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 Globalization and its discontents. By Joseph Stiglitz. London: Allen Lane, The Penguin
 Press. 2002. 282pp. Index. JI6.99. ISBN o 713 99664 I.

 Columbia professorJoseph Stiglitz is the 2001 Nobel Laureate in economics for his seminal work
 on the economics of information and the role information asymmetries play in creating sub-
 optimal market equilibrium such as credit rationing or unemployment. A former Stanford pro-
 fessor, he went on leave to Washington in the early I990S, first to serve as a member of President
 Clinton's Council of Economic Advisers and then as its chair. From I997 until late I999, he was

 senior vice president and chief economist at the World Bank.
 Globalization and its discontents is a best-seller book that builds on a series of articles Stiglitz

 wrote in the aftermath of the Asian crisis in which he strongly criticized the IMF and the US
 Treasury for their handling of the crisis. In fairness, these criticisms were not only from Stiglitz,

 but were particularly disturbing to the IMF for two reasons. First, they spurred a large debate on

 the IMF orthodoxy. Second, and to some extent more importantly, they came from close
 quarters (the World Bank). In this respect, Stiglitz lent credibility to other dissenting economists'
 doubts about the IMF's neo-liberal policies.

 This book kicked offa heated debate within the economics profession. The two sides to this debate

 are best demonstrated by the harsh remarks made by the IMF chief economist Kenneth Rogoff(http://

 www.imf.org/extemal/np/vc/2002/070202.htm) and the more positive comments by John William-

 son at the Institute for International Economics (http://www.iie.com/papers/williamsono6o2.htm).

 The book is addressed to the general public, even though some of the most interesting
 sections, namely those dedicated to explaining the failure of IMF policies in stabilizing crisis
 economies, would probably be best appreciated by those with a stronger economic background.
 The title however-which closely echoes sociologist Saskia Sassen's book, Globalization and its
 discontents: essays on the new mobility ofpeople and money (I999)-is somewhat misleading. Readers

 looking for strong evidence of the negative effects of globalization will be disappointed. As
 Stiglitz points out, 'those who vilify globalization too often overlook its benefits'; nevertheless
 'the proponents of globalization have been, if anything, even more unbalanced' (p. 5). A more
 balanced view is then needed and this is the aim of the book. In fact, the key question addressed
 here is not whether globalization is good or bad but how to make it work for the good of people.
 In particular, it is how the international institutions supposed to govern globalization should be
 reformed to make it a force for good: 'globalization ... can be a force for good and has the
 potential to enrich everyone in the world, particularly the poor'. But 'if this is to be the case, the

 way globalization has been managed ... needs to be rethought' (p. ix).
 Since Stiglitz defines globalization (narrowly) as the removal of barriers to trade and the closer

 integration of national economies (pp. ix and 9), the focus is on those institutions 'governing'
 international capital and trade flows. Throughout the book, however, the analysis narrows down
 to consider almost exclusively the IMF. The other pillars of the global financial and trade
 architecture are only marginally considered, with the exception of some-usually more positive-
 references to the World Bank.

 Chapter --'The promises of global institutions'-puts the debate in historical perspective by
 considering the origins of the Bretton Woods (BW) institutions, which were created to ensure
 stability and growth and prevent global depressions. More specifically, the core mandate of the
 IMF was to provide loans to governments facing liquidity constraints so that they could stimulate
 a recovery through expansionary policies and would therefore not spread the crisis to other
 countries through cuts in their imports.

 Over the years, the BW institutions increasingly expanded their tasks outside their core mandate.
 The role of the IMF changed from the i980s, when both the US and the UK administrations
 embraced a neo-liberal economic paradigm. Keynesianism was rejected in favour of 'market
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 fundamentalism', i.e. the idea that markets work well and naturally lead to the best outcome (that

 is all the more paradoxical for an institution that was created to cure a market failure), which
 considerably reduced the room for government intervention. In the wake of the I982 debt crisis,
 the BW institutions underwent a substantial change, forging a new orthodoxy-what John
 Williamson called the 'Washington Consensus'-based on three pillars: fiscal austerity, privatiza-
 tion and market liberalization. Policies that were initially devised for Latin America, and tailored

 to its peculiar socio-economic conditions, became the standard recipe for all developing countries
 seeking IMF support. Furthermore, compliance with IMF adjustment programmes became the
 necessary condition for accessing bilateral donors' financial support.

 The central thesis of the book is developed in chapter 2-'Broken promises'- and broadened
 in chapter 3-'Freedom to choose?' According to Stiglitz, the adoption of market fundamentalism
 and the lack of democratic governance and accountability explain why these institutions failed to
 maintain their promises. Market fundamentalism is both bad economics and bad politics. It is
 based on premises concerning how markets work that do not hold even for developed countries,
 much less for developing countries. It overlooks the social and political dimension of reforms and
 the risks of undermining emerging democracies.

 The argument can be summarized as follows: the lack of transparency and democracy within
 the IMF hinders any discussion about the economic models used to design the conditionalities
 imposed on countries seeking financial support. These policies-Stiglitz argues-are grounded
 on a 'neo-liberal' credo based on simplistic macroeconomic models. This simplistic view of the
 economic system, which fails to acknowledge the existence of market imperfections and the
 social and political costs of adjustment, inevitably makes these polices inadequate, if not wrong.
 Furthermore, the decision-making process within the IMF is disproportionately in the hands of
 the more advanced countries, which have enough leverage to push their political agenda. Political
 concerns contribute to making the recommendations of the IMF even less responsive to the real
 economic needs of developing countries.

 In order to substantiate his claim, Stiglitz draws on two major examples of the I99os: the East
 Asian crisis and the transition of Russia to a market economy. In both cases, the adherence to the

 market fundamentalism ideology and hidden political and financial agendas (driven by the US
 treasury and Wall Street) had harmful consequences.

 The chapter on East Asia is probably the most convincing of the book. In addition to pro-
 viding readers with a detailed analysis of how the crisis built up and led eventually to the bursting

 of speculative bubbles, Stiglitz explains how better sequencing coupled with adequate corporate
 governance and bankruptcy laws could have helped in reducing the negative consequences of the
 crisis.

 The Asian crisis is used as a showcase of all IMF policy conditionalities and the reasons for
 their failure. Premature capital and financial market liberalization are among the principal causes
 of the crisis. Domestic deregulation in conjunction with external capital account liberalization
 allowed hot capital to flow freely in and out of these countries with disastrous consequences for
 their economies. In the wake of a crisis it had a hand in creating, the IMF pushed for a mix of

 tight fiscal and monetary polices that exacerbated its consequences. High interest rates strangled
 the recovery and many firms were forced into bankruptcy. The wrong policies and the wrong
 sequencing resulted in contagion in the whole region. As the crisis worsened, the need for
 restructuring became the new mantra. Financial and corporate restructuring were poorly designed

 and aggravated the downward spiral. By contrast, countries such as Malaysia and China, which
 did not follow the IMF's advice and adopted an unorthodox policy mix, recovered faster from the
 crisis than their neighbours.

 The shock therapy applied to Russia from the early I99os is another telling example of wrong
 sequencing and pacing. As a decade of transition has proved, the IMF policy prescriptions were
 based on an oversimplified version of market economics, in a country where markets had never
 existed. It was a shortcut to capitalism under the pretence of'creating a market economy without
 the underlying institutions, and institutions without the underlying institutional infrastructure' (p.
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 139). Again, a textbook recipe that assumed all that was needed to transform Russia into a modern

 market was to get prices right. In chapters 5 and 6, Stiglitz presents, in turn, the three pillars of the

 Russia's radical reform strategy-liberalization, stabilization and privatization-and how they failed

 to generate growth and wreaked havoc on poverty alleviation and income distribution. When in
 1998 the fallout from the Asian crisis hit, high interest rates and falling oil prices strangled the
 over-indebted Russian government. Despite evidence of real exchange rate overvaluation, the
 reformers and their advisers in Washington rejected devaluation, fearing it would have triggered
 hyperinflation, and burnt billions of dollars to sustain the rouble. The government and the IMF
 bet against the market, which perceived devaluation as inevitable, and lost. In fact, only three
 weeks after the IMF and the World Bank extended a huge loan to Russia, the Russian govern-
 ment had to suspend debt payments and devalue the rouble.

 The success of the gradualist approach adopted by countries such as Poland and China would
 suggest that better roads to the market were available (chapter 7). Paradoxically, 'countries that have

 taken a more gradualist approach have succeeded in making deeper reforms more rapidly' (p. I85).
 In conclusion, the analysis suggests that a lack of coherence within the IMF has led to a

 multitude of problems. The question is, why this lack of coherence? High politics and the interest

 of the financial community must be brought into the picture. Stiglitz suggests that the IMF has
 conflicting objectives and that only by acknowledging the existence of this 'other agenda' would
 it be possible to explain its inconsistencies and mistakes.

 Based on the analysis of the previous chapters, the book ends with a series of suggestions for
 reforming the international governance system and giving globalization a more human face. As
 well as these concrete suggestions, this section reformulates the pledge for a new, more ethical
 international order that was made in the introduction: 'we are a global community and have to
 follow some rules so that we can live together. These rules must be fair and just, must pay due
 attention to the poor as well as the powerful, must reflect a basic sense of decency and social
 justice ... Those rules have to be arrived at through democratic process' (p. xv).

 For sure, the soundness of the analysis makes this book an important contribution to the
 understanding of how global institutions managed the crises of the I99os. Most of the points
 raised are well taken and are now acknowledged by the IMF itself. Moreover, Stiglitz is merited
 for bringing a debate to a large public that usually takes place behind the closed doors of govern-
 ment and international organizations. As he points out at the beginning, citizens-especially those
 whose lives will be affected by the decisions about how globalization is managed-have the 'right to

 know'. On the negative side, Stiglitz's taste for playing to the gallery, as well as some personal
 attacks and unfortunate statements on the integrity of some IMF economists, may be quite
 disturbing and can actually weaken his arguments. Additionally, the emphasis he puts on the
 IMF's mistakes and OECD countries' trade policies in explaining developing countries' failure to
 grow and reduce poverty is well taken, but it is not matched by an adequate analysis of the role
 that domestic bad governance played in keeping these countries behind.

 Federico Bonaglia, OECD Development Centre, France

 Lending credibility: the International Monetary Fund and the post-communist transition.
 By Randall W. Stone. Princeton, NJ: Princeton University Press. 2002. 286pp. $45.00oo. ISBN o
 691 09528 o. Pb.: $I9.95. ISBN o 69I 09529 9.

 In the I99os, the universal role of the International Monetary Fund became fully formed when,
 with the collapse of communism, the successor states and former satellites of the Soviet Union

 were brought into the IMF. Given the need to get IMF programmes in place as a formal basis for
 agreeing to restructure or to help finance payments on communist-era debt, leading western
 governments delegated to the IMF the role of arbiter with regard to which policies should be
 supported, and to what extent.

 This book is the first systematic attempt at assessing the role of the IMF in the 'transition'
 process. The book is a far cry from fashionable IMF-bashing. Instead, it makes a systematic attempt
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