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 Preface

My goal in writing this book is not only to shed light on how global capitalism works but also to suggest ways in which it could be improved. For this purpose, I have adopted a rather narrow definition of globalization: I equate it with the free movement of capital and the increasing domination of national economies by global financial markets and multinational corporations. This approach has the advantage of narrowing the focus of discussion. I contend that globalization has been lopsided: The development of our international institutions has not kept pace with the development of international financial markets and our political arrangements have lagged behind the globalization of the economy. Based on these premises I have formulated a set of practical proposals that would make global capitalism more stable and equitable.

I was stimulated to embark on this undertaking by what I saw as an unwitting alliance between market fundamentalists on the far Right and antiglobalization activists on the  far Left. They make strange bedfellows, but between them they are well on their way to downsizing or destroying the international institutions we currently have. My goal in writing this book was to form a different kind of coalition whose mission would be to reform and strengthen our international institutions and create new ones where necessary to address the social concerns that have fueled the current discontent. Admittedly, our existing international financial and trade institutions (IFTIs)1 have some defects; all institutions do. That is a reason to improve them, not to destroy them.

I believe I have some unusual qualifications for this project. I have been a successful practitioner in global financial markets, giving me an insider’s view of how they operate. More to the point, I have been actively engaged in trying to make the world a better place. I have set up a network of foundations devoted to the concept of open society. I believe that the global capitalist system in its present form is a distortion of what ought to be a global open society. I am only one of many experts on financial markets, but my active concern with the future of humanity sets me apart from most others. I have spent most of the last five years studying the defects of globalization and have written several books and articles on the subject. My   last book, Open Society: Reforming Global Capitalism,2 was rather weak, however, when it came to prescribing solutions. This book is meant, in part, to make up for that deficiency.

I am often told that there is some kind of contradiction between profiting from global financial markets and trying to reform them. I do not see it. I am passionately interested in improving the system that has allowed me to be successful so that it will become more enduring. My interest predates my involvement in the financial markets. Having been born a Jew in Hungary in 1930, I lived through both Nazi and Soviet occupation. I learned at an early age how important it is to your well-being and survival what kind of political regime prevails. As a student at the London School of Economics, I was greatly influenced by the philosophy of Karl Popper, author of Open Society and Its Enemies .3 As soon as I was successful enough as a hedge fund manager, I set up a foundation, the Open Society Fund (now Open Society Institute), to “open up closed societies, help make open societies more viable and foster a critical mode of thinking.” That was in 1979. At first, the foundation focused on opening up closed societies; then, after the collapse of the Soviet empire, on fostering the   transition from closed to open societies; and more recently on addressing the ills of global capitalism. This book is the natural outgrowth of that engagement.

In trying to build a coalition for reforming and strengthening our IFTIs, I faced a difficulty: It is always easier to mobilize the public against something than for something. A constructive agenda must be general enough to meet people’s aspirations yet specific enough to allow a coalition to coalesce around it. Such an agenda cannot be developed by an individual on his own. Accordingly, I circulated my book in draft form among a broad range of people and asked for their reaction. I received many valuable comments and criticisms, and I incorporated those suggestions that I considered well founded in the finished product. I believe the book in its final version puts forward a constructive agenda that the public could support and the governments of the world implement. The centerpiece of the book is a proposal to use Special Drawing Rights (SDRs) for the provision of public goods on a global scale. The scheme will not cure all the ills of globalization—nothing will—but it should help to make the world a better place.

I was well along in the process of distilling a finished product when the terrorists struck on September 11, 2001. That event created a fundamentally new situation. I felt that the book as it stood then did not go far enough. It  was confined to a set of proposals that I considered practical prior to September 11, but it did not spell out the vision of a global open society that has motivated me. The present moment is auspicious for gaining a hearing for that concept. It is not enough to wage war on terrorism; people also need a positive vision of a better world ahead.

September 11 has shocked the people of the United States into realizing that others may regard them very differently from the way they see themselves. They are more ready to reassess the world and the role that the United States plays in it than in normal times. This provides an unusual opportunity to rethink and reshape the world more profoundly than would have been possible prior to September 11.

Accordingly I have decided to add a conclusion to the book outlining my vision of a global open society. It differs in texture from the rest of the book. It is more a polemical tract than a considered report on the deficiencies of global capitalism; more an abstract vision than a set of practical proposals. I intend to elaborate it further in due course. More importantly, the conclusion still needs to go through the critical process to which the rest of the book has already been exposed. Indeed, it needs it more because it discusses subjects about which I know much less than I do about the global financial system.

I was of two minds about including the conclusion  because my goal in writing the book was to build a broadbased consensus, and the conclusion may endanger that objective. The SDR proposal in particular will require the support of the United States to be implemented, yet my conclusion is highly critical of the Bush administration’s unilateral, hegemonic approach to international affairs. In the end, I decided to put my trust in the public that I seek to mobilize. People need not agree with all my views in order to support the SDR proposal, and if the public supports it, a democratic government must respect the will of the people even if it dislikes my criticism.
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 INTRODUCTION

 The Deficiencies of Global Capitalism


Globalization is an overused term that can be given a wide variety of meanings. For the purposes of the present discussion, I shall take it to mean the development of global financial markets, the growth of transnational corporations, and their increasing domination over national economies. I believe that most of the problems that people associate with globalization, including the penetration of market values into areas where they do not traditionally belong, can be attributed to these phenomena. One could also discuss the globalization of information and culture; the spread of television, Internet, and other forms of communication; and the increased mobility and commercialization of ideas, but I am afraid that would take us too far afield. By narrowing the discussion in this way, I hope I can  keep it within manageable bounds and produce some practical proposals for institutional improvements.

 



Globalization as defined here is a relatively recent phenomenon that distinguishes the present day from 50 or even 25 years ago. At the end of World War II most countries strictly controlled international capital transactions. The Bretton Woods institutions, the International Monetary Fund (IMF), and the World Bank were designed to facilitate international trade and investment in an environment of restricted private capital flows.4 Controls on capital movements were gradually removed, and offshore financial markets expanded rapidly under the impetus of the oil crisis in 1973. International capital movements accelerated in the early 1980s under Ronald Reagan and Margaret Thatcher, and financial markets became truly global in the early 1990s after the collapse of the Soviet empire.

 



This is not the first period in which international financial markets have played such a dominant role; similar conditions prevailed prior to World War I. International capital movements were disrupted first by World War I and then by the Great Depression of the 1930s. Clearly, the process is not irreversible.

The salient feature of globalization is that it allows financial capital to move around freely; by contrast, the movement of people remains heavily regulated. Since capital is an essential ingredient of production, individual countries must compete to attract it; this inhibits their ability to tax and regulate it. Under the influence of globalization, the character of our economic and social arrangements has undergone a radical transformation. The ability of capital to go elsewhere undermines the ability of the state to exercise control over the economy. The globalization of financial markets has rendered the welfare state that came into existence after World War II obsolete because the people who require a social safety net cannot leave the country, but the capital the welfare state used to tax can.5


 



This outcome is not accidental. It was the objective of the Reagan administration in the United States and the Thatcher government in the United Kingdom to reduce the ability of the state to interfere in the economy, and globalization served their purpose well.

 



The transformation that has occurred since the 1980s is not well understood. It is not even generally acknowledged.  6 Capital has always been eager to avoid taxation and regulation, so it is easy to interpret the current tendency to reduce taxation and regulation as merely the manifestation of universally and timelessly valid economic laws. That is, in fact, the dominant view at least in the English-speaking world. I have called it market fundamentalism. It holds that the allocation of resources is best left to the market mechanism, and any interference with that mechanism reduces the efficiency of the economy. Judged by the criteria of market fundamentalism, globalization has been a highly successful project.

 



Globalization is indeed a desirable development in many ways. Private enterprise is better at wealth creation than the state. Moreover, states have a tendency to abuse their power; globalization offers a degree of individual freedom that no individual state could ensure. Free competition on a global scale has liberated inventive and entrepreneurial talents and accelerated technological innovations.

 



But globalization also has a negative side. First, many people, particularly in less-developed countries, have been hurt by globalization without being supported by a social   safety net; many others have been marginalized by global markets.7 Second, globalization has caused a misallocation of resources between private goods and public goods. Markets are good at creating wealth but are not designed to take care of other social needs. The heedless pursuit of profit can hurt the environment and conflict with other social values. Third, global financial markets are crisis prone. People living in the developed countries may not be fully aware of the devastation wrought by financial crises because, for reasons that will be explained later, they tend to hit the developing economies much harder. All three factors combine to create a very uneven playing field.

 



Market fundamentalists recognize the benefits of global financial markets but ignore their shortcomings. They   hold that financial markets tend toward equilibrium and produce the optimum allocation of resources. Even if markets are less than perfect, it is considered better to leave the allocation of resources to the markets rather than to interfere with them through national or international regulation.

 



It is dangerous, however, to place excessive reliance on the market mechanism. Markets are designed to facilitate the free exchange of goods and services among willing participants, but they are not capable, on their own, of taking care of collective needs such as law and order or the maintenance of the market mechanism itself. Nor are they competent to ensure social justice. These “public goods” can only be provided by a political process.

 



Political processes generally speaking are less efficient than the market mechanism, but we cannot do without them. Markets are amoral: They allow people to act in accordance with their interests, and they impose some rules on how those interests are expressed, but they pass no moral judgment on the interests themselves. That is one of the reasons why they are so efficient. It is difficult to decide what is right and wrong; by leaving it out of account, markets allow people to pursue their interests without let or hindrance.

But society cannot function without some distinction between right and wrong. The task of making collective decisions about what is allowed and what is forbidden is left to politics—and politics suffers from the difficulties of reaching collective decisions in a world that lacks a strong moral code. Even the creation and maintenance of markets requires political action. This point is well understood by market fundamentalists. What is less well recognized is that the globalization of markets without a corresponding strengthening of our international political and social arrangements has led to a very lopsided social development.

 



In spite of its shortcomings, I am an ardent supporter of globalization. I support it not only because of the extra wealth it produces but even more because of the freedom it can offer. What I call a global open society could ensure a greater degree of freedom than any individual state. I consider the present arrangements in which capital is free to move around but social concerns receive short shrift as a distorted form of a global open society. The purpose of this book is to identify the distortions and to propose some practical steps toward correcting them.

 



Institutional reforms are needed in the following areas: 1. To contain the instability of financial markets;

2. To correct the built-in bias in our existing international trade and financial institutions (IFTIs) that favors the developed countries that largely control them;

3. To complement the World Trade Organization (WTO), which facilitates wealth creation, with similarly powerful international institutions devoted to other social goals, such as poverty reduction and the provision of public goods on a global scale; and

4. To improve the quality of public life in countries suffering from corrupt, repressive, or incompetent governments.



The penetration of market values into areas where they do not properly belong also must be addressed. But that cannot be accomplished by institutional reforms alone; it requires a reorientation of our values. For instance, professions such as medicine, law, and journalism have been turned into businesses. I recognize the problem, but in this book I concentrate on institutional reforms.

 



There is no consensus on the need for institutional reforms. Market fundamentalists are liable to object to the  first three points, and antiglobalization activists are strangely blind to the fourth. Bad governments are a major source of poverty and misery in the world today. (Bad location is the other major source, but it is much harder to do anything about that.) Yet antiglobalization activists have failed to give adequate weight in their advocacy to the harm done by bad governments.

 



Globalization is not a zero sum game. The benefits exceed the costs in the sense that the increased wealth produced by globalization could be used to make up for the inequities and other shortcomings of globalization and there would still be some extra wealth left over. The point is difficult to prove because the costs and benefits cannot be reduced to a common denominator: The GDP is not an appropriate measure of human welfare.8 Nevertheless, all the evidence indicates that the winners could compensate the losers and still come out ahead. The trouble is that the winners do not compensate the losers. There is no international equivalent of the political process that occurs within individual states. While markets have become global, politics remain firmly rooted in the sovereignty of the state.

Far too few resources have been devoted to correcting the deficiencies of globalization. As a result, the gap between the rich and the poor continues to grow. The richest 1 percent of the world’s population receive as much as the poorest 57 percent. More than a billion people live on less than a dollar a day; nearly a billion lack access to clean water; 826 million suffer from malnutrition;9 10 million die each year for lack of the most basic healthcare.10 These conditions were not necessarily caused by globalization, but globalization has done little to redress them.

 



The inequities of globalization have given rise to widespread resentment and protest. Antiglobalization activists seek to undermine or destroy the international institutions that sustain international trade and global financial markets. Our international institutions are also threatened from the opposite direction. Market fundamentalists are opposed to any kind of interference with the market mechanism; indeed, their hostility to international institutions is even greater than their aversion to government regulation.

The unwitting coalition between the far Left and the far Right has succeeded in weakening the few international institutions we have. The antiglobalization movement has been attacking the IFTIs and particularly the WTO, while the U.S. Congress has been obstructing primarily the United Nations (UN) and only secondarily the IFTIs.

 



That is a pity. We need stronger international institutions, not weaker ones. We need to form a different coalition whose aim is to reform and strengthen our international arrangements, not to destroy them. The purpose of this book is to propose an agenda around which such a coalition might coalesce.

 



The institutions that sustain international trade and global financial markets are relatively strong. They do need some reforms because they are being operated for the benefit of the rich countries that are in control, often to the detriment of the poor ones that are at the periphery of the system. But they are more effective and better endowed than the international institutions dedicated to other objectives such as the preservation of peace, social and political development, improvement of health and labor conditions, and human rights.

 



The UN, which is the most important international institution  other than the IFTIs, proclaims its noble intentions but does not possess either the means or the power to translate those intentions into reality. Its noble goals are expressed in the Preamble of the Charter, which is couched in terms of “We the People.” But the Charter itself is based on the sovereignty of the member states, and the interests of the sovereign state do not necessarily coincide with the interests of the people who inhabit it. Many states are not democratic, and many inhabitants are not even citizens. As a result, the UN cannot possibly carry out the mission enunciated in the Preamble. It is a useful institution, and it could be made even more useful, but if it is judged by its Preamble it is bound to disappoint. In relying on the UN we must always remember that it is an association of states. As Cardinal Richelieu observed in the seventeenth century and Henry Kissinger has reasserted more recently, states have interests but no principles.11 Accordingly, member states tend to put their national interests ahead of the common interest, and that is a serious impediment to the functioning of the UN.

 



The most powerful element of the UN is the Security Council, because it can override the sovereignty of the member states. Only the five permanent members of the Security Council have veto rights; when they agree, they  can impose their will on the rest of the world, although this does not happen very often. In effect, the UN combines two institutions within one framework: the Security Council, which takes precedence over the sovereignty of states, and the rest, which is subordinated to it. The need for unanimous consent renders the rest both ineffective and inefficient: The General Assembly is a talking shop, and the various agencies are hobbled by the need to accommodate the demands of the member states. They also serve as a patronage preserve for superfluous diplomats and out-of-power politicians.12


 



After the collapse of communism there was a fleeting moment when the Security Council could have functioned the way it was originally meant to, but the Western powers did not rise to the occasion. In the Bosnian crisis they could not agree among themselves, and in the Rwandan crisis they failed to act altogether. In recent years the United States failed to pay its dues and has bypassed or deemphasized the UN in other ways. Even after September   11, the United States has sought to act outside the UN whenever possible.
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