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Preface

How much free market economy and how much economic interventionism?
Nowadays this question is asked and pondered not only by many economists, but
also by political leaders responsible for the development in most countries of the
world. What we know already is that the simplified alternative “either market or
the state” is unsustainable. Poland is a country with an extensive experience in
this area. In early 1990s a zero-one approach to economic theories pushed Poland
onto the development model created in the Western countries. That model, while
undeniably more healthy than centrally-planned economy, failed to take into
account historical and social specificities of Central and Eastern Europe, including
Poland. The fundament upon which we used to build Polish capitalism and welfare
until quite recently consisted of a set of rules known as the Washington Consensus.
That approach had seriously underrated the burden of the post-communist reality.
By the way, the classic neoliberal theory also failed to work properly in a number
of other Central European countries and in some countries of other regions. And
still is was reckoned an inviolable axiom for a number of years, thus preventing the
actual needs of the development process to be adapted to the implemented policy.

It was only the global economic crisis, starting in 2007, that gave the impulse to
revise the universally acclaimed economic theories. Poland, 26 years since it had
begun its systemic transformation and over 11 years since becoming the European
Union member state, faced a complex challenge of bringing corrections to its
economic policy. This required formulation of a new strategy of development — one
capable, on the one hand, to meet the crucial domestic expectations and social
aspirations, and on the other hand to effectively adapt the Polish development
pattern to external demands of contemporary global economy.

The Polish reaction to the present global economic and social challenges are the
concepts included in the Responsible Development Plan. One of the most serious
flaws of the transformation of the economic policy implemented after 1989 was the
lack of synchronization between the achievement of the goal which was the growth
of Poland’s GDP, and the increased welfare of all social groups in the country.
Also, the development model followed over that period neglected to take ever
aggravating structural disparities between regions of Poland into account. In many
cases, high economic growth failed to translate sufficiently into welfare of Polish
citizens and households. This resulted in the sense of disillusion, exclusion and
social polarization. In the long run this tended to ricochet and undermine the rate
and the quality of Poland’s development. It was essential for the answers given to
these challenges to include a specific social policy — well considered to provide real
support to the citizens, implemented with particular care for the stability of public
finance and for the rate of growth.
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While we should not emulate somebody else’s systemic solutions, still it is our
obligation to keep track of ideas and theories of both economists and practitioners
of economy. This is necessary to be able to modernize the state continuously
and with the highest standards maintained. In Polish conditions where dogmatic
neoliberal solutions prevailed for many years, we should pay particular interest
to theories which accept the basic assumption for the economic growth — which is
effective market-based economy — and then complement it with the role of state
in creating the fundaments for the stability and sustainability of the growth. This is
especially relevant witnessing Polish republican traditions as well as the experience
of solidarity and solidarism. Among interesting doctrines to take into account in
this context there is that of New Structural Economics, the main author of which
is the Chinese economist, the former Senior Vice-President of the World Bank,
Justin Yifu Lin. With a little simplification, it should be observed that the key
assumptions of that doctrine reveal the traps and barriers of sustainable growth that
all developing countries have to face as they approach the stage and status of well-
developed countries. However, even more importantly, the doctrine in question
indicates solutions and recipes allowing to break through the middle income trap
and to really catch up with the wealthiest states. The Responsible Development
Plan is a good example of putting that doctrine into practice as it also emphasizes
the importance of combining an efficient and competitive market economy system
with the enabling state which facilitates the structural economic transformations.

Therefore, it should be appreciated that the present publication — thematically
a follow-up to the previous one, published in 2017 by the University of Warsaw,
Faculty of Management Press — edited by the Professors Justin Yifu Lin and Alojzy
Z. Nowak, the Dean of the Faculty of Management, University of Warsaw, carries
on the study of and reflection about the paramount processes of globalization,
and conclusions they entail for countries like Poland. New Structural Economics is
not just theory. In proposing it, Justin Yifu Lin relies upon empirical knowledge,
inquiries into differences and experiences of countries which have achieved
economic success going along paths different than classic neoliberalism.

We know only too well that it hardly pays off to yield to economic dogmas
— even the most tempting ones. Instead, it is essential to analyze, to study and to
present a variety of viewpoints in matters as important for the economic policy
as the prospects of globalization or potential models of development policy. The
choice of the right way depends on a number of variables peculiar to each individual
country. Surely it is worthwhile to learn about new ideas, new economic theories
and practice, because in the world that changes with an astonishing speed the
flexibility of approach becomes one of the crucial strengths to foster development.

Mateusz Morawiecki
The Prime Minister of the Republic of Poland
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This new bilingual publication entitled New Structural Policy in an Open
Market Economy (Nowa Polityka Strukturalna a Ekonomia Globalnego Rynku),
released under editorial care of Justin Yifu Lin and Alojzy Z. Nowak is
a follow-up to the issues and discussion presented in a book published in 2017
by the University of Warsaw Faculty of Management Press as “New Structural
Economics For Less Advanced Countries” (Nowa Ekonomia Strukturalna
Wobec Krajow Mniej Zaawansowanych). Studies and inquiries concerning the
New Structural Economics concept in the Faculty of Management, University
of Warsaw have largely been one of benefits resulting from the presence, in
Poland and in our Faculty, of Professor Justin Yifu Lin, one of its inventors and
theoreticians, an advisor to the Chinese government in the area of economic
development and the Vice-President of the World Bank in the years 2008-2012.

In Poland the need for analytical appraisal of both the philosophy and practice
of development based upon the assumptions of the New Structural Economics
seems the more justified that the policies and strategical approaches applied by
the present Prime Minister of the Polish government Mateusz Morawiecki regard
some guidelines resulting from that theory with much interest and approval.
The government’s principal program based on the Responsible Development
Strategy has been consolidated by the implementation of the development
strategy aiming at the achievement of such structural transformation in the
economy which initiate the process of catching up with highly-developed
countries by countries less advanced in their development. Poland should be
ranked among the latter group.

The essence of the New Structural Economics theory and some analyses
on that subject were presented in the book published in 2017, available in its
entirety in the University of Warsaw Faculty of Management Press web site at:
http://www.wz.uw.edu.pl/portale/wydawnictwo-WZUW /wydawnictwo/ksiazki-i-
skrypty. To put it very shortly, this theory argues that the economic development
is a process of structural changes featured by a continuous technological
innovation and industrial progress. These phenomena raise the productivity of
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labor and tend to accompany the improvements in the areas of infrastructure
and institutions which contributes to reduction of transaction costs. Accordingly,
the industrial policy has been an essential instrument for governments, enabling
them to define priorities in terms of utilization of limited resources. This way
it becomes possible to stimulate both processes — technological innovation and
industrial progress — at the same time through solutions brought to inseparable
problems of externalization and coordination in structural transformations.

The second, new publication mentioned at the very beginning consists of two
parts. Its editors believed it was worthwhile to carefully analyze the dilemmas
concerning the present economic development, together with processes
occurring under conditions of globalization. Today it has become perfectly
justified to search for new systemic solutions to several problems experienced
on the global scale, and perhaps even make a bold attempt and consider the
need for a new deal, a more equitable economic order in the world. This seems
quite a complex task if not outright formidable, but it is still worth of trying.
Certainly the concept of the New Structural Economics casts precious light
upon a number of development-related dilemmas and contributes to explain
some doubts, for example regarding the scale, the role and nature of the state’s
involvement in the processes of economic development.

Part one of the second book includes considerations and analyses concerning
the paradigms inherent in the global economy and trade, their evident evolution
and how they change. There is a prevailing belief that financialization of the
global economy, largely resulting from insufficient control over financial markets,
as well as effects of crises which seriously affect the societies, have contributed,
among other things, to questioning the development model which is mainly
based on uncontrolled markets, void of adequate regulatory support and some
sort of supervision on the part of the state or of supranational organizations. We
are witnessing a growing belief that at the present stage the globalization relying
upon neoliberal principles (according to the Washington Consensus) calls for
very profound reconsideration. But in which directions corrections should go
and what should be changed out of the present state of affairs? And — is such
an idea realistic at all?

In the face of such doubts it seems reasonable to first ask the question about
the prospects for the global economy, both immediate and in the long run. How
they are going to look like? The attempted answer is to be found in the article
“What is the Future of the Global Economy?” delivered by Alojzy Z. Nowak
who also considers where some additional impulses might be sought to support
the development in Poland. In some segments the economic policy has already
applied indications given by the New Structural Economics. However, the
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Author explicitly states that it has been the European Union that provides the
sort of organization which may and indeed should increasingly act as the point
of reference to the economic and social integration and — in even more broader
terms — for the global order. For Poland this is one of the key conclusions.

It is within this thematic scope that the articles by Kenneth Friedman and
Ruth Taplin and by Harald Sander fit. In their article “Free Trade or Unfettered
National/Corporate Interest?”, Kenneth Friedman and Ruth Taplin evaluate the
issue of the role of tree trade in the globalized world and find a gap between the
theory and the practice. This argument concerns in particular the neoclassical
interpretation of free trade and its actual significance in practice. The analysis
provided indicates the need of balance and restraint. On the one hand, according
to the Authors, it is not right to approve of trade free of any restrictions, as
postulated by the laissez-faire approach. On the other hand, it would be just
as hard to defend the attitudes of autarchy or an aggressive mercantilist self-
promotion of national and corporate interests. Moreover, an important role in
these relations is played by intangible assets such as intellectual property rights
and the evaluation of their value in the context of globalization.

Harald Sander in his article entitled “A European Policy Agenda in and
for the New Global Economy” emphasizes that following a period of almost
thirty years of hyper-globalization, since the time of the global financial crisis
of the years 2008-09 the global process of economic integration lost most of
its momentum. However, according to the Author, it would be premature to
announce death of globalization — rather than that, the process of globalization
is changing its character. The key characteristics of the “new global economy”
include: digitalization, the rise and dramatic rate of growth of superstar firms,
the rise of emerging economies, and the changing geography of global finance.
At the same time, the distributional consequences of both hyper-globalization
of the past and the key structures of the new global economy have the potential
of undermining or even destroying political support for globalization and have
been linked to the rise in populism in advanced countries. This means that
consequences of the new incarnation of the globalization and political reactions
thereto are certainly going to rank among factors that determine the future of
Europe. Conclusions from the arguments presented in both articles indicate
convincingly that globalization is not a process sustainable in itself. Without
being adequately managed, globalization and its distributional consequences
will tend to undermine its own foundation i.e. the faith in open markets,
societies and borders.

Andrzej Sopocko in his article “Secular Structural Processes. Unexpected
Results” analyzes the crucial processes that determine the present system of
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manufacturing and distribution, i.e. globalization, securitization, digitalization
and artificial intelligence. The Author describes their effects, in particular in
large corporations, to conclude as follows: “Social change seems to be currently
heading towards a bipolar society, that is one in which there is a group of rich
people and the rest — not at all a poor one, but separated from the former by
a significant income band. This means the reduction of the middle class (in
statistical terms), which, unlike in previous epochs, is becoming less and less
significant for the development of civilization. The main driving force behind
this process is the ongoing revolution of digitization and automation”.

In the article entitled “Control of Capital Against the Middle Income Trap”
Kazimierz Ry¢ believes that many national economies are dominated by
foreign corporations that invest labor-intensive production processes in these
countries, using cheap labor. The subordinate role of local production has been
strengthened by the globalization process. These economies may be in the trap
of medium development, and currently operate in a peculiar lower league of
the world economy. The Author’s pivotal statement is that the “inferior role
of local subcontractors is due to the fact that they do not participate in the
capital ownership of companies and thus have little influence on the power of
international corporations. Improving their position requires active policy of
states, including the control of gross capital flow structure”.

Second part of the book in question starts with the article of Justin Yif Lin and
Xiaobing Wang entitled “The Facilitating State and Economic Development. The
Role of the State in New Structural Economics”. The Authors deliver a profound
analysis of the concept of growth and role of the state in the economic growth
development together with their influence upon institutional transformations,
from perspective of the New Structural Economics. Their argument is that
economic structures — including the structure of technology and industry, and
hard and soft infrastructure — are endogenous to the endowment structure, which
is given at any specific time and changeable over time. They advocate a state to
facilitate structural change by using industrial policy to overcome market failures.
Such efforts should support industries with latent comparative advantages in
becoming competitive in the market. The state should pragmatically prioritize
the use of its limited resources and implementation capability to create enclaves
with favourable infrastructure and institution to jump start a dynamic growth in
a country beset with poor infrastructure and institution network. Therefore, in
each publication the Authors provide new studies and considerations in favor
of the statement about strengths and benefits of the New Structural Economics.

The article contributed by Grzegorz Jedrzejczak and Henryk Sterniczuk,
entitled “The Use of the New Structural Economics for Modernization and Increasing
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the Innovativeness of the Polish Economy”, also concerns the assumptions and
practical guidelines given by the New Structural Economics. According to the
Authors, ultimately, the deciding factor for Poland’s modernization success
will be the pro-modernization attitude of business entities, employees, and
consumers (hence the whole society). The New Structural Economics Apparatus
can be helpful in strengthening the role of the state in meeting the challenges
the Polish economy is facing, but we must be aware that the application of
NES may face many important challenges and limitations. First of all, large
companies needed to create an innovative development coalition are either
owned by foreign corporations or remain state property. Secondly, few Polish
small and medium-sized enterprises grow sufficiently to undertake the effort of
global competition. Thirdly, society, including business entities, is suspicious of
state institutions, and the state is very distrustful about public-private projects.
And finally, fourthly, Poles after years of scarcity want to consume and not save,
thus they are not prone to promises to improve the future standard of living
in exchange for disciplined serving the interests of the state and corporations.

Marian Gorski and Patrycja Chodnicka-Jaworska in their article “The Process
of Catching up with the Economic Development of OECD Countries and the Role
of Foreign Direct Investment in this Process” consider the impact of FDI upon
the economic growth. While they admit that foreign direct investments are
obviously only one of several factors driving that development, they insist that
the inflow of direct investments positively affects the rate of economic growth,
and economic growth encourages foreign investors to invest. This means that
FDI operate pro-cyclically. They support economic growth, but also deepen
recessions and decrease in GDP. If the slowdown or decline in the economic
growth rate occurs as a result of internal or external shocks, the reaction of
foreign investors deepens this decline. This phenomenon occurred very clearly
in 2018 in the case of Argentina and Turkey.

Beata Koztowska-Chyta involves in an extended analysis of “Legal Environment
for Foreign Investments in Poland”. The Author considers the Business
Constitution introduced in Poland and concludes that: “Normative reforms in
the national legal order brought in Poland by the Business Constitution in the
area defining organizational and legal conditions for foreign investments on
the territory of the RP should contribute, through their improved transparency
and regulatory consistence, to alleviation of barriers hindering foreign capital’s
access to the Polish market. In this respect Polish legislator actually implements
the Community directive on services and legal conditions provided thereby are
intended to foster capital mobility and intensified economic cooperation with
foreign business. The profound reform of Polish commercial law, carried out
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recently in order to improve legal and economic conditions for business and to
facilitate relations between the business and the state, should also increase the
attractiveness of Polish market for foreign investors”.

According to Michal Kurtyka, opportunities for growth may be found for
Poland also in another field. The Author, who has also been a member of Polish
government, is quite consistent in advocating the importance of searching for
new impulses for growth to turn them into value-added for the economy.
Michat Kurtyka has been for some time already a proponent of strengths and
benefits potentially resulting from the electromobility. In this article, focusing
on that area, he reiterates five success factors for the development of motor car
industry, depending on the state situation. These are: the strength of traditional
car companies, social expectations, job creation potential, internationalization
possibilities, and the ability to incubate new entities. From the initial analysis,
which requires further development and verification, it appears that countries
such as China at the start seem to be in a privileged position to make the most
of the potential of new mobility.

Such a diagnosis, but related to China, could most certainly be approved
by Bogdan Goralczyk — Professor in the Centre for Europe, University of
Warsaw, an expert in political science and sinologist. In his article entitled
“Poland on the Route of the Chinese Silk Road: A Chance for Development or Just
a Challenge?” Bogdan Goralczyk describes the attitude respectively assumed
toward that project by the elites in the European Union member states, in
Central and Eastern Europe targeted in another Chinese strategy called 16+1,
and in Poland which is not directly situated on the Silk Road. What, then, has
Poland done to take advantage of that opportunity? From an analysis provided
in the article one may conclude that relatively little was done, despite rather
noticeable Chinese presence in our country and significant interests vested
therein. Unfortunately, from Warsaw’s perspective Silk Roads rather remain
a potential, a chance scarcely taken that new and real opportunity for growth.
In order for this to change, political will is essential — something that seems to
be missing now. It would be a pity if nothing happens in this respect soon.

& ok %k

The second publication we present to our Readers — Polish as well as foreign — is
intended to stimulate discussion about the subjects it considers. Many views and
arguments put forth in it deserve just this — taking up and discussing to contribute
deepened and diversified perspectives. The topic of the present condition and
prospects for globalizations are the perfect example of this. It is absolutely worthwhile
to analyze the assumptions and define potential benefits from the New Structural
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Economics, along with the possibilities of applying its guidelines in countries
wishing to make better progress in catching up with the most advanced economies.
The book also contains firm and justified statements about the opportunities and
impulses for the development of Poland. While it is mainly addressed to scholar
environment, it would be very important and desirable for the book to also find its
way to broader groups of readers.

FROM THE EDITOR
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ALOJZY Z. NOWAK

What is the Future of the Global Economy?

The article addresses issues related to the current stage of globalization. It analyzes the main causes
of the economic and social anti-liberal counter-revolution and emphasizes its influence on the
newly emerging shape of the global economic order. The financialization of the world economy,
which is largely the result of uncontrolled financial markets, as well as speculative bubbles that
are very painful for the population, has contributed, among other things, to the questioning of
the development model based mainly on markets, without proper regulatory and control support
from the state. If there is an ever-growing conviction that at the current stage of economic
development, globalization based on neo-liberal principles should be thoroughly thought through,
then what direction should the corrections or changes in the current state take. The author
shares the viewpoint of Joseph E Stiglitz that the European Union is such an organization that
can and should become a reference point for economic and social integration, and thus for the
newly emerging global economic order. Increasing the integration of the political, regulatory, and
stimulating role of the state in the economy does not mean substituting market competitiveness
with protectionism and economic nationalism.

Keywords: Clobalization; Anti-liberal Counter-revolution; Development Paradigm; European
Union; New Structural Economics.

1. Introduction

The large-scale intervention of the final lenders (central governments and
central banks) has ended the escalation of the loss of financial liquidity by the
vast majority of the world’s main economic and financial entities (commercial
banks, investment funds, insurance funds, etc.). It caused an increase of optimism
in the global economy. According to the latest forecasts by the Organization
for Economic Cooperation and Development (OECD), the global economy
will grow in 2018, but also in 2019, by 3.9 percent, which is the highest since
2011. That acceleration of pace will mainly result from the revival in trade
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and investments!. However, the opinion of one of the most prestigious British
economic newspapers seems to be characteristic as it predicts that “globalization
has survived many things, but the invasion of mercantilist populism may be the
biggest challenge for decades. The year 2018 is not disastrous for international
trade, but it may turn out to be a year of dreadful waiting for the outbreak of
trade wars” (Financial Times, 2018).

There is a serious concern that more and more governments, recognizing
the weaknesses of the current stage of globalization, may overprotect their
economies from foreign competition, in the hope this will bring good economic
and social results.

There is also a growing question about the role of the state and the market
in economic processes. The previous global financial crisis has placed in the
center of attention, among others, the issue of controlling international capital
flows. Now, in particular in the case of emerging economies, there arises the
question of the appropriateness of introducing specific tools for controlling
capital transfer (Wojtyna, 2017), but this topic deserves separate treatment.

2. The Economic and Social Causes of the Anti-liberal
Counterrevolution

One of the most important analytical centers in the world — The Economist
Intelligence — believes that the potential problem lies also in the fact that
current and future activities of President Donald Trump are in line with the
current trend in the global economy. Namely, more and more countries are
openly talking about closing their economies to foreign competition or at least
concentrating more on using their own resources.

However, the problem is much more serious and deeper. In the book
Nowy Pragmatyzm kontra Nowy Nacjonalizm (New Pragmatism versus New
Nationalism), Grzegorz W. Kolodko aptly notes that the socio-economic
phenomena and processes currently occurring in the world are becoming more
complicated and conflict triggering (Kolodko and KoZminski, 2017). He is
ready to attribute them largely to social and economic imbalances, but also
to demographic processes and threats to the human natural environment. In
his opinion, these phenomena are not yet sufficiently explained by economic
sciences, because — as he claims — the current schools of economics, especially

L https://www.ppr.pl/wiadomosci/oecd-gospodarka-swiatowa-w-2018-i-2019-r
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mainstream economics, turn out to be outdated, inadequate, ill-prepared to
tackle new problems so in this respect something new should be looked for
(Kolodko and Kozminski, 2017, p. 11).

Andrzej K. KoZminski believes that “people all over the world are beginning
to aspire to an ever-higher level of well-being, and while in past centuries they
humbly accepted their fate, so nowadays there is no such consent and there is
a potential for violent protest” (Kotodko and KoZmifski, 2017, p. 11).

This view corresponds to the main conclusions of the study of Thomas
Piketty, who in his book entitled Capital in the Twenty-First Century states
that “the dynamics of private capital accumulation inevitably lead to the
concentration of wealth in ever fewer hands...” (Piketty, 2015, p. 11). Piketty
concludes: “When the rate of return on capital exceeds the rate of growth of
output and income, as it did in the nineteenth century and seems quite likely
to do again in the twenty-first, capitalism automatically generates arbitrary and
unsustainable inequalities that radically undermine the meritocratic values on
which democratic societies are based.” (Piketty, 2015, p. 11). He doubts that
“the balancing forces of growth, competition, and technological progress lead in
later stages of development to reduced inequality and greater harmony among
the classes, as Simon Kuznets thought in the twentieth century” (Piketty, 2015,
p- 11). In his research, Piketty rightly delves into history, because he wants to
show the thesis that the American dream, or the promise of Western egalitarian
capitalism, is not able to come true and nothing will change in the future. In
this system, the rate of economic growth is always lower than the rate of return
on capital invested. The entire society benefits from the growth, while from the
profit — only the richest do (Pikety, 2015, p. 373).

Professor of European Studies at the University of Oxford, Jan Zielonka, in
the book entitled Counter-Revolution: Liberal Europe in Retreat, tries to see the
reasons that underlie the anti-liberal counter-revolution and the establishment
of governments and political parties questioning the liberal version of democracy
and market reforms based on the Washington Consensus (Zielonka, 2018).
“Across Europe politics was increasingly presented as an art of institutional
engineering and not as an art of political bargaining between the elites and
the electorate. More and more powers were delegated to non-majoritarian
institutions — central banks, constitutional courts, regulatory agencies — to make
sure that reason rather than passion guided political decisions. Politics giving
in to public pressure was considered irresponsible if not dangerous ... Citizens
were to be educated rather than listened to” (Zielonka, 2018, p. 24).

This surprising diagnosis by a professor with liberal views, who, despite the
aforementioned criticism, nevertheless believes in the revival of new liberalism,
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deserves to be quoted. We are dealing, at least on the European continent and

in the United States, with clearly noticeable tendencies, which also translate

into the character and architecture of the new economic and social order.

Dani Rodrik has already claimed that there is a conflict between democracy,
unlimited economic globalization, and autonomy or the sovereignty of states.
He argued that it is impossible for these three political goals to coexist at the
level of the nation state.

The British weekly The Economist (The Economist, 2018) in the analysis
of Why democracy dies recalled that in 1941 there were only few democracies
in the world. By 2000, however, only 8 countries had no free elections. In
studies carried out in 38 countries, 4 out of 5 persons preferred the democratic
system. It was then that in 1989, Francis Fukuyama claimed “the end of history”
— democracy will win — the system of liberal democracy will be universal, and
the market economy will be impregnable (Fukuyama, 2009).

Today, as the weekly “The Economist” observes, we are facing a retreat from
democracy. The magazine tries to cite the examples that support that statement
and rationalize them. The process of this retreat clearly accelerated during the
financial crisis in 2007-2009, and with the ongoing destabilization caused by
migration and intensification of armed conflicts:

1) social feelings have grown that the democratic elites cannot fully or
completely overcome the crisis and political and social tensions. The biggest
financial crisis since the depression of the 1930s, the growing debt crisis
in Europe, billions of public money transferred to the rescue of banks,
deepening financial inequalities, all that frightened and frustrated millions
of people;

2) there have not been many new strong leaders with democratic convictions
like Konrad Adenauer, Margaret Thatcher and the founding fathers of
the European Union. Instead, there were strong leaders (strongmen) who
undermined confidence in liberal democracy and the current elite.

On the other hand, the new leaders (strongmen) have proposed:

— dismantling or limiting existing institutions and democratic customs;

— creating and searching for the enemy (Donald Trump considers the
democratic and liberal elites as the main enemy). In return, there was
a search for new elites, but those that are loyal, have qualifications, do not
question the authority of the leader (also from the intellectual side). The
Islamic elites, in turn, got scared of the growing role of the new secular elite
— though the attack in Turkey was unsuccessful, however, it was a sign of
threat to their position;



Alojzy Z. Nowak, What is the Future of the Global Economy? 35

— a new economic policy that refers to the concept of economic sovereignty
and the otherwise defined national interest in the conditions of globalization
processes.

3. Questions Marks Over the International Order

All the above considerations also lead to placing question marks over the
current order in the world, in particular over the economic model. Until recently,
the development paradigm was based on the aforementioned Washington
consensus. It grew not only from scientific research but also from real trends
occurring in the globalization process. These megatrends in the global economy
are first and foremost: deregulation, liberalization, privatization, and integration.
These four main tendencies, occurring in the world economy, have become the
basic canon of the economic policy of many countries.

The basic guidelines of the consensus for economic policy underwent
certain modifications over time, but their main core remained unchanged. In
the global economy they have become a kind of developmental pattern for
many countries with varying degrees of economic and social advancement. The
moment of breakthrough verifying the findings of the consensus became the
unexpected, both in scale and size, global financial crisis in 2007-2009. Certain
theoretical assumptions of economic theories based on faith in automatic repair
mechanisms of the free market failed to work. Moreover, the system, devoid of
mechanisms of regulation, began to “produce” various kinds of distortions. The
“errors and distortions” that appeared on the financial markets turned out to be
particularly severe for the economy as well as ordinary citizens (Nowak, 2013).
There were also growing social and political problems, which were previously
written in this dissertation. The Washington Consensus, which grew out of
neoliberal theories, was seriously questioned.

Nevertheless, unambiguously negative assessments of the consequences of
its implementation are also unjustified. Examples of countries can also be found
that, implementing these assumptions, experienced the internationalization of
their production and distribution, transfer and import of modern technologies,
IT revolution, development of new markets, etc. Economic policy, based on
consensus, has become an important element of the systemic transformation in
so-called emerging economies, including Poland.

However, the uncritical faith in the automatic repair mechanisms of the
“free market” did not work, something that, as mentioned, the global financial
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crisis (2007-2009) showed in particular, and the effects of it — as it seems
— haven’t been definitively and permanently overcome. The financialization
of the world economy, which is largely the result of uncontrolled financial
markets, or speculative bubbles that are very severe for the societies, have
contributed, among others, to the questioning of the development model
mainly based on markets, without proper regulatory and control support from
the state. The criticism of the model, which is based on neo-liberal principles,
can be accompanied by all their other consequences: frustrations and social
inequalities, political and ecological threats, which were described earlier.

4. Characteristics of New Globalization Trends

The considerations should be preceded by the general characteristics of new
trends in the economies of the most important countries in the world and the
consequences of new phenomena in the globalization process.

— The technological revolution is progressing faster. Collecting and storing
huge amounts of information for analytical purposes in various fields has
been practiced for a long time. Today, however, the rapid growth and
availability of data (big data), and at the same time their programmed
selection, lead to obtaining qualitatively new opportunities. Linking and
comparing relationships, hierarchies and various interconnections, collecting
and selecting data from various sources, in particular in the economic sphere,
opens up new opportunities for making quick and more reliable decisions
and changes in business strategies. The largest transnational corporations are
benefiting from this technological revolution in the first place. They have the
fastest resources to match, clean up and transform data in different systems,
also to gain a competitive advantage in the global market.

— In many countries (e.g. China, India, Israel) we observe a rapid shift from
imitative development to development based on innovation. This leads to
bigger disputes and even conflicts, e.g. regarding the observance of copyright.

— The financial crisis of 2007-2009 has changed for good the development
dynamics of traditional and newly emerging economic powers. The Asian
continent is becoming one of the most important centers of the global
economy. And, what is also very important — the emergence of new economic
powers is not based solely on neo-liberal principles. Even the International
Monetary Fund questioned the main assumptions of the Washington
Consensus.
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— More and more ruthless competition on the global market takes place in
a situation where natural resources on Earth are running out. But there
are also opinions that even more dangerous in the long run is the lack of
common concern for the protection of the natural environment and disputes
over the climate policy.

— The division into beneficiaries and outsiders of modern globalization is
deepening. As mentioned earlier, inequalities are growing, putting into
question the basic values on which modern societies are based. It triggers
rebellion and growing opposition to the practices of globalism and its
uncritical defenders.

— All the aforementioned phenomena contribute to the emergence of
economic nationalisms appearing to various extents in many places, and to
the conviction that in the face of weaknesses and imperfections of current
trends on global markets, some forms of protectionism, restrictions on free
trade should be introduced, even if potentially it might lead to an outbreak of
trade conflicts. This approach also underlines the role of soft and hard power
of individual countries — something that seems to be slightly underrated.

That “new nationalism”, as the authors of the book call it (Kolodko
and Kozminski, 2017, p. 7) — “New pragmatism or new nationalism” is also
characterized in the present conditions by “the revival of aggressive attitudes,
views and policies that seemed to have expired once and for all after the horrific
experiences of two world wars”. Thus, in the global competition of an economic
nature, the importance of foreign policy returns, which assumes a combination
of soft and hard power (incl. political and manipulative factors) as important
elements that effectively protect and strengthen the national interest.

5. Globalization, But What Kind?

If there is an ever-growing conviction that at the current stage of economic
development, globalization based on neo-liberal principles should be thoroughly
reconsidered, then what direction should the corrections or changes in
the current state take? Is there a realistic concept to take advantage of the
irreversibility of the globalization process with its positive results, but for an
increasing number of countries in the world? And at the same time, how should
the evident weaknesses and perversions, resulting in a growing dangerous social
degradation and rebellion of many societies, be minimized?
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Someone who, in only one area, will effectively design and control the element
and strength of contemporary markets, including primarily financial markets,
and thus significantly change the processes and vectors of globalization, will
deserve the Nobel Prize.

However, it is at least advisable not to make any more mistakes, as it is not
worthwhile to support those scenarios of changes that may potentially create
new threats, and maybe also bring new, serious conflicts. Attempts to resolve
the contradictions of natural interests of corporations or states through forms
of individual protectionism, the policy of imposing tariffs, replacing market
competitiveness, conducting aggressive political strategies, replacing the
mechanisms of transnational negotiations and arrangements, will most likely
lead only to the return of national egoisms.

Meanwhile, in the global economy, where there is also objective competition
and rivalry for national interests, nation states are doomed to failure, because
through real danger of isolationism or separation, these countries have much
less opportunities to realize their interests. This applies even to such powerful
and leading countries as the United States. Even if until quite recently this
seemed impossible.

Increasing the regulatory and stimulating role of the state in the economy
— as a necessary postulate to reduce unfavorable processes on the global
market — does not mean choosing to limit integration and global trade or
the attempt to replace market competitiveness through protectionism and
economic nationalism. With all its shortcomings, the integration and free flow
of technology, capital, and workforce is one of the strongest development
impulses on the scale of countries, regions and the world. “A bureaucratized
almighty state is just as unacceptable as a total free market” (Nowak and Ry¢,
2017, p. 81).

6. Where to Look for Additional Development Impulses?

If the attempt to replace the existing order through various forms of
hegemony of its main actors, and not through attempts at consensus, would
be implemented, then the global economy would have become an even more
serious cause of global conflicts. Globalization processes should therefore be
subject to greater control by transnational organizations or through legal and
other regulations that will be agreed by consensus or at least by most states. It
will be extremely difficult to accomplish. Realistically assessing, the hope that
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global “new pragmatism” is possible on the part of major actors in the global
economy seems to be in vain. Therefore, it is worth to look for solutions that
are proven not so much in the global context as in the regional one.

6.1. Let Us Look at the European Union

The European Union is such an organization that can and should become
a reference point for economic and social integration, and thus more broadly
— for global order.

Nobel Prize winner, Joseph E. Stiglitz, in the book entitled The Euro. How
a Common Currency Threatens the Future of Europe (Stiglitz, 2017), shows
convincingly how the current solutions, especially in the euro zone, contribute
to creating discrepancies rather than cohesion in the European community and
asks whether Europe can develop without the euro. Unlike most American
economists, Stiglitz positively considers how to create a euro zone that will
work. He emphasizes his hope that what he proposes will contribute to the
implementation of solutions that will provide the continent with prosperity and
“support our solidarity”. However, he also assumes that if it is impossible to
carry out the reforms that he proposes, “Europe must decide to abandon the
euro in order to save the project much more important — a political integration
project, important not only for the Old Continent, but for the whole world”
(Stiglitz, 2017, p. 69).

Joseph Stiglitz is convinced that if the common currency is to work, then “we
need more Europe”. He specifies that he does not right away want a federation
in the shape of the United States, where two-thirds of all public spending
takes place at the central level, but definitely an increase in the current level
of integration. A more efficient Common Market and free migration require
“more Europe”. All the more so the common currency requires “more Europe”
(Stiglitz, 2017, p. 69). The plans of reforms and thorough changes proposed by
him, which are supposed to lead to the saving of the euro zone and the European
project, deserve a separate treatment, because the euro zone countries without
further reforms, but without acceptance for them, will still be exposed to deep
divergences and conflicts.

J. Stiglitz, however, looks at the European Union and the euro zone more
broadly - in the context of globalization. He writes that “there is still a debate
going on; what are the conditions for successful globalization. What to do if it
does not proceed as we would like it to do? What are the costs and who benefits
from it? Who is losing? In this sense, Europe’s successes and failures are a good
lesson for the future — both in terms of regional integration and this learning at
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the global level ... ”. Stiglitz, on the example of the European Union, emphasizes
that “economic integration (globalization) will fail if it leaves political integration
behind. Therefore, there is a growing need for collective actions — so as to be
sure that the mutual benefits will be greater than the damage caused to each
other” (Stiglitz, 2017, p. 69). With all reservations regarding the current stage
of the functioning of the European Union and the euro zone, Joseph E. Stiglitz,
treats the European Union as an important project, important not only for the
Old Continent. As he emphasizes, “the success of the European project lies not
only in the interest of Europe”.

European regionalization can be seen as an important element of
globalization. However, the UK’s exit from the EU and the incompletely
overcome effects of the financial crisis of 2007-2009, or the shortcomings of the
euro zone, raise certain questions about following the European development
model. All the more so that new Asian economic powers emerged that made
the Asian continent one of the most important centers of the global economy
and thus changed the vectors of globalization.

7. Conclusions

The benefits of integrating the Polish economy with the world economy
within the World Trade Organization (WTO) and the European Union,
and participating in the globalization process also entailed some negative
phenomena, which should be treated as costs. However, the overall balance of
benefits outweighs the costs.

As a country in the process of catching up with the most developed countries,
Poland is also reviewing widely accepted economic theories. It looks more closely
at and draws practical conclusions from the experience of those countries that
have achieved economic success, not following the classic path of neoliberalism.
However, it pays much more attention to economic development as a process of
structural changes and industrial policy, which is an important tool for setting
priorities in the use of limited resources. Hence the interest of Polish authorities
in the doctrine of the New Structural Policy, of which one of the most important
authors is the Chinese economist Justin Yifu Lin. The essence of this doctrine
lies in the fact that the factor that determines the success of development is
the state that enables this development by pursuing an appropriate industrial
policy. As Justin Y. Lin points out, the economic development is a process of
structural change. The desired industrial policy should therefore be aimed at
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facilitating the development of industries with hidden competitive advantages,
but it should also help companies to get out of those industries in which the
country loses its comparative advantage. In a competitive market, governments
should reward enterprises for adding value to the public domain, developed
by the first initiators in new industries — those in which the country has hidden
comparative advantages — but also to provide and coordinate support for hard
and soft infrastructure to reduce transaction costs (Lin, 2017, p. 199-200).

In certain segments of the economic policy, Poland is currently using the
New Structural Economics guidelines, in particular through a more active role
of the state, removing investment barriers to make up for technological delays
in many important sectors of the economy. Under conditions of the global
economy, Poland wants to free and activate the existing growth potential, and
thus achieve developmental success. Therefore, it is looking for solutions that
will allow it to find itself in the changing realities of the global economy in the
most beneficial manner.
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Free Trade or Unfettered National/Corporate Interest?

There is a gap between theory and practice when it comes to assessing the role of free trade
in a globalised world. This is especially true in relation to the neo-classical interpretation of free
trade and what it actually means in practice. We explore an analysis which advocates moderation,
neither the unbridled free trade implicit in laissez faire nor autarky nor aggressive mercantilist self-
promotion of national and corporate interests. The intangible assets of intellectual property rights
and their valuation within the framework of globalization is an important part of the equation
and hold both positive benefits and negative implications within the US and globally. If the
balance among forces is not maintained the losers are labor, government, democracy itself the
environment and consumers.

Keywords: Free Trade; Clobalization; IPR; Valuation.

1. Introduction

It may be that the area of economics in which theory and practice are most
diametrically opposed is free trade.

In theory, free trade should, must, benefit all parties involved. The grounds
for this should be intuitively obvious to the most casual observer of economics.
One obvious consideration is autonomy. If a trade were not beneficial to a party,
that party would simply not engage in the trade.

An independent consideration stems from David Ricardo’s notion of
comparative advantage. If each party produces what it can produce with relative
efficiency and trades for other goods and services, total production will be
greater and all parties could be better off. Moreover, such trade allows for
specialization, which should increase efficiency. In short, free trade is an engine
of Pareto optimality, leading to economic distributions such that it is impossible
to make anyone better off without making others worse off.

In practice, the side of the road to universal benefit is littered with failures.
Countries that abided by the free market, free trade, Washington Consensus
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grew more slowly, or not at all. The countries that staged economic miracles,
including the United States in the nineteenth and twentieth century’s, all
rejected free trade in favor of some measure of dirigisme, including high tariffs
and government support for value-added sectors.

The winners all regarded comparative advantage not as a given constant,
but as a dynamic variable, and they forged their own comparative advantages.
Even the United States, influenced by Alexander Hamilton, imposed heavy
tariffs, invested in banks, canals and manufacturing, refused to pay royalties
on intellectual property (Cohen and Delong, 2016). Today, it would create an
uproar if royalties on Intellectual Property Rights (IPR) were not paid.

In fact, IPR and the valuation of the actual worth of intangible assets is
playing a central role in the reason for the United States under President
Trump initiating a trade war with higher tariffs being imposed on competitors,
including allies. US IPR is highly valued by countries who do not have the
expertise or funds to create their own military or business technology to operate
on a competitive global basis. Smugglers, mainly from Iran, North Korea, Russia
and China regularly try to steal and sell advanced American technology to
hostile countries, including blueprints of patents that can be used for weapons
and espionage.

In a recent example, a Texas businessman, Peter A. Zuccarelli who was
working with a smuggling group headed by a Pakistani-born US citizen was paid
US$1.5 million to buy special radiation-resistant circuits for space programs in
China and Russia. Documents shown in court proved that Mr. Zuccarelli had
created fake shipping documents while mislabelling the circuits as parts for
touch-screen computers. He was sentenced in January 2018 to four years in
prison.

This tendency for IPR theft related to military technology by adversaries of
the US has increased far beyond levels known during the Cold War era. (Nixon,
2018).

China has been viewed by many US policy makers as a nation practicing
a dangerous innovative mercantilism that steals American IPR and trade secrets
to further its quest for global economic and political dominance. China has been
breaking World Trade Organisation rules since joining in 2001 by stealing IPR
through any means available but mainly through cyberattack (Taplin, 2016).

Therefore, when we are assessing issues concerning free trade, IPR, and
globalization it needs to be asked whether it is a question of free trade for all or
one of unfettered national interest. Along similar lines, the historic and ongoing
use by countries of any trade policy to their own advantage or to impose free
trade policies favourable to themselves on weaker countries, combined with the
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practical failure of free trade policies, may lead us to question the underpinnings
of free trade theory.

2. Blind Spots in Free Trade Theory

The theory, in the spirit of non-interference, laissez faire, plausibly insists
that any restrictions imposed on trade must be self-defeating. In practice, all
the successful countries have ignored that insistence with impunity. How could
practice differ so radically from theory?

An answer may turn on a number of blind spots in the theory. If one accounts
for these, then one may not be deceived by the appearance of free trade leading
to Pareto optimality, much less universal benefit.

One blind spot is the assumption of autonomy. For centuries, European
countries traded primarily with their colonies. That trade was highly unequal, with
the European countries importing low value-added commodities and exporting
relatively high value-added finished goods. The trade was often enforced by the
threat of (or actual) violence, and the elite rulers of the colonies were often put
and kept in their positions of authority by the European powers. The trade may
have benefitted those elites, but not the majority of their countrymen.

This pattern has persisted even after most colonies had gained their freedom.
Developing countries were presented with “There Is No Alternative,” and forced
to engage in highly unequal agreements, with the implicit threat of economic
sanctions. They had no choice but to acquiesce to unfavorable terms.

A separate blind spot is that comparative advantage may be dynamic.
Countries that now advocate, even insist on, free trade are those that those that
hold comparative advantage in high value-added, often capital-intensive, sectors.
These nations appear to have forgotten that they had achieved that comparative
advantage by rejecting free trade and forging their own comparative advantage.
(But they seem well aware that the imposition of free trade on other countries
may facilitate their continuing dominance.)

If comparative advantage is dynamic, then free trade may not lead to
Pareto optimal distributions. Countries forging new comparative advantages
would drive competition into more value-added sectors, often requiring the
protection of IPR. Potential productivity gains in these sectors tend to be
larger, driving total wealth higher than it would otherwise be. History appears
to bear out this claim. (Americans, in particular, might consider what their
country’s — and global — GDP would be if the country had remained primarily
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a producer of agricultural raw materials and had not ventured into finance,
industry, technology, and the sort of innovative practices protected by IPR.)

Yet another cause of Pareto sub-optimality is short-term capital flows. Contrary
to the classical picture, prices of investment vehicles — including currencies — do
not fluctuate around stable equilibriums. Investors often buy a vehicle because
it is appreciating, or sell it because it is depreciating. This amplifies price swings
and has led to bubbles and collapses. Large swings in currency values exacerbate
uncertainties surrounding long-term capital investment, especially in innovative
Research and Development (R&D). This negatively impacts economic growth,
leading to long-term Pareto sub-optimal distributions.

3. The Dubious Optimality of Pareto

Independent of these considerations, there are serious problems with
Pareto optimality itself. A slave society may well be Pareto optimal, for it may
be impossible to both free the slaves and adequately recompense the owners.
Moreover, there is evidence that a slave economy may be more efficient than
one based on free labor (Fogel and Engerman, 1974). (This is plausible, as the
threat of being killed or tortured may be an effective incentive to work harder.)
One could, in principle, redistribute the products of that increased efficiency
to make everyone better off. That would make free societies, less efficient than
slave societies, Pareto sub-optimal.

There may be a reflection of this in the free trade issue. Even if free trade,
like slavery, is more efficient, a positive-sum game, more than 100% of the gains
may be captured by a few players (just as in slavery), leaving the rest with losses.
The mere fact that it is possible to redistribute to make everyone better off does
not guarantee that such redistribution will be undertaken, or even attempted.

These are serious problems. Any of these would nullify the advantages
claimed by free trade advocates. Yet many in the economic community have
refused to address, or even countenance, them (especially the consequences of
a lack of autonomy, dynamic comparative advantage, and the deficiencies in
Pareto optimality).

These considerations pull the free trade debate in opposite directions. At
a superficial level, free trade appears to benefit all. But at a deeper level, the
appearance vanishes. The longer-term dynamics of forged comparative advantage
may outweigh any immediate advantages of free trade. The destabilizing effects
of short-term speculative capital may make investment less attractive. And
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even if free trade were to increase total production, the deficiencies in Pareto
optimality may leave most people poorer.

Practically, important trade agreements are conducted in secret, by and
for powerful corporate interests. These typically seek to capture as much as
they can of any benefit. Even if an agreement passes the test of increasing
average productivity and total production, the capture of more than 100% of
the benefits leaves the rest poorer.

It is common that one country is the overall winner, while its trading partners
are impoverished. It is also common that there are a few winners and many
losers in each country. This produces advocates and opponents of free trade
across a spectrum, both among countries and within countries. It is typically the
case that the advocates, though fewer in number, are better organized, better
financed, better connected, and more keenly focused than are the opponents.
And advocates find generous support in commerce, in academia, and in politics.

The separate agenda of advocates is reflected in the power of corporate
funded lobbyists in the U.S. (e.g. the tobacco industry that paid lobbyists to
promote without restriction their products, despite even the Federal Surgeon
General warning of the deadly effects of smoking tobacco). Or in the work of
academics that “helpfully” mirror the interests of corporate funders of their
research (e.g. the meat industry which encourages the maximum consumption of
meat, while the bulk of research by non-partisan dieticians point to gross health
risks of doing this). Or politically in the U.S. President Trump’s appointing to
the Federal Environmental Protection Agency individuals with direct links to
the coal, oil and gas industries — individuals who seek to reverse every decision
made by the former Obama Administration to protect the environment. This
accelerates global warming.

4. Four Sector Losers

In general, globalization and free trade benefit capital at the expense of
labor, governments, the environment, and global socio-political health.

Labor is an immediate casualty. Work forces in countries with relatively
high productivity-adjusted wages are vulnerable to having employment moved
offshore. Even the threat of replacement by a global labor force functions to
dampen wages, to the benefit of capital.

Governments and their citizens are negatively impacted. Corporations,
encouraged to maximize after-tax profits and free to relocate to tax havens,
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have every incentive to do so. Apple Computer negotiated an income tax
rate in Ireland of 0.005% and funneled a disproportionate part of its profits
through dummy corporations in that country to drastically reduce its taxes
(Stiglitz, 2018). Countries, deprived of corporate tax revenue, must either cut
infrastructure spending (including social safety nets) or tax their private citizens
more heavily.

Among other things, re-training of labor presently in unsustainable industries
is not carried out. The coal industry in the U.S. is in decline while the future of
energy is renewables, which employs many more than the hydrocarbon industry
and in which employees need training to have a future.

The environment also suffers, as do those who depend on the environment.
Compliance with environmental regulations is often expensive. Moving facilities
to jurisdictions in which environmental standards are lax lowers such expenses,
increasing profits. In the U.S. lobbying the Federal government (successfully)
to release oil and gas producers (the source of one-third of all methane
pollution) from previous policies that legislated against the release of methane
accelerates climate change, but is good for the profits of hydrocarbon producers
(Davenport, 2018).

Global democracy also suffers. Global trade as a fraction of economic
production began a sharp increase, from about 20% in the late 1900s to
60% today. At the same time, many nations experienced a secular change in
economic disparity. That disparity had been decreasing since the end of World
War 11, largely as a result of political action to create and bolster social safety
nets. However, as the ratio of trade to economic output increased, the fraction
of benefits going to the economic elites increased.

There may be several causal patterns here. One of these is a positive feedback
loop between trade primarily benefitting capital and wealth, and wealth and
capital using political clout to push for more and freer trade, along with other
policies that benefit capital. This has tended to concentrate wealth.

Yet extreme economic disparity is corrosive to the set of attitudes that
has long been characteristic of, and may be necessary for, democracy. As
a consequence, we have had the appearance of ultra-nationalist political parties
in Europe, the rise to power of fascist demagogues in several countries, and the
election of a would-be fascist as President of the United States (Albright, 2018).

The resentments that have fueled these extremist movements may be
inchoate. But it is plausible that considerations of increasing economic disparity,
exacerbated by global free trade, have played a significant causal role. That
would explain the growth of fascist sentiments after World War I and today,
but not after World War 11
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‘During the period between the two world wars, free-market liberals governing
Britain, France, and the US tried to restore the pre-World War I laissez-faire
system. They put debt collection ahead of economic recovery. It was an era of
rampant speculation and no controls on private capital. All this was supposed to
promote prosperity and peace. Instead, it produced a decade of economic insecurity
combined with heights of inequality, a discrediting of democracy, fascist backlash,
and deeper depression...

As Polanyi demonstrated in his 1944 masterwork, The Great Transformation,
the disembedding of markets from their societies and resulting inattention to social
consequences invariably triggers a reaction. The reaction is more often chaotic and
fascistic than politely democratic...” (Kuttner, 2018, p. xx).

After World War II countries tried to learn from their mistakes following
World War 1. And so we had the Great Compression, a period of diminished
economic disparity.

This may illustrate the stakes involved and the potential severity of
consequences of heading in the wrong economic direction.

One need not be wedded to any particular form of polity to appreciate
the substantial evidence that countries with pluralistic political and economic
institutions have succeeded while countries with extractive institutions have
failed (Acemoglu and Robinson, 2012).

Given natural feedback cycles, wealth and power tend to concentrate
(Piketty, 2014), leading to extractive plutocratic autocracy. Unfettered free
trade would promote such concentration, wealth migrating from poorer to
wealthier countries and from poorer to wealthier people within each country.
Economic policies that increase economic disparity generate a risk of setting
in motion processes that lead to extreme wealth concentrations, to extractive
institutions, to the detriment of nations and their citizens.

4.1. Directions Forward

There are many economic directions in which we could head. At one
extreme, we could deny (or ignore) the criticisms of free trade and proceed as
though the system is the best of all possible systems in this best of all possible
worlds. At the other extreme,we could retreat into autarky. In the middle, we
might seek constraints on trade that would provide protection for weaker and
potentially losing parties — not only countries, but individuals with weaker hands
within even the stronger countries.

The first of these alternatives, though still favored by many orthodox academic
economists, appears to be waning in popularity. In part, difficulties have been
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raised with standard neo-classical theory. The assumptions underlying its basic
models are palpably false (e.g. behavioral economics), and its predictive track
record has been poor.

Some economists, even those who reject neo-classical orthodoxy, have
responded that it is possible to refine the models to generate more accurate
predictions. This is surely possible. But for any desired predictions, it is possible
to find some model that will generate those predictions. More important,
the mode of reasoning characterized by making assumptions (models) and
generating predictions as theorems is quite different from the mode of reasoning
that characterizes all sciences (Friedman, 2016; 2018). Contemporary economic
theory is not a theory of science.

These considerations have led some to regard the failure of neo-classical
prescriptions more as failures of theory than failures of the countries at which
they were directed. The diagnosis of speculative capital flows as the cause, or
at least exacerbation, of the East Asian financial crisis of 1997 shed light on an
important chink in the armor of neo-classical theory.

It is common that when an extreme position seems no longer dominant
or tenable, it is challenged by the opposite extreme. Many American neo-
conservatives had converted from the opposite, Marxian, extreme. Something
similar may be taking place with trade. Many people, seemingly suddenly
sensitized to the loss of jobs due to imports, overlook the gain in jobs due to
exports and the opportunity to re-train in expanding sectors such as renewables.
No trade, or trade on unrealistically favorable terms, is seen as the solution.

Such a position may be difficult to justify economically. But politicians
often lack economic sophistication, and the notion that one’s country has been
victimized (by others, rather than by its own economic elites) has long been
an effective tool of political manipulation. Resentment based on perceived
victimhood is a powerful, if dangerous, sentiment. History is littered with the
outcomes of such dangerous sentiments being promulgated.

This is not to deny victimization. Rather, the perpetrators of one-sided
and unfair trade agreements have been the large and politically powerful
corporations that have negotiated opaque trade deals on behalf of themselves
and at the expense of citizens in their own (and other) countries. While there
has been victimization, the U.S., or at least its multi-national corporations and
political supporters, have typically been predator, rather than prey. But they are
major contributors to U.S. political parties, and it has been easy to deflect the
resentment away from them.

At a national level, executives of cigarette companies long knew their
product was addictive and carcinogenic. They lied to Congress about this
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and tried to make their product even more addictive (Hilts, 1996). But at an
international level, ‘... Philip Morris... sued Uruguay in 2010 because the country
passed a regulation which required the company to disclose possible harmful effects
of cigarettes on health.” (Stiglitz, 2018, p. 36)

At a national level, many communities have taken steps to protect their
environments, and in particular, their water supplies. But at an international
level, ‘When, for example, a village in the north-central Mexican state of San Luis
Potosi tried to force Metalclad, a U.S. waste disposal company, to close a toxic waste
site that was contaminating the local water supply, the Mexican government was
forced to pay $16.7 million in compensation, under Chapter 11 of NAFTA. Anti-
environmentalists had succeeded in burying in that chapter a provision designed to
halt regulation by making it too expensive... To date, suits with claims in excess of
813 billion have been filed.” (Stiglitz, 2006, p. 130, 197)

IPR is especially important in the drugs/pharmaceutical sector. On one
hand, IPR is needed by Pharma to protect its investments in R&D to recoup
its expenses. (Dewan, 2010). On the other, Pharma companies often price life-
saving medicines out of the reach of populations of poorer countries. And they
have perverted IPR to ‘steal’ traditional medicines long used by local indigenous
populations.

At a national level, if people have long been using a product, a company
that had no role in the development of that product cannot acquire patent
rights. But internationally, ‘In the international biodiversity agreement signed in
1992 at the UN Conference on Environment and Development in Rio, the right
to compensation was recognized, but, partially under the influence of the drug
companies, the United States has not ratified it. And no wonder; almost half of the
4,000 plant patents granted in recent years by the United States pertain to traditional
knowledge obtained from developing countries. ..

What the United States was asking was, we thought, not in its own interests, nor
in the interests of the advancement of science, and was certainly not in the interest
of developing countries. But American and European negotiators adopted the
positions of the drug and entertainment industries, and others who simply wanted
the strongest intellectual property rights. (A study by the Center for Public Integrity,
a government watchdog group, showed that the drug industry was the single most
important influence group...)

But TRIPs was designed to insure higher-priced medicines. Unfortunately, those
prices made medicines unaffordable to all but the wealthiest individuals. As they
signed TRIPs, the trade ministers were so pleased that they didn’t notice that they
were signing a death warrant for thousands of people in the poorest countries of the
world.’ (Stiglitz, 2006, p. 125-6, 116, 105).
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Countries have typically been able to override patents in the case of
national emergencies. But internationally, ‘In 1998 President Nelson Mandela
signed a law that would have permitted South African drug companies to produce
generic versions of AIDS drugs. The law should have been recognized by the United
States as being consistent with the World Trade Organization rule that permits
‘compulsory licensing’ in national emergencies. But instead, Americans at all levels
of government attacked the... proposal... even though Glaxo is exploiting a drug
that was invented by government employees. (AZT was discovered by researchers
at the Michigan Cancer Institute and Duke University, who received grants from
the National Cancer Institute.)’ (Adler, 2010, p. 78-9)

Hopefully, change is occurring in the US concerning the acceptance of
generic drugs, which is a positive development in relation to patents and
globalization. Researchers at Harvard Medical School’s Program on Regulation,
Therapeutics and Law (PORTAL) in conjunction with Brigham &Women’s
Hospital have produced a recent study showing that generic drug companies
have been successful in approximately half of their challenges of FDA-approved
pharmaceutical products through a new administrative procedure of patent
validity that was created by the US Congress (New, 2018).

Yet, a patent claim before the Indian High Court by UCLA in support
of large Pharma companies Pfizer and Astellas shows the other side of
globalization. The prostate cancer medicine was developed at UCLA but is
sold through the drug companies for as much as 20% of India’s median annual
income. India, which has fought to promote generic drugs so successfully, may
rule under pressure from UCLA to uphold the patent claim which would make
it unaffordable for millions. It has been noted that UCLA is a public institution
paid through US tax payers. Student activists are trying to have UCLA drop this
patent claim which has the potential to deprive billions in the developing world
from affordable medicines (Branigan, 2018).

These are all examples of multi-national corporations seeking to profit at
the expense of developing countries. There are other features of the global free
trade marketplace that exacerbate the tilt of the playing field and may extract
even more from those countries than do the corporate machinations underlying
specific agreements.

Free short-term capital flows, with speculation amplifying natural cycles,
function to the detriment of the underlying economies. Countries must purchase
expensive insurance — foreign currencies, typically the U.S. dollar — to defend
their own currencies from such swings. These dollar holdings, which could
otherwise be used to fund economic development, earn minimal interest rates,
while the country must typically borrow at much higher interest rates to fund
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capital development. The interest rate differentials, applied to massive amounts
of capital, are a boon to the U.S. financial sector, at the expense of the countries
that must purchase the insurance.

In a related issue, many developing countries have enormous amounts of
U.S. dollar-denominated debt. If the Federal Reserve, for purely domestic
reasons, raises interest rates, the value of the dollar — and their debt — increases.
This can have a destabilizing effect on the developing economies. Pegging the
value of their currencies to the U.S. dollar may not be a satisfactory solution.
For it is expensive, and if the U.S. dollar is strong, the peg negatively impacts
the competitive position of the developing country.

These mechanisms are often taken for granted. But they have a large
cumulative impact.

This does not deny that other countries, currently the Peoples Republic
of China, have engaged in predatory trade tactics, from the imposition of
high tariffs to government subsidies for favored sectors to outright industrial
espionage. Many countries have committed these very crimes: Singapore, South
Korea, Japan, Germany (in the nineteenth century), and yes, the United States.
Yet we seem unaware of this history, and while we have become attuned to the
predatory institutions established by the economic leaders, we are quick to take
umbrage at attempts by developing countries to gain an advantage.

An awareness of this history does not address the most promising means of
dealing with such issues. But it does suggest a more functional way of framing
them. Developed industrialized countries have a massive inherent advantage
over those trying to develop.

Successful catching-up countries have historically adopted a variety of tactics
to help level the playing field. These have ranged from currency manipulation
to walls of tariffs to industrial espionage. Industrial espionage itself has ranged
from standard theft to hiring well-placed developed-world experts in technology,
from de- and re-engineering to demanding technology and sole rights to patents
of jointly developed products in return for access to large consumer markets.

5. Conclusions

Can one draw a cogent distinction between those policies that may be
regarded as legitimate and those that are clearly illegitimate? Independently,
are there programs or partnerships, perhaps involving technology sharing,
that more advanced countries could offer that would spur economic growth
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in both themselves and the developing countries? (The Republic of Korea
or South Korea as commonly known has pursued just such policies between
large European technology companies and innovative ROK companies being
developed in their science parks, see for examples Taplin, 2018). Are there ways
of stimulating additional economic growth that would benefit most people?
If single countries could not capture enough of the benefits to justify their
investments, could multi-national institutions provide catalysis, triggering
a feedback loop in which the increased economic growth of countries has
a positive effect on the growth of neighboring countries?

This sort of question may be appropriate for those seeking a middle path,
trade that is reasonably regulated. This may be the wisest path, though it is the
most complex and difficult.

One issue it implicitly raises is the limits of trade policy. As one example,
should trade agreements include tax provisions? Should they be impediments
to corporations seeking to minimize their taxes by artificially locating profits in
tax havens? (One could tax multi-national corporations at the venues of final
sales to consumers and at the prevailing tax rates of the countries in which the
products or services are sold. This would, for example, make the income tax
of an aircraft producer independent of the domicile of either itself or of the
purchasing airline. In effect, countries would demand that those corporations
that profit from selling them goods and services pay income taxes to them. One
could institute similar taxes on investments.) That would protect governments
(and citizens) from being deprived of corporate tax revenue.

Trade agreements could also protect the environment, by regarding lax
environmental standards as providing an unfair advantage to producers, an
advantage that may be legitimately countered by tariffs.

In a similar vein, it may be possible to insist on minimal standards for labor,
regarding a violation of those standards as providing an unfair advantage that
may be countered by tariffs.

Some consumer protection may be provided by demands of transparency,
that countries have the right, and perhaps the duty, to test products and to
publicize potential adverse safety data.

These considerations may provide minimal protections. Attention to form
may yield additional substantive protections. In particular, it may be reasonable
to demand not only transparency, but also meaningful representation by
advocates for those who would be most likely shortchanged: labor, the
environment, government, CONnsumers.
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HARALD SANDER

A European Policy Agenda
in and for the New Global Economy

After almost thirty years of hyper-globalization, the global economic integration process has plateaued
after the global financial crisis of 2008/09. However, this article argues that it is premature to
announce globalization’s death. Rather, it posits that globalization is changing its character. Key
features of the “new global economy” explored are: digitalization, the rise of superstar firms, the
rise of emerging economies, and the changing geography of global finance. At the same time,
the distributional consequences of both hyper-globalization of the past and the key structures of
the new global economy have the potential of undermining political support of globalization and
have been linked to the rise in populism in advanced countries. Taking into account the political
challenges emanating from globalization, the article finishes by discussing policy options for the
European Union. It argues, that is not enough to address the economic and distributional issues
efficiently, but that is also urgent to rebalance and democratize EU governance to give Europe
the legitimization and, hence, the credibility to act globally in support of a just and stable global
economy.

Keywords: Digitalization; Superstar Firms; Emerging Economies; Global Finance; Populism;
European Governance.

1. Introduction

Globalization has been slowing down. At the same time, populism and
old-style protectionism is on the rise. This article seeks to identify the major
disruptions in and to global economic integration and its policy implications
from a European perspective.

From the late 1980s onward, cross-border economic activities had been
growing considerable faster than global production. However, after the global
financial crisis (GFC) of 2008/09, this phase of about thirty years of “hyper-
globalization” has given way to what some consider to be a “new normal”:
trade and foreign direct investment (FDI) are stalling relative to production,
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and a retrenchment of cross-border finance has been setting, especially in
banking (see Figure 1). This article has two major objectives: First, it argues
that it is premature to announce globalization’s death. Rather, it will show
that globalization is merely changing its character. Second, it will explore the
implications of this “new global economy” from a European policy perspective.

Figure 1. Cross-Border Activities Relative to World GDP, 1980-2017 (1980=100)
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Source: Own calculation based on IMF World Economic Outlook Database (GDP, Trade), UNCTAD
(FDI), and BIS Locational Banking Statistics (Cross-Border Banking). FDI stocks are measured as
the average of inward and outwards stocks. Cross-border banking is measured as the average stocks
of cross-border liabilities and claims.

Like in the past, the interaction of technological developments and policy will
continue to determine the pace and character of global economic integration and,
hence, its effects on people. On the technological side, especially digitalization
and robotics will reshape the global economy as much as the steam engine has
done it from 1870 to 1914, and information and communications technology
(ITC) from the 1990s onward. On the political side, the opening-up euphoria
of the 90s and 00s, advocated as a panacea to many if not all economic woes
by the so-called Washington Consensus (Williamson, 1990), has lost its appeal
after the GFC has shown the vulnerability of financially closely interconnected
economies. Additionally, as both technologies and globalization are threatening
the standard of living not only of the low-skilled, but make deep inroads into the
middle class, populist movements are increasingly pushing a political backlash
against globalization in several advanced countries. Old-style protectionism with
nationalistic undercurrents has become popular again and reminds observers of
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the sinister 20th century interwar period that ultimately helped destroying the
world economic order. Whether populism and nationalism will repeat its malign
impact on the global economy will depend crucially on how policy makers will
deal with the dual challenges emanating from technology and globalization.

In this article I will explore these issues from a European perspective.
Section 2 seeks to identify the major drivers of current and future globalization
in general, and their impact on Europe in particular. Based on this analysis,
the link between globalization and the rise of populism especially in Europe is
reviewed in section 3. European policy options and the quest for a reform of
the European Union to deal with the emerging new global economy is discussed
in section 4. Section 5 concludes.

2. Towards a New Global Economy

2.1. The Rise of Global Value Chains

From the mid-1980s onward, technology advancements in ICT5 as well as
a global political drive towards deregulation and opening-up economies, enabled
corporations to globalize quickly. With the emergence of computer-aided design,
computer-numerical controlled production and computer-aided manufacturing,
value chains could suddenly be “sliced-up”: the production of a product was
“unbundled” in several tasks in a way that these tasks fit perfe