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Why Are the Critics So Convinced
That Globalization Is Bad for
the Poor?

Emma Aisbett

1.1 Introduction

Economic globalization is a surprisingly controversial process. Surpris-
ing, that is, to the many economists and policymakers who believe it is the
best means of bringing prosperity to the largest number of people all
around the world. Proponents of economic globalization have had a ten-
dency to conclude that dissent and criticism are the result of ignorance or
vested interest (Bardhan 2003). They have argued that antisweatshop cam-
paigners do not understand that conditions in the factories owned by
multinationals tend to be better than those in comparable domestic firms;
that environmentalists are denying the world’s poor the right to develop
freely; and that unionists in developed countries are protecting their inter-
ests at the expense of the workers in poorer parts of the world. Bhagwati
(2000) provides a good example of the way that some proponents of glob-
alization have reacted to critics:

No one can escape the antiglobalists today. . . . This motley crew comes
almost entirely from the rich countries and is overwhelmingly white,
largely middle class, occasionally misinformed, often wittingly dishon-
est, and so diverse in its professed concerns that it makes the output from
a monkey’s romp on a keyboard look more coherent. (p. 134)

More recently, however, leading economists and policymakers, includ-
ing Bhagwati (2004), have been advocating for “reasoned engagement”
and “careful response” to some of the more mainstream critics of globaliza-
tion (p. 4). There is a growing sense of the value of doing more than knock-
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ing down the straw men put forward by the extreme or the misinformed.
As Stanley Fischer (2003) says:

The debate [over globalization] is untidy and ill-defined, and one could
react by saying that it has no place in a professional setting like this one.
But we cannot afford to ignore it, for the views and attitudes expressed
in it will inevitably affect public policy—and the issues are critically im-
portant for the future economic growth and well-being of all the people
of the globe. (p. 2)

The aim of this paper is to help explain both the “what” and the “why”
of common criticisms of globalization’s record on poverty and inequality.
In particular, it addresses the question of why many people in rich coun-
tries believe that globalization has been bad for the poor in developing
countries and has worsened inequality.'

The answer to this question consists essentially of two parts: first, that
neither the theory nor the empirical evidence on globalization and poverty
is unarguably positive; second, and more important, that people’s inter-
pretation of the available evidence is strongly influenced by their values
and by their beliefs about the process of globalization.

Evidence for the first part of my argument is presented in sections 1.2
and 1.3. Section 1.2 discusses the large amount of empirical work that has
tried to identify causal links between globalization and poverty and in-
equality. I argue here that the linkages between globalization policies and
poverty outcomes remain theoretically unclear and difficult to test empir-
ically, and that more nuanced empirical research is required to address the
remaining concerns with regard to globalization. Section 1.3 discusses
some key trends in poverty and inequality numbers over the current period
of globalization. Here I argue that the wide range of poverty and inequal-
ity estimates, which arises from apparently minor methodological differ-
ences, leaves ample room for a difference in opinion about the achieve-
ments of the last twenty-five years.

Sections 1.4 and 1.5 comprise the second part of my answer. Section 1.4
shows that critics of globalization often have different conceptions of poverty
and inequality than those preferred by economists. Section 1.5 argues that
people are predisposed to thinking that globalization is bad for the poor be-
cause they view the power structures of globalization as being biased toward
the already rich and powerful. Section 1.6 summarizes and concludes.

Before attempting to explain antiglobalization sentiment, it is worth-
while to clarify what is meant by “globalization” and “antiglobalization”
in the context of this paper. That is the subject of the remainder of this sec-
tion.

1. A recent survey conducted by the World Economic Forum (WEF; 2002) found that
people in richer countries were more likely than people in poorer countries to believe that
globalization benefited the poor less than the rich.
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1.1.1 Globalization

Despite the fact that a definition of globalization has been attempted by
hundreds of authors and distinguished speakers on the topic, the word
continues to mean very different things to different people. In light of this,
I do not attempt to provide any general definition of globalization; rather,
I will merely explain what is meant by globalization in the context of this
paper.

In this paper, globalization refers to global economic integration, or
economic globalization. Economic globalization, including increases in
trade, foreign investment, and migration, is widely agreed to be occurring
through a combination of improvements in technology and decreased
transportation costs, as well as deliberate policy choices on behalf of many
national governments to liberalize their economies and participate in the
development of global institutions. Thus, the policy aspect of economic
globalization is a cumulative outcome that results from the choices of
many individual countries to increase their integration with the global
economy.’

Given that globalization may be viewed as the cumulative result of in-
creased integration on behalf of many individual countries, we need to con-
sider how individual countries become integrated into the global economy.
There are two broad approaches to measuring the extent to which a coun-
try is integrated with the global economy. The first approach is to deter-
mine the level of restrictions placed on the movement of goods, services,
and factors into and out of the country. Thus, liberalized capital markets,
free movement of labor, and an absence of trade restrictions could all be
considered indicators of an integrated economy. The second measure of a
country’s integration is the relative size of the flows of goods, services, fac-
tors, and profits into and out of the country. Although these two measures
are often used interchangeably, they are not identical concepts and are not
even highly correlated empirically (Harrison 1996). Consider export subsi-

2. Thisidea that globalization is the aggregate result of individual country liberalization is
made by Prasad et al. (2003). Although it will not be a major issue in this paper, it is worth
noting that the impact on a country of its own integration may be different from the impact
of exogenous increases in globalization. Consider the case of Mexico. The impact of its own
efforts at liberalization and integration may be to increase foreign trade and investment. At
the same time, however, many other low- and middle-income countries have been integrating,
which leads to more competition for foreign capital and export markets. Thus, exogenous in-
creases in the level of global economic integration (i.e., economic globalization), and in-
creases in Mexico’s own level of integration, may have exactly opposite effects on the level of
trade and investment in that country. Indeed, this example is not far from reality. One of the
conclusions of the 2002 United Nations Conference on Trade and Development (UNCTAD)
report (UNCTAD 2002, p. IX) is that middle-income countries such as those in Latin Amer-
ica and Southeast Asia will need to rapidly upgrade their skill-intensive manufactures if they
are to stay ahead of competition from low-income countries that are becoming increasingly
export oriented.
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dies. Viewed from the first perspective, these programs are akin to tariffs
and are decidedly contrary to the principle of economic globalization. Yet,
viewed from the second perspective, these programs can be seen to greatly
increase the level of integration achieved. Indeed, having read many argu-
ments from both sides, it seems to me that this ambiguity is a major reason
that some people claim that the East Asian tigers’ success was based on
pro-integration policies, while others claim the exact opposite.

The distinction between policies and outcomes is important to the glob-
alization debate. Analysis of popular writings and opinion surveys sug-
gests that most people are happy with increases in trade in principle, yet
they view policies of unregulated free markets and minimal government in-
volvement much less favorably.®

Another linguistic issue of relevance to understanding the globalization
debate is that criticisms of globalization are often actually criticisms of a
broader neoliberal policy agenda that globalization is believed to imply.
Burtless (2004) makes this point when he describes the difference between
what economists (typically proponents of globalization) and public health
advocates (often critics) mean when they refer to globalization or liberal-
ization:

Whereas trade economists interpret liberalization to mean policies that
eliminate trade and capital barriers at international borders, public
health advocates consider the domestic policy changes that third world
governments are obliged to accept in order to become full-fledged mem-
bers of the IMF-World Bank—Davos club of nations. (p. 1)

1.1.2  Antiglobalization

Despite the popularity and convenience of the term, in the remainder of
this paper I avoid referring to the “antiglobalization movement.” There are
two reasons for this. First, many of the concerns and positions that I dis-
cuss may be attributed to a far broader segment of the population than that
which is actively involved in any movement. The use of such a label, and its
application to street protesters, has a divisive effect between groups who in
reality share many of the same concerns. In particular, it forces a wedge be-
tween academic economists and the concerned public.

Second, as has been noted by many leading authors, the so-called anti-
globalization movement is not uniformly opposed to globalization as it is

3. For example, based on surveys of 18,797 people in nineteen countries, Globescan re-
ports that majorities in all countries except the United States support opening up markets to
poor countries. In the United States support for opening up to poor countries was premised
on the supply of increased government support for those who lose their jobs as a result of in-
creased imports. Similarly, in a report that brings together all the available evidence on public
opinion in the United States, the Program on International Policy Attitudes (PIPA; 2002)
finds that most Americans do agree with free trade in principle; however, their support is con-
tingent on complementary policies to address social and environmental concerns as well as
American job losses.
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broadly defined.* It is a fact that the movement itself is global, and all the
leading writers of the movement reject the antiglobalization label.’ Naomi
Klein, unofficial spokesperson of the movement, has this to say about the
term: “The irony of the media-imposed label, ‘anti-globalization,’ is that we
in this movement have been turning globalization into a lived reality, per-
haps more so than even the most multinational of corporate executives”
(quoted in Chihara 2002, p. 1).

But what about globalization as defined here? People may enjoy the
World Wide Web and easy international travel, but what about the eco-
nomic aspects of globalization? As will be argued in the following para-
graphs, for the most part people are not opposed to the principle of global
economic integration. They are, however, critical of the way in which it is
currently progressing, and they do believe that the optimal level of inte-
gration will allow space for national sovereignty, democracy, and some
government intervention to advance social and environmental agendas.
We refer to these individuals as “critics of globalization” and reserve the
label “antiglobalization” for people who would genuinely like to stop glob-
alization dead in its tracks. Globalization’s critics will be the focus of this

paper.

1.2 Questionable Causation

Asnoted by Bardhan (2003), both sides of the globalization debate have
had a tendency to claim an unreasonable degree of causation between lib-
eralizing policies and observed trends in poverty and inequality. The claims
of causation are so confounded that both sides claim the success of the
Asian tigers as the result of their own policies, and the failure of many of
the African states as the result of the opposite policies. Thus, globaliza-
tion’s proponents claim China’s and Taiwan’s growth in recent decades as
the result of liberalization of their economies, while globalization’s critics
claim that these same countries have been able to capitalize on the oppor-
tunities afforded by globalization because of extensive government inter-
vention both in the past and in the present.

Similarly, globalization’s proponents claim that many of Africa’s eco-
nomic problems are due to lack of openness and excessive, inappropriate
government intervention. Globalization’s critics claim that Africa’s woes
come from other sources (including corrupt or incompetent governments),
but the forced liberalization imposed by structural adjustment programs
and other lending conditions has not delivered the promised growth. In-
stead globalization has only made living conditions worse for the poor as
government services are cut back and instability is increased.

4. See, for example, Sen (2002), Kanbur (2001), Ravallion (2003), and Bhagwati (2004).
5. See, for example, Korten (2001).
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An enormous research effort has been expended by economists in an at-
tempt resolve these contradictory claims. This section will summarize the
types of empirical research that have been conducted, and identify a set of
stylized facts that have emerged from it. It then discusses why the empiri-
cal literature has not been as successful as many practitioners would hope
in convincing skeptics of the benefits of globalization.

Before proceeding, it is important to make clear what the current section
and the following section on measurement of poverty and inequality do
and, more important, do not try to achieve. Neither section is in any way a
comprehensive assessment of the literature that they are discussing. They
do not aim to produce a statement of the type “overall, the empirical evi-
dence supports the conclusion that globalization is good/bad for the
poor.”’® Quite the contrary: their aim is to show how the empirical evidence
to date leaves ample room for debate about the impact of globalization on
the poor. Accordingly, the approach taken in the following sections is to
highlight only a few key statistics and empirical methods, as well as their
limitations and biases.

Reimer (2002) provides an excellent overview of the different empirical
methods that have been employed in research on globalization and their
findings. He categorizes the research methods under the following head-
ings:

e Cross-country regression analyses, which test for correlations among
trade, growth, income, poverty, and inequality measured at the na-
tional level

e Partial equilibrium/cost-of-living analyses, which are typically based
on household expenditure data and emphasize commodity markets
and their role in determining poverty impacts

e General equilibrium studies, which are generally based on disaggre-
gated economy-wide social accounting matrices and account for com-
modity, terms-of-trade, and factor market effects

e The newest approach, micro-macro syntheses, which involve general
equilibrium analysis coupled with some form of postsimulation anal-
ysis based on household survey data

One important method for analyzing the impacts of globalization is left
off Reimer’s list. I describe this category as microeconomic studies that test
specific mechanisms (other than prices) through which globalization is be-

6. Readers who are interested in more comprehensive assessments of the empirical litera-
ture may consider one of the several high-quality survey papers, reports, and opinion pieces
that have already been devoted to these questions. See, for example, International Monetary
Fund (IMF; 1997, chap. 4); United Nations Development Programme (UNDP; 1999); Mc-
Kay, Winters, and Kedir (2000); Reimer (2002); Bigman (2002); Berg and Krueger (2003);
Bhagwati and Srinivasan (2002); Bourguignon et al. (2002); Prasad et al. (2003); Baldwin
(2003); Goldberg and Pavcnik (2004); and Winters, McCulloch, and McKay (2004).



Why Are the Critics So Convinced Globalization Is Bad for the Poor? 39

lieved to impact the poor. The findings of this literature have been summa-
rized in a recent paper by two of the leading authors in this field, Goldberg
and Pavcnik (2004).

While each empirical approach suffers from its own set of limitations, in
combination, the above types of empirical research have been successful in
providing several points on which a relatively broad consensus has been
reached:’

1. Trade is correlated with, and often a source of, growth.

2. Growth is on average good for the poor.

3. U.S. and European Union (EU) agriculture and textile protectionism
harms developing countries.

4. Foreign direct investment (FDI) is correlated with, and often a source
of, growth.

5. Liberalization of markets for short-term capital can be detrimental
and should be approached with caution.

6. Governments’ safety nets can help to reduce negative impacts on the
poor who lose as a result of liberalization and to increase acceptance of lib-
eralization.

7. The Trade-Related Aspects of Intellectual Property Rights (TRIPs)
agreement should be modified to limit negative impacts on provision of
drugs to the poor.

8. Access to education, health, and credit are important factors in en-
suring that the poor benefit from globalization. These factors also increase
the growth potential from openness.

9. Poverty should be measured using education and health as well as in-
come.

10. Excessive corporate power (market and political) is a concern.

11. Capture of market or political power by elites has negative implica-
tions for growth and welfare.

12. Political reform is needed in many developing countries.

It is particularly reassuring to observe that these points of consensus in
the academic literature have supported the furtive emergence of a middle
ground in the public debate over globalization. In reading publications
from both sides, we observe an increasing number of participants who wish
to move beyond competing and contradictory monologues and are willing
to acknowledge some aspects of the argument presented by the other side.
For example, Oxfam International is one of the leading nongovernmental
organizations campaigning on free trade issues. Their briefing prepared for

7. See, for example, Harrison’s introduction to this volume; IMF (1997, chap. 4); UNDP
(1999); McKay, Winters, and Kedir (2000); Reimer (2002); Bigman (2002); Berg and Krueger
(2003); Bhagwati and Srinivasan (2002); Bourguignon et al. (2002); Prasad et al. (chap. 11 in
this volume); Baldwin (2003); Goldberg and Pavcnik (2004); Bolaky and Freund (2004); and
Winters, McCulloch, and McKay (2004).
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the Doha round of trade talks begins thus: “International trade can be a
force for poverty reduction by reducing scarcity, and by creating liveli-
hoods and employment opportunities, but this is not an automatic process.
Liberalization is not a panacea for poverty any more than protectionism”
(Oxfam 2001, p. 3).

From the other side, we have the Economist magazine, a publication es-
tablished specifically to promote the free market. Their seventy-fifth birth-
day special issue on capitalism and democracy identified personal greed
on behalf of company executives, a vacuum of ownership in publicly traded
firms, and an unsavory degree of mutual vested interest between govern-
ment and businesses as the major threats to capitalism and democracy
(Emmott 2003).

Heartening as such progress is, there are a large number of unresolved is-
sues that make it impossible to feel that the globalization debate is close to
consensus. A summary of remaining disagreements over globalization, pov-
erty, and inequality in developing countries is tabulated in the appendix. In
the remainder of the current section, I consider some of the reasons why such
disagreements persist despite the prodigious research effort that has been ex-
erted by economists to resolve them. In essence I see three reasons for the
limited success. First, these are very complex and difficult questions to an-
swer. Second, the link between the empirical findings and the policy conclu-
sions has until recently been given insufficient attention. And third, much of
the empirical research has not understood the underlying concerns of the
critics, and has therefore failed to address the more nuanced but no less piv-
otal parts of the debate, such as the issues presented in the appendix.

The literature on the impacts of globalization faces the same obstacles
that the broader literature on growth faces. The trouble begins with the fact
that there is no unambiguous theoretical outcome, and thus everything
must be tested empirically (Winters 2000; Agénor 2002). The trouble con-
tinues because the observable outcomes—growth, inequality, and poverty—
are functions of a very large number of both past and present variables,
and they influence these other variables in return. In short, endogeneity
plagues empirical research efforts on globalization.

The result is that it is very difficult to prove in the case of an individual
country exactly which factor or combination of factors was responsible for
its success or lack thereof. For this reason, it is important to consider the
experience of a number of countries. In order to do that, comparable indi-
vidual country case studies must be conducted, or some form of cross-
country comparison made.® The latter method usually involves statistical
analysis based on a cross-country regression model.

8. The former method was developed and applied very successfully in two projects, one by
Little, Scitovsky, and Scott (1970) at the Organization for Economic Cooperation and Devel-
opment (OECD) and one led by Bhagwati and Krueger for the National Bureau of Economic
Research (NBER; Bhagwati and Srinivasan 2002).
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Cross-country regression studies have proved extremely useful for iden-
tifying correlations between relevant variables; however, they suffer some
important methodological limitations when used for policy analysis
(Deaton 1995; Ravallion 2003). Primary among these limitations are a lack
of exogenous measures of openness, an inability to convincingly establish
direction and strength of causality, and the economic simplifications re-
quired to use a linear regression framework. These limitations have led sev-
eral leading economists to conclude that cross-country regressions should
not be used as a basis for causal conclusions regarding the impacts of glob-
alization (Bhagwati 2000; Bhagwati and Srinivasan 2002; Bardhan 2003;
Ravallion 2003). These well-known limitations are also one of the reasons
that critics of economic globalization remain unconvinced by the generally
positive findings of such studies.

It is heartening to see that there is a growing acknowledgement of the
limitations of a black-box approach to globalization and poverty, and in-
creasing recognition among researchers of the importance of identifying
the causal mechanisms through which globalization affects the poor. This
approach is increasingly being represented by the contributions of this vol-
ume, as well as by Winters (2000, 2002; Winters, McCulloch, and McKay
2004) and the current United Nations University World Institute for De-
velopment Economics Research (UNU-WIDER) project on the Impact of
Globalization on the World’s Poor (UNU-WIDER 2004).

There is, however, a second reason that the empirical evidence to date
has failed to convert critics of economic globalization into proponents.
The reason is that the literature has not been well targeted toward address-
ing the remaining reservations that many people have about globalization.
The mismatch between the questions currently being asked and the an-
swers people want may be observed with reference to the list of outstand-
ing disagreements in the appendix.

In my opinion, people do not need to be convinced that growth is gener-
ally good for the poor or that increased trade is generally good for growth.
As will be shown in later sections of this paper, the evidence from reading
criticisms of globalization is that people are more interested in the optimal
policy mix to maximize the benefits to the poor while minimizing the neg-
ative impacts on any subgroup of the poor that is made worse off by such
policies. They are also interested in ensuring that growth is economically,
socially, and environmentally sustainable. Social sustainability, it is as-
sumed, requires that inequality be kept under a certain limit.

Consider the case of the debate over free trade. Only a very small pro-
portion of critics consider autarky to be an optimal trade policy. The vast
majority agrees, like Oxfam, that trade can be beneficial. They disagree,
however, with the conclusion that they perceive economists to have
reached: that the optimal policy for a developing country is to unilaterally
free trade without bargaining for any concessions from rich countries in
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return. They are understandably skeptical that such a policy is preferable to
the alternative position of a trade policy that includes some trade restric-
tions, some export support mechanisms, and some environmental, health,
or labor regulations that may restrict trade.

Thus, the question in most critics’ minds is not “to globalize or not to
globalize?” but “what, and how much, to globalize?” This way of thinking
may be viewed within the context of the broader debate over pro-poor
growth. Both Kanbur (2001) and Ravallion (2003) mention this debate in
their papers on globalization and poverty. As Ravallion (2003) says:

According to some observers “such actions are not needed . . . Growth
is sufficient. Period.”. .. The basis of this claim is the evidence that
poverty reduction has generally come with economic growth. But that
misses the point. Those who are saying that growth is not enough are
not typically saying that growth does not reduce absolute income
poverty. . .. They are saying that combining growth-promoting eco-
nomic reforms with the right [other] policies . . . will achieve more rapid
poverty reduction than would be possible otherwise. (pp. 18-19)

1.3 Measurement of Poverty and Inequality

The purpose of this section, and section 1.4 after it, is to provide a taste
of both the technical (this section) and philosophical (next section) issues
in the measurement of poverty and inequality that are pertinent to the
globalization debate. It is important to understand these issues for two rea-
sons. First, trends in various measures of poverty and inequality are the
bread and butter of participants on both sides of the globalization debate.
Thus, if we wish to understand why the two sides disagree, it is important
to understand these trends. That being said, the reader is reminded that,
despite the claims of both sides, trends in either direction over the modern
period of globalization (usually defined as the time since 1980) do not im-
ply causation. This brings us to the second reason that it is important to
understand the debate over poverty and inequality measurement. These
measures are necessary inputs to any econometric study that does actually
attempt to identify causal links between globalization and poverty or in-
equality. No matter how sophisticated the theoretical model or economet-
ric method is, the fact remains: garbage in—garbage out.

The importance of improving measurement methodology beyond the
current industry standard is argued by Deaton (2004), who says:

There is no credibility to the claim that globalization has been good for
the poor based on a calculation that applies badly measured distribu-
tional shares to (upwardly biased) measures of growth from the national
accounts. The globalization debate is serious enough that we must gen-
uinely measure the living standards of the poor, not simply assume them.
We cannot prove that growth trickles down by assuming that growth
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trickles down, nor argue that globalization has reduced poverty without
measuring the living standards of the poor. (p. 40)

1.3.1 Poverty

Despite the existence of a multitude of different poverty measures, many
of which may be technically superior, the discussion in this section is lim-
ited to the world poverty head count. This particular measure was chosen
both because it is the simplest one and because it is arguably the most of-
ten quoted in the globalization debate. As will be obvious from the discus-
sion that follows, the calculation of even this most simple of measures in-
volves enough technical detail to confuse the inexpert and to promote a
vigorous scholarly debate.

Table 1.1 provides a comparison of the most widely cited current esti-
mates of the world poverty head count. It can be seen that even very rigor-
ous authors have produced different estimates of the same statistic. The
reasons for these very different results may be largely explained by a few
key differences in method. We discuss these differences below. Also in-
cluded in the discussion are the claims by some authors that all of the esti-
mates in table 1.1 significantly underestimate the level of poverty.

Choosing a Poverty Line

The first step in generating a poverty head count is to choose a poverty
line. Since 1991, the standard poverty line has been approximately US$1
per day, in purchasing power parity (PPP) terms. This line was originally
chosen as being representative of the poverty lines in low-income countries
(Chen and Ravallion 2000). It is also common to report poverty figures for
a line set at twice this value, US$2 per day.

The World Bank’s $1-per-day and $2-per-day poverty lines have been
criticized for being arbitrary, and arbitrarily too low, which means that
they underestimate the number of people living in poverty (Wade 2002;
Reddy and Pogge 2003). The importance of the choice of poverty line to
the estimated head count can be observed in table 1.1. It can be seen that the
head count for the current $2-per-day line is more than twice that for the
$1-per-day line. More important, the upward trend in the head count is
more than ten times as high using the $2-per-day line. The significance of
the choice of poverty line is also highlighted by the latest poverty estimates
from the World Bank (Chen and Ravallion 2004). They find that the num-
ber of people living below $1.08 per day fell dramatically from 1981 to
2001, by just under 400 million (representing approximately a halving in
the incidence of poverty as a fraction of world population). However, the
number of people living between the $1.08 and $2.15 lines increased even
more, by around 680 million. As a result, the estimated number living un-
der the $2.15 poverty line actually increased by 285 million between 1981
and 2001.
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While acknowledging that there was an element of arbitrariness to the
original choice of $1 and $2 per day, Deaton (2001) argues that the data
consistency losses from defining a new poverty line would outweigh any
benefits obtained.

Estimating the Incomes of Different Groups within One Country

There are two main methods of estimating the economic well-being of
the population of a country. The first is to use national accounts data to es-
timate the mean income, and household-level survey data to estimate the
income distribution. The second is to use household survey data to directly
calculate the incomes of each decile in the income distribution.

Deaton (2003) explains that the main difference between these two
methods arises from the fact that the household surveys (HHSs) lead to a
lower estimate of average income than the national accounts and that the
difference between the two increases as incomes increase. This is true when
comparing richer and poorer countries at the same time period, and when
comparing the same countries over time. There are three main causes of
this discrepancy. First, richer people tend to understate the income by
more than poorer people. Second, richer people tend to respond less often
to household income or expenditure surveys. Third, according to Deaton
(2003), national accounts data tend to overestimate the growth rate of per
capita income. On the other hand, Bhalla (2003) has argued vigorously
that the national accounts estimates are far more accurate, and accuses the
World Bank of biasing its estimates in order to obtain more funding.

The impact of the difference between these two methods is illustrated in
table 1.1. It is clear that HHS-based estimates produce significantly more
pessimistic estimates of both the total number of poor and the reductions
in the number of poor.

Maintaining Consistency across Countries

The third contentious issue in the calculation of world poverty figures is
the way in which incomes are compared across countries. The main criti-
cism is that the consumption basket used to estimate PPPs does not reflect
the consumption patterns of the poor (Wade 2002; Reddy and Pogge 2003;
Deaton 2001). The baskets of goods and services used in all the World
Bank’s PPP calculations are based on a representative national consump-
tion bundle, not the bundle of goods typically consumed by the poor. This
means that because basic needs are relatively more expensive in poor coun-
tries the use of such broad-gauge PPP measures overestimates the pur-
chasing power of the incomes of the poor in developing countries. Wade
(2002) and Reddy and Pogge (2003) estimate this effect to be on the order
of 30 to 40 percent.

A related issue in the comparison of incomes across countries is the way
in which the prices are combined to produce PPP exchange rates. The
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World Bank uses the Elteto, Koves, and Szulc (EKS) method, while the
Penn World Tables are based on the Geary-Khamis (GK) method. Ac-
cording to Dowrick (2001) the GK method tends to overestimate the in-
comes of the poor, while the EKS method leads to a very slight underesti-
mation. This issue is discussed further in the section on the calculation of
inequality measures.

Maintaining Consistency across Time

The method used by the World Bank and the other authors in table 1.1
involves comparison between countries on PPP terms in some specified
year, followed by country-by-country, year-to-year adjustments in real in-
come based on national consumer price indexes (CPIs). The problem with
this methodology, as noted by Deaton (2001), is that the use of a different
base year causes changes in poverty estimates that overshadow the mag-
nitude of any real trend. Among other things, this means that poverty head
counts using different base years cannot be compared. As noted by Wade
(2002), it was the comparison of head counts based on two different PPP
base years that generated the much-cited claim by the World Bank that the
poverty head count had decreased by 200 million over the period 1980-98.

In addition to the arbitrary changes in poverty head count that are
brought on by updating the PPP base year, there may also be systematic bi-
ases. Reddy and Pogge (2003) argue that ongoing updating of the PPP base
year will cause the overestimation of the incomes of the poor to get pro-
gressively worse as average incomes rise. This means that over time, as the
base year is updated, the poverty head count will fall, irrespective of what
is actually happening to the poor.

The preceding discussion has illustrated that the official World Bank
poverty figures are simultaneously attacked from the left on the grounds
that they outrageously underestimate the extent of poverty and overesti-
mate the gains made in recent years, and attacked from the right on the
grounds that they do exactly the opposite. Both the right and the left claim
that the bank is manipulating its chosen methodology for political reasons.
This is an unfortunate state of affairs, which makes it very difficult for dis-
interested participants in the globalization debate to form an objective
opinion.

There are undoubtedly weaknesses in the current poverty accounting
practices of the World Bank that leave it vulnerable to such criticisms.
Some of these weaknesses are implicit in the attempt to summarize all the
deprivation in the entire world into a single number, and will never be re-
solved. However, some of the weaknesses can be reduced as methodology
continues to evolve and improve. A good first step would be to follow
Deaton’s (2001) recommendation that a locally validated set of PPP pov-
erty lines be developed and then held fixed, thus eliminating the large varia-
tions brought on by changes in PPP base year.
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1.3.2 Inequality

The numbers debate over global inequality has every bit of the complex-
ity of that over poverty, plus one additional layer. That additional layer is
the question of what sample best represents world inequality. Should we
consider every citizen as a member of a single global income distribution?
Or should we recognize the existence of national borders and talk about
within-country and between-country components of inequality? The an-
swer, of course, is that each measure has its different merits, and each will
be preferable in different contexts.

This section will focus on world inequality calculated assuming that
there are no borders, referred to from here on as “world inequality.”® This
measure has been chosen on the basis of two major merits. First, it is the
concept most analogous to the world poverty head count, which was dis-
cussed under the previous heading. Second, it is the concept that most rep-
resents what globalization is all about. Indeed, one of the reasons that
globalization has been associated with a rise in concern over global in-
equality could be that people are beginning to think more as global citi-
zens. Consumers in rich countries see that the global economy connects
them to the very poorest farmers in developing countries, and that makes
them feel that they have the power, indeed the responsibility, to make the
world a fairer place.

The one major disadvantage of the no-borders approach to calculating
inequality is that it is possibly the least relevant to policy analysis. Thus, it
is worth spending a paragraph to summarize a few broadly accepted facts
about the other measures and their trends in recent decades.!” To begin
with, everyone agrees that the lion’s share, of the order of two-thirds or
more, of inequality in the world is due to between-country inequality, and
that this share has changed little since 1980. Most experts would agree that
since 1980 within-country inequality has increased in more countries than
it has decreased. Most would also agree that between-country inequality
has increased if all countries are given equal weight. On the other hand,
many would also agree that between-country inequality has decreased if
countries are weighted by population.'! Finally, almost all would agree that

9. Recently two excellent papers (Sutcliffe 2004; Svedberg 2004) have been published that
provide a more comprehensive picture of the debate over inequality in the age of globaliza-
tion. These papers cover, among other points, the debate over population weighting in inter-
country inequality estimates.

10. This paragraph is based on the reading of the following papers: Dowrick and Akmal
(2005), Milanovic (2002), Sala-i-Martin (2002a, 2002b), Wade (2002), Ravallion (2003),
Crook (2003), Galbraith (2003), Fischer (2003), and Loungani (2003).

11. This latter finding, however, is dependent on whether incomes are compared on ex-
change rate or PPP terms, with PPP the more widely accepted basis and the one that more of-
ten leads to the conclusion that inequality has fallen. Dowrick and Akmal (2005) argue that
both exchange rate and PPP are biased and that, when the bias is removed from PPP, very little
change is found in population-weighted between-country inequality over the period 1980-97.
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the driving force underlying any inequality calculations over the period has
been the fact that major economies, especially at the very poor end (China
and India), but also at the very rich end (the United States and United
Kingdom), experienced a combination of growth and increased within-
country inequality.

World inequality, the measure that we are mostly concerned with in this
chapter, is essentially the sum of between-country and within-country in-
equality. This means that the fact that India and China both grew and ex-
perienced increased internal inequality causes estimates of changes in
world inequality to consistently lie between the estimates of changes in
between-country inequality calculated using alternatively unit weights or
population weights for each country.'? It is, therefore, not surprising that
some authors find that world inequality is increasing, while others find it is
decreasing.

Although there are many variations in methodology for calculating
world inequality, most of the variation in results arises from two sources,
both of which were also important to the debate over poverty head count.
The first is the use of national accounts data versus HHS data to calculate
mean national income. The second is the use of the PPP versus exchange
rate to convert between incomes in different countries.'*> The impact of
these methodological differences on the results obtained can be seen in
table 1.2, and in graphical form in figure 1.1. Note that although the results
presented in table 1.2 and figure 1.1 are based only on the Gini coefficient,
the qualitative conclusions of each of the methodologies are robust to the
use of several common measures of inequality.

As was the case with the poverty estimates, the use of household survey
data gives a significantly more pessimistic view of recent decades. Using
HHS data only, Milanovic (2002, 2005) finds that world inequality in-
creased at a rate of around 0.2 Gini points per year. Using national ac-
counts data to find average incomes, Sala-i-Martin (2002a) finds that world
inequality decreased at the rate of about 0.2 Gini points per year over the
same period.'* This is despite the fact that the two had very similar esti-
mates for the initial inequality in 1988.

The work of Dowrick and Akmal (2005) and Dowrick (2001) illustrates

12. Estimates of a potential upward trend in world inequality are lower than those of be-
tween-country inequality because “world inequality” implicitly weights countries by popula-
tion. On the other hand, because world inequality accounts for the rise in within-country
inequality, the trend is generally higher than that suggested by population-weighted
between-country inequality alone.

13. There are several methods for calculating PPP; however, most studies use the Penn
World Tables PPP figures. These are based on the GK method. See Summers and Heston
(1991) for details.

14. Note that the two authors also differ in the PPP conversion method. Sala-i-Martin uses
the Penn World Tables data based on the GK method. Milanovic uses the EKS method. Asis
explained below, this difference also works to exaggerate the difference between the inequal-
ity trends identified by the two authors.
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Table 1.2 Comparison of some recent world inequality estimates

Gini Gini Rateof No.of  Source Income

(start year) (end year) change countries of mean conversion Source

78.2 80.5 0.46 91 HHS XR Milanovic (2002), table 16

(1988) (1993)

62.8 66.0 0.64 91 HHS EKSPPP  Milanovic (2002), table 16

(1988) (1993)

62.8 64.5 0.19 91 HHS EKSPPP  Milanovic (2005)

(1988) (1998)

62.7 61.5 -0.24 125 NAcc GKPPP  Sala-i-Martin (2002a), table 1
(1988) (1993)

62.7 60.9 -0.18 125 NAcc GKPPP  Sala-i-Martin (2002a), table 1
(1988) (1998)

64.2 60.9 -0.17 125 NAcc GKPPP  Sala-i-Martin (2002a), table 1
(1978) (1998)

63.8 61.5 —-0.18 125 NAcc GKPPP  Sala-i-Martin (2002a), table 1
(1980) (1993)

65.9 63.6 -0.18 46 NAcc GKPPP  Dowrick and Akmal (2005), table 5
(1980) (1993)

77.9 82.4 0.37 46 NAcc XR Dowrick and Akmal (2005), table 5
(1980) (1993)

69.8 71.1 0.15 46 NAcc Afriat Dowrick and Akmal (2005), table 5
(1980) (1993)

Notes: Rate of change = total change in the Gini from start year to end year divided by number of years
between. HHS = household survey data. NAcc = national accounts data. XR = exchange rate.
EKSPPP = purchasing power parity calculated with the Elteto, Koves, and Szulc method. GKPPP =
purchasing power parity using Penn World Tables data, based on the Geary-Khamis method. Afriat =
an alternative PPP conversion designed to eliminate the biases typically present in GKPPP. See Dowrick

and Akmal (2001) for details.

the sensitivity of inequality calculations to the choice of currency conver-
sion when national accounts data are used to find average incomes.
Dowrick and Akmal (2005) argue that both exchange rates and PPPs based
on the GK method are biased means of conversion.'> To correct for these
biases, they recommend and apply a PPP measure based on an Afriat in-
dex which they argue is a true money-metric measure of relative utility. Not
surprisingly, both the level and the trend in inequality based on Dowrick
and Akmal’s Afriat index lie between the corresponding values based on
GK PPP and exchange rate. On balance, the Afriat index shows a very
slight increase in inequality over the period 1980-93.

According to Sala-i-Martin (2002a), the major difference between his

15. Dowrick (2001) discusses the EKS method of calculating PPP in addition to the GK
method. He finds that EKS measures of relative incomes are much closer to the “true” Afriat
measures than GK measures. He also finds that whereas the GK measure leads to a down-
ward bias in estimates of inequality between countries, the EKS measure leads to a slight up-
ward bias.
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Fig. 1.1 Comparison of some estimates of world inequality
Note: See table 1.2 notes for explanation of abbreviations.

methodology and that of Dowrick and Akmal is that he includes a larger
number of countries in his sample. Sala-i-Martin notes that the bias in
the countries that are excluded from Dowrick and Akmal’s sample leads
to an underestimate of the increases in inequality over their chosen time
period. This would suggest that if the larger sample of Sala-i-Martin
were combined with the unbiased PPP conversion of Dowrick and Ak-

mal, we would find that world inequality rose slightly over the period
1980-93.

1.4 Concepts of Poverty and Inequality

The central question in this paper is why some people believe that glob-
alization is bad for the poor while others believe quite the opposite. The
previous two sections have argued that part of the answer to this question
is that the technical literature on globalization and poverty faces method-
ological issues, some of which simply may not be resolvable to the satisfac-
tion of all sides. However, if technical issues were the only cause, then we
would expect to see a world populated by people sitting on the globaliza-
tion fence, who are awaiting further evidence before coming down on ei-
ther. This is clearly not the world in which we live.

The following two sections propose two explanations for why the critics
have been able to come to such strong conclusions based on the existing ev-
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idence.'¢ First, in the current section, I argue that there are subtle differ-
ences in values held by critics and proponents, which lead them to interpret
the evidence differently. Specifically, these differences lead them to have
different interpretations of value-laden phrases such as “worsening pov-
erty” and “growing inequality” Then in section 1.5 I argue that critics and
proponents interpret the technical evidence differently because they have
different opinions on the “deep facts,” that is, the fundamental processes
underlying globalization.!”

In arguing the importance of values as filters through which people pro-
cess facts that are presented to them, I follow the tradition of economists
and social thinkers such as Robbins (1932), Samuelson (1947), Graaff
(1962), and Robinson (1964). More recently, Dasgupta (2005) says, “facts
can be as subject to dispute as are values, in part because facts and values
are often entangled” (p. 3).

The implication of people’s inherently filtered interpretation of evidence
is that, although economists should continue to make every effort to im-
prove the quality of the facts on globalization and poverty, we should not
expect that this strategy alone will ever end the debate. As Putnam (1993)
writes, “It is all well and good to describe hypothetical cases in which two
people ‘agree on the facts and disagree about values,” but . . . when and
where did a Nazi and an anti-Nazi, a communist and a social democrat, a
fundamentalist and a liberal . . . agree on the facts?” (p. 146).

1.4.1 Poverty

This section seeks to identify and explain the concepts of poverty that
are most often employed by critics of economic globalization. It will show
that the concepts employed by critics tend to be ones that lead to a more
pessimistic conclusion about the impact of globalization on poverty. This
choice of concepts by critics could be viewed as simply a cynical means of
supporting their prior position. However, this section will argue that their
choice of definition of poverty is equally well explained by values and so-
cial preferences that many critics hold.

This section builds on the work of Ravi Kanbur (2001), who identified
several dimensions along which conceptions of poverty tend to vary:

 Total number of poor versus poverty incidence
e Monetary versus multidimensional measures

e Level of aggregation

 Time horizon

16. Although the discussion in this paper focuses on why the critics have formed strong
conclusions against globalization, the principles here could equally be used to explain to an
audience of critics or skeptics why the proponents of globalization have been able to form
such strong convictions on the topic.

17. Dasgupta (2005) describes “deep facts” as “the pathways that characterise social, po-
litical, and ecological systems” (p. 3).
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Numbers versus Incidence

Both Ravallion (2003) and Kanbur (2001) observe that the relative im-
portance of the total number of poor and the incidence of poverty is one of
the major points of difference in the globalization debate. Academic econ-
omists and international development agencies such as the World Bank
and UNDP rely almost entirely on incidence as the appropriate measure,
while critics of economic globalization refer almost without exception to
the total number of people living in poverty. The following “globalization
facts and figures” reported by the International Forum on Globalization
(IFG; 2001) illustrate this focus.

Excluding China, there are 100 million more poor people in developing
countries than a decade ago.—The World Bank, Annual Review of De-
velopment Effectiveness, 1999

Since 1980, economic decline or stagnation has affected 100 countries,
reducing the incomes of 1.6 billion people. For 70 of these countries, av-
erage incomes are less in the mid-1990s than in 1980, and in 43, less than
in 1970.—United Nations Human Development Report, 1999

We can understand the different focus of the two groups very easily if we
consider the advantages and disadvantages of the two concepts. If, for ex-
ample, we want to make intercountry comparisons, then poverty incidence
makes much more sense as a measure.'® Poverty incidence also allows the
poverty outcomes of a policy to be evaluated independent of the impact of
population growth. These are all things that economists and development
specialists wish to do. These poverty professionals also tend to believe that
poverty incidence is a better indicator of the ease with which poverty could
be eliminated in the next period.!® Thus, a decrease in the poverty incidence
is considered to be progress against poverty, even if the total number of
poor has not changed or has risen slightly, because the country is now in a
better position to fight poverty in the next period. It has also been argued
by Sala-i-Martin (2002b) that a veil-of-ignorance argument suggests that
poverty incidence is a more appropriate welfare measure than poverty
head count. He asks where we would prefer our children to be born: “in a
country of a million people with half a million poor (poverty rate of 50%)
or in a country of two million people and 600,000 poor (a poverty rate of
33%).”

For people outside the economics profession, the utility of a poverty

18. Itis possible, however, to conceive of alternative measures that could be used for inter-
country comparisons. For example, one could compare “poverty reduction rates” in much the
same way that GDP growth is used as the primary measure of overall economic performance.

19. Consider, for example, two countries that both have one million poor people. One
country has only one thousand rich people, and the other has ten million rich people. It is ob-
vious that the latter country is in a much better position financially to eradicate poverty.
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measure as an analytical tool is less important. Their focus tends to be di-
rectly on the goal, and that goal is to minimize the number of people who
are deprived of basic needs. Further, many would argue that there are ways
in which the total number of people remaining poor is a better measure of
how easy it will be to eradicate poverty in the future. This view is based on
an environmental-limits or neo-Malthusian perspective.?

As it turns out, whether one uses total number of poor or poverty inci-
dence does make a difference to the conclusions that one draws from an as-
sessment of world poverty trends. Although there is significant variation in
the estimates obtained using different methods or different time periods,
all of the estimates show a decrease in the incidence of poverty since the
1980s.2! The total number of extreme poor, however, has been variously
found to increase (World Bank 2000-2001), stay the same (World Bank
2001), slightly decrease (Chen and Ravallion 2004), or significantly de-
crease (World Bank 2002).22 Excluding China, or using a higher poverty
line, produces evidence of a significant increase in the total number of poor
(Chen and Ravallion 2004).2

Monetary versus Multidimensional Measures

Kanbur (2001) argues that critics of globalization tend to think of
poverty as a multidimensional concept rather than something that can be
fully captured by measures of average income or expenditure. In this re-
gard, critics are now on the same side as the majority of development econ-
omists (Thorbecke 2003; Kanji and Barrientos 2002; Kanbur 2001). Kan-
bur (2001) notes that health and education outcomes are now agreed to be
“on a par with income in assessing poverty and the consequences of eco-
nomic policy” (p. 1085). Evidence of the importance now placed on health
and education outcomes is provided by the UNDP’s Human Development
Report 2003, the World Bank’s World Development Report 2000, and the
World Bank and UNDP’s joint efforts on the “Millennium Goals.”

Though harder to quantify, empowerment, participation, and vulnerabil-
ity to shocks are also gaining acceptance as important dimensions of pov-
erty (Kanbur 2001; World Bank 2000-2001). The inclusion of these addi-
tional dimensions seems justified by the priorities of the poor themselves.

20. The argument is that if the creation of goods ultimately depends on environmental re-
sources, and those resources are limited, then an increase in the number of poor people in the
world is always a bad sign. Thus, this group tends to see poverty more as the result of lack of
access to resources than as a lack of economic activity.

21. For discussions of the issues involved in calculating poverty estimates, and the differ-
ent results obtained, see Wade (2002), Ravallion (2003), and Deaton (2001, 2002) as well as
the original source articles cited.

22. Note that the World Bank (2002) estimate of a 200 million reduction in the number of
poor is based on comparison of numbers generated by two incompatible methodologies
(Wade 2002).

23. In this paragraph references to the number of extreme poor are based on a poverty line
set at approximately $1 per day, while the higher poverty line referred to is $2.15 per day.
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A major study, Voices of the Poor: Can Anyone Hear Us? was published by
the World Bank in 2000 (Narayan et al. 2000). The authors found that pov-
erty was indeed multidimensional and that illiteracy, illness, humiliation,
absence of basic infrastructure, and lack of material well-being and physi-
cal assets (as opposed to income) formed the major issues.

The opinions of the poor also seem to suggest that the impact of global-
ization on their lives is less positive than measures of changes in their aver-
age income would suggest. Graham (2001) reports that the perceptions of
the poor and middle-class of their welfare change from national integra-
tion and liberalization are systematically below what is suggested by their
measured income change. Similarly, as Short and Wolfenson say in the
foreword to Voices of the Poor, “What poor people share with us is sober-
ing. The majority of them feel they are worse off and more insecure than in
the past” (Narayan et al. 2000).

People’s self-perceptions, of course, are always prone to subjectivity and
bias. So what do external measures of poverty’s other dimensions suggest
about the impact of globalization? As proponents of globalization like to
note, there have been significant improvements in literacy rates, life ex-
pectancy, and infant mortality over the last twenty-five years (e.g., Fischer
2003; Loungani 2003). As with the monetary measures, however, the use of
numbers rather than incidence tells a somewhat less laudable story. For ex-
ample, while the world rate of illiteracy fell by a third between 1980 and
2002, the total number of illiterate adults in the world decreased by a mere
1.4 percent over the same period.>* Similar patterns hold for other mea-
sures, such as infant mortality and access to clean water and sanitation.

Moving beyond an analysis of trends, Wei and Wu (2002) find evidence
from an econometric study using data from seventy-nine countries that a
faster increase in trade openness is associated with a faster increase in life
expectancy and a faster reduction in infant mortality. However, they find
no corresponding evidence for financial integration. Also on the issue of
health, Deaton (2004) argues that one’s perception of the impact of glob-
alization is also dependent on what one means by globalization. He sug-
gests that the things economists tend to think of in regard to globalization,
such as increased incomes and faster diffusion of health-related knowledge
and technologies, are beneficial to the health of the poor. On the other
hand, some of the institutional aspects of globalization, which are the fo-
cus of many critics’ concerns, may not be so beneficial. In particular, he

24. These data are from the World Resources Institute’s EarthTrends database. The world
literacy rate rose from 69.3 percent in 1980 to 80.2 percent in 2002. The total number of illit-
erate in the world rose from 883 million in 1980 to a peak of 890 million in 1988 and has been
falling steadily since then to around 871 million in 2002. This was helped in large part by
China, in which the number of illiterate has been falling steadily from 222 million in 1980 to
145 million in 2002, and hampered by India, where the number has been rising steadily from
250 million in 1980 to 291 million in 2002.
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suggests that the General Agreement on Trade in Services (GATS) may re-
strict the freedom of governments to shape their health delivery systems,
and that the TRIPs agreement may make provision of drugs in poor coun-
tries, particularly for HIV and AIDS, more expensive than necessary.

With regard to voice and empowerment, proponents of globalization
point out that the period of globalization has been accompanied by the
spread of democracy (e.g., Fischer 2003; Micklethwait and Wooldridge
2000). In contrast, as will be explained in section 1.5, many critics believe
that voice and empowerment are among the first casualties of globaliza-
tion. They believe that globalization shifts decision making to higher and
higher levels of government, well beyond the potential for meaningful
democratic participation from the poor.?> These two opinions are not,
however, as incompatible as they at first appear. Proponents of globaliza-
tion seem to be talking about whether the system in each country is funda-
mentally democratic, while critics of globalization are talking about the re-
alities of voice and participation within those countries that are already
ostensibly democratic.

Aside from the impact on democratic participation, there are two other
major claims made against globalization on the basis of nonmonetary di-
mensions of poverty. The first is that it increases vulnerability to shocks,
and the second is that reduced tariff revenues and neoliberal policies asso-
ciated with globalization lead to cutbacks in government services impor-
tant to the poor.

Kanbur (2001) provides a list of the type of services that people envisage
as being harmed by globalization but that are not recorded in monetary
measures of poverty:

If the bus service that takes a woman from her village to her sister’s vil-
lage is canceled, it will not show up in these [monetary] measures. If the
health post in the urban slum runs out of drugs, it will not show up. If
the primary school text books disappear, or if the teacher does not show
up to teach, it will not show up. (p. 1087)

Thankfully, there has been a large amount of research effort directed at
evaluating the concerns over both vulnerability and government service
provision. To attempt to summarize the conclusions of this research is to
do a grave injustice to this extensive literature. However, for our purposes,
with the help of Winters, McCulloch, and McKay (2004), we offer the fol-
lowing. First, there is agreement that capital account liberalization can
lead to increased macroeconomic volatility in developing countries (Bhag-
wati 1998; Fischer 2003; Prasad et al. 2003). Similarly, there is evidence that
the removal of government price support mechanisms can increase volatil-
ity of income for those dependent on the sale of agricultural commodities.

25. See IFG (2002). See also Bardhan and Mookherjee (2000), who claim that political
centralization may exacerbate problems of capture in the presence of inequality.
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However, the impact of other aspects of liberalization, such as trade liber-
alization, has been found to be sometimes stabilizing and sometimes desta-
bilizing. Finally, there is little evidence to support the claim that trade lib-
eralization and structural adjustment packages in developing countries
lead to cutbacks in the provision of public goods for the poor (Winters,
McCulloch, and McKay 2004).

Level of Aggregation and Time Horizon

It is often perplexing to economists to hear people refer to globalization
‘worsening poverty’ even in situations in which it is clear that the total
number of people in poverty has fallen. Part of the explanation for this puz-
zling view is that many people consider the phrase “worsening poverty” to
be apposite in any situation in which a significant number of already poor
people are made poorer. Kanbur (2001) attributes the greater concern that
critics of globalization have for those who lose from the process to a
smaller geographical perspective, or lower level of aggregation, and differ-
ent time horizon. He explains the smaller geographic perspective as fol-
lows: “For an NGO working with street children in Accra, or for a local
official coping with increased poverty among indigenous peoples in Chia-
pas, it is cold comfort to be told, ‘but national poverty has gone down’” (p.
1087).

With regard to time horizon, Kanbur suggests that critics of globaliza-
tion have at once a shorter-term and a longer-term worldview than many
of its proponents. The shorter-term view is the one that leads critics to feel
particularly concerned about the loss of income by certain subgroups as a
result of globalization-induced changes in the economy. This short-term
view is contrasted with the medium-term perspective of economists. In the
medium term it is argued that globalization will promote new industries,
and better jobs will become available to replace those that had been lost.

According to critics of globalization, the pertinent question is whether
the people who lost their livelihoods in the short term are likely to be the
same ones who gain a new and better source of income in the medium term.
In the case of middle-aged or older people, or where lack of education and
poor geographical mobility limit access to new opportunities, it may be the
case that the losers remain losers, for the rest of their lives.?¢

The problem with Kanbur’s explanation based on geographical scope
and time horizon is that it does not fully complete the picture. His examples
of nongovernmental organization (NGO) workers and local officials work-
ing with the poor do not explain why large numbers of people who work in

26. Ravallion (2003) provides some empirical evidence in support of this concern. He
claims that, when analyzing the poverty impact of economic integration, “it is quite common
to find considerable churning under the surface. Some people have escaped poverty while oth-
ers have fallen into poverty, even though the overall poverty rate has moved rather little”
(p. 16).
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office jobs in rich countries also appear to use the losses of certain sub-
groups as their criterion for claiming that globalization has worsened
poverty.

I propose a more basic explanation: that people simply do not like to see
poor people being made worse off. This could be interpreted as an indica-
tion that critics of globalization support a Rawlsian notion of social wel-
fare, as opposed to the utilitarian notion that is popular among econo-
mists. Another explanation is that although the rational side of most
personalities will tend toward a utilitarian perspective, the social side of
those same personalities will find personal tragedies such as the suicide of
South Korean farmer Lee Kyung Hae at the World Trade Organization
meeting in Cancun highly compelling. As behavioral economists are find-
ing more and more, we are often not consistent in our framing of such com-
plex values. More recent evidence from behavioral experiments suggests
yet another potential explanation: the critics are simply displaying a very
common human characteristic. After conducting experiments based on
hypothetical allocation decisions (unrelated to globalization), Baron
(1995) finds that

People are reluctant to harm some people in order to help others, even
when the harm is less than the forgone help (the harm resulting from not
acting). The present studies use hypothetical scenarios to argue that
these judgments go against what the subjects themselves would take to
be the best overall outcome. (p. 1)

It seems fair to conclude, then, that the balance between greater good
and personal losses is a dilemma to which there is no easy solution. Bal-
ancing stakeholder and national interests is the perennial challenge for
policymakers. Part of the reason that globalization is so unpopular may be
that, in order to get past the powerful stakeholders such as the owners of
capital in protected industries, policymakers have had to shift the balance
far toward being concerned with the greater national good. In such an en-
vironment, the voices of already marginalized groups such as peasants and
indigenous peoples have almost no chance of being heard.

Seen in the worst light, those middle-class white kids protesting in the
street in their wealthy countries are trying to stop something that has made
many of the world’s poor better off. Seen in the best light, they are trying
to give a voice to those who otherwise have none, and pushing policymak-
ers to think harder about how to soften those sharp edges of globalization.

1.4.2 Inequality

Critics of corporate globalization tend to consider the level of inequal-
ity to be an important component of social welfare, independent of its im-
pact on poverty. If there is a trade-off between fairness and efficiency, they
will lean toward fairness. Interestingly, the mounting evidence from be-



58 Emma Aisbett

havioral economics research is that they are not alone. As Fehr and
Schmidt (2000) find, “many people are strongly motivated by concerns for
fairness and reciprocity” (p. 1). And as Rogoff (2004) says, “In the long
run, global social welfare depends fundamentally on fairness and happi-
ness” (p. 4).

While the deep psychological reasons that people are concerned with
fairness are still being unraveled, some argue that there is a practical basis
for concern with inequality. Wade (2002) provides an example of the prac-
tical justification in his argument for why we should be concerned about ex-
change rate—based inequality between countries:

It may, for example, predispose the elites to be more corrupt as they com-
pare themselves to elites in remains why some people think that global-
ization leads to rich countries and squeeze their own populations in or-
der to maintain a comparable standard of living. It may encourage the
educated people of poor countries to migrate to rich countries, and en-
courage unskilled people to seek illegal entry.”® It may generate conflict
between states, and—because the market-exchange-rate income gap is
so big—make it cheap for rich states to intervene to support one side or
another in civil conflict. (p. 21)

In its Global Trends 2015 report (IFG 2002, p. 30), the U.S. Central In-
telligence Agency (CIA) also seemed to think inequality was worth worry-
ing about. According to them, globalization would create

an even wider gap between regional winners and losers than exists today.
[Globalization’s] evolution will be rocky, marked by chronic volatility
and a widening economic divide . . . deepening economic stagnation,
political instability and cultural alienation. [It] will foster political, eth-
nic, ideological and religious extremism, along with the violence that of-
ten accompanies it.

Given, then, that inequality is a common concern, the question still re-
mains why some people think that globalization leads to more inequality
and others think it leads to less. As with poverty, the explanation lies
largely in differences in what people really mean by inequality and wors-
ening inequality. Indeed, the debate over what type of inequality we should
worry about is even more intense than that over poverty. The intensity of
the debate seems to be fueled by the fact that inequality is a genuinely com-
plex concept. Concepts of inequality vary significantly depending on the

27. In this instance Rogoff is referring to the “long run” as the time after which absolute
poverty will have been eliminated. As he says in the same paper, “we can expect that as global
income inexorably expands over the next century, issues of inequality, rather than subsistence,
will increasingly take center stage in the poverty debate” (p. 1).

28. Straubhaar (quoted in IMF 1997, chap. 4) finds that net emigration from a poor coun-
try to a rich one tends to diminish when the wage differential between the two countries falls
below 1:4.
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person and on the framing of the issue presented to each person (Devooght
2003; Litchfield 1999).

In order to keep this paper a manageable length, I must once again apol-
ogize to an extensive literature (this time on the philosophical, axiomatic,
and social bases for selecting inequality measures), and move on to the ev-
idence that directly relates to globalization. In short, I will argue that crit-
ics of globalization tend to think in either absolute dollar terms or in terms
of polarization between the top and bottom of the income distribution.
They are also particularly concerned with the distribution of the gains
from globalization. In contrast, proponents of globalization, and most
academic economists, tend to use distributional measures of relative in-
equality, of which the Gini coefficient is the most popular.?

Inequality in the Absolute Gains from Globalization

According to both Kanbur (2002) and Ravallion (2003), emphasis on
absolute as opposed to relative inequality is the source of much of the per-
ception that globalization is increasing inequality.®® In support of this,
Ravallion quotes experimental evidence in which 40 percent of partici-
pants were found to think about inequality in absolute terms. To explain
what he means by absolute inequality, he provides the following example.
Consider an economy that has only two households, one with an income
of $1,000 and the other with an income of $10,000. Distribution-neutral
growth in the economy of 100 percent would double both incomes and
leave the Gini coefficient unchanged. However, the poorer household now
has $2,000 and the richer $20,000. This means that the richer household
gained ten times as much as the poor household. Many people would not
consider this a fair outcome and would probably describe it as an example
of increased inequality, despite the fact that relative inequality is un-
changed.

The example above is also relevant to the sweatshop debate. Consider the
case of a multinational corporation that opens a factory in a developing
country. The multinational provides better pay and conditions than simi-
lar local enterprises: say, a wage of $2.20 per day rather than $1.80 per day.
For the poor and unskilled in the local community, taking a job in the new
factory represents an improvement over their previous standard of living.
Meanwhile, as a result of transferring to the new, cheaper location, the
multinational makes cost savings of $18 per worker per day. Six dollars of
this saving is spent on paying off the investment in the new factory, six dol-

29. Different statistics regarding the population over which inequality is being measured
have also been used to advantage by both sides of the debate. This issue was discussed in sub-
section 3.2.

30. A pleasing development, perhaps in response to this observation, is that two recent
surveys of the debate on inequality and globalization (Sutcliffe 2004; Svedberg 2004) include
figures on and discussion of trends in absolute inequality.



60 Emma Aisbett

lars is passed on to consumers, primarily in rich countries, and corporate
executives collect six dollars as a bonus.

Despite the fact that the above situation clearly describes a Pareto im-
provement, many critics of globalization would consider it a bad outcome
on the basis that it was unfair. They would rather see a greater share of the
gains going to the poor workers. This issue is closely related to what Bird-
sall (2003) claims is the major reason for the popular perception that glob-
alization is good for the rich and bad for the poor. According to her,

We economists (and I put myself in that group) are missing the point.
True, world poverty may be declining and global inequality no longer
rising. But that does not mean that the global economy is fair or just. . . .
Even relatively benign outcomes may belie fundamentally unequal op-
portunities in an unfair global game. (p. 3)

Combining the insights of Ravallion and Birdsall, we may conclude that
many critics are concerned about inequality in absolute gains and in op-
portunities for gain from globalization.

Polarization and Top-Driven Inequality

Changes in inequality in absolute terms are no doubt important in the
minds of many critics. However, a perusal of the internet suggests that
there is a second concept of inequality that is also popular among critics of
globalization. The statistics most often quoted in support of the negative
impact of globalization on inequality are, in fact, measures of the /evel of
relative inequality (compare changes in absolute inequality as discussed
above). However, unlike economists’ measures, which are based on the en-
tire income distribution, the figures reported by critics of economic glob-
alization usually refer simply to the polarization of the distribution.* That
is, they focus only on the two ends of the distribution, which suggests a par-
ticular concern with top-driven inequality. Wade (2001) provides an excel-
lent example of the figures quoted on polarization:

Global inequality is worsening rapidly. . . . Technological change and fi-
nancial liberalization result in a disproportionately fast increase in the
number of households at the extreme rich end, without shrinking the dis-
tribution at the poor end. . . . From 1988 to 1993, the share of the world
income going to the poorest 10 percent of the world’s population fell by
over a quarter, whereas the share of the richest 10 percent rose by 8 per-
cent. (p. 72)

Statements such as this, which refer to changes in the relative incomes of
the top and bottom deciles, are typical of the criticisms of economic glob-

31. The same two recent surveys of inequality and globalization (Sutcliffe 2004; Svedberg
2004) that gave attention to absolute inequality also include significant discussion of polar-
ization measures. This shift toward more broadly appealing inequality concepts is to be ap-
plauded.
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alization that originate in relatively rich countries. However, according to
Graham (2001), top-driven inequality may also be important to the nega-
tive perceptions of globalization among the poor and middle class in
poorer countries. Graham’s argument is that by providing an ever-higher
benchmark for comparison, top-driven inequality leads people to under-
estimate their own income gains.

Knowing that many people think of inequality in terms of absolute gains
and polarization, rather than in terms of Gini coeflicients, goes some way
to explaining the confidence with which critics of economic globalization
assert that it causes increased inequality. The empirical evidence does sug-
gest that people do tend to gain from globalization in proportion to the
amount of wealth they already had.’> Moreover, as Sutcliffe (2004) points
out, polarization measures have tended to increase in recent times even
when the Gini coefficient is falling.?*

1.5 Dissatisfaction with the Process of Globalization

Capitalism is the astounding belief that the most wickedest of men will
do the most wickedest of things for the greatest good of everyone.
—John Maynard Keynes

This powerful network, which may aptly, if loosely, be called the Wall
Street—Treasury complex, is unable to look much beyond the interest of
Wall Street, which it equates with the good of the world.

—Jagdish Bhagwati (1998)

According to Bayesian learning theories, the conclusion that a person
draws from a given set of information is highly dependent on the prior
opinion of that person. Similarly, when faced with a number of conflicting
information sources of unknown quality, a person will place the most
weight on those sources that agree with their priors (Tenenbaum 2003).
These theories provide a very substantial explanation for why, despite the
vast research effort directed at proving whether globalization is good or
bad for the poor, large differences in opinion remain. The purpose of this
section is to explain why so many people form negative priors about the im-
pact of globalization on the poor.

32. This, as Ravallion (2003) points out, is the correct way to interpret Dollar and Kraay
(2001) and (2002).

33. This is particularly true for intercountry rather than true world inequality measures.
This effect also increases as the polarization measure becomes more narrow, thereby reflect-
ing a smaller proportion of the total income distribution. For example, according to Sutcliffe’s
(2004, p. 28) calculations, the ratio of the top to bottom 1 percent, 5 percent, and 10 percent
of the world’s population has at times risen even when the ratio of the top to bottom 20 per-
cent was falling. This provides yet another opportunity for critics and proponents of global-
ization to disagree on trends.
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The answer to our question begins with the observation that many crit-
ics view globalization as a process through which power is distilled upward
and away from the poor, toward a global elite. As Kevin Danaher, author
and public education director of the large nonprofit organization Global
Exchange, writes:

Within the global movement for changing how capital gets invested,
there are two key questions being raised. First, who is sitting at the table
when the investment decisions get made? Second, what are the values
guiding the process?

If the people sitting at the table are a mono-crop (wealthy, white
males), then the policies coming from that decision-making process
cannot reflect the needs and desires of the rest of us. . . . A mono-crop
of pro-corporate voices at the decision-making table will shut out other
sectors of society, such as workers, environmentalists, churches, com-
munity groups, and others. Thus “democracy” becomes an empty
phrase because the diversity of voices that is essential for real democracy
is blocked by those with power not wanting to share it. (Danaher 2001)

Although corporate executives are the most often envisaged members of
the global elite, critics also see it as including technocrats, bureaucrats, and
politicians.** McMurtry (2002) provides a lucid and impassioned example
of concern over the concentration of power associated with globalization
in his article “Why the Protesters Are Against Corporate Globalization™:

The ultimate subject and sovereign ruler of the world is the transnational
corporation, operating by collective prescription and enforcement
through the World Trade Organization in concert with its prototype the
NAFTA [North American Free Trade Agreement], its European collab-
orator, the EU, and such derivative regional instruments as the APEC
[Asia-Pacific Economic Cooperation], the MAI [Multilateral Agreement
on Investment], the FTAA [Free Trade Area of the Americas], and so on.

Together these constitute the hierarchical formation of the planet’s
new rule by extra-parliamentary and transnational fiat. (p. 202)

The second half of the answer to our question “Why do people form
negative priors about the impact of globalization on the poor?” is that few
noneconomists believe that this powerful, self-interested global elite will
make decisions that maximize long-run benefits to the poor. Indeed, the
assumption is more commonly that the elite will make decisions that are
good for the elite, and that what is good for the elite is almost invariably
bad for the poor.* Consider the following quotation from the World

34. For example, this is an ongoing theme in Korten’s (2001) hugely successful book When
Corporations Rule the World, an entire chapter of which is titled “Building Elite Consensus.”
35. Itis worth noting here that this is an area of important difference between critics of the
current form of globalization and those who may be truly described as opposed to globaliza-
tion. The first group includes organizations such as Oxfam International and Greenpeace.
These groups are global themselves, and thus their position is that global governance can
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Trade Organization (WTO) overview on the web site of Global Trade
Watch.

The WTO and GATT Uruguay Round Agreements have functioned
principally to pry open markets for the benefit of transnational corpora-
tions at the expense of national and local economies; workers, farmers,
indigenous peoples, women and other social groups; health and safety;
the environment; and animal welfare. In addition, the WTO system’s
rules and procedures are undemocratic, un-transparent and nonaccount-

able and have operated to marginalize the majority of the world’s people.
(emphasis added)

While these statements are somewhat lacking in balance, they do hint at
a number of important policy questions that have attracted some academic
interest but are deserving of much more. Of all these questions, the one on
which the gap between public concern and academic interest has been the
greatest is the role of big business. A reading of the many web sites set up
to criticize globalization reveals that this issue is the most widely held con-
cern of the general public with regard to globalization. However, if you
don’t have time to surf the Web, evidence of this may easily be found in the
titles of the two best-selling antiglobalization books: David Korten’s When
Corporations Rule the World and Naomi Klein’s No Logo. However, the
role of imperfect competition in the context of international trade and the-
ories of multinational firms is emphasized less today than it was twenty
years ago. Although the importance of departures from perfect competi-
tion was emphasized in models of strategic trade and infant industries in
the 1980s, in the 1990s economists generally emphasized the importance of
global competition in removing instead of enhancing market power.

As the two book titles above suggest, people are concerned about both
the political and the market power of transnational corporations. Concern
about the political power of big business exists independently of concern
over globalization.’” However, critics believe globalization exacerbates the
problem of corporate power in three ways. First, it facilitates the expansion
of the richest and most powerful corporations into countries whose gov-
ernments are more susceptible to capture and whose populations are far

work but that the influential global elite needs to be expanded to include civil society in a role
as strong as that of big business. In contrast, the latter group, which includes most notably the
IFG, tends to believe that democracy will deliver better policies than a combination of tech-
nocracy and lobby groups, even if the lobby groups are broadly balanced. They argue further
that democracy cannot function when the representative group exceeds a certain maximum
size, which is far smaller than the world population. Thus, they argue that global governance
is inherently flawed and local, democratic self-determination is to be preferred.

36. http://www.citizen.org/trade/wto/index.cfm

37. A Business Week/Harris Poll published in the September 2000 edition of Business Week
showed that 72-82 percent of respondents agree that business has gained too much power
over too many aspects of American life, while 74-82 percent agreed that big companies have
too much influence over government policy, politicians, and policymakers in Washington.
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less empowered than those in their home countries. The most commonly
cited examples of the problem are the labor conditions of footwear and
clothing manufacturers, and damage to health and livelihoods of local
populations in the vicinity of oil and mining operations. It is further
claimed that protest and unrest by indigenous or labor groups is violently
repressed by the national government directly or paramilitaries, and that
the foreign corporation either actively supports the repression or complic-
ity ignores it. Some of the most commonly cited cases involve Nike and the
Gap in Indonesia, Coca-Cola in Colombia, Rio Tinto and Freeport Mc-
Moran’s joint venture in Irian Jaya (a reluctant part of Indonesia), and
Shell in the Niger Delta.3

The second way in which globalization is believed to exacerbate prob-
lems of corporate power is that it involves the strengthening of suprana-
tional institutions, to which critics believe large corporations have dispro-
portionate access. The WTO is the most often criticized international
institution in this regard, and the TRIPs agreement is the most often criti-
cized outcome of this perceived influence.?* Third, globalization is believed
to exacerbate the problem of excessive corporate political power because it
is believed to make big business even bigger, and power is believed to be
proportional to size.*

Proponents of globalization often hold a much more optimistic view of
the impact of globalization on corporate political power. They argue that
corporate input to policymaking can be constructive and that globaliza-
tion actually decreases the likelihood of policy capture by industry. The lat-
ter point is supported by the observation that globalization is often associ-
ated with increased accountability and openness of national governments,
and increased competition for national monopolies. In addition, it is ar-
gued that the costs of corruption and excessive regulation are higher in an
open economy, leading to increased pressure for institutional reform (Bo-
laky and Freund 2004). There is also empirical evidence to support these
proposed linkages (Ades and Di Tella 1999; Berg and Krueger 2003). Bard-
han (2003, 2004) suggests that the forces identified by both sides of the
debate are likely to be at work.*! Consequently, he says, the effect of glob-
alization on the political equilibrium will vary on a country-by-country
basis, and he calls for more systematic empirical studies on the topic.

We turn now to the second major source of concern with corporate glob-
alization, that is, increased market concentration. This issue, according to
Kanbur (2001) is “undoubtedly the most potent difference in framework

38. To learn more about these claims, simply enter the company name and location in your
favorite search engine. Alternatively, visit the high-quality site of the Global Policy Forum,
http://www.globalpolicy.org/, where you can enter the key words in their Google-driven
search facility or browse by category. The web site contains thousands of news articles as well
as reports by both NGOs and UN committees.

39. See, for example, Bardhan (2003) and Deardorff (2003).

40. See, for example, Renner (2000).

41. See also Bardhan and Mookherjee (2000).
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and perspective” in the globalization debate (p. 1089). Bardhan (2003) and
Bhagwati (2002) also note that one of the fundamental differences between
globalization’s proponents and critics is that the former consider the im-
pacts of market liberalization within a framework of perfect competition,
while the latter consider it in the context of highly imperfect competition.
Thus, while much economic research has considered the ability of global-
ization to reduce the market power held by previously monopolistic do-
mestic firms, many critics see globalization as a mechanism by which the
oligopolistic reach of the transnational corporations spreads to the far-
thest corners of the globe.

The important implication of the assumption of a world of imperfect
competition is that it makes distortions in both factor and goods markets
feasible.*> Hence it is possible to believe that the poor are being exploited
both in their role as suppliers of inputs, particularly labor, and in their role
as consumers of finished products. A classic example of this belief was the
debate in India in the mid-1990s. Many small farmers were suffering at the
same time that many poor consumers were facing rapidly increasing food
prices. The culprits, some claimed, were the rapidly expanding foreign
agribusinesses that were acting as middle men in the food supply chain.*?

Although it is unlikely that foreign agribusinesses were the primary
cause of the consumer price hikes in the Indian example, there is some ev-
idence that some large transnational corporations do have market power.
Some major world markets are highly concentrated, and business execu-
tives continue to strive for greater market share under the belief that this is
necessary in a globalized economy (Ghemawat and Ghadar 2000).* Ac-

42. For example, Sethi (2003) claims that “most modern economies operate under condi-
tions of imperfect competition where corporations gain above-normal profits, i.e., market
rent, from market imperfections. Therefore, corporations should be held accountable for a
more equitable distribution of these above-normal profits with other groups, e.g., customers,
employees, etc., who were deprived of their market-based gains because of market imperfec-
tions and corporate power” (p. 1). Deardorff (2003) attempts to provide an economic model
describing the exploitative power that corporations are accused of exercising over labor.

43. For example, in a speech in late 1998, then Prime Minister Shri Atal Bihari Vajpayee
said that

A major area of concern for all of us in the supply and distribution of essential commodi-
ties is the exploitative role of middlemen. This was evident even in the recent spurt in
prices—the difference between wholesale and retail prices of onion, potatoes, pulses and
edible oils was sometimes in the 200 per cent to 300 per cent band.

The worst irony is that increased purchase price for the consumer does not mean better
sale price for the farmer. Prices of agriculture produce often fluctuate so wildly from year
to year due to market manipulations by middlemen, that sustainable crop planning be-
comes a near impossibility. (quoted in India News Online 1998)

See also Shiva (2002) and Aragrande and Argenti (2001).

44. An example of such concentration can be seen in autos, where the top five firms ac-
count for almost 60 percent of global sales. In electronics, the top five firms have over half of
global sales. And the top five firms have over 30 percent of global sales in airlines, acrospace,
steel, oil, personal computers, chemicals, and the media. These figures are from Morgan Stan-
ley Capital International and the International Data Corporation, quoted in the Economist
(“A Game of Global Monopoly,” March 27, 1993, Survey 17).
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cording to a recent report from the FAO Committee on Commodity Prob-
lems (FAO 2003) market concentration and vertical integration are “grow-
ing realities” in grain and cereal markets, which can be traced in part to
trade liberalization, aggressive export promotion policies, and privatiza-
tion of government trading entities. Ghemawat and Ghadar (2000), how-
ever, argue that hard empirical evidence that globalization of an industry
drives increased concentration of that industry is lacking. Bardhan (2003)
suggests that the impact of globalization on market concentration is in
need of more empirical investigation. However, he adds that even if the is-
sue is validated empirically, protesters should be lobbying for better anti-
trust laws, not more trade restrictions.

1.6 Conclusion

This paper has attempted to explain why criticisms of globalization’s
impact on the poor continue to abound despite the general consensus that
liberalization promotes growth and growth is good for the poor. The expla-
nation consisted of four parts. First, many people view the empirical
evidence in favor of globalization skeptically because they see globaliza-
tion as a process through which power is concentrated upward and away
from the poor. In particular, they see transnational corporations as gaining
a disproportionate amount of both political and market power. Critics of
globalization are also firmly of the opinion that corporations will use their
increased power in ways that benefit themselves and harm the poor.

Although these concerns are not without basis, there are mediating
factors that make it difficult to conclude that globalization is increasing
corporate power or that increased corporate power is necessarily bad for
the poor. On the first point it is important to remember that globaliza-
tion exposes many previously powerful national corporations to outside
competition, and requires greater transparency in government policy-
making. On the second point, it may be that the efficiency benefits of
large corporations outweigh any losses from increased market power.
Thus, it would seem that there is room for more empirical research to de-
termine whether the corporate globalization does indeed give the poor
cause for concern.

The next part of the explanation focused on the multiplicity of meanings
of the phrases “worsening poverty” and “increasing inequality.” The dis-
cussion in regard to poverty followed on from Kanbur’s (2001) work, which
identified four major differences between the concepts of poverty em-
ployed by globalization’s critics and proponents. These four dimensions
are the total number of poor versus poverty incidence, monetary versus
multidimensional measures, level of aggregation, and time horizon. I ar-
gued that although level of aggregation and time horizon do appear to be
important distinctions, they are both emblematic of a more general con-
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cern that the poor should not be the ones to bear the adjustment costs of
globalization.

I then examined the implications of each of these different concepts for
the assessment of the progress of the last twenty years. It was argued that
invariably some groups of poor are adversely affected by globalization,
even when a much larger number of poor are made better off. Thus, con-
cern for negatively affected subgroups will always lead to a less favorable
assessment of the impact of globalization. In the presence of strong popu-
lation growth, looking at total number of poor rather than poverty inci-
dence also leads to a predictably more pessimistic assessment. However,
the implications of including nonmonetary dimensions of poverty are less
clear. Many people clearly believe that liberalization will lead to negative
impacts on nonmonetary dimensions of poverty, but the empirical evi-
dence on this is mixed.

In regard to inequality [ argued that economic research generally applies
measures of the shape of the income distribution, while many of the criti-
cisms of globalization are based on polarization and on changes in ab-
solute inequality. The latter concept is related to the observation that the
poor often do not have equal access to the opportunities presented by glob-
alization (Birdsall 2003; Winters, McCulloch, and McKay 2004). Both
polarization and absolute changes in inequality tend to indicate rising
inequality more often than the measures of inequality preferred by
economists.

The next section showed that there remain important unresolved
methodological issues in the calculation of even the most fundamental
poverty and inequality measures. Foremost among these issues are the use
of household survey data versus national accounts data to estimate aver-
age national incomes, and the method of comparing incomes across coun-
tries and over time. Both of these issues have major implications for our as-
sessment of the last twenty years. Until we reach a consensus on them,
there will be empirical support for both optimistic and pessimistic views of
the period of globalization.

Global trends over the last twenty years, however, are not the best facts
on which to base claims about the benefits or otherwise of globalization.
Thorough empirical work, which links specific policy measures to poverty
outcomes, provides a far better basis. The empirical work to date has con-
tributed to a broad acceptance that trade and FDI are growth promoting.
Yet much work remains to show which policies can reduce the adjustment
costs borne by the poor and maximize the share of the benefits they obtain
from globalization.

Overall it seems that the difference of opinion between globalization’s
supporters and critics can be largely explained by differences in prior views
and priorities, as well as current ambiguities in the empirical evidence.
Rather than viewing criticism as a burden to be thrown off as quickly as
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possible, policymakers and researchers alike could do well to heed its mes-
sage: “good” isn’t good enough. We owe it to the world’s poor to do better.

Appendix

Summary of Remaining Disagreements

Strong Globalizers
Globalization is good for the poor.

Inequality should not be a concern
as long as poverty is decreasing.
Relative inequality is the appro-
priate measure of inequality.

The proportion of the population
living in poverty is the appropriate
measure of poverty outcomes.

Current income-based measures
are sufficient for answering most
questions regarding the benefits of
globalization.

More liberal trade is always better.

It is optimal for developing coun-
tries to unilaterally liberalize their
economies.

The way in which growth is
achieved makes little difference to
distributional outcomes; therefore
governments should employ pol-
icies that focus on maximizing
growth.

Cautious Globalizers
Globalization is bad for the poor.

Absolute inequality should be a
concern in its own right, regardless
of poverty outcomes.

The absolute number of people liv-
ing in poverty matters more than
the proportion.

Poverty measures should include
empowerment and vulnerability.

Total trade liberalization may not
be the best means of promoting
trade in the longer term, and even
if it is, it may come at too great a
cost in terms of social and environ-
mental policies. Totally free trade
is unlikely to be the optimal policy,
and the optimal policy mix will be
case specific.

Developing countries should refuse
to further liberalize their econ-
omies until the major economic
powers genuinely improve access
for developing-country exports.

Maximizing short-term growth is
not necessarily the way to produce
sustainable reductions in poverty.
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Governments should place minimal
controls on FDI in order to attract
as much as possible.

Policies that improve the profitabil-
ity of large foreign corporations
should be undertaken, because
these corporations provide jobs for
unskilled workers and bring in new
technology.

Although the provision of safety
nets is important, lack of safety
nets should not be used as a reason
for delaying liberalization.

Government provision of essential
services such as health, education,
water, and power is inefficient and/
or corrupt; therefore these activities
should be privatized. This can be
done without negative effects on the
poor by provision of subsidies or
vouchers.

Opening economies to foreign trade
and investment improves competi-
tiveness and eliminates inefficien-
cies caused by national monopoly
power.

Large reductions in wages in previ-
ously protected sectors are merely
evidence that these sectors were
earning monopoly rents that they
were sharing with their workers.

Opening reduces the potential for
capture of economic and political
power by local elites.

Governments should place controls
on FDI in order to maximize the
welfare gain to the host country.

Policies that improve the profitabil-
ity of large foreign corporations
should not be undertaken, because
the poor and the environment in-
evitably pay for the extra profits
gained.

Liberalization should not proceed
until adequate safety nets are in
place.

Government provision of essential
services is the only means of ensur-
ing that all the poor have access to
them at a reasonable standard. Pri-
vatization will have severe negative
consequences for the poor.

Opening economies to foreign
trade and investment eliminates
smaller local firms and further ex-
tends the oligopolistic power of the
transnational corporations.

Large reductions in wages in previ-
ously protected sectors send many
previously middle-class people to-
ward poverty. It is evidence of the
shift toward corporations in rela-
tive bargaining power that accom-
panies opening.

The evidence is that integration
with world markets is associated
with relative increases in the in-
comes of the very rich. This makes
it difficult to believe that their eco-
nomic and political power has
shifted toward the lower income
brackets. If anything, local elites
must now share their power with
international elites.
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Political reform is necessary in
many developing countries; liberal-
ization will provide a catalyst for
reform.

It is appropriate to have enforceable
supernational trade and investment
agreements. They will ultimately
lead to an optimal outcome.

The effect on the political equilib-
rium will be case specific, and it is
highly possible that liberalization
will have detrimental effects.

Nation states should not relinquish
power to international bodies,
since democracy does not function
at such a high level. Or Economi-

cally oriented international bodies
such as the WTO need to be bal-
anced by equally powerful interna-
tional organizations whose pri-
mary concerns are social and
environmental.
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Comment Xavier Sala-i-Martin

Emma Aisbett has written an interesting paper about why mainstream
economists and the so-called critics of globalization seem to disagree
about the economic impact of globalization. The central point of the paper
is that the critics have some negative priors about globalization and aca-
demic research does not provide clear evidence that they are wrong. By not
providing unequivocal results about aspects such as the evolution of
poverty or inequality in the purported era of globalization, the critics can
always point to some piece of empirical evidence that supports their pre-
conceptions. Economists’ lack of clarity, the author argues, is evident, for
example, in the way poverty or inequality is defined or in the lack of ro-
bustness of econometric studies.

The first question one should ask is whether academic economists
should engage in these debates. When I first asked myself this question, the
book Conversations with Economists (Klamer 1984) came to my mind. In
that book Robert Solow was asked about what was then the new classical
macroeconomics based on general equilibrium models and rational expec-
tations. His answer was “Suppose someone sits down where you are sitting
right now and announces to me that he is Napoleon Bonaparte. The last
thing I want to do with him is to get involved in a technical discussion of
cavalry tactics at the Battle of Austerlitz. If I do that, I'm getting tacitly
drawn into the game that he is Napoleon Bonaparte.”

Of course, the classical economists Solow was referring to back in 1984
were making very valid points. So valid that general equilibrium models
became standard practice in macroeconomic research over the following
two decades . .. and three of their intellectual leaders—Robert Lucas,
Finn Kydland, and Edward Prescott—ended up winning the Nobel Prize.
But the fact that classical economists had valid points does not mean that
everyone who criticizes standard economics has valid points also. The
thrust of Solow’s argument is still valid: economists should not engage in
serious debates with every critic, every social and political movement. In
this particular case, it is not clear whether academic research should

Xavier Sala-i-Martin is a professor of economics at Columbia University and a research as-
sociate of the National Bureau of Economic Research.
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change its normal course simply because a number of protesters fail to un-
derstand international trade or cross-country econometrics.

What seems clear, however, is that should academic economists choose
to engage in such debates, they should not lower their standards. Just be-
cause the critics have strange priors, we should not accept claims based on
substandard methodological practices. The debate with the critics must be
based on sensible theories and on accepted econometric methods. The rea-
son I mention this is that the methodology used by the critics (as it is de-
scribed in the paper) seems to be the following:

1. Define the globalization period.

2. Check whether poverty and inequality have increased or decreased
during this period.

3. Conclude that globalization is good or bad, depending on whether
poverty and inequality have decreased or increased.

This methodology has a number of serious problems. First, globaliza-
tion is not a well-defined phenomenon and, as a result, the globalization
period cannot be properly defined. The critics seem to suggest that the
globalization period is the decades that follow 1980, but it is not clear why.
What exactly happened to any measure of openness that warrants taking
1980 as the first year of the globalization period? The lack of a clear and
unambiguous definition leads us to the absurd situation (which is patent in
table 1.2 of the paper) where it seems that if one can show that inequality
has increased in any five-year period after 1980, then one has shown that
globalization is bad.!

The second problem with this methodology is that it fails to prove that
the supposed increases (or declines) in inequality are due to globalization
as opposed to the thousands of other things that occurred during the same
period. Imagine that a bunch of protesters decide to form a movement
called “critics of MTV.” The movement has credible priors that MTV is bad
for the economy (because it takes young citizens’ time away from study and
productive work, which significantly affects human capital, and it changes
their attitudes toward sacrifice, competition, and risk taking, which im-
pacts their productivity and their incentives to invest and become entre-
preneurs). To prove the validity of their conjectures, the group defines the
“MTYV period” as the post-1980 period (MTV was created in 1981). They
then go to the economics literature and find out that some measures of
poverty and inequality have exploded during this period, and they con-
clude that their priors were correct: MTV is bad for the economy!

Would anyone take the “critics of MTV” seriously if they simply show

1. Table 1.2 reports a very influential paper by Milanovic (2001), in which worldwide in-
equality is estimated for 1988 and 1993. The increase in the value of the Gini coefficient dur-
ing this five-year period has been widely quoted by the critics as evidence that globalization
has adverse effects on the evolution of world income inequality.
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this kind of empirical evidence to support their priors? I would think the
answer is no. And if it were to be taken seriously, the group would actually
have to fight the critics of globalization because they would both have pre-
sented exactly the same empirical evidence. And I suppose they would have
to fight with the “critics of the personal computer,” the “anti-Walkman”
crowd, and the “opponents of the disposable camera” (all of which prod-
ucts were introduced in the early 1980s). The fact that these things have
happened after 1980 is no evidence that MTV, Walkmans, disposable cam-
eras, or globalization is bad (or good). I would assume that, at the very
least, these groups should show whether the citizens of the countries that
have experienced increases in poverty rates have access to MTV, whether
they use Walkmans or disposable cameras, or, yes, whether the countries in
which they lived have indeed globalized. Notice that this is very hard to do
without an empirically useful definition of globalization, and it certainly
cannot be done by simply (loosely) defining a “globalization period” and
observing what happened during it.

Having said that, I will abstract from this problem for the rest of the pa-
per, and pretend that we can actually talk about and measure the “global-
ization period” and analyze the evidence on poverty and inequality over
the last couple of decades.

Aisbett is correct in pointing out that the definition of poverty is not
clear: it is a multidimensional concept that goes beyond income; there are
debates on how to adjust for purchasing power parity (PPP); and it is not
clear whether one should measure income poverty or consumption
poverty. Moreover, even if all these issues were to be resolved (that is, even
if we agreed that we can use a monetary measure and that this measure
should be adjusted by a particular system of PPP prices), it is still unclear
what is the line that defines poverty. The two most widely used lines are
what the World Bank calls “extreme poverty line” (which corresponds to
$1 a day) and the “poverty line” ($2 a day). Of course, these lines are arbi-
trary . . . but any other lines would be also.

The fact that all these methodological questions exist does not mean,
however, that anything goes in the debate on poverty. Yes, poverty is a
multidimensional concept, but in order to show that “real” poverty has
increased while “monetary” poverty has declined, one has to show a deteri-
oration of these additional measures. And most of them show an overall
improvement over the last two decades: life expectancy is up, education has
increased, literacy rates have improved, starvation has gone down, access
to water and sanitation has increased, and so on.

In terms of monetary poverty, the claim made by Aisbett is that it is not
clear whether poverty has increased or declined because poverty rates (or
incidence) seem to have declined clearly whereas the total number of citi-
zens living below the poverty line may have increased. The problem, ac-
cording to her, is that since the critics can pick and choose their favorite
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measure, they can always argue that poverty has increased. There are two
problems with this argument. First, people are not allowed to pick and
choose a measure ex post, based on their prejudices. It might make little
sense to use certain indexes to deal with particular questions. If, on the
other hand, one asks whether we should be more concerned about poverty
rates or head counts, a veil-of-ignorance argument used in Aisbett’s paper
suggests that rates are probably more important.

What is the evidence on the evolution of poverty rates? Let me show you
the results that I got in some of my own research (I apologize for the self-
cite). Figure 1C.1 shows the evolution of income poverty using $1-per-day
and $2-per-day lines. The rates were cut by between one-half and two-
thirds between 1970 and 1998: the $2-per-day declines from 0.4 to 0.18 and
the $1-per-day falls from 0.17 to 0.06 over the same period. If we look at
this more important measure of poverty, the world is certainly improving.

The problem, as suggested by Aisbett, is that in a world with rising pop-
ulation, poverty rates may fall at the same time that poverty numbers in-
crease! And if one is allowed to pick and choose whether to look at rates or
counts, one is essentially allowed to choose whether poverty increases or
decreases. The problem with this line of reasoning is that poverty counts
have also declined during the last two decades! Figure 1C.2 shows that the
$1-per-day count fell from 600 million in 1976 to 350 million in 1998. The
$2-per-day figures also show a reduction from 1.4 billion to about 1.0 bil-
lion during the same period.

Are these numbers crazy? Some people (from the World Bank) criticize
them because I used income per capita from the national accounts to pin
down the mean of the distribution as opposed to using the survey means (a
method used by the World Bank). The reason is that the means of the sur-
veys do not grow as fast as the income per capita as computed by the na-
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Fig. 1C.2 Poverty head counts

tional accounts. It is not entirely clear why these discrepancies exist. How-
ever, in a recent article published in the Economist, Martin Ravallion (re-
search manager of the Development Research Group of the World Bank)
argues that the World Bank $1-per-day numbers are comparable to my $2-
per-day figures (Ravallion 2004). According to Ravallion, “The [World]
Bank currently estimates that the world poverty rate fell from 33% in 1981
(about 1.5 billion people) to 18% in 2001 (1.1 billion), when judged by the
frugal $1-a-day standard.”?> My conclusion is, therefore, that the most em-
pirical evidence from academic researchers as well as the World Bank sug-
gests that both poverty rates and counts have been declining dramatically
over the last two decades, the two decades that the critics called the glob-
alization period.

An interesting question is whether the poverty lines used make sense.
The $1-a-day line is clearly arbitrary . . . but so would be any other line!
The problem for the critics is that poverty rates fall for all conceivable
poverty lines! To demonstrate this, figure 1C.3 shows cumulative distribu-
tion functions (CDFs) for 1970, 1980, 1990, and 1998. We see that the 1980
CDF curve stochastically dominates that of 1970, that the 1990 CDF curve
stochastically dominates that of 1980, and that the 1998 CDF curve sto-
chastically dominates that of 1990. In other words, poverty rates declined
between 1970 and 1998 for every conceivable poverty line. Thus, engaging
in debates about what exact poverty lines we should be considering when
making statements about how poverty has evolved during the “globaliza-
tion period” is not likely to change the conclusion that poverty rates have
declined and that globalization is (I suppose) good for the poor.

2. Compare with my figures of 38 percent (1.4 billion) in 1981 and 18.5 percent (1.0 billion)
in 1978 (Sala-i-Martin 2002).
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Fig. 1C.4 Poverty rates for world regions: $1 per day

A common practice among critics consists in suggesting that poverty ac-
tually increases if we exclude China (or China and India) from the analysis
(Aisbett cites a report by the World Bank that does exactly that in section
1.4.1). This is true, but perhaps irrelevant: of course when we exclude those
countries where poverty declines, poverty in the remaining countries in-
creases. Which is not to say that we should ignore the regions of the world
that witness deterioration of poverty rates and counts. The really important
questions are (1) what regions of the world are witnessing a deterioration of
poverty rates, (2) whether poverty is falling in China only, and (3) whether
the cause of increasing poverty, wherever that happens, is globalization.

Figure 1C.4 displays poverty rates for Asia, China, Asia minus China,
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Fig. 1C.5 Poverty head counts for world regions: $1 per day

Latin America, and Africa. We see that poverty rates have declined sub-
stantially in China, but also in the rest of Asia (thus, it is not true that
poverty declines only in China). We notice that, after falling during the
1970s, poverty rates stagnated in Latin America. The real problem occurs
in Africa, where $1/day rates have almost doubled from a bit over 20 per-
cent to just above 40 percent. Figure 1C.5 shows that poverty counts also
declined in China, the rest of Asia, and Latin America, but have increased
in Africa.

Of course, if one wants to use these data and argue that globalization
causes poverty, one should show that East Asia, South Asia, and Latin
America have experienced more globalization than Africa. One way to an-
swer this question is to follow Dollar and Kraay (2000), who divide coun-
tries into those that globalized after 1980 and those that reduced their ex-
posure to globalization and estimate the evolution of poverty in each of the
two groups.® If we use a $1-per-day line, poverty counts fell by 309 million
people within post-1980 globalizers and increased by 79 million in coun-
tries that failed to globalize (see table 1C.1). If we use the $2-per-day line,
the numbers are —478 million and +80 million, respectively. Of course,
which country should be assigned to which group remains a controversial
issue, in part because we do not have an empirically useful definition of
globalization, which is precisely why I mentioned earlier that this should
be a priority of researchers of this field. If we had a good and empirically
useful definition of globalization (and I have argued repeatedly that we do
not) we could estimate a cross-country regression where the change of

3. See Dollar and Kraay (2000) for definitions. Of course, if we had a good and empirically
useful definition of globalization (and I have argued repeatedly that we do not) we could es-
timate a cross-country regression where the change of poverty rates are the dependent vari-
able and globalization is the explanatory variable.
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Table 1C.1 Evolution of poverty rates and head counts

Poverty rates

Poverty head counts

Population $1/day $2/day $1/day $2/day
A. Globalizers
1970 1,615,775 0.251 0.608 405,323 981,661
1980 1,986,033 0.193 0.506 382,841 1,005,457
1990 2,373,008 0.094 0.334 223,615 792,142
1999 2,655,988 0.036 0.190 95,660 503,506
Change since 1970 -0.215 -0.418 -309,663 —-478,155
Change during 1970s -0.058 -0.101 22,482 23,796
Change during 1980s -0.099 -0.172 -159,226 -213,315
Change during 1990s -0.058 -0.144 -127,955 -288,635
Change during 1980s + 1990s -0.157 -0.317 —287,181 501,950
B. Nonglobalizers
1970 454,464 0.180 0.420 81,888 190,870
1980 589,005 0.106 0.324 62,395 191,053
1990 758,979 0.122 0.296 92,872 224,941
1999 906,102 0.178 0.299 161,087 271,272
Change since 1970 -0.002 -0.121 79,199 80,402
Change during 1970s -0.074 -0.096 -19,493 183
Change during 1980s 0.016 -0.028 30,477 33,888
Change during 1990s 0.055 0.003 68,215 46,332
Change during 1980s + 1990s 0.072 -0.025 98,692 80,220

poverty rates is the dependent variable and globalization is the explanatory

variable.

My next few points relate to the debate on the evolution of world income

inequality. This debate resembles that of poverty: there is controversy on
whether one should use national accounts data or survey data to pin down
the means of the distributions; there are arguments on what index of in-
equality one should use; and there are debates on how or whether to adjust
for PPP. This last debate is a bit bogus: the Robert Wade quotation in sec-
tion 1.4.2 of the paper (“exchange rate inequality may predispose the elites
to be more corrupt, as they compare themselves to the elites in rich coun-
tries”) is an interesting example of creative ex post rationalization that
seeks to justify one measure of inequality that increases (and therefore jus-
tifies one’s prejudices). It should be clear that, in order for us to be able to
measure inequality across objects, objects must be comparable. And, since
PPP-unadjusted income data across countries are not comparable, in-
equality measures that use these data should not be considered.*

4. Besides, Wade’s ingenious justification leaves unclear why the elites want to compare the
amount of dollars they have rather than the size of their villas, the eccentricity of their parties,
or the length of their boats. If the critics have to rely on this kind of creative and noncredible
theorizing to argue that the world is deteriorating, they are in deep intellectual trouble.
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Fig. 1C.6  Global income inequality: Gini coefficient

If one uses PPP-adjusted income and anchors the mean of the distribu-
tion to GDP per capita, measured global inequality among individual in-
comes is clearly not “exploding.” Figure 1C.6 displays the Gini coefficient
I reported (Sala-i-Martin 2002). Worldwide inequality increases during the
1970s and declines over the following two decades. Having said this, I find
it interesting to note that the Gini coefficient does not fall monotonically.
Just as recessions occur in the middle of otherwise growth process, in-
equalities may suffer small short-term reversals. This should be a warning
against extrapolating analysis of inequality over very short periods of
time.’

The critics of globalization may suggest that this conclusion depends on
the use of the Gini coefficient and that things might look different with
other indexes. I show (Sala-i-Martin 2002) that this is not likely to be the
case. I show that the mean logarithmic deviation, the Theil index, the At-
kinson index with coefficient 0.5, the Atkinson index with coefficient 1, the
variance of log income, the coefficient of variation, the ratio of the income
of the top 20 percent to the bottom 20 percent of the population, and the
ratio of the income of the top 10 percent to the bottom 10 percent of the
population all evolve in a very similar fashion.

Aisbett suggests that the critics tend not to accept this evidence because
their priors lead them to think of inequality in terms of polarization so an
index like the ratio of top to bottom incomes is better than the Gini coeffi-
cient (most commonly used by academic economists) because the Gini
puts too much weight on middle-of-the-distribution levels of income. To
support this premise, she cites Wade again, who claims that the ratio of in-

5. This is of particular importance given the impact that Milanovic’s (2001) evidence on
growing income inequality “during the globalization period” had on public opinion: the
study compared inequality in 1988 with that for 1993, a five-year period! (Why Milanovic
2002 reports a similar-sized decline in inequality over the following five-year period remains
a mystery.)



84 Emma Aisbett

- ot TN
N -
\'/\_./’/ \

26

24

22

20
1970 1972 1974 1976 1978 1980 1882 1984 1988 1988 1980 1992 1994 1996 1998

Fig. 1C.7 World income inequality: Ratio of top 10 percent to bottom 10 percent

0.72

0.70

0.681

0.661

0.641

0.621

0.60 T T T T T T T T = T T T T T T
1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000

—&—Milanovic = —#&— Bourguignon-Morrisson —#— Dikhanov-Ward —&— Vhotiapanic-Val.Rao
— — Sala-i-Martin - - #-- Dowrick-Akmal —&—Bhalla -~ ®--Dowrick-Akmal (PWT)

Fig. 1C.8 Gini estimates from other studies compared

come of the top 10 percent of the distribution to the bottom 10 percent in-
creased dramatically between 1988 and 1993. Leaving aside the question of
why this five-year period is of particular interest in terms of analyzing the
economic impact of globalization, Wade exaggerates when he says that this
actually increased. Figure 1C.7 shows that the behavior of the ratio of 10
percent top to bottom follows a trend very similar to other measures of in-
equality: it clearly did not “explode.” It clearly did not even increase. It ac-
tually went from a value of more than 30 in 1978 to a bit over 25 in 1998!
The final question is whether these results are sensitive to different
methodologies (such as the use of national accounts data rather than sur-
vey means to anchor the mean of the distribution). Figure 1C.8 shows the
behavior of the Gini coefficient according to different studies. A quick look
at the figure suggests that there is little or no evidence that global income
inequality has exploded during the globalization period. Most measures
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show either a small decline, a small increase, or no trend. Notice that the
only large change in inequality occurs in the study by Milanovic (2001),
who, as mentioned above, compares 1988 with 1993. The size of the in-
crease is only matched by the size of the decline over the following half
decade (which is reported in Milanovic 2002).6

My final thought relates to the criticism made in the paper of cross-
country econometrics. The problem seems to be that, because the empiri-
cal evidence presented by this econometrics literature is not robust and
consistent, the door is open for the critics to justify their priors that open-
ness is bad for the growth of a nation. My reading of the literature is that it
is true that there are researchers who show that openness is strongly and
positively correlated with growth. It is also true that other researchers
question the channel through which openness comes about (they conjec-
ture that it may work more through institutions than through the channels
explained by conventional trade theories). It is even true that other re-
searchers question the robustness of these results and show that the corre-
lation may be statistically insignificant. The problem with the critics is that
there is little or no empirical evidence in the literature—robust or other-
wise—showing that openness (globalization?) is negatively correlated with
growth! While the “critics,” therefore, can be reasonably skeptical about
the claim that openness is unambiguously good for growth, they should be
even more skeptical toward the claim that it is bad!

In sum, Emma Aisbett has written an interesting paper that raises more
questions than answers as to whether the debate in which the “critics” want
to engage is useful or is a complete waste of time.
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