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Foreword

In February 2002, the ILO established an independent World Commission on the Social
Dimension of Globalization, co-chaired by President Tarja Halonen of Finland and
President Benjamin Mkapa of Tanzania and comprising 26 eminent commissioners from a
wide range of walks of life and different parts of the world, each serving in their individual
capacity. Its broad goals were: to identify policies for globalization that reduce poverty,
foster growth and development in open economies, and widen opportunities for decent
work; to explore ways to make globalization inclusive, so that the process can be seen to
be fair for all, both between and within countries; to promote a more focused international
dialogue on the social dimension of globalization; to build consensus among key actors
and stakeholders on appropriate policy responses; and to assist the international
community forge greater policy coherence in order to advance both economic and social
goals in the global economy.

The report of the World Commission, A fair globalization: Creating opportunities for all,
was released on 24 February 2004. It is available on the Commission’s website
www.ilo.org/public/english/wesdg/index.htm.

A secretariat was established by the ILO to support the Commission. Among other tasks, it
compiled information and commissioned papers on different aspects of the social
dimension of globalization. The aim was to provide the Commission with documentation
and data on a wide range of options and opinions concerning subjects within its mandate,
without committing the Commission or individual Commissioners to any particular
position on the issues or policies concerned.

Material from this background work is being made available as working papers, as national
and regional reports on meetings and dialogues, and in other forms. Responsibility for the
content of these papers and publications rests fully with their authors and their publication
does not constitute an endorsement by the World Commission or the ILO of the opinions
expressed in them.

Gerry Rodgers
Director
Policy Integration Department

Working paper No. 24 iii



Working paper No. 24



Preface

The Technical Secretariat to support the World Commission on the Social Dimension of
Globalization first prepared a synthesis of ILO activities on the Social Dimension of
Globalization (published as Working Paper No. 1 in this series). Documentation on the
work and outcomes of other major commissions, an ideas bank, a database and knowledge
networks of experts and social actors were subsequently developed. These networks have
dealt with several topics, including: inclusion at the national level for the benefits of
globalization to reach more people; local markets and policies; cross-border networks of
production to promote decent work, growth and development; international migration as
part of the Global Policy Agenda; international governance (including trade and finance);
the relationship between culture and globalization; and values and goals in globalization.
Gender and employment aspects were addressed throughout this work. The Reports on the
Secretariat’s Knowledge Network Meetings are available on the Commission’s web site or
in a special publication from the ILO (ISBN 92-2-115711-1).

During the course of these activities, a number of substantive background papers were
prepared, which are now made available for wider circulation in the Policy Integration
Department’s Working Paper series (Nos. 16 to 38), as well as on the Commission’s
website.

The term globalization is used in many different contexts. In this literature review
globalization is taken to mean the gradual integration of economies and societies driven by
new technologies, new economic relationships and the national and international policies
of a wide range of actors, including governments, international organizations, business,
labour and civil society. From a conceptual point of view the authors argue that it is useful
to split the globalization process into two parts. The first concerns factors such as trade,
investment, technology, cross-border production systems, information flows, and
communication. Though all these factors may have brought some economies and some
societies closer together, they may have also marginalized many countries and individuals.
The second aspect of the globalization process concerns the increased homogenization of
policies and institutions across the world, e.g. trade and capital market liberalization; the
dismantling of the welfare state; international agreements on intellectual property rights;
and the standardization of policies and behaviours that have promoted globalization. While
the first aspect is irreversible, the second is not inevitable but the result of policy choices.

The social dimension of globalization relates to the impact of globalization on the life and
work of people, their families, and their societies. Beyond the world of work, the social
dimension includes security, culture and identity, inclusion or exclusion from society, and
the cohesiveness of families and communities. This literature review considers the impact
of economic globalization on wages and taxes, poverty, inequality, insecurity, child labour,
gender, and migration. The intention of this survey is not to present the broad spectrum of
contrasting views that exists in the literature, but to summarize some recent significant
articles and publications on the various social dimensions of the economic globalization
process, and to suggest some key policy responses to make globalization a fairer and more
sustainable process for all.

Rolph van der Hoeven
Manager, Technical Secretariat
World Commission on the Social Dimension of Globalization

June 2004
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The social dimension of globalization:
a review of the literature

1. Introduction

Globalization is a term that is used in many ways, but the principal underlying idea is the
progressive integration of economies and societies. It is driven by new technologies, new
economic relationships and the national and international policies of a wide range of
actors, including governments, international organizations, business, labour and civil
society. While suggestions have been made to distinguish between specific parts of
globalization (like increased international trade) and parallel developments (like
technological advances), others have pointed out that a separation of interconnected
processes is not feasible.

However, it is useful to split the current globalization process into two aspects. The first
refers to elements like trade, investment, technology, cross-border production systems, and
flows of information and communication, which on the one hand brings economies and
societies closer together, yet, on the other hand also marginalizes a large portion of
countries and people. There are justified concerns that due to further globalization,
especially in form of a knowledge-driven world, more and more people may become
marginalized. The second aspect refers to homogenized policies and institutions, such as:
(a) trade and capital market liberalization; (b) international standards for labour and the
environment; (c) agreements on intellectual property rights; and (d) other standardization
of policies and behaviours. In terms of the latter aspect, the existing pattern of
globalization is not an inevitable trend — it is at least in part the product of policy choices.
While technological change is irreversible, policies can be changed. Depending on what
policies are pursued, the outcome can be influenced with many variations in the social
dimension of the globalization process.

The social dimension of globalization refers to the impact of globalization on the life and
work of people, on their families, and their societies. Concerns and issues are often raised
about the impact of globalization on employment, working conditions, income and social
protection. Beyond the world of work, the social dimension encompasses security, culture
and identity, inclusion or exclusion, and the cohesiveness of families and communities. In
this paper, we look at the impacts of globalization on wages and taxes, poverty, inequality,
insecurity, child labour, gender, and migration.
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In early 2002, the International Labour Organization (ILO) launched the World
Commission on the Social Dimension of Globalization (WCSDG). The goal of the
Commission is to examine ways in which national and international institutions and
organizations can contribute to a more inclusive globalization process that is acceptable
and fair to all.' The Commission is an unprecedented effort to promote national and
international dialogues on ideas to make globalization more inclusive, at a time when the
debate is dominated more by polemics and preconceptions than by facts. Its ultimate goal
is to use the process of globalization as a resource to reduce poverty and unemployment, to
foster growth and sustainable development.

The intention of this literature survey is not to present the large spectrum of contrasting
views as it exists in the literature, but to provide a synthesis of recent and salient articles
and publications with respect to the various dimensions of the ongoing globalization
process and what some of the key policy responses are to make globalization a more
sustainable and fair process for all. This literature review is based on a larger collection of
over 1,000 articles and books, of which more than two-thirds were published since
January 2000 listed at the World Commission web site: www.ilo.org/public/english/wesdg

The reminder of this paper is structured as follows. First, we review briefly the key
economic characteristics of the globalization process, as it is ongoing since 1985
(section 2); this will provide us with the economic context of globalization. We then look
in section 3 at various social impacts of this recent globalization process as it can be
summarized based on the recent and salient literature. As we will see, while some aspects
remain highly controversial, there are some aspects where a consensus seems to emerge.
Based on this emerging consensus on some of the social impacts of globalization, section 4
reviews a variety of national policy responses and section 5 a variety of international
policy responses. Section 6 contains some conclusions. section 7 contains the bibliography.

Key economic characteristics of the
recent globalization process

The main purpose of this section is to present some stylized facts of the economic
characteristics of the recent globalization process, as it is useful to better understand the
social impacts of globalization. We first review the increase in international trade, whereby
we look shortly at some of the key policy factors for the increase in international trade:
global reductions in both tariffs and non-tariff barriers. We then review the increase in
international capital transactions as they were encouraged by the increased removal of:
(a) restrictions on foreign investment; (b) capital controls; and (c) restrictions on foreign
ownership of assets. Third, we look shortly at the increase in international production,
which is dominated by the multinational corporations’ fragmentation of the production
process. To the degree that appropriate data is available, we differentiate between
low-income, middle-income, and high-income countries, which will provide some
background on the asymmetric distribution of the recent economic globalization.

' The Commission is chaired by two Heads of State, Finnish President Tarja Halonen and President
Benjamin Mkapa of Tanzania. Its members are drawn from all regions of the world. Its report “A
fair globalization: Creating Opportunities for all” was released on February 24™ 2004.
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Table 1.

International trade

As table 1 shows, world trade (measured by nominal world exports of goods and services)
more than tripled from US$2.3 trillion in 1985 to over US$7.8 trillion in 2002. During the
same period, world nominal GDP (gross domestic product) increased by less than three
times (from US$12.8 trillion in 1985 to US$32.1 trillion in 2002). A positive difference
between the growth rate of world trade minus the growth rate of world GDP is defined
as the speed of trade integration. The speed of integration varies across regions, with Latin
America and East Asia slowing down and high-income OECD countries accelerating.
However, the ratio of exports to GDP fell in about one-third of the 174 countries with
sufficient data) between 1985 and 2002, reflecting trade disintegration. For 12 countries —
all of which are developing countries — the ratio fell more than 20 percentage points
between 1985 and 2002.

Evolution of income, exports and capital flows, 1985-2002

Evolution of income, exports, and capital flows, 1985-2002

Increase of 2002 Percentage share
Billion of US$ compared to of world level

1985 2002 1985 1985 2002
Gross domestic product (GDP)
China and India 558.5 1,922.4 3.4 fold increase 44 6.0
Low-income countries, excl. India 579.3 634.7 1.1 fold increase 4.5 2.0
Middle-income countries, excl. China 2,234.1 3,702.9 1.7 fold increase 17.5 11.5
High-income countries 9,393.4 25,867.0 2.8 fold increase 73.6 80.5
World 12,765.2 32,127.0 2.5 fold increase 100.0 100.0
Exports of goods and services
China and India 79.1 685.1 8.7 fold increase 34 8.7
Low-income countries, excl. India 82.5 215.2 2.6 fold increase 3.6 2.7
Middle-income countries, excl. China 433.9 1,227.2 2.8 fold increase 18.7 15.6
High-income countries 1,718.7 5,732.6 3.3 fold increase 74.3 72.9
World 2,314.1 7,860.2 3.4 fold increase 100.0 100.0
Inflows of foreign direct investment
China and India 1.7 62.0 37.4 fold increase 29 9.8
Low-income countries, excl. India 1.9 7.1 3.7 fold increase 33 1.1
Middle-income countries, excl. China 9.7 79.1 8.1 fold increase 16.8 12.5
High-income countries 44.7 484.3 10.8 fold increase 77.1 76.6
World 58.0 632.6 10.9 fold increase 100.0 100.0
Inflows of total portfolio investment
China and India 2.3 49.8 22.0 fold increase 1.7 6.9
Low-income countries, excl. India 0.05 0.07 1.3 fold increase 0.038 0.009
Middle-income countries, excl. China 9.1 30.0 3.3 fold increase 6.7 42
High-income countries 123.8 639.9 5.2 fold increase 91.6 88.9
World 135.2 719.8 5.3 fold increase 100.0 100.0

Sources : Country classifications based on World Bank, Global Development Finance 2003. Data on gross domestic product and
exports of goods and services are taken from the IMF's World Economic Outlook . Data on capital flows are taken from the IMF's

International Financial Statistics. Data for 2002 may be preliminary for some countries.
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Much of the increase in international trade is due to global trade liberalizations. Until the
early 1990s, developing countries had generally higher levels of protection than
industrialized countries as trade policy had previously been used to foster industrial
development. Higher levels of protection have also been intended to avoid balance of
payments crises. Comparisons of the 1980s found that developing countries tariffs were on
average about four times higher than industrialized countries’ tariffs. Non-tariff barriers
(NTBs) of developing countries covered more than twice the share of import categories
covered by industrialized countries’ NTBs. However, during the last decade, many
developing countries have liberalized their tariff regimes by simplifying tariff structures,
reducing rates, and sometimes also eliminating NTBs. Import growth of developing
countries jumped in the early nineties to more than five times the growth rate of the early
eighties. Latin-America is the continent where tariff liberalization went furthest.

As we can see from the third column of table 1, exports of goods and services have
increased by multiples from 1985 to 2002 for all four country groups: (i) China and India;
(i1) the low-income countries excluding India; (iii) the middle-income countries excluding
China; and (iv) the high-income countries. The increase is the largest for China and India
combined, followed by the high-income countries. The increase is the lowest for the group
of low-income countries excluding India. Hence, the share of the low-income countries
excluding India in world trade (calculated in the last two columns of table 1) has actually
decreased over the last 17 years (from 3.6 per cent in 1985 to 2.7 per cent in 2002),
implying a marginalization in terms of world trade. Note that their share in world GDP has
decreased even more drastically (from 4.5 per cent in 1985 to 2.0 per cent in 2002),
reflecting an even stronger marginalization in terms of world income. Even the
middle-income countries (excluding China) have lost in terms of world market share of
income and trade. High-income countries gained in terms of their share in world income,
while experiencing a slight reduction in their share of world exports, reflecting the very
sharp increase in the trade share of China and India.

When looking at these figures of trade measured in US dollars, we should keep in mind
that there have been considerable changes in the terms of trade, with the group of middle-
and high-income countries experiencing increasing terms of trade at the costs of the
low-income countries (see figure 1). Hence, while the marginalization of most low-income
countries would be less severe if looking at trade volumes, the decreasing terms of trade
implies a formidable challenge for low-income countries.
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Figure 1: Terms of Trade, 1985-2002
@ 1985 m 2002

105 104 103
100 100 100
100
95
90 ‘ ‘ ‘
China and India Low-income  Middle-income High-income
countries countries countries
(excluding (excluding
India) China)

Source: World Bank, World Development Indicators 2003; and IMF, World Economic Outlook,
2003.

Figures 2 and 3 provide the annual changes in gross domestic product (GDP) and exports
of goods and services, respectively, for our four country-groups from 1985-2002, which
clearly shows the marginalization of the low-income countries (shown as the thin red line
on the bottom of each figure).

Figure 2: Evolution of GDP (in billion of current US$)
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2.2,

2.21.

Figure 3: Evolution of Exports (in billion of current US$)
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Source: Please see Table 1.

International Capital

In this section we look shortly at two main categories characterizing the globalization of
international capital: foreign direct investment and portfolio investment. Foreign direct
investment (FDI) is defined as investment that is made to acquire a lasting management
interest (usually at least 10 percent of voting stock) in an enterprise operating in a country
other than that of the investor’s residence. Portfolio investments are usually shorter-term
capital flows, defined as the sum of portfolio investment in equity and bonds. Portfolio
equity investments consist of country funds, depository receipts, and direct purchases of
shares by foreign investors.

Foreign direct investment (FDI)

Looking at the data for FDI from 1985 to 2002 (presented in Table 1 and graphically
illustrated in Figure 4), we can see that today’s world level of FDI inflows is with
US$633 billion more than 10 times its 1985 level (US$58 billion). In absolute terms, all
four groups experienced an overall increase during 1985-2002. However, in relative terms
(defined as shares in world FDI), China and India increased their share from 2.9 percent in
1985 to 9.8 percent in 2002, the high income countries experienced a marginal decrease
from 77.1 percent in 1985 to about 76.6 percent in 2002, while the low income countries
(excluding India) and the middle income countries (excluding China) lost significant
shares. The share of the low-income countries (excluding India) fell from an already
marginal share of 3.3 percent in 1985 to 1.1 percent in 2002 while the middle-income
countries excluding China decreased their share from 16.8 percent in 1985 to 12.5 percent
in 2002. Clearly, most low- and middle-income countries have not received the FDI
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inflows they were hoping to receive, even though they had undertaken policy measures to
attract foreign capital.

Figure 4: Evolution of Inflows of FDI (in billion of current US$)
1,600
1,200 -
800 -
400 -
0 4 — =
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
—e— China and India — Low-income countries, excl. India
—a— Middle-income countries, excl. China —x— High-income countries
World

Source: Please see Table 1.

2.2.2. Portfolio investment

The size and evolution of portfolio investment flows (illustrated in Figure 5 and 6) show an
even more alarming picture. First, the huge nominal differences in the levels of portfolio
equity investment across income groups make it necessary to display the evolution of
portfolio investment in two separate charts. Though Figure 5 shows the evolution for all
four country-groups, the gross inflows of portfolio investment into high-income countries
are more or less identical to the world level. Hence, Figure 6 provides the details of s the
evolution for the low- and middle-income countries.
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Figure 5: Inflows of Portfolio Investment (in billion of current US$)
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The salient facts are that (a) the high-income countries’ share in world portfolio investment
remains at around 90 percent, (b) the share of the low-income countries excluding India
has decreased from around 0.04 percent to less than 0.01 percent, and (c) the share of the
middle-income countries excluding India has decreased from 6.7 percent to 4.2 percent. As
Figure 6 shows, even India and China did not play any significant role until the late 1990s.
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2.3

Figure 6: Inflows of Portfolio Investment (in billion of current US$)
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International production

The recent integration of international trade and finance has gone hand in hand with
international production (also called fragmentation of production and/or intra-product
specialization), which is the splitting of the production process into separate parts across
national borders. It can be illustrated by looking at today’s production of, for example, cars
(automobiles). Though a car is typically assembled in one country, the various inputs
(intermediate products) for the final assembly come from many countries. The
intermediate products are likely to come from foreign-country plants, which are owned or
at least partly owned by the same multinational corporation (MNC) that assembles the car.
Indeed, all large car corporations have set up factories for intermediate car products in
countries that are most profitable for the production of that specific intermediate product.
In other cases, as for example pointed out by Barbara Emadi-Coffin (2002, page 165), the
opening of markets has led to collusive behaviour between firms and the forming of
strategic cross-border alliances such as joint ventures and product-sharing schemes.
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3.1.

Though aggregate time series data on the fragmentation is scarce, the empirical literature
(see section VI of the bibliography) allows us to characterize the fragmentation aspects of
globalization as follows. First, more and more international trade appears to be in
intermediate products. Second, over the last 15 years, we have also seen a wave of mergers
and acquisitions, which led to powerful MNCs. Today, MNCs account for over two-thirds
of world trade, and their share is even higher in trade of technologically advanced
products. Third, while the developing countries’ share of internationally fragmented
products has remained stable over the last 15 years, the share of the low-income countries
has decreased. To return to the example of today’s car production, the vast majority of
developing countries is not producing any car parts. As is the case with FDI, the
international production within developing countries is highly concentrated among a
couple of countries like Argentina, Brazil, China, Mexico, Singapore and Thailand. Most
of the literature comes to the conclusion that the fragmentation of the production process
across borders has been a driving force behind the intensification of international trade.

The recent globalization process and
its social dimension

While most of the last section was based on statistical data that is largely undisputed, a
considerable part of the literature analyzing the social impact of globalization is highly
controversial. At the aggregate level, analyzing the overall social impact of globalization,
most of the propositions fall within two polar views. For some, globalization has been an
instrument for progress; it has created wealth, expanded opportunities and provided a
nurturing environment for entrepreneurship and enterprise. For others, globalization has
created unemployment, poverty, and marginalization and is thus seen as the
institutionalization of social crises.

Given the huge literature analyzing the impact of increased international trade on labor
costs and taxes, we first summarize the consensus that emerges in that respect, largely
concluding that increased international trade led to considerable pressures on labor costs
and wages. We then review the controversial debate on the impact of globalization on
poverty. While the overall impact of globalization on poverty remains disputed, there is
some broad agreement that globalization has exacerbated inequalities due to sharply
diverging experiences at the individual level. We also review the impact of globalization
on various aspects of inequality .Finally, we review the literature that looks, respectively,
at the social impact of globalization on child labor, gender, and migration.

Global Pressure on Wages and Employment

Like any other profit-oriented business, MNCs base their decision on where to produce on
the most competitive combination of (i) labor, (ii) technology, (iii) structural advantages,
and (iv) the right business environment, which includes among others, low profit taxes and
political stability. It is well documented that at least the 1990s saw an intensification of a
competitive pressure to lower labor costs and taxes, especially in high- and middle-income
countries. It is also well documented that much of the production in manufacturing had
moved from industrialized countries to developing countries, though most developing
countries have not yet been part of this shift in manufactured production. The shift in
manufacturing production caused large-scale structural unemployment in the affected

10
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industries in most industrialized countries’ and a concurrent pressure to increase social
protection, especially in state-sponsored unemployment insurance. Despite these demands,
a decline in revenues resulting from lower tariffs and lower profit taxes, forced many
governments to cut expenditure, including in the social sector, leading as argued by some
to a dismantling and rethinking of the Continental European universalistic social security
system. As researchers like Bob Deacon have pointed out, these pressures on the
traditional welfare state have been seen as a threat to equitable social welfare states.’

While many of the detailed impacts of globalization on wages and employment remain
highly controversial, there are two recent literature reviews on these issues. Greenaway
and Nelson (2001) reviewed many of the major contributions to the literature on the labor
market effects of globalization, covering the relationships between (a) trade and wages, (b)
labor markets microstructure and adjustment, (c) trade and employment, (d) migration and
labor market adjustment, and (d) foreign direct investment and labor markets. Greenaway
and Nelson’s review covers the major literature of the last twenty years, which looks
predominantly at industrialized countries’ experience. Rama (2003) reviewed the academic
literature on the effects of globalization on workers in developing countries, including a
description of the pattern of job destruction and job creation associated with globalization.

Most studies agree that Europe’s initial resistance to cut wages and keep social protection
more or less intact has led to high European unemployment but no significant changes in
income distribution. On the other hand, the same competitive pressure has led to lower
industrial wages and significant changes in income distribution in the United States, even
though the United States imposed some “safeguard” measures to protect America from the
negative impact of imports (see Stiglitz (2003)).

At the same time, globalization led to increased competition for the setup of new
production plants within the group of developing countries. Nearly all developing
countries have aimed at getting some share of the increased international production by
establishing export process zones and making some concessions to MNCs, for example
through tax exemptions and the public provision of infrastructure targeted to MNCs’
demand. Thus, there also were large-scale structural changes in developing countries with
considerable structural unemployment. While some of these costs have been compensated
at the national level in those countries that were able to attract large-scale MNC investment
(e.g., through the generation of new employment, including that of women and children),
wages and jobs of the traditional work force have experienced considerable reductions.
Overall, Freeman (2003) finds that the debate has exaggerated the effects of trade on
economies and the labor market. Changes in trade policy have had modest impacts on
labour market.* Other aspects of globalization -- immigration, capital flows, and
technology transfer -- have greater impacts, with volatile capital flows creating great risk
for the well-being of workers. Freeman (2003) also concludes that global labour standards
do not threaten the comparative advantage of developing countries nor do poor labor
standards create a race to the bottom. Chau and Kanbur (2001) suggest that a Southern race
to the bottom is possible but not inevitable.

2 However, as Stiglitz (2003) points out for the United States, although more and more
manufacturing was being moved offshore, new high-paying jobs, largely in the service sectors, were
created, which more than offset those lost in manufacturing (though obviously not all those
previously employed in the manufacturing sector have been absorbed in the service sector).

? See Benvenisti and Nolte (2003) for a recent collection of papers on these issues.

* To a similar conclusion come Blom, Goldberg, Pavcnik, and Schady (2003).
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Ghose (2003) argues that ‘there is really no evidence to suggest that expanding North-
South trade in manufactures has led to a competitive dilution of labour standards in either
North or South’(p111) , but points to a number of worrying developments of the which the
foremost is the phenomenon of global exclusion ; a large number of developing countries,
where 30% of the world’s population lives , have become progressively marginal to the
global economy and employment and labour standards have been declining in these
countries. Other concerns are that trade liberalization has promoted non-beneficial
integration into the global economy for some , mainly Latin American, economies and that
globalization did not have a stimulating effect on global economic growth.

Controversies of the impact of globalization
on poverty

While the vast majority of the academic and institutional literature concludes that
globalization has spurred economic growth’ and that the overall benefits of globalization
are larger than the overall costs, the literature assessing the impact of globalization on
poverty is considerably more controversial. The more influential, mostly institutional
literature concludes that globalization reduced poverty. However, many individual
researchers have pointed out that the empirical analysis leading to that conclusion has a
variety of conceptual flaws.® The comprehensive study of Oxfam International (2002),
popularizing that current trade rules and institutions are rigged in favour of developed
nations, has shown that international trade can have both positive as well as negative
impacts on poverty. The companion study of Oxfam America (2002), analysing the impact
of private international finance on poverty, concluded that global finance hurts the poor.

The impact of global finance has been split up further into studies looking at various
impacts of foreign direct investment (FDI) and of portfolio investments, whereby the
majority of studies seem to assert that FDI is far more beneficial than other capital flows.
Indeed, the sudden increase in short-term capital flows (largely invited by premature
capital account liberalizations and large-scale short-term borrowing of financially troubled
governments) have been asserted to hold a key responsibility for the various financial
crises of the 1990s, and the subsequent social crises that reverted much of the progress
achieved in previous years. Hence, the IMF, a traditional advocate of capital market
liberalization has began to suggest that “financial integration should be approached

cautiously, with good institutions and macroeconomic frameworks viewed as important.””’

> See the various contributions by Weisbrot et al. for a sharply opposing view, claiming that the
recent globalization process has led to diminished progress and to lower growth than compared to
growth of the 1970s and 80s.

% Of the large literature asserting a positive impact of globalization on poverty reduction, the World
Bank’s Policy Research Report (World Bank 2002), which is largely based on Dollar and Kraay
(2001), is likely the most well-known. On the other hand, studies like Birdsall and Hamoudi (2002)
and Nye, Reddy and Watkins (2002) asserted that there are various flaws in the World Bank’s study
likely leading to the wrong conclusion.

7 See Prasad, Rogoff, Wen and Kose (2002), p. 5.
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The analytically and empirically outstanding study by Agenor (2002) examined the extent
to which globalization affects the poor in low- and middle-income countries, whereby he
stresses the possibility of a non-linear relationship. Using individual indicators of trade and
financial openness as well as a globalization index based on principal component analysis
to test for both linear and non-linear relationships between globalization and poverty, he
concludes that the results suggest the existence of a non-monotonic, Laffer-type
relationship between globalization and poverty. Interestingly, these cross-country results
are consistent with the empirical data provided in section 2 of this paper, which showed
that most of the low-income countries have been marginalized by the globalization process
of the last 15 years. Furthermore, the results are also consistent with the consensus view of
the impact of globalization on inequality.

3.3 Globalization and Inequality

It is now widely recognized that the benefits of growth depend crucially on the distribution
of the income generated by economic progress. The functional distribution of income
refers to the division of national income among the factors of production, traditionally
identified as labour and capital.® The size distribution measures the share of income
received by individuals or families within certain income groups, traditionally identified by
the share of total income that is received by different percentiles of the population.’

Nobel Prize economist Simon Kuznets (1901-1985) proposed a hypothesis in the
mid-1950s that income inequality initially worsens as per capita GNP rises, peaking at
intermediate income levels and declining for industrial countries. Kuznets’ hypothesis is
not only one of the most well-known, but also one of the most controversial hypothesis in
economic theory. While there was some empirical support for the Kuznets inverted
U curve for up to the 1960s, most re-examinations of the 1980s found little empirical
evidence for such an inverse relationship. The debate has continued in the 1990s, with
various studies coming to different conclusions about the relevance of the Kuznets curve.
In any case, there is some general agreement today that growth and equity need not be
contradictory goals. Most economists also agree that there is no automatic link between
economic growth and equitable human development. However, when this link is forged
with policy and determination, it can be mutually reinforcing and economic growth will
reduce poverty and improve human development.

With regards to the impact of globalization on income inequality, there is now a large
literature of more than 50 contributions, most of which comes to the conclusion that
globalization has increased income inequality within a country as well as across countries
(for example, Stiglitz (2003) argues that globalization, as it is actually practiced, tended to
make poor societies more rather than less unequal). However, there is a strand of literature
which questions these findings or arguing that while higher growth has come with
increased inequality, poverty still decreases.

¥ It should be noted that the employee ownership of stocks has increased in most industrialized
countries, leading to some blurring of lines between employees and employers. Yet, it is does not
look like that this increased stock ownership has led to more labour-friendly management decisions.

’ There a large number of ways of measuring inequality, for a list and description of the most
commonly used measures, see: http://www.undp.org/poverty/initiatives/wider/wiid _measure.htm..
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There are various earlier studies that have separated between the impact of economic
globalization (especially trade) and the impact of technological changes, mostly
concluding that the main factor for the deteriorating income inequality is due more to
technological changes than to globalization. However, Cornia and Court (2001) and Cornia
and Kiiski (2001) have shown that the widespread surges in inequality are linked to
excessively liberal economic policy regimes and the way in which economic reform
policies have been carried out.

Cornia and Kiiski (2001) review the changes in within-country inequality over the last
20 years on the basis of an extensive review of the literature and on an analysis of
inequality trends in 73 countries accounting for over four-fifths of world population and
GDP. They find that inequality rose in two-thirds of these 73 countries over the last two
decades, which marks a clear departure from the inequality trends recorded since the end
of the Second World War. The paper also suggests that, with the exception of growing
educational dispersion in Latin America, traditional causes of inequality (such as land
concentration and urban bias) cannot explain the recent rise in income inequality. The
latter appears to be related to a shift towards skills-intensive technologies, and especially,
to the drive towards domestic deregulation and external liberalization. Of the six main
components of this new paradigm, capital account liberalization appears to have had the
strongest disequalizing effect, followed by domestic financial liberalization, labour market
deregulation and tax reform. Privatization was found to be associated with rising inequality
in some regions but not others, while trade liberalization had insignificant or mildly
disequalizing effects.

Similarly, Singh and Dhumale (2000) indicate that with respect to developing countries,
neither trade nor technology are necessarily the most important factors in increasing
income inequality, though they agree that globalization (in the form of financial
liberalization rather than trade) and technology are both likely to be significant factors in
accounting for the increased inequality in developing countries during the last two decades.
For developing countries, they conclude that the more relevant factors are social norms,
labour market institutions such as unions and minimum wages, and macroeconomic
conditions.

Khan, Griffin, and Riskin (1999), analysing the changes in recent income distribution in
urban China concluded that increased income inequality has been more likely due to
economic reform policies, especially cuts in the provision of social protection than to
globalization, and that at least in the more prospering regions, globalization had — through
the creation of new jobs — a positive impact on a more equal distribution on income.
Hence, there may be some cases where the impact on income inequality can be derived
from the Heckscher-Ohlin model, however, the overall consensus remains that
globalization has led to increased income distribution within, as well as across, countries as
long as we consider technological changes to be part of the globalization process.

Looking at the longer term perspective, there is some agreement that income distribution
has deteriorated considerably during the twentieth century. According to the IMF (2000),
the world Gini coefficient has risen from 0.40 in 1900 to 0.48 in 2000. Bourguignon and
Morrisson (2002) show that most of the divergence in income distribution among world
citizens seems to have occurred in the first half of the twentieth century. However, we
should keep in mind that Bourguignon and Morrisson’s study ends with 1992, the
experience since then seems to be again deteriorating.
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Burtless (2002) has argued that income may not be the best indicator to assess the impact
of globalization on inequality, and that looking at indicators like life expectancy would
show that globalization had an equalizing impact. On the other hand, there is some
indication that due to the AIDS epidemic, disparities in life expectancy are once again
growing. Furthermore, the earlier periods of improvements in life expectancy may be
influenced by the spread of medical advancements. Finally, life expectancy may not
necessarily be a better indicator to assess the impact of globalization on inequality than
income, especially as qualitative factors of life are not taken into account by looking only
at life expectancy.

3.4 Augmented global insecurity

There are many ways to define insecurity, to mention some: job insecurity, lack of social
protection, food insecurity, and fear of terrorism. No matter how we define insecurity,
there is a broad consensus in the globalization literature that globalization has increased
economic, social, and political insecurity, even for those who have benefited from
globalization.

The most extensive coverage of issues related to job insecurity and changes in employment
patterns is provided in Torres (2001). The broader issues related to economic insecurity
among workers are the subject of a recent empirical study by Scheve and Slaughter
(2002)'° and various contributions in a book edited by Debrah and Smith (2002).
Globalization and food security are addressed in Davis, Thomas and Amponsah (2001).
The link between globalization and terrorism has (among others) been made in World
Bank (2002).

While the heightened international volatility of trade, capital flows, and production has
contributed to this negative impact of globalization, it is also clear that the lack of political
actions to counter the heightened risk and uncertainty has contributed equally if not more
to increased global insecurity. Assuming that people are usually risk averse, the more
difficult question is if the costs due to increased insecurity have been more than
compensated by the overall benefits of globalization. This is likely to be answered in the
affirmative for workers and families that have been lifted out of poverty due to
globalization, however, like as is the case with many other aspects of globalization, the
literature seems to conclude that the poor and disadvantaged pay an unproportional share
of the increase in insecurity, largely due to market failures that prevent them to properly
smooth income and consumption.

In conclusion, globalization has increased insecurity, increased insecurity aggravates the
negative implications of rising inequality, and — as Kaplinsky (2001) and others have
argued — the combination of increased insecurity and increased inequality is so widespread
that it threatens the sustainability of the current globalization process.

1% Scheve and Slaughter (2002) pointed out that the common claim that economic integration
increases worker insecurity lacks empirical verification. They argued that economic insecurity
among workers may be related to riskier employment and/or wage outcomes, and that foreign direct
investment may be a key factor contributing to this increased risk by making labour demands more
elastic.
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3.5

3.6

Globalization and child labour

When reviewing the literature on the impacts of globalization on child labour, it is possible
to distinguish three trends. The first trend of child-labour-related literature alerted the
public of the severe negative impacts globalization had on child labour in specific
countries and specific industries. A second trend of the literature concentrated on the
debate over the usefulness of industrialized countries’ legislation, e.g., to boycott child
labour manufactured products, and the appropriateness of integrating industrialized
countries’ standards into international trade negotiations. A third trend provides some
empirical evidence on the impact of globalization on child labour and takes a much wider
view of the impact of globalization on children."

The following conclusions on the social impact of globalization on child labour are largely
based on the third trend of the literature. First, while the initial conclusion was that
globalization has increased child labour activities, we know today that this had been due
largely to an initial shift of child labour from informal home and family enterprises into
more visible and formal wage-employment. Second, while there obviously have been
unacceptable abuses, some of this formal child labour had positive short-term effects on
poor families’ income. Third, due to international pressure and the fear of developing
countries that industrialized countries may boycott the import of products manufactured
with child labour, most developing countries have adopted restrictive child labour
legislation. Some MNCs have also voluntarily eliminated child labour due to public
pressure in industrialized countries. Though there remain severe lacks in the enforcement
of the legislation adopted by developing countries, the recent empirical literature'? comes
to the conclusion that globalization has actually reduced child labour, at least in the formal
sector. It is not so clear how beneficial this reduction in formal child labour was. Based on
a critical review (including the results of an ILO/UNICEF study that analysed the impact
of the 1993 dismissal of child workers in the Bangladeshi garment industry), White (1996)
concludes that the overriding aim should be to combat the exploitation of children, rather
than to exclude them from the labour market.

Globalization and gender

The literature analysing the impact of globalization on gender covers a variety of
controversial aspects and remains overall inconclusive. While there was some tendency in
the initial literature to conclude that globalization might have reduced gender imbalances,
largely due to increases in female participation rates, the more recent literature tends to
show that the discrimination against women nevertheless continues. Comparing the gender
literature with that on child labour, the common initial trend has been that both, women
and children have become more integrated into formal employment. The difference is that
in the case of child labour, the increased participation rate of children had been considered
to be detrimental for children, while the increased participation of women has been
considered to be beneficial for women.There certainly has been some progress in the social
status of women, based on the fact that the female participation rate has increased,

"' With regards to the latter, see especially Cornia (2002), who examines also complementary
policies and programmes, like social insurance, childcare and family support, that can best harness
children’s benefits of globalization.

12 See Cigno, Rosati and Guarcello (2002) and Edmonds and Pavcnik (2002).
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especially in manufacturing and export product zones. However, some of the more recent
studies, see especially the review paper by Chambers (2000),"* have argued that despite the
increase in female participation rates, women remain economically disempowered. Indeed,
one of the reasons for the increase in female participation is due to the fact that women
accepted lower wages. Furthermore, it has also been argued that many female workers
have little control over the spending of their salary, and that the key responsibility for
unpaid household and family work remains with women, some times even in households
where women provide the main or only income. Some studies have also stated that in some
instances, violence and hostility of men against women has increased due to the change in
social status of women.

The following conclusions provide an overview of the variety of issues addressed in the
most recent literature analysing the impact of globalization on gender. Black and Brainard
(2002) conclude that “increased competition through trade did contribute to the relative
improvement in female wages in concentrated relative to competitive industries,
suggesting that, at least in this sense, trade may benefit women by reducing firms’ ability
to discriminate”. On the other hand, Balakrishnan (2002) concludes that the international
fragmentation of production has led to the flexibilization of work and that women often
accept unstable and vulnerable work in order to incorporate their reproductive role with
paid work. Similarly, Moghadam (2001) casts a gender perspective on globalization to
illuminate the contradictory effects on women workers and on women’s activism. She
concludes that globalization has had dire economic effects on women; however, the
process has created a new constituency of working and organizing women, which may
herald a potent anti-systemic movement.

Carol and Vivian (2002) argue that the current emphasis on trade liberalization and
economic restructuring will affect many countries that have a large female workforce in
labour-intensive industries; that increased competitiveness must come in large part from
technological upgrading and increasing labour productivity; and that there is a challenge to
make the transition to high-wage, high-productivity employment without substituting the
existing female workforce, that is drawn from lower income households with male workers
and more socially privileged workers. Finally, the principal conclusions that emerge from
Cagatay (2001) are:

[...] that men and women are affected differently by trade policies and performance, owing to
their different locations and command over resources within the economy; that gender-based
inequalities impact differently on trade policy outcomes, depending on the type of economy
and sectors, with the result that trade liberalization policies may not yield expected results; and
that gender analysis is essential to the formulation of trade policies that enhance rather than
hinder gender equality and human development.

1> Chambers (2000) is the Background Paper to the 2001 DFID White Paper on Eliminating World
Poverty: Making Globalization Work for the Poor.
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3.7

Globalization and migration

When reviewing the impact of globalization on migration, the first observation is that the
recent globalization process has led to far less international migration than any time else in
world history. There is also no doubt that the limited migration is mostly due to constraints
set in industrialized countries’ immigration laws. Thus, compared to earlier large-scale
migrations, today’s migration process is far more selective in terms of both emigration and
immigration countries. Stalker’s (2000) comprehensive analysis, summarized in Stalker
and Perraton (2001), concluded in this regard that some of the traditional migration
channels, particularly from Europe, have dried up, while many new ones are being created,
notably in South-East Asia. The World Development Report 1995 has shown that today’s
migrants increasingly come from poor countries."

Second, as for example, Solimano (2001) has pointed out, today’s globalization process is
less friendly to the international migration of unskilled people than were previous waves of
globalization. This last aspect of migration is long known and commonly referred to as
“brain drain”. There is broad agreement that emigration has a considerably negative impact
on labour supply in some developing countries, especially as most of the emigrants are part
of the most productive and most educated labour supply.

On the other hand, sending countries benefit from migration due to remittances migrants
send back to their country of origin. The World Development Report 1995 declared that
remittances represent between 10 and 15 per cent of GNP in Jordan, Lesotho, Yemen, and
the West Bank and Gaza, and between 25 to 50 per cent of exports in Bangladesh, Burkina
Faso, Egypt, Greece, Jamaica, Malawi, Morocco, Pakistan, Portugal, Sri Lanka, Sudan,
and Turkey. Though these remittances improve the living standards of the receiving
families, they contribute little to the sending countries’ development, and thus, the
migration of the most educated and most productive workers remains a problem, especially
in the poorest countries.

'* Data from Pakistan indicate that about 25 per cent of the incremental labour supply have left the
country during 1978-1983.
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A variety of issues concentrating on the migration of people in a global economy are also
addressed in three contributions in the book edited by Baker, Epstein, and Pollin (1998)."

There is some tentative conclusion (see Nayyar 2002), that the time has come to initiate a
preparatory process which would work towards a new institutional framework that would
govern cross-border movements of people. We will return to this in more details in the
next section.

4. National and international
policy responses

There is no dearth of suggestions for policy responses in the recent literature. These range
from calls for protectionist policy measures to changes in national education plans and
include also the creation of new international organizations. We first provide a short
overview of the broad policy suggestions emphasizing the role of the state and
complementarities between actors and policies, and then review some selective national
and key international policy actions in more detail as discussed in the literature.

4.1 Overview of policy responses

The literature on comprehensive policy responses to globalization( in contrast to single
responses like protectionism) is relatively new and came in the wake of the vast literature
on structural adjustment programmes, which reviewed how issues like trade liberalization,
debtrelief,and national economic reform isuues like market liberalization and privatization
affected growth and poverty. After the eruption of the Asian crisis in 1997,public and
academic opinion became more concerned with policy actions to either prevent and/or
reduce the negative effects of globalization, Lee(1998). In addition, it has been suggested
that the returns from globalization and their distribution can be improved through an
appropriate mix of policy measures. This is comprehensively outlined in ECLAC (2002),
Khor (2001), Ocampo and Martin (2003), Torres (2001), and World Bank (2002).
UNCTAD (1996) also provided ten broad recommendations, based on 14 inter-agency
contributions, analyzing the effects of globalization (especially liberalization) on poverty.

> Quoting the Introduction of the three editors: “Sutcliffe’s paper frames the issue boldly with his
argument that, as a matter of principle, international borders should be open.” While recognizing
that this is a utopian perspective in the current environment, Sutcliffe argues that a clear policy
approach flows from his principled position: first, that borders should be open to the maximum
extent, and second, that the rights of immigrants in host countries should be broadened. He further
argues that the absence of principled perspectives in Western Europe has been a major factor
poisoning attitudes toward migrants there. Gregory De Freitas’ contribution focuses on the practical
constraints on immigration in the United States and, in particular, the impact of increased migration
on the United States labour markets and the public sector. The third paper by Prabhat Patnaik and
C.P. Chandrasekhar focuses on the effects of emigration of less skilled workers in developing
economies, which according to the authors produces unequivocally beneficial effects for the sending
country.
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Torres (2001) provides the synthesis of seven country-specific studies on the social impact
of globalization (Bangladesh, Chile, the Republic of Korea, Mauritius, Poland, South
Africa, and Switzerland) and suggests a variety of policy actions related to: (a) enhancing
business opportunities arising from globalization; and (b) the strengthening of the four
social pillars (education and training, social safety nets, labour laws, and core labour
standards), which as Torres points out, are not only important in itself, but can also
contribute to improving the gains from globalization.

Khor (2001) suggests a variety of lessons to be learned from the experiences of
liberalization throughout the book, and provides more general proposals in the concluding
chapter, including the balancing of opportunities and problems resulting from
globalization, the need for South-South policy coordination among developing countries,
the need for appropriate and democratic global governance, a rebalancing of the roles of
state and market, and finally, a search for appropriate development strategies.

While stressing repeatedly that globalization has been a force for poverty reduction, the
World Bank’s Policy Research Report on Globalization, Growth, and Poverty emphasizes
seven policy action programmes which the authors of the report see as particularly
important for making globalization work for the poor: (a) a “development round” of trade
negotiations; (b) improving the investment climate in developing countries; (c) good
delivery of education and health services; (d) the provision of social protection tailored to
the more dynamic labour market in an open economy; (e) a greater volume and better
managed foreign aid; (f) additional debt relief; and (g) the tackling of greenhouse gases
and global warming.

Ocampo and Martin (2003) as well as the recent ECLAC (2002) report on Globalization
and Development decribe extensively policy actions covering (a) four fundamental
principles for the construction of a better global order, (b) five national strategies for
dealing with globalization, (c) the key role of action at the regional level, and (d) six more
specific global agendas. The four fundamental principles address three key objectives,'®
global rules and institutions that respect diversity, the complementarity of global, regional
and national institution-building, and the equitable participation and appropriate
governance. The five national strategies suggested for dealing with globalization refer to
(i) the role and basic composition of national strategies, (ii) the macroeconomic strategy,
(iii) the building of systemic competitiveness, (iv) aspects of environmental sustainability,
and (v) a variety of social strategies. The global agendas address (i) global macroeconomic
public goods, (ii) sustainable development as a global public good, (iii) the correction of
financial and macroeconomic asymmetries, (iv) the overcoming of production and
technological asymmetries, (v) the full inclusion of migration on the international agenda,
and (vi) the establishment of economic, social and cultural rights as the foundations for
global citizenship.

Whereas the Asian crisis triggered off a wide set of literature, there have been a couple of
key publications prior to the Asian crisis that have called the until then nearly
unchallenged globalization process into question: Boyer and Drache (1996), Deacon
(1997), Geider (1997), Gill (1997), Hart and Prakash (1997), Mittelman (1996), Rodrik
(1997), Siebert (1997), and UNCTAD (1996). While many more critical contributions
have been published since 1997, it is fair to say that few of those suggestions have been
implemented. In addition to the contributions already mentioned above, and excluding the

'® The three key objectives are the supply of global public goods, the correction of international
asymmetries, and the establishment of a rights-based global social agenda.
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4.2

specific recommendations made in the large literature on labor issues,'” comprehensive
policy actions have recently also been suggested by Eichengreen (2002), Masson (2001),
and Murshed (2002). Juxta posing the pre- and post-Asian crises literature a general one of
the general conclusions is that more action needs to be taken to avoid further social unrest,
which as Bourguignon et al. (2002) have pointed out, could destroy many of the real gains
that globalization has achieved.

The role of the State and complementarities

While there is some agreement that globalization has reduced the autonomy of the nation
state in economic matters, there is now also agreement that globalization calls for
increased state “activity” in social matters; see for example, the extensive discussions in
Chang (2003),Nayyar (2001) and Woolcock (2001). In other words, the reduced role of the
State in economic matters needs to be complemented by an increased role of the State in
social matters. Indeed, there is agreement that the state has an important role to play. There
are however controversies on what exactly the State should or should not do, through
which instrument, and how to finance the policy action (e.g., through user fees or taxes).

Furthermore, while globalization requires some homogenization of policies, there are
many areas where differences in national standards need to be respected and the imposition
of international standards could be more harmful than helpful for making globalization
more inclusive and more effective. Murshed (2000) provides a useful discussion of this
issue related to environmental and labour standards; the importance of core labour
standards is addressed in more details below.

In deciding on who should act, the principle of subsidiarity is key, whereby many different
actors could be considered: individuals; families; businesses; unions; States; and all kind of
organizations (including non-governmental organizations, regional development
institutions, and global institutions). The recent ECLAC (2002) report on Globalization
and Development provides a detailed discussion of the complementarity of global, regional
and national institution-building. In many cases, there will be some complementarity
between various actors, which with proper coordination could mutually enforce individual
actions.

Finally, besides complementarities between actors, there are of course also
complementarities of policy actions within an actor. Most of the recent national and
international policy suggestions to achieve growth and to reduce poverty imply policy
actions that will make globalization a more equitable and sustainable process.
Subsequently, the following national and international policy actions should not be
understood as an exhaustive list, but as a selective list of policy actions that have been
closely related to globalization.

17 With regards to the many suggestions made in the huge literature on labor issue, see Greenaway
and Nelson (2001), Lee (2000), Memedovic, Kuyvenhoeven, and Molle (1998), Rama (2003),
Stiglitz (2002), and van der Hoeven and Taylor (2000). Rama (2003, pp. 22) cautions, “the most
effective ways to mitigate the adverse effects of globalization are probably out of the labor market.”
For suggestions specific to gender and labor markets, see Tzannatos (1999).
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4.3

4.3.1

4.3.2

Selective national policy responses

Given that countries are at different stages, have different institutions, and different
priorities, national policy responses will vary from country to country. However, there are
some national policy actions, which apply to all governments and have received attention
in the recent globalization literature: (a) the investment in education and training; (b) the
adoption of core labour standards; (c¢) the provision and improvement of social protection;
(d) the tackling of rising national inequality; and (e) the provision of space to discuss
globalization. There are many more policies that are gaining importance in an increasingly
globalized world: sustainable macroeconomic policies, policies that promote a sound
investment climate, prudent financial regulations, and a variety of sector specific policies.
We refer to the extensive traditional economic literature for further discussion of these
policies.

Investing in education and training

There is broad agreement that the most rewarding policy action is related to investments in
education and training, including the upgrading of policies and institutions that manage
innovations. While the poorest countries may concentrate initially on the provision of free
basic education (complemented by free basic health services, like immunizations),
middle-and high-income countries may need to adjust their education curriculum. Given
that globalization leads to considerable structural unemployment, it would also be
important to provide targeted training to the unemployed, which would allow them to
switch to professions for which there is more demand. Recent experience has shown that
the goal towards universal primary education may require that families from the poorest
segments of society are compensated for their loss in income due to sending children to
school. The importance of education and training and related issues is described and
discussed in more detail in ECLAC (2002, pages 108-109), Eichengreen (2002, pages 22-
29), Torres (2001, pages 54-56), UNCTAD (1996, pages 18-19), and World Bank
(2002, pages 156-157).

Adopting core labour standards

There is now also broad agreement that the adoption of the four core labor standards
(elimination of child labor, the abolition of forced labor, encouraging non-discrimination in
employment, and freedom of association and collective action) is a highly effective policy
action to make globalization more equitable, though it needs to be stressed that differences
in national definitions (e.g. of what constitutes child labor) need to be respected. In most
cases, the adoption of each core labor standard calls for complementary policy action, like
the compensation of income losses from child labor already mentioned above. Issues
related to core labor standards are described in more details in Torres (2001, pp. 63-66), as
well as in many other contributions going back at least until the mid-1990s.)."*

'8 See Freeman (1998), Maskus (1997), OECD (1995 and 1996), Rodrik (1996), and Srinivasan
(1994).
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4.3.3

4.3.4

4.3.5

Providing and improving social protection

There is some agreement among the academic literature that — based on the negative social
impacts of globalization — more effective social protection systems are needed. The
problem is that there are large differences on what constitutes an effective social protection
and how to finance it. Fact is, that globalization has contributed (among many other
factors) to the dismantling of some aspects of social protection and social insurance,
especially with regards to social protection models based on universal coverage and large
government expenditures in industrial countries. While some call for the full restoration of
the classical model, others prefer new models based on private contributions and private
management. The most comprehensive recent contributions linking globalization to social
policy are Deacon (2000b, 2001a, and 2002a), Gough (2001), Norton (2000), Norton and
Conlin (2000), and Yeates (2001 and 2002). With regards to the provision of effective
unemployment insurance, it has been suggested that one of the most complementary policy
action is to deliver active labour market programs.

Addressing increasing national
income inequality

While the three pervious policy actions are likely to contribute to making globalization a
more equitable process, pressure is building to also use policy actions to directly address
increasing national income inequality. One of the strongest arguments for such direct
measures is based on results of the recent literature, coming to the conclusion that the
poverty elasticity of growth is higher in more egalitarian societies. Cornia (2004) provides
a detailed discussion on what policies might be used to reduce inequality. Furthermore,
there are a variety of complementary labour market policies, which can be very effective to
reduce inequality (van der Hoeven and Saget 2004).

Providing space for discussing globalization

Finally, a relatively simple and costless policy action would be to provide space for
discussing globalization. In developing countries, this could be part of the consultation
process already under way with the formulation of Poverty Reduction Strategy Papers
(PRSPs). In most other countries, such space could easily be provided by the grassroots
networks most political parties have, and then feed back into the political decision making
process.

International policy responses

While there have been many suggestions for international policy responses including some
which can be traced back before the discussion on the current wave of globalization took
off, such as the reform of the IFIs and the UN, increases in development aid, debt relief,
international taxes and tax coordination, there are only two sets of policy actions, which
have received broad support in the globalization literature: (a) a development round of
trade negotiations and (b) a new financial architecture. Yet, both still face a variety of
political opposition before they can be implemented.
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5.1

5.2

5.3

A development round of trade negotiations

Reflecting the increasingly unfair rules in the area of international trade, there have been
widespread calls for a development round of trade negations. The issues of
(a) industrialized countries’ trade restrictions for developing countries’ agricultural goods,
combined with industrialized countries’ subsidies on their domestically produced
agricultural products, and (b) the issue of intellectual property rights on urgently needed
medication to fight AIDS are probably the most well-known concrete issues in the area of
trade. At a broader level, Rodrik (2001) has suggested that the focus needs to shift from
promoting liberalization to fostering development. As the current setback in WTO trade
negotiations shows, many developing countries are not convinced that further extensions
of the WTO’s authority—into issues that go far beyond traditional trade—will be
beneficial to them. In addition to various suggestions to improve the developing countries’
negotiations capacity, suggestion have also been made to make revisions in the WTO’s
single undertaking mandate and in the WTQO’s consensus building process. Hence, bilateral
trade agreements have been rising even though they are second-best solutions, especially if
they are pushed onto developing countries with the promise of other benefits.

A new financial architecture

Reflecting the increasingly unfair rules in the area of international trade, there have
been widespread calls for a development round of trade negations. The issues of
(a) industrialized countries’ trade restrictions for developing countries’ agricultural goods,
combined with industrialized countries’ subsidies on their domestically produced
agricultural products, and (b) the issue of intellectual property rights on urgently needed
medication to fight AIDS are probably the most well-known concrete issues in the area of
trade. At a broader level, Rodrik (2001) has suggested that the focus needs to shift from
promoting liberalization to fostering development. As the current setback in WTO trade
negotiations shows, many developing countries are not convinced that further extensions
of the WTO’s authority—into issues that go far beyond traditional trade—will be
beneficial to them. In addition to various suggestions to improve the developing countries’
negotiations capacity, suggestion have also been made to make revisions in the WTO’s
single undertaking mandate and in the WTQO’s consensus building process. Hence, bilateral
trade agreements have been rising even though they are second-best solutions, especially if
they are pushed onto developing countries with the promise of other benefits.

Second-generation proposals

In addition to the many institution-specific suggestions on the role of the UN system, the
ILO, the IMF and the World Bank," there is a variety of so called second-generation
proposals which were proposed before the discussion on globalization gained momentum.
Many of such proposals have regained some attention in the recent literature, but lack
sufficient political support, at least until now. To this group belong (a) a variety of reform
proposals of existing international institutions, whereby the calls for changes in the
governance structure of the World Bank and IMF are currently popular,” (b) the creation
of new international organizations, (c) the integration of social goals into international
agreements, (d) the tackling of global inequality through international taxation, and (¢) a
variety of issues related to international migration. The most detailed elaboration on these
second-generation proposals can be found in Nayyar (2002). There have of course also

' For example, see Gudgeon (2001), Hagen (2003), Kohler (2003), and Wolfensohn (2001 and
2003).

% See Buira (2002, 2003) and Jacobs (2002).
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been many mostly unsuccessful attempts to shift global policy from its neoliberal character
to something more socially responsible. Consequently, Deacon (2003) suggested that it
might be more useful to shift the focus of improving the world’s management of global
social issues toward networks, partnerships and projects.

54 Policy actions that require international agreements

Finally, there are also many policy suggestions of policy actions that can only be
addressed effectively through international agreements. Some of these reform proposals
are not directly related to the recent globalization process, to mention a few examples:
(a) calls for the provision of more and better managed foreign aid, (b) the need for more
debt relief to the poorest and highly indebted countries, and (¢) the various environmental
policy suggestions, like the tackling of greenhouse gases and global warming. To the
degree that there are gaps in the global governance system to address these issues
effectively, new international organizations may be needed. Recent collections of papers
addressing such issues of global governance can be found in Siebert (2003) as well as in
McCann and McCloskey (2003).

6. Conclusions

The key economic aspects of the globalization process of the last 15 years are
characterized by:

o a more than three-fold increase in international trade, though the share of low-
income countries’ share in world trade has decreased considerably,

o a more than 20-fold increase in FDI across the world, though the low-income
countries’ share in world FDI has decreased drastically,

. a more than 20-fold increase in portfolio equity investment across the world, though
the low-income countries’ share (excluding India) remains to be close to zero, and

o an increased fragmentation of production, whereby the share of developing countries

in international production is decreasing.

Considering the vast literature on globalization we notice that the social impact of
globalization on poverty, child labor, gender, and migration remains controversial, but we
see a consensus to emerge that globalization has (a) overall more benefits than costs,
(b) exacerbated inequalities within countries as well as across countries due to sharply
diverging experiences at the individual and country level, and (c) increased economic and
political insecurity even for those who have benefited in monetary terms from
globalization. Yet, making causal links between changes in poverty and inequality with
increased economic globalization remains a challenge as today’s globalization process
goes far beyond economic aspects, and is increasingly influenced by global health and
environmental crises (like AIDS and climate changes). However, even if globalization may
not have been the major cause of income inequality and poverty, it is likely to have
contributed to the poor performance in terms of poverty reduction, see Kohl (2003).

As Stiglitz (2003) has put it, though globalization had often not produced the benefits that
were promised, the issue is not whether globalization can be a force for good which
benefits the poor of the world (which it can of course be), but that globalization needs to be
managed in the right way and too often it has not been.. As we documented, most of the
details with regards to the size, implementation, and financing of national and international
policy actions to manage the process of globalization remain controversial. However, some
consensus in the literature seems to emerge indicating that that national governments need
to (a) invest in education and training, (b) adopt core labor standards, (c) provide and
improve social protection, (d) tackle rising national inequality, and (e) provide space to
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discuss globalization. At the international level, there two sets of policy actions, which
have received broad support in the globalization literature are: (a) a development round of
trade negotiations and (b) a new financial architecture. It will require much more
discussion and research at national and international levels to make globalization a socially
more sustainable process. Too many people still live in conditions that are unacceptable for
the 21% century. A beginning has been made and building on the cooperation of the wide
variety of agents active in the increasingly globalized world*' as well as including those
that have thus far been marginalized or excluded, there is some hope for the future. Yet, as
Storm and Naastepad (2001) have put it, development will not happen by globalization
alone.

! For example, building on the work of the World Commission on the Social Dimension of
Globalization, labor ministers of the Group of Eight (G-8) have called for the creation of a forum
for dialogue on social issues which would include the ILO, the UN Trade and Development
Conference, the WTO, the World Bank and the IMF (see La Tribune of December 17, 2003).
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