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Preface

By Joseph E. STIGLITZ

 

It is a pleasure to write a Preface to this special issue of the Journal, which gathers the papers presented at 

a joint conference of IPD (the Initiative for Policy Dialogue, at Columbia University) and FEPS (the Foundation 

for European Progressive Studies) at Brookings in Washington DC. The key issue addressed is how to reshape 

global governance to make it both more progressive and supportive of development. We explored both 

institutional issues and governance of the macro-economy, �nance and trade.

For many years, the debate around the question of redesigning global economic governance had mainly 

been theoretical. The �nancial and economic crisis radically changed this. As Massimo D’Alema points out 

clearly in this issue: “Nowadays, the reconstruction of global economic governance is no longer a question of choice. 

It is a question of necessity.”

This addresses the �rst of three major issues related to global governance. First, why do we need global 

economic governance and, in particular, how do we think about it for the purposes of development? 

Second, what should the agenda be? And third, what should the institutional framework be?

The global �nancial crisis made it clearer than ever that the world needs some system of global economic 

governance. Globalization and the closer integration of countries around the world has meant that countries 

are more interdependent. There are more externalities.  Actions by one country have e�ects on others, as the 

current economic crisis made so obvious: bad government policy and reckless behavior in the United States 

has a�ected people all over the world.  With �nancial contagion, a crisis in one country can give rise to crises 

elsewhere. 

Global problems require global action. The existence of externalities and the need to provide global 

public goods make international collective action essential. We have a national government to deal with 
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national problems requiring collective action at the national level. But we have no global government to 

address these issues requiring global collective action. We have a system of global governance without global 

government: a complex set of institutions, institutional arrangements, treaties and rules. The subject of this 

journal special number TK is to analyse how we can improve those sets of rules and institutions to achieve 

more progressive outcomes: How do we make global economic governance work better, particularly for 

developing countries and for development?

The agenda has to be broad, because almost every aspect of the economy today is a�ected by what 

happens globally – and by the rules that are set globally. Thus, global economic governance really has to 

extend to almost every area, in a way that has parallels with what has happened within individual countries. 

Governments such as the United States, for instance, have national economic policies that touch upon every 

aspect of the economy because there are interdependencies, externalities, and national public goods. One 

can’t simply leave economic governance to the states and localities. Similarly, as the EU has worked to create 

a common market, it has realized that there needs to be a comprehensive set of economic regulations at the 

European level. The same principle applies globally.

The issues that need to be addressed, among others, are �nance and banking, macroeconomic 

coordination, technology and knowledge, trade, competition, corporate governance, and the environment. 

Finance is the area in which the de�cit of global governance seems greatest. While �nancial markets 

are powerful and inherently globalized, regulation is predominantly national, weak and incomplete.  

There is a need for a more stable global �nancial system that supports development.   Clearly a comprehensive 

and global regulatory system is an important part of the answer, but there are many unanswered questions 

about what such a system might look like and how this can best be achieved.   Most importantly, it is unclear 

whether governments will be able to overcome powerful vested interests to ensure su�cient and appropriate 

�nancial regulation – nationally and globally – to achieve �nancial stability.

Further,  developing countries need a reliable, stable source of �nance for development, which highly 

unstable private capital markets clearly do not provide. The private �nancial system has forced the 

developing countries to bear the brunt of exchange rate and interest rate �uctuations. Indeed, both risk 

and money have been �owing the wrong way: while the rich countries should be bearing risk, it is the 

poor; and while money should go from the rich to the poor, it has actually been going in the opposite 

direction.

Recent �nancial crises have reminded us of the absence of global arrangements for restructuring 

sovereign and private debt. In the aftermath of the Argentinean crisis, there was much talk of a new 

sovereign debt restructuring mechanism, but nothing came of it; just as in the aftermath of the East Asian 

crisis there was much talk of a “new global �nancial and economic architecture” – but little came of that.  

And a global reserve system so dependent on the currency of a single country seems an anachronism in 

the twenty-�rst century – and especially in a world where the value of the dollar is so unstable.  Additionally, 

the international reserve system is antiquated and dysfunctional. There is a global system that is overly 

dependent on the currency of one country – which contributes to unsustainable global macroeconomic 

imbalances – and is inequitable, especially for developing economies.

This leads us to the second area where global governance is crucial: macroeconomic coordination for 

sustained growth. In the short term, the international community (and especially the developed economies) 
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face the major challenge of restoring rapid and sustainable growth, which is also crucial for the developing 

world. Though the US and European economies show some positive signs, a major constraint is the continuing 

high level of unemployment. US unemployment – which is high in general, but especially for African-

Americans and the young – is a major constraint on growth. So are mortgage foreclosures, which transform 

homes from major assets to liabilities for American families. 

The European sovereign debt crisis and the incorrect response to it have excessively curbed growth in a 

number of countries. Even some countries, such as the United Kingdom, which have no sovereign debt crisis 

are pursuing damaging policies of �scal austerity. And even countries with favourable �scal and trade 

situations, such as Germany, have been overly cautious in their �scal policies. There is clearly a need, both in 

the US and in Europe, to give higher priority to growth in policy design. This inevitably implies more 

expansionary �scal policies than are being pursued in both the US and Europe. Monetary policy on its own 

cannot lead to economic recovery. Contrary to what many argue, more expansionary �scal policy will crowd 

in private investment, rather than crowd it out. More broadly su�cient assistance should be provided to 

countries that cannot otherwise implement �scal expansion (both in the developed and developing countries), 

and countries that can implement �scal expansion should be encouraged to do so.

As Jomo Kwame Sundaram and Justin Yifu Lin pointed out at the IPD-FEPS Conference, another source of 

global growth could be a global green New Deal, which would rely mainly on increasing demand for long-

term investment in climate change mitigation and adaptation. Innovative mechanisms, possibly including a 

�nancial transactions tax and/or SDR issues, as well as more traditional cooperation, should be creatively 

deployed to �nance investment, especially in poorer developing countries.

A third area that is very important for better global governance is technology and knowledge. What 

separates developed from developing countries is not just a gap in resources but a gap in knowledge.

There is the TRIPS framework in the WTO; there is also WIPO, the World Intellectual Property Organization. 

However, there are very big de�ciencies in the existing frameworks, both for protecting intellectual property 

and for the promotion of knowledge, which is a public good. There is a great deal of concern about access to 

knowledge, particularly dramatic in the case of access to medicine.  The developing countries are asking for a 

development-oriented intellectual property rights regime, and so far they have not succeeded in getting it. 

A fourth crucial area is trade. In terms of development, many had hoped for a development-oriented 

round of WTO negotiations. What has emerged so far does not deserve that description. Maybe the Doha 

Development Round has been better than nothing, though this is a question for debate. But certainly, it has 

not really been fully addressing the concerns of developing countries on issues like non-tari� barriers, 

migration-escalating tari�s, and agricultural subsidies.  In fact, the recent crisis highlights a new dimension of 

unfairness. The advanced industrial countries have provided massive subsidies to their banks and their auto 

companies, and would do it again; the rules of the game have been changed in a fundamental way. Those 

�rms who know they have su�ered losses know that they can call upon their governments for massive 

subsidies when the time comes. Knowledge that there might be subsidies is also an unfair trade advantage. 

More broadly, as Pascal Lamy points out, the governance of international trade – whatever its many 

limitations – has relatively stronger institutional apparatuses then other areas, including enforcement 

mechanisms, which may o�er useful lessons for the global governance of �nance. This trade governance may 

have helped curb protectionist pressures during the crisis.
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A �fth crucial global issue is the environment, including especially global warming. Developing 

countries need to be compensated for their environmental services, the rainforests that they provide. The 

issue of climate justice is central, given the fact that developing countries are amongst those that bear most 

of the cost of global warning. 

There are of course many other areas in what is a broad agenda. 

Finally, let me address the institutional framework. There are several things wrong with the current set-up. 

First, many of the things that have been brought within the ambit of global economic governance – such as 

attempts at standardization, for which no compelling case has been made – should not be there. And many 

of the things that should be there are not. This is partly because special interests have, to a large extent, taken 

over global economic governance. It is an extreme case of what we all know about domestic political 

economy – that there are special interests that press for policies with gains for a few and costs shared by 

society. Globally, the gains are even more concentrated and the costs are more dispersed and less understood. 

So the special interests are very large and in�uential. I saw this in the U.S. government very clearly, but it is 

more marked globally. The silo nature of global governance is one of the reasons special interests have a 

broader sway. 

So what is the answer in terms of the institutional framework? The G20 is a big step up from the G8 but 

lacks representativeness – 172 countries (i.e. most of them) are not represented. Thus, it lacks political 

legitimacy. The solution – and the view that was taken by the UN Commission on Reforms of the International 

Monetary and Financial System that I chaired--is the creation of some sort of a global economic coordinating 

council, which could be based on a constituency principle. Such a body would be small enough that one 

could get meaningful discussion, but also representative enough and with far more political legitimacy, so 

that it could be more e�ective than the G20.
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