The Economics of Globalism *

“Globalism” means different things to different people. Some

years ago, Vernon used the term to refer to the post World War II

American vision of a wotld of “open global markets” operating under

the surveillance of institutions “organized on a global basis” (Vernon

and Spar 1989, pp. 1, 189). More recently it has been given a new,

more dramatic interpretation. “We are living through a transform-

ation that will rearrange the politics and economics of the coming

century, There will be no national products or technologies, no

national corporations, no national industries. There will no longer be

national economies ... All borders will become ever more meaningless

in economic terms” (Reich 1991, p. 3). The reason is increased

international mobility of factors of production. “As almost every

“factor of production — money, technology, factories and equipment ~

— ‘moves effortlessly across national borders, the very idea of an Am-
erican economy is becoming meaningless” (ibid., p. 8).

Three main inferences are being drawn from this diagnosis of

world economic trends. The first, emphasised by libertarian econ-

omists, is that “increasing international mobility of information,

capital and people is undermining the ability of governments to

control national economies” (Kasper 1990). The second and third are

mplified by two recent books, both of which argue in different

ays that trade flows are no langer a good indicator of national

mpetitiveness and that current account imbalances no longer matter

uch (Reich 1991, Julius 1990). All three are important claims if

and therefore deserve some scrutiny.

- amm indebted to several colleagues, especially, D.T. Healey, W. Kasper and C.P.
berger, for helpful comments on an eatlier draft. The usual caveat applies.
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The End of Government Regulation?

«At the start of the 1990s, a new spectre is haunting the
:ces of the world — but this time it is not

chancelries and backroom off
the spectte of Communism! All the powers of vested interests an

government regulation now have 10 confront the consequences of a
new international mobility of people, capital, enterprise and
knowledge. The old order of nation stafes and national, sovereign
policies will never be the same again, as the new international

mobility is turning into a NEW historic force” (Kaspef 1990, p. 2).
Kasper cites the exodus of people from bad regimes which
governments have been unable to stop - from Fast Germany,
Vietnam, the USSR — as examples of international mobility of labour,
«i ternational migration — legal and illegal, skilled and unskilled”, He
refers to the communications revolution which malkes ideas travel
faster — “as knowledge about distant places improves, people compate
their own circumstances, institutions and governments much more
critically with what is on offer elsewhere”. He points out that capital
is becoming much more footloose —~ “moving to locations where laws
and regulations, taxes and work practices promise the highest re-
turns”, Finally, firms are increasingly shopping around — “globally
competing, optimum-scale industries are increasingly operating out of
locations where they enjoy entrepreneurial freedom” (ibid.), He con-
cludes that “openness undermines the much vaunted ‘primary of
politics’ over economic life ... In open societies, economic consider-

ations and the positiv
inevitably gain the upper hand over politics and co

be they purportedly
reasons of social engineeting”. (Kasper, D. 5).
Tt is a vista to warm the heart of anyone of

How realistic is it?
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companies own, but the knowledge its people possess and the work
their knowledge cnables them to do” (Weaver 1991). He therefore
rejects “industrial policy” and urges instead a renewed emphasis on

social policy, mainly mote and better education and expanded

income-transfer programs to compensate for the depressed real in-

comes he anticipates for most Americans. ,
Reich’s new scepticism about “industrial policy” is shared by

mists who doubt the ability of governments Lo pick

many econo
winners, but Reich’s argument hardly adds weight to their case.

Certainly, US companies producing products through overseas

cubsidiaries generate income and employment in the host countries.

But it does not follow that FDI by US-owned companies yields no
benefit to the USA and its people. There is 2 presumption that the
return on capital is higher abroad than on alternative investment in
the USA, and offshore production may, by making the product and its
brand name better known, help promote direct expoLts. While it may
be the case that some US companies have become so “global” that
their management no longer thinks of itself as American with a
concern for US national interests, it is difficult to believe that the
same applies, mutatis mutandis, to many Japanese, of even German of
French, companies.

Whereas Reich virtually disowns the offshore operations of Us
multinational companies, Julius would want-to make the most of .
them., In The Economist’s summary of her argument, “now that capital -
and entrepreneurship are free to cross borders, the old trade measures -
may conceal as much as they reveal ... If America’s “trade” balance is
measured on the basis of nationality of ownetship ratber than resi- -
dency (i.e. adding the sales, net of local purchases, of overseas:
subsidiaries to the recorded trade balances and deducting all
intra-firm flows to avoid double counting) then in 1986 Ametica’s.
recorded visible-trade deficit of $144 billion is sransformed into 2 $37
billion surptus” (The Economist 1991). e

The rationale for this conjuring trick is a definition of nation
competitiveness as “che ability of a country’s firms to compete. 1
world markets, whether through export or OVEISEas production -.-:
The more a nation’s companies locate factories abtoad, the smaller
will be that country’s recorded exports, yet its mnanufacturers may still

be expanding theit share of world markets” and this is what matt¢

to businessmen (ibid.).
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Julius staunchly asserts that “economic policy-makers give undue
impottance to indicators such as cuttent account balances that are
increasingly unsuited to the problems of managing integrated econ-
omies” (Julius 1990, p. 107; all page references to this book), But she
does not in fact demonstrate that current account balances matter less
than they used to or have become less responsive Lo exchange rate
changes. Her two points are that «ith integrated capital markets and
floating exchange rates, the balance of payments has lost its former
role as the authoritative summary of a country’s external position” {p.
85) and that “in @ wotld where forcign-owned fixms are a more
important vehicle for the integration of markets for goods and ser-
vices, exchange rates are @ less powerful instrument for economic

management” (p. 12},
In support of the
gears the return on US foreign investments
than the intetest rates which were necessary
capital that financed the current account deficit” (p.
matket value of the UK’s large foreign assets
foreign assets in the UK (p. 89). The fact, if

first point, she cites the facts that in recent
«ras considerably higher
to attract the foreign
87) and that the

it is a fact, that in both

cases, through fortuitous circumstances, the cutrent rate of net capital -
the country’s -

inflow was not reflected in a corresponding increase in
net external liabilities (valued at current market prices) hardly war-

rants rejection of the balance of payments on current account as, in -

general, the best prima facie guide to 2 country’s external position

Talius’s second point rests on the proposition that “firms serving:
foreign markets through local subsidiaries can withstand large swings
in exchange rates more casily” than firms exporting from a home base
is exposed to less:
exchange risk in the event of a threatening depreciation of the franc if
subsidiary than if it
it has less

(p. 91). For example, a British bicycle company
it produces the bicycles in France through 2
exports them from its UK plant. (Conversely, of course,
chance of a windfall gain from an appreciation of the franc.)
spread international operations with high local content prov
shelter in
87). Maybe so. But it surely does not follow that “exchange 12
changes by themselves have less impact on external balances t
they used to have” {p. 91). 1t is true that international cap
movements are tending to inhibit equilibtating changes in exchang
cates and to that extent to deprive national authorities of
exchange rate as an instrument for balance of payments adjust

rose faster than that of .

foreign markets which simple export operations lack™ (p:
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Globalism — the End of National Economies?
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FDIed integration of ceal markets”, Julius asks, “yesult in a global
economy and the demise of national economic batriers”? (p. 93).

We thus return to the question raised by Kasper’s argument. Is
the world becoming a single common market? Is there even a
tendency in that direction, and are global companies with their FDI
making a contribution to such a tendency?

Four decades of debate and negotiations about the European
Common Market have highlighted and arified the differences between
national and (sub-national) regional economies. Balance of jnternational
payments matters while balance of interregional payments does not (or
hardly) for four main reasons: Between regions of a national economy
{4) capital is more mobile, (5) labour is more mobhile, (¢) trade is generally
unimpeded by tariffs and other restrictions, and (d) national
macroeconomic management minimises the emergence of major
interregional divergences of levels of incomes and prices.! The raison
Jétre of national currencies is that exchange rate changes between them
provide an additional degree of freedom when macroeconomic policy

coordination, whether through the discipline of an international -

standard or through cooperation between national authorities, is inad-
equate to prevent the emergence of such divergences.

Substantial advances have been made in the EC in all four .
directions, though there is still quite a way to go. Capital has become:.
highly mobile between member countries, labour also moves more
freely, though much less so; trade barriers are on the way out, and

there are hopes that agrecment will be reached on sufficien

macroeconomic policy coordination to make the ECU feasible as a

single currency for ¢he whole Community, Current account imbal
ances of individual member countries will matter less as these fou

objectives are approached.”

———

1 Tnterregional divergences of income and economic activity within a natiopal ec
omy may also be compensated by the fiscal system if taxation is progressive s
expenditure responds to need. Except for aid (and perhaps military expenditure); th
function of a national budget is missing intetnationally (KINDLEBERGER 1991).

2 iyen a single tegion within a national economy is not without balanc
payments problems. If Tasmania were to suffer a drastic decline in export incom
whether because of a fall in demand for some of its major export products o 2,
supply because of drought, its trade deficit would initially and for some time be financ
automatically by intra.bank transfers, in effect overdrafts by head offices to: th
Tasmanian branches. But soon branch managers would be instructed to restrict Cre it
their customers or even call in overdrafts. With declining business confidence !
Tasmania, investment from elsewhere would slow down. As employment and wag o5
{abour would move to the tainland, Thus balance of interregional payments would:
restored at a lower level of real wages and cconomic activity in Tasmania. f

falbin

The Economics of Globalism 111

The world economy as a whole, or even the OECD area, is
qowhere near even that degree of market integration, and ther;. i
l.1tt1e reason to believe that it ever will be. Admittedfy the great :
1n.terr}auona1 mobility of capital which has come with ﬁ;ancia% libeer
alisation hgs made it easiet to sustain current account deficits Bu;
even to this advance global companies are not necessatily mak.in
significant contribution with their FDI. Of course, in so far as currgni
account deficits are the resuls of FDI flows (in ef,fect the vehicle ?Eor
veal transfer of capital), there is no problem. But if a c,ountry runs into
balance of payments difficulties, whether through a fall in its terms of
trade or because domestic excess demand is spilling over into imports
EDI by global companies is of little help. If such deficits arepnowi
:&days easier to finance, it is because of greater case of access to credit
mhghg @ternatio‘nal money and capital market, not because of FDI
zani es-ls more likely to be deterred than attracted in such circum-

3 Advances in the other three relevant directions — greater mo-
bility .of la:bour, reduction in trade batriers and macroeconomic polic
coordination — outside and beyond the EC are stumbling at beft, noi

-‘sufﬁclen.t now ot in the foreseeable future to make a difference to the
economic significance of national economic boundaries and inter-

national payments imbalances.
. The role of global companies straddling world markets through

the operation of their subsidiaries in many countiies has various

mportant implications which deserve attention and study. Declining

information and transport costs are contributing to international
fg_cf:q 'mobﬂity, and this is a trend to be greatly welcomed. But th
d?ﬁmtlon of “globalism” as used in the two books discussed here doez
not help us to understand the increasingly interdependent world

H.W. ArnDT
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