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The ideas of John Maynard Keynes were much in‘ the news in the wake
of the Crash of 2008. Economists and policy-makers found themselves
looking back to Keynes’s writings from the era ofthe Great Depression
for guidance and inspiration. Keynes wouldn'’t be surprised at his be-
lated intellectual resurrection.. S S _
.. “The ideas of economists and political philosophers, both when they
are right and when they are ‘wrong, are more powerful than is com-
. monly understood,” he wrote in The General Theory of Employment,
Interest, and Money. “Indeed the world is ruled by little else. Practical
men, who believe themselves to be quite exempt from any intellectual
influences, are usually the slaves of some defunct economist,” Keynes
believed in the power of ideas—good ones and bad ones—iq direct our
actions and to shape our world. - ' .

181




R

R T

182 ﬁ CHAP?'ERQ

So do L I've seen how flawed ideas become convincing, even con-
pelling, when they are embedded in persuasive stories. Intelligent men

and women “connect the dots” these stories creale, drawing universal

conclusions based on attractive images, selective evidence, and engag-

;ng metaphors. Guided by this globaloney they are led to make mis-

takes, disastrous mistakes, as we have all seen.

It is pretty clear that globalization is mot a stable, secure economic
process. Globalization is unexpectedly delicate, in fact, especially global
finance. It yields many benelits—that's why we embrace it—but it cre-
ates risks and disrupts existing human afi‘aﬁge-me1it9——iithat’§ ‘why the
embrace is so awkward. Guided by what I call Financial Globaloney,
however, individuals, businesses and. governments pretended that the
costs and risks just didn’t exist. Their aetions, as 1 discussed in chapters
2 and 3, made the risks even greater and the collapse even deeper.

It is clear, at least to me, that globalization is a highly diverse phe-
nomenon. Globalization reflects its terroir, as the French would say—it
wakes different forms in different places depending upon local politics,
culture, and other factors. That's why globalization is so uneven, why
some people and places are o tightly connected to global networks
while others are “off the grid,” both literally and figuratively. The world
ism't flat, even if parts of it display a sometimes uncomfortable same-
ness—airport hotels, for example, hamburger restaurants and shopping
malls. Spend enough tme in these places and you'll start to think that
all the world is the same. But you have only to raise your eyes just a bit
to see that Golden Arches Globaloney isn't really true. ' o

The problem with the Golden Arches view is that it suggests that
global diversity doesn't exist and the logical next step is to conclude
that maybe it shouldn’t exist or won't exist in the future. It denies the
fact of and need for diverse political, social, and economic arrange-
ments. By saying that everything is the same it undermines the argu-
ment for diversity. ' S

Globalization doesn’t homogenize, exactly. 1t is more accurate
to say that globalization, because it is driven by capitalism, tends to
rationalize, to encourage efficiency, as Weber and: Ritzer argtied. ‘The
rationalization process proceeds at many levels, mot just the global one,
and indeed the global elemént may be the least powerful and important.
Efficiency is a good thing, up to a point, but it too has costs- The ratio-
nalization of finance, through financial engineering, for example, was
one of the reasons huge risks could be taken as if there-was no risk at
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all. And rationalization does lead to a certain sameness in some things
in the name of efficiency. e

Grassroots Globaloney tells us: that these processes are total, com-
plete, -univérsal,- and that there is nothing you can do about them. This
is'globaloney, too, since it is obvious that at least sometimes people are
able to seize the power to shape important elements of their lives and to
balance efficiency and diversity, shaping globalization to fit their needs
and desires. More than this, there is the fact of “Slow-balization,” where
clever social entrepreneurs use globalization ‘to resist globalization’s
negative effects and sometimes reverse them.

- 1think globalization can be.a very good thing, but we've seen that it
¢an be a very bad thing, too. Globalization collapsed in the wake of the
Crash of 2008, but this didn’t solve the underlying problem. The world
doesn’t need less globalization, it needs betier globalization, globaliza-
tion with fewer risks and greater diversity, globalization that people
will find a bit easier to embrace because they recognize their ability to

- mold it into a form that suits their needs. : _

This chapter tries to uncover some principles on which to rebuild
globalization in a form that will be both economically feasible and po-
litically sustainable. This is not a simple task and there is no guarantee
of success but it is necessary to try, if only because the consequences of
failure are so high. The first step-is to consult theory to help us narrow
down the field of possible global arrangements. Two famous political
economists will provide the framework we need for this task, Then
comes the hard part—we will need to consider what is really important,
what (and whom) globalization is for. Once that choice is made, the
outline-of feasible, sustainable globalization becomes clearer, although
the difficult problem: of ‘actually constructing it remains. '

. FEASIBLE GLOBALIZATION:
4 - THE MUNDELL TRILEMMA -

| The first step to rebuilding globalization is to think seriously about
its economic architecture. We can imagine all sorts of glgﬁbal arrange-
ments, but many of them have hidden flaws, unsegen contradictions.
What are the economically feasible options?-_'_ ' L ‘
* Robert Mundell, the Columbia Uni\z_ersity:proféssoi;,w-ho won the
1999 Nobel Prize in Fconomic Science, gives us a place to, start with
i what is sometimes called the Mundell Trilemma or the “Unholy Trinity”
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of 'interna'tionz;l economics 2 *ﬁ-l'though Mundell’s theory was. devéldped

-fifty years ago, intefnational economists recognize itas a powerful £3ol

for umdeérstanding the trade-sfts and tensions in globalization today.
\What i 4 thilemma? A trilemma is a-set of three mutually exclusive
op’tio‘ﬁs-—.--Eﬁch‘-‘-‘choi’éé‘*has---,--lts?‘OW.n fogic 'and, while they are pairwise
compatible they canit-all: three work at once. Chogse.any two-and the
third is impossible:> To: takea trivial example, consider the lunchtime
wrilemirha ata biisy food court-with multiple vendors or food- stations.
You would probably want & meal that is good, fast, and cheap, but it
is hard to get all three. If it is good and cheap then ‘there is probably a
long line to get it—not fast. if it is fast and cheap then it probably isn't
very good—otherwise there would be a long line: And if it is fast and
good then it probably is relatively expensive: If not, what's keeping the
lines of hungry diners away?* The trilemma doesn’t hold all the time; of
course—if-the food coutt is almiost empty you can probably get cheap
and good without a long wait. But when thirigs get busy the contradic-
tions appear.’ R R =
Mundell's brilliant insight was'to see that the lurichtime problern ap-
plies to international finance. Instead of good, fast; andcheap; a nation
might want to have a stable exchange rate, intetnational capital mobil-
ity, and domestic economic sovereignty. Each of these three economic
arrdngemerits has certain benefits, & stable exchange rate promiotes in-
terniational trade and investinent and minhimizes some of globalization’s
disrizptive effects since unstable foréign currency prices get transmitted
through the domestic econoriy, causing instability there as well.

" International capital mobility dllows ‘for the free movement of in-
vestment flows into and out-of a country. This opens a country to the
risks of global finance, of course; but also to-its benefits, and encotit-
ages full integration into the global economic system. International
capital mobility is necessary if a nation wants to achieve “thick global-
ization"—economic ‘integration through: hoth trade and finance—as
opposed to “thin globalization” through trade alone. -

" Finally, domestic econohic sovereignty refers to a nation’s ability to
intervene ifidependently in its domestic economy to deéal with inflation,
uneinploymetit, or other problertis as viééded. Fhiere'aré 1o “golden fet-
ters” to prevent independerit action a5 there-would be-if international
gg'reerhe'ntsi1imi;ed-"fdome§cic—aeuons.: S R IR
" -Although it'is possible-10 have all thiee of these policy options at
once when: the economi¢ $ystem, like a-fiear-empty food court, is not
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under stress, -tensions and trade-offs. reveal a trilemma when. things
get-hot. Suppose, for example; that inflation begins to rise. 1f you in-
crease interest rafes to fight-it, this will bust the pledge of exchange
rate -‘Stabﬂi_ty.bé,c' use higher interest rates will attract foreign capital,
pushing the exchange rate higher. You can raise interest rates and keep
exchange rates stable, but you have to stop capital from flowing in and
out (capital controls). Or you <an keep. capital mobility and exchange
rate stability, but you won't be able to raise interest rates (the loss of
domestic econoimic sovereignty) and so will have to let inflation run its
course. It's a difficult situation . ;. . a trilemma. What are you willing to
giveup? ~ - s L o

~-Since you can only have all three options so long as there are no
troubles—and trouble happens in the global economy, as we have
seen—it follows logically that there are three different sorts. of eco-

nomically_fegsible solutions to the trilemma problem.

.o Thick Globalization. This is the system adopted byJapan,and the
‘United States that brings together high levels of ifiternational
trade and financial flows (thick globalization by my definition),
but without fixed exchange rates..Domestic ¢cOnomic sovereignty
is retained. Capital mobility is necessary for these two countries,
since Japan hasa huge trade surplus that it needs to invest abroad
. and the U.S. has a mirror-image deficit it needs to-finance. Given
" this first choice, the trade-off is either giving up a stable exchange
rate or giving up domestic.economic sovereignty. Both countries
- choose to retain unfettered use of their economic tools and let
their currencies ride. with market forces. This works: for them,
_more-or less, because exchange rate effects are small in these
_ economies relative to domestic market forces. Better to be able to
have the tools to stabilize the domestic economy rather than give
them up to keep a stable ex_c_h_ang_e, ;ﬁa_té.:_ That said, exchange rate
effects can be very unsettling for trade-sensitive or dependent sec-
“tors of the economy. This is thick globalization for countries that
are wary of its ecomnormic consequences. : e
-+ Really Thick Globalization. Really thick globalization Is a strategy
. that takes maximum risk to try to get the maximum globalization
“fetufn: it is the policy that Argentina adopted before its economic
crisis -a. decade ago. The Argentinean . government wanted to
get full advantage of thick globalization so it opened' its capital



186

GHAPTER 9

[

markets to foreign investors and guarariteed them a fixed ex-

change tate (one peso- per U:S. dollar). To accomplish this,
however; they had to give up domestic economic sovereignty
and import their economic policy moves from Washington, D.C.
If U.S. interest rates went up, so did Argentinean rates, in order
to keep the fixed currency pledge. The “golden fetters” of the
exchange rate commitment effectively handcuffed the Argentin-
ean economic authorities, This system worked for a while until
the differences between the economic problems of the US. and:
Argentina grew 100 great. A single economic policy didn’t fit two
such different countries and economic and political collapse ulti-
mately occurred. This is globalization for countries. that are will-

ing to take big risks to get big gains. Or don't consider the risks.

Or don’t think they have any choice.: e _

Thin Globalization. The final option puts stability ahead of finan-
cial globalization’s potential benefits. It gives up international
capital mobility (putting restrictions on cross-border investment
flows) in order to have stable exchange rates and the domestic
economic tools necessary to maintain a stable local economy. This
is an interesting choice. China has for some years chosen thin but
stable globalization.: Its trade activity has been intense, of course,
but international investment flows have been highly regulated,
with layers of protective government controls. This allowed the
Chinese government 10 control the exchange rate and to keep a

" tight lid on domestic economic problems. Thin globalization did

not prevent China from.experiencing contagion from the Crash
of 2008, of course, since the collapsing global econony necessar-
ily affected China’s export flows and since falling global financial
miitkets necessarily affected China’s [oreign investments: But the
effects were less than thiey might have been and the choice to re-
tain domestic economic sovereignty meant that China was free to
provide massive econoric stimulus to its economy. '

- One peculiar feature of the current system (ot non-system) of eco-
nomic relations is that it allows each nation to make its own Mundell
Trilemama choice, so while the U.S. and Japan opt for thick globaliza-
tion, other countries choose really thick globalization and some, like
China, make a thin glbbalization selection. Thus globalization has been
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governed by multiple and sometimes incompatible logics. It is perhaps
no surprise that attempts to:piece-together thiis policy. patchwork have
been problematic. at. times-and panic-prone-at others. .

There is another name for thin' globalization as ‘defined here: the
Bretton Woods-system.  Economic leaders of the Allied nations met in
Bretton Woods, New Hampshire; in 1944, while the battles of World
War I were still raging, to-draft a plan for the postwar. economy. Hav-
ing watched the thick globalization of the 1920s collapse and spread
across the map as contagion in.the 1930s, the representatives wanted to
avoid past errors, to rebuild globalization on a more stable foundation,
So they opted for thin globalization—free trade, but not free investment

flows. Capital controls were the order of -the day and lasted until the

breakdown of the system in the 1970s. - :

Security and stability were the highest priority at Bretton Woods
which is understandable after the global economic crisis of the 1930s
and the fears-of ‘depression’s return at war’s erd. Bretton Woods-style
thin globalization was intenided to be a more secure (I'm tempted-to say

-Fail Safe) alternative. Each nation’s economy was supposed to be secure

because:of domestic economic. sovereignty, stable exchange rates, and
the lack‘of destabilizing investment flows, The system was supposed to
be 'secure, too, because national problems would be contained. Conta-
gion damage was strictly limited. Thin globalization was less globaliza-
tion in terms of the potential-theoretical benefits, but with less risk of
national or systemic financial collapse, :

‘Mundell’s Trilemma tells us which globahzatwn opuons are eco-
nomically feasible and which are desirable but impossible. Which ones
are sustainable? Hmmm, That's a-more .complicated question;, since it
involves more than the technicali,ties o__f, international economics..

)

RODR]K’S TRILEMMA' '
SUSTAINABLE GLOBALIZAT!ON

The. second step, once the economic altemauves are cIear is to consider
how to rebuild globalization so that it will not tear itself apart. Global-

-ization must be feasible in terms of the- Mundell constraints, and-also

sustainable. Sustainable globalization. What an idea! Sustainable in what
way? Well, the obvious reference would. be ecologlcal——enwronmentally
sustainable globalization, but that's a big order, an important one, but
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something that goes well beyond the scope of this book. Environmental
sustainability is a project that needs to be addressed at all levels in many
ways. In the long rum, little else really matters. :

But in the short run we need: to think about the politics and eco-
nomics of globalization and find ways to prevent it from blowing up
and melting down with such regularity. Rodrik's Trilemma, named
for Harvard political economist Dani Rodrik, one of the most original
thinkers in the globalization field, gives us a framework for analyzing
globalization’s political sustainability.* -

Rodrik’s Trilemma starts with- the premise that there is a contra-
diction in. the conventional wisdom.that deep economic integration
(what 1 have called thick or really thick globalization) is inconsis-
tent with the existence of the mnation-state as we usually think of
it and democratic political accountability. Once you embrace thick
globalization; Rodrik says, you have to choose—the nation-state or
democracy? You can’t have both. Here is the reasoning behind this
unexpected conclusion. S _

Thick globalization, as I have defined it, means. that international -
economic relations involve both relatively free trade and high levels
of capital mobility. Once the domestic economy is deeply integrated
into the global economy the space available for independent economic
policy is limited. The interests of foreign investors in particular must
be taken seriously &t some point, creating explicit or implicit “golden
fetters” that limit domestic policy actions. Even the United States,
which has theoretical domestic economic sovereignty in the Mundell
framework, cannot afford to ignore the interests of foreign investors
completely, especially in the post-Crash world where they finance
trillions of dollars of U.S. government debt. At some point the logic
of investment dollars trumps the logic of citizen votes. Democratic ac-
countability is sacrificed to the expediencies of global finance.

Rodrik calls this option the “Golden Straightjacket” after a phrase
coined by Thomas Friedman in The Lexus and .the Olive Tree. To get
the global gold, states restrain themselves from taking independent
economic ‘action. In. Rodrik's terms, this is equivalent to - sacrificing
demoeratic accountability, since the state is no longer able 0. respond
fo voters' demiands regarding economic policy. You will recognize this
as the option that Argentina adopted in the 1990s... . '

E)
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Rodrik calls the second option *Global Federalism™ and it is a vision
of the world where governance structures ex_pand to embrace the global
markets’ domain. The nation-state, too-small to regulate global flows
and too weak to resist their interests, recedes into the background, as-
suming a more I;IOdESt economic role-ina multﬂevel global governance
framework. Lo T

- IF'you want democratic accountablhty and thlck globallzatlon then
the powerless nation-state just gets in the way. Some system of global
governance is needed to assure that citizen concerns ‘are addressed.
Global Federalism? This sounds very -utopian, but maybe it isn't.
“Global federalism would align jurisdictions with markets and remove
the*border effects,” Rodrik says. “Politics need not, and: would not,
shrink: it would relocate on the global level. This is the United States
model expanded on a global scale.”” :

One way to think about the differences between Rodrik’s Global
Federalism and Golden Straightjacket versions of thick globalization is
to consider the case of the European Union and the single currency, the
euro, which most of its members have adopted. The EU has long been
cortimitted to thick economic relations among its member states. The
single-market program of the 1990s called for member states to adopt
four economic freedoms: free trade of goods, free trade in services, free
movement of labor, and free movement of capital. And now, for most
of the states, one currency and therefore one basic: macroeconomic
policy, too. If you think of the:EU economy as a sort of globalization
test project, then this is about.as thick as globalization can get. And it
has caused many tensions because the EU-wide democratic system is
very weak (there is a “democracy deficit™). Voters hold their national
governments accountable on economic issues, but those governments
have relatively little power to deal with these issues, having ceded this
authority to the EU central bank.

- The current EU setup is problematic—-politically unsustainable in my
terminology—because it seeks to have it all: thick globalization, sover-
eign nation-states, and democratic accountability. Something will -have
to give. If the EU remains a “Furope of States” the democratic deficit—
responsibility without accountability and accountability w1thout power—

‘will remain. It is hard to imagine that this will be tolerated forever. If it

becomes “a United States of Europe,” with stronger central government
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and pan-Europe democratic accouiitability, the nation-state will wither
away or, in the spirit of Global Federalism—evolve to play a more minor,
if still very important, role. That's how Rodrik’s Trilemma works.

There is,tof course; a third option, since everything about a tri-
lemma comes in threes. Thick globalization dictates that. either the
nation-state (and the diversity of policies and programs that come with
it) or democracy must be sacrificed—you must choose! But what if na-
tional sovereignty and democratic accountability are privileged above
thick globalization? Then a third option appears: thin globalization
(free trade, more or less, but regulated international investment flows),
with democratic accountability achieved through a system of diverse
nation-states. Trading thick globalization for thin restores a measure
of political accountability to the nation-state at the sacrifice of deep
economic integration.

REVALUING GLOBALIZATION

1 am drawn to the puzzle trilemmas pose and the fact that they resist
the tendency to boil down complicated questions to simple answers,
Trilemmas can be deceptive, however, because they make it seern like
the three points of the policy triangle are equally important. Choose
any two and you are good to go. . :
But some things are always more important than other things—val-

ues really do matter—and, once ‘you've rotated one choice to the top
priority, then a more manageable dilemma appears. The first choice is
the key. For some time now the first priority has been given to thick
globalization—it has seemed to “trump” everything else. 1t doesn’t
seem-to have mattered that thick globalization, with its sometimes
unstable capital movements, has 2 poorer risk-return pprofile than thin
globalization’s more secure focus on international trade flows.

- The most obvious instance of this choice, as I have said, is the Eu-
ropean Union where the choice was made early on to have thick inter-
nal economic relations, and the struggle ever since has been to make
this work politically within a union of weak nation-states and weaker
central institutions—an-arrangement that is economically feasible but
politically unsustainable in its present form. . o .'

- . Things change, however, if you rotate Rodrik’s Trilerina to put
democratic accountab}lity at the top. This, in my view, is that key to
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political sustainability, but Pmnot the only person;who thinks so (or
the first one to point this out). Barry Eichengreen made the case better
than I ever cquld in his book Globalizing Gapital. Once upon 2 time,
Eichengreen argues, it-was: possi le: tor:pix_tf-;globalizgtiqh first, but not
today. Monarehs and-autocratic rulers could saqﬁiﬁgg;dgﬁrg;esxic'_in,t:erests
on:the altar of globalization because._;;hey;were.jnsulﬁped‘, by power and
position from popular opinion. Even: democr?atica-ﬂy;-électcd goveri-
ments could put globalization first in the days before Keynes invented
hié macroeconomic theory, which establistied ‘government's role in
stabilizing the economy. After Keynes, however, it.is impossible to put
the genie back in the bottle—to tell voters that the government cannot
or should not-take action to address domestic, economic concerns. The
gov_emmem;w_i'!l be held accountable no_w,:; one way or another..
~ If you put democracy. first, which 1 argue is the only politically
sustainable option, then the choices are nation-state (and the Bretton
Woods system)-or thick -globalization (and Rodrik’s global federal-
fsm). Hmm, Global federalism is & yery. attractive idea, but it seems
problematic for now because of the lack -of both-the. necessary gov-
ernance infrastruéture ‘and-the apparent political will to.create it
The European Union is the most advanced example of an attempt 10
develop the institutions of transnational democracy, and even after
more than fifty years. of broadening and deepening; it is.difficult to
declare it a real political success. S
Global-federalism is unrealistic: for now; but the -alternative—the
cén-tempo'rary'- ‘nation-state—is also: problematic. - Nation-states. and
economic nationalism go hand in hand; protectionism rooted in short-
sighted visions of national interest has always been a stronger barrier to
globalization than any theoretical trilemma comstraint. And it is pretty
clear that nation-states can-have their-own “democracy .deficits.” The
nation-state is an imperfect way to-organize government {(and we should

' try to improve it) in a global age, but it is ours, at least for now.

' TWO CHEERS FOR THIN GLOBALIZATION
Connecting the dots, it looks ‘1iker'this argument js 1¢ading to thin
globalization—more secure globalization: based: on trade more than
finance, in a diverse and accountable nation-state syster. | would like

t0-say +Three Cheers for Thin Globalization,” but the case isn:t that
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strong. In a world of trilemmas, three cheers may be too much 10 ask.
Two cheers will have to do. - : S

The Mundell and Rodrik trilemmas outline the constraints for eco-
nomically fehsible and politically sustainable globalizations. As I rotate
the trilemnma triangles and view the results T am struck by the fact that
thick globalization seems incompatible with political and economic
stability. Economic instability goes back to my arguments about the
nature of global finance and why money isn’t really .“safe as houses.”
Political instability comes from the triletnmas themselves, where really
thick globalization seems to Tequire the sacrifice of domestic economic
sovereignty (Mundell) and democratic accountability (Rodrik). That’s a
big loss of local control. Absenta realistic “global federalist” solution or
effective regulation to tame global financial excess, thick globalization
carries a very high price. Too high, as we have scen.

What should we think of this result? If you believe that globaliza-
tion is an end in itself, as hyper-globalizers and market fundamentalists
seem to think, then thin globalization is a terrible thing to suggest. If
more globalization is better than less and thick is better than thin, then
settling for something akin to the old Bretton Woods system of strong
states, capital market restrictions, and free trade seems like a step in the
wrong direction, a sort of evolutionary retreat.

‘But globalization is a means, not-an end. People don't trade, invest,
or migrate to create a global economy; they do it to take advantage of
opportunities they see abroad. These opportunities exist because of
global diversity—because everyplace isn't the same as everyplace else.
But opportunity is generally accompanied by risk, that's fundamental,
Diversity, opportunity, risk, return, globalization—they all come pack-
aged together and the extent of globalization—how thick or thin it
is—depends upon how the other factors balance out. -

' SECURITY AND DIVERSITY.
Thin globalization has two big advantages over its thicker alternatives:
security and. diversity. Thick globalization is high-risk globalization.
Driveri by sometimes-chaotic capital flows and lacking a democratic
global governance striicture to oversee it and hold it accountable to the
citizens, it is the globalization of boom and bust, crash and burn. Thin
globalization dials:down: the-risk; giving away some of the potential

&
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upside. gain to get-a more stable and therefore more governable system
of economic relations. _

Maybe that's why Keynes and his colleagues at Bretton Woods opted
for a thin. globallzatlon plan for. the postwar era. Global Federahsm
would have been out. of the questmn then, of course, just as it seems
to.be a bit unrealistic-or premature just now. Thin’ globahzanon is sus-
tainable globaljzation, or potentially sustainable globahzauon anyway.
(The collapse of the Bretton Woods system in the 1970s reveals'a gap
between theory and practice when it comes to pohucal sustamabthty )

“Thin globalization, as defined here, is also diverse globaltzatton the
opposite of the Golden Arches, since authonty is mtentlonally located
at the national level, encouraging a diverse : range of solunons to the
problems of managing a thin, but still dynamic,. global gconomy. Dani
Rodrik’s 2007 book One.Economics, Many Recipes makes the case for a
system that encourages diverse solutions to global economic problems.
Using a method he calls “growth diagnostics,” Rodrik drills down into
the details of local problems, resources, and 1nstltut10nal arrangements
arguing that dlfferences in local ‘conditions’ require’ custom-tailored
policies. Policies that make sense in advanced industrial ‘countries can
have very dilferent—and often negattve—-—effects whien applled in dif-
ferent environments. : :

This obviously, contradicts everythmg that market fundamentalism
holds true and 1 think it is not too strong to view Rodrik’s book as an

" indictment of market fundamentahst polmtes Although the prmctples

of economics may be umversal—opportumty costs, the power of in-
centives, and so on—it is important to remember that economics is
not a surface phenomenon like a coat of paint. Economics is embed-
ded deeply in society and shapes. itself around the resources and con-
straints; political and sogial values, of dtfferent nattons and cultures.
You jgnore these- dlfferences at your peril. :

1 learned this lesson from one. of my grad students a few years

- ago when I was teaching in Bologna at the Johns ‘Hopkins School of

Advanced International Studtes Center. there I was reviewing basic
supply-demand analysis thh a student from Spam who was struggling
with the basics. I drew out a labor market graph and put a minimum
wage above the market equilibrium prtce With wages “too htgh”
higher than market wages—an unemployment gap appearecl & How to’
you-get rid of unemployment, 1 asked the student. The correct answer,
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as anyone who has read an economics textbook knows, is to cut wages.
Lower wages give employers an incentive to h1re more workers That’s
the answer I was expecting.

“Raise ‘wages,” he said. Ouch! Wrong' Wrong accordmg to my
logic, but pos'?ibly right according to his.® His logic, the logic of some-
one who understood pretty well the reality of the labor market condi-
tion on the ground in Spain at that time, is that a lot of unemployment
existed because of government benefits that gave some people little
incentive to work. The problem wasn't a lack of open positions, in my
student’s view; it was lack of incentive to seek them out. Higher wages
WouId solve this particular kind of unemployment, he told me; lower
wages would just make it worse. Economic incentives mattered in
both of our analyses (Rodrik’s “One Economics”), they just worked in
differeént ways dependlng upon the characteristics of the social system
(“Many Rempes”)

Another vision of diverse globalization comes from an unlikely
source. Columbia economics professor Frederic Mishkin is a leading
authority on finance. Many (most?) of the people who built today’s
complex system of global finance got their start reading Mishkin’s
money, banking, and financial markets textbook. At first glance his
2006 book The Next Great Globalization looks like his Last Great Mis-
take, but it is not. Mishkin's arguiment is that financial globalization
has many benefits, especially to less developed countries. Plugging into
global Capital markets—moving from thin globalization to thick global-
ization—is, to quote the book’s subtitle, “How disadvantaged nations
.can harness their financial systems to ‘get rich.” Looking back from
today s perspective, Mishkin’s prermse—that being part of the global fi-
. nancial system is the key to prosperity-—seems wrong-headed. A closer
look at his reasoning, however, reveals a different story.

‘Much of Mishkin’s book is devoted to financial crises, their causes
and effects. He makes it pretty clear, as 1 have in this book, that finan-
cial markets are not “safe as houses.” He puts the benefits of financial
markets—and there are many benefits—into the context of the costs
and risks. Risk and return—exactly right.-One reason léss developed
countries have failed in the past to profit from global finance, Mishkin
argues, is that they have adopted what I might call “Golden Arches
'Globaloney policiess They have implemented the same policies as
the developed countries, when their financial markets'and financial
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institutions are much: different. One result:is-that when crises strike
the remedies .e_?p.lied, based upon first World’-or_thodoj;y, cause third
world havoc. e -

" A simple example will help make this ¢lear: Many loans in devel-
oped countries are lorig term with fixed or 6t;qasi§né,lly adjustable
interest rates. An emergency interest rate increase (1o attract foreign
capital inflows) in this enviforiment has a big effect on incremental

loans but. a smaller effect on existing loans.. Borrowers -have locked
in their interest costs and are less affected or more slowly affected by
changing conditions. o CEl

" Lending in less developed countries is frequently a different matter.
Loans are generally much more short term (loan terms may be months
ihsté_ad_ of years) and interest rates thei‘eforg more sensitive to chang-
ing ‘conditions, Loan agents may visit clients each week, collecting
payments and rolling over loans as needed. A sharp increase in interest
rates in this environment has a much larger irﬁ_paét. New loans become
more expensive, but so do existing loans (or existing short-term loans
that must be renewed). Result: many more borrowers are hit harder
and more. quickly by’ financial changes in less developed countries.
The same monetary medicine, to use 2 medical analogy, is quicker and
stronger in LDCs. Sometimes it can even be fatal. ) ;

1 find a lot to agree with in_the details of Mishkin’s book. 1 think
his concern over financial crises is wise and his argument that financial
policies in different countries need to be tailored to actual local condi-
tions is sound. Solid financial institutions are very valuable and less
developed countries would gain if stable banks, insurance companies,
and credit agencies were developed to meet local needs while reflecting
local conditions. The local institutions. are very useful, as the rise of
microfinance, micro-banking and r'i_;iéro'-ing_;uﬂranée'su'rely proves. Con-

necting these institutions 10 unécﬁ‘_taiﬁ glc)bal,'marke'ts is less important

overall, especially if instability is imported along with foreign funds.™

Mishkin is an optimist—or at least he was in 2006—taking the
yiew that better global financial governance and wise local imple-
mentation can make thick globalization work, I'm a pessimist, at least
when it comes to the possibility of global financial crises. I'm willing
to sacrifice some of the potential benefits of :'t'hi_(:k_ globalization to get

a more stable foundation for global economic relations. Give me thin

globalization any day.
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SEm-GLo'BALIZATlON

Thin globalization instead of thick—is thiis a radical proposal? A crazy
idea? No . . . 4nd yes. In terms of economic history, thick globaliza-
tion has always been the exception, not the ile. The grand rhetoric of
globalization disguises in some respects how very limited it has been in
bhoth time and place. Largued that globalization was oversold in a previ-
ous book, Selling Globalization, and think it is still true today.

Pankaj Ghemawat, professor of Global Strategy at the TESE Busi-
ness School in Barcelona, examined globalization‘s actual viscosity in
his 2007 book, Redefining Global Strategy- Ghemawat's basic argument
is that most measurable economic activities that can be pursued ei-
ther globally or locally still show a very strong local bias. Differences
between and among countries matter very much, creating both oppor-
tunities and consiraints. Ghemawat's book is an attempt fo convince
corporate Strategists to «resist a variety of delusions derived from vi-
sions of globalization apocalypse: growth fever, the norm of enotmity,
statelessness, ubiquity and one-s;ize—fits—all.””- He calls the actual state
of the world semi-globalization. o : '

What prevents globalization from achieving 1ts presumed universal
destiny? In theory, world borders of all sorts melt away in the face of
the logic of market integration. In the real world, however, layer upon
layer of differences persist, creating a pattern of diversity thatis a bar-
rier to global strategies and a world of opportunity to those who ap-
preciate the differences and take advantage of them. Ghemawat breaks
down the cross-border differences into four categories: cultural differ-
ences, administrative differences, geographic differences, and economic
differences.? Together they ereat¢ a kaleidoscope of colors, shapes, and
patterns that vary ‘according to country and industry and over time.
Leveraging some of these differences, overcoming others, and accept-
ing the rest—these are the keys 0 SUCCESS in a semi-global business
world. .S_emi—globalizatipn is a useful concept because it forces us to
think about how globalization actually works and it suggests that thin -
globalization might not be such a foreign concept. ' -

50 my proposal for .feasible; sustainable globalizatibh via thin-
ner global fjows is not radical in one senise. Economic {lows are only

semi-global now and recognition of the risks inherent in uncontrolled

{hternational capital movements is unlikely to alt_ér this fact substan-
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tially. In any case, the instability of capital:movements would prevent
globalization from becoming very much thicker. But I am a radical in a
different way because [ want to change the.way that people think about
globalization: Because i_f_leas are whar rmatter in-the long run,

TELLING SToRIES

Economists tell stories—that's what we do. Andfor better or for
worse, the stories seem to matter. Unlfortunately, many-of the stories
we have been telling about globalization for the past few years have
been globaloney. - | R

* Because the textbook models of markets are stable and secure—
stable as an apple in a bowl, according to Alfred Marshall—we
told stories that convinced ovirselves that financial markets must

"be stable, too. Safe as houses. I
* Because you find McDonald’s restaurants and other symbols of
~ American consumer culture lots of places we convinced ourselves
 that globalization is everywhere the same, undercutting the very
 idea of global diversity and missing the point that McDonald's
_ dbesn’t”crea_te sameness as much as it promotes efficiency.

~ » Because our stories of globalization are dominated by images of

faceless markets and powerful global corporations we convinced
ourselves that grassroots movements are a waste of time, that
people have no ability to define and shape globalization to suit
their needs and desires. =~ - - - R '

These stories opened the door to the grand experiment in high-risk,
Imance-driven thick globalization that crashed in 2008. When global-
ization returns—and it will—it will need a new configuration: thin,
secure, diverse globalization, which, 1 have argued, is both economi-
cally feasible and politically sustainable; new regulations and regulators
(beyond the scope of this book) and, of ‘course, new stories. Stories
about real globalization, not the same old globaloney, =~

‘Where will the stories come from? 1 'sugges:t they will come from
people like you who look around and report what they actually see,
not what globaloney has conditioned them to see. There will be stories

-+ -
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about the risks of global arrangements, not just their benefits. Stories
about the diversity of globalization, not just its senti-global sameness.
And stdries about empowerment;how people can sometimes seize the
power to shape globalization to meet their needs or ¢ven use globaliza-
tion’s tools to undermine globalization’s negative effects.

This book is a start. The stories I've told here—about fast food, Slow
Food, soccer, secondhand clothes, and of course the Crash of 2008—
don’t prove anything about globalization. They. are just a few -data
points in a complex web of human arrangements. But, like Adam Smith
with his Newtonian rhetoric, 1 encourage you to “connect the dots” of
your own experience in a different way so that we begin to think differ-
ently about what globalization is and what it should be. That would be

‘a start—a good start-—to a new kind of globalization, one that achieves

a better balance of local and global, risk and return.

So when someone tells you about the benefits of globalization,
especially global finance, ask about the risks and tell the story of the
Crash of 2008. When someone tells you that globalization is‘,"a one-
size-fits-all phénomendn,‘ and ;hat size is American XXL, ask them if
everything is really the same and tell them about David Beckham, the
American soccer exception, and the French exception generally. And
when someone hints that “there is no alternative” and that globaliza-
tion imposes its will on people at the grass roots, ask them if nations,
groups, and individual are really so powerless and tell them about
salaula and Slow Food.

1 used to think that you could fight stories with facts, but T've
wised up. Facts are still important, but they didn’t prevent an un-
sustainable global bubble and the Crash of 2008. Stories are more
persuasive than spreadsheets. Learn the facts, then tell the stories that
malke the facts convincing. '

L

To. close this book 1 want to return to Keynes's famous essay, “The
Econoriic Possibilities of our Grandchildren,” which opened chapter
1. Writing in 1930, as the world econiomy was imploding around him,
Keynes talked about the future. In the short rum, he said, we face the
Economic Problem, the crisis we now call the Great Depression.”
The Economic Problem will eventually disappear, Keynes wrote. Our
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grandchildren—by which I suppose he meant the grandchildren of
people in advanced industrial countries—will be wealthy, far wealthier
than we are todgy. Their real needs will be rather easily satisfied, not for
all of them or all at once, but eventually. The Economic Problem will
disappear, leaving them with a rather more serious concern, which he
called the Permanent Problem. The Permanent Problem is how to live a
worthwhile, satisfying life. How to create a just and cultured world. In
my terms, how to create a feasible and sustainable globalization.

We are the grandchildren Keynes had such high hopes for and we
seem to have made rather a mess of things, We are wealthy—much
wealthier in fact, those of us in the developed world, than even Keynes
imagined. But we can’t seem to get past the Economic Problem so that
we can begin to address more permanent solutions. I don't know how
we will do it, or if we ever will, but rethinking globalization must be
part of the process. Globalization that takes better account of financial
risks, encourages global diversity and accommodates change from the
grass roots up—that would be a move in the right direction.

And that's not globaloney. :



