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1.

In a widely publicized study carried out in the |late 1950s
and early 1960s, researchers asked citizens of nore than a
dozen countries around the world whether they were happy
with their lives. Wile the answers indicated a w de range
of attitudes within each country, the surprising result—
whi ch attracted nuch comment at the tine, and for sone
years thereafter—was that, on average, the citizens of poor
countries were no |less satisfied than those of rich
countries. Germany's per capita inconme was four tines
Yugosl avia's and fourteen tines Nigeria's, but Gernmans and
Yugosl avi ans and Nigerians were all, on average, about

equal Iy happy.

A quarter-century later new researchers carried out a
simlar study. This tinme the results were dramatically
different. Now the Swi ss and Norwegi ans and Canadi ans were
di stinctly nore satisfied than Germans and Bel gi ans, and
they were nore satisfied than Italians and Spani sh, who in
turn were nore satisfied than G eeks and Portuguese. The
alignment with per capita incone was not perfect (the
Irish, for exanple, stood out by being nuch happier than
their conparatively low incone | evel alone would have
suggested), but it was very close. Citizens of richer



countries, on average, professed to be distinctly happier
t han those of poorer countries.

The nost pl ausi bl e explanation for this puzzling change is
that while people in the pre-television era nostly conpared
t henselves to their fellow countrynen, and felt either
satisfied or frustrated dependi ng on whether their own

ci rcunst ances nmat ched what they saw at cl ose hand, once a
new generation grew up watching TV it began to see things
differently. Today al nost everybody, al nbst everywhere, is
famliar with at | east the external appearance of m ddl e-
class living standards in the world's advanced

posti ndustrial denocracies. And nost people want to be part
of whatever will give themaccess to that way of life.

Sharing the sane econom c space is often unconfortable, and
not just because people start conparing their owm lot to
what ot hers have (or seemto have). Econonic

i nt er dependence neans having the opportunity to trade, but
it also neans facing the need to conpete. |nterdependence
al so poses the risk of catching other people' s economc

di seases. Conpetition has wi nners but |osers, too, and not
everybody starts off on an equal footing. Oten the reasons
for that inequality are outside anyone's control, but in

ot her cases individuals or even entire countries can

di scard sone of the practices and attitudes that slow them
down econom cal ly. These choices can al so be painful,
however, since what | ooks |ike excess baggage from a
conpetitive perspective is sonetinmes integral to people's
religion, or to the continuity of their cultural

traditions, or to their sense of noral val ues.

It is useful, both intellectually and norally, to renenber
that not so long ago the United States was a newy

devel opi ng nation, supplying easy-to-nmake goods to nore
advanced economni es and conpeting, as many of today's

devel opi ng countries now do, on the basis of abundant
resources and cheap labor. In the quarter-century before
the Arerican G vil War, for exanple, cheap cotton fromthe
United States undercut parts of England's textile industry,
forcing down wages and hel ping to foster not only

wi despread urban m sery, especially in the country's
northern industrial towns, but also |abor unrest. (Even the
popul ar literature of the day reflected this conpetition.
One of the "Darkshire®™ mll owners in Elizabeth Gaskell's



1854- 1855 novel North and South | anments, "Wy, the
Anericans are getting their yarns so into the genera

mar ket, that our only chance is producing themat a | ower
rate. If we can't, we may shut up shop at once, and hands
and nmasters go alike on tranp." Sounds famliar, doesn't
it?)

Simlarly, back then it was the United States that relied
heavily on foreign capital to finance its industrialization
and transconti nental expansion. Whenever European financi al
mar ket s encount ered sone di srupti on—as occurred, for
exanpl e, in 1873, when the speculation in Gernmany and
Austria that foll owed France's paynent of its Franco-
Prussian War indemity coll apsed, causing German investors
to cut off lending to Jay Cooke's Northern Pacific

Rai | road—the financing typically dried up and Anmerica's
econom ¢ advance tenporarily halted. And if an economc
downturn here forced overextended American borrowers to
default on their debts, it was often European investors who
sustained the major |osses. Sonetines the overextended
borrowers were US states, which had either issued debt
abroad in their own nanes or guaranteed the debt of private
borrowers. In the worst of these episodes, in the late
1830s, Florida and M ssissippi formally repudi ated their
debts and seven other states stopped paying interest.[*]

Today, of course, Anmericans are on the other side. Now it
i's cheap | abor throughout Asia and Latin America that
undercuts the wages of US workers. It is now US | enders,

i ncluding not only traditional bond market investors but

al so banks and mutual funds, that |ose noney when
devel opi ng country debtors default on their obligations.
And now it is economc activity in Korea and Mal aysia and
Brazil that suffers when investors in the United States and
ot her devel oped countries becone skittish about placing
their capital at risk

The international financial and econom c disruptions of the
past two years have once again put into sharp relief the
negative features of sharing econom c space. And as usually
happens in such circunstances, participants in markets that
are at the front line of these conflicts have begun to
gquestion whether there can be too nuch interdependence. The
relative nmerits of fixed versus floating exchange rates,

t he absence of an international central bank or even a
genui ne international |ender of last resort, the | ack of

i nternational machinery for handling bankruptcies, the



unevenness of financial disclosure standards, even the
once-taboo subject of controls on the free flow of capital,
are all —ence again—at the center of debate. At a nore basic
| evel, many of the fundanental assunptions that have
under pi nned the di scussion of the role of financial markets
in econom c interde- pendence, for the past decade and
nore, are also now com ng under question.

Mor eover, the events of the past two years have brought
into the open inportant political issues that are partly a
generic matter of sharing econom c space but also partly a
consequence of the specific alignnment of world power as it
currently stands. \Wen the Soviet Union coll apsed, everyone
knew that for the foreseeable future the United States
woul d be the lone mlitary superpower. Many people al so
suspected that Anerica's conmtnment to internationalism
woul d therefore begin to give ground to the country's nore
traditional isolationism But at the beginning of the 1990s
few people anticipated that Europe would suffer a decade of
chroni ¢ hi gh unenpl oynent, that Japan would all ow the
inevitable end of a stock market and real estate boomto
turn into unendi ng recession, and that the devel opnent of
mat ure economes in China and Brazil would remain al ways
just beyond the horizon—+n short, that the United States
woul d be the | one econom c superpower too. The consequence
has been US domi nance to an extent, and in a form that
still cones as sonething of a surprise, and that presents
bot h opportunities and challenges for America no | ess than
for the countries that now stand, economcally and
financially, where Anerica stood in an earlier era.

In The Lexus and the Aive Tree, the New York Tines
columi st Thomas Friedman views these devel opnents from a
perspective that enphasizes electronic technol ogy. M.
Friedman (no relation that | know of) is well aware that
econoni ¢ i nterdependence is nothing new. He notes,
correctly, that the share of world econom c production
flowi ng through international trade is no greater today
than on the eve of World War |, and that nost of the
world's |abor is less nobile today than it was then. But he
argues persuasively that the advent of new el ectronic

t echnol ogy—especi al |y the | nternet—ekes today's

i nt erdependence qualitatively different. It is, in his
view, primarily responsible for what he |abels

"gl obal i zation."



M. Friednan sees the electronic revolution underlying the
new gl obalization in two nutually reinforcing ways. First,
there is, increasingly, nore econonic space to be shared.
Tradition-ally, international trade neant trade in physical
goods: raw materials |i ke wheat and tinber and coal and
iron ore, finished products |ike steel and refined

petrol eum and manufactured goods |ike guns and textiles
and cars and conputers. Even now, physical goods account
for 71 percent of US exports and 84 percent of US inports.

But econonic activity increasingly consists of providing
servi ces, not produci ng goods, and so world trade will keep
up only if services becone sal eabl e across nati onal

borders. Thanks to el ectronic comuni cations, nore and nore
are. M. Friedman's book is filled with exanpl es of

servi ces being provided across national boundaries and even
of services and rel ated products bei ng produced
multinationally. In one of the nore striking exanples that
he cites, IBM programmers in Beijing work on software and
forward it daily by the Internet to other |BM progranmrers
in Seattle, who, after adding refinenents, send it on for
nore adjustnments to Latvia, next to India, and finally back
around to Beijing. Wirk on a specific programm ng task thus
proceeds around the clock—ust as it is now possible to buy
or sell IBMstock at any hour of the day or night sinply by
executing the trade in Tokyo, or Singapore, or London, when
the stock market in New York is closed.

An i mredi ate inplication of electronic technol ogy,
therefore, which is quite obvious fromthese exanples, is
that | abor nobility is no |l onger as inportant as it once
was. Chinese and Latvian and |Indian programers can work
not just for but with IBM—+n other words, not on a
subcontract basis but as part of the sane product team—

W thout emgrating to the United States. As a result, while
M. Friedman recognizes that |abor is less nobile than it
was a century ago, he has reason to play down this fact.

A further inplication of the increasing dom nance of
services in econonmc activity is that l[imtations on
natural resources need not constrain a country's
prosperity. What matters is the resources inside its

peopl e's m nds. Moreover, given enough tinme and the noney
to pay for teachers, a country can have whatever education
systemit chooses. As a result, one of M. Friedman's nost
fundanental conclusions is that no country has to be poor.



Prosperity is a matter of choice, he believes, so why not
get on board?

The second principal way in which M. Friednman sees new

el ectroni c technol ogy underlying today's globalization is
inits power to enhance the ability of investors everywhere
to put their noney at work anywhere, or withdraw it,
whenever they choose. To be sure, international capital
flows are not new either. But M. Friedman argues that with
nodern el ectroni ¢ communi cations, record-keeping, and
trading capacities, the world financial nmarket has now

achi eved both a critical magnitude and a critical degree of
coherence anong investors who may renain broadly di spersed
physi cal ly but have become closely interlinked in ways that
are nore inportant. As a result, the "electronic herd"
expresses its collective judgnment on countries' econom es,
on their politics, even on their cultures. Being in favor
with the herd neans receiving inflows of capital on a scale
t hat was unthinkable in an earlier era of economc

devel opnent. Being out of favor neans facing capital
outflows instead. Mreover, the herd can, and not

i nfrequently does, change its mnd very abruptly.

Many of these ideas are famliar, but M. Friedman draws on
his extensive travels as the Tinmes's foreign affairs
columi st to nmake them concrete by reporting persona
experiences and private conversations with everyone from
top busi ness executives and governnent |eaders to, quite
literally, men and wonen in the street. d obalization and
denocrati zati on are abstract concepts, and the |ink between
t hem can be even nore so. But when M. Friedman observes

el ections for village officials in rural China, and hears
directly fromthe voters that they hope their |ocal w ndow
frame factory will soon start to have export sales, he
shows what both the concepts and their interconnection | ook
like in action. M. Friedman's occasional brushes with the
"kl eptocracy” in charge of many fornmer Conmuni st countries
i kewi se give the reader a feel for how petty corruption
wor Ks.

M. Friedman al so drives honme his ideas about such
potentially abstract matters through sharply drawn inmages.
He describes for exanple how, in the old Roman Enpire, the
fact that "all roads led to Rone," a marvel ous advant age
for the inperial rulers, also turned out to be a serious



liability once the Visigoths decided to attack; and he uses
this anal ogy to make cl ear how obtaining capital fromthe
el ectronic herd can both hel p an econ-ony devel op and al so
render it vulnerable. (I especially enjoyed his account of
how the five different kinds of economies in today's world
are exenplified by five different gas stations. At the
Communi st gas station, the price is only fifty cents per
gallon, but there is no gas because the four enpl oyees have
sold it all at a much higher price on the black market. And
only one of the four ever shows up for work; the other
three al so have full-tine jobs in the underground econony.)

Qddly, one of M. Friedman's few concrete imges that do
not work well is the contrast he uses for his title,

bet ween the Lexus autonobile, enblenmatic of the high
standard of |iving nade possible by today's econonic

i nt erdependence, and the olive tree, which stands for the
attachnent of many people to older cultural or tribal
traditions. The idea that this contrast captures is
inportant, but it is not central to the book's enthusiastic
vi ew of gl obalization. Mreover, the autonobile—the

i ndustrial product that has had such a large part in world
trade throughout the postwar era—s hardly what M.
Friedman has in m nd in enphasi zi ng how el ectronic

technol ogy i s maki ng possible new forns of interdependence
anong today's postindustrial econom es.

But the book's argunment depends on nore than anecdotes and
i mages. M. Friedman believes that the new gl obalizati on—
that is, rapidly advancing econom c interdependence
facilitated by electronic technol ogy and financed by the
el ectronic herd of investors and traders—has repl aced ol der
systens of international relationships grounded in the
constraints and i deol ogies of the cold war. Econonm c
technology, in his view, has trunped mlitary technol ogy.
VWhat matters now are not allies and enem es but partners
and conpetitors. G obalization is creating new
opportunities for individuals, conpanies, and countries,
exposing themto new risks, and all the while forcing
everyone, everywhere, to adapt to conpetitive nmarkets.

2.

The inmportant question about all this is not so nuch
whether it is true—for the nost part it certainly is-as



what to nmake of it. M. Friedman is an unabashed

ent husi ast. He believes that the net effect of

gl obalization is to "enmpower"” and "enabl e" individuals, and
to inpose |liberal denocratic politics on nations. In his
view, there is now no alternative to free-market

capitalism The conbination of the personal conputer and
the Internet has "denocratized” not only technol ogy but

al so finance and investnent, all in ways that progressively
reinforce one another: "The Electronic Herd is the energy
source of the twenty-first century." Even nore so than that
of Daniel Yergin and Joseph Stanislaw, whose Commandi ng

Hei ght s addressed the sane thenme but from a perspective

t hat enphasi zed politics rather than technol ogy, M.

Fri edman's assessnent is triunphalist. Nothing we know of
can get in the way of this nultidinensional tidal wave.
Anyone (or any country) that tries will at best be left
behi nd or, at worst, crushed.

In the sanme vein, the lessons M. Friedman draws fromthe
turnmoil in Thail and, Indonesia, Ml aysia, and Brazil during
t he past two years are al nost wholly positive ones. Those
countries faltered because international investors and
agencies rejected their econom c arrangenents based on
corruption, lack of transparency, and the general failure
of their governnents to provide the "rule of |aw "
Especially in East Asia, the problemwas not too nuch
capitalismbut too little: "crony capitalisnt is not
capitalism Many peopl e have argued that part of the fault
lay with the banks and bond market investors in the

el ectronic herd, who should have known better than to
advance huge anounts of noney under such conditions in the
first place. But, M. Friedman wites, "the good news is
that in the wake of the crisis of 1998-1999, the market,

wi t hout any new regul ation or sand in the gears, is
brutally disciplining itself." Indeed, "the herd is never
stupid for too long."

The nost i medi ate cause for concern about this highly
optimstic analysis is its unblinking acceptance of a view
t hat has become conventional w sdomonly very recently. As
Dani Rodri k of Harvard's Kennedy School has forcefully

poi nted out, just a few years ago many if not npbst Western
observers (including nost nenbers of M. Friednman's

el ectronic herd) voiced their admration for East Asia's
approach to econonmic growth, praising three decades of
rapi d devel opment in many of these countries and | anenti ng
the failure of Latin America, and even sone faltering



i ndustrial economes, to follow the "East Asian nodel." By
contrast, today "everybody" sees all too plainly the
fundanmental flaws in the East Asian economies. It is not
that this | esson is wong—hi ndsight is always val uabl e—but
that it relies so heavily on just the |ast few years of
econom c history. M. Friedman, it sonetines seens, wants
to be the cheerleader for the Mnday-norning quarterbacks
who renmenber only | ast weekend' s gane.

M. Friedman's assessnent of the effectiveness of the

el ectronic herd—whether in its judgnents about investnent
or in correcting its own tendency toward recurring bouts of
systemati c excess—al so strikes nme as much too benign. As
Worl d Bank econoni st Joseph Stiglitz and Harvard' s Jason
Fur man have shown, the events of the |ast two years have
squarely contradicted central tenets of the currently

f ashi onabl e wi sdom about how participants in financial

mar ket s make deci si ons and why financial crises occur.

For exanple, while Thail and made serious econom c policy

m st akes, which were noticed and renarked on by
international investors and institutions well in advance of
t he August 1997 crisis, Korea, before it suffered a
financial crisis, had neither a government budget deficit
nor a significant trade deficit. Can we really be so
confident that the herd's actions nostly represent
responses that serve to curtail the unbal anced

macr oecononi ¢ policies of m sguided borrowi ng countries?

It is also conventional wisdom (if markets were al ways
rational, it would be nere common sense) that countries are
nore vul nerable to financial crises if they are deeply in
debt. But during the past two years, |owdebt countries

I i ke Korea and Thail and experienced crises right along with
hi gh-debt countries |ike Russia and Brazil. Even closer to
t he heart of the new conventional w sdom countries |ike
Korea and Ml aysi a, where econom ¢ and financi al dealings
are relatively "transparent”"—+.e., financial information is
easily avail abl e and agreenents are enforced—fared no
better than countries |ike Thailand and | ndonesia, where
such information is often hard to get and cronyismis
ranpant.

To be sure, it is always possible to point to sone
shortcom ng or other to explain, after the fact, why a



particul ar debt crisis or currency crisis has occurred. But
falling back on such ex post facto rationalizing deprives
the rel ationship between financial crises and supposed
under |l yi ng causes of any substantive content. The question
is whether identifiable problens |ike econom c inbal ances
or high indebtedness or |ack of transparency can give
reliable signs, in advance, of where a crisis is in the
maki ng and where one isn't. As Stiglitz and Furman (anong
ot hers) have persuasively argued, during the tunultuous
events of the past two years the answer was no.

The broader experience of financial markets and the
troubl es they encounter also belies M. Friedman's
confidence that the electronic herd has quickly | earned
fromits mstakes in East Asia and will now lend its noney
nore responsi bly. A better guess, based on the historica
record, is that while I enders may indeed have | earned the
| esson quickly, they will just as quickly forget it. Just
within the United States, and just within the | ast
generation, the nmajor banks have stunbled fromthe REIT
crisis (overvalued real estate investnent trusts) to the
LDC crisis (financial collapse of the |ess devel oped
countries, which then neant nostly Mexico and debt or
countries in South Anerica) to the HLT crisis ("highly

| everaged transactions” in the merger mania of the |ate
1980s) and now t he East Asian crisis.

Few people are sufficiently prescient to know what the next
such crisis will be. (I certainly don't.) But it seens

evi dent that conpetitive pressures within the banking

i ndustry systematically drive |enders to take excess risks,
and that fromtinme to tine this excess risk-taking builds
up into a financial crisis in one formor other. | see no
reason for the future to be different. Indeed, the

el ectronic technol ogy on which M. Friedman's herd now
rides may make markets even nore prone to such volatility.

3.

The deeper question that many of these events raise is the
proper role of governnent. M. Friedman is a cheerl eader
both for the view that what went wong in East Asia was not
too nuch capitalismbut too little and also for the
corollary that any active role played by governnent in this
regard is likely to be harnful. He calls for governnents to



educate their citizens, open the way for market

conpetition, and pronote the "rule of law." Qherw se, he
marvels at the electronic herd' s ability to play off one
gover nnent agai nst anot her and thereby force all to play by
the herd's rules. "The nost basic truth about

gl obalization,” in M. Friedman's eyes, is that "no one is
in charge.” And when sonet hi ng goes wong, he exults that
"there's nobody to call” (italics in original).

But this is precisely what nmany observers now see as the
weakness of today's global financial system To begin wth,
there is no international central bank to act as a | ender
of last resort. The cl osest substitute we have is the

I nternational Monetary Fund, but the IMFs resources are
plainly limted (it cannot "print noney") and its actions
are sharply circunmscribed by the political concerns of the
nost inportant nenber governnments. It is no surprise that
today the IMF is widely regarded as the internationa
enforcenment armof the US Treasury. Nunerous idealists,
followng in the footsteps of John Maynard Keynes duri ng
Wrld War 11, have proposed a genuine international central
bank. Nothi ng has come of such ideas; nor is anything
likely to in the foreseeable future.

O her observers have pointed to the absence of

i nternationally agreed-upon bankruptcy procedures and a
mechani sm for enforcing them If TWA gets into trouble
because its bal ance sheet is overextended, nobody suggests
that the right solution is to fire half of the pilots and
sell half of the planes. Instead, the conmpany and its
creditors "restructure"” the debt, agreeing that it will be
paid only in part, or on a different schedul e, and perhaps
giving the debt holders a share of the firmis equity. In
the recent crisis Korea suffered fromno problemfor which
the right solution was to fire 10 percent of the workforce
and sl ash econom c production accordingly, but that is
approxi matel y what happened. The effects on the |Indonesian
econony were far worse. The difference is that TWA and its
creditors can neet and work out an agreenent under US
bankruptcy | aws and under the supervision of the US
bankruptcy court. Recent proposals for dealing with
troubl ed international debtors range from establishing a
full-scale international bankruptcy court to having

i ndi vidual countries coordinate their respective bankruptcy
| aws, perhaps using a common nodel to be laid out by the

| M-. Unlike the case of proposals for an international
central bank, some of these ideas may bear fruit.



It should al so be obvious that there is a | ack of

supervi sion and regul ati on of banks and ot her institutions
involved in the world's financial markets. It wasn't the

| ndonesi an governnment that caused that country's banks to
get in so much trouble by borrowing in dollars (and other
hard currencies), converting them and then |ending the
proceeds in rupiah w thout hedging the resulting risk of a
change in the exchange rate. Wen the rupiah/ dollar rate
decl i ned, these banks inmediately had | osses on those
transactions; and their attenpt to rescue their positions
by buying dollars with rupiah only drove the exchange rate
even | ower and hence nade their | osses even | arger.
Simlarly, the Thai government didn't tell Thailand' s
"finance houses" to borrow in hard currency and then—

wi t hout hedgi ng the exchange rate risk—+elend the borrowed
noney i n baht. These were m stakes nmade by private
institutions, but they ended up inposing |arge-scale costs
on their entire countries. The problemin these and ot her,
simlar cases was not governnents that made active m stakes
but private-sector institutions with no government

supervi sion that m ght have prevented their reckless
behavi or.

Under the sponsorship of the G7 group of industrialized
econom es, the German Bundesbank president, Hans Tietneyer,
has recently offered proposals for internationa

coordi nati on of bank supervision and regul ati on. The Base
Committee of central banks of the devel oped countries is
currently working on its own plans for achiev-ing simlar
results. O hers have al so of fered suggestions for

coordi nati ng bank supervision, securities regulation, and
di scl osure requirenments, anong other neasures. In every one
of these matters, the main point is not that markets need
to be left on their own but that there is a clear need for
gover nment —er rat her governnents acting in concert—o
restrain econom c behavior in the private sector. The fact
that "nobody is in charge" is exactly the problem

Even when M. Friedman runs up agai nst exanples in which
there is a clear need for such governnent action, or in

whi ch a probl em has been sol ved by governnent action, his
ent husiasm for the wizardry of the nmarket prevents himfrom
seeing the little man behind the screen. For exanple, his
account of the positive role played by "Brady bonds"—bonds



i ssued by Mexico and ot her devel oping countries that carry
guarantees fromthe US Treasury—oncl udes, "There is
not hi ng new about governments [of devel opi ng countri es]

i ssuing bonds to foreign holders. That has been around for
many years. Wiat is newis the degree to which these bonds
are now w dely dispersed to individuals, pension funds and
nmutual funds."

Yes, and the nodernization of global financial nmarkets,

ai ded by el ectronic technol ogy, should get credit for that.
But what was al so new, although M. Friedman takes it for
granted, was that a government—n this case that of the
United States—stepped in at a time of financial crisis and
hel ped t he market by guaranteeing the bonds so that al

t hose investors and pension funds and nutual funds woul d
feel safe in owning them Wen Ni cholas Brady proposed the
bonds that now bear his nanme, he did so as the US Treasury
Secretary, not as the chairman of Dillon Read. Simlarly,
when M. Friedman predicts that the United States will wn
the cyberspace race just as it won the space race, he seens
to forget that NASA was, and still is, a governnment agency.

At tinmes in The Lexus and the Aive Tree, M. Friedman too
recogni zes the need to regul ate markets. But he never

resol ves the conflict between this need and his nostly
unbridl ed enthusiasmfor the market and what it has
wrought. In his vision of the new gl obalization the only
role for governnment is in providing education and the "rule
of law," and otherw se pronoting a culture conducive to
free markets, conpetition, and entrepreneurshi p—what M.

Fri edman, not surprisingly, calls "having the right
software."

4.

There is an even greater tension between M. Friednan's
triunphalist view that globalization is both positive and
i nevitable and his concern over the w dening incone

i nequalities that have energed in many countries,
especially the United States, over the past two decades.
Many el ements of M. Friedman's anal ysi s—the enphasis on
how conpetition produces both wi nners and | osers, the

i nportance of technology that | eaves sone peopl e prepared
to conpete and others not, the way economi c integration
fosters "w nner-take-all" markets—suggest that w dening



inequality is not incidental to gl obalization but a direct
consequence of it. And what if that is so? "In the |ong
run," he wites,

t hese incone gaps, if they continue to widen, could turn
out to be globalization's Achilles' heels. It seens to ne
that there is sonething inherently unstable about a world
that is being knit together tighter and tighter by

technol ogy, markets and tel ecommuni cations, while splitting
apart wi der and wi der socially and econom cally.

More specifically, he wites, there are "enornous tensions
bet ween those who have the skills, ability, resources, and
inclination to take advantage of the gl obalization system
and those who do not."

What then is to be done? M. Friedman identifies hinself as
an "integrationist/social-safety-netter.” In other words,
he favors noving swiftly to integrate world markets and to
renove inpedinents to the free fl ow of ideas, goods and
services, and capital, while at the sane tinme calling for
nati onal governnments to engage in sufficient redistribution
of inconme to prevent those who fail in this new, nore
conpetitive worl d—because they are unlucky, or untal ented,
or perhaps just unnotivated—from having to live in such
poor conditions that they pose a noral or political

di | enma.

While there is nothing internally inconsistent about the
"integrationist/ social-safety-netter"” position (it is
approxi mately what | favor too), it is inconsistent with
much of the argunment in The Lexus and the Aive Tree. One
of M. Friedman's central themes is the irresistible power
of globalization. Free-market capitalism run by the

el ectronic herd, forces countries and their governnents
into a way of liv-ing and produci ng and conpeting that he
calls the "golden straitjacket," shorthand for a
conpetitive system encouragi ng profitable investnent. The
gol den straitjacket |eads to prosperity, but it also
sharply constrai ns what behavi or and what policies are
perm ssi ble. Wien the herd sees policies it does not |iKke,
it takes its capital elsewhere. Countries that refuse to
adopt the favored policies are dooned to |anguish in
econoni ¢ stagnation caused by deprivation of capital and of
t he technol ogy that acconpanies capital.



But since when do the investors who nmake up M. Friedman's
el ectronic herd ook with favor on either social safety
nets or the taxation that it takes to pay for such
redistribution? And if investors don't |ike these prograns,
what's to prevent the herd from playing one country off
agai nst another to the point that conpetition for capital
drives each to reduce its taxation and shred its social
safety net? O to put the question the way M. Friedman

m ght, how can a governnent that's wearing the gol den
straitjacket reach one armtoward the pocket of its

t axpayers and extend the other toward the waiting hand of
its needy citizens? (The sane point applies to
environnental policies as well, although this subject is

| ess central to the book's analysis. After reading M.

Fri edman's account of the golden straitjacket, | also
failed to understand his optim sm about prospects for
protecting the environnent.)

The political econom st Ethan Kapstein, in a widely cited
article in Foreign Affairs (and also in a soon-to-be-
publ i shed book, Sharing the Wealth), has questioned the
inevitability of globalization on just these grounds.
Kapstei n bases his argunent on new studies show ng that too
much econom c inequality is harnful to a country's
prospects for econom c growth. Hence a government that
seeks to increase its citizens' average standard of |iving
needs to prevent the inequalities anong themfrom becom ng
too extrenme. But for reasons identical to those that M.

Friedman says will force countries to wear the gol den
straitjacket, Kapstein argues that global conpetition for
capital will render governnents unable to finance

sufficient social safety nets.

Not surprisingly, Kapstein favors social safety nets just
as nmuch as M. Friedman (maybe nore, because he highlights
t he evidence |inking deep inequalities with reduced

growt h). Indeed, he calls for far nore aggressive | abor
mar ket policies. But because he sees both redistribution
and the | abor programs he favors as political choices,

whi ch governnments around the world may agree on or not,
Kapstein | i kewi se sees gl obalization as a matter of
political choice. In his view, it is not inevitable.

Anot her approach to resolving the sanme conflict is to use
capital controls. Few Western econom sts have endorsed the
rigid restrictions on capital flows recently instituted by



Mal aysia's Prine M nister Mahathir. But a grow ng nunber,
prom nently MT s Paul Krugman and ny Harvard col | eague

Ri chard Cooper, have argued that under many circunstances
some formof inpedinent to the free flow of capital —for
exanpl e, along the lines of Chile's systemwhich, in
effect, inposes a tax on short-termcapital inflows—ay be
hel pful. Here too the idea of such controls, at least in
part, is to |let governnents escape the golden straitjacket
by curbing the power of the electronic herd that inposes
it.

By contrast, M. Friedman sees gl obalization, and all the
benefits it will bring, as inevitable for all but a few
hol d-out countries that will suffer the econom c
consequences. But he does not present a consistent view on
how to be a social -safety-netter while wearing a gol den
straitjacket.

John Locke, in his Second Treatise of Governnent, wote
that "in the beginning all the Wrld was Anerica." Like
many of his European contenporaries, Locke thought that in
the natives of the newly discovered continents across the
ocean they were observing a mrror of their own society at
a nuch earlier stage of devel opnent. Europe's past was
visible in Arerica's present.

Once Europeans had settled North Anerica, however, and
especially once the United States becane an i ndependent
nati on, people began to think of America as pointing the
way to the future of Europe and, by extension, the rest of
the world as well. In sonme respects that view has proved
correct. The United States was the world's first
functioning denocratic republic. Now there are dozens. And
today Anerican technol ogy, Anerican business practices,
American universities, even Anerican clothes and
entertainment are all widely imtated.

Thomas Friedman believes that the pattern by which the rest
of the world follows Anerica is about to becone yet nore
pronounced. Tel evision has al ready given the citizens of

al nost every country an idea of American mddle-class life,
and nost of themdesire to share in the material prosperity
t hey have seen. As M. Friedman puts it, "Wth all due
respect to revolutionary theorists, the 'wetched of the
earth’ want to go to Disney Wrl d—ot the barricades."” Now,



in addition, the free-market capitalismthat the el ectronic
herd is going to inpose on all countries that want to
participate in the new gl obal econony will be largely an
American creation. The kinds of entrepreneurship and
initiative that will make that participation successful, as
wel |l as the specific financial arrangenents behind those
investnments (M. Friedman is especially inpressed with the
US venture capital industry), are also identifiably
American. Even the cultural attitudes that the new

gl obal i zation fosters are nostly made in Anerica. M.
Friedman is clear: "d obalization is Anericanization.”

This too may well be true. If it is, the challenges it
presents both for the United States and for other countries
are enornous. Being on top always breeds resentnent,

whet her agai nst the nost powerful country or the nost
successful business conpetitor. It is no surprise that
anti-Americanismis on the rise in many parts of today's
wor |l d. Moreover, as the political scientist Sanuel
Hunt i ngton showed nore than three decades ago, in many
countries the process he called "nodernization" disrupts
traditional institutions that provide identity and

connecti on—peopl e nove in |arge nunbers fromclosely knit
rural areas to anonynobus sprawing cities, famly
structures atrophy, and so on—faster than new forns of
attachnent can develop to take their place. As a result,
Hunti ngt on warned, a country that is nodernizing may be

vul nerable to severe political instability, as uprooted and
alienated citizens direct their energies and often their
frustrations into a social environnent |acking adequate
political institutions to accommopdate them

The i nexorabl e process that M. Friedman envisions, in

whi ch ever nore countries have to accept the gol den
straitjacket, is in nmany ways a classic exanple of what
Hunti ngton had in mnd. There will be new industries and
new forns of econom c conpetition, w dening inequalities,
wi nners and | osers, and increased exposure to economc
forces originating not just abroad but in financial markets
t hat have no identifiable |ocation—-what M. Friedman calls
the "unel ected market dictators.” Adults will see nuch of
the world in which they have grown up pushed asi de. That
the straitjacket is so plainly made in Anmerica seens bound
to turn at least part of their resentnent agai nst the
United States. "In nost societies,” M. Friedman wites,



"peopl e cannot distinguish anynore between American power,
American exports, Anerican cultural assaults, American
cultural exports and plain vanilla gl obalization."

And how w || Anerica respond? Many observers of US politics
bel i eve that since the coll apse of the Soviet Union there
are at |least sixty fewer votes in the House of
Representatives for any initiative directed toward econom c
internationalism During nost of the postwar era, if
congressnen had been asked to vote funds to prevent an
econoni c col |l apse in Indonesia, for exanple, the forenost
issue in the mnds of many of them woul d have been t hat
doi ng so neant preventing that country, and perhaps its

nei ghbors too, from "going Conmunist."” In 1998, however,
when President Cinton nade just that request, the forenpst
i ssue in nmany congressnen's mnds was why an econom c
col l apse in Indonesia was a legiti mate object of concern
for the United States. Anerica's leading part in the allied
intervention in Kosovo nmakes clear that isolationism while
perhaps on the rise, is still far fromdom nant. The
question at issue here is which of the many conpeting
perspectives on Anerica's place in wrld econonmic affairs
will prevail.

Here too M. Friedman is an optim st—+ndeed, infectiously
so. His steadfast commtment to the best of Anmerican

val ues, his good-hearted confidence in what his fellow
citi-zens can and will do, and ultimately his strong beli ef
in his country's fu-ture are imensely attractive. For him
gl obal i zati on neans not only Anmerican-style free-narket
capitalism but also American-style |iberal denobcracy. He
descri bes being pre-sent, on Secretary of State Al bright's
1996 visit to Africa, when Ms. Albright's entourage posed
for a group photograph. The | ocal Rwandan citizens who

wat ched this event sinply could not understand how so
visibly m xed a group—en and wonen; whites, blacks, and
Asi ans—oul d be responsible for US foreign policy and for
representing Anerica abroad. M. Friedman thinks the new
gl obalization will inprove the chances of nobst people for
greater econom c opportunity, tolerance, and denocracy. |
hope he is right. But gl obalization also raises obstacles
to each of these goals. The world will do better to face

t hose obstacl es squarely, and resol ve them where possi bl e,
rather than brush them aside.

Not es



[*] A useful exercise for Americans who nowadays decry the
noral laxity of borrowers in Indonesia and Thailand is to
read the acerbic sonnet "To the Pennsyl vani ans" by
Wordswort h, who apparently |ost noney investing in that
state's bonds on the London market. The poem ends, "All who
revere the nmenory of Penn/Gieve for the I and on whose wld
woods his nane/ Was fondly grafted with a virtuous aim/
Renounced, abandoned by degenerate Men/ For state-di shonour
bl ack as ever cane/ To upper air from Mammon's | oat hsone
den."
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