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In Defense of Globalization Jagdish Bhagwati, Oxford University Press, 2004 bDoes the world need yet another book on globalization?Q Bhagwati asks in the preface to this book, knowing full well that the answer is bNoQ. But luckily, this is not just another book on globalization; it’s better than most and deserves to displace some of the other books on the subject in bookstores and libraries. Bhagwati has performed a useful service for professional economists by marshalling the evidence in favor of globalization, even if antiglobalizers are not swayed by it. Preaching to the choir is no bad thing if not everyone has had the time to attend practice or if some are getting distracted by the cacophony of antiglobalization protests. The heart of the book consists of eight chapters in which Bhagwati argues that globalization—by which he has in mind, for the most part, international trade and foreign direct investment—has beneficial social effects: globalization reduces poverty, raises wages and labor standards in poor countries, betters the living conditions of children and women, improves the environment, nurtures respect for democratic norms and nourishes culture. Bhagwati’s argument for why globalization reduces poverty is a simple one: trade enhances growth and growth reduces poverty. To make the case for the first part of that proposition, Bhagwati uses historical analyses and a case-study approach, eschewing the econometric food fight on whether cross-country regressions show the effect of trade on growth. He notes that in the 1950s the conventional wisdom among economists and policymakers was that autarkic policies would be better for growth than an outwardoriented strategy. What changed minds, Bhagwati says, was the evidence from bfulllength studies of the trade and industrialization strategies of over a dozen major developing countriesQ undertaken under the auspices of the OECD and the NBER in the 1960s and 1970s. These studies bwere very substantial and examined several complexities that would be ignored in a simplistic regression analysis across a multitude of nations . . . Only after systematic examination of the actual details of these countries’ experience could we judge whether trade liberalization had truly occurred and when.Q The
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result, Bhagwati concludes, bwas to overturn decisively the prevailing wisdom in favor of autarkic policies.Q Why, in hindsight, did outward orientation win out over autarky? Bhagwati mentions four reasons. First, countries with an outward orientation were able to exploit scale economies because trade expanded markets. Countries like Tanzania, Uganda and Kenya, which did not liberalize in the 1950s, found themselves bproducing a few units of several items,Q a disadvantage that led these countries later to form the East African Common Market. Second, freer trade enhanced domestic competition: bRestriction of trade often is the chief cause of domestic monopoliesQ. Third, maintaining an outward orientation required countries to maintain macroeconomic stability. Fourth, direct foreign investment was lower in the presence of trade restrictions. While Bhagwati assigns a primary role to an outward-oriented strategy in the development process, he does not take a doctrinaire position in claiming that this is all the government needs to do. He notes that development requires a government that is energetic about taking steps bto accelerate growth, through a variety of policies, including building infrastructure such as roads and ports and attracting foreign funds.Q But he argues that doing these other things without adopting an outward orientation is counterproductive: an open economy raises the returns on investments in physical and human capital. Among the Asian tigers, the high investment rates bwere based on export earnings, which therefore enables the investment to occur with imported capital equipment embodying advanced and productive technology.Q High literacy rates also helped. But it was boutward orientation that set up the system for high and productive investments.Q How convincing is all this? Economists abandoned the case-study approach as large cross-country data sets became available, hoping that these data sets would speak more clearly about which particular combination of policies was best for growth. Now that we appear to have hit diminishing returns in cross-country growth regressions, perhaps we will come back with renewed appreciation for what can be learned from the broad historical analysis and case-study approach preferred by Bhagwati. For evidence that growth reduces poverty, Bhagwati relies on the evidence from bthe two countries, India and China, that have the largest pool of world poverty.Q Both shifted to an outward orientation two decades ago and have seen dramatic reductions in poverty. Bhagwati also points to the vastly different experiences of Asia and Africa in reducing poverty: At the start of the 1970s, about 10 percent of the world’s poor were in Africa and about 75 percent in Asia; three decades later, Africa had two-thirds of the world’s poor while Asia’s share had declined to only 15 percent. Bhagwati also marshals the evidence on the brace to the topQ in wages and labor standards as a result of trade. He argues that Krugman and Lawrence (1993) bgive too much awayQ in reaching their well-known conclusion that the role of trade in depressing wages in rich countries is small, perhaps even negligible. A closer look at the evidence, Bhagwati says, would lead one to conclude that trade has actually improved wages in the sense that it has moderated the decline that would otherwise have occurred as a result of other forces such as labor-saving technical change. He challenges the claim that increased trade with poor nations leads to a decline in the prices of labor-intensive goods in rich nations. Such a presumption is based on the mistaken notion that as more and more poor countries enter world markets, the cumulative impact of their exports will drive down
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prices of labor-intensive goods in the rich countries (and, through this channel, the wages of unskilled workers in these countries). But what happens instead is that the newly-integrating countries (e.g., China and Vietnam) displace some of the other producers of labor-intensive goods (e.g. East Asian countries). As this latter group of countries gets richer, they move up the bladders of comparative advantageQ and become exporters of capital-intensive manufactures. Thus, overall, the exports of labor-intensive goods to rich countries bgrow far less dramatically than if one conjured up the image of everything piling on, burying the rich countries in an avalanche of exports.Q The evidence that there has been a shift of this kind in exports is quite convincing. But the chapter would have been stronger if there had been a fuller discussion of the evidence on what happens to prices of labor-intensive goods. Bhagwati offers one paragraph, with a footnote referring readers to one of his previous books for more evidence, some of which could usefully have been reproduced here.1 Growth reduces not just poverty but the use of child labor. Bhagwati writes that bpoor parents, no less than rich parents, generally want the best for their childrenQ and so can be expected to put their children in school as their incomes improve. There are by now a number of careful empirical studies that document this process. Bhagwati cites the work of Edmonds and Pavcnik (2002), who looked at the effects on use of child labor of a 30 percent increase in the price of rice in Vietnam, a result of the government relaxing a selfimposed ban on rice exports. Households used the extra income from higher export earnings to substitute for the earnings from their children’s work and sent the children to school. The extra income appeared to benefit most the older girls in the families, who experienced—according to Edmonds and Pavcnik—bthe largest declines in child labor and the largest increases in school enrollment.Q Are women hurt or helped by globalization? Bhagwati argues that increased foreign competition, like any kind of competition, should reduce the gender wage gap by making discrimination against women more costly for firms. He cites findings that U.S. firms that experienced an increase in competitive pressure bdue to openness to trade showed a more rapid reduction in their gender wage gap.Q Bhagwati also tackles the fears of women’s groups on how globalization hurts women. He acknowledges that conditions of work in export processing zones (EPZs) often border on exploitation, but pleads for the bnecessity of judging EPZs in light of alternatives available in these poor countries.Q He also acknowledges that three recent phenomena btangentially related to globalizationQ have threatened women’s well-being: women going abroad as domestic servants are often subject to abuse; the growth of tourism has been accompanied by an increase in prostitution; and trafficking in women has grown. Growing incomes also lead to improvements in environmental quality as economies shift from pollution-intensive primary production to manufacturing and services. He cites the well-known work of Grossman and Krueger (1995) that beyond a threshold level of per capita income, gains in income and environmental quality go hand-in-hand. And 1 Another, more recent, worry is that outsourcing of labor-intensive components to foreign suppliers will reduce the wages of unskilled workers in rich countries. He cites work by Feenstra and Hanson (2001) that finds that such outsourcing actually raised the wages of these workers.
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because technology is constantly getting more environment-friendly, that threshold level is likely falling over time. The global spread of democracy also helps environmental goals, Bhagwati states, noting that the environmental degradation in the former Soviet Union underlines bhow the absence of democratic feedback and controls is a surefire recipe for environmental neglect.Q Despite this strong defense of globalization, Bhagwati—for a number of reasons—does not come across as an ideologue. First, he does not regard all manifestations of globalization as beneficial. He is particularly critical of the impacts of unregulated global flows of short-term capital. The Asian financial crisis of 1997-98 bprecipitated by panicfueled outflows of capital, was a product of hasty and imprudent financial liberalization, almost always under foreign pressure,Q he writes. He says that the bWall Street—Treasury complexQ blames Asians for the crisis to escape responsibility for playing a central role in pushing for what one might aptly call gung-ho international financial capitalism.Q Bhagwati also condemns the strong-arm tactics used by multinationals, particularly the pharmaceutical and software companies, to get intellectual property protection into the WTO. Second, he states that although globalization delivers social benefits, this is no reason not to try to accelerate the pace at which social agendas are achieved. Bhagwati recommends using bthe phenomenal growth of civil society and media coverageQ in our times to draw attention to egregious violations of social norms so that they can be remedied much faster than would be achieved simply through the effects of globalization and growth. Third, he recognizes that some people may lose because of globalization, and he therefore favors a strong social safety net that can bkick in if and when the potential downside occurs.Q One way to minimize downsides, in his view, is to manage the speed of transition to globalization so that it occurs in a measured way rather than at break neck speed. He is, therefore, a critic of what he calls the extremely rapid transition advocated in Russia by Western advisors. Bhagwati concludes by noting that the two great forces of the 21st century are beconomic globalization and the huge growth of civil society.Q He hopes that his book will convince civil society to embrace globalization so that it can be ba shared success.Q As one who is often at the receiving end of anti-globalization protests, this reviewer certainly hopes Bhagwati succeeds in winning a few converts.
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Job Creation, Job Destruction, and International Competition, W.E. Upjohn Institute for Employment Research, 2003 Michael W. Klein, Scott Schuh, Robert K. Triest Starting in the late 1980s, the study of labor market dynamics was revolutionized by establishment-level data on employment changes, the now widely recognized gross employment flows of job creation and job destruction. With this level of detail, researchers began to understand the extensive nature of labor reallocation in the economy. Many insights have been drawn from the data; one of the most pervasive is the understanding that changes in total (net) employment are swamped by the size of the gross flows of jobs created and jobs destroyed. The dynamics captured by the gross flows convey benefits, as new positions are created and workers find new and productive matches. These dynamics are also costly: with job destruction (job loss), workers face the potential of long periods of unemployment, a need for retraining, and large and persistent earnings losses. Many factors contribute to these dynamics: technological change, changes in consumer demand, foreign competition. International competition holds a special place in the public eye, as related particularly to job loss. The goal of this book is the documentation and analysis of the effects of international factors on job creation and job destruction rates across and within manufacturing industries (the sum of these two flows is commonly called job reallocation). The authors are to be commended on their documentation of three important issues: the increased openness of manufacturing industries, and establishments within industries; the importance of the gross job flows; and the sensitivity of the gross job flows to real exchange rate movements. Heterogeneity is an important theme in the gross flows literature. Establishments within, as well as across, detailed industries differ in their rates of job creation and destruction. As the authors document, there is also significant heterogeneity across and within industries in international openness (using the common definition of the proportion of total activity devoted to international trade (the sum of export and imports divided by the sum of domestic demand, exports and imports). The increasing openness of the US economy to trade is well-known. Looking across four-digit SIC industries, the median value of this measure of openness increased from 4% to 22% from 1958 to 1994. As manufacturing industries opened to trade, the degree of openness became more different: the value of openness defining the upper quartile of industries increased from just under
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