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Globalization 5

Controlling globalization
By Kanes

This article is republished as a 
part of it was inadvertently left 
out last Sunday. We regret the 
inconvenience caused to our 
readers. .

Globalization being inherent in the 
process of world developm ent may be 
unstoppable, but it is controllable. The 

challenge before us is how to ensure that glob­
alization delivers benefits' to all countries and 

, all people equitably without marginalizing any.
I In order to achieve this we must find ways and 
means of preserving the advantages o f global 
markets and competition while rem oving its 
negative feature o f excessive domination by the 
market. In other words, globalization m ust be 
given a human face; it m ust be made to operate 
for the people and not only for profit. We m ust 
not forget that the real wealth of a nation is its 
people and the purpose o f economic develop­
ment is to create an enabling environment for 
people to enjoy long, healthy and creative lives. 
Thus, economic developm ent must necessarily 

1 be pro-people to reduce inequalities and 
enhance human capabilities. The majority of 

! the world’s people are. in developing countries 
' and are poor; consequently, economic develop­
; ment needs to be pro-poor. As the w inner o f the 

Nobel prize for economics, Professor' Amartya 
Sen said recently.

, “The objectives o f economic developm ent 
' have to be more people related rather than com ­

modity related, and the people related econom ­
ic policies will have to particularly focus on 
those who are worst o ff in society”.

There are 4.4 billion people living in the 
developing countries. O f these, nearly one-third 
live in absolute poverty, one-fifth are illiterate, 
malnourished and have no access to m odem  
health o f any kind, one-fourth do not have ade­
quate housing, one-third lack access to clean' 
water, and one-fifth o f the children do not 
attend school to grade 5. In South Asia alone, 
there are 575 million absolutely poor people 
(earning less than $1 a day), 395 million illiter­
ate adults and 77 million people who w ill not 
live up to 40 years. By no stretch o f im agination 
can we believe that poverty, disease and illiter­
acy on this scale can be wiped out by the free ' 
njarkef f6(ces: '(if globalizatioHrMaflcefs^maij''1 
cause efficient production but not human devel­
opment. It does little .to provide the poor w ith 
access to primary health care, education, clean 
wafer, sanitation, housing and employment. It is 
concerned m ore with profits than w ith human 
welfare and preservation of the environment. 
M arket priorities based on short-term profits

on long-term needs. Economic growth with 
equity - to ensure the flow  o f benefits to the 
poorest people - cannot be achieved, as experi­
ence illustrates, by free markets. Yet globaliza­
tion elevates the market and make the private 
sector the engine o f growth emasculating the 
state and eliminating state intervention. The 
kind o f economic growth prom oted by the free 
m arket will not remove disparities and inequal­
ities betw een people and countries, reduce 
poverty, deprivation, disease, ignorance and 
human rights violations, rem ove insecurity, and 
threats to culture and environment. Growth 
with equity can be achieved only by moderating 
the ruthless forces of the markets which under­
lie globalization.

Need for Governance
Globalization can be m ade to serve the peo­

ple only if  we control or humanize it  with 
strong governance - through new rules, prac­
tices, boundaries and institutions at both nation­
a l  and global levels. At the national level, glob­
alization can be controlled to yield equitable 
opportunities and benefits by stronger govem -

Globalization can be made to serve the people only ffive control or humanize it 
with strong governance - through new rules, practtjis, boundaries and institu­
tions at both national and global levels. At the nationilevel, globalization can be 
controlled to yield equitable opportunities and beMits by stronger govern­
ments, not weaker governments and by selective stra intervention - not less as

merits, riot weaker governments and by selec­
tive state intervention - not less as dem anded by 
the IMF. This is because the role o f  the state in 
the era o f globalization is as im portant as ever 
for capturing opportunities in trade, investm ent 
and migration, protecting people from  the new 
vulnerability and insecurity created by global­
ization forces o f the market, insulating the 
econom y from  external shocks, to reduce 
iriequalities in opportunities fo r hum an 
advancement, to narrow disparities in wealth 
and. income and to protect indigenous culture 
and the environment. Globalization does not 
mean that the national state should abdicate its 
crucial role and cease state intervention for then 
the market forces will benefit som e and m ar­
ginalize others. U nlike governm ents, transac­
tional corporations owe no loyalty to societies 
dr ftations, not 
accountable to 
the country it 
operates in, and 
no respecter o f 
social values.
They have no 
conscience and 
they can never be 
substitutes for 
g o v e r n m e n t s .
H igh econom ic 
growth and equi­
table distribution 
o f  opportunities
and benefits in developing countries require a 
dynamic public sector playing a leading partic­
ipatory as well as interventionist role in eco­
nomic activity; without it, economic growth 
can never be pro- people, pro-poor. As the 
South Commission has emphasized:

“However, the role o f the state in the m an­
agement o f developm ent will rem ain essential 
even if  the m arket is chosen as the primary 
instrum ent for resource allocation. Economists 
have long recognized that m arket forces alone 
cannot be relied upon to yield the optimum 
rates o f savings o r to safeguard the interests o f 
future generations. M arket processes are likely 
to lead to under-investment in such areas as 
education and health - areas in w hich the bene­
fits to society at large exceed the returns to the 
investors. Lastly, competitive m arket cannot be 
taken, for granted. M arkets need a regulatory 
framework - for instance to ensure effective 
freedom, o f new entry, access to information t 
and prevention o f monopolistic practices - for 
allocating resources with reasonable efficien­
cy” ;

National and International 
Governance

W hatever the pressures from  international 
financial institutions, the national state should

m ent strategies that suit it best. It should, for 
instance, be able to reject full liberalization, 
deregulation and privatization as dem anded by 
the IM F and opt for slow and selective policies 
w hich suit the circumstances. Free trade tends 
to underm ine domestic agriculture and industry 
w hich frequently need protection until they 
reach world standards. M any seem  to forget 
that the USA through various trade restrictive 
measures as the M cKinley Tariff o f 1890 and 
the Dingley Tariff o f 1897 becam e the most 
protectionist country in the world by the begin­
ning o f the twentieth century and that Japan 
even went further by closing its doors to global 
m arket forces until its industries reached world 
standards. It was after their industries were well 
established that they began to talk o f trade lib­
eralization. Transnational corporations tend to 
crush and swallow up indigenous firms and 
thus may require restrictions on foreign owner­
ship. Volatile short-term capital movements 
destabilize countries - as illustrated by the East 
Asian crisis - and therefore w arrant capital con­
trols; in fact, M alaysia imposed such controls 
and succeeded in preventing the crisis getting

worse, as Chile had done earlier by imposing a 
one-year deposit on short-term capital flows to 
discourage them. Capital controls also Ijelp to 
p reven t undesirable foreign investments 
designed to underm ine indigenous enterprises 
and to  encourage speculative activities. In' fact, 
it is partly because o f the lack of such controls 
that South East Asian countries experienced a 
m assive inflow o f foreign capital, in excess o f 
their developm ent needs, which went to fund 
speculation in real estate and stocks and, raise 
foreign debt to dangerous levels.

G lobalization cannot be controlled by action 
at the national level alone. National action 
needs to  be com plem ented by intentional 
action. The developing countries must work 
collectively to have a bigger say in the interna­
tional institutions - UNO, IMF, W orld Bank and

the W TO - so as to form ulate measures which 
would protect and advance their interests Such 
as m ore favourable prices for commodities, big­
ger flows o f foreign direct investm ent and offi­
cial aid, review o f intellectual property rights 
and TRIPS, access to developed country mar­
kets, debt relief, less austerity measures by the 
IM F and code o f conduct for transnational cor­
porations. Intergovernm ental policy making 
today is in the hands o f m ajor industrial pgwers 
and the institutions like the IMF, World Bank 
and W TO  they control. O ne crucial area where 
international action is urgent is in shortterm  
capital m ovem ents w hich disrupt the develop­
ing econom ies. It is a paradox that while world 
trade is disciplined by the W TO world cuijency 
transactions w hich are $1.5 trillion 
rem ain uncontrolled. Even G eorge Son 
speculator who is believed to have cau:
East A sian crisis, states now  that financi 

,kets .are inherently unstable.and suppQi 
national control over short-tem  capital 
m ents. “ I am advocating greater supei 
and regulation o f  capital m arkets in get 
think that obviously the totally free flow 
is not advisable, so you need to  create 
m echanism  for introducing stability” 
m er G erm an M inister o f F inance

i Lafontaine - fullv supported
mSi*net:i'S‘c^m!'giobahzei 

kets need a framework that creates intemati 
! ally binding rules for free and fair competiti

The UN Human Developm ent Report 1 
points out:

“W ithout strong governance the dangei 
global conflicts could be a reality in the twi 
first century - trade wars prom oting nati 
and corporation interests, uncontrolled f1; 
cial volatility setting off civil conflicts tai 
global crim e infecting safe neighbourhoi 
business and the police”.

“The structures and processes for global 
icy-making are not representative. The key 
nomic structures - the IMF, World Bank 
G-10, G-22, OECD, W TO  - are dominated! 
the large and rich countries, leaving poor i 
tries and poor people with little influence 
little voice, either for lack o f  m em bership 0 
lack o f capacity for effective representation 
participation. There is little transparency 
decisions and there is no structured forum 
civil society institutions to express their 
There are no mechanisms for making eth 
standards and human rights binding for C0]

rations and individuals, not just governments. 
In  short, stronger national and global gover­
nance are needed for human wellbeing, not for 
the m arket” .

“The surge of globalization over the past 
decade or two is only a beginning. The global­
ly  integrated world will require stronger gover­
nance i f  it is to preserve the advantages o f glob­
al m arket competition, and to turn the forces of 
globalization to support human advance” .

Will Controls Retard 
Development?

M any fear that controls will interfere with 
the free flow o f trade, capital, technology and 
inform ation and slow economic growth o f 
developing countries. The IMF in particular, 
em phasizes over and over again that liberaliza­
tion is an essential prerequisite to growth while 

controls are the 
main cause of 
stagnation. It 
appears that the 
importance o f lib­
eralization has 
been exaggerated 
and dangers o f 
controls m agni­
fied when we con­
sider the follow­
ing facts. The first 
is that while East 
Asian countries - 

w hich had the highest rates o f economic growth 
in the world in recent years - had liberalized 
their financial sector but not the other sectors of 
the economy. They provided protection to their 
dom estic industries by tariff and non-tariff 
restrictions. The weighted mean tariff on all 
im ported products in Thailand for instance was 
41.5 per cent in 1993 which exceeded even that 
o f  Sri Lanka - 23.0 per cent. Average mean tar­
iff in the mid-nineteen eighties on colour televi­
sion receivers was 50 per cent in Indonesia, 
Thailand and the Philippines, 37 per cent in 
M alaysia and 24 per cent in South Korea com­
pared to 20 per cent in Sri Lanka. Similarly, 
average mean tariff on bleached cotton fabric 
was 50 per cent in Indonesia and Thailand and 
40 per cent in the Philippines compared to,32.5 
per cent in Sri Lanka. Most o f the East Asian 
countries like South Korea had rigid import 
restrictions on goods which competed with 
their domestic industries.

The. state played a crucial role in 'guiding, 
supporting and protecting indigenous enterpris­
es and actively participated in economic activi­
ty. In Malaysia, for instance, state-owned enter­
prises accounted for 26 per cent of total invest­
ment in the country in 1990-1995; the figure for 
Indonesia and South Korea was around 15 per 

_  cent. Indonesia had 164 state-owned firms

workers; the state-owned BULOG Had the 
monopoly o f  im port o f  basic goods - rice, 
wheat, com, sugar, soyabean and fishmeal. In 
Taiwan and South Korea, most o f the largest 
banks are state-owned. The governm ent o f 
Singapore owns the greater part o f Singapore 
Airlines - the most efficient airline in the world 
- Singapore Telecom and the Development 
Bank o f Singapore - the largest bank o f South 
East Asia, and is a shareholder o f most o f the 
leading firms. Few are aware o f the fact that the 
government and government-linked businesses 
create about 60 per cent o f Singapore’s GDR 
Some o f our policy m akers have taken 
Singapore as a model for Sri Lanka mistakenly 
assuming it to be a free market economy.

Most o f the East Asian countries, further, 
had restrictions on foreign ownership o f prop­
erty. In South Korea, foreign ownership o f  land 
was severely restricted only for business pur­
poses; thus only 0.039 per cent o f national land 
belonged to foreigners. M alaysia had lim ited 
foreign ownership o f local bank to 30 per cent.
In Thailand foreign firms could not buy proper­
ty directly: they had to form jo in t ventures w ith

Thai partners who m ust hold the controlling ! 
stakes. Alternatively, a  foreign company could ) 
own 100 per cent of a property by entering into j ' 
a 30-year lease agreement. Further, there ,v($re i 
limitations imposed on foreigners in the sffockri 
exchanges o f both South Korea and Taiwanin^rri

These controls on foreign ownership, tariff) g1 
im port restrictions and state-ownership arid'i, 
active state intervention apparently had not'dis-'7 
couraged foreign investment and reduced .'eCd-*̂ ! 
nomic growth in these countries. In the eighblj 
years 1990-1997 foreign direct investnfeftM  
inflows to them  were substantial: Singapore1?1! 
$52 billion, M alaysia $40 billion, Indorie^ii',i 
$27 billion, and Thailand $17 billion. In 'faS?1; 
over the past 20 years, some 80 per cent oH fteE 
manufacturing investment in Singapore v>lJaferJ 
come from transnational corporations. *t‘,(W

The second and the more interesting fact is
r h T>i'3

that China which maintains a dirigiste or;cqrr^ 
trally controlled economy, attracted more for-^ 
eign direct investment than any other develop^-, 
ing country. In  1990-1997 it attracted $20tjJji|-. 
lion. Further, as mentioned earlier, there wqre j 
15,966 affiliates of transnational corporations1 
in  China. Similarly, Vietnam, another cehqaliy, 
controlled economy, where liberalization is  vir^j 
tually unknown, attracted in the sam e periods 
$11 billion in foreign direct investm ent wfiicfin 
exceeded the $9 billion received by India. This j 
seems to indicate that foreign investments did ! 
not regard lack of liberalization as a  deterrent to 
investment. '

The experience of China also indicates that 
capital controls have not proved to be ,an 
obstruction to foreign direct investment. China 
has perhaps the most rigid capital account .con­
trols in Asia, but they have not in any way.difr-/ 
couraged foreign direct investors or affeqt^L 
economic growth. C hina’s experience furtheifi 
showed that capital controls can insulate ■Min 
economy from external shocks. China did- not ; 
become a casualty in the East Asian Currehe^"i 
crisis because of its capital controls. South Arid5 
too, like China, has not liberalized the finantiaL  
sector and its capital controls enabled he);' to ' 
prevent excessive movements o f speculative)' 
short-term capital and maintain stability during'' 
the East Asian crisis. ,

South Korea and to  some extent Taiwan,- 
illustrates how high economic growth capnb§4 
achieved by selective control o f foreign.-in vestt! 
ment. As South K orea’s dom estic savings;! 
exceed 40 per cent o f GDP, it does no t need  fo&q: 

'efg’n direct' investm ent as“ those" devefo{jul|J 
countries whose domestic savings are lo\lv.J| 
Consequently, it controlled the inflow of'for-5.'! 
eign capital selectively encouraging those1 ' 
which were needed to assist domestic enterpns: 
es and discouraging those which c o m p e te d .^ , 
threatened them.  ̂ •, [

the infiiivi foreign .direct investment to ;
Korea was relatively small —  $11 billiotjiiin t 
1990-1997 as com pared to $52 billion>iKf* 
Singapore and $40 billion to M alaysia. ’T h ^ ’ 
smaller inflow  o f capital however did no t'p te3-1 
vent South Korea from  achieving one of fcihe‘J 
highest grow th rates - 9 per cent - in the~3fT 
years 1970-1990. Taiwan, similarly, achieved 
the same high rate o f growth in the same period 
although it too received relatively little foreign 
capital - $11 billion.

The UN Human Developm ent R eport 1999 
underlines: :

“Econom ic policy m aking should be guided ̂  
by pragm atism  rather than ideology - and i, 
recognition that what w orks in C hile does^not , 
necessarily w ork in Argentina, w hat is right for,, 
M auritius m ay not w ork for M adagascar. Qjpeq, 
markets require institutions to function; t»nd 
policies to ensure equitable distribution o f  bep-(J 
efits and opportunities. And w ith the g re ;^  
diversity o f institutions and traditions, co u q frjf^  
around the world need flexibility in  adaptj^jgp 
economic policies and tim ing their implemepj^-a  
tion” . 1


