GLOBALIZATION AND THE INTERNATIONAL FINANCIAL SYSTEM

Economic globalization has given rise to frequent and severe financial crises in emerging market economies. Many other countries have been unsuccessful in their efforts to generate economic growth and reduce poverty. This book provides perspectives on various aspects of the international financial system that contribute to financial crises and growth failures, and it discusses the remedies that economists have suggested for addressing the underlying problems.

It also sheds light on a central feature of the international financial system that remains mysterious to many economists and most noneconomists: the activities of the International Monetary Fund and the factors that influence its effectiveness.

Drawing on the views and proposals of leading scholars, Dr. Isard offers policy perspectives on what countries can do to reduce their vulnerabilities to financial crises and growth failures, as well as a number of general directions for systemic reform. The breadth of the agenda provides grounds for optimism that the international financial system can be strengthened considerably without revolutionary change.
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Introduction

This book is motivated by two major concerns about the globalization process and the international financial system: the prevailing global economic environment has given rise to frequent and severe financial crises in emerging market economies, and it has also left many countries unsuccessful in their efforts to generate economic growth and reduce poverty. In addressing these concerns, the book seeks to achieve three objectives. One aim is to provide perspectives on the various problems on the various problems that contribute to financial crises and growth failures.

A second is to describe the remedies that economists have proposed for mitigating these problems. The third is to shed light on a central feature of the international financial system that remains mysterious to many economists and most noneconomists: the activities of the International Monetary Fund and the factors that influence its effectiveness.

This chapter begins with some perspectives on the globalization process and then presents an overview of the book.

1.1 Globalization

Throughout the centuries, advances in transportation and communications technologies have brought people progressively closer together in space and time. By some measures, the process has accelerated since the mid-twentieth century. Along with the advent and rapid growth of commercial air travel following the Second World War, the revolution in communication technologies during recent decades has profoundly affected the lives of people throughout the world.

Thanks to a series of advances including the laying of transatlantic and transpacific telephone cables beginning in the 1950s, the launching of communication satellites starting in 1960, the development of fiber-optic communications in the 1970s, the widespread adoption of personal computers during the 1980s, and the takeoff in use of the Internet and electronic mail during the 1990s—it is now possible to transmit information around the globe instantaneously and at negligible cost. As a result, countries and communities have become more closely connected in various ways, for better and for worse.

The process that has led to this increasing connectedness is often referred to as globalization, a term that crept into the common vernacular during the 1990s and is now widely used by business gurus, labor unions, antipoverty campaigners, environmentalists, politicians, and economists, among others.

The increasing connectedness of people and countries—combined with the choices that policymakers have made in constraining or not constraining the behavior of individuals, businesses, and government agencies—has significantly affected the structure, growth, and vulnerabilities of national economies while also contributing to changes in cultural institutions, political regimes, and the environment.

Because groups with different economic, political, and social interests naturally focus on different issues, globalization has become a slippery term, with different connotations for different people. Certain aspects of the process have elicited harsh criticism. The media have been blamed for contributing to the breakdown of traditional family values and other cherished cultural institutions, but they have also been recognized for their role in energizing opposition to certain corrupt and inefficient bureaucratic practices and political regimes. 

The spread of large multinational conglomerates, with control over a significant share of the world’s economic activity and substantial influence over national policy decisions, has triggered strong protest from advocates for the economic survival of smaller businesses and their employees and from groups concerned about the environment. The strength of these diverse concerns has led to an antiglobalist movement that national authorities and international policymaking institutions have appropriately been forced to take seriously.

This book focuses on issues associated with the process of international economic integration—or economic globalization—as evident in increasing flows of goods and services, financial resources, workers, and technologies across national borders. In doing so, it limits attention to the implications for economic welfare, ignoring implications for the environment, the stability of cultures and political systems, and other important noneconomic considerations.

Although international economic integration has increased substantially during recent decades, economic globalization is not a new process. The expansion of international trade and migration and the spread of economically useful knowledge and technology across national borders date back many centuries.² Advances in communication and transportation have provided a major driving force. Such advances do not occur spontaneously; they are themselves a reflection of the desire of people to take advantage of the perceived benefits of closer integration.

Public policies can have significant effects on the pace of economic globalization by providing stimulus or discouragement to innovations in communication and transportation technologies and by influencing the extent to which existing technologies give rise to cross-border flows of goods, money, people, and ideas.

Some of the consequences of economic globalization are quite visible, whereas others materialize slowly and are less widely appreciated. Proponents of economic globalization point to many significant benefits. Better communication mechanisms and lower transportation costs have provided consumers with access to lower-priced goods and a much broader range of products.

International capital flows have financed production facilities in countries where labor is relatively abundant and ready to be profitably employed in more productive and remunerative activities. The spread of technological and marketing know-how and other ideas across national borders has also contributed to the more productive employment of local labor forces, enabling them to raise their standards of living. At the same time, opportunities for idle or low-wage labor to migrate to countries with relatively low unemployment rates have enabled workers to earn better incomes and acquire new skills while also easing labor shortages in the countries to which they have moved.
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