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The globalization narrative has come to 

a dead-end 

Scientific 

breakthroughs 

Technological  

progress 

Socio-
Economic 

Progress 

Global  

well-being 

Modernization 
& Sustainable 
development 

MH Bouchet/SKEMA (c) 2013 

MH Bouchet/SKEMA (c) 2013 

« Globalization is a threat for France, for job 

creation and for well-being» 

Sondages CSA-Challenges 12/2005, Eurobaromètre 2006-2009, IPSOS 2012 

Should the free 

market system 

be the future of 

the world?  
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State versus market forces =  

at the heart of the socio-political debate  

M.H Bouchet- SKEMA (c) 2013 

Political and policy divide in Latin America 

free trade agreement + 

minimum state intervention 

The Pacific Alliance  
Summer 2013 = 220 million consumers 

 Colombia + Peru + Chile + 

Mexico… coupled with 

 TransPacific Partnership 

 USA+ Canada + Japan+ 

Malaysia + Singapore + Vietnam 

protectionnism + state 

intervention  

Mercosur  

 Brazil + Argentina + 

Paraguay + Uruguay 

+Venezuela 

Bolivarian Alliance 

 Venezuela + Bolivia + Cuba 

+ Ecuador) 
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Globalization = New world + Old world  

MH Bouchet/SKEMA (c) 2013 

Home bias 

http://www-news.uchicago.edu/releases/02/milton-friedman.jpg
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Decoupling:  

Globalization has subordinated politics to 

economics and economics to finance 

 

Two-fold emancipation 

Phase I: 1970s-80s: Economic system from Political 

system  

 

Phase II. 1990s: Financial system from Economic 

system  

MH Bouchet/SKEMA (c) 2013 

Phase I- Gradual emancipation of 

economics from politics 

1. Flexible exchange rates 1970s  

2. Economic and trade liberalization (IMF/GATT/WTO) 

3. Privatization (1970-80s until 2013!) 

4. Economic automatic pilot (Maastricht 1992) 

5. Washington consensus (late 1980s) 

6. Rating agencies  

 

MH Bouchet/SKEMA (c) 2013 

Governments are bypassed by market forces and 

under the scrutiny of IFIs and rating agencies 

 

MH Bouchet/SKEMA (c) 2013 Moody’s-Summer 2013 MH Bouchet/SKEMA (c) 2013 

Washington Consensus: One-size fits all! 

“Ten rules” of Market-economic policy 
John Williamson (IIE 1990) 

1. Fiscal discipline  

2. Redirection of public expenditure priorities toward high 

economic returns and improving income distribution (health care, 

primary education, infrastructure)  

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

4. Secure property rights  

5. Interest rate liberalization  

6. Competitive exchange rate  

7. Trade liberalization  

8. Liberalization of FDI inflows  

9. Privatization  

10.Deregulation  
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Globalization stimulates  (volatile) 

Economic Growth 

Globalization + international openness 

= Efficiency + competitiveness =  

= High-growth strategy  

 

High correlation between globalization, 

competitiveness (economic performance, institutions quality, 

business efficiency, infrastructure), and dynamic growth rates 

 

BOUCHET SKEMA 2013  (c) 
Source: Salvatore (Fordham 2010) 
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Correlation economic liberalization/GDP growth  

MH Bouchet/SKEMA (c) 2013 

 Correlation  

Economic freedom –Human development 

y = 0,7755x + 21,431

R
2
 = 0,4899
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The toothpaste got out 
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The emergence of 

Hyperfinance? 

MH Bouchet/SKEMA (c) 2013 

1. Financial Market Globalization (1980s) 

2. Capital market deregulation (1990s) 

3. Financial innovations and dematerialization 

(securitization, options, derivatives…) 

4. NTIC (Internet!) 

5. TBTF global banks 

 

          Free-wheel global finance?  

Swelling banking sector in post WWII era  

(ratio of loans + assets + M2)/ GDP  in developed countries) 

MH BOUCHET Global Finance-SKEMA 2013 Source: A. Taylor, BIS 12/2012 

International Banks Assets/Country GDP 

MH Bouchet/SKEMA (c) 2013 

The rise in financial assets over GDP 

since the 1980s 

MH Bouchet/SKEMA (c) 2013 
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Financial depth: Overwhelming supremacy of Finance 
(of ‘virtual’ over ‘real’) 

In US$ billion 

Source: IMF & McKinsey 2013 

400% of GDP 

400% in the US, 530% in Japan 

280% in China and in France 

BOUCHET SKEMA 2013  (c) 

1990s: The financial genie has escaped from the bottle! 

Source: McKinsey/2012 IMF 

Financial intermediation is less and less focused on financing the « real economy »  

Financial globalization 

MH Bouchet/SKEMA (c) 2013 (McKinsey Institute) 

Does Globalization hurt? 

Globalization was expected to expand market 

scope for poor countries producing raw 

materials, hence higher income and better 

development prospects 

Was David Ricardo right or wrong? 

Global commodity price volatility kills! 

…and declining terms of trade make poor countries 

poorer. 

MH Bouchet/SKEMA (c) 2013 
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Main Cotton producers: China, India, Pakistan, Brazil, Ethiopia 

Main Cocoa producers: Ivory Coast, Ghana, Indonesia, Cameroun (75%) 

Average spot Cotton monthly price - US cents per Pound 

Cocoa beans: Average US$/metric ton 

Commodity price volatility is bad for long-run growth in 

poor primary producing countries  

But, does global market integration increase 

volatility and its negative impact on EMCs?  

 No consensus : the jury is still out 

 Poor countries have a more highly concentrated 

production structure, which leaves them more 

vulnerable to sectoral shocks, given that they do not 

diversify their risk across sectors. Poor countries 

face higher volatility since they specialize in 

agricultural and mineral production. 

MH Bouchet/SKEMA (c) 2013 

Does global market integration breed 

commodity price volatility? 
3 conclusions: 

1. Since 1700 till today, commodities always exhibited 

greater volatility than manufactured goods prices 

(standard deviation of the price) 

2. Little evidence of much higher commodity price 

volatility since 1700: world market integration 

associated with peace and pro-global policy leads to less 

commodity price volatility 

3. Higher volatility since the 1970s (probably linked to 

floating exchanges rates) 

MH Bouchet/SKEMA (c) 2013 

NBER Working Paper No. 14748: Jacks, O’Rourke, Williamson (February 2009) 

Does financial globalization leads to 

 commodity price volatility? 

 Unambiguous response according to UNCTAD: Yes! 
Don’t blame the physical market fundamentals: the main 

drivers of commodity price bubbles are traders 

 Financial globalization is the root case of commodity price 

volatility 

 Supply and demand changes in  the « real economy» do not 

cause sharp volatility contrary to exchange-traded 

derivatives on commodity markets now being 20 to 30 

times larger than physical production 

 Financial investors, who accounted for less than 25% of all 

market participants in the 1990s, represent more than 85% 

today: trading, herd instinct and price bubbles! 
MH Bouchet/SKEMA (c) 2013 
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Financial Globalization is expected to 

stimulate Economic Growth? 
It would equalize marginal returns to capital around the world, transfer 

savings from rich to poor, and enhance risk sharing, growth and 

convergence.  

1- Fischer, Summers, Kose…  

 Openness to global capital 

flows= higher capital 

efficiency North-South + 

technology spillover + FDI          

 GDP 

 

2 - Stiglitz, Krugman, 

Rodrik, Lane…  

 Financial and capital 

account liberalization = 

capital flow volatility + 

financial crises        

capital controls + Tobin 

tax 

 
MH Bouchet/SKEMA (c) 2013 

See: Prasad-Rogoff  IMF-Harvard 2006 and P. Lane, BIS Dec. 2012 

 MH BOUCHET/SKEMA (c) 2013 

Correlation between capital openness and  

global economic growth? 

Empirical evidence? 

1. No clear evidence that financial globalization 

improves institutional quality and macroeconomic 

discipline 

2. Strong evidence that financial integration promotes 

overall financial sector development and corporate 

governance 

3. Strong evidence that financial sector development 

increases FDI and portfolio equity flows, domestic 

investment and growth 

4. Premature financial liberalization leads to capital 

flow volatility and financial crisis 

MH Bouchet/SKEMA (c) 2013 Source: Prasad, Kose & Rogoff, 2006 

Financial development can become a drag on 

productivity and real economic growth 

MH Bouchet/SKEMA (c) 2013 

The inverted U-shaped effect of financial development: 

A fast growing financial sector is detrimental to productivity growth 

Too high a ratio of private credit/GDP and fast growing financial sector  

mean that essential ressources will get drawn at the expense of the 

real economy: 

  More finance 

   is not better 

 

 

 

 
 

BIS Working Papers 07/2012 

Ceccetti/Kharroubi 
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Developing countries that have relied less on 

foreign capital have grown faster!  

(IMF/03-2007) 

Benefits and pitfalls of market 

economic Globalization? 

« Globalization reveals the liberating 

potential of the market for generating 

unlimited wealth, and its blindness as a 

mechanism for distributing the wealth 

benefits » 

 

MH Bouchet/SKEMA (c) 2013 

Ashraf Ghani, Washington Quarterly 

VIDEO : Joseph Stiglitz  

on the pitfalls of Globalization 

M.H Bouchet- SKEMA (c) 2013 

http://www.youtube.com/watch?v=sV7bRLtDr3E 
MH Bouchet/SKEMA (c) 2013 

 

 

Globalization contributes to boosting 

Economic growth coupled with Volatility,  

Financial crises, and Wealth gap both within 

and between countries 

 

Is the global crisis a new opportunity 

for enhancing governance? 

 

 

 

 

 

http://www.youtube.com/watch?v=sV7bRLtDr3E
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Conclusion 

Beyond the global crisis: the way 

forward for the globalized market 

economy 

Can a different form of globalization be 

planned?  

With what goals and what mechanisms of 

regulation? 

How to promote global governance? 

How to boost development beyond GDP 

growth?  

 

 

 


