
WORLD BANK DISCUSSION PAPER NO. 415

Work in progress W'DP415
for public discussion October 2001

Facets of Globalization
International and Local Dimensions
of Development

Edited by
Shahid Yusuf,
Simon Evenett,
and JJ'eping Wui

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed



Recent World Bank Discussion Papers

No. 351 From Universal Food Subsidies to a Self-Targeted Program: A Case Study in Tunzisian Reform. Laura Tuck and
Kathy Lindert

No. 352 China's Urban Transport Development Strateg,: Proceedings of a Symposium in Beijing, November 8-10, 1995.
Edited by Stephen Stares and Liu Zhi

No. 353 Telecommuniicationis Policiesfor Sub-Saharan Africa. Mohammad A. Mustafa, Bruce Laidlaw, and Mark Brand

No. 354 Saving across the World: Puzzles and Policies. Klaus Schmidt-Hebbel and Luis Serven

No. 355 Agriculture and Germnan Reunification. Ulrich E. Koester and Karen M. Brooks

No. 356 Evaluatintg Health Projects: Lessonsfrom the Literature. Susan Stout, Alison Evans, Janet Nassim, and Laura
Raney, with substantial contributions from Rudolpho Bulatao, Varun Gauri, and Timothy Johnston

No. :357 Innovations and Risk Taking: The Engine of Reforrm in Local Government in Latin Anmerica and the Caribbean. Tim
Campbell

No. 358 China's Noni-Bank Financial Institutions:Trust and In2vestmnent Comipanies. Anjali Kumar, Nicholas Lardy,
William Albrecht, Terry Chuppe, Susan Selwyn, Paula Perttunen, and Tao Zhang

No. .359 The Demanzdfor Oil Products in Developing Countries. Dermot Gately and Shane S. Streifel

No. 360 Preventing Banking Sector Distress and Crises in Latin America: Proceedings of a Conferenice held in Washington,
D.C., April 15-16,1996. Edited by Suman K. Bery and Valeriano F. Garcia

No. .361 China: Power Sector Regulation in a Socialist Market Economy. Edited by Shao Shiwei, Lu Zhengyong,
Norreddine Berrah, Bernard Tenenbaum, and Zhao Jianping

No. .362 The Regulation of Non-Banik Financial Institutions: The United States, the European Unioni, anid Other Countries.
Edited by Anjali Kumar with contributions by Terry Chuppe and Paula Perttunen

No. .363 Fostering Sustainable Development: The Sector Investmenit Program. Nwanze Okidegbe

No. 364 Intenisified Systems of Farming in the Tropics anid Subtropics. J.A. Nicholas Wallis

No. .365 Innovations in Health Care Finanicing: Proceedings of a World Bank Conference, March 10-11, 199Y7. Edited by
George J. Schieber

No. .366 Poverty Reductioni and Humna71 Developmenit in the Caribbean: A Cross-Country Study. Judy L. Baker

No. 367 Easing Barriers to Movement of Plant Varieties for Agriculttural Development. Edited by David Gisselquist and
Jitendra Srivastava

No. 368 Sri Lanka's Tea lInduistry: Succeeding in the Global Market. Ridwan Ali, Yusuf A. Choudhry, and Douglas W.
Lister

No. 369 A Commercial Bank's Micro finance Program: The Case of Hatton National Bank in Sri Lanka. Joselito S. Gallardo,
Bikki K. Randhawa, and Orlando J. Sacay

No. 370 Sri Lanka's Rutbber Industry: Succeeding in the Global Market. Ridwan Ali, Yusuf A. Choudhry, and Douglas
W. Lister

No 371 Land Reformn in Ukraine: The First Five Years. Csaba Csaki and Zvi Leranan

No 373 A Poverty Profile of Cami1boidia. Nicholas Prescott and Menno P'radhan

No .374 Macroeconiomiiic Reformi in China: Laying thle Foundation for a Socialist Econiomiiy. Jiwei Lou

No. 375 Design of Social Funds: Participation, Demanid Orientation, and Local Organizational Capacity. Deepa Narayan
and Katrinka Ebbe

No. 376 Poverty, Social Scrvices, and Safety Nets in Vietnam. Nicholas 1'rescott

No 377 Mobilizing Domestic Capital Markets for Infrastruictuire Financing: International Expericnce and lessons tor China.
Anjali Kumar, R. David Gray, Mangesh Hoskote, Stephan von Klaudy, and Jeff Ruster

No. 378 Trends in Financing Regional Expeniditufres in Tranrsitiont Ecorl(vnies: Th1e Case of Ukraine. Nina Bubnova and
Lucan Way

No. 379 Empowering Small Enterprises in Zimbabwe. Kapil Kapoor, Doris Mugwara, and Isaac Chidavaenzi

No. 380 India's Putblic Distribuition Systcm: A National anid Internationlal Perspective. R. Radhakrishna and K. Subbaraco,
with S. Indrakant and C. Ravi

No. 381 Mnarket-Based Instruments for Environmental Policiltnakin'g in Latini America and thc Coril'bean: Lessons from,
Eleven Counltries. Richard M. Huber, jack Ruitenbeek, and Ronaldo Seroa da Motta.

No. .,82 Public Expendliture Reform under Adjustmnent L ending: Lessons frmii VV'orld Bank Experienccs. Jeff Huther,
Sandra Roberts, and Anwar Shah

No. 3r83 Competitiveness and Employmnent: A Framnenork for Rural Dcvelopnment in PoIland. Garry Christensen and
Richard Lacroix

(Contin ued on thle insidc back covcr)



WORLD BANK DISCUSSION PAPER NO. 415

Facets of Globalization

International and Local Dimensions of Development

Edited by
Shahid Yusuf

Simon Evenett
Weiping Wu

The World Bank
Washington, D.C.



Copyright e 2001 The International Bank for Reconstruction and Development / THE WORLD BANKI8I8 H Street, N.W.
Washington, D.C. 20433, USA

All rights reserved
Manufactured in the United States of America
First printing October 2001
1 234030201

Discussion Papers present results of country analysis or research that are circulated to encourage discussion and comment within
the development community. The typescript of this paper therefore has not been prepared in accordance with the procedures
appropriate to formal printed texts, and the World Bank accepts no responsibility for errors. Some sources cited in this paper may
be informal documents that are not readily available.

The findings, interpretations, and conclusions expressed in this paper are entirely those of the authors and should not be
attributed in any manner to the World Bank, to its affiliated organizations, or to members of its Board of Executive Directors or
the countries they represent. The World Bank does not guarantee the accuracy of the data included in this publication and accepts
no responsibility for any consequence of their use. The boundaries, colors, denominations, and other information shown on any
map in this volume do not imply on the part of the World Bank Group any judgment on the legal status of any territory or the
endorsement or acceptance of such boundaries.

The material in this publication is copyrighted. The World Bank encourages dissemination of its work and will
normally grant permission to reproduce portions of the work promptly.

Permission to photocopy items for internal or personal use, for the internal or personal use of specific clients, or for
educational classroom use is granted by the World Bank, provided that the appropriate fee is paid directly to the Copyright
Clearance Center, Inc., 222 Rosewood Drive, Danvers, MA 01923, USA; telephone 978-750-8400, fax 978-750-4470. Please
contact the Copyright Clearance Center before photocopying items.

For permission to reprint individual articles or chapters, please fax a request with complete information to the
Repubhcation Department, Copyright Clearance Center, fax 978-750-4470.

All other queries on rights and licenses should be addressed to the Office of the Publisher, World Bank, at the address
above c,r faxed to 202-522-2422.

ISBN 0-8213-4742-X

The photograph on the cover shows Hong Kong harbor. It was taken by Curt Carnemark and is from the World Bank Photo
Library.

LIBRARY OF CONGRESS CATALOGING-IN-PUBLICATION DATA HAS BEEN APPLIED FOR.



Contents

Preface ...................................................................... vii

Global Integration, Regional Development, and the Dynamics of Urbanization: An Introduction ............... ix
Simon J. Evenett and Shahid Yusuf, the World Bank

Globalization and Growing Regional Inequalities ........................................................................ ix
Supranational Ramifications of Globalization: Regional Integration and International

Environmental Concerns ......................................................................... xi
The Rise of Local Politics and the Implications for National Governance Structures ........................... xii
Poverty Alleviation in an Era of Urbanization ........................................................................ xiv
Concluding Remarks ........................................................................ xv
References ................................ xv

Part I. Global Systems and the New Dynamics ................................. 1l

1. Finance, Financial Regulation, and Economic Development: An International Perspective ...................3
Lawrence J. White, Stern School of Business, New York University

Finance Is Special ........................................................................ 3
The Opaqueness-Transparency Paradigm ........................................................................ 4
Implications of the Opaqueness-Transparency Paradigm ........................................................................ 6
Conclusion ........................................................................ 8
References ........................................................................ 8

2. Globalization, Foreign Direct Investment, and Urbanization in Developing Countries ......................... 11
Victor F. S. Sit, University of Hong Kong, China

Testing the Relationship between Urbanization and Foreign Direct Investment ................................... 15
The Case of Exo-Urbanization ....................................................................... 18
Mega-Urban and Extended Metropolitan Regions ....................................................................... 23
Cities as Centers for New Opportunities and Competitiveness ................................................................. 32
Conclusion: Response to the Asian Financial Crisis and Policy Suggestions .......................................... 39
References ....................................................................... 42

3. Global Environmental Imperatives and Institutions to Ensure Sustainability ........................................ 47
Gernot Klepper, Kiel Institute of World Economics and Centerfor Economic Policy Research

Growth, the Environm ent, and Sustainability ....................................................................... 47
The Issues Ahead ....................................................................... 48
Global Environmental Imperatives ....................................................................... 51
Conclusion ....................................................................... 53
References ....................................................................... 53

Part II. East Asia and Globalization ..................................................................... 55

4. The Greater China Growth Triangle in the Asian Financial Crisis ......................................................... 57
Yak-yeow Kueh, Lingnan College, Hong Kong

Greater China as a Process of Economic Integration ....................................................................... 57

iii



Capital Flows within Greater China during the Asian Financial Crisis .................................................... 59
Impact on Trade Flows within Greater China ........................................................................... 64
Government Policies, Economic Consequences, and Longer-Term Implications ................................... 68
Prospects for Further Economic Cooperation within Greater China ......................................................... 73
References ........................................................................... 76

5. Regional Development Policies in Brazil, China, and Indonesia .............................................................. 79
Junichi Yamada, Japan Bankfor International Cooperation

Regional Disparities ........................................................................... 80
Reasons behind Regional Disparities ........................................................................... 81
Current Regional Development Strategies ........................................................................... 88
Conclusion ........................................................................... 91
References ............................................................................ 92

6. The Impact of Globalization on China's Economy ........................................................................... 93
Shuqing Guo, People's Bank of China

The Effects of Openness ........................................................................... 94
Meeting the Challenges of Economic Globalization ........................................................................... 96
Policy Responses to the Asian Financial Crisis ........................................................................... 99
Perspectives on the Process of Globalization ........................................................................... 101
References ........................................................................... 103

7. Globalization and Urbanization in the Republic of Korea ....................................................................... 105
Sang-Chuel Choe, Seoul National University, and Won Bae Kim, Korea Research Institute

for Human Settlements

Korea's Urbanization Path ............................................................................ 106
Policy Responses ........................................................................... 111
Current Issues and Prospects ............................................................................ 115
Conclusions ........................................................................... 117
References ........................................................................... 118

8. Cities and Governments ........................................................................... 121
Edward L. Glaeser and Jordan Rappaport, Harvard University

What Does Sound Urban Policy Entail? ........................................................................... 122
Nine Empirical Issues ........................................................................... 123
Lessons for Central Governm ent ............................................................................ 136
Lessons for Local Government Behavior from Economic Theory ............................................................ 140
Conclusion ............................................................................ 144
References ........................................................................... 144

9. Urban Governance and Politics in a Global Context: The Growing Importance of Localities ............. 147
Richard Stren, Centrefor Urban and Community Studies, University of Toronto

Components of the Local: Urban Civil Society ........................................................................... 147
Components of the Local: Democratization ........................................................................... 156
Components of the Local: The New Localism ........................................................................... 161
Conclusions ............................................................................ 163
References ........................................................................... 165

10. Crime As a Social Cost of Poverty and Inequality: A Review Focusing on Developing Countries ...... 171
F. Bourguignon, The World Bank and tcole des Hautes Ptudes en Sciences Sociales, Paris

Crime and Crime Trends: International Comparisons of Orders of Magnitude ................................... 172

iv



Crime, Poverty, and Inequality: What Economic Theory Has to Say ...................................................... 175
The Limited Available Evidence on the Relationships among Inequality, Poverty, and Crime ........ 181
Conclusion ..................................................................... 189
References ..................................................................... 190

11. Urban Poverty: Some Thoughts About its Scale and Nature and About Responses to It ..................... 193
Diana Mitlin and David Satterthwaite, International Institutefor Environment and Development

Defining Urban Poverty ........................................................................... 193
Seeking to Explain the Influence of Key Economic and Spatial Trends on Urban Poverty ................ 196
Community Initiatives and Poverty Reduction ............................................................................ 204
Measures that Increase Access to Jobs ........................................................................... 208
Central Government's Future Role in Alleviating Urban Poverty ........................................................... 212
References ........................................................................... 215

12. Urban Poverty Alleviation in the Age of Globalization in Pacific Asia ................................................ 221
Yue-man Yeung, Chinese University of Hong Kong

Urban Poverty Status ........................................................................... 221
Poverty Alleviation Initiatives ............................................................................ 223
Factors Affecting Urban Poverty ........................................................................... 228
Social Polarization in Hong Kong ........................................................................... 231
A Policy Framework ........................................................................... 233
References ........................................................................... 234

13. Financing of Subnational Public Investment in India ........................................................................ 237
Rakesh Mohan, National Council of Applied Economic Research, India

State Government Financing of Investment ........................................................................... 238
Financing of Investment by Local Governments ........................................................................... 246
A New Approach to Financing Public Investment ............................................................................ 251
Annex A.13.1.Extracts from the 74th Constitutional Amendment, 1992 ................................................ 255
References ........................................................................... 257

14. Analysis of Spatial Organization and Transportation Demand in an Expanding Urban Area: Sendai,
Japan, 1972-92 ...................................................................... 259

Naohiro Kitano, Japan Bankfor International Cooperation

Analysis of Spatial Organization and Transportation Demand in the City of Sendai ......................... 260
Policy Issues in City Planning and Urban Transportation Infrastructure Provision ............................ 267
Conclusion and Policy Implications ........................................................................ 272
Appendix 14.1. Spatial Statistical Methods ......................................................................... 274
References ........................................................................ 277

v





Preface

The team responsible for the World Development Report 1999/2000 commissioned a number of papers to
map the major fields covered in the report. The purpose of this was to synthesize significant findings
from recent research and to explore issues that were likely to loom large in the early 21st century. These
papers by leading specialists were reviewed at workshops in Washington D.C., Tokyo, and Singapore
and served as some of the building blocks for the report. However, from the outset we saw these papers
as having a life of their own-independent of the report-so that all those with an interest in local and
global dynamics could draw upon the ideas and information presented in them.

This companion volume to the World Development Report contains a selection of those papers that
relate to urbanism in an increasingly integrated world environment.

All the papers in this volume were extensively revised and edited prior to publication. We greatly
appreciate the effort put in by each of the authors in revising their contributions and working closely with
us through the lengthy editing process.

The research in these papers, the convening of the workshops, and the publication of this volume
were supported by a Population and Human Resources Development Grant from the government of
Japan. This financial assistance was enormously valuable throughout the preparation of the World
Development Report. It helped widen the knowledge base of the report by providing a rich source of
feedback through the workshops, and the grant has enabled us to make these papers available to a wide
readership.

Many people have contributed to the making of this volume. We want to thank our fellow team
members Anjum Altaf, William Dillinger, Marianne Fay, Vernon Henderson, and Charles Kenny, who
assisted in the commissioning of the papers and in reviewing earlier drafts. We are greatly indebted to
Rebecca Sugui for her help in the processing of the papers and, together with Paulina Flewitt and Leila
Search, assisting with the logistics of the workshops. Umou Al-Bazzaz and Marc Sanford Shotten
provided invaluable assistance in the assembly of the final manuscript. We would like to thank the staff
of the Office of the Publisher for their expert assistance in editing and producing this volume.

The first workshop, held in Washington during July 1998, helped to launch the World Development
Report. We owe its success to the effort put in by Jean Ponchamni and Mani Jandu. The two workshops in
Tokyo were flawlessly co-organized by the staff of the World Bank's Tokyo office together with the
Overseas Economic Cooperation Fund of Japan (now a part of the Japan Bank for International
Corporation) and the Foundation for Advanced Studies in International Development. We would like to
thank the director of the Tokyo office, Shuzo Nakamura, and Mika Iwasaki, Tomoko Hagimoto, and staff
from the Japan Bank for International Development and the Foundation for Advanced Studies in
International Development for the success of these events.

The workshop in Singapore was cohosted with the Institute of Southeast Asian Studies. Thanks are
due to the institute's director, Professor Chia Siow Yue, for providing us with the ideal physical and
intellectual environment.
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