_pcL4CVRpK7Y5_IqLZy_JuiLtXUezPZ30ENYJ67RyKohZcVcM63WY4K5XZfMVttLPDvAC1_uXZTZPBJxNSoXdOKuOUw-gzhiEi98aUDVAk_dRWEi9tQ3NMCXc8PUF0s868qBepgvriWAENNwpQNMYDPLzfe0m9udbVMv7ywySOzEUjCqRO_lsgxFfMC_luhKa0_G7KX8oJsx6gb7QQsLULn8HVNXF7_thafWAjYTcKaB0poF3s9u0LckJvVHGIRx0GuI_olUDvL0rCUw-3dWr7rdYMpAEmHNZ-wPNE_0jYWWWwm4IxTHb3DBZq5U8eaQ_mb1zMW-urLeOBPkHxabfSplJBn73MH6U3n1dHjz3_KdT7zf6ZyJngR7wIVV5rxyzXng880-Lf7pJHa22qQc5xQ9KhoZd0yOmt5-cCU1fZ2lVllsz7dARbw40mkMzs1oTAR7CWxc8lA0JBLS74_ov1bvnvrIoe20YFC9VGIP1yrPof5q0hQLoG1YvelUs5C4E_XtgytiIIOl1qs8siHxZ73YsyKhAPcSyse51N-pIck5Au6Ygv1rnOMym3mHyRSG9i2D_lqdF_NLyOdb6wU2UzAjg6tNuVOG3QdLuEkvJq7xlH-CGUq8U5SsrneI2sVuel23SDSUnv7KQzb7VNGKeTGfHvCFj0xH4KfeEz_iSf9lIZL3nBCbXTHX7hxmRW_raToFW_kRELlFSBtkL7eGbLjSMfnN-fIEwRh0Vd0k8gPDQX_JhcRC7J6UAatIwEIp1&uid=mid_no_ip_c59e9759ba822fdf9143f70e55c5c119&mguid=&ap=0.013062&tid=106&gprice=aNEGLaJoxejt1SHG41hCQoy00l4yVfyJVq10CQ0DkCk&campaignid=3705217&c_sync=0&google_click_url=https://adclick.g.doubleclick.net/aclk%3Fsa%3DL%26ai%3DCuDtCK_fraJvfIu3WxdwPy8TWuAj577npc8D4-ezNEMCNtwEQASDcrK8gYPvp_IKICsgBCagDAcgDAqoEgAJP0FLZoNARMi9bnCnaN2Tb3y_7uica8tYOqvMz7s7UZcD4C9gdG6M3gKNVNeksgIcmtanKNtdLb-fm81aCPXicxOr2QJBKo0YB4B5AlGuX0qeiLSJIdO-2vWx73ItDdRK89xZ72pD11oyprKQHBICKQC8zG5Gq8JteejzC_0r1X0RsB_X6m6IxOuaKBhupOFwjf_Wi5dBtfnO-2NT2JpxBPuNwPEwRks0Ix5BMbrnw3JQdnbO52SEv_89SnYfVqGH91P4st0FsGswLSV-5XFnBXzB9g5rIUbj7ph6G05yXWnvyzekuxg82P0zJZZkFATKOJLJK37tSWWM606_cTIHJgAbS8-KD2YmT0jOgBiGoB6a-G6gHltgbqAeqm7ECqAf_nrECqAffn7ECqAetvrECqAe_07EC2AcA0ggvCJHhgFAQATIIq4uAgKCAgAk6DoCAAYCAgICAlK7gA6gDSL39wTpYi_uQ4qifkAP6CwIIAYAMAaoNAkZS6g0TCJ2I2-Kon5ADFW1rkQUdS6IVh4gOCdAVAYAXAbIXEBgMKgo5MTkwODE4OTExUAGqGBcJR7bz_QRQxEASCjkxOTA4MTg5MTEYAQ%26num%3D1%26sig%3DAOD64_0oMjcDp5OSc2WNIYeejvjnrZ8-Kg%26client%3Dca-pub-1919012362442653%26adurl%3D
https://cdn.mediago.io/js/officialWebsite/policy.html

The debate over globalization has already had an impact: the IMF's rhetoric,
and in some instances its actions, have changed. The IMF talks more about
poverty and participation than it used to. Last year it finally offered a number

of poor countries meaningful debt relief. Still, these are only beginnings.

ADVERTISEMENT

The biggest problems afflicting the IMF and other instruments of
globalization concern governance. At the United Nations five countries can
exercise veto power. In the IMF only one—the United States—can do so. At
both the IMF and the World Bank voting rights are allocated not according to
population but according to economic power, and the various countries'
representatives are typically finance ministers or members of central banks,
not officials with broader outlooks and concerns. Most of the debate about
reforming the international economic architecture has occurred within these
same small, elite circles. The voices of those most affected by globalization are
barely audible in discussions about how the table should be reshaped and who

should have a seat at it.
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