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TiTo Boeri  Good evening to you all. Dani Rodrik, 
the academic who will talk to us about his theo-
ries this evening, is perhaps one of the people who 
has contributed most to analysing the relationship 
between the market and the institutions responsible 
for redistributing income, because one of the limits 
to effectively exercising freedom is the fact that the 
market, the relationship between the market and 
wellbeing, often tends to ignore the distribution of 
income. So the activities and openness of the markets 
have very important effects on distribution and it is 
for this reason that institutions exist. They represent 
infrastructures for the functioning of these markets, 
also serving precisely to remedy situations in which 
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ing tension between collective decisions, institutions 
operating on a national scale and phenomena, such 
as those linked to globalisation, which go beyond 
the borders of sovereign states.

So I find it particularly appropriate for this first 
lecture by Dani Rodrik to centre on this issue, on 
the need to create forms of coordination between 
the decisions made in different countries, in order 
to succeed in managing processes taking place at 
global level. Dani Rodrik is Professor at the Ken-
nedy School of Government. In 2007 he received 
a very important award for his work, which has 
always been on the borderline between economics, 
political science and social science, the Hirschman 
Prize. He has an amazingly impressive curriculum 
and his output is truly boundless. We have a small 
programme which we occasionally use to evaluate 
the impact and number of scientific publications in 
our field; it is called “publish or perish”, meaning 
that you if you fail to publish you will inevitably 
end up succumbing to the competition in the field 
of research.

Well, if you enter Dani Rodrik’s name, the pro-
gramme almost freezes and then returns a mes-
sage saying: “List available exhausted”; more than 

the distribution of income may be blatantly unjust 
and thus, to some extent, to reduce the inequality 
created by the operations of the markets. 

Dani Rodrik is the author of fundamental papers 
analysing the relationship between the openness 
of markets, internationalisation, globalisation, the 
openness of commerce and redistribution systems, 
underlining that it is fundamental to have institu-
tions which redistribute, guarantee social protec-
tion and avoid disparity, precisely when it is wished 
to liberalise trade. In general, he has underlined 
that the markets do not take action on their own, 
but need the intervention of institutions. There is 
however a problem: these institutions can only be 
set up through collective decisions, mechanisms 
and decision-making processes that extend beyond 
the choices of individuals. There are democracies, 
demands, organs and decision-making times in the 
context of which these institutions can be set up. 
However, today defining jurisdiction and establish-
ing who decides and carries out these collective 
choices takes place predominantly at national level, 
while there are also many phenomena and processes 
which are indeed now happening on a scale going 
beyond national frontiers. Thus there is an underly-

4
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view of some of the ideas in my new book, which 
has just been translated into Italian, has been in the 
bookstores I guess in Italy for now about a week 
or so, and try to relate some of these issues to both 
how we think about the crisis, in which the Euro-
pean Union finds itself in and what it says about the 
future of globalization.

Of course my title The future of globalization is a 
teaser. I have no idea about the future of globaliza-
tion and maybe I should stop here and give those of 
you who want to leave at this point, the chance to do 
so. But in any case, any time an economist talks to 
you and promises to tell you something about what 
the future will look like, that is a good time to leave 
the room. We have an absolutely terrible record. I 
think it was John Kenneth Galbraith that said that 
economic forecasters exist to give astrologers a 
good name. I’m not sure in light of the last few years 
whether in fact it may not be the other way round.

I’m known as a critic of globalization, but what 
I’m going to try to do here is not suggest that glo-
balization is a bad thing, not going to suggest that we 
should resist globalization. I’m going to try to sug-
gest that globalization and capitalism, which is very 
closely allied to it, is a set of institutions, that is in 

a thousand publications are listed, some of which 
have been widely quoted, with an astonishing num-
ber of citations in google scholar. Thus it is truly 
a very restricted list of citations, because these are 
authoritative international magazines, in which it is 
very difficult to get published. Few articles are pub-
lished, so having such a large number of citations 
is genuinely a sign of a very strong impact on the 
subject area.

His most cited work is a book published in 1997 
entitled Has globalization gone too far?, a work 
which not by chance was cited by “Business Week” 
and put on the list of the ten most influential books 
of the decade.

This evening he will perhaps talk to us about the 
consequences and the subsequent phase in his con-
siderations. The title that he has decided to give this 
lecture is The future of globalisation. Dani, the floor 
is yours!

Dani roDrik  Thank you very much Tito for that 
very gracious introduction and for your invitation. 
It is wonderful to be in this great town, in this beau-
tiful hall, talking about some of the most burning 
problems of our days. I will try to give you an over-

6
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omy works presumed that that a market economy 
really requires a very minimal state, a very minimal 
set of governance arrangements for the market. In 
particular the way that Adam Smith put it, you need 
of course the state to provide for national defence, 
you need the state to provide for a system of pro-
tection of property rights, so that capitalism can 
exist, and of course you need minimal administra-
tion of justice. Those are the three things that the 
State really requires. Now, Adam Smith in fact, had 
a much more expensive view of the functions of the 
State which you get if you read his other work, and 
not just The wealth of Nations.

But this minimal view, this very thin understand-
ing of what market system required, is still the resi-
due of the Smithian system and the textbook version 
of the market economy that we have inherited from 
that initial version 1.0 of capitalism.

In practice, this version of capitalism was the 
view that underlay the nineteenth century conduct 
of economic policy; where in fact the state had very 
limited functions, collected very little revenue, and 
didn’t have an understanding of conducting macro-
economic policy or providing a lot of any social 
protection. It is also the foundation of today’s liber-

fact quite malleable, quite variable, and it is in our 
hands to construct a different narrative, a new set of 
understandings, a new conception about what glo-
balization ought to be and what an appropriate form 
of capitalism for the present century would look like.

And it is towards the creation of this new nar-
rative, this new story line about what globalization 
ought to be, that I want to present a few ideas. But 
first, let me go a little back to suggest how we got 
here and in particular how our ideas about capital-
ism, market systems, globalization, have evolved 
over time. Just to give you a sense of what I mean 
when I say that capitalism is something that is highly 
malleable, highly flexible. We have had several ver-
sions and I’ll give you a very capsule summary of 
our changing conceptions of capitalism. The earliest 
intellectual construction of capitalism, what I call 
version 1.0, is an idea that goes back to Adam Smith 
and Adam Smith’s central insight was that the mar-
ket, the market system and competition are the most 
dynamic form of an economic engine that we could 
think of and that markets and competition were a 
source of generating wealth and material well-being.

And the simple textbook renditions of the way 
that a market economy or a capitalist market econ-

8
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banks don’t cheat their borrowers, that firms and 
producers don’t cheat their customers and that 
countries have the productive structure to generate 
new industries and move into new industries that 
markets don’t necessarily generate on their own.

So you need a whole set of regulatory institutions. 
In addition, as Keynes taught us, markets are also not 
self-stabilizing, they need monetary and fiscally insti-
tutions to ensure that they generate adequate levels 
of employment, that the business cycle is moderated. 
And ultimately markets themselves are not self-legiti-
mizing, because the economic outcomes that they 
generate may not always be consistent with the values, 
the norms, the customs of a broader social and politi-
cal community. So you need safety nets, social protec-
tion and, ultimately, of course political democr acy as 
well, as an institution that legitimizes markets. This 
because, ultimately, people know that they have the 
power and the voice to generate the rules that can 
influence the way or moderate the allocative and dis-
tributional outcomes which markets produce.

That is why the evolution of capitalism during 
the twentieth century, in particular after the Second 
World War, has seen the emergence of a wide range 
of institutions, regulatory institutions, redistributive 

tarian vision. Libertarianism is a current of thought 
that still remains quite strong in the United States 
and attaches a very minimal function to what the 
role of the government ought to be and the basic 
idea is that the government should do the absolute 
minimum, just get out of the way and markets will 
take care of themselves, in particular they will take 
care of all of our needs at the same time.

This early version of capitalism was eventually suc-
ceeded by a more elaborate version, what I call ver-
sion 2.0. The central insight of this version focused 
on the limitations of markets and what in fact mar-
kets required in order to perform all the advertised 
benefits. This was based on an understanding that 
markets need a whole range of additional non-mar-
ket institutions and non-market mechanisms of gov-
ernance in order to work well, in order to become 
sustainable, in order to be viewed as legitimate.

So markets in fact aren’t self-creating. You need 
not just property rights, but also a wide range of 
contract enforcement institutions, wide range of 
judicial institutions to enforce contracts as we have 
increasingly understood they are not self-regulating 
in the sense that you need rules and regulations to 
ensure that employers don’t cheat their workers, 

10
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that in order for what today we call Keynesianism, 
Keynesian economic policies, Keynesian modera-
tion of the business cycle, Keynesian interventions, 
it was very important that the economic system not 
be thoroughly globalized. In particular it was very 
important that there be controls on the flow of capi-
tal across the world, because he understood that if 
you put all these countries in a globally integrated 
financially globalized world, giving the ease with 
which money can flow in and out of countries and 
the constraints that that would place on the conduct 
of macroeconomic policies, that the kind of policy 
that he advocated, Keynesianism, would be incom-
patible with that kind of a system. So, famously, 
Keynes said that we need capital controls not just as 
a temporary expedient until the post war reconstruc-
tion is completed but as a permanent element of this 
new regime. Similarly, in the area of trade relations, 
even though the GATT regime, the General Agree-
ment on Tariffs and Trade, undertook and was suc-
cessful in generating significant amount of trade 
liberalization, by today’s standards it is interesting 
how unambitious the GATT system was in push-
ing globalization in trade: we had whole areas of 
world trade left out of the GATT. Services was not 

institutions, monetary and fiscal institutions, and 
institutions of social and political conflict manage-
ment, which have been the complement of markets 
and which have been necessary to legitimize mar-
kets. Essentially the socialist revolution, the com-
munist revolution never came to pass, because that 
capitalism reinvented itself in this version 2.0 form; 
it learnt to regulate itself, it learnt to embed itself in 
this broader, social and political compact.

In practice the way that this was practiced in the 
advanced countries of the world, it was a combina-
tion of Keynes and welfare state; Keynes in terms of 
macroeconomic policy, stabilization policy and the 
welfare state to provide for the social protections. In 
the newly industrializing countries of the develop-
ing world, there was a third set of interventions and 
those were of course import-substitution policies or 
industrial policies to restructure their economies to 
overcome market imperfections of another kind in 
the productive sphere.

Now this capitalism version 2.0 was a national sys-
tem of capitalism, not a global one. In fact, Keynes, 
who was one of the architects of the post Second 
World War global economic system, the so-called 
“Bretton Woods regime”, understood very well 

12
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thing that is sometimes called neo-liberalism or mar-
ket fundamentalism, that basically threw away the 
older understanding and started to push for what 
I call in this book “hyper globalization”, which is 
an attempt to attain a textbook level of economic 
globalization, where there is no difference between 
domestic markets and international markets, where 
national borders make no difference whatsoever. 
This push for hyper globalization was an attempt 
to do away with any regulations that imposed costs 
on trade and financial flows at the border. So what 
became potential targets for removal were not just 
measures at the border like tariffs or restrictions on 
flows of capital, but also any kind of domestic reg-
ulations in different areas that might be viewed as 
increasing the cost of doing business internationally.

There were two legs to this push for hyper glo-
balization: one was the new World Trade Organiza-
tion, which was much more ambitious, much more 
expensive in terms of how much it wanted to push 
the trade liberalization frontier and also how much 
it went beyond the border into trying to harmonize 
and regulate rules in terms of patent rules, copyright 
rules, industrial policy rules, subsidies, health and 
safety rules to the extent that they might impose bar-

included, agriculture was not included, developing 
countries were not bound by many rules, they could 
do whatever they wanted. So, the rules applied only 
for manufacturers trade for the advanced countries 
and even for those countries when certain large sec-
tors got under pressure that conflicted with prevail-
ing social and political bargains, those sectors were 
taken out of the rules. Textiles and clothing were the 
most famous example in the context of the so-called 
Multi Fibre Arrangement.

So this system, capitalism version 2.0, was a 
national system of capitalism. It existed within a very 
thin regime of global rules designed as such on pur-
pose, because that was the whole idea of the Bretton 
Woods regime. It left significant room for manoeu-
vre, for domestic policymakers, policy space – an 
idea that I’ll come back to later. Now, for various 
reasons, the post war Bretton Woods compromise 
evaporated. It was partly because, as the regime was 
successful, some of the main lessons were forgot-
ten and improvements in communication and other 
technologies made increased capital mobility seem 
inevitable. But part of it was a new way of thinking 
about the relationship between markets and society, 
something that developed during the 1980s, some-

14
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of “an unlevel playing field”, unfair trade – concerns 
about “how can we compete with people when com-
panies employ workers under labour standards”, 
let’s say, that differ significantly from ours or “how 
can we compete when governments are subsidiz-
ing their industries elsewhere, how can we compete 
with firms that are ravaging the environment”.

In domestic settings commerce exists within a uni-
form set of institutions. The problem of level play-
ing fields becomes an important issue in an inter-
national setting because you are now trading across 
jurisdictions with different sets of rules. Economists 
by and large said these kinds of concerns weren’t 
of importance, that institutional differences were 
simply another expression of the principle of com-
parative advantage, that one shouldn’t worry about 
things like corporate tax competition, and so forth. 

So, the view was that the consequences of the 
push for hyper-globalization for domestic social 
arrangements, domestic regulations, and the way 
that domestic democracy worked, were either mini-
mal or not very harmful.

I think many of the problems of the existing 
model of globalization are directly the result of that 
overreaching. One direct result is that we have cre-

riers to international trade and investment. On the 
other side, there was financial globalization, the idea 
that the flow of capital, the flow of financial assets 
ought to be free as a norm rather than regulated.

I think there were at least two blind spots that 
led to this push. One was that one could push for 
this hyper globalization and worry about the insti-
tutional underpinnings catching up later, so people 
who pushed for example for financial globalization, 
for free capital mobility, were often aware that in 
order for that system to work, you needed significant 
improvements in the domestic regulatory apparatus 
and significant amount of new macroeconomic tools 
to come into play. But even though those regula-
tions and tools lagged behind the increase in capi-
tal mobility, the general response was: well, it’s not 
capital mobility we should restrict, it’s just that we 
should make sure that those institutions and regula-
tions come into being.

The second blind spot was that this increased 
attempt to integrate markets would have either no 
or mostly benign effects on national institutional 
arrangements and therefore on the working of 
national democracies. So we could disregard the 
concerns of workers and others about the problem 

16
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very interesting development that the period since 
1980 was a tremendous success for of many coun-
tries, including most significantly, of course, China 
and a few other countries in East and Southeast 
Asia. The period since 1980 has seen unparalleled 
poverty reduction in the world. But the paradox 
here is that the countries that were the most success-
ful in this period, countries like China, Vietnam and 
a few others, were successful precisely because they 
played the globalization game not by the post 1980 
hyper globalization rules, but because they played 
the game by the earlier Bretton Woods rules. As the 
Chinese like to say – keep the window open, but do 
not forget the mosquito net – so this way you get the 
fresh air, but you can keep the bugs out.

China’s approach to globalization is particularly 
instructive. The Chinese did not liberalize their 
trade until they restructured their economy. They 
joined the World Trade Organization very late. 
They liberally used their trade and industrial policies 
to develop and manage their industrial base, which 
they could leverage through trade. They managed 
and continue to manage capital flows; they managed 
their exchange rate. So, it has been this heavy man-
agement, incompatible with our existing post 1990 

ated a world trading regime which lacks complete 
legitimacy. The World Trade Organization, which 
for economists is one of our crowning institutional 
achievements of the last thirty years, is probably the 
world’s least popular organization if you ask the 
person on the street. Unlike economists, the public 
have the intuitive sense that a chain of delegation 
which goes all the way from the domestic electorate 
to a bunch of judges in Geneva is too long and not 
entirely consistent with our understanding of how 
democracy and democratically accountable decision 
making ought to work.

So lack of legitimacy has been the key problem 
faced by the new trade regime. The problem in 
financial globalization has been rather different in 
that we did not succeed to create something like the 
World Trade Organization and all its rules. So we 
ended up with inadequate regulation and therefore 
instability, inefficiency and a series of periodic crises 
in finance, arising from inadequate regulation glob-
ally and inadequate regulation domestically. The 
most recent of these was of course the financial crisis 
that emanated from the United States and spread to 
other countries after 2008.

With respect to developing countries, we had the 

18
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important substantive argument against this concep-
tion of our next phase of globalization is that it is also 
undesirable. It is not desirable, because democracy, 
as a way of organizing our affairs, remains national 
– the principal legitimate locus of democratic delib-
eration remains the nation state. And that is why we 
require room for diversity in the types of regulation 
and the types of institutional infrastructure that 
markets need.

This diversity in national preferences and needs, 
which is expressed through national democratic 
deliberative mechanisms, is not just an inconve-
nience. It’s a desirable part of how we arrange our 
broader life and the way that we exercise voice and 
exercise our political rights. So the question becomes: 
if different countries have different preferences, for 
example, if France wants a little bit more financial 
stability at the expense of less financial innovation 
and therefore wants perhaps greater regulation of 
derivatives than the United States views as appro-
priate because the United States may value financial 
innovation more than financial stability, shouldn’t 
France, or the European Union, have different rules 
on derivatives than the United States? And if of 
course they should, then it is going to be impossible 

version of globalization, that actually lies at the root 
of the success of these countries. 

The fundamental problem of the world economy 
today is the imbalance between the global reach of 
markets and the largely domestic scope of their gov-
ernance. The question about the future of globaliza-
tion is: what does a global version of capitalism 3.0 
look like? 

The temptation is to say, since capitalism 2.0 was 
one where institutions were nationally based, but 
now markets have become global, that this new ver-
sion of capitalism should be one where we take our 
domestic institutions, our national institutions, our 
domestic mechanisms of governance, and simply 
globalize those as well, alongside global markets.

Hence the talk about global governance and 
global governance in a real sense, not a thin layer 
of global governance, but real global governance 
in the form of truly global regulation, truly global 
standards, truly global safety nets and truly global 
macroeconomic management and so forth.

Of course as soon as we think this through fully, 
we say “well this is impractical”. Global governance 
places too much faith on the willingness of countries 
to give up national sovereignty, but I think the most 

20
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this ongoing process of legislation, the acquis com-
munautaire, which no one knows how many pages is 
at present, but everybody agrees that it is more than 
a hundred thousand pages. Some of the European 
countries have gone even further in creating a uni-
fied monetary zone and the European Central Bank.

But what the crisis has taught us is that, despite 
all this institution building – which has gone much 
further than what we experienced in the rest of the 
world – that even that was insufficient. That Euro 
zone needed, in order to sustain a common monetary 
area, a common financial system, common monetary 
policy, also needed a common fiscal policy. So they 
needed a fiscal union, and regulations in financial 
markets to be harmonized. But those weren’t done, 
I think, for the simple reason that it was much easier 
to transfer monetary policy to a union level organi-
zation, because that was viewed as largely a techno-
cratic decision. It could be delegated to a bunch of 
technocratic central bankers, the ECB.

The moment you start talking about regulation, 
the moment you talk about fiscal policy, these are 
issues with much greater political import and it 
becomes much harder to agree on what the com-
mon rules are going to be, it becomes much harder 

to talk about a unified world markets in swaps and 
other kinds of derivatives. Similarly, if developing 
countries have very different policy needs, in terms 
of industrial policies, restructuring policies, to carry 
out a structural transformation and diversifying 
their economies because they are at a much lower 
level of development, earlier in the stage of devel-
opment, is it appropriate necessarily to pigeonhole 
them with other countries that may not have similar 
needs and force on them the same kinds of restric-
tions on their policies, on their industrial policies 
and subsidies that may not be as appropriate? 

Now, in some ways, the European Union is an 
exception that turns out to prove the rule, because 
the European Union, at least one conception of the 
European Union, was that what Europe was trying 
to do, was trying to construct a regional version of 
what I have called global governance. The idea was 
that if you are going to have a truly unified single 
market in Europe that that needed to be embed-
ded in Europe-wide institutions and we got a fair 
number of those institutions: we have got the Euro-
pean Parliament, the European Commission, the 
European Court of Justice, which has been very 
important in enforcing the single market, we have 
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So, this is just to say that, when we complain 
about the lack of institutions in Europe, we have 
to understand that historically this is a process that 
takes a very long time and we shouldn’t be too harsh 
on European policymakers for not having been able 
to complete this integration process, the institution 
and political aspects of this, judging from the Amer-
ican example.

In a way the misfortune of Europe was having 
been caught in this crisis, which came from the 
United States, midway in this process of institution 
building and institution integration. But what we 
see in the United States is precisely what Europe 
today lacks. If California has a large budget deficit, 
if the state of California has a very large budget defi-
cit, and therefore looks like it might be insolvent, it 
might be bankrupt, what happens? Well, Califor-
nia shares a common currency with the rest of the 
United States, just like Greece and Portugal and Ire-
land do. But when the state of California becomes 
insolvent, Californians, individual Californians, 
are automatically getting welfare payments checks 
transfers, pay reduced taxes to the federal system, so 
there is an immediate system of transfers, of safety 
nets that come from the Union.

to agree that you are going to delegate these to truly 
European institutions and therefore these remain 
at best handled in an intergovernmental fashion, 
where the national governments of individual mem-
ber states still retain prerogatives, still are the ones 
that are carrying out these policies and not a union-
wide institution.

The best way to actually see how incomplete the 
institution building and the building of a political 
union in Europe has been, is to compare Europe to 
the United States, because the United States after all 
is a collection of individual states. And the United 
States went through a very similar debate and similar 
period of integration, the United States didn’t start 
out as a single political federal entity. The whole 
debate in the Constitutional Convention of 1787 
in the United States was whether the United States 
would remain a confederacy where each individual 
state retains significant sovereign powers or where 
in fact these states would give up powers to a federal 
government in Washington D.C. and ultimately was 
the federal step one, but it took a whole century and 
ultimately a civil war for that gain, for that decision 
to have actually turned into practical reality for the 
United States to become a truly federal entity.
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States, from the perspective of California versus the 
federal government, is that the state of California has 
given up its sovereignty and has accepted the reach 
of federal laws and regulations and has accepted the 
limitation that it can never overcome those laws and 
regulations. Of course in return Californian resi-
dents are given political representation; they actu-
ally can stand up for their interests in the common 
monetary policy, in the common fiscal policy and in 
the common regulatory policies.

Because this is not how the European and the Euro 
zone system works, the crisis within Euro zone is more 
costly both in economic terms, because you don’t 
have these various mechanisms of assisting parts of 
the Union that are in trouble, but also becomes more 
costly in political terms, because the process of nego-
tiating becomes highly contentious. Therefore you 
have the Northerners and the Germans complaining 
about Greek profligacy and why should Germans bail 
out the Greeks, who had overspent, and the Greeks 
complaining about how selfish the Germans are and 
simply bailing out their own banks.

The central point that I am making in terms of 
the necessary complementarity between broader 
institutions, including political institutions, and 

Nothing like this exists in the EU.
Moreover, just because the state of California is 

bankrupt, it doesn’t mean that individual borrowers 
in California get shut out of credit markets either. As 
long as if you are a bank in California, if you have a 
good balance sheet, you can continue to borrow in 
American credit markets, even though the govern-
ment of California is bankrupt.

Look at Greece today. Just because the Greek 
government is bankrupt, no Greek bank can bor-
row. Why? Because there’s still something in 
Europe called country risk, sovereign risk, Greece 
is still viewed as sufficiently sovereign, whereas Cali-
fornia isn’t, and therefore the fact that the Greek 
government is insolvent means no other borrower in 
Greece can access markets at the same time.

In the United States we also have a Federal Reserve 
that automatically provides for lender of last resort, 
not through a series of ad hoc and highly contentious 
negotiations. Californian interests are represented 
directly in Washington, in the federal political insti-
tutions, Californians can easily move and job seek 
elsewhere in the United States without facing lan-
guage barriers, without facing culture shock.

Effectively the “quid pro quo” in the United 
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Potentially the European Union could be an 
exception, but as we are observing today and as 
my discussion makes clear even there, there is a big 
question mark. 

Third, that there is no single way, in the sense of 
how we design institutions, these mechanisms of 
regulation. The institutional designs that underpin 
market economies will differ according to the demo-
cratic preferences of different jurisdictions.

Countries, democratic countries in particular, 
have the right to protect their own social arrange-
ments and institutions, but not the right to impose 
them on others.

There is an important distinction here. If you 
want to protect your financial market regulations, 
your labour market institutions, your safety nets and 
if that requires some impediments to the free flow of 
goods and services, that is ok. But, what it is less ok 
is to impose on other countries your labour market 
institutions, your financial market regulations. 

These ideas imply that we need to push for a sys-
tem of international economic governance that is 
significantly less ambitious, significantly falls short 
from the global governance idea and creates policy 
space for democracies, for the advanced democra-

single integrated markets, we can see is precisely in 
the dilemma that the European Union faces today, 
because if the European Union is going to get out of 
this crisis, I think it has to make a decision. The deci-
sion is either it decides to become more of a political 
union and that’s because it has to federalize fiscal 
policy and it cannot federalize fiscal policy without, 
in some sense, building a political community at the 
same time, or if it is unwilling to do that, if it is una-
ble or unwilling to achieve political integration, that 
it is going to have to accept less economic union. In 
other words, allow Greece and the others to actually 
have the policy instruments that they need in order 
to reactivate their economies.

I will finish by returning back to some of the 
global issues and summarize my argument by way 
of a number of general guidelines. 

The first point is to really drive home the point 
again that markets need to be deeply embedded in 
systems of governance in order to work well.

Second, that these institutions of governance, 
specifically, democratic governance and political 
communities today are organized largely within 
Nation States and they are likely to remain so in the 
immediate future.

28



31

finding ourselves in exactly the same set of problems 
that we have created, namely this dangerous imbal-
ance between the reach of markets and the scope of 
the governance. And we have to figure out a way of 
bringing those to much more closely aligned to each 
other. Unfortunately, there is no way of doing that 
except for reducing our ambitions on how much 
globalization we can have.

So, the paradox of globalization is that sometimes 
less is more. Thank you very much.

TiTo Boeri  Thank you Dani for this vision, which 
in some ways leaves orthodox economics on these 
issues behind, and thank you above all for the atten-
tion you paid to the problems of the European 
Union, also dealing with the very difficult choices 
facing Europe as regards the need to in some way 
accompany and move further towards integration in 
order to deal with the public debt crisis. We have 
time for a few questions from the public. The first 
to speak is Lucrezia Reichlin. 

QuesTion from auDience  I’m Lucrezia Reichlin 
from the London Business School. 

I find your intervention quite convincing. In a 

cies, so that they can recreate their own domestic 
social and political bargains for the developing 
countries to have the space to undertake the kinds 
of policies that are needed to restructure their econ-
omies and diversify their economies. I have empha-
sized the importance of the normative value of cre-
ating this policy space because of the presumption 
that the constituent units are democratic, that the 
policy outputs are therefore normatively desirable, 
normatively have value. Of course, not all countries 
are democratic and therefore we need to think about 
a second set of considerations about how do we deal 
with non-democratic countries. I’m not going to go 
into the detail of that, but simply say that in non-
democratic countries, since we cannot presume that 
their choices reflect the needs of their citizenry, that 
it would be not undesirable to subject those coun-
tries to less permissive rules in terms of how much 
policy space are required.

So, what is the future of globalization? I have no 
idea, but I do know that if we go on our current 
path, where we simply presume that we can build 
these global institutions, these global governance 
mechanisms as implausible and undesirable as that 
path might be, that we are going to be once again 
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the functioning of democratic deliberation, enhance 
the quality of democratic deliberation at home.

So, you might view, for example, delegation of 
monetary policy making to an extra national central 
bank as a sort of desirable kind of delegation, because 
it takes monetary policy making out of the hands of 
the policy and we know, with all the time consist-
ency problems and short-termism that country policy 
might be otherwise subject to, that is a good thing. 

We can extend that principle across a number of 
different areas. For example we might say, globally 
enough, it would be perfectly desirable for World 
Trade Organizations to have rules as to sort of how 
the trade policy making machinery in individual 
countries ought to satisfy certain normatively desir-
able standards like: accountability, representative-
ness, adherence to scientific and economic knowl-
edge and research and so forth. Those are all things 
where I think the external regime, the global regime 
or the regional regime, can make hugely important 
contributions.

In the case of the European Union, I also agree 
with you in terms of the dynamics. To make it very 
clear, the difference between Martin Feldstein and 
my view was that Martin Feldstein said from day one 

way I have to disagree that we need global govern-
ance in particular for the European mechanism in 
integration. I think actually your point is one of the 
point that I would like to make tomorrow when 
I’ll talk about the ECB, but I have two questions. 
First, you’re talking about what happens in the case 
of non-democratic states. I would say, even in the 
case of democracy. We live an imperfect democracy, 
and so it is not obvious that going first for monetary 
union or financial integration is a bad idea for the 
dynamic of devolution of other institutions like fis-
cal integration governance and so on.

And the second question is why do you think that 
the nation is the obvious unit when we talk about 
the democratic process, and of course if you don’t 
talk about the nation at a more granular level of dis-
aggregation, then it’d be quite different. 

Dani roDrik  Great, great questions. On the first, 
you’re absolutely right that democracies don’t neces-
sarily work perfectly and for that reason actually I had 
never chanced to talk about this, but one area which 
I talk about in the book, which I think is important, 
is one area where there is significant value in global 
rules, original rules. It is rules that actually enhance 
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ably they may not be in Europe, hopefully, there’s 
not any normative value that attaches to the nation-
state. Then the problem is: how do you construct 
the political community? Here there is a big respon-
sibility for people like Merkel who rather than tell-
ing Germans the story that she is telling now, at this 
point of the political union it is going to be rude to 
construct the political narrative about how this is 
the germ of a political union. So that would be the 
issue, but of course that’s not how the discussion 
has been carried out today. 

QuesTion from auDience  I don’t know much 
about economics, but I would be very interested 
in knowing what is your opinion about some major 
European countries being out of the monetary sys-
tem, let’s take UK. From your point of view, how 
much sense does that make? Thank you.

Dani roDrik  I think the British had their reasons, 
which was they have their financial institutions, they 
didn’t want to be part of a set of common rules; I 
think that was probably a wise decision. 

The more relevant question today is: should 
country like Greece actually leave the Euro zone? 

that the Euro zone will never work, a common cur-
rency would never work. But I interpreted that like 
you: this is a process, as long as there is in the back of 
this a conception that you are integrating, that this is 
not where the process stops, that there is a political 
conception behind it, that it might make sense. 

And it might still have made sense, I think, if the 
American crisis hadn’t struck. So, I agree with you. 
That’s why I am still not down on the process. I 
don’t think I said that this was a bad thing.

On the second question, I agree with that as well. I 
think the nations state is a way of organizing a sort of 
like local public goods. So, if you think that different 
communities have different preferences for the type 
of public goods they want and if the nation-states 
are broadly aligned with those preferences, then it is 
ok for each different community or nation to have 
their own type of, their own kind of, financial regu-
lation for example, and that significantly undercuts 
the argument for why they ought to be a regionally 
or globally harmonized. 

The normative value in the nation-state is to the 
extent it reflects a mass of preferences that might be 
different from those elsewhere.

But, where differences aren’t huge, as presum-
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Dani roDrik  No. First of all the World Trade 
Organization is very different from the United 
Nations. The World Trade Organizations, just to 
give you a sense, is the only international organiza-
tion that has ever made, for example, the United 
States change its policy. Think about that for a sec-
ond. The United States, which is obviously the world 
greatest power, has never changed anything that it 
does because of any kind of international decision, 
and has had to change some of its regulatory policies 
because of WTO decisions. And of course what is 
true for United States, it’s true for other countries.

WTO has a degree of enforcement power in prac-
tice, which is orders of magnitude different from 
any other international organizations, except for a 
few international climate agreements and so forth. 
In that way it is a big success. If you ask economists 
what is the UN, it is nothing, but the WTO, their 
decisions really make a difference. 

Why is it democratic, non-democratic? I would 
like to see the World Trade Organisation moving in 
the directions that I suggested which was that it will 
have much greater legitimacy to the extent that the 
rules of the WTO are geared at enhancing domestic 
democratic decision making. So enhance the trans-

and I think unfortunately there is going to come a 
point where, if it hasn’t come already, that, if the 
kind of a vision of a truly political European Union 
isn’t articulated and the problem that Greece faces 
today isn’t fiscalized throughout the European 
Union, then I think it leaves very little option for 
Greece but to exit the Euro zone and depreciate 
its currency, because otherwise this existing policy 
of austerity upon austerity is neither economically 
desirable, nor politically sustainable. And unfortu-
nately that becomes really the only other alternative 
for Greece and of course if Greece is going to do 
that, there is going to be at least a few others who 
has to be pushed that path as well. And the only 
question there is, if you are going down that path, 
whether the exit of Greece is done unilaterally at the 
moment of crisis or it is going to be done in a way 
that’s negotiated and orderly. 

QuesTion from auDience  You have been very 
harsh on the democratic credentials of the WTO. 
What you said may apply to any international insti-
tutions from the United Nations downwards. So is 
this a signal that you don’t believe in the democratic 
credentials of any international institution?
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if you look at trade in most things, including even 
agriculture today... So if you ask the question: What 
are the prospective gains from completing the Doha 
Round? They’re about this big, they are about 0,1% 
of global GDP. That’s not where the gains are.

If you want to look for gains, of course you would 
have to look at other areas. As you know, labour 
mobility would be a huge area where the global 
labour regime is roughly where the world trade 
regime was in the 1950s and so if you want to get 
some gains, that’s what you would have to work for 
and that’s where I think it would be very desirable. 
Similarly in financial, I think. It is very difficult to 
make the case at this point that there would be no 
losses and significant benefits from a regime that is 
much tighter on cross border flows.

So I think in trade and in finance, I think, pro-
spective gains are relatively small, there are lots of 
services area, in particular labour services where the 
gains are very large, where in fact I want to see the 
negotiations stay place. 

QuesTion from auDience  In your presentation you 
said that if California had a passive, USA can help 
her, but how can you think all the European states 

parency and the evidence space nature of domestic 
trade and industrial policies, rather than a narrow dis-
pace for policy diversity and harmonize all policies. 

I think there has been too much of the latter, too 
little of the former, and the more it is the second, 
I think, the more problematic it becomes from the 
standpoint of democratic delegation. 

QuesTion from auDience  I think you didn’t say 
nothing in favour of globalization. I mean, obvi-
ously the gains from trade, starting with manufac-
ture goods, agriculture goods moving to services, 
financial products, trading assets, obviously the gains 
from globalization are declining. Could you come on 
that a little bit? I know where you come from, but 
there must be some gains from going somewhere 
and Europe is gaining a lot from having more trade, 
there’s no question about that, within and without.

Dani roDrik  I think that we really have to look at 
area by area. In trade, in goods, in the 1950s there 
were huge potential gains from trade globalization, 
because their system was so highly restricted that the 
kind of globalization that took place in the 1960s 
and 1970s provided very significant benefits, but 
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take a long time, but if that’s going to be the path 
and as I think it’s the only coherent way of sustain-
ing the single market in Europe, including financial 
integration, I think that go has to be articulated 
today; that’s nowhere we are heading.

QuesTion from auDience  Professor Rodrik you 
said about the scope of the asymmetry between the 
scope of market and the reach of governance and, 
based on today’s speech and based on your previous 
publications, I know that you’re concerned not only 
about the scope of the governance but also the type 
of the governance, who’s going to benefit from that 
government and who is not. 

Talking about international trade, which is a major 
interest of mine, and given the stalemate in the WTO 
negotiations, namely the Doha Round, and the pro-
liferation of these bilateral trade agreements, that are 
believed to be not in favour of developing countries 
and directly establishing some kind of jurisdiction 
with investor trades arbitration etc., so do you think 
this is a type of globalization 3.0? I would like to hear 
your comments on this, thank you.

Dani roDrik  I think the trend you are mention-
ing is one that I’m quite worried about, and I write 

can give their sovereignty to an international organ-
ism and let them be controlled by it, like all the little 
states of the USA will be done by the US? 

Dani roDrik  There are different models of quasi 
federal regimes. I wouldn’t necessary say that the US 
one is exactly the right one for the European Union, 
and nor would I say that this is something that ought 
to take place tomorrow, or next month or in two 
years. But this is what the logic is. Today, Trichet 
said that Europe needs a common finance minis-
ter. Fine, it clearly does, but then to whom will the 
finance minister be accountable to? to Berlin? The 
moment you start thinking about what the politi-
cal structure behind that is, then you have to think 
about some kind of a federal political structure. So, 
yes, if you want to have a truly European Union cab-
inet, including a finance ministry, you need to think 
about a European Parliament that even has much 
more broader powers and a European budget that 
significantly goes behind 1%, that it isn’t so forth, 
and exactly what form of representation, how the 
election system, the system of federalism. These are 
all architectural questions that need discussion, but 
I think yes, ultimately that’s the path. It’s going to 
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QuesTion from auDience  I would like to ask what 
is and will be the impact on global economical deci-
sions of the new emerging powers as China, as India? 
Aren’t the occidental powers undervaluing them?

Dani roDrik  Clearly, we’re moving into a world 
which is becoming much more multipower and the 
centre of gravity in terms of powers is moving east 
and south, in particular the role of China is going 
to be very important. I think one of the interesting 
thing about the new powers (China, India, Brazil and 
so forth) is that even though they are very different 
countries, there is one thing that they share, which 
is that they are very zealous about guarding national 
sovereignty and I think that tells us that in this kind 
of new world regime, multipolar world regime, that 
we are going to be moving in, the arguments that 
I have made here in terms of understanding that 
national sovereignty as value, particularly when it 
is underpinned by democratic deliberation, this is 
going to be willy-nilly part of the global architecture 
in the new world system that we are moving into. 
So, even if this consciousness doesn’t exist intellec-
tually, it is going to be forced on us by the constel-
lation of new powers there. It does also the sense in 

about it in my book. I think that these bilateral 
trade agreements, these free trade agreements, 
which carve out extra national jurisdictions for 
foreign investors and so forth, aren’t imposed by 
the United States or Europe. The developing coun-
tries are dying to get into these arrangements. The 
problem isn’t necessarily that these powerful coun-
tries are imposing these asymmetric arrangements, 
is that the developing countries are following over 
each other because of, if I’m allowed a Marx’s term, 
self-consciousness, that they have an idea that these 
trade agreements can be a shortcut to development: 
that you sign these agreements, your risk rating goes 
up, you attract a lot of investments, everything goes 
well. We’ve seen time and again this expectation 
actually not really fulfilled. I think the problem here 
is more at a level of national consciousness, at a level 
of what these developing countries think they are 
doing, what their growth strategies is and what kind 
of a role these trade agreements can play. I think 
for some kind of countries it may make sense, but 
in many countries they’re sort of using this quite 
inappropriately, I think, as a shortcut to investment 
and growth strategy and I think they will be disap-
pointed. 
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And the second question is: you were saying, 
rightly so, that sometimes economic integration 
should wait for political integration, but there are 
clearly dynamic mechanisms. To some extent, eco-
nomic integration can create the conditions also for 
political integration. Standard example comes from 
your theories about trade; the fact that if you open 
up to trade, then you uncover, unfold, discover your 
comparative advantages so then open us to trade 
becomes something that is more beneficial for the 
country doing that. But there are also cases where 
things may go wrong (case of migration you were 
just mentioning before) and I’m a bit sceptical about 
your idea of opening more to labour flows, because 
we have the history of Europe and other countries 
that move from a situation where there is much more 
mobility workers to a situation where we close bor-
ders. Not only that type of integration does not cre-
ate a support and the constituency for more politi-
cal integration, but… So I wonder whether there is 
some dynamics that we were missing.

Dani roDrik  They are great, easy questions... Let 
me just say something about the NGOs. I actually 
do talk in chapter ten about this. One chapter in the 

which the kind of architecture I’m recommending 
is much more consistent with the shift away from 
Western Europe and United States, I think. The flip 
side of that is that countries like China will have to 
recognize that if they value their national sovereignty 
and they want to guard zealously their policy space 
for their own policies, then they need to understand 
that the systemic players, that the industrial coun-
tries have similar needs as well. So the quid pro quo 
will have to be that, yes, you can have your policies 
space, but we need it too, let’s discuss how we can 
create an interface between those that doesn’t spill 
over and create two adverse negative effects. 

TiTo Boeri  These were all very good and difficult 
questions, so let me add a couple of easy ones. First 
one: it seems to me to be a great absentee in your 
presentation, and I think it’s something that people 
here perhaps are interested in, and these are NGOs. 
In a way NGOs prove capable of monitoring, fol-
lowing, and addressing some of the issues we were 
addressing: fair trade, unfair trade by multi-national 
corporations and so on. I would like to have your 
view on this because there is also an issue of political 
accountability there, which is a very serious one.
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agenda, I’m somewhat sceptical that they are a large 
part of the solution. In some sense we haven’t come 
up with real alternatives to real existing democratic 
political institutions of the classical type and the var-
ious alternatives to whether it is these NGOs and 
various codes of conduct or it is, there is notions of 
network governance, that is the other kind of global 
governance that Powell has been talking about, I’m 
sort of sceptical that they can take us very far.

QuesTion from auDience  Getting back to our 
country, that doesn’t love NGOs, I’m talking about 
China, and we were talking about World Trade 
Organization, but not many people, who analyse 
international economy and policy, talk about Beijing 
consensus. It is not well spread in the world, but it is 
spreading. I would like to know about the influence 
of Beijing consensus? Thank you very much.

Dani roDrik  The Beijing consensus... I don’t 
know what the Beijing consensus is, I mean, I see 
it been mentioned, but I’m not quite sure what it is. 
I sort of have a sense of what the Chinese did and 
why they may have been so successful in what they 
did. I see very little transferability to other countries 

book is devoted to the question: is global governance 
really feasible and desirable? Obviously one of the 
mechanisms through which you can generate some 
kind of a global governance, as you suggested, is to 
rely increasingly on these international NGOs that 
provide information, that can monitor, have various 
kinds of accountability mechanisms and so forth. 
My conclusion, having looked at this, is that it’s a 
very imperfect set of mechanisms, because the kind 
of global market integration that these NGOs and 
various other similar movements, like incorporate 
social responsibility or the transparency initiatives, 
various labelling initiatives and so forth, can sustain, 
I think, is a relatively limited kind of global eco-
nomic integration. We see this already in a number 
of different areas. For example, when you scratch 
the surfaces, various labelling initiatives or fair trade 
initiatives turn up to be, in a lot of cases, not more 
than feel-good initiatives. There are huge problems 
in terms of accountability, there are huge problems 
in terms of who gets the information, how is it con-
veyed, does it actually make a difference in practice. 
My general evaluation is, without in the least bit 
wanting to devalue the work that these NGOs do, 
in particular in putting very important issues on the 
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Somebody asked what should we do? Those are 
in some sense empty of content, because if you say 
how are you going to provide market oriented incen-
tives, how do you to get property rights protections, 
how do you get out with orientation, that’s where the 
details are and my analysis suggest that those details 
are highly context specific and depend very much on 
local market conditions and local political considera-
tions and so there you can’t have consensus really.

QuesTion from The puBlic  I am not a technician 
so I will speak in a more simplistic manner. I am a 
small businessman who has unfortunately suffered 
from what has happened. In the last few days I have 
read that in practice the financial situation is more 
or less the same as it was before the crisis in cer-
tain ways. We have gone back to where we were, 
so in this period rules have not been put in place, 
they have not happened. I would like to understand 
whether in two years we will be in the same situation 
we experienced two years ago.

Dani roDrik  Well, you are taking me at my word 
of the title “the future” and I was trying to pre-
vent from doing that. I do think that, globally, we 

in terms of its operational implications. I see a lot of 
transferability in a kind of frame of mind: the prag-
matism, the experimental nature of policy, the will-
ingness to put up that guard against the mosquitoes 
and the bugs. Some of the general principles behind 
their specific policies, I think those are transferable, 
but when you talk about their specifics, about their 
township and village enterprises, or the special eco-
nomic zones, their institutional innovations, I don’t 
think they are particularly transferable. 

I think what has happened in the last ten/fifteen 
years in terms of growth strategies, developing strat-
egies, is that we have moved from the real consen-
sus to no consensus and I think the danger is that it 
leads us to a “everything goes” kind of an approach. 
My view on that is not that everything goes, there are 
still some very broad, very important principles that 
good economic policy satisfies. It is important to 
provide property rights to investors; it is important 
to provide macroeconomic stability; it is important 
to provide market oriented incentives; it is impor-
tant to orient economy outwards. These are all the 
kind of things that are part of the consensus you can 
utter when you get off the plane in a country that 
you have never been to before. 



haven’t faced up to the real challenges that the crisis 
has revealed. I don’t think the nature of regulation, 
of financial markets has been substantially and sig-
nificantly changed and affected in the positive direc-
tions, either by way of our domestic regulations or 
by way of our global arrangements. So I think it has 
been mostly tinkering, I don’t think it is going to 
be in two-year time, because the cycle tends to be 
around ten years. So you have another eight years, I 
would say, on the current path.

With respect to the European Union, I continue 
to be optimistic that the crisis will elucidate for poli-
cymakers this very stark choice that they do face 
and that there will be an act of leadership that will 
be able to move Europe or at least those members 
of the Union that want to go in that direction, in a 
significantly more politically integrated direction. If 
that act of leadership takes place, actually I would be 
more optimistic about Europe’s immediate future.

TiTo Boeri  Thank you. 




