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Who is for? Who is against? 
 There is hardly any debate as polarized as Globalization.  This is at the 

heart of the 2012 US election campaign between Obama and Romney. 

Academic scholars as well as policy-makers take marked stances 

regarding the pitfalls and benefits of cross-border capital, trade and 

information flows. 

 This seminar tackles academic and policy debates about market 

economic globalization. It takes up issues raised by the pro- and the 

anti-globalization movement.   

 How has globalization affected wages and labor standards, public 

health, and the environment?  Have global bureaucracies like the WTO 

and the IMF shrunk the sovereignty of democratically-elected 

governments? How are the prospects for sustainable development in 

poor countries affected by their place in the global system?  What 

policy choices can and should governments make to minimize the risks 

of the global market economy?  

In a nutshell, does Globalization hurt or stimulate?  
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Why does globalization lead to heated debates? 

Globalization has to do, not only with statistical 

data regarding trade, growth and economic take-off,  

but also with: 

 Income gaps within and between countries 

  Role of the Market versus the State 

 Role of global banks and MNCs 

 Climate change 

 Global leadership and security 

 and the very meaning of socio-economic development… 

 

 

   M. Friedman W. Rostow 

F. Hayek 

A. Smith D. Ricardo K. Marx J. M. Keynes 

H. Minsky P. Krugman 

P. Kindleberger J. Stiglitz Ayn RAND 

http://www-news.uchicago.edu/releases/02/milton-friedman.jpg
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Globalization and Economic Development Theories 

Approaches  
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Development 
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The neo- 

liberals 
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Liberals 
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A polarized debate ! 
Positive sum game  

 “win-win”  > 0 

Distorted growth process 

Zero-sum game < 0 

Neo-classical economists Adam Smith, David Ricardo, Benjamin 

Constant, Frédéric Bastiat, 

Fridriech Hayek 

Karl Marx, F. Engels, V. Lenin, Rosa 

Luxembourg 

Contemporary economists Kenneth Arrow, Milton Friedman, 

Walter Rostow, Robert Lucas, 

Jagdish Bhagwati, Anne Krueger, 

Stanley Fisher, Rüdiger 

Dornbusch, Alan Greenspan, 

Kenneth Rogoff 

Paul Prebish, Hans Singer, Paul Baran, 

Paul Sweezie, Arghiri Emmanuel, 

Harry Magdoff, Immanuel 

Wallerstein, Samir Amin, Gunther 

Franck, J Stiglitz 

Social scientists Martin Wolf, Francis Fukuyama, 

Kenichi Ohmae, Peter Drucker 

Ayn Rand (writer) 

Pierre Bourdieu, Alain Joxe, Dominique 

Wolton, Joel Bakan, Susan 

Strange, M. Foucault, Bernard 

Stiegler 

Academic institutions, thinktanks  

& NGOs 

Heritage Foundation, Cato Institute 

Freedom House 

ATTAC, Oxfam 

IFIs IMF, OECD, IIF, BIS, WTO UNCTAD, ECLA, UNDP 
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Summing up the key stances… 

1. Economic development is 
rooted in market-driven 
economic policies, in cautious 
monetary management, and in 
trade liberalization 

2. Free trade is mutually beneficial 
as a positive sum game 

3. Development catch-up takes 
place as capital flows from rich 
to poor countries 

4. The State should limit its 
intervention to the strict 
minimum to avoid any market 
distortion 

1. Competition for profits leads 
to ever extending the 
capitalist system into 
developing economies where 
labor is cheaper, hence higher 
profits 

2. Keen competition between 
MNCs gradually erodes the 
dynamic stimulus of the 
market and leads to 
monopolies for the sharing of 
markets worldwide. 

3. The State must intervene to 
regulate and foster a steady 
and sustainable global growth 

 

 

Classical/Liberal Keynesian with marxist ramification 
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A polarized debate 

Neo-classical and monetarist economists 

 The lesser the state, the better: the 
state’s intervention is dangerous and 

useless 

 The free market is the best tool to 
allocate resources within/between 

countries 

 Rational behavior of the economic 
agent  

 Self-regulatory role of the market-
based economy 

 Unemployment cannot drop below its 
natural rate or at the cost of rising 

inflation  

 Monetary policy is too important to be 
left in the hands of politicians! 

Keynesian economists 

 Necessary regulatory role of 
the state to smooth the 

consequences of economic 
cycles and to stimulate 

demand 

 Risk of long-term stubborn 
unemployment due to 

protracted demand weakness 

 Key role of multiplier and 
public spending 

 Temporary budget deficit 
should be accepted to jump 

start depresssed demand 

 Need to look at governance 
and income distribution! 

At the heart of the debate lie the questions of the role 

of the state and the need to regulate the market  
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Conflicting diagnosis =  

Conflicting crisis management strategy! 
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I- Liberal & neo-classical school of 

thought 

1. Market-based economic policy 

2. Minimum state intervention 

3. Low taxes and limited public sector budget 

deficit! 

4. Key role of market competition 

5. Economic development hand in hand with 

political freedom 

 

 

 

MH BOUCHET/SKEMA (c) 2013 

From classical to neo-classical scholars 

Classical School: 
D. Hume, A.Smith, D. Ricardo, J. Mill 

Turgot 

 

Liberal School 
Gournay 

Chevallier 

Le Play 

Lausanne School 

Léon Walras 

Cambridge School 

William Jevons 

Alfred Marshall 

Viennese School 

Carl Menger 

von Böhm-Bawerk 

von Wieser 

Friedrich Hayek 

Joseph A. Schumpeter 

http://mises.org/books/viennaschool_schulak.pdf 
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The founding fathers of the Liberal school 

Montesquieu, Gournay, Turgot, Mandeville:  
(XVIII° century): “Laissez-faire, laissez passer” 

Adam Smith: 1776: The Wealth of Nations: 
Natural order stems from individual choices with 
minimal state involvement: “natural harmony” 

David Ricardo (1817): Principles of Political 
Economy and Taxation: the law of comparative 
advantage: a positive sum game for all countries!  

James Mill (1821): Elements of Political 
Economy: exporting for importing (against the 
mercantilists): trade is  > 0 sum game 
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David Hume (1711-1776) 

De Mandeville (1670-1733) 

Adam Smith (1723-1790) 

Montesquieu (1689-1755)  

Turgot (1727-1781)  

  

What convergence between the XVIII° century 

founding fathers of economic liberalism? 
They all want to eradicate inter-state conflicts while diminishing the 

power of despots to promote free-trade, economic growth, peace and 

collective well-being! 
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Adam Smith  

    Scottish philosopher and economist (1723 –1790) 

 1759: “Theory of moral sentiments” : first 

metaphor of the Invisible hand 
http://www.ibiblio.org/ml/libri/s/SmithA_MoralSentiments_p.pdf  

 1776: "The Wealth of Nations", on free trade 

and market economics : second metaphor of the 

Invisible hand 
http://www.econlib.org/library/Smith/smWN13.html  

  "Little else is required to carry a state to the 

highest degree of opulence from the lowest 

barbarism but peace, easy taxes, and a tolerable 

administration of justice.“ (1755)  
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Adam Smith: not an apologist of the 

capitalist class! 

Heavily influenced economic thought throughout 
the Victorian Era. Generally considered the "father 
of modern economics”.  

Competition and the market's invisible hand lead to 
proper market pricing: self-regulation! 

Strongly opposed any government intervention into 
business affairs (excepted defense, education, training, justice 

and security) 

Trade restrictions, minimum wage laws, and 
product regulation are detrimental to a nation's 
economic health though trade barriers can be justified 

Adam Smith : supporting domestic industry 

against Outsourcing 
 

  “By preferring the support of domestic to that of foreign industry, the 

industrialist intends only his own security and his own gain, and he is 

in this, as in many other cases, led by an invisible hand to promote an 

end which was no part of his intention.  By pursuing his own interest 

he frequently promotes that of the society more effectually than when 

he really intends to promote it. I have never known much good done by 

those who affected to trade for the public good”  

(Wealth of Nations: Book IV- 2.9) 

 

 Two exceptions to free trade with the justification of trade barriers: 

1. Domestic industry is necessary for the defense of the country 

2. To offset domestic taxes or foreign subsidies 
(Book IV-2.31) 

 MH BOUCHET/SKEMA (c) 2013 

http://upload.wikimedia.org/wikipedia/commons/c/c8/Anne_Robert_Jacques_Turgot.jpg
http://www.ibiblio.org/ml/libri/s/SmithA_MoralSentiments_p.pdf
http://www.ibiblio.org/ml/libri/s/SmithA_MoralSentiments_p.pdf
http://www.ibiblio.org/ml/libri/s/SmithA_MoralSentiments_p.pdf
http://www.econlib.org/library/Smith/smWN13.html
http://www.econlib.org/library/Smith/smWN13.html
http://www.econlib.org/library/Smith/smWN13.html
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David Ricardo  
(1772 – 1823)  

On the eve of the industrial 

revolution, David Ricardo concludes 

that absolute advantage was a limited 

case of a more general theory of 

Comparative advantage 

1817: „On the Principles of Political 

Economy and Taxation“ 
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David Ricardo 

 In the aftermath of Napoleon's defeat, in 1815, British 
peasants call for maintaining agricultural 
protectionism as a key to national security.  

 Meanwhile, British industrialists want to achieve a 
decline in the price of wheat and of wages through 
import liberalization.  

 Rising food prices and rising wages will squeeze 
industrial profits and only trade can lower costs! 

 Each and every nation gets interest in specializing its 
production in those goods where it has « comparative 
advantage » depending on each nation’s endowments 
(labor, capital, land…).  

Free trade will increase global welfare 
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Comparative Advantage 

 

 What if one country can produce all commodities 

more efficiently than other countries?  

Ricardo‘s answer underlies the theory of 

comparative advantage: potential gains from trade 

with >  0 sum game for all players! 

The gains from specialization and trade depend on 

the pattern of comparative, not absolute, 

advantage 
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Comparative Advantage 

A difference in comparative costs of production – 
the necessary condition for international exchange 
to occur – does, in fact, reflect a difference in the 
techniques of production, the combination of 
capital and labor inputs, and productivity. 

The theory aims at showing that trade is beneficial 
to all participating countries: win/win! 

 

Positive-sum game of international trade! 
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The modern liberal economics school 

 Samuelson (2004): Ricardo is right but…  

There will be both winners and losers. 

  Productivity gains in China’s export sector raise 

total wealth in each country: China and the US.  

But technical progress in China can also improve 

productivity in export goods competing with the 

US (ex. China’s advances in semiconductors or 

India’s in financial services) 

Then, trade can turn entirely to the « poor » 

country’s advantage.  
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Samuelson on the limits of trade benefits = 

TINA (There is no alternatiove) 

The aggregate economic gains to a nation from trade may 

decline in the future if other nations become more 

productive in those sectors in which the « rich » country 

now holds a comparative advantage.  The benefits of trade 

that derive from specialization will diminish.   

However, protectionism breeds monopoly, crony 

capitalism and recession: pursuing open trade and 

competition is the better option for promoting overall 

growth and prosperity! 

Endless productivity growth race! 
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       Modern liberal approaches  
 Walter Rostow : “take-off” paradigm 

 S. Huntington: the Institutional development school 

 The IMF’s monetary approach to development  

 Arthur Laffer (Chicago + South Carolina) 

 Milton Friedman (Nobel Prize-Chicago): Monetarism 

 Gary Becker (Chicago, Nobel Prize 1992) 

 James Buchanan (Nobel Prize, 1986) 

 Robert Lucas (Nobel Prize) 

 Alan Greenspan (US Fed) 

 Paul Samuelson (Nobel Prize) 

 Jagdish Bhagwati 

 Martin Wolf (FT) = “The Fed should not save Main Street nor rescue Wall 
Street!” 

 N. Sarkozy… “The central banks tend to make life easier for speculators and 
harder for businessmen: moral hazard at play!” (09-2007) 

 J. Norberg’s video on Why does globalization work! : 
http://video.google.com/videoplay?docid=5633239795464137680 
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The liberal “think-tanks” 

Mount Pelerin Society of liberal supply-side 
economists created in 1947 by Friedrich von 
Hayek 

Hoover Institution (Stanford University) 

Cato Institute (www.cato.org) 

American Enterprise Institute 

Washington -based Heritage Foundation 

 

http://video.google.com/videoplay?docid=5633239795464137680
http://www.cato.org/
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Emphasis on market-based economic 

policies and social freedom 

 “It is safe to say that we witnessed this decade, in the 

United States, history’s most compelling demonstration 

of the productive capacity of free people operating in 

free markets”. 

Alan Greenspan (12/1999) 

 

Globalization is an endeavor that can spread worldwide 

the values of economic and political freedom!”.  

Alan Greenspan (2003) 

AYN RAND : sympathetic to free-market capitalism and 

the morality of rational self-interest 

Born in Saint Petersburg in 1905, she migrated in the US in 1925. Died in 1982 in NY.  

 Objectivism: Rand advocated reason as the only means of 

acquiring knowledge and rejected all forms of faith and 

religion. She supported rational and ethical egoism, and 

rejected ethical altruism.  

 In politics, Rand opposed all forms of 

collectivism and statism, instead supporting laissez-

faire capitalism, as the only social system to 

protect individual rights. The individual should exist for 

his own sake, neither sacrificing himself to others nor 

sacrificing others to himself. Egoism is "the virtue of 

selfishness”.  
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Globalization and  

The Stages of Growth 
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The Stages of Growth 

 Expressing the growth process as a sequence of stages 

instead of a simple chronological story 

 Karl Marx: feudalism gave way to bourgeois capitalism 

to be followed by socialism and then communism 

 Karl Bücher and German historiography: « household 

economy » in the antiquity, then the « town economy » 

of the late Middle Ages, and thereafter the « national 

economy » of modern times 

 F. Braudel: gradual emergence of capitalism in the XV° 

century through alliance between merchants and 

government 

 Walter ROSTOW 
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Walter ROSTOW’s 

“Take-off” approach  

to economic development 

An historical approach to the 

underlying economic 

conditions of self-sustaining 

economic growth 
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“Take-off approach” to economic development:  

Model based on a limited number of factors in different 

stages to help predict change 

 

Throughout economic development process, 
societies pass through 5 stages:  

1. Traditional society  

2. Pre-conditions for take-off  

3. Take-off 

4. Drive to maturity, and  

5. Maturity (mass consumption) 
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Take-off approach to economic 

development 

 3 requirements for the take-off: 

1. Rise in the rate of productive 

investment ( >10% of national income) 

2. Development of manufacturing sectors 

3. Stimulus of a political, social and 

institutional framework to transform 

growth into development 
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A linear process of economic development... 

 W. Rostow ’s Stages of Economic Growth: the « take-off approach » 
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Maturity Stage Take-off Stage 
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Economic growth in emerging market 

countries 
 Annual Growth in GDP (real GDP per capita 1970=100 ) 
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Economic growth in emerging market 

countries 
 Annual growth in GDP  (real per capita GDP/1970=100) 
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Taking off?  (US$-GDP per capita on ppp basis) 

OCDE-2012, WB-WDI:UNDP 

Pomeranz: the Great divergence? 

Europe versus China in the XVIII° and XIX° centuries  

 Europe had not more efficient markets than other civilizations. In 

Europe, market efficiency was disrupted by the prevalence of 

feudalism and mercantilism. Practices such as entail restricted 

land ownership and hampered the free flow of labor and buying 

and selling of land.  

 Feudal restrictions on land ownership were especially strong in 

continental Europe.  

 China had a relatively more liberal land market, hampered only by 

weak customary traditions.  

 Bound labor, such as serfdom and slavery were more prevalent in 

Europe than in China, even during the Manchu conquest. Urban 

industry in the West was more restrained by guilds and state-

enforced monopolies than in China.   

MH BOUCHET/SKEMA (c) 2013 
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Pomeranz: the Great divergence?  

 Key role of Energy in Industry:  

1. Role of coal availability between West and East in the XIX° century! 

Although China and Europe had comparable mining technologies, the 

distances between the developed regions and coal deposits were vastly 

different. In contrast, Britain contained some of the largest coal deposits in 

Europe. 

2. In the Industrial Revolution, coal and coke were extensively used in 

metallurgy and steam engines, being cheaper, more plentiful and more 

efficient than wood and charcoal.  Coal-fired steam engines were also used 

in the railways and in shipping, revolutionizing transport in the early 19th 

century. 

 

 Efficiency of markets and state intervention: Market 

institutions were NOT the cause of the Great Divergence. China 

was closer to the ideal of a market economy than Europe. 
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Samuel HUNTINGTON 

•Political order in changing societies 

•The Clash of Civilization 

MH BOUCHET/SKEMA (c) 2013 

From Economic growth 

 to Sustainable development 

« Political order in changing societies » 
 Probing the conditions under which societies undergo 

rapid and disruptive social and political change: 

1. The primary problem of politics is the lag in the 
development of political institutions behind social and 
economic change  

2. Growth extends political consciousness, broaden 
political participation, and multiply political demands  

3. Instability stems from rapid social change and rapid 
mobilization of new groups into politics coupled with 
slow development of political institutions 
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Political order (and disorder) in rapidly changing societies 

Process of political  

institutionalization 

Process of socio-economic  

change 

EMCs 

Deficit of strong institution-building capacity 

OECD 

http://www.baytownpoliceexplorers.org/policier.gif
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A deficit in institution-building always 

leads to social upheaval 
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Simon Kuznets (Nobel Prize 1971) 

Growth = long-term rise in capacity to supply 

increasingly diverse economic goods, based on 

advancing technology, and on flexible 

institutional and ideological adjustments 

 

Characteristics of modern growth 

1. High rates of growth of per capita product 

2. Rise in the rate of productivity 

3. High rate of structural transformation 

4. Change in social and ideological structures 

5. Globalization of technological and capital flows 
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The IFIs Approach to Economic 

Growth and Development 
 Development = economic growth + those conditions 

that make it sustainable, i.e. social mobilization, good 

governance, macro-economic stabilization; institutional 

development... 

1. A country cannot have a sustained economic adjustment 

unless the government gets its budget in order  

2. Setting the prices right: interest rates, exchange rates, 

domestic prices, agricultural and commodity prices 

3. Key role of Institutional changes: training, education, 

procedures, laws, regulations... 
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The IMF and World Bank Approach to Economic 

Growth and Development 

 Sustainable development stems from a 

combination of sound economic policies, growth, 

and institutionalization with timely structural 

reforms:  

1. Stabilizing the macroeconomic situation 

2. Reducing the size of the public sector as the 

private sector is the main engine for growth 

3. Reform of the regulatory framework 

4. Good governance and strong institutions 
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         Roots of domestic macroeconomic imbalances 

Excessive absorption Excessive growth in money supply 

High rates of spending on 

domestic and foreign goods 

Inflationary pressures 

Balance of payments pressures 

* Stabilization policy with exchange rate 

adjustment and control of the money supply: 

decrease in creation of reserve money given the 

money multiplier of the deposit money banks, 

interest rate rise, and increase in reserve 

requirements 

* Fiscal adjustment 

* Structural measures to stimulate domestic 

supply 

ADJUSTMENT 
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The IMF’s view of the requirements of 

sustainable development 
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« Washington Neoliberal 

Consensus »: One size fits all! 

• Trade & Financial liberalization + 

Floating exchange rates + 

Macroeconomic stabilization + 

Minimum government intervention 

 
• Governments are bypassed by market forces and 

under the control of regional and international 

organizations 
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Washington Consensus:  

“Ten rules” of sustainable market-economic development 

John Williamson (IIE 1990) 

1. Fiscal discipline  

2. Redirection of public expenditure priorities toward improving 

income distribution: primary health care, primary education, 

housing, training and infrastructure  

3. Tax reform (to lower marginal rates and broaden the tax base)  

4. Interest rate liberalization  

5. Competitive exchange rate  

6. Trade liberalization  

7. Liberalization of inflows of foreign direct investment  

8. Privatization  

9. Deregulation (to abolish barriers to entry and exit)  

10. Secure property rights  

 

http://images.google.fr/imgres?imgurl=www.west.net/~smith/policeman.gif&imgrefurl=http://www.west.net/~smith/unfairness.htm&h=243&w=234&prev=/images?q=policeman&start=20&svnum=10&hl=fr&sa=N
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Heritage Foundation: Economic Freedom Index 2012 
(10 economic & institutional indices) 

1. Hongkong 

2. Singapore 

3. Australia 

4. New Zealand 

5. Switzerland 

6. Canada 

7. Chile 

8. Mauritius 

9. Irlande 

10.USA 
 

 UK= 14 

 Japan= 22 

 Germany= 26 

 Korea= 31 

 

 France = 67 

 

 Brazil= 99 

 India = 123 

 Vietnam= 136 

 Chine= 138 

 Russie = 144 
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Correlation between capital openness and  

economic growth? 


