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Fitting globalization into the national economic development strategy 
Nobel Laureate Prof. Robert A. Mundell
Keynote speech held on November 12, 2007 at Siam University, Bangkok

It is a great pleasure being here in Bangkok today with you. I am going to talk on the subject of "Fitting globalization into the national economic development strategy”. It covers the topics of mega-trends, globalization, economic model and sufficiency economy, sufficiency policies, harmony in international agreements, currency and world money.
Mega-trends and the world economy

The world economy today is in a remarkable period. This year is unprecedented as for the first time all the major economies in the world are expanding. This is a great period, and it has never happened before. Of course, it’s marked by some incidents and some pessimism, and it does not mean that because it has been good in the past the future will also be that good. But never before has the world economy been in such a great position, and I say here what are the drivers and the reasons for this. 

Behind me is a picture of the world economy as I see it
. The globes and spheres represent the big and little powers in the world. The area of these circles represent more or less GDP of the countries, monetary power if you like or GDP. The GDP of the United States is in the center area and represents 14 trillion US$, the GDP of the Euro area is about 12 trillion US$ at the current exchange rate, the yen area is about 4 and a half to 5 trillion US$, and the RMB area is taking over the position of number 4 in the world at 3 trillion dollars. In terms of currency areas you shall also count the Pound sterling, which is independent of the Euro area, but later more of that.

The key trends in the world economy we need to keep in mind are globalization, the IT revolution, the introduction of the Euro and the rise of China.

Since the end of the cold war globalization is the natural state of mankind, the world is not split up into different blocks.
The IT revolution, which started in the 1990ies brought temporarily great growth rates and further led to a tremendous explosion in capital value in the United States. The importance and significance of the IT revolution lies in raising productivity in every aspect of the economic life - for firms, households, institutions and governments - and the effects of this revolution are going to be with us for a long time. The penetration of this revolution in all economies of the world is going to be significant. You might also see it as a democratic way in a sense, because it lowers the cost of an expensive factor of production, and it allows easier access for people to global knowledge around the world in a speed never achieved before.

The third factor is the introduction of the Euro, that’s an important factor because it changed the power configuration of the international monetary system. People often ask me, how important is the Euro? And I would say it is the second most important monetary event of the 20th century, because as I said it changed the power configuration of the system. The first most important event was, in my opinion, the creation of the Federal Reserve System in 1913. That was more important than the breakdown of the gold standard, the moves of ups and downs of avertable exchanges rates because those two events, the dollar and now perhaps the Euro, have the power to alter an event.
 After 1915, by the time of WWI, the US economy had been for hundred years an economy of 4 million people, and suddenly it was over 100 million people and the most productive economy in the world. And by the time of WWI it was bigger than the next 3 biggest economies put together, Britain, Germany and France. So when the Federal Reserve was created it created a Central Bank for the biggest economy by far in the world and for the future super economy, and that creation of the Central Bank and the currency gave the United States the power to change and alter the condition of the international monetary system for the 20th century, the condition to maintain, develop, break down or eliminate the gold standard. And in fact, what turned out was that the gold standard became a dollar standard. But now the creation of the Euro in 1999 raises up something else that makes our system look more like a bi-polar system. 

Well, I did not mention the rise of China, I should mention that, but I spend so much time in China I forget to mention it, but that’s a really big event. 
People become accustomed talking about the US economy, the European economy and the Japanese economy and then they talk about the BRIC economies, acronym for Brazil, Russia, India and China. But I think that’s now obsolete, because in fact China is now in a different category than the other economies. China is now a 3 trillion dollar economy, and the other economies, let’s say India is one and a half trillion dollar, and the other two are less than that. So, the big four economies now include China, and the next group I would call the BRIM economies, Brazil, Russia, India and Mexico.
Now the challenge for the world economy is adjusting to globalization, and every country has to do this in its own way, absorbing and spreading the IT revolution, fitting China in the world economy and stabilizing currency areas. We cannot avoid that. We are talking now of low dollar and the high oil prices in dollar terms and the high gold prices. This is an important factor here.
A key factor in making growth as rapid as it has been over the recent years is that the US economy has been the motor for the last 20 years except of two big recessions in 2001 and 1991. The US economy has been going forward rapidly and is a very efficient economy. The second factor are the US deficits, it can be looked upon as a negative or a positive one. Because the US deficits are maybe from an American standpoint not so good, from a global standpoint they provide the surpluses for all those other countries, it is the fuel that gives them the liquidity and has pushed up the raw for economic expansion. 
Last year at the Singapore meetings of the International Monetary Fund, one of the big subjects of discussion was the fact that the International Monetary Fund is in financial straits, it’s making losses, it does not have enough income, because nobody was borrowing from it, nobody needed to borrow. The world was healthy, and as a result the IMF was in trouble, like when the people are healthy the hospitals go broke. We should look upon that as not too bad, but we have to worry about the question whether the deficits of the United States could last and not do too much harm, and the people did not get jealous at the fact that the United States spent an extra 5 or 6% of its GDP more then it is producing, then this could go on and we could keep going on the growth forever.

 The introduction of the Euro added a great deal of stability to the system, because having an alternative to the dollar is better than no alternative to the dollar. And do we have political stability? Yes of course there are wars of certain types, but by at large this whole period has been a period of high political stability and globalization.

Globalization

    Globalization is integration on a global level. It has been going on at a rapid pace since 1945 but in a world that did not include the Soviet Bloc and China. Globalization began after China joined the world economy in 1980. To a very large extend the whole world comes together, and globalization could continue. It is almost associated with the “Pax Americana” of the single super power. Historians used the term “Pax Britannia” in the late nineteenth century. The period when Britain was a kind of super power with the British Empire maybe not in same sense than the United States is a super power, but certainly the most prestigious and most advanced power. People talked about gun-bold diplomacy and British battle ships keeping a kind of Pax Britannia, and now we have a Pax Americana. You might not like that term, you might resist it in some ways, but if you imagine what would happen to the world if the United States where by some magic obliterated or shut off into space: How many countries would want to invade other countries? Who would stop the world? That is a big problem because we do not have a system of governance in the world that has enough military bite to be an alternative to the United States.
The entire world is now involved in globalization except Cuba, North Korea, Myanmar, Iran and Venezuela. Maybe Iran and Venezuela should not be counted and maybe North Korea is on the brink of a new regime with the possibility of integration of the two Koreas. I am very hopeful that we are going to get to an even more complete globalization than we had before. Globalization proceeds by openness, the natural state of the world. It has many dimensions. Economic, political, cultural, social, religious and military integration, it always involves integration.

Degrees of globalization

This figure
 shows how I put the thoughts together, how they have played out over the last 150 years. We do not need to discuss all of them, as they are rather tentative. But rather think in each of these directions, how these different types of globalization in different time periods have become important. If we look at the last part of the figure, the last line, I put them all as high, now maybe I should not you might say: religious integration - is that high? Well, at least in terms of knowledge it is very high. There was a time, about 100 years ago, when people would not know much in North America about Buddhism or Taoism or other ideas, knowledge was not very much spread. But now knowledge is so high that integration is automatically high. There is fragmentation, is hostility, is fanaticism and all that, but there is still integration in a sense of knowledge. Each dimension of globalization is achieved to a degree depending on the culture, type of government and religious system and technology. Every country is different and every country reacts to the external aspects of globalization in a different way. Once an equilibrium degree of globalization is achieved, it is further reinforced periodically by technological revolutions. 
We were really close to a free trade era, but even when we get to a certain level of integration by a high degree of free trade it can be shocked by new technology. New technology upsets the whole pattern, changes the implications. Look at the way in which the IT revolution has affected all of our lives. I would not be sitting here, talking here and traveling around as I do. I could not do that without the IT revolution, the access of knowledge.  Look at these revolutions that have gone on in the past: gunpowder, printing press, science and technology, steam power, electricity. After every revolution there is a new framework, and it changes the bounce of power in the world. Some countries benefit by different changes in technology and some others not. The terms of trade change. We have nuclear power, we have computer and IT power today, how much every country has to determine for itself. 

How much globalization?

An extreme degree of globalization would involve free movements of goods, factors, technology and information, amounting closely to an economic union. Some countries go towards that, some countries move to that economic union. Europe has moved to a high degree to this economic union and within the Euro area even monetary union. But most of the countries stop short of this degree of integration in the light of national and religious values as well as economic and political motives. Integration takes place by trade, by exchanges of ideas. But even that is limited, because in some countries ideas are sometimes bad ideas in the eyes of others. 
 Restrictions are put on things because they might be harmful in one way, either politically or morally or in some other way. Cultural diversity is something which people want and which we have to accept, because we have different religious systems, different moral values. All countries cannot do the same thing. Same rules do not work for all countries due to different geographic positions. Landlocked countries are in a different position with respect to globalization. Some countries do not globalize because they are economically too far away from the world to globalize. Look at some countries in Central Africa or countries like Mongolia, maybe Nepal. Integration means something quite different there. Of course airplanes reduce the dangers and limitations of landlocked countries.

The economic model and the sufficiency economy

 Let’s talk about the economic model and the sufficiency economy. A stereotype of the economic model is based on individual self interest, individuals maximizing utility within the framework of the market economy. 

Selfishness, economic selfishness, is an extreme. The rational man makes choices, which make him better off. This was the model used in Adam Smith's Wealth of Nations, published in 1776. Now, a lot of people do not realize that Adam Smith did not exactly think that men were selfish. What he wanted to do was to examine the role of selfishness in economic models. What he was able to show is that there is at least a silver line to selfishness, because the basic idea was that if man was moving around pursuing his own selfish interest that would in the long run benefit the public interest. It’s the idea of maximization. Smith himself wrote 15 years before Theory of Moral Sentiments, a book that was entirely about altruism and what sympathy means, the doctrine of extended sympathy, how people care for others, what we probably call empathy. Two different models: the economic man as a selfish “maximizer” and examining altruistic sentiments. The more complete man, the actual man, is a mixture of these two things. Man’s relations change within the family, within the kinship group and the neighboring group. It’s a different man outside the family, in the market place, operating for selfish interests.

His Majesty's King Bhumibol Adulyadej's philosophy advocates growth with economic stability, sustainable development, sound macroeconomic policies and the equitable sharing of benefits of economic prosperity. It avoids excessive risk-taking, untenable inequalities and the wasteful use of natural resources. This is not per se inconsistent with a good economic model, but adds to it some motives of that complemented economic man. These are empathy, compassion, fairness and generosity. It treats the human being as evolving rather than static, through learning, ethics, perseverance and tolerance. The sufficiency triad involves moderation, wisdom, insight, the middle way between want and extravagance. It involves reasonableness, knowledge, integrity and honesty, which includes understanding of the consequences of actions not only in the present but future, not only for ourselves but for our fellow humans and societies. And thirdly, it involves resilience to risk, self-immunity to withstand shocks and reserves against shortage. 

Sufficiency policies

Let’s turn now to policies: the sufficiency individual, if we can think of this phrase. The sufficiency man is the economic man with empathy, compassion, fairness and generosity built in. This model of the economic actor is not incompatible with economic development and globalization, nor is it incompatible with free enterprise and economic growth.
To sufficiency macroeconomics: National policies should take account of the sufficiency triad. Countries should maintain enough reserves against shocks. Countries should take into account the effect of their policies on their neighbors and the rest of the world. Actions are to some extend reciprocated, and overly aggressive actions invite retaliation. Good actions, good behavior is often self-interested behavior. More than ever before global interdependence increased through innovations in transport and communication. Overuse of energy bids up the terms of trade against other countries. Changes in tariffs and quotas effect other countries’ terms of trade and employment. Sharing of fishing, wild life resources, preservation of endangered species, rain forests, the problem of global warming - all these elements are examples of global interdependence. The international business cycle is transmitted from one country to another. We had this great year, but will the next year be poor? Is the US economy going to slow down? Is that going to reduce exports from Thailand? Is this carrying a big crisis? And so on. 

The balance of payments of one country has its equal and opposite counterpart in the rest of the world. I mentioned earlier the 900 billion dollar deficit means that the rest of the world has a 900 billion dollar surplus which fuels economic growth. No country has an exchange rate to itself, and we spend a lot of time in international meetings talking about: Are exchange rates correct? Well the fundamental goal of interdependence management may require an institution, e.g. the International Monetary Fund for Currencies. But that does not solve the problem, because you have to know how to manage it and how to manage interdependence, and do institutions that you create do it well? We have a United Nations: Are they managing global governance in an appropriate way? Is the IMF managing things well? The goal of management should be harmony. The practice is sometimes different. Interdependence management in the international monetary system with flexible exchange rates to begin with has not been harmonious in the past.  
Japan-bashing in the 1980s to force Japan into undesirable currency appreciation started in September 1985. The US convened the plaza accord, and the G5 got together to discuss ways of getting the dollar down, because what  happened was that in the 1970s the US inflation rate has gone up to double digit levels, and then oil prices shot way up and gold prices went way up, too. In 1980 the inflation rate in the United States was 13%. This was a peace time era. We had 13% inflation in the leading country in the world. People were saying the United States was becoming a banana republic. The dollar was plummeting and then you got the new regime surprise side economics, Reaganomics, Ronald Reagan came in, big tax cuts for growth, tight money to stop the inflation. In the process the dollar soared, and the Deutsche mark went from 1.70US$ to 3.4US$ in that period before the Euro. The European currencies almost fell half, and the dollar doubled in that period, and that brought about the end of the inflation in the United States. They got it down to 4%, but were left with a high dollar. That was unsustainable in the long run, so the United States convened the G5. The basic idea was to get Japan to appreciate the yen. From 1985 to 1995 the yen tripled in value against the US dollar. In 1985 the dollar was 239 yen, in April 1995 the dollar had fallen to 78 yen. From 240 to 80:  The dollar fell two third against the yen, the yen tripled in value. I was in Tokyo in March 2007 and read in the newspaper that this is a special day, because for the first time the indexes of construction prices and house prices in Japan have stopped falling since 1990. So this was this rapid over-appreciation. This very poor policy led to over 10 years of stagnation in Japan.
 Then we had the China-bashing in the year 2000. It started in 2003, but China for a long time resisted the appreciation, wary of the Japanese experience and then changed it a little bit two years ago. Since that time the RMB has appreciated by about 10%. But the process by which that has been made to happen, was very unfair. There was a need to rethink exchange rate policies along the lines of honesty, reasonableness and transparency. You have not had any of those things. I have been to many conferences outside China about the Chinese exchange rate and no Chinese were there. That was not honest and reasonable and was not transparent. So the system of “managed flexible exchange rates “has been a failure. 

Flexible and fixed exchange rates

There were three propositions of advocates of flexible exchange rates including Milton Friedman back in the 1960ies and 70ies to illustrate that. The propositions were that flexible exchange rates would eliminate the need for foreign exchange reserves. That the exchange rate floats, free floating, means you do not need foreign exchange reserves. Flexible exchange rates would also eliminate exchange controls and would eliminate global imbalance. None of these propositions has proven to be correct. Reserves were less than 50 billions in 1970, now they are over 5 trillion. That’s a hundred time what they were before the floating begun. That’s the complete opposite. You need more reserves under flexible exchange rates than under a good fixed exchange rate system. Most countries now have some kind of exchange control over capital movements. There is no free capital movement in general. And finally trade imbalances are vastly bigger than ever and the reason for all three mistakes is that the basic model of exchange rate advocates was simply wrong.

Throughout history, for thousands of years and in the post-war years up until 1973 exchange rates were managed by an international monetary system. Since managed floating began it is no longer managed multilaterally. There were no rules about it. The idea was to have floating rates, but then people said we have to manage floating rates. But there were no rules, no treaties written, no background written to this system. We stumbled into flexible exchange rates not because there was a plan, but because there was no way to negotiate politically a re-entry into an international monetary system plan. 

The Asian crisis

A good example is the Asian crisis. Many officials claim that the Asian crisis was caused by fixed exchange rates and capitalist cronyism. The truth is that it was caused by the instability of the two most important exchange rates in Asia. The RMB was devalued in 1994 against the dollar under IMF auspices by 60 per cent, raising the dollar from 5.5 to more than 8.3 RMB. That huge devaluation of the RMB made China much more competitive. It was good for China, but it was harming other counties. And then the dollar soared from 78 yen in April 1995 to 148 yen in June in the early period of the Asian crisis. This colossal depreciation of the yen choked off foreign direct investment from Japan to Southeast Asia. Japanese companies departed in droves from Thailand. Japanese imports from Southeast Asian dried up. The depreciated RMB and the depreciated yen undermined the international position of the economies of Thailand, Malaysia, Indonesia and South Korea. Had the dollar exchange rates of China and Japan stayed the same, there would have been no Asian crisis. That does not mean that they should have stayed the same. I am just saying that when you identify the cause of the Asian crisis you cannot say that it was caused by fixed exchange rates. It was caused by this huge instability of the dollar yen exchange rate.

An analogous problem of ‘reasonableness’ may arise as a result of the 2007 revision of the 1977 guidelines on multilateral surveillance. The new policies put the IMF in the position of an “attack dog” on exchange rate misalignment. In these guidelines the IMF can designate the exchange rates of countries with trade surpluses as misaligned and undervalued, and countries with trade deficits as misaligned and overvalued. But the other members outvoted the opponents of the revisions. Most members went along with this. The US was strongly pushing for it, Europe went along with it, only three groups were against it: China, Iran and the Arab Block of countries. Normally decisions like this over such an important matter were taken by consent.
The guidelines stress current account imbalances as the criterion for misalignment. This is unfortunate because exchange rates may have nothing to do with imbalances. For example, right now Germany has a huge surplus of perhaps $180 billion, and Spain has a huge deficit of $90 billion, but these countries don’t have a national currency to be aligned. By and large trade balances are driven by the relation between saving and investments and are not determined by exchange rates. 
Japan has had huge surpluses for a quarter of a century and tripled the value of its currency against the dollar. But the surplus, which is driven by an excess of savings due to demographic aging, persists.

Harmony in international agreements

Harmony is what we should seek for, and this fact is complement to the sufficiency economy. The basic goal of international interdependence management should be harmony. Harmony is a complement to the sufficiency idea of reasonableness. It was a very important concept in the thinking of Asian philosophers and is stressed in China today. The concept of harmony is deeply rooted in Asian culture. You can say it is related to the Asian world view. Every civilization has its own world view - it’s an essential attitude to reality. In China and much of East Asia the world view is its conception of the universe as an organic whole. 
The dichotomy between body and spirit, which has dominated the West for over two thousand years, is not reproduced in Asia. There is no attachment, as in western philosophy, to the operation of “laws” from a patriarchal law-giver as in the Ten Commandments or Newton’s Principia or to the transcendental.
 In most, if not all, of the dominant doctrines of Asia - Hinduism, Buddhism, Taoism or Confucianism - is there any clear conviction of the individual soul. The ‘path’ in Buddhism or ‘the Way’ in Tao is in some way common to all spiritual thinking in Asia. Tao is the way the universe works, the Order of Nature, which is action unified and spontaneous. Happenings in the universe are, by reason of an internal necessity, the interactions of parts of a whole. No thinker stresses the possibility of any initial conscious act of creation. Order derives from chaos spontaneously. The universe is conceived to evolve from initial simplicity and disorder to its present state of complexity and order in purely naturalistic term.
The conception of the natural order influenced the social order. The ideal was an organic unity of rulers and people. “Heaven sees as the people see; heaven hears as the people hear.” China’s “world view” has persisted through the ages, and it has produced a constant characteristic of Chinese civilization. That characteristic, achieved through rational humanism, is the compelling need for harmony, harmony between individuals, within social groups, within economic classes, between the people and government, and between governments on the world stage. 
The basic goal of international interdependence management should be harmony. This was the traditional view in management of the Bretton Woods arrangements, which created the IMF and the World Bank in 1944. The system sets up rules of management. Floating was adopted not because it was considered desirable but because a re-entry to the system could not be negotiated in 1972-74.

Asian currency and world money?
We come to a close of the end of the currency chapter. Would an Asian Dollar be useful in Asia? A common currency would mitigate the harmful effects of major exchange rate changes and could help to avoid such fiascos as the 1997-99 crises. It could also be a catalyst for increased economic integration. But a single-currency monetary union is not feasible in Asia, because it is not yet a security area. 
What does the status quo look like? If we look ahead to 2012 maybe the Chinese economy will overtake the Japanese economy and maybe then in 2040 China will overtake the Euro area economy. The alternative to this would be the creation of an Asian currency. The difficulty with an Asian currency is that Asia is not yet a security area, i.e., a war- free zone. Countries can share a single currency only if they have a defense alliance or union. This does not seem likely in the foreseeable future. But Asia could have a fixed exchange rate regime if it could find a suitable anchor. Conditions for an Asian monetary area would be the consensus on criterion for monetary stability, common measure of inflation, the lock of exchange rates, common monetary authority and division of seigniorage. That would be the five preconditions for the creation of an Asian monetary area.
An alternative scenario would be an APEC solution, using the APEC countries, which includes the United States in it. The advantage is that the United States would temper the bilateral problems between the two big areas in Asia, Japan and China, and use an external anchor of the dollar. It is important to remember that currencies are power centers. The APEC solution would represent 55-60 percent of the world economy. Is that possible? Well, I made the suggestion at the APEC meeting back in 2001 in Shanghai, but the United States was against it. 
We need to apply the principles of the sufficiency economy at the international level. We need to restore the international monetary system with a global currency that can be used as a universal anchor for countries that want to be part of a global system. The dollar has been the de facto international currency since World War I, when it took over that role from the Pound sterling. The dollar initially shared honors with gold, but now it has displaced gold as the principal international asset. Yet, the dollar cycle poses great problems for countries like those in ASEAN. 
A global anchor based on two or three or four of the most important currencies would be a step toward a more reasonable international monetary system. I have suggested that a new kind of Bretton Woods treaty be debated and formulated by 2010. The debate over this issue would be a catalyst for dealing with other pressing economic and political problems.

There is still unfinished business like the international monetary reform, the growing recognition of the need for a world currency. Global currency might sound strange to you right now but 2000 years ago there was a universal currency, at least at the European side of the world, the Roman currency. 1000 years ago the Roman currency was still over Western Europe, and 100 years ago there was a global currency, it was gold. Gold is gone forever now. We will never come back to a gold standard, that’s a thing of the past, probably. Well, I should not be so dogmatic! One of the candidates for president, the congressman from Texas, is an advocate for the gold standard. But I do not think that it is feasible to go back to a gold standard today. What we do need to have is a global currency standard based on the major currencies. Possible stabilization of the dollar, Euro and yen and maybe RMB as platform for a world currency, called the INTOR. It would be a single global currency. Not a single currency, every country would keep its individual currency. But a single global currency, only one currency used for international transactions. That’s where I see some movements in this direction towards the future and some steps towards international harmony. 
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