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Note

The evidence received by the Committee is published in two separate volumes: oral evidence (and
accompanying written evidence) up to 13 March 2002 is published in HL paper 143 (Session 2001-02)
and is referred to in the text of this report as (Ev I), and oral evidence (and accompanying written
evidence) taken after 13 March 2002 and other written evidence is published in HL paper 5-1I (Session
2002-03) and is referred to in the text of this report as (Ev II). (Q) refers to a question in the oral
evidence and (p) refers to a page of written evidence.



FIRST REPORT

18 NOVEMBER 2002

By the Select Committee on Economic Affairs
ORDERED TO REPORT

GLOBALISATION
CHAPTER 1: INTRODUCTION AND LIST OF CONCLUSIONS AND RECOMMENDATIONS

Background

1. The Select Committee on Economic Affairs was appointed by the House of Lords on 7 March
2001. It was given the following terms of reference: “to consider economic affairs”.

2. The membership of the Committee, together with their declarations of interest, is set out in
Appendix 1.

Purpose and scope of the Committee’s inquiry into globalisation

3. Meeting the challenge set by its wide-ranging terms of reference, the Committee announced on
22 March 2001 that it would undertake an inquiry into economic globalisation.

4. In undertaking this inquiry, the Committee recognises that it should not replicate the work done
elsewhere by academic, governmental or other institutions which have the resources to conduct
original research. The purpose of the Committee’s inquiry is more general. It is to take forward the
debate on globalisation — a debate described in the White Paper published by the Department for

International Development Eliminating Poverty: Making Globalisation Work for the Poor as “a
serious political debate about the equitable management of globalisation”.!

5.Mike Moore, then Director-General of the World Trade Organisation (WTO), described
“globalisation” in evidence to us as “a sort of slogan” which — unlike “internationalism” — has a
“menacing ring” (Ev I, Q 1122). The prevalence of the popular belief that globalisation is a harmful
phenomenon is illustrated by the recent and dramatic emergence of groups protesting against
globalisation. The Committee, sensitive to this anxiety, seeks to examine and to clarify the diversity of
opinion on the extent to which economic globalisation should be perceived as a threat or an
opportunity, and to make recommendations for change where it seems to the Committee that the costs
of globalisation can be ameliorated.

6. Globalisation is an elusive concept. Many of those giving evidence made this point. Dr Supachai
Panitchpakdi, the present Director-General of the WTO, for example, advised that it was sometimes
“best to avoid using the word ‘globalisation’ as a catch-all word and to be as explicit as possible” (Ev
I, Q 562); and Gerry Rodgers of the International Labour Organisation (ILO) said: “When it comes to
globalisation more generally I think we have to acknowledge that we are dealing with something
which is rather fuzzy.” (Ev II, Q 1238). The Committee is aware that globalisation is used to describe
developments within a variety of different fields of human activity and interests — social, political,
cultural, environmental as well as economic — and that these different manifestations of globalisation
are inextricably interconnected. Although our remit is largely to do with economic matters, we do not
take this to mean solely a concern with the economy as narrowly interpreted. In judging the effects of
globalisation, we have no hesitation, for example, in bringing health, life expectancy, law and order,
and education into the picture. We recognise that these issues are both indicators of, and precursors to,
successful development.”

Eliminating Poverty: Making Globalisation Work for the Poor, Cm 5006, December 2000, p 14, para 10.

Referring to the range of issues included in the United Nations’ Millennium Development Goals (income, education,
health, gender issues, governance and the environment), Nicholas Stern of the World Bank suggested that they were “not
only outcomes that are desirable in themselves, they create means to higher incomes” (Ev II, Q 1832).
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Evidence gathering

7. Following the 2001 General Election, the Committee was reappointed on 28 June 2001 and on
24 July 2001 the Committee issued a Call for Evidence. The text of the Call for Evidence is given in
Appendix 3.

8. The Committee received over 50 written submissions in response to the Call for Evidence and,
between 17 July 2001 and 10 October 2002 took oral evidence from 56 organisations and individuals.
A list of witnesses is given in Appendix 2. We also met Stanley Fischer, former First Deputy
Managing Director of the International Monetary Fund (from 1994 to 2001) and Mervyn King, Deputy
Governor of the Bank of England, who assisted us by providing informal background briefing.

9. During the course of taking evidence, the Committee visited a number of international
organisations in Geneva (the World Health Organisation, the World Trade Organisation, the
International Labour Organisation and the United Nations Conference on Trade and Development)
and the European Commission in Brussels.

Acknowledgements

10. The Committee is grateful to those who gave evidence, written and oral, and recognises that the
contribution which it is able to make to the globalisation debate depends critically on the quality and
range of evidence which it has had the privilege to receive. The Committee regrets very much that the
United States Government declined to provide evidence. Their reasons are set out in a letter dated 16
October 2002 which is reproduced in Appendix 4.

11. The Committee is also grateful to its Specialist Advisers: Professor Anthony Venables,
Professor of International Economics, the London School of Economics, and Professor Michael
Wickens, Professor of Economics, University of York. It would also like to record its thanks to Mr
Martin Stewart who, with Professor Venables, provided a briefing document for the Committee at the
outset of the inquiry (see Appendix 5), to Mr Adrian Lewis who assisted in summarising the evidence
and to those who contributed to the organisation of the Committee’s visits abroad.

Structure of the Report

12. The next chapter of the report (Chapter 2) sets out the range of definitions of globalisation —
both globalisation generally and economic globalisation specifically — which have been given to the
Committee in evidence. This is to set the scene of the globalisation debate. Chapter 2 also considers
the question whether the current period of globalisation differs (and, if so, how) from previous periods
of significant international economic integration and, as part of that examination, attempts to identify
the driving forces behind current globalisation.

13. Whilst the majority of the evidence we received favoured globalisation, no witness presented it
as a process which had no harmful effects. In the following chapters of the report we give an account
of the evidence received by the Committee of some of the concerns about the impact, both
internationally and nationally, of economic globalisation and in each chapter we draw conclusions and
make recommendations. Thus, in Chapters 3 to 7, we consider, within the context of opening up
markets of all kinds, issues under the following headings:

. Economic performance, poverty and inequality;

. Labour market conditions;

. The role of transnational corporations;3

. Management of the international trading system; and
. The international financial system.

14. We begin, however, by setting out an overview of concerns and a summary of conclusions and
recommendations.

Overview of concerns

15. We have become accustomed to reading newspaper reports about protestors taking to the streets
— in Seattle, Washington, Prague, Nice, Gothenburg and Genoa — to protest against globalisation. One
of the principal motivations of the Committee in undertaking this inquiry is to examine and attempt to

In our Call for Evidence we use the expression “multinational corporation”. It was drawn to our attention that a more
commonly used, and less confusing, term is “transnational corporation”. Throughout the report, therefore, we refer to
“transnational corporations” (or TNCs). We take it to mean the same as “multinational corporation” (MNC).
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clarify the reasons which have given rise not only to the anti-globalisation movement in recent years
but also to a more widespread sense of anxiety that globalisation is harmful.

GENERAL REMARKS

16. A range of witnesses were asked for their views about why they believed globalisation has
given rise, at the very least, to public disquiet and, on occasions, violent protest. Two general remarks
can be made about the evidence at the outset: first, the opinions of witnesses varied and those who
were critical of globalisation cannot be regarded as an homogeneous group; and, secondly, although
some strands of protest are literally anti-globalisation, in most cases critics of globalisation favour
better globalisation rather than no globalisation.

17. Dr Noreena Hertz, of the Judge Institute, Cambridge University, for example, told us when
asked about the concerns of the anti-globalisation movement:

“Most people are not anti-globalisation ... In some senses it is hard to talk about it as a
movement because it is a movement of movements; there are all these different groups who are
aligned in it, but ... by far the majority are not anti-globalisation ... The way I would define it —
and I am defining it in a very particular way — is as a continuum where, on the one extreme, you
have people who go out on to the streets of Seattle, Genoa, Prague, Nice, Gothenburg, or the
hundreds of thousands who go out and protest in Latin American countries or in Africa. Then
you might have over here the students who do not want to buy Nike trainers because they are
concerned about buying things from sweat shops. Then over here you might have the
housewives and Women’s Institute members who do not want to buy genetically modified food
because they are concerned about the things they are giving their kids to eat. Then you have
people like Joseph Stiglitz, the former Chief Economist of the World bank who resigned
because he had come to believe that its programmes were exacerbating poverty, or even George
Soros, who tells me that he sees himself as part of the anti-globalisation movement.” (Ev II, Q
1651).

Dr Hertz continued: “it is a matter of making globalisation work in a much better way for many more
people” (Ev 11, Q 1652).

18. Professor Joseph Stiglitz of Columbia University, alluding to what is widely perceived to be “a
real sense of hostility towards globalisation”, suggested that “it is not hostility towards globalisation,
but it is really hostility towards the way globalisation has been managed and to a particular set of
economic doctrines that have accompanied globalisation on the part of some of the international
economic institutions.” (Ev I, Q 711).

19. George Monbiot of The Guardian said: “l feel the protest against what has been called
globalisation ... has brought together an extraordinary array of concerns, some of which are mutually
contradictory ... it is a very broad and very wobbly coalition indeed ...” (Ev II, Q 1348). Mike Moore
also commented this diversity when he described a protest march in Washington against the World
Bank and the IMF, noting that he had seen “vegetarians ... marching with meat farmers” (Ev II, Q
1122). Mr Moore also indicated his view that not only was there an absence of consensus amongst the
protestors in developed countries, but that the generality of the protest against globalisation in the
developed countries ran counter to the perception of globalisation in developing countries: “Half the
rich world is protesting about globalisation and the poor world is protesting about marginalisation ...
It is hard not to get irritated by middle class indulgences.” (Ev II, Q 1127).

THE VARIETY OF CONCERNS ABOUT GLOBALISATION

20. The Committee received a range of evidence about why people are critical of globalisation,
some came from the critics themselves, some came from those who were the subject of criticism and
some came from commentators. Given the complexity of the concept of globalisation, inevitably the
criticisms were diverse (and, as George Monbiot noted, not wholly consistent). They included
concerns about the economic consequences of globalisation (such as income inequality and global
shifts in employment), about the way in which globalisation is managed at an international level and
about broader issues such as cultural homogenisation or environmental degradation. We acknowledge
that the evidence we received will not have included every criticism to be made of globalisation but
we believe — or we hope — that we have identified the main objections.



8 FIRST REPORT FROM THE

LIST OF CONCLUSIONS AND RECOMMENDATIONS

We offer this list as a help to the reader. We emphasise, however, that a proper understanding of each
conclusion and recommendation requires full consideration of the argument that precedes it in the text
of each chapter.

CHAPTER 2: DEFINING AND DESCRIBING “GLOBALISATION”

1. The present period of globalisation represents a new departure in world affairs. (paragraph
55)

2. Although some of our witnesses claimed that what we observe is much the same as what has
happened before, but on a large scale, we believe that recent experience is both quantitatively
and qualitatively different. (paragraph 57)

CHAPTER 3: ECONOMIC PERFORMANCE, POVERTY AND INEQUALITY

Poverty

3. Although the general level of world poverty appears to be decreasing, this improvement is not
evenly spread and some countries continue to suffer a very high concentration of poverty.
(paragraph 64)

4. There remains, in our view, a shameful level of poverty in the world. We are appalled at the
sheer waste of human potential that such poverty implies. (paragraph 64)

Inequality

5. It appears that between-country inequality is reducing (largely because of the economic
growth of China and, to a lesser degree, India), but within-country inequalities (both in
developing and developed countries) are in some cases increasing. (paragraph 72)

Relationship between poverty, inequality and globalisation

6. While there are negative aspects to globalisation, the weight of the evidence suggests that the
opportunities created by globalisation outweigh the dangers. Effective integration in the global
economy is a major part of the explanation why some developing countries, such as China and
India, have enjoyed significant economic growth in recent years and a failure to integrate
effectively is at least part of the explanation why other developing countries, such as sub-
Saharan Africa, remain very poor. (paragraph 86)

7. The process of globalisation requires appropriate national policies (dealing, for example, with
political and administrative reform) and a strengthened international governance infrastructure
so that its potential may be maximised. Only then can markets operate optimally. (paragraph
88)

Exploiting globalisation to reduce poverty and inequality

8. We welcome the measures that are being taken internationally to assist developing countries
to improve their investment climate. Although this is principally a responsibility of the
developing countries themselves, efforts should be made through multilateral and bilateral
agencies and agreements to facilitate developing countries in making such improvements.
(paragraph 94)

9. We consider that efforts should be made through multilateral and bilateral agencies and
agreements to encourage developing countries to diversify their production, while not
undermining the areas of production where those countries have a distinct comparative
advantage. (paragraph 96)

10. We welcome the United Nations’ commitment in the second of its Millennium Development
Goals to “achieve universal primary education” and the UK Government’s support for this. An
education strategy which takes school age children out of the labour market should be at the
centre of any development plan. Far from creating an economic burden, this is a prerequisite to
a successful economy. (paragraph 100)
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11. Financial regulators, the international financial institutions, the World Trade Organisation,
professional bodies and governments, either separately or together, should establish a centre of
responsibility with the aim of tackling corruption (both in connection with development
programmes and the operation of the global economy). We believe the UK Government has an
important part to play here, preferably in co-operation with our European Union partners.
Transnational corporations and other businesses must accept responsibility for scrutinising
their agents and other business associates with regard to corrupt practices on their part.
Reinforced action by business organisations would also be helpful. (paragraph 110)

CHAPTER 4: LABOUR MARKET CONDITIONS

Developed countries

12. Globalisation has brought about industrial restructuring which has caused some transitional
unemployment in developed countries especially amongst the less skilled. The evidence suggests
however that technological change has been more significant in reducing industrial employment
amongst the less skilled. It is possibly a more significant force than competition from low-wage
economies. (paragraph 117)

13. The evidence suggests that in those developed countries where there is increasing wage
inequality, this cannot be attributable solely to globalisation but is also a consequence of a
number of other factors including technological change. (paragraph 119)

Responding to changing labour market conditions

14. Given the fall in demand for unskilled and less skilled labour in the tradeable sector of the
economies of developed countries, including the United Kingdom, successive UK governments
have been right to take steps over many years to promote the skills training of the unskilled and
less skilled workforce. We support the present Government’s reinforcement of the policy to
promote education and skills training. Similarly, as regards developing countries, increasing
skills levels is an important element of a strategy to enable those countries to exploit more
effectively the potential of globalisation. (paragraph 135)

15. Significant benefits arise from labour mobility (for both the countries involved and the
individuals). Nevertheless, there is a concern about the effect of the “brain drain” on those
developing countries which are losing skilled labour. To the extent that this impairs the
development of these countries (in relation to both their public and private sectors), we share
that concern. We welcome the UK Government’s commitment to undertake further research on
the “brain drain”. Overseas aid policy should help to finance education and training in poorer
countries, shifting the burden from taxpayers there to taxpayers in the countries of immigration.
The level of aid might be geared to some extent to the number of skilled workers coming from a
country. (paragraph 138)

CHAPTER 5: ROLE OF TRANSNATIONAL CORPORATIONS (TNCS)

TNCs and the economic effects of foreign direct investment

16. We believe that foreign direct investment is an effective mechanism for economic change in
developing countries (although there is evidence that it could be more effective). (paragraph
150)

Complaints about the power of TNCs

17. Witnesses expressed a real concern about the influence of TNCs in democracies. We
acknowledge that TNCs are powerful, but we believe that they are also subject to a range of
constraints and, in particular, to the power of governments and of public opinion. (paragraph
157)

18. We acknowledge that there is a concern that some TNCs have the capacity to be “footloose”,
but we believe that, in practice, their mobility is constrained and that foreign direct investment
by TNCs, once undertaken, is locked in to a significant extent. We think that this point is
fundamental. (paragraph 162)

19. TNCs are not an homogeneous group and standards of conduct will vary between them.
Some TNCs behave responsibly but others act against the interests of the country in which they
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have located production. The evidence we have received suggests that often TNCs adopt
standards which are higher than those adopted by local businesses. We are not complacent
however. We are aware that businesses have a primary duty to act in the interests of their
shareholders and that there is, therefore, a case for government measures to be taken to
encourage them to take responsibility for a wider range of the interests which are affected by
their activities. (paragraph 169)

Regulation of TNCs

20. There has been a welcome increase in transparency of governments and of public financial
institutions in recent years. Although similar advances have been made by some TNCs, the
corporate sector has a long way to go in this respect. We recognise the right of companies to a
degree of commercial confidentiality, but believe that their claims to this could be regarded as
excessive, making it almost impossible for the international financial institutions and
governments, let alone a committee such as ours, to give them the scrutiny that good global
governance requires. (paragraph 181)

21. We welcome international initiatives to promote corporate social responsibility amongst
TNCs as a mechanism for enhancing transparency and accountability of TNCs. We recognise,
however, that there is concern that a purely voluntary regime will not provide a sufficient
safeguard against abuse of power by TNCs. We note with approval that, as part of its current
review of company law, the UK Government is considering that some companies should be
required to report on the impact of their activities on the environment and, more broadly, on the
communities in which they operate. (paragraph 182)

22. There is a need to consider whether a powerful global competition authority is necessary.
(paragraph 183)

23. The UK Government should review its data collection in respect of TNCs. Data collection at
present is too limited and out of date and should be substantially improved. (paragraph 184)

CHAPTER 6: MANAGEMENT OF THE INTERNATIONAL TRADING SYSTEM

Governance of the WTO

24. We recognise that member countries of the WTO vary in size and economic power. They
vary, therefore, in their capacity to influence decisions in the WTO and, more fundamentally, to
maintain a presence at the WTO. It would be naive to believe that an organisation like the WTO
would not be dominated by a small number of rich countries. The important question, which
applies to the International Monetary Fund and the World Bank as well, is whether this
domination is excessive. We believe that it is in all three institutions, but the evidence we
received placed most emphasis on the WTO. We urge the Government, with its European Union
partners, to consider, first, how to improve the balance of power in the WTO and, secondly, how
to ensure that decisions are more transparent. We acknowledge the commitment of the
Government, contained in the White Paper on globalisation by the Department for International
Development, in respect of both matters. (paragraph 199)

Developed country protectionism: agriculture and textiles

25. We consider that developed countries’ protectionism (mainly in the United States and the
European Union) with regard to agricultural and textile products in particular is wholly
objectionable and unjustifiable. In coming to this view we were particularly struck by the
evidence of Clare Short, the Secretary of States for International Development, and Mike
Moore, former Director-General of the WTO, which we believe should inform future debate on
the subject. Developed country protectionism places an unfair burden on developing countries
and is in stark contrast to the protestations of the leaders of rich nations that they are committed
to helping the world’s poor. We urge the Government, within the European Union and the
WTO, to take stronger steps to ensure that it is brought to an end. (paragraph 208)

WTO Agreements

26. We are convinced of the central role that Research and Development plays in the process of
economic development, and the importance of intellectual property protection as helpful to that
end. There is, however, widespread concern that the agreement on Trade-related Intellectual
Property Rights (TRIPS), in some respects, is acting against the interests of developing countries
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and placing a burden of compliance on developing countries. We share that view. (paragraph
223)

27. We support the initiatives both in the UK and the WTO that seek to review the operation of
TRIPS and urge the UK Government to take the steps necessary to ensure that the interests of
developing countries are properly considered in the amendment of the TRIPS agreement.
(paragraph 225)

28. The UK Government should help to ensure that the implementation of the General
Agreement on Trade in Services (GATS) does not place unreasonable pressures on the
governments of developing countries prematurely to introduce competition into their service
sectors. (paragraph 233)

CHAPTER 7:THE INTERNATIONAL FINANCIAL SYSTEM

The effects of capital market liberalisation

29. The evidence supports our view that there are advantages to capital market liberalisation.
Economic theory and the evidence we have received show, in particular, that capital market
liberalisation is broadly beneficial to the economic progress of developing countries. It is not
without costs, however, and for developing countries to pursue it without adequate preparation
of the right policies and institutions would be foolhardy. Our overall conclusion is that the
international free flow of capital should be the aim, and become the norm. However, matching
the timing of capital market liberalisation with the precise circumstances of the individual
country is of the essence. (paragraph 256)

The international economic institutions

30. We started our inquiry from a position highly critical of the World Bank in its role as an
international financial institution. While acknowledging the criticisms of the Bank, the evidence
has led us to a more balanced and supportive view. In addition to welcoming the Bank’s more
client-focused approach in its operations, we are especially impressed by the World Bank as a
source of data and research which provides the basis for a sensible and valuable approach to the
growth process. (paragraph 265)

Tackling financial instability and crises

31. We believe that the IMF is the appropriate body to assist a country faced with an immediate
financial crisis. We say this whilst recognising and sharing the criticism of some of the IMF’s
previous interventions. We are aware that in the past the IMF has been seen as being part of the
problem rather than the solution. We are glad to note that they have for some time been
subjecting their procedures to internal scrutiny, especially as they pertain to dealing with short-
term financial crises. In the short term, what is obviously required is immediate assistance to
deal with impending sovereign debt default. We recognise that the resources of the IMF are
limited and that, therefore, financial support from the United States and other developed
countries will have to increase and the role of the main central banks be enhanced. We also
recognise the advantages of involving the world’s capital markets in providing the necessary
short-term finance, and the important role that the IMF can play in sovereign debt re-
scheduling. Finally, it is our general view the IMF should pursue an open-minded approach to
these problems and one that is carefully tuned to the circumstances of individual countries.
(paragraph 292)

32. The Committee is not persuaded of the case for a Capital Transactions Tax as a mechanism
for reducing capital market volatility. It would be difficult, if not impossible, to impose world-
wide and could be very harmful to a country to do so on its own. We recognise that capital
outflows can be damaging to an economy, but this is often a symptom of domestic
macroeconomic problems, not the cause. Where, however, capital outflows are the result of
excess volatility and the irrationality of international financial markets, the IMF, together with
the major central banks, should assist in reducing that volatility. (paragraph 299)
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CHAPTER 2: DEFINING AND DESCRIBING “GLOBALISATION”

21. Although globalisation may be a contested concept, there is no dissent from the view that we
live in a period of globalisation. The first two questions which the Committee asked in its Call for
Evidence were therefore: what is globalisation? and is it new? Both questions elicited a variety of
responses.

Defining globalisation

22. It was noted by many witnesses that globalisation — generic globalisation — should be construed
broadly as spanning a range of human activities. A cross-Government Departmental memorandum*
suggested, “... in an economic context [globalisation] is normally understood to mean a process of
increasing international interactions and accelerating international trade, capital and information
flows” but that “globalisation can also be seen to have a political dimension, including the diffusion of
global norms and values, the spread of democracy and the proliferation of treaties, such as
international environmental and human rights agreements.” (Ev I, p 1). The Trades Union Congress
(TUC) noted that “today globalisation is applied to cultural, political and social changes as well as
economic” but, as far as the economic definition was concerned, they thought that a reasonable
approach was that adopted by the World Bank and others, namely that it is “the rapid increase in the
share of economic activity traded across national boundaries”, measured by international trade as a
share of national income, foreign direct investment flows and capital market flows (Ev I, p 31).

GLOBAL INTEGRATION OF ECONOMIC ACTIVITY ...

23. A number of witnesses described globalisation in terms of a process of increased global
economic integration or interaction. For example, Patricia Hewitt, Secretary of State for Trade and
Industry, endorsed the definition set out in the White Paper Eliminating World Poverty: Making
Globalisation Work for the Poor:® <“globalisation means the growing interdependence and
interconnectedness of the modern world”, which is, in turn, demonstrated by “the increased ease of
movement of goods, services, capital, people and information across national borders” (Ev II, Q
1848). Dr Gro Harlem Brundtland, Director-General of the World Health Organisation (WHO),
similarly referred to globalisation as the circumstances in which “there are interdependencies and ...
realities and rules that increasingly cross national borders” (Ev II, Q 1188). Dr Caroline Lucas, a
Green Party MEP, whilst distinguishing between economic globalisation and “the wider issues that
often get bundled up in that same term”, defined the former as “an economic process whereby national
economies are integrated ever more tightly into one global giant economy”(Ev II, Q 1393) and Anita
Roddick of The Body Shop International plc endorsed the definition of economic globalisation
formulated by Colin Hines of Greenpeace: “the integration of national economies into the global
economy though trade and investment rules and privatisation, with the help of technological
advances.” (Ev II, p 366). The Royal Academy of Engineering assumed globalisation to mean
“progress towards an open and integrated world economy” (Ev I, p 369).

24. Nicholas Stern, World Bank Chief Economist and Senior Vice President, said that he preferred
the language of “integration”, because “when you think about integration, it is something that has a
number of dimensions and you can go a long way or a short way or a medium way on each dimension
... The dimensions you can think about are trade, which is one of the easiest to analyse and where the
results are clearest, but we also see globalisation of capital, some modest globalisation of labour ...
and globalisation of communications, technology, transport, crime and disease and so on.” (Ev IL, Q
1820). Mr Stern thought that, of the various dimensions, trade was “key”.

25. Dr Supachai Panitchpakdi characterised globalisation as “increasing linkages” — economic,
social, cultural — “between various regions, various economies and various sectors around the world.”
(Ev I, Q 562). Dr Noreena Hertz said that she saw globalisation “... as the accelerating extent of
interconnectedness in the world today ...bear[ing] upon economics, politics, law, culture and
migration”, manifesting itself “in terms of trading arrangements and financial markets
environmental questions and questions of infectious diseases and health.” (Ev II, Q 1637).

26. Ignazio Visco, Chief Economist of the Organisation for Economic Co-operation and
Development (OECD), suggested that globalisation was “a process towards closer economic
integration of markets”, channelled through trade in goods and services, mobility of capital and

4 By officials from the Department of Trade and Industry, HM Treasury, the Foreign and Commonwealth Office and the

Department for International Development. During the remainder of this report, this memorandum will be referred to as
“the cross-Departmental memorandum”.

See note 1 above.
®  Colin Hines, Localisation. A Global Manifesto (2000), p 4.
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mobility of labour. (Ev I, p 170). Similarly, Sir Samuel Brittan of the Financial Times said that
globalisation did not mean “anything different from an open integrated world economy” in which
there was free movement of goods and services, capital and labour (Ev I, p 249) and Martin Wolf, also
of the Financial Times, referred to the current period of globalisation as “the process of economic
integration which has been underway in the last two decades or so” (Ev II, Q 1588).

27. The United Nations Conference on Trade and Development (UNCTAD) offered a definition in
the same vein:

“In general terms, globalisation describes the process of increasing economic integration among
nations through cross-border flows of goods and resources together with the development of a
complementary set of organisational structures to manage the associated network of economic
activities.” (Ev 1, p 360).

And we note that in a report published by the European Commission, Responses to the Challenges of
Globalisation: A Study on the International Monetary and Financial System and on Financing for
Development,7 globalisation is characterised as “a trend towards greater integration and
interdependence between countries and regions of the globe”. It continues: “These growing linkages
are often economic and political, but globalisation also has important social, environmental and
cultural aspects.”8

28. The Financial Services Authority (FSA), whilst pursuing the integration theme, emphasised the
institutional perspective and defined globalisation in terms of three elements: “... the interdependence
of nations, governments and other authorities; ... the geographical scope of institutions which operate
in a large number of different countries; ... and ... the globalisation of capital flows and markets.” (Ev
I, p318).

... OR THE DIMINISHING IMPORTANCE OF NATIONAL BOUNDARIES

29. A number of witnesses saw the diminishing importance of national boundaries as the key
element of globalisation. Matthew Taylor MP, Treasury Spokesperson for the Liberal Democrats,
expressed this most clearly when he said: “In some ways, the best definition of globalisation may be
that we all play in each others’ backyards, and the fences have been torn down between gardens” (Ev
11, Q 1352).

30. Willem Buiter, Chief Economist of the European Bank for Reconstruction and Development
(EBRD), like other witnesses emphasised — and elaborated on — the diversity of meanings applied to
globalisation, but focused principally on the breakdown of boundaries. Globalisation was, he said:

“... very broadly ... a process of diminishing importance of distance, geography and national
boundaries in shaping all kinds of human activities. It therefore refers to trade liberalisation,
trade integration; it refers to increased capital mobility. It refers in certain regions to increased
labour mobility; and it also refers to the enhanced mobility of just about everything and
anything that is permitted by the combination of technological change, lower transportation
costs and communication costs that have been going on for a long time.” (Ev I, Q 189).

Mr Buiter added that there were incontrovertibly adverse elements of globalisation: increased mobility
of terrorism, increased mobility of contagious diseases and contagion of crises brought about by the
globalisation of capital and financial markets. Sir Andrew Large, then Deputy Chairman of Barclays
Group plc, also characterised the globalised economy as one in which boundaries, “as fences to restrict
capital movement, marketing initiatives, and information transfer”, had declining relevance,
acknowledging that “regrettably” this also had implications for the global reach of terrorism, drugs
and crime. (Ev I, p 289).

31. The World Development Movement (WDM), a non-governmental organisation, saw economic
globalisation in similar terms, describing it as “the removal of barriers to business activity across
international borders and within societies”, again noting that this development had been accompanied
by the global spread of a variety of harmful activities including, for example, trafficking in women
and children for sex or slavery, illegal trading and money laundering. (Ev I, p 340).

32. We have no difficulty with the broad view of the nature of globalisation. As an economic affairs
committee it is not surprising that our main interest in what follows will be on the economy. But as
will become apparent, we take some account of politics and administration, the cultural dimension and
concerns about the environment in our discussion of the issue.

7 SEC (2002) 185, 14 .2.2002.
8 Ibid, p 17.
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Driving forces of globalisation

33. Underlying this reduction in the importance of barriers are both technological and policy
changes. Differences of opinion arise less from what these “driving forces” are — few, for example,
would dispute that technological advances or the pursuit of trade liberalisation through the WTO are
relevant — than from how these various components of the globalisation milieu interact and what their
relative importance is. We list below some of the evidence we have received about the principal
driving forces characterising current globalisation — without judgement as to priority.’

TECHNOLOGICAL CHANGES

34. Many witnesses stressed the importance of advances in transport and communications
technology as distinctive features underpinning current globalisation. '°

35. For example, Diane Coyle, Managing Director of Enlightenment Economics, emphasised the
implications of technological advances on the structure of transnational corporations and the location
of production. She suggested that the change in trade pattern since the Second World War — with the
growth of trade in manufactures and, in particular, intermediate goods — reflected “... a truly global
reorganisation of production by companies made possible by information and communication
technologies and also declining transport costs.” (Ev I, Q 662). Dr Noreena Hertz expressed the point
even more strongly, identifying technological advance as the central feature of current globalisation:

“I think what is new now and why the subject is so in the forefront is that the revolutions in
communication and technology have just accelerated and escalated companies’ abilities to
operate all over the globe. So we have this kind of corporate-led globalisation operating in a
way that is significantly different to before.” (Ev II, Q 1639).

36. In the cross-Departmental memorandum, it is noted that “the recent acceleration in globalisation
has been made possible by sharp reductions in transportation, telecommunication and computation
costs”, and this in turn has made “it easier for firms to co-ordinate production activities in different
locations in cost-effective ways, allows new technologies or knowledge to spread more quickly and
widely and generally reduces frictions to world commerce.” (Ev I, p 11).

37. DHL, a company providing a global carrier service, gave a more specific instance of how
technological change had enabled it to speed up the movement of goods across the world: “We have
developed industry-leading inventory-control systems that interface directly with customs authorities
clearance systems through Electronic Data Interchange, enabling immediate clearance in a virtual,
paper-free environment.” (Ev 1L, p 165).

38. Some witnesses emphasised the advance of information and communications technology in
relation to the rapidity of market flows. Sir Andrew Large referred to the “instantaneous availability of
information on a global basis” (Ev I, p 289) and Tito Mboweni, Governor of the South Africa Reserve
Bank, commented on the growing interdependence of different countries in the world economy,
“driven in particular by the power and influence of information and communications technology”
which allowed capital movements “almost at the touch of a button” (Ev I, Q 574).

TRADE LIBERALISATION

39. Following the Second World War, in 1947, the General Agreement on Tariffs and Trade
(GATT) was negotiated providing a framework for a policy of trade liberalisation. The GATT was
replaced in 1995 by the World Trade Organisation (WTO) with the purpose of promoting trade
liberalisation through negotiated agreements and a binding disputes mechanism."" A series of
multilateral trade rounds under the auspices of the GATT succeeded in reducing trade barriers from
their high inter-war levels.

40. In addition to multilateral and unilateral reductions in trade barriers, trade liberalisation has also
been pursued in regional integration agreements. Some 150 of these agreements are currently in force,
covering more than one third of world trade. Some of these agreements — notably in Europe — have
gone beyond tariff liberalisation to include removal of border controls and harmonisation of a range of
standards and regulations.

? A fuller analysis is set out in the briefing paper reproduced in Appendix 5.

% We note, however, Sir Samuel Brittan’s reminder to us that significant technological changes occurred in the 19th century:

“Has the development of information technology added a new element — because any change in any part of the world can
be viewed instantly on computer screens? Surely the bigger breakthroughs were made in the middle of the 19th century
when we leapt from horse-drawn transport and sailing ships to the railways and transatlantic cable, which transmitted to
the New York stock exchange news of the 1873 Vienna financial crash?” (Ev I, p 249).

We consider the role of the WTO in more detail in Chapter 6.
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CAPITAL MARKET LIBERALISATION

41. Capital market liberalisation is widely perceived as a distinctive feature of current globalisation.
Peter Sutherland, Partner and Chairman of Goldman Sachs International, for example, described the
extent of capital flows — assisted by technological developments which have enabled instantaneous
transactions — as “truly amazing” (Ev I, p 202). Professor Bulmer-Thomas, Director of the Royal
Institute of International Affairs, referred to the “qualitative leap in the scale of liberalisation” of
capital flows in the 1980s, promoted by the International Monetary Fund, the World Bank and the
Bank for International Settlements, as one of the “key dimensions” of globalisation (Ev I, p 51).

New phenomenon or new label?

PREVIOUS PERIODS OF GLOBALISATION

42. Our evidence contains a variety of views on whether or not the phenomenon of current
globalisation is new. There appears to be widespread agreement amongst commentators that the first
period of globalisation occurred between 1870 and 1914."> Michael Kitson of the Judge Institute of
Management Studies, Cambridge University, and of the Cambridge-MIT Institute described this
period as “the era of the classical Gold Standard”, when “in effect, the growing world economy was
becoming more open and more dependent on international trade”, with the annual average growth of
world output and world trade at 2.7% and 3.5% respectively (Ev I, p 109).

43. The World Bank describes the following period from 1914 to 1945 as “the retreat into
nationalism” and “rising protectionism”, noting, for example, that by 1950:

e exports as a share of world income were about 5%, about the same level as in 1870;

e the foreign capital stock of developing countries was about 4% of income, far below the level
in 1870;

e that immigration in to the United States fell from 15 million in the period 1870 to 1914 to 6
million in the period 1914 to 1950."

It then divides the post-Second World War period into two: 1945 to 1980 (“the second wave of
globalisation”) and post-1980 globalisation (“the new wave of globalisation™).14 The latter, current,
period of globalisation is distinguished in the following way:

“First, and most spectacularly, a large group of developing countries broke into global markets.
Second, other developing countries became increasingly marginalized in the world economy
and suffered declining incomes and rising poverty. Third, international migration and capital
movements, which were negligible during second wave globalization, have again become
substantial.”"

44. Michael Kitson suggested that the post-Second World War years could be analysed in three
phases. First, there was “the Bretton Woods period” which spanned 1950 to 1973 and was
characterised by a rapid expansion of the openness of the world economy (with annual average growth
of world output and of world trade at 4.7% and 7.2% respectively). Secondly, following the 1973 oil
crisis, a period of slow down occurred until 1990 (with annual average growth of world output and of
world trade at 2.8% and 3.9% respectively), since when there has been a period of significant increase
in world trade (annual average growth, 1990 to 1999, of 6.2%) although growth in output has
remained modest (3.0%) (Ev I, p 109).

45. A number of witnesses gave evidence about how the current period of globalisation could be
distinguished from previous periods of significant world economic integration. The Department for
International Development said: “We probably all agree with you that qualitatively we are dealing
with a very similar phenomenon at the end of the 20th century to that which occurred at the end of the
19th century.” (Ev I, Q 11). There were, however, differences between the periods: whereas the first
had seen significant migration (especially across the Atlantic), features of the second have been, first,
a rapid advance in communications technology and, secondly, a more substantial country coverage.
Diane Coyle expressed a similar view: “There is obviously nothing new about globalisation per se.
There have been many episodes in history, including the late 19th century and beginning of the 20th

This view is taken by the World Bank on the basis that globalisation is measurable in terms of trade, migration and capital
flows and that prior to 1870 “none of these flows was sufficiently large to warrant the term globalization” (World Bank,
Globalization, Growth, and Poverty (2002), p 23).

3 Ibid, pp 26-27.
" Ibid, pp 24-38.
S Ibid, p 31.



16 FIRST REPORT FROM THE

century — but they differ in their characteristics ...” (Ev I, Q 662). Ms Coyle then listed the
differences: the absence of migration as a feature of the present period of globalisation, changes in the
pattern of trade (with a relative decline in trade in commodities and an increase in the trade in
intermediate goods, manufactures and services), and the development of information and
communication technologies (which Ms Coyle describes as “genuinely new”).

46. Similarly, Lord Desai, Professor of Economics and Director of the Centre for the Study of
Global Governance at the London School of Economics, suggested that the world had “arrived back at
the 19th century but on a higher level of technology” (Ev II, Q 1723). It was, he said, wrong to call it a
“circle” but rather it was a “spiral”: “We have not arrived at the same position as 100 years ago. For
one thing, technology is different”. He went on to suggest, however, that technology was not the only
(or the most important) difference: “secondly, ... there are many more nation states now than there
were then”, but most importantly — “the one major difference compared to the 19th century” was “the
movement of people.” (Ev I, Q 1724).

47. Professor David Greenaway, Director of the Leverhulme Centre for Research on Globalisation
and Economic Policy at Nottingham University, suggested that, to the extent that the openness ratios
(that is, the level of trade compared to GDP) of the late 19th century resembled those of the post-
Second World War period, globalisation was “not an entirely new phenomenon”. The current
“vintage”, however, had “three new dimensions”: its greater global reach (“more countries are part of
the international economy and to a greater extent, than in the second half of the 19th century”); the
more extensive and more pervasive levels of cross-border investment by transnational corporations;
and, the presence of deeper and more integrated capital markets (Ev I, p 97). The WDM similarly
focused on the level and nature of foreign investment and the availability of capital as the hallmarks of
current globalisation:

“... the phenomenon of globalisation as currently experienced is different from former periods,
such as the start of the 20th century, by:

e Foreign trade and investment being undertaken by the private sector pursuing profit, rather than
by a mix of private and public sector.

e Higher levels of foreign investment.
e Vastly increased levels of financial capital.” (Ev I, p 340).

48. Mr Kitson was keen to stress that globalisation should be seen as a dynamic and evolving
process and that the world economy should be regarded in terms of progressing towards (but not
having achieved) full globalisation: “... it is a process that is continuing; we are not in some end state
of a fully globalised economy ...” (Ev I, Q 295). The historical perspective of globalisation as a
developing feature of the world economy was expressed by others witnesses as well. Ignazio Visco,
for example, described globalisation as “an on-going process that has been ... accelerating over the
past decades” (Ev I, p 170) and the Royal Society of Edinburgh referred to globalisation as “a
continuous process” that had been “around a long time” (Ev II, p 374).

49. We agree with the view that the process of globalisation has a long way to go before anything
like a fully open and integrated world economy is reached. In the case of the poorest countries we
must think in terms of many decades before this may be achieved, but even the most developed
countries are far from fully open.

OBJECTIVE MEASURES OF GLOBALISATION

50. Globalisation can be measured, albeit imperfectly. The commonly accepted indicators of the
extent of globalisation are: trade flows, capital flows and migration.

Trade flows

51. The evidence shows that during the current period of globalisation trade flows are high
compared to the inter-war period but that levels during pre-First World War globalisation had also
increased. During the period 1820 to 1914, the value of world exports rose by a factor of 33 (from US
$7 billion to US $236 billion at constant 1990 prices); between 1950 and 1992, they increased by a
factor of 10 (from US $376 billion to US $3,786 billion at constant 1990 prices). The ratio of world
exports to Gross Domestic Product has increased from 1% in 1820 to 19.1% in 1999.'® Professor
Greenaway drew attention to trade flows as a feature of the present world economy, noting the
comparison with the 19th century economy:

' Figures supplied in the cross-Departmental memorandum (Ev 1, pp1-2).
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“Over the post-World War Il period, trade volumes have grown at unprecedented rates,
averaging almost 6 per cent per annum for 50 years. ... More significantly, however, these
growth rates have consistently outstripped the comparable growth rates of real output and
average openness of economies, both developing and developed, has increased sharply. But this
is not the first time this has occurred. ... In the late nineteenth century, openness ratios were
also very high and the international economy showed some similar features of globalisation.”"”
(Ev L, p97).

A number of witnesses gave evidence about the comparative level of trade between the post-First
World War period of globalisation and the current period. We note, for example, the cross-temporal
and cross-national analysis provided in the cross-Departmental memorandum (Ev I, pp 1-2).

Capital flows

52. There are different ways of measuring capital flows. It can be measured by comparing over
time the average absolute value of a country’s national current account as a percentage of GDP (smce
the current account is “by definition a measure of [a nation’s] net capital inflow or outflow”),'® or by
examining the correlation between domestic saving and domestic investment (the argument being that
“in a world of perfect capital mobility, there should exist no systematic relation between domestic
saving and investment since domestic savmg would search the world for the highest return irrespective
of the state of domestic investment™)."” On either measurement, it appears to be the case that capital
flows, although they increased significantly durlng the 1990s, remain lower than they were during the
pre-First World War period of globalisation.” As with trade flows, it is useful to go behind the veil of
the broad figures and consider the detail. The European Commission report — Responses to the
Challenges of Globalisation — for example, notes that “the structure of capital flows ... has been
evolvmg over time”, and that the hallmark of current globahsatlon (since 1990s) has been the growth
in foreign direct 1nvestment (FDI) by transnational corporations.”' (We consider this in more detail in
Chapter 6 of this Report.)

Migration

53. Migration has been described as “the most obvious difference between the two waves of
globalisation”.”> A number of witnesses raised this point (see paragraphs 45 and 46 above). Whereas
trade and capital mobility have reached new levels in the current period of globalisation, labour
mobility is far lower than during the pre-First World War period.

NEW KEY PLAYERS

54. The present period of globalisation can also be distinguished by its key players. In their
memorandum, Save the Children describe developments such the communications revolution and the
decline in costs of transport as “contextual” or “passive” factors underlying current globalisation,
factors which “are not in themselves responsible for globalisation as we know it today”. In their view
“the main forces actively driving globalisation are human and political” (Ev I, p 335). They list these
forces as governments (of wealthy countries), international institutions (in particular, the WTO, the
World Bank and the International Monetary Fund) and transnational corporations. We would add two
other key players as being distinctive features of the landscape of current globalisation: the “new
globalisers” — the emerging countries which seem to be succeeding in the globalised economy (such as
China, India, South Korea) — and non-governmental organisations (NGOs).

Conclusion

55. We do not offer a simple definition of globalisation, but it is our view that the present period
of globalisation represents a new departure in world affairs. Partly this is to do with what has been
called “the death of distance”, assisted by the absolute and relative decline in transport costs. Coupled

Footnotes not included.

Richard E. Baldwin and Phillipe Martin, Two waves of globalisation: superficial similarities, fundamental differences,
NBER Working Paper 6904, January 1999, p 8.

1bid, p 9, citing Feldsein, M and C Horioka (1980), “Domestic savings and international capital flows”, Economic Journal
90:314-329.

2 bid, pp 8 and 9, and see the cross-Departmental memorandum (Ev I, pp 3 and 4).

' Buropean Commission, Responses to the Challenges of Globalisation: A Study on the International Monetary and
Financial System and on Financing for Development, SEC (2002), 14 Feb 2002, p 20.

22 Baldwin and Martin, op cit.
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with this has been the decline in costs of communication, the counterpart of which is the vast increase
in the speed and reliability of communication in words and images. There were similar advances in the
19th and earlier part of the 20th century, but on nothing like the scale of recent years.”” We have one
world, in an economic and cultural sense, which has not existed before.**

56. This is, of course, partly a matter of the expansion of market forces, especially those of an
international character. There are very few countries indeed which are insulated from such forces.
What is also of importance is the spread of branded products which are truly international in
character.” These have economic 51gn1ﬁcance not least in connection with the exercise of monopoly
power. But they have a cultural impact too. It is apparent, espemally given the extent of United States
ownership of such brands,” that much anti-globalisation protest is prompted by the existence and
dominance of these brands.

57. There is closer interconnectedness between countries than ever before. They have much more in
common and short-term shocks, whether economic or non-economic, are transmitted more rapidly.
Moreover, the forces at work show no signs of abating. Although some of our witnesses claimed
that what we observe is much the same as what has happened before, but on a large scale, we
believe that recent experience is both quantitatively and qualitatively different.

3 See, for example, the written submission of the Royal Academy of Engineering: “The majority view amongst those

Academy Fellows who contributed to this discussion is that globalisation is a new phenomenon. Developments such as the
communications revolution, air travel, containerisation and bulk transport have generated an unprecedented increase in the
volume and speed of trade.” (Ev II, p 369). See also the written submission of the World Humanity Action Trust:
“[Globalisation] is a manifestation of a greatly increased degree of interconnectedness across the world. It may not be a
new phenomenon. However, its present scale ... presage substantial impact on national policies of many kinds.” (Ev II, p

392).

Professor Stiglitz gave an example of this. He told us how, in one remote Indian village, the mayor talked to him about
biopiracy and the patenting of traditional medicines under new WTO provisions, and in another the mayor spoke about the
euro (Ev I, QQ 722-23).

See paragraphs 172-73 below.

24

25

6 The Confederation of British Industry give evidence that the parent companies of the top nine global brands are US based

(EvL, p 134).



SELECT COMMITTEE ON ECONOMIC AFFAIRS 19

CHAPTER 3: ECONOMIC PERFORMANCE, POVERTY AND INEQUALITY

58. The impact of globalisation on economic performance varies across countries. We begin by
focusing on the poorer countries and considering the evidence in relation to globalisation and its effect
on poverty and inequality.

59. Many witnesses expressed concern about the level of poverty and income inequality that
remains in the world. Dr Noreena Hertz, for example, said:

“... in this period of globalisation we are seeing greater inequality between countries in seven
out of the eight measures on inequality. We see, and this is pretty much undisputed, that
inequality has increased over this period between countries.... The distance between richer and
poorer countries over the past 30 years, in terms of GNP, has more than doubled, so rather than
seeing inequality between countries decrease we are seeing it increase over this period ...” (Ev
11, Q 1638).

Furthermore, “the poorest percentile in many societies are actually worse off today than they were” (Q
1642). And the Catholic Agency for Overseas Development (CAFOD) suggested:

“In general, NGO®" and civil society concerns [about globalisation] stem from the realisation
that while globalisation has led to benefits for some, it has not led to benefits for all. The
benefits appear to have gone to those who already have the most, while many of the poorest
have failed to benefit fully and some have even been made poorer.” (Ev I, p 338).

60. In this chapter we consider the evidence about the current levels of global poverty and
inequality. We then turn to the more difficult question of whether there is a causal relationship
between globalisation, on the one hand, and poverty and inequality on the other. Finally, we consider
what actions might be taken to assist those countries which remain very poor.

Poverty

61. The commonly used poverty measure is population living below $1 a day (although reference is
sometimes made to a poverty measure of $2 a day).® A distinction can be drawn between the poverty
rate and the poverty headcount: the first is relative to the size of the total world population and is,
therefore, the proportion of the world’s population who live below the $1 a day poverty line; and the
second is the absolute number of people in the world that live in poverty. It is an important distinction
because the increase in world population means that a decline in the poverty rate will not necessarily
be accompanied by a decline in the poverty headcount.

62. According to World Bank figures,” during the 1990s the proportion of people living on less
than $1 a day — the poverty rate — fell significantly (from 29% of world’s population to 23%). As
regards the poverty headcount, Nicholas Stern of the World Bank told us:

“... the absolute numbers in poverty have gone down in the last 20 years or so. Those living at
less than one dollar a day were in number around 1.4 billion or so in 1980 and the number is
around 1.2 billion now. That is in a period when population in developing countries grew by
around 1.5 billion people, so that reduction is a big change.” (Ev II, Q 1820).

63. A recent study by Xavier Sala-i-Martin of Columbia University drew the same conclusion:
“world poverty has declined substantially over the last thirty years. This is true if we use the one-
dollar-a-day or the two-dollar-a-day definition and whether we use poverty ratios or poverty counts”.
His figures varied, however, from those given by Nicholas Stern. According to Xavier Sala-i-Martin,
“using the one-dollar-a-day definition, the overall number of poor declined by over 400 million
people: from close to 700 million citizens in the peak year of 1974, to less than 300 million in 1998”.*

64. Although the general level of world poverty appears to be decreasing, this improvement is
not evenly spread and some countries continue to suffer a very high concentration of poverty.
Xavier Sala-i-Martin makes this point in his study: “the fact that the world is improving does not mean

7 Non-governmental organisation.

®  These rates are set in constant 1985 US $, so as to be unaffected by inflation. They therefore correspond to levels of more

than $1 or $2 in current US $. To apply them in particular countries requires conversion from US $ to local currency, and
this is typically undertaken using purchasing power parity exchange rates. We are bound to say that the “$1 a day”
criterion is more a symbol or a metaphor than a rigorous measure of poverty in any sense. The evidence we cite is more
fundamental than that, but the main conclusion (in paragraph 64 below) — that there have been a fall in the numbers in
poverty but that there are many people still desperately poor — certainly holds.

» World Bank, World Development Indicators 2002 (2002), p 6.

% Xavier Sala-I-Martin, The Disturbing “Rise” of Global Income Inequality, NBER Working Paper 8904, April 2002, p 19.
(See also NBER Digest, October 2002, p 5.)
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that all is good. Actually, one disturbing fact ... is that more than 95% of the ‘one-dollar poor’ live in
Africa”. He draws the conclusion that “the massive concentration of poverty in the African continent
suggests that the lack of economic growth of Africa is the most serious economic problem we face
today”. " There remains, in our view, a shameful level of poverty in the world. We are appalled
at the sheer waste of human potential that such poverty implies.

Inequality

65. “Inequality” is a more complicated concept than “poverty”. Whereas poverty and increases in
poverty are incontestably bad, not only is some level of inequality inevitable but an increase in
inequality does not necessarily imply harm (as when all individuals become better off but the rich
disproportionately so). It also appears from the evidence we received that the measurement of global
inequality — as opposed to global poverty — is contentious.

MEASUREMENT OF GLOBAL INEQUALITY

66. There are a number of ways of measuring and describing inequality, each measure tending to
produce different results. Lord Desai, although clear that the numbers in poverty had reduced over the
last 30 years, thought that assessing whether inequality had increased or decreased was a more
difficult question to answer because of these different measurements: “... on inequality I have still not
been able to make up my mind. The way people cite statistics, they are either in terms of inequalities
between countries’ per capita income or the richest 50 people have so much wealth compared to the
income of so many nations and so on. I have not seen any hard and fast evidence about this.” (Ev II, Q
1727). Professor Bulmer-Thomas suggested that, “on the crucial question of the gap between rich and
poor countries, the jury is still out” (Ev I, p 52).

67. An important distinction in this debate is made between between-country inequality and within-
country inequality. They are not necessarily related. Between-country inequality is based on
international comparison of average income levels in each country, whereas within-country inequality
looks within each country separately. It is possible that between-country inequality measures show
improvement at the same time as some or all within-country measures are deteriorating. We note also
that an increase in within-country inequality frequently accompanies a period of rapid economic
development. A global inequality measure combines within- and between-country information to give
an indication of inequality across individuals in many countries.

68. Martin Wolf suggested that “there has been some reduction in global inequality because of the
relative growth of a few very successful countries” (Ev II, Q 1589). On his analysis between-country
inequality, measured by comparing the relative average income of countrles 1s reducing (because of
the relative growth of China and, to a lesser extent, India) (Ev II, Q 1588) On the other hand, as
regards within-country inequality, he argues that “income inequalities in the developed world have
increased” and “there has been an increase in inequality in developed countries” (Ev II, Q 1589). He
went on to suggest, however, that neither of these descriptions of inequality — within- and between-
country — reflected the popular notion of inequality: ““... when most people talk about inequality what
they really mean ... is the proportionate or absolute gaps in absolute income between the very poorest
countries in the world and richest countries in the world”, and he asserts that “there is absolutely no
doubt at all that ... those gaps have continued to rise in the last 20 years, as they have done absolutely
consistently for two centuries.” (Ev II, Q 1589).

69. A number of other witnesses gave their views on the inequality debate. Save the Children
expressed a concern that in the current period of globalisation there was not only a concentration of
the gains from globalisation producing an imbalance between countries (in favour of developed
countries) but that there has also been a concentration producing an imbalance within (both developed
and developing) countries: quoting UN Special Rapporteur Jose Bengoa, they said, “this twofold
process of concentration is one of the characteristics of the current process of globalisation”.”®
UNCTAD shared this view:

*' Ibid, pp 19- 20.

32 Professor Bulmer-Thomas thought that if China — “with its huge population and spectacular growth rate” — were excluded

from a calculation of world inequality, “there is circumstantial evidence that the income gap has in fact widened” (Ev I, p
52).

The relationship between the enjoyment of human rights, in particular economic, social and cultural rights, and income
distribution, Final Report of Special Rapporteur José Bengoa to the 49th session of the UNHCHR Sub-Commission on

Prevention of Discrimination and Protection of Minorities, 30 June 1997, quoted in the written submission of Save the
Children (Ev L, p 336).

33



SELECT COMMITTEE ON ECONOMIC AFFAIRS 21

“The promise of fast and stable growth in the South along with greater equality within
developing countries and diminishing income gaps with the North has not materialised. ...The
world economy has, since the early 1980s, been characterised by rising inequality and slow
growth. Income gaps have widened between North and South with only a handful of East Asian
economies managing to sustain growth rapid enough to narrow the gap, or even in some cases
to catch up, with the North. ... Polarisation among countries has been accompanied by
increasing income inequality within countries. ... In more than half of the developing countries
the richest 20 per cent today receive over 50 per cent of the national income. Those at the
bottom have failed to see real gains in living standards, and in some cases have had to endure
real losses.” (Ev I, p 361).

70. The World Bank, in Globalization, Growth and Poverty, distinguishes between the developed
countries, the new globalisers and the weak globalisers: “During the second wave of globalisation the
rich countries diverged from the poor countries, a trend that had persisted for a century. During the
third wave the new globalisers have started to catch up with the rich countries, while the weak
globalisers are falling further behind.”** The report concludes:

“Among rich countries there has been convergence: the less rich countries have caught up with
the richest, while within some rich countries there has been rising inequality. Amongst new
globalisers there has also been convergence and falling poverty. Within China there has also
been rising inequality, but not on average elsewhere. Between rich countries and the new
globalisers there has been gonvergence. Between all these groups and the weak globalisers
there has been divergence.”

Nicholas Stern gave us an indication of the numbers of people involved. Countries which the Bank
termed “new globalisers” accounted for a total population of about 3 billion and since 1980 income
per capita of these countries had grown by about 5% a year. Those countries which the Bank describes
as “weak globalisers” account for a total population of about 2 billion and these have seen a fall in
income per capita (Ev II, Q 1820).

71. Xavier Sala - -Martin, in his study on global income inequality, reviewed seven income
inequality indexes.’® He concluded that “income disparities during the last two decades have declined
substantially” as a result of the decline in 1nequa11ty between (rather than within) countrles (which is
largely a result of the significant growth rates in China and to a lesser extent India),”’ but that within-
country inequalities have increased slightly over the last 30 years (although “this i increase has been so
small that it does not offset the substantial reduction in across-country dlsparltles”)

72. It appears, therefore, that between-country inequality is reducing (largely because of the
economic growth of China and, to a lesser degree, India), but within-country inequalities (both
in developing and developed countries) are in some cases increasing.

Relationship between poverty, inequality and globalisation

73. We now turn to the question whether there is a causal link between globalisation and the
changes in the levels of poverty and inequality: has globalisation caused the significant economic
growth of China and India? Is globalisation responsible for the poverty of sub-Saharan Africa?

74. Richard Kozul-Wright of UNCTAD, noting that “large parts of the developing world seem to
be more marginal today than they were 20 years ago”, asked “[but] what would have happened if you
had not moved into this world of liberalisation? Would things have got worse? It is a difficult debate
to enter.” (Ev II, Q 1162). Martin Wolf similarly commented on the difficulty of comparing the
present world to one in which none of the developments associated with globalisation had happened; it
was he said “almost impossible to imagine” — although he speculated that “... quite a significant
number of developing countries would have grown more slowly than they did, particularly some very
big ones like China and India.” (Ev II, Q 1588).

¥ World Bank, Globalization, Growth and Poverty (2002), p 50.
3 Ibid, p 50.

% The Gini coefficient, the variance of log-income, two of Atkinson’s indexes, the Mean Logarithmic Deviation, the Thiel

index and the coefficient of variation.

37 “The reason for the decline in global income inequality after 1978 is that the most populated country in the world, China,

experienced substantial growth rates. Hence, the incomes of a big fraction of the world” population (approximately 20%)
started converging towards the rich economies after 1978”: Sala-i-Martin, op cit, p 29.

3 Ibid, p 30.
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75. The debate about the consequences of globalisation on the economic success of countries is a
complex one. We found it helpful in our deliberations to consider the debate in terms of the following
four propositions:

e Globalisation has created opportunities that some countries have successfully exploited.

e Countries that have not been successful would not have performed better if they were closed
economies.

e Many countries that have not been successful have failed to adapt to the globalised economy.
e There are aspects of globalisation that have harmed some countries.

We now turn to the evidence that we received in relation to these propositions.

Globalisation has created opportunities that some countries have successfully exploited.

76. The analysis of the World Bank (see paragraph 70 above) of why some countries are successful
and others are not supports the view that those developing countries which are now seeing
convergence in average incomes with developed countries are doing so because of integration with the
global economy. Nicholas Stern said to us:

“Let us look at what we may call the globalisers, for want of a better word. In our recent work
we defined these countries in a very specific way. They are the top third of developing in terms
of increases in trade to GDP ratios since the 1980s. Since 1980 ... you get 24 countries with a
population of around three billion. In the last 20 years that three billion has grown in terms of
income per capita by about five per cent per annum, which is phenomenally fast by historical
standards.” (Ev II, Q 1820).

Turning to the developing countries which have not done well, he said: “Then you have got the ... two
billion people in countries which have not globalised so rapidly and where income per capita is
declining. Those countries have not seen these increases in trade to GDP ratios ...” (Ev 11, Q 1820).

77. We received a range of evidence that supported the proposition that for some countries at least
globalisation had presented opportunities which had led to their economic success. Professor Paul
Krugman, Professor of Economics at Princeton University, for example, noted the breakdown in the
traditional division between the developed and developing world. He suggested that this change was
driven by trade, as a result of which developing countries now fell into two categories: those which
were converging with the developed world and those which remained very poor:

“... a lot of the protests presume that before we had this increase in financial trade, before the
great increase in international investment, we had, basically, good conditions in the developing
countries, and they compare that idealised state with what you actually see. I am old enough
now to remember what development economics was like in the mid-1970s and it was,
essentially, non-development economics; it was the study of countries that failed to develop.
There had been no cases of transitions from third world to first world since, maybe, Japan.
There seemed to be a permanent division of the world into a club of richer countries and a club
of poor countries, and in much of the developing world the question was not ‘would they
develop?’ but ‘how long until the Malthusian crisis?” Now, we at least have seen since then a
number of graduation cases: South Korea would be the outstanding case of a country that went
from subsistence level to, essentially, first-world living standards. A number of countries have
made significant progress — enough so that at least we can say that that permanent division of
the world into rich countries and the other quarter is not, in fact, the case ... All of the success
stories are export-led growth. All of them are by getting into the global economy.” (Ev 11, Q
1880. Italics added).

78. Professor Joseph Stiglitz, although critical of the way in which globalisation has been managed
by the international financial institutions to the detriment, he argued, of many developing countries,
none the less took the view, “very strongly”, that globalisation had had “a very positive effect on a
number of countries in the developing world” — “If you look around the most successful countries, far
more successful than anything we had ever anticipated, are the countries of East Asia. Their growth
has been based on taking advantages of exports, it has been export-led growth.” (Ev I, Q 711).
Professor Bulmer-Thomas also referred to the “opportunities for export-led growth” (along with “the
rise in real wages associated with the absorption of labour”) as “the main benefit” of globalisation for
developing countries (Ev I, p 52). Donald McKinnon, Commonwealth Secretary General, told us that,
in the view of the Commonwealth, “global trade expansion” provided “the most viable route out of
poverty for the world’s poor” (Ev I, Q 778).
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79. A recent study by Centre for Economic Policy Research, Making Sense of Globalization,
attributes the success of China as “partly a consequence of opening to trade and FDI” and “thus partly
a result of the globalization process.”

Countries that have not been successful would not have performed better if they were closed
economies.

80. We received no evidence to support the proposition that countries which remain very poor
would have faired better had they become closed economies. Neither would such a proposition be
supported by economic theory. The Secretary of State for International Development, Clare Short, said
that she had no doubt that openness was beneficial to a country’s development and that the closed
economies (such as North Korea) “get left behind” (Ev 11, Q 2016). Martin Wolf said: “It seems to me
quite difficult to argue and I am not convinced there are any clear cases where you can show that as a
result of policies of clear attempted integration countries are unambiguously poorer, on average (as
opposed to some people within them which is certainly true), than they would have been if they had
remained autarchic which many of them were.” (Ev 11, Q 1590). And Dr Hertz similarly took the view
that “countries that have de-linked from globalisation completely — like Cuba or North Korea — are
worse-off” (Ev 11, Q 1647). When asked whether the issue was not so much globalisation but, instead,
“better globalisation”, Dr Hertz agreed (Ev II, Q 1649).

Many countries that have not been successful have failed to adapt to the globalised economy.

81. For more countries the problem has not been deliberate delinking but rather a failure to succeed
in participating effectively by adapting to the globalised economy. There is an important distinction to
be recognised between countries who have failed to adapt because of decisions they have taken
themselves, and countries who have suffered because of forces outside their control. Peter Sutherland
of Goldman Sachs International referred to globalisation as having passed sub-Saharan Africa (and
other economies) by — “perhaps through the deliberate fault of their own governments who have
simply failed to become part of it” (Ev I, Q 500). He argued that the response to the marginalisation of
sub-Saharan Africa was not to attack the concept of globalisation but rather to enable Africa “to
partake in it” (Ev I, p 203). Dr Supachai Panitchpakdi also referred in his evidence to the
marginalisation of low-income countries and similarly argued that their marginalisation was “not
because of the globalisation process, but mainly because low-income countries are not adequately
involved in the process of globalisation”:

“... [low-income countries] are left out of the [globalisation] process because they cannot gain
access for their products in the more advanced countries, they cannot gain access to sources of
finance, of foreign direct investment. They are being left out of or being marginalised. It is not
really because globalisation has not given the opportunities, but it has not reached them in a
way that they should be able to take advantage of.” (Ev I, Q 562).

The Royal Academy of Engineering suggested that the “losers” from globalisation included “those
developing countries that have poor financial, political and commercial infrastructure and are
unattractive for inward investment and the manufacture of labour intensive components” (Ev II, p
372).

82. Barry Coates, Director of the WDM, argued that many of the poorest countries — such as sub-
Saharan Africa — were, in fact, “deeply engaged in trade”, with sub-Saharan Africa exporting a total of
around 30% of its GDP (compared with about 19% amongst countries belonging to the Organisation
for Economic Co-operation and Development). However, these countries suffered because their
exports were concentrated in the commodities market, a market in which prices were falling (Ev I, Q
892). Lord Desai made a similar point: “It is not that African countries do not trade, but they have
been stuck in the primary commodities trade.” (Ev II, Q 1728). Dr Caroline Lucas suggested that this
demonstrated that integration in the world economy was not sufficient for economic success but,
rather, it depended on the “terms of that integration” (Ev I, Q 1421).

There are aspects of globalisation that have harmed some countries

83. We received some evidence that suggested that the globalisation process has acted to the
detriment of some countries. The World Bank, in Globalization, Growth and Poverty, posed the
question: “Could globalisation itself have contributed to the economic marginalisation of some
countries?” One way in which it suggests that it could is through capital flight resulting from

3% Centre for Economic Policy Research, Making Sense of Globalization: A Guide to the Economic Issues, Policy Paper No 8,
July 2002, p 60, section 4.2.
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liberalisation of the capital markets: “By 1990 Africa, the region where capital is most scarce, had
about 40 per cent of its private wealth held outside the continent, a higher proportion than any other
region. This integration was not a policy choice: most African governments erected capital controls,
but they were ineffective”.*” Destabilising movements of short-run capital have also damaged other
countries, a recent example being Argentina. We consider this issue in more detail in Chapter 7.

84. Willem Buiter of the EBRD identified five strands to what he describes as “pathological
globalisation” — the unambiguously negative dimensions of globalisation”: international spread of
contagious diseases;"' the threat of international contagion in financial markets; crime; terrorism; and
threats to national or regional cultures (Ev I, p 84).

CONCLUSION: IS GLOBALISATION A THREAT OR AN OPPORTUNITY?

85. Although no witnesses suggested that globalisation has no harmful features or effects at all,
most thought globalisation had the potential to do more good than harm. Peter Sutherland, for
example, said that “there is little doubt that the results of globalisation overall are overwhelmingly
good” (Ev I, p 203). A number of witnesses used the language of “positive-sum game”. Willem Buiter
described globalisation as potentially “a blessing”: “[Globalisation] is first and foremost about
increasing opportunity, choice and freedom. The simple but fundamental proposition that is the
cornerstone of this positive judgement, is that trade — voluntary exchange — is not a zero-sum but a
positive-sum game.” (Ev I, p 84). Professor Greenaway told us that, although there would be losers —
in the short run especially — “... in the long run, for any economy, globalisation is not a zero-sum
game: international exchange improves living standards through some combination of higher wages,
better employment prospects and access to a wider array of cheaper goods and services.” (Ev I, p 98).
Gerry Rodgers of the ILO also described globalisation “as a positive-sum game”, and said that the
issue was to ensure “that those who lose are either compensated or helped to become winners” (Q.
1240). And Andrew Crockett, General Manager of the Bank for International Settlements (BIS) and
Chairman of the Financial Stability Forum, in the same vein, said that “the globalisation process is not
a zero-sum game. The world as a whole stands to benefit from it” (Ev I, p 156). A dissenting view was
expressed by the Green Party for England and Wales which suggested that international
competitiveness is “a zero-sum game — it depends on there being losers” and this “is an essential
feature of globalisation” (Ev 11, p 84).

86. While there are negative aspects to globalisation, the weight of the evidence suggests that
the opportunities created by globalisation outweigh the dangers. Effective integration in the
global economy is a major part of the explanation why some developing countries, such as China
and India, have enjoyed significant economic growth in recent years and a failure to integrate
effectively is at least part of the explanation why other developing countries, such as sub-
Saharan Africa, remain very poor.

MANAGED GLOBALISATION

87. The evidence also suggests, however, that, to be effective, globalisation requires management at
the national and international level. In the White Paper on globalisation — Eliminating World Poverty:
Making Globalisation Work for the Poor — it is stated that whether globalisation works well or works
badly will depend on policy intervention:

“Managed wisely, the new wealth being created by globalisation creates the opportunity to lift
millions of the world’s poorest people out of their poverty. Managed badly and it could lead to
their further marginalisation and impoverishment. Neither outcome is predetermined; it
depends on the policy choices adopted by governments, international institutions, the private
sector and civil society.”*

A similar point was made by the TUC. They concluded that “the balance of economic evidence
suggests ... that greater participation in world trade and direct investment can help reduce poverty in
developing countries”, but went on to say that “this does not mean that trade and investment should
take place on any terms ... the right policies and regulatory framework need to be in place to help
ensure that the benefits are fairly shared” (Ev I, p 38). Willem Buiter also emphasised the need for
intervention:

4 world Bank, Globalization, Growth, and Poverty (2002), p 41.

*!' In a report to the World Health Organisation by the Commission on Macroeconomics and Health, Macroeconomics and

Health: Investing in Health for Economic Development (December 2001), it is suggested that globalisation presents a
number of policy challenges. These include the increased pace of the international transmission of diseases (p 76).

2 Professor Krugman’s comment cited in paragraph 77 above is decisive in this regard.

 Eliminating Poverty: Making Globalisation Work for the Poor, Cm 5006, December 2000, p 15, para 19.
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“The key political issue of our time is to ensure that institutions are created, at all levels, local,
national, regional and global, to ensure that [the] potential aggregate gains are realised and
shared widely and fairly. ... The gains from globalisation will not be reaped without active
institution-building efforts at all levels.” (Ev 1, p 85).

Andrew Crockett suggested that the benefits of globalisation were “by no means automatic” — there
would be losers in the process and “this calls for appropriate policy initiatives to manage the process”
(Ev I, p 156). And Diane Coyle made the point to us that the reason why globalisation was viewed
with such suspicion was that “global flows, of goods, capital or people, can ... have adverse results
whenever there are market failures of regulatory weaknesses”, and therefore, “policy needs to help
limit or reduce the costs of globalisation” (Ev I, p 268).

88. The process of globalisation requires appropriate national policies (dealing, for example,
with political and administrative reform) and a strengthened international governance
infrastructure so that its potential may be maximised. Only then can markets operate optimally.

Exploiting globalisation to reduce poverty and inequality

89. Many witnesses gave evidence about why very poor countries have failed to integrate
effectively in the global economy. A number of reasons were put forward. Some focus on the
international environment (and, in particular, the operation of the international financial institutions
and the financial markets) and on the regulation of the global trading system. (We consider these in
Chapters 6 and 7 below.) Other explanations were specific to a country (for example, governance
problems, the absence of an adequate civic infrastructure and a poor investment climate). We consider
this second set of reasons in this section.

GOVERNANCE , INFRASTRUCTURE AND INVESTMENT CLIMATE

90. In its report, Globalization, Growth and Poverty, the World Bank emphasises the importance of
developing countries strengthening their domestic institutions and policies:

“Those developing countries that are successfully integrating with the global economy are
doing so not just because of relatively open trade and investment policies, but also because of
effective policies and institutions in other areas. Whether closed or open, developing economies
need such policies and institutions. ... The investment climate for firms, and labour market and
social protection policies for workers ... will effect the extent to which a developing economy
integrates with the world and the benefits it receives from this integration”.**

And Nicholas Stern suggested to us in evidence:

“It is important to ask why [sub-Saharan Africa] has suffered. I do not think that it has got
much to do with openness to trade, although they are, in fact, quite open to trade. It has more to
do with governance issues, with conflict, with weakness of infrastructure, corruption, the
tragedy of HIV/AIDS, malaria and TB 