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ANNALS, AAPSS, 570, July 2000

Globalization: The Product
of a Knowledge-Based Economy

By LESTER C. THUROW

ABSTRACT: The shift to an era of man-made brain-power industries
is creating the technologies that are creating a global economy.
Leaving behind the role of regulator or the function of controlling
their national economies, governments are becoming platform build-
ers that invest in infrastructure, education, and research and devel-
opment to allow their citizens to have the opportunity to earn
world-class standards of living. Countries themselves are being put
into play, and inequality is rising. The rest of the world sees an inva-
sion of the American system, but in reality, it is a brand-new global
system. Intellectual property rights become a central and conten-
tious unresolved issue.

Lester C. Thurow is a professor of management and economics and the former dean
of MIT’s Sloan School of Management. His most recent book is Building Wealth: New
Rules for Individuals, Companies, and Nations in a Knowledge-Based Economy. He is
a member of America’s national Trade Deficit Commission and is a regular columnist
for newspapers in Asia, Europe, the Middle East, and America.
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20 THE ANNALS OF THE AMERICAN ACADEMY

LOBALIZATION is just one of

the impacts of the new technolo-
gies (microelectronics, computers, ro-
botics, telecommunication, new ma-
terials, and biotechnology) that are
reshaping the economies of the third
millennium. Collectively, these tech-
nologies and their interactions are
producing a knowledge-based econ-
omy that is systematically changing
how all people conduct their eco-
nomic and social lives. Often, global-
ization is seen as the cause of these
changes, when it is in fact only one of
many effects (Thurow 1999).

Bill Gates stands as the symbol of
this new era. For all of human history
until now, the richest person in the
world has owned natural resources—
land, gold, oil. But Bill Gates owns no
land, no gold, and no oil. Owning no
factories or equipment, he is not a
capitalist in the old-fashioned sense.
He has become the richest person in
the world by controlling a knowledge
process. As such, he marks a funda-
mental shift to a knowledge-based
economy. This shift will come to be
seen as the third industrial revolu-
tion—steam being the first, and elec-
trification the second.

The third industrial revolution is
spreading from the developed world
to some, but not all, parts of the
developing world. To participate in
this new global economy, developing
countries must be seen as attractive
offshore production bases for multi-
national corporations. To be such
bases, developing countries must
provide relatively well-educated
workforces, good infrastructure
(electricity, telecommunications,
transportation), political stability, and
awillingness to play by market rules.

If these conditions are in place,
multinational corporations will
transfer via their offshore subsidiar-
ies or to their offshore suppliers the
specific production technologies and
market linkages necessary to partici-
pate in the global economy. By them-
selves, developing countries, even if
well educated, cannot produce at the
quality levels demanded in high-
value-added industries and cannot
market what they produce even in
low-value-added industries such as
textiles or shoes. Put bluntly, multi-
national companies possess a variety
of factors that developing countries
must have if they are to participate in
the global economy.

The geographical definition of any
economy is given by the area across
which business firms maximize
profit—that is, across which they
search to find the cheapest places to
produce and the most profitable
places to sell their goods and ser-
vices. With today’s communication
and transportation technologies,
business firms increasingly search
the globe on both of these dimen-
sions. In the process, a global econ-
omy is emerging that will in the end
dissolve our existing national
economies.

It is these search criteria and not
any specific economic measure—
profits earned abroad, exports rela-
tive to gross domestic product (GDP),
and so on—that determine the exis-
tence of a global economy. No one eco-
nomic statistic reflects the extent of
globalization since globalization
comes in many forms. When Proctor
& Gamble produces and sells soap or
shampoo inside China and keeps the
profits within China to finance its
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KNOWLEDGE-BASED ECONOMY

expansion plans, it is part of global-
ization. A Toyota that exports cars
and auto components to Europe and
Japanese investors who buy
securitized American home mort-
gages are part of globalization. A
merger between Chrysler and
Mercedes is part of globalization. A
laptop computer built with “Intel
Inside,” a Microsoft operating sys-
tem, a Japanese flat panel display,
and Korean memory chips assem-
bled in Taiwan to the specifications of
a large variety of multinational sell-
ers of computers is part of globaliza-
tion. Keypunching American insur-
ance forms in Jamaica, joint software
design teams located in India and
America, and teaching Third World
foreign suppliers how to make com-
ponents for First World products are
all part of globalization. An Ameri-
can firm marketing Latin American
bananas in Europe is part of global-
ization. So are the American movies,
television programs, and music that
dominate foreign programming.
Internet commerce by its very tech-
nology is automatically global. While
the forms of globalization differ, what
is constant is the desire of business
firms for profit maximization on a
global basis.

THE NATION-STATE

The knowledge-based economy is
fundamentally transforming the role
of the nation-state. Instead of being a
controller of economic events within
its borders, the nation-state is
increasingly having to become a plat-
form builder to attract global eco-
nomic activity to locate within its
borders. In developing countries,
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platform building means creating
the educated workforces, infrastruc-
ture, stability, and market frame-
works necessary to play the economic
game. In developed countries, gov-
ernments must also finance the basic
research and development that
thrusts technology forward. But the
nation-state cannot regulate the eco-
nomic game or control its outcome as
it has in the past in either developed
or developing countries.

The decline in governmental pow-
ers is clearly seen in the 1997 Asian
economic crisis. World capital mar-
kets, moving more than $1800 billion
per day, dwarf and dominate all but
the biggest governments. World capi-
tal markets can and do bring
national economies down.

But global finance also undercuts
the economic powers of even the big-
gest governments in the developed
world. In September 1998, the chair-
man of the American Federal
Reserve Board, Alan Greenspan, was
forced to organize the rescue of a
derivative hedge fund, Long Term
Capital Management, that had bor-
rowed more than $1000 billion dol-
lars and whose imminent bank-
ruptcy was threatening to bring
down U.S. financial markets. He was
criticized in the press for organizing
a rescue rather than just closing the
firm down. But what the press
wanted him to do he could not do.
Long Term Capital Management’s
physical headquarters was in the
United States, but it was formally
and legally a firm headquartered in
the Grand Cayman Island. The
chairman of the Federal Reserve
Board had no legal regulatory pow-
ers to control the firm. All he could do
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22 THE ANNALS OF THE AMERICAN ACADEMY

was request that the American
banks that were its equity investors
(financial firms he did control) exer-
cise their rights as owners and take
control of the firm. Alan Greenspan,
like central bankers in the develop-
ing world, was losing his powers to
control.

Wishing to hold onto their present
regulatory powers, governments, not
surprisingly, talk about controlling
the global flows of capital and regu-
lating global financial institutions.
But how is any one government, even
one as big as that of the United
States, to do so? Any government
that tried to exert control would sim-
ply find its financial institutions
legally and electronically moving off-
shore and outside of its jurisdiction of
control.

A global government might regu-
late global financial institutions, but
no one, least of all the United States,
is about to give some global authority
the power to directly regulate and
control its financial institutions. But
even if a global financial governance
were to exist, there are reasons to
doubt that it could control global cap-
ital flows to guarantee currency sta-
bility any more than national gov-
ernments can now control the ups
and downs of their domestic stock
markets. When money can be moved
across national boundaries electroni-
cally on personal computers, stopping
global capital flows is technologically
difficult and perhaps impossible—
whatever its merits.

Because countries need corpora-
tions more than corporations need
countries, the relative bargaining
power of governments and multina-
tional corporations is shifting in

favor of corporations. High-profile
multinational companies that bring
technology, market linkages, and
supplier networks with them no lon-
ger pay taxes to governments. Gov-
ernments pay taxes to them. To get
an Intel plant, the state of Israel paid
Intel $600 million (in grants, the
financing of plant infrastructure, tax
rebates), and to get a Ford auto
assembly plant, Brazil is promising
to pay Ford $700 million. Countries
can refuse to pay taxes to companies,
but, if they do so, those companies
simply locate elsewhere (Wilkinson
1999, 7).

Here again the reversal of tradi-
tional positions is not limited to
developing countries. Huge sums
were paid by the citizens of Alabama
and South Carolina to get BMW and
Mercedes Benz to locate auto assem-
bly plants in their states. The United
Kingdom, Norway, Germany, and the
Netherlands all recently lowered
taxes on shipping companies to keep
them from legally reorganizing
themselves in low-tax countries. The
British bookmaker Ladbrokes is
investigating ways to set up its bet-
ting offshore so that its customers do
not have to pay British taxes. Elec-
tronic commerce is making it difficult
to collect sales or value-added taxes
on products and services (software,
music, movies) that can be directly
delivered electronically. In this new
balance of power, governments (citi-
zens) often pay taxes to multina-
tional companies. Governments
often cannot collect their traditional
taxes.

Many other examples of the loss of
governmental economic powers can
be given. With modern transpor-
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tation systems, countries find it
impossible to stop illegal immigra-
tion. Millions see better standards of
living elsewhere on their village tele-
vision sets and decide to move to get
those higher standards of living. In
the process, what it means to be a
country fades. A country that cannot
control its own borders and its own
workforce is in some fundamental
sense not a real country. Similarly,
pornography is produced electroni-
cally somewhere in the world
(women with bare arms are regarded
as pornographic in the Persian Gulf)
where it is not illegal, put up on the
Internet, and national governments
lose their power to enforce their own
standards of decency.

The economic interdependence
that flows from globalization further
undercuts the role of national gov-
ernments. In the Latin American or
East Asian meltdowns, the Interna-
tional Monetary Fund effectively
replaced local governments when it
came to economic decision making.
The Japanese and East Asian melt-
downs (purely locally generated in
the case of Japan and locally trig-
gered but globally intensified in the
case of East Asia) threatened the
world economy. What was feared did
not happen because of the strength of
the American economy, an economy
bigger than those of Japan and East
Asia combined. In the process, the
continued prosperity of all parts of
the world (Japan and Europe
included) become dependent upon
running export surpluses with the
United States. For the continued
prosperity of these economies, what
happens to the American economy is
more important than the activities of
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national economic policymakers at
home.

Countries themselves are being
put into play. Three factors are re-
sponsible.

1. With globalization, the scope,
reach, and powers of national gov-
ernments shrink, and the govern-
ments become less important. At-
tachments to existing governments
grow weaker. If national govern-
ments cannot protect their citizens
economically, why should their citi-
zens support them politically?

2. The end of the Cold War
means that superpowers have little
interest in preventing other coun-
tries from disintegrating unless they
are right next door and the chaos
threatens to spread. Local civil wars
in faraway places (Pakistan versus
India, Israel versus Syria) are not go-
ing to bring the superpowers into
military conflict with each other.

3. Small successful city-states,
such as Singapore, demonstrate that
one does not have to compromise
with other ethnic groups so that one
can live in larger countries that have
the economies of scale necessary to
produce high standards of living. Na-
tional economies of scale are not all
that important in a global economy.
One can opt out and still succeed eco-
nomically.

The empirical results of these
three factors are clear. Many existing
national states will not exist 50 years
from now.

Fifteen countries have already
emerged where the old USSR used to
be. Czechoslovakia is divided in two.
Yugoslavia has become at least five
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24 THE ANNALS OF THE AMERICAN ACADEMY

and will probably become seven dif-
ferent countries. The English have
given quasi-independence to Scot-
land. The Basques and Catalans
want independence from Spain. The
Bretons and Corsicans agitate for
autonomy in France. The northern
Italians talk about kicking the south-
ern Italians out of Italy. Quebec will
at some point probably vote for inde-
pendence from the rest of Canada.

In the non-Communist Third
World, Indonesia is unlikely ever
again to be one country. It was thou-
sands of independent islands when it
was conquered by the Dutch, forcibly
made into their East Indies colony,
and then ruled by two military dicta-
tors after World War II. An economic
meltdown led to a political melt-
down. There is no there there to glue
it back together again.

Borders are going to be moving
everywhere in Africa. Ten thousand
different ethnic groups are not going
to live forever in a handful of coun-
tries defined by the accidental meet-
ings of British and French armies in
the nineteenth century (Fisher and
Onishi 1999).

The British unified India, the cen-
tral planning of socialism held it
together after the British left, but
what is to hold it together now? Why
should the prosperous parts be held
back by the backward parts? Eco-
nomic principalities will probably
emerge looking much like the politi-
cal principalities conquered by the
British a few centuries earlier.

At the same time, in the developed
world, countries are slowly disap-
pearing. European countries without
their own currencies are not fully
independent countries. Eleven have

become one. The remaining four
members of the European Economic
Community (EEC) will join—sooner
rather than later. Others in Eastern
Europe are knocking on the door.
With the EEC imposing limits on
national fiscal deficits, the determi-
nation of fiscal policies is now also
outside of national control. Future
steps, such as tax harmonization,
will make members even less like
real countries.

RISING INEQUALITY

The pressures fracturing the
nation-state are also fracturing
beliefs in, pressures for, and attain-
ment of economic equality between
individuals, companies, and coun-
tries. The economic gaps that have
over the course of the last half-cen-
tury shrunk are now widening.

In the first and second industrial
revolutions, workers were leaving
agriculture (a low-wage inegali-
tarian sector where patterns of land
ownership dominate economic out-
comes) and entering manufacturing
and mining (intrinsically higher-
waged and more egalitarian due to
higher skill requirements). State-
supported labor unions led to even
more egalitarian distribution of
wages. The social welfare state then
used its tax and expenditure systems
to further increase post-tax, post-
transfer income equality.

But the knowledge-based econ-
omy essentially reverses all of these
sources of equality. In the third
industrial revolution, workers are
leaving manufacturing and mining
to enter services—a sector with a
very wide dispersion of wages and
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average wages below those in mining
and manufacturing (Thurow 1989).
Services have also proven to be a dif-
ficult sector in which to organize
unions. At the same time, globaliza-
tion is driving unions out of existence
in manufacturing. Why join a union
if global competition means that
unions cannot protect jobs or wages?
Less than 10 percent of the private
U.S. workforce is now unionized.
Only in the public sector, where
global competition plays no role, are
unions still large and effective (U.S.
Bureau of the Census 1998, 444).
Because of this shift in employ-
ment patterns, wage dispersions
have increased sharply in America
since 1973. Despite the booming
prosperity of the 1990s in the United
States, the trend toward sharply ris-
ing inequality has continued here. In
the last three years of the decade,
real wages ceased falling in absolute
terms, but wage gaps between the top
and bottom deciles continued to rise
sharply (Mishel, Bernstein, and
Schmitt 1998, 9,23, 45,85, 157, 51).
The egalitarian policies of the
social welfare state are also in
retreat. On both the tax and expendi-
ture sides of the American federal
government budget, redistributive
activities have been sharply cut back
(Council of Economic Advisors 1999,
357). International organizations
such as the Organization for Eco-
nomic Cooperation and Development
repeatedly chastise Europe for not
“deregulating its labor markets” and
letting wages fall. The high payroll
taxes necessary to finance a gener-
ous social welfare state are not glob-
ally viable since business firms will
not expand in Europe as long as its
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wages are out of line with those of the
rest of the world. Firms will simply
move to countries where they do not
have to pay high payroll taxes. High
social welfare benefits also mean
that workers will not take the
lower-wage service jobs that are their
only alternative to unemployment.
With European unemployment bene-
fits higher than wages in America’s
expanding service sector, the result
has to be high European unemploy-
ment rates. But Europeans do not
want to dismantle their traditional
social safety net and give up some of
their hard-won benefits.

In GDP statistics, the economic
returns to capital are up and the
returns to labor are down (Bosworth
1995, 12, 14). This is not surprising,
given that labor is more abundant
relative to capital on a global basis
than it is in the rich developed world.
Similarly, among workers, the
returns to skills are up and the wages
of those without skills are down. This
is not surprising, given that on a
global basis the supply of unskilled
workers far exceeds that of skilled
workers and that new technologies
are increasing the need for skilled
workers.

Financial crises magnify these ris-
ing inequalities. Financial crises are
not caused by globalization. They
existed long before globalization
occurred. But the austerity
demanded by the International Mon-
etary Fund to restore global
macro-stability leaves countries with
much greater levels of internal
inequality. Years later, Mexico has
still not restored the levels of equal-
ity that existed prior to its 1982 cri-
sis. The same is going to be true in
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26 THE ANNALS OF THE AMERICAN ACADEMY

East Asia. Levels of inequality are
much higher then they were pre-cri-
sis and are not going to return to
pre-crisis levels any time soon.

Inequalities are rising between
business firms as well as individuals.
In a global economy, business firms
find themselves confronting two
strategic options: become a dominant
global player or become a highly spe-
cialized, nimble niche player. The
midsized national firm is doomed to
extinction. In the auto industry, for
example, it is widely believed that
when the current consolidation is
over, there will only be six firms left
standing, and four of them (Volks-
wagen, Toyota, Ford, and General
Motors) are already known. To have
a chance at remaining viable,
Mercedes bought Chrysler and
Renault bought Nissan. The Volvos,
Saabs, Jaguars, Rolls Royces, and
Rovers are all gone as independent
auto companies. How can the Fiats,
Hyundais, and Peugeots survive?

In financial services, firms become
global players such as Goldman
Sachs or highly specialized niche
players such as Long Term Capital
Management (only 16 partners with
more than $1000 billion focused on a
very narrow range of derivative
investments). Among those who
would be corporate survivors, slice
and dice (merge to get larger and sell
divisions where it is not possible to be
a global player) is the name of the
game.

Among countries, the convergence
in per capita GDPs that was occur-
ring in the 1960s and 1970s is being
replaced by divergence. Those coun-
tries that do not play in the global
knowledge economy fall behind

(Africa); those countries that can
play the game leap ahead (China).
Within Asia or South America, the
gaps between the most successful
and the least successful countries are
larger than they were in the past. In
the 1990s, the wealthiest big country,
America, widened the income gap
between itself and the rest of the
world. Even the income gap between
America and its closest and most
similar neighbor, Canada, is up by a
third.

The inequalities flowing from
globalization and a knowledge-based
economy are not important economi-
cally. Capitalistic economies can eas-
ily adjust to more unequal distribu-
tions of purchasing power.
Middle-class stores find themselves
with smaller markets (Sears) or go
out of business (Gimbels). Upscale
stores (Bloomingdale’s) and down-
scale stores (Wal-Mart) boom.

The problems are political.
Democracy (one person, one vote)
implicitly assumes some degree of
economic equality. A majority of the
voters have to feel that they are bene-
fiting from the economic system. As a
result, all democracies have a heavy
redistributive social welfare empha-
sis in their spending patterns. Gov-
ernments have to deliver something
to the majority of voters. As market
forces produce ever more unequal
distributions of economic wealth and
as democratic governments lose their
power to alter the market’s distribu-
tion of earnings and wealth, political
deliverables become harder to find.
Over the past 25 years, America has
illustrated that inequalities, if they
grow slowly, can become very much
larger than they were in the past,
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without evident political kickback.
Yet it is difficult to believe that
economic inequality can just
keep on growing without limits in
democracies.

EXPORTING THE
AMERICAN SYSTEM

In the rest of the world, globaliza-
tion is often seen as being forced to
adopt American practices. (Europe-
ans often call it “cowboy capitalism”).
But the traditional American system
is not being exported to the rest of the
world (Calabrese 1998). A new global
knowledge-based economy is being
built, much of it in America, but what
is emerging is not a global copy of tra-
ditional American practices.

Like those in the rest of the world,
Americans see the new costs of glob-
alization that they have to bear more
clearly than they see the costs that
others have to bear. Everyone, Amer-
icans included, is painfully adjusting
to a new knowledge-based global
economy. The American steel indus-
try is a good example. Selling prices
are down 25 percent because Asian
steel production cannot be sold in
Asia in the aftermath of Asia’s melt-
down. In 1998, steel imports surged
into the United States from Asia
(Korea, up 56 percent; Australia, up
98 percent; Japan, up 219 percent;
and China, up 245 percent), Ameri-
can production fell 25 percent, and
one third of America’s steelworkers
were laid off. These American
steelworkers are essentially being
asked to pay for Asia’s mistakes. Not
surprisingly, they object to this inter-
dependence (Dunne 1999, 4).
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Large labor force downsizings
among profitable firms are new to
America. Moving jobs to offshore pro-
duction bases is new to Americans.
An economy essentially without
unions is not the economy of
mid-twentieth-century America.
Among men, wage inequalities are
larger than they ever have been. Real
inflation-adjusted median family
incomes are slightly below where
they were in 1973 (Council of Eco-
nomic Advisors 1999, 366). Economic
uncertainty is very high, and a
majority of Americans expect their
children to have real incomes below
what they have.

Traditionally, culture is older peo-
ple telling younger people what they
should believe and how they should
act. What is frightening about the
new electronic culture is that it is a
“for-sale” culture that jumps right
across the generations directly to the
young. In contrast to older forms of
culture, this culture does not have
any specific values that it wants to
inculcate. Those who produce this
culture provide whatever sells—
whatever the young will buy. It is a
culture of economics (profits) rather
than a culture of values (morals).
In that sense, it is profoundly
different—and disturbing to many.

The television network MTV is a
good example of the new global cul-
ture. From country to country, the
songs and the languages in which the
songs are sung are different, but the
style in which the songs are pre-
sented is the same. That MTV style
first appeared in America—but not
all that long ago. The style is the
same everywhere because the style
seems to sell everywhere.
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28 THE ANNALS OF THE AMERICAN ACADEMY

The electronic culture that fright-
ens many in the rest of the world also
frightens many Americans and has
brought forth a religious-fundamen-
talist backlash in the United States
that rivals that found anywhere else.
In what other countries are there
religious militia (Christian, in this
case) who engage in shoot-outs with
the police and their neighbors? One
has to go to Algeria to find something
more extreme. The fight going on
within the Republican Party
between the religious Right and the
party’s traditional business base viv-
idly illustrates the power of those
Americans who do not like the new
electronic culture.

Economically, the interesting
question is why Americans seem to
create more than their fair share of
this new for-sale culture. Games,
movies, music, and television pro-
grams have become a major part of
America’s exports. Part of the answer
may be found in an immigrant soci-
ety that does not have a tight concep-
tion of what the American culture is.
Others are welcome to add to that
culture. As new immigrant groups
have come to America, they have
changed the American culture. Such
changes have come to be expected.
Foreign words become English words
without anyone worrying about their
origin. Asking what the potential cli-
ents (the young, in this case) want
rather than trying to make them into
a preconceived conception of what a
young American ought to be is some-
thing a diverse country learns to do.

Because of this history, American
companies are very good at bringing
talented foreign performers into
their operations and making them

feel like first-class participants. Any-
one good at creating cultural
products that will sell is quickly
invited to visit America, feels at
home, and may decide to stay. These
individuals quickly come to be seen
by everyone inside and outside of the
United States as an element of Amer-
ican culture despite their place of
birth or the national heritage they
bring with them.

With the new communication
technologies, many of the new groups
that are being invited to become
Americans come electronically, not
physically. In the process, they will
change American culture just as
those who came physically changed
it. But the new amalgam will still
probably be seen as American
culture.

INTELLECTUAL
PROPERTY RIGHTS

Not surprisingly in this new econ-
omy, the rules of engagement are
uncertain and major unresolved
problems will arise. The ownership of
intellectual property rights—the
ultimate source of wealth in a knowl-
edge-based economy—is one of the
most important and most conten-
tious unresolved issues (Thurow
1997, 95).

The private ownership of produc-
tive assets and the ability to appro-
priate the output that flows from
those assets lie at the heart of capi-
talism. Capitalism does not work
unless who owns what is clear. But
ownership rights are anything but
clear in the area of intellectual prop-
erty. Historically, efforts to establish
and enforce ownership rights to
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intellectual property have revolved
around patents, copyrights, trade-
marks, and trade secrets, but there
are two problems. First, the current
system was not built to deal with
today’s technologies. Second, there is
no global system of enforceable intel-
lectual property rights.

New technologies have created
new potential forms of intellectual
property rights: for example, can
genetic pieces of a human being be
patented, what ownership rights
exist when humans build new genes
that can replace defective natural
human genes, what ownership rights
exist when someone discovers what a
gene does? New technologies have
also made old rights unenforceable.
When books and music can be down-
loaded from an electronic library,
what does a copyright mean? If a soft-
ware’s look and feel cannot be pat-
ented, software can be legally copied
as long as one does not use exactly
the same programming. What does a
software patent mean in this case?
Put bluntly, a patent system created
for a mechanical age simply does not
fit an electronic age or a biological
age.

What different countries want,
need, and should have in a system of
intellectual property rights is very
different depending on their level of
economic development. Developing
countries need to copy in order to
catch up, yet developed countries
need to prevent copying to ensure
adequate rates of return on invest-
ments in research and development.
National systems that have been
developed for advanced countries
such as the United States are not
going to evolve into de facto world
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standards. A global system will have
to allow for a diversity of economic
positions and beliefs, but how is that
system to come into existence?

Meanwhile, everyone can feel
aggrieved. From the perspective of
the developed world, intellectual
pirates are stealing property that
belongs to others; from the perspec-
tive of the developing world, those
seeking to enforce intellectual prop-
erty rights are depriving them of the
knowledge they need in order to
develop. As they argue, they are
doing nothing that today’s wealthy
countries were not doing when they
were developing. The Americans bla-
tantly copied the British textile mills
in the nineteenth century. The Japa-
nese blatantly copied the American
auto and consumer electronics indus-
tries in the twentieth century.

CONCLUSION

Globalization has come in two
waves. The illusion that national
governments can choose to partici-
pate or not participate in globaliza-
tion flows from the fact that choice
was animportant element in the first
wave of globalization.

Seeing rampant economic nation-
alism as one of the causes of the
Great Depression and World War II
and facing a confrontation between
capitalism and communism, both
sides of the Cold War conflict set out
in the 1950s to create more inte-
grated transnational economies. The
EEC in Western Europe and
Comicon in Eastern Europe were
both expressions of the same
mind-set. Each of the two superpow-
ers felt it had to more tightly tie its
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military partners together economi-
cally. Although America was not in
Europe and is not a member of the
EEC, it was the EEC’s biggest sup-
porter. The “United States of Europe”
was a phrase commonly used on both
sides of the Atlantic in the 1950s.

For the non-Communist world, the
trading rounds of the General Agree-
ment on Tariffs and Trade, starting
with the Kennedy round in the
1960s, set out to achieve a capitalistic
open trading regime globally. Gov-
ernments dismantled tariffs and
quotas deliberately in the 1950s,
1960s, and 1970s to create a more
integrated capitalistic global econ-
omy. Companies reacted to these new
economic opportunities created by
governments by expanding across
national borders. Then China, by
choice in the late 1970s, and the
Soviet Union, by default in the early
1990s, decided to abandon the idea of
a competing Communist global econ-
omy and participate in a single capi-
talistic global market economy.

The second wave of globalization
that started in the 1980s and acceler-
ated in the 1990s is, however, very
different. It was not created as a mat-
ter of public choice. It is a tsunami
wave created by a seismic shift in
technology. Responding to the new
global profit-making opportunities
created by technology, corporations
started surfing the new technologies
in this second wave. Governments
lagged behind. Governments did not
decide to start global sourcing and
marketing. Governments did not
encourage cross-border corporate
mergers. Governments did not start

electronic commerce. All can be
traced to shifts in technology.

The second wave of globalization
is not a process that governments can
start or stop, or speed up or slow
down; nor can they pick and choose
where they want to participate.
Underdeveloped countries can opt
out—the can refuse to provide the
educated workforces and infrastruc-
ture necessary to participate—but
that means opting out on the process
of economic development itself.
There is no other process for getting
wealthy.

Developed countries cannot even
opt out. They are already past the
point of no return. Their corporations
have committed themselves to the
global economy, they have restruc-
tured themselves to fit that global
economy, and they could not return to
serving solely national economies
even if they wished to do so. In the
developed world, too many citi-
zen-voters depend upon the global
economy for their livelihoods for
their governments even to think
about opting out.
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