Policymakersin the 21st century will find themselves pursuing development goals in landscape that has been transformed economically, politically, and socially. Two main forces will be shaping the world in which development policy will be defined and implemented: globalization (the continuing integration of the countries of the world) and localization (the desire for self-determination and the devolution of power
At the enS of the 20th century, globalization has already demonstrated diat economic decisions, wherever diey are made in the world, must take international factors into account. While the movement of goods, services, ideas, and capital across national borders is not new, its acceleration in the last decade marks a qualitative break with the past.1 The world is no longer a collection of relatively autonomous neighborhoods that are only marginally connected (by trade, for example) and are generally immune to events in other neighborhoods. Information and ideas can be accessed in all corners of the globe at the push of a button. The international economic order is
evolving into a highly integrated and electronically networked system. So close are its ties that a retailer in one country can describe the products consumers want to producers in several other countries, setting in motion immediate revisions in design and production. So closely interwoven are financial markets that exchange rates, interest rates, and stock prices are intimately linked, and the amount of private capital circulating in financial markets dwarfs the resources of many countries.
At die same time that globalization is gathering the world s countries together, die forces of localization are tilting the balance of power within them. The demand for self-determination can take a number of forms, including the replacement of authoritarian or single-party rule by multiparty politics, greater autonomy of subnational political units, and the involvement of community groups and nongovernmental organizations (NGOs) in governance. Even - as private businesses consolidate to gain leverage on the global market, many countries are moving in the opposite direction, fragmenting, ques-

tioning established authority, and groping for mechanisms to coordinate their internal activities.
At first glance, globalizations and localization may look like countervailing forces, but in fact they often stem from die same source and reinforce each other. For example, the same advances in information and communications technology that have been so important in the spread of global economic forces often allow local groups to bypass central authorities in the search for information, visibility, and even financing. Together, these global and local pressures are revolutionizing traditional forms of centralized governance and dramatically affecting development thinking.
Development economics, born after World War II, came into being in an era when strong and autonomous states were the chief decision makers. But that autonomy is gradually being eroded. Markets, for instance, have developed the potential to discipline states, punish their mistakes and call their bluff, Globalization has circumscribed the ability of many central governments to raise revenues by taxing corporations, which now have the option of moving part or all of their economic activity to low-tax venues. As central governments find themselves looking for other sources of revenue, regional and urban communities are coming together to assert their own interests, putting yet more pressure on the traditional forms of governance. The result has been new ways of thinking about how to manage the world's economies and a corresponding need to create new institutions to do so. These institutions will be needed at three levels: supranational, national, and local.
At the supranational level some institutions for shaping and channeling the forces of globalization are already in place. The World Trade Organization (WTO), the Basle Accords, and the Montreal Protocol, which affect, respectively, trade, banking systems, and the release of ozone-depleting chemical agents worldwide, are representative of the kinds of institutions the world will need in the 21st century. The events of the 1980s and 1990s have shown that existing institutions are far from sufficient to address the economic and environmental issues of the future: many more are needed. Economic catastrophes like the Latin American debt crises of the 1980s and the meltdown of the East Asian economies in the late 1990s may continue to occur, perhaps in even more dramatic forms. And while countries have begun initiating responses to important environmental issues

like climate change and preservation of biodiversity, these actions are but the first of many that must be taken to protect the global commons (see chapter 4). The lack of consensus on many vital issues and the difficulties inherent in protracted negotiations stand in the way of meaningful international institution-building.
At the national level many countries are learning which policies work well and which should be avoided for the purposes of macroeconomic stability. Many industrial economies learned of the potential boom-and-bust dangers of capitalism from events like the Great Depression and thus have put in place a bevy of national policies and institutions. These policies seek to moderate economic volatility through countercyclical macroeconomic actions designed to minimize the potential instability of capital flows; regulate the conduct of private agents; protect investors, depositors, and consumers; disclose the information necessary to assess risks and make prudent decisions; and provide social insurance to ride out temporary crises. Such institutions have become integral parts of the capitalist system in industrial countries, shaping expectations and fundamentally altering private sector decisionmaking. As developing economies are increasingly exposed to the new global economy, they build similar institutions in their own countries. They are likely to find that some policies in particular offer exceptional payoffs. A stable macroeconomic environment, a liberalized domestic business services sector, and a legal framework that induces transparency and protects investors1 rights is advantageous. Conversely, deficiencies in financial policies and business practices are a recipe for disaster—a bitter lesson learned from the banking and currency crises of the late 20th century.
At the subnational level localization has led many central governments to grant political, fiscal, and administrative powers to local governments. But arrangements aimed at maintaining workable intergovernmental relations have not kept pace with the speed of decentralization. Ideally, decentralization rests upon effective institutions that determine voting procedures, provide for the disclosure of information, ensure accountability at the local level, and define a system of allocating resources and responsibilities to subnational authorities. But the devolution of central government authority and functions has often proceeded at its own pace—with elements not only of
learning by doing but of suffering by stumbling. There are vimally no good models of decentralization. Recent macroeconomic instability arising in part from tensions between the central government and subnational entities (although the cases are very different) in Brazil and Russia show how important harmonious relations between central and local authorities are in creating and sustaining market confidence. Governments at all levels have also begun to understand the importance of due process and inclusive, participatory, and consensual modes of public sector decisionmaking and resource allocation.
This chapter sets the stage for later chapters by defining the forces of globalization and localization. It explores issues such as trade, capital flows, and the implications of urban growth. And it looks at the institutional changes that will be needed to keep development sustainable, providing the groundwork for a more detailed examination in later chapters of the report.
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