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Notes on Martin Wolf’s lecture to the OUSL on 11th October 2005 and entitled “Globalisation and its impact on the Rhineland Social Model”
Thesis

Liberal trade is the most powerful material source of welfare. Opponents, e.g. Gray, talk of “dislocated social framework” come from two directions: environmentalists who favour local self-sufficiency, diversity and self-government, on the one hand, and neo state socialists on the other hand, who favour state control in interest of the people of the state, control on culture and autonomy from market forces. Globalisation was never a choice. If China chooses to export, it will export. Western governments have job to manage the change.

Terms defined

Globalisation means and stems from:

· Falling costs of transport of goods and people

· Vanishingly low costs of communication

· Liberal capital markets

· Low tariffs and other trade barriers

· Technological changes favouring break-up of manufacturing chain.

Analysis of capitalist systems

Four kinds of Western capitalism, after André Sapir, 2004

· Nordic 

· Continental or Rhineland

· Mediterranean

· Anglo-Saxon

Characterised as follows:

· Nordic: low job protection; high taxes; high social protection; high level of state social services: model for future of other developed economies; better adapted to shocks of trade: high technology and strong in non-tradable services. High integrity and solidarity.

· Rhineland: double protection; both of jobs and of unemployed living conditions: government support for organised labour, for industrial combines and for collective training schemes: high-tech industries remain competitive, if skills base is preserved. Complementary to Asian exports. Labour becomes a fixed cost of production.

· Anglo-Saxon: low job protection; rather high social protection; lower taxes; lower regulation: social strains may be greater: governments reactive not forward-looking. Relatively high integrity.

· Mediterranean: High job protection: low social security except for pensioners: low retirement age: low female participation in labour force; low birth rate; middle technologies vulnerable to Asian competition.

History

1978 Deng Shao Ping opening up of China is the big event of the 20th century. 

Globalisation has been through successive and overlapping phases: capital flows; growth of trade; outsourcing of production, outsourcing of services, outsourcing of research and IT; perhaps in future, design and cultural artefacts. 

Effect of rise of new global economies has been to cut cost of manufactured goods and raise cost of oil and raw materials. Advanced economies have benefited, low cost manufacturing economies have suffered and will suffer.

What, for now, survives global competition: design flare; financial services; non-tradable services, tourism, proximity services, high engineering skill-dependent industry, activity dependent on fluency in English.

Europe’s trade performance adequate, especially as compared to US: growth in world trade, especially Germany: Germany largest exporter of manufactured goods by far; France increased its world share; UK and Italy suffered small decline; US suffered large decline: US dollar still probably bound for realignment; likely decline of industrial output as proportion of GNP and in proportion of labour but not decline in real value of output; continuing productivity growth, lower dependency on law labour cost.

Observed features of Western economies

· Aging population

· Elder generation votes decisive, overvaluing short-term costs and undervaluing long-term gains.

· Decline of universities in world comparison; brain flow to US

· Europe’s strengths in engineering skills, in design, in cultural heritage; relative integrity and good government; inventiveness. None to be taken for granted.

· Possible Key Role for a Development Bank in Europe: support infrastructure, crucial to keeping down costs of production: promote foreign inward, as well as outward, investment, especially in neighbouring countries, which is a substitute for immigration.

· Low productivity growth, partly brought down by retailing.

Observed features of Chinese economy: 

· Terms of trade are moving massively against China: 30% in two years: Commodity prices rise and manufactured goods prices fall. 

· Trade is 30% of GNP and 70% of exports are produced by foreign-owned businesses.

Next steps required in China to sustain growth:

· Deregulation of business

· Liberalise foreign exchange

· Improve governance

· Protect foreign direct investment.

Effects of Global trade

Predicted current and ongoing consequences of globalisation:

· Fall in relative price of unskilled labour

· Rise in relative price of skilled labour

· Increased mobility of factors of production

· Moderate tax competition between governments to retain employment-creating business

· Rise in relative cost of non-tradable goods and services: care for young, for old, for dwellings; health and leisure

· Decline in industrial employment and stagnant value of industrial output in developed economies

· Relative loss for resource-poor developing countries; relative gain for commodity resource-rich developing countries. Losers: Bangladesh, Indonesia, and Mexico. Winners are oil and mineral and grain exporters

Policy prescription for West

Policy prescription for Western governments:

· Compensate for falling demand for unskilled labour by removing overt and implicit tax on low incomes.

· Focus on employment rate: adopt policies to bring skilled women back into labour market

· Promote birth rate by focus on economic causes of fall, notably: mother’s career loss.

· Increase tax on corporations, since corporate headquarters are not mobile and corporations ready to pay for governmental goods, and tax portfolio income.

· Adopt fiscal incentives to defer retirement age

· Plan for future generations’ needs: ensure youth does not bear excessive burden of care for age.

For EU policies:

· Reform agricultural policy to allow free competition from imports

· Promote research and innovation 

· Attract and retain skills from abroad; avoid barriers to outsourcing;

· Remove impediments due to multiplicity of languages.

For developing countries:

· Good and stable government essential for foreign investment, which is key to growth.

US economic advantages

· Highly skilled and competitive venture capital industry

· Dynamism. Top five companies did not exist thirty years ago, cf Europe, where most top companies existed 80 years ago.

· Magnet for foreign talent: 30% of Silicon Valley engineers from China and India. Most Nobel prizewinners are immigrants. Facilities offered to researchers

· Single language favours production and marketing

· Homogeneous domestic market allows uniform design

· Productivity growth strongest in services, notably retailing: Wal-Mart alone significant,

