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Abstract

The subject of this thesis is financial globalisation in historical perspective, and its key
contribution is to demonstrate the J-curve as an alternative depiction of financial
globalisation since the classical Gold Standard period. As a preliminary and essential
step, some definitions and clarifications on globalisation are provided in a literature
review. Then, fundamental issues are considered to assess financial globalisation, so that
both the goals and the boundaries of the thesis are clearly stated.

Throughout the historical period in debate, there were two waves of financial
globalisation: the first one occurring during the 1870-1914 period, and the second
lasting from the end of the Bretton Woods agreements until the present day. The
dominant approach in economics asserts that the degree of commercial and financial
integration corresponds over time to a U-shaped pattern, i.e. markets presented high
levels of integration during the forty years before WWI. Then, this integration
collapsed in the years between the wars, recovering gradually after the Bretton Woods
agreements until it reached again in the 1990s the same pre-1914 level of integration.
The thesis approaches this model focusing on the financial side. Then, according to the
U-curve, contemporary financial globalisation is not unprecedented. This thesis
proposes an alternative view. In contrast to the mainstream U-curve, the empirical data
provided indicates that today’s financial integration is unprecedented and more
pervasive in some key financial markets than it was during the pre-1914 era.

The empirical evidence provided proposes that a J-shaped pattern is a more appropriate
way to interpret how financial markets have evolved since the late 19" century. The J-
shape suggests that in some financial achieved a huge surge from the 1990s to 2005,
surpassing the previous level of integration. So, in these markets, contemporary
financial globalisation is unprecedented from the 1990s onwards. The J-curve does not
mean that all financial markets became more globalised during the late 20" century in
comparison to the Gold Standard era, but only some that presented the U-shape from
1870 to 1995. Qualitative aspects of the J-curve are examined. The different
institutional frameworks underlying each historical period are discussed revealing that
new institutional arrangements, policy changes, technological advances in ICT and a
wide range of financial innovations are the key driving forces that have spurred today’s
financial globalisation to higher levels than in the past. Finally, the last chapter

assesses the key macroeconomic implications of this new era for the world economy.
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1. General overview and motivation

From time to time along the history of economic thought particular themes have
attracted special attention and gained wider recognition from the scientific community.
Some of them have been on the agenda of scholars worldwide for decades but others
have been neglected for various reasons after earlier years of investigation. For
instance, during the 1960s and 1970s, the wide-ranging monetarism-Keynesian
controversies were the number one debate within academia. This was developed in an
attempt to explain a new economic phenomenon, stagflation, which occurred in most of
the developed world. Academics were concerned with how to solve the disruptive
combination of stagnation (slow economic growth and rising unemployment) and
inflation. Meanwhile, the debate on how to finance development in rich and poor
countries occupied the research agenda of economists. In the mid-1970s and 1980s
many scholars were striving to solve the problems raised by enduring high inflation in
various countries (and hyper-inflation, as was the case in Latin America). Since the
1990s, globalisation has become a buzzword in academia.

Globalisation and financial globalisation, its most contentious aspect, have increasingly
stimulated the interest of scholars from within and outside economics. Empirical and
theoretical literature quickly developed in different and more and more specialised
strands to deal with the issues and repercussions related to the increased global
commercial and financial connectivity developed over time.

The current increased use of the term globalisation does not mean that the phenomenon
is actually new. Considerable literature has flourished, suggesting that the occurrence
of greater global connectivity involving many areas of human activity and social
interaction has occurred at times in history since a century (or even centuries) ago.
Since then, international integration has grown significantly in a number of ways,
shaping a non linear historical process, receiving different taxonomies and depictions.
Nevertheless, most scholars have discussed the causes and consequences of
globalisation based on what has taken place in the last few decades, normally starting in
the late 1970s.

Although the term currently used to represent contemporary global integration is new,
the phenomenon has precedents in history. Globalisation is not an exclusive occurrence

of the capitalism of the late 20™ century. There is arguably a growing consensus
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amongst scholars that it began when the Gold Standard promoted a monetary
integration of many countries in the late 19th century. In this sense, a well-quoted
indicator such as merchandise exports as a percentage of world GDP is usually
mentioned to illustrate the historical development of globalisation since it shows the
tendency to internationalisation of the world economy.

According to Findlay & O’Rourke (2001:46), in 1820, merchandise exports as a share
of world GDP was only 1 per cent. As the 19th century drew to a close, this ratio
presented higher values but retreated after World War 11, i.e. it rose from 4.6 per cent in
1870 to 7.9 per cent in 1913, but accounted for only 5.5 per cent in 1950. In 1973 this
percentage was 10.5 per cent, twice as much as its 1950 level, rising to 17.2 per cent in
1998 (Maddison 2001:363). Thus, the 1870 ratio of exportations in the world economy
had approximately quadrupled by the end of the 1990s. This increasing movement of
international transactions reflects the rapid global transformations that have taken place
during the modern era.

Needless to say, this indicator represents just one single hint that larger and more
intricate occurrences are taking place underneath. Globalisation issues (in its various
aspects and dimensions) have been high on the agenda of the New Millennium,
whereas economic and political isolationism have become unfashionable and
increasingly hard to sustain.

Focusing on the current episode, the impacts promoted by the wave of liberalisation
that occurred over the last quarter of the 20" century is one central argument frequently
mentioned and emphasised as an important pillar of the contemporary event. Starting
in key developed countries in America, Europe and Asia, and spreading to many
developing nations during the 1980s and the 1990s, commercial and capital market
liberalisation have been hotly debated as a key element responsible for spurring global
market integration. During these years, free market policy advice dominated the
international economic and political scenario. As a result, liberal measures influenced
domestic policy worldwide (but especially in developing and emerging countries) in
various ways and intensities. These nations implemented a great deal of reforms
following those liberalising policies. As a whole, they lowered the barriers to the
international trade of goods, opened their capital accounts and liberalised their domestic
financial markets, significantly strengthening global financial and commercial

integration.
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Multi-national companies and credit institutions took advantage of decreasing state
regulations in different sectors and developed a variety of strategies (joint ventures,
mergers, acquisitions, inter-firm alliances, subcontracting arrangements, outsourcing,
new financial products, etc) to overcome national frontiers, aiming to reach remote and
wide markets. Accordingly, over the past few decades, these corporations have
significantly increased their ability to operate in different cultures and transcend ethnic
divisions in order to achieve their investment goals on a global scale.

Nevertheless, the stance supported in this thesis is that globalisation (the current and the
former episodes) is (and were) a phenomenon of multiple causes. The liberalisation
policy was just one of those, but in fact many other institutional, political and economic
changes, and successive technological innovations resulting from the information
technology revolution, are on the basis of the recent process of higher and extensive
global market connectivity. On this matter, a couple of other key determinants can be
alluded to just to briefly illustrate the case: more advanced semiconductors, fibre optics
and the Internet have radically cut the costs of transmitting information and drastically
expanded global telecommunications; the sharp decrease in the cost of international
shipping (especially in the air and ocean freight transportation sector); a series of
breakthroughs in computer science and its applications to productive and financial
activities; international finance becoming central to support the range of production
activities around the globe; changes in the global power structure towards a liberal
right-wing economic model, etc.

As a matter of fact, the debate on globalisation has been much wider and more
multifaceted than discussed within economics. Its causes and effects are not only
confined to economic aspects but also involve many different aspects combining
political, institutional, cultural, ecological, technological, spatial and sociological
dimensions. Evoking these and other aspects, globalisation has therefore become a
multidimensional theme and an interdisciplinary topic within academia, that is to say, a
considerable challenge for any scientist to approach.

As an academic subject, globalisation has been vigorously scrutinised from a variety of
angles and thus multiple facets of it have emerged. This detailed examination has led
many scholars from different fields of research to engage in further investigation.
Accordingly, as authors strive for attention, economists and other scientists have been
studying an extensive range of topics proposing a variety of taxonomies. They have

been claiming different definitions, causations, dimensions, historical precedents and
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periodisations, theoretical approaches, empirical measures, suggesting numerous
consequences, and eventually proposing an array of policy prescriptions to deal with its
disruptive or/and beneficial outcomes. In current literature, all of these argumentations
are entwined to a certain extent. In the words of Keohane & Nye Jr. (2000:107): “the
division of globalism [read globalisation] into separate dimensions is inevitably
somewhat arbitrary”.

One of the main economic dimensions of globalisation concerns the financial aspects of
the phenomenon. Broadly speaking, financial globalisation is the progressive
integration of the domestic financial markets of most countries into one (Arestis &
Basu 2002a), and it is the core topic of this thesis. Financial globalisation is also not a
recent phenomenon. In this thesis, the contemporary occurrence and the Gold Standard
era will be discussed. Since financial activity, past and present, is widely pervasive, i.e.
involves large structural linkages and interactions amongst markets, other institutions
and agents, several characteristics of the historical context in these two periods will be
taken into account in order to accomplish the key research purpose proposed by the

thesis.

2. Key arguments

While the general outcomes of globalisation are currently one of the most debated
topics on the international political and economic agenda, financial globalisation is its
most untamed dimension. It has been changing the conventional behaviour of markets
as a whole, creating new ways for domestic economic policies (sometimes because the
international political pressures, creating a “one-way” economic policy for some
countries), and redefining the global financial architecture.

Both globalisation and financial globalisation have produced an impressive amount of
literature in recent years. However, this thesis does not intend to discuss all aspects of
financial globalisation, but rather some specific ones related to the process of global
financial integration from a historical perspective, i.e. the classical Gold Standard era
and the period following the end of the Bretton Woods agreements in 1971 to the
present day.

There is a body of literature suggesting that there were two waves of financial

globalisation from the classical Gold Standard period up to 1995. The key premise for
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this makes use of the U-shaped pattern to describe this phenomenon during the two
waves. The U-shaped pattern states that global (trade and) financial integration was
very high from 1870 to 1914, collapsed between the wars, and then gradually returned
to pre-1914 levels. In a few words, the essential message proposed by the U-curve is
that nothing new has happened in terms of global financial (and commercial)
integration in comparison with the 1870-1914 period.

However, analysing the historical financial data, I noticed that after 1995, global
financial integration was unprecedented for some key markets. That is to say, the U-
pattern properly described the financial globalisation phenomenon for 1870-1995, but
this depiction becomes inadequate for the representation of the post-1995 period.
Updating the time series for the period between mid-1990s and early 2000s, another
shape occurs and seems to be more appropriate for representing cross-border financial
activity. After organising the empirical evidence collected, I concluded that the process
of financial globalisation since the Gold Standard resembles more that of a J-curve than
a U-pattern.

Up to this point, it is important to state clearly the core objectives to be pursued by this
thesis, and its central argument. There are three central objectives. Firstly, to propose
an alternative view of the development of the two waves of financial globalisation
which began in the 1870s. Secondly, to scrutinise the institutional aspects of financial
globalisation underlying these ages and, finally, evaluate the key macroeconomic
consequences of the contemporary financial globalisation.

The central argument of the thesis and its main original contribution is the rejection of
the mainstream claim that the global financial markets followed the U-shaped pattern in
favour of a J-shaped pattern. That means, the integration of the current episode of

financial globalisation is unprecedented and significantly higher than the former one.

3. Methodology

As can be seen above, empirical evidence plays an important role as a methodological
tool to substantiate the J-shaped proposal. However, the establishment of this
proposition goes beyond gathering this sort of evidence inasmuch as it also requires a
qualitative explanation of the phenomenon. Authors have developed different

interpretations and methods to deal with the complexity of the subject based on diverse
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theoretical approaches, empirical tests and econometric models. However, many of
them overlook the role played by the institutional aspects of financial market
integration from a historical perspective.

The J-curve shows that the degree of financial integration increased between the first
and second eras, so that the second episode became more prominent than the first.
Therefore, financial globalisation did not progress steadily toward the same point in
time, so it can be considered a path-dependent process. Hence, in this thesis, the
analysis of the two historical eras of financial globalisation is considered to be an
evolutionary process of financial market transformations, which is surrounded by
institutional changes. In other words, the historical context and the particular
institutional, social, cultural and technological conditions of each one of them will be
examined to describe the dynamics of the two financial globalisation episodes. >

More precisely, the explanation for the J-curve must deal with the problem of the
historical specificity, since its crucial underlying determinants took place at different
times in history. As I have said, the J-curve involves two episodes of financial
globalisation that took place at different moments in history. More than half a century
separates the end of the first era from the beginning of the second. The analysis of the
evolution of these phenomena requires both specific empirical data and specific
investigation of each historical context in the dimensions mentioned in the previous
paragraph. A specific historical analysis means that history matters in the sense that the
changes that occurred throughout time are crucial to explaining why current integration
now is higher than in the past.

In this thesis I will use a historical method to deal with the historical specificities that
takes into account the importance of the role played by the evolution of institutions,
developed by Geoff Hodgson (2001, 2002a, 2007), one of the scholars who have been
developing the old institutionalist theory.

Institutionalism is a multidisciplinary research programme opposite to neoclassicism’

and related to evolutionism (Hodgson, 1998:168 and 1993:19) and other non-

* William Dugger (1990) asserted that one of the six (arguably) unifying characteristics of institutionalist
authors who followed both John R. Commons and Thorstein Veblen is what he called “the evolutionary
approach to social provisioning.” According to him (p. 427) “the evolutionary approach means the
historical approach, the study of change and process through historical epochs, the study of social process
and continual change, the study of the dynamic interaction between technology and institutions, and
between progress and cultural lag.”

3 Samuels shows the common points between the research programme of institutionalist and evolutionist
scholars (1995:576): “All have an interest in topics that are institutionalist in substance and have no

24



mainstream schools such as the post-Keynesianism. The underpinnings of the so-called
“old” North American institutionalism are attributed to Thorstein Veblen, John
Commons, and Wesley Mitchell. Its basic notional element lays on the concept of
institution understood as habits, rules and its evolution. The constitution of an
“economic theory with institutions” derived from the theoretical effort to understand
the human activity through the examination of the human interaction in its cultural
context. In doing so, institutions and the evolutionary nature of the economic process
would define different types of economic systems (Hodgson, 1998:168), thus a “general
institutionalist theory” should indicate how to develop specific or varied analyses
related to particular phenomena. It poses the problem of historical specificity, which is
defined by Hodgson (2007:122), in this way:
It first acknowledges the fact that there are different types of socio-economic
system, in historical time and geographic space. The problem of historical
specificity addresses the limits of explanatory unification in social science:
substantially different socio-economic phenomena may require theories that are
in some respects different. If different socio-economic systems have features in
common then, to some extent, the different theories required to analyse different
systems might reasonably share some common characteristics. But sometimes
there will be important differences as well. Concepts and theoretical frameworks
appropriate for one real object may not be best suited for another. The problem of

historical specificity starts from a recognition of significant underlying
differences between different objects of analysis. One theory may not fit all.

The explanation of the essential argument proposed by the J-curve fits this sort of
analysis. Based on the definition above, there are three key reasons to taken into
account when considering Hodgson’s take on the problem of historical specificity.
First, because the analytical scope underlying the J-curve is inherently focused on
“different socio-economic systems, in historical time and geographic space”. Second,

history matters in the J-curve proposal because there are significant underlying

particular interest in contributing to the neoclassical paradigm. Some are specialists in particular areas of
study, such as evolutionary analysis, organisation theory, and technology. These subjects require, as they
see it, modes and methods of analysis often quite different from, though not necessarily totally in conflict
with, neoclassical approaches to their subject. These modes and methods of analysis are more congruent
with those of the US institutionalists, although they sometimes use tools and concepts originally
developed by neoclassicists, such as transaction costs.”

* According to Samuels (1995:576): “Intellectually close to institutional economics are Post Keynesian
economists working in the fields of monetary and macroeconomics. Many of them are associated with or
have published in the Journal of Post Keynesian Economics but many have published in JEI [Journal of
Economic Issues], ROPE [Review of Political Economy], and Challenge, as well as this journal
[Cambridge Journal of Economics].”
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differences between the objects of analysis. Then the interpretation of the J-curve
“must explore the particularities of the past” (Hodgson, 2007:112).

The third point worth emphasising is the little scientific significance of a single general
theory to interpret different historical socio-economic phenomena, given that one
theory may not fit all the issues that may be raised. For instance, the last chapter aims
to evaluate the consequences of the second wave of financial globalisation to the world
economy. On this account, the post-Keynesian author Hyman Minsky developed an
influential theory concerning the nature of capitalist instability not necessarily within
the hard core of the institutionalist approach but intellectually related to it as asserted
by Samules (1995). Minsky’s theory will be important to clarify the relationship
between financial development and economic performance.

In summary, the interpretation proposed to investigate the J-curve is focused on the
specific characteristics and underlying institutions of each era. I will look for stylised
facts of the macroeconomic system, aiming to disclose the structural basic features and
specific groups of embedded institutions that can explain the nature and the evolutive
process of cross-border capital movement throughout the historical period. This
analysis does not linger merely on statistics, but aims to explain the institutional scope

and the causal processes of the financial integration in both eras.

The problem of historical specificity is considered even in one of Hodgson’s definitions
of institutionalism and institutions. Hodsgon (1998:168) states that: “The core ideas of
institutionalism concern institutions, habits, rules, and their evolution. However,
institutionalists do not attempt to build a single, general model on the basis of those
ideas. Instead, these ideas facilitate a strong impetus toward specific and historically
located approaches to analysis.”> The theoretical and methodological elements
summarised in this section will be the basic premises for the interpretation of the

historical aspects of financial globalisation.

Having said that, it is important to mention at the end of this section that one of the

main implications of the J-curve model is to call attention to the fact that “something”

> Hodgson (2003:163) presents another definition that adds other essential characteristics of institutions:
“Institutions are durable systems of established and embedded social rules that structure social
interactions. Language, money, systems of weights and measures, table manners, firms (and other
organizations) are all institutions. In part, the durability of institutions stems from the fact that they can
usefully create stable expectations of the behaviour of others. Generally institutions enable ordered
thought, expectation and action, by imposing form and consistency on human activities. They depend
upon the thoughts and activities of individuals but are not reducible to them.”
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new and unprecedented related to the behaviour of the global financial system must
have happened in the world financial scenario from the mid-1990s onwards. In my
point of view, this “something” should be understood as a historical process closely
related to the numerous developments in the world of finance caused by economic,
institutional, political, social and cultural transformations. In other words, tracking the
evolution of institutions would provide useful insights to reinforce the validity of the
empirical evidence gathered to sustain the J-curve hypothesis.

The evolution of institutions designates the time, catching hold of public and private
sentiment, leading us to understand the mind of the era, revealing key aspects of the
phenomenon that have been neglected in several historical investigations. Therefore,
scrutinizing the globalisation of finance through the lense of the role played by
institutions in the process of the development of global financial integration, this thesis
offers a different angle of examining the phenomenon that may complement one of the

sides of the research on this subject.

4. The structure of the thesis

To present the J-curve and deal with its implications for the debate on financial
globalisation in a historical perspective, this thesis is divided into six chapters.
Following this introduction, chapter two provides a literature review on globalisation.
Ten years ago, a survey like that already would be considered a challenge even for
experienced researchers. For a researcher writing in 2007 it demands a careful
bibliographical selection due to the enormous volume of literature produced recently.
Nonetheless, the chapter aims to set out some core issues spanning the literature. Then,
in its first part, the chapter presents the definition of globalisation, the debate on myth or
reality, its periodisation and the macroeconomic measures that have been used in
academia to describe globalisation (and financial globalisation too). Its second part is
dedicated to present the three theoretical interpretations on globalisation, i.e. the hyper-

globalists, the sceptical and the transformationalists.

An important observation must be done as for the discussion about the definition of
globalisation. Jan Aart Scholte (2001:613) affirms that the evidence of globalisation are

much more noticeable in the recent experience than the previous globalisation episode
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occurred during the Gold Standard period. Accordingly, this topic is discussed based

on the characteristics of contemporary globalisation.

The debate carried out in this chapter can be well summarised by these words of the
Austrian-American economist Fritz Machlup (1941:30). He pointed out that “criticism
and polemics are ingredients which can make a discussion interesting”. This statement

accurately characterises the literature review on globalisation presented in chapter two.

While chapter two discusses what globalisation means, the first part of chapter three is
dedicated to scrutinising outstanding key aspects on financial globalisation. Afterwards,
the chapter presents empirically the J-curve as an alternative to the mainstream U-
shaped pattern to represent financial globalisation in historical perspective. More
precisely, the chapter explore the historical statistical data on stocks of foreign assets
and outward FDI and find another shape different to the conventional one. Aiming to
establish statistically the J-shaped proposition, chapter three is not focused on
qualitative explanations on the J-curve. Although the discussion in this chapter do not
to provide qualitative explanations, the statistical data shows that the second wave of

financial globalisation is historically unprecedented in the markets researched.

The difference in the degree of global financial integration between the two eras can be
interpreted in many ways. Chapter four proposes an explanation focused on the
institutional change underlying the two eras. It suggests that behind the J-curve lie
institutional and technological changes that are take into account to explain the unequal
level of integration throughout the Gold Standard to now. In other words, the chapter
scrutinises how the institutional arrangements and the technological transformations of

the two eras contribute to the explanation of the J-curve.

In summary, the key message proposed by the J-curve is that the global financial
activity in the current era is unprecedented for certain key financial markets where

b

scholars found the “nothing is new” scenario. The advent of this new era has
consequences for both developed and developing countries, although these effects have
not spread uniformly. So that chapter five investigates the key macroeconomic
implications of this novel age for the world economy. The debate on the impacts of
financial globalisation is discussed in different strands of the literature. This chapter
aims to piece together evidence collected from different authors and then to interpret

the results according to two different theoretical approaches summarised in the
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beginning of the chapter. Finally, chapter six draws the main conclusions reached by

the thesis.

Therefore, historical examination, empirical data and theoretical interpretation are ever
present in the thesis. In the introduction of his History of Economic Analysis (1954)
(published posthumously by Elisabeth B. Schumpeter), Joseph A. Schumpeter reasoned
that the economic facts should be addressed by arguments that reconcile theory, history
and empirical evidence. This research looks to bring together these three elements in
order to examine the financial globalisation phenomenon that marked two eras of the

modern capitalist history.

At the end of this introduction, the main limitations of this study are outlined. This
thesis involves two major difficulties: 1. To deal with long period of analysis that is
marked by a paucity of data. For this reason series of data are often incomplete,
variables are heterogeneous, and comparisons of historical periods and/or geographic
areas are problematic; and, 2. To discuss general aspects of a phenomenon that involves
the world economy, and that has been widely studied worldwide. To tackle these
issues, some measures were in place. For example, in order to gather the data needed it
was necessary to conciliate historical time series that were not available in statistical
yearbooks, or in specialised books, and on the Internet. Additionally, the analysis of the
data required readings of different (frequently opposed) theoretical and historical
approaches. But despite of these efforts, it was inevitable to reach general conclusions

without however focusing on certain countries (or regions) in great detail.

It is worth emphasising however that this thesis is not supposed to be a case study. As
suggested by its title, the aim of the analysis is to scrutinise the dimensions,
preconditions and consequences of the recent and unprecedented surge in the global
financial activity. In the end, a wide picture of the historical aspects and the
repercussions of the financial globalisation are presented, and the conclusions reached
may invite critical revisions and amendments. I also hope that my research will
stimulate researchers to consider the necessity of examining the institutional
underpinnings and the effects of current financial globalisation in specific countries or

regions at great length.

Last but not least, when I started to write this thesis, I decided to write the word

globalisation with s to follow the British English spelling. At the time I concluded this
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thesis, I realised that both the —zation and —sation spellings are in current use in British
English.
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Il. THE GLOBALISATION DEBATE
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1. Introduction

Over the past two decades, the debate on globalisation has elbowed its way right to the
top of economic, social and political agendas worldwide. Globalisation has also
acquired a wide-reaching audience in academic circles during this period.® Never
before has a phenomenon produced such an extensive range of debates, concerns,
policy changes, controversies, convergences, dissensions and even passions (Rogalski
1997) to such a broad group of people, and in such a short time. The globalisation
theme itself is now globalised. Due to the rapid transformations in many areas of the
human life and its ambiguous consequences throughout the last decades, some have
associated globalisation with the end of mankind’s ideological evolution, the end of
renewable natural resources, the end of the state, even the end of the world, and this has
promoted alarmists claims in certain sectors of society. Nevertheless, fashionable

interpretations about the theme are not the main goal of this chapter.

The overall picture on the globalisation literature provided in Appendix 2 points to an
increased interdisciplinary audience outside economics and at its borders with other
disciplines. The term globalisation can be used with different meanings and, as with
any controversial theme, the phenomenon has been studied within different theoretical
and empirical frameworks. Numerous authors have dealt with the diversity of issues
that have arisen, creating areas of agreement and controversy. However, it is also not
the objective of this chapter to put together and to sum up many definitions and
taxonomies on globalisation. The chapter aims to address scholarly contributions of
economists and other social scientists on key aspects of the globalisation debate,
intending to gain a better understanding of the core concepts and theories involved.
Therefore, this chapter is more focused on presenting the general concepts than to
examine the historical context. The study of the historical specificities of each one of

the two eras will be done in chapter four.

In doing so, this chapter further aims to underpin the subsequent work in this thesis.
Accordingly, the assessment of key features of globalisation as proposed below can add

a better understanding of financial globalisation. There are reasons for this. For

6 Appendix 2 provides a broad view of the groundbreaking scholars, and the groundwork of the
globalisation debate between the 1970-2005 period.
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instance, the concepts of enmeshment and interconnectedness presented in this chapter
will be included in the definition of financial globalisation displayed in the next one.
Furthermore, as a whole, globalisation is considered a situation of higher integration
between markets of several countries scattered around the world. Therefore, the
understanding of what globalisation means should appreciate how diverse markets
work in a context of global integration. In an autarkical world, markets behave
differently from the way they behave in a global open economy. For this reason, it is
important to understand the intricate framework underlying globalisation (causes and
effects) in order to explore and understand financial globalisation. That is by
investigating the key issues of globalisation, the chapter also aims to reveal important
specific aspects (as mentioned above) related to financial globalisation. Thus, it paves

the way for the debate in the next chapter.

Amongst many of the matters in vogue, some core questions can be raised in order to
explore the cornerstones of the globalisation debate, such as: What does globalisation
mean? When did it start? Is it a reality in course or a rhetoric discourse of global elites?
How can it be measured? This chapter aims to present a literature review on these key

subjects.

This chapter starts with a brief contextualisation of the emergence of globalisation in
the contemporary era. The next section is divided into four parts aiming to discuss the
aspects of the globalisation debate proposed above. In this way, as a preliminary and
essential step, the definition of globalisation will be the first topic to be considered.
This section will then deal with its periodisation, the myth or reality question and
globalisation measurements, respectively. Section three represents an examination of
three theoretical interpretations of globalisation. The fourth section draws the main

conclusions.

2. Embedded globalisation

First of all, it is worth noting that this thesis is concentrated in the economic aspects of
globalisation (and financial globalisation) in historical perspective. According to the
historical interpretation adopted in the thesis, I acknowledge the existence of various

historical episodes of globalisation throughout the centuries of human interaction.
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However the historical scope and the research hypothesis of the thesis is concentrated
in two historical eras, namely, the classic Gold Standard and the period following the
end of the Bretton Woods agreements up to the present time. Both episodes are
important to the argument developed in this thesis, but the study of the definition of
globalisation will be focused on the developments of the current period. There are

specific historical reasons for that.

It does not mean that the evidence of economic globalisation before WWI was less
important but that some characteristics in the current episode better reveal what
globalisation means in its current denotation. These core characteristics are related to
the geo-political scenario and the intricate economic transformations in course after
WWII. Jan Aart Scholte (2001:617) pointed out historical circumstances that marked
the 1950s and the 1960s, which played a key role in the present-day process of
globalisation. Even recognising that “more tangible and sustainable manifestations of
globalisation” occurred during the late 19" century, he asserted that these
“manifestations” became even more “tangible and sustainable” after the 1950s. The
ensuing decades manifested many events and inventions that spurred the growth of
global linkages, spreading and accelerating the worldwide integration of markets,
people and so on in an unprecedented way in history.
Commercial jets, satellites and intercontinental missiles all arrived on the scene at
this time [from the late 1950s]. The first transoceanic telephone cable was laid in
1956 and transborder direct dialling first became available in 1963. Radio and
television receivers became household items the world over mainly after 1960,
while the forerunner of the internet was set up in 1969. ... Transborder
production processes and associated intra-firm trade were practically unknown
before 1940s and most global products gained their transborder markets from the
1960s onwards. In the era of finance, the first Eurodollar deposits appeared in the
early 1950s, the first Eurocurrency loan in 1957, the first Eurobond in 1963, the

first financial derivatives in 1972 and the first transborder electronic link between
stock exchanges in 1985.

In the above quotation, Scholte mentions fourteen cutting-edge innovations that
appeared between the 1950s and 1980s. Half of these are closely connected with
technological developments in telecommunications and the media, while the others are
related to new micro and macroeconomic (institutional) arrangements. As a matter of
fact, there could be many more items on this list, but the point is that their

repercussions spurred the global connectivity in productive, commercial and financial
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markets to unparalleled levels in history. Altogether, they provided resources for
intercontinental mass transportation of people, goods, thoughts and information in real
time, roads for conducting financial transactions worldwide; they also provided
infrastructure for military rivalries and conflicts between nations. Consequently, a
significant transformation occurred in the global connectivity in comparison to the
interwar period and the Gold Standard era. An unmatched global scenario has been

created.

Gradually, but at the same time increasingly, the key events mentioned above (and
many of their repercussions) strengthened the interconnectivity between both developed
and developing economies. Therefore, the term was coined when the process of supra-
territorial enmeshment gained momentum. These more robust manifestations of a
globalised world may be one of the reasons that explain the appearance of the word
globalisation in contemporary times rather than during the early stage of 19" century

capitalism.”

Due to these more vigorous manifestations occurring throughout the present time,
globalisation became deeply embedded in contemporary society after the 1980s. Hence,
I call the current experience the embedded globalisation era. This means that the global
interconnectedness that has been developed during these recent decades has become a
permanent and noticeable feature of contemporary society, and is historically unique.
Even in this preliminary stage of the debate there is not a single episode of globalisation
throughout history; rather there are different historical forms. In fact, section 2.2 of this
chapter presents a summary of different historical manifestations of globalisation since
ancient times (see also Table 1). Globalisation is a historically determined process that
is impelled by several complex causing factors. The current episode is more pervasive
and deep than the other previous manifestations due to the current historical
circumstances (that will be examined in this chapter and in chapter four). These
singular historical conditions make the embedded globalisation era more suitable for
surveying the globalisation concept. Moreover, this study presents other important

related concepts that will be reviewed in the following chapters.

The term embedded globalisation does not mean that the current episode corresponds to

an “ideal” or “ultimate” globalisation stage. What it does mean is that globalisation is

7 Appendix 1 presents a diachronic study of the word globalisation.

35



deeply embedded in present society due to the more dense and extensive network of
global connectivity developed over these past few decades involving economic,
political, technological, and institutional aspects. The interaction of the changes in
these spheres has created new institutions and changed the old ones, transforming post-
modern society and promoting a more intense globalisation in comparison with that of

Victorian times.

3. Key aspects of the globalisation debate

3.1. Definition

In December 1996, Anthony Giddens delivered a speech at the United Nations
Research Institute for Social Development (UNRISD) Conference on Globalization and
Citizenship. His opening sentence was both revealing and provocative: “There are few
terms that we use so frequently but which are in fact as poorly conceptualized as
globalization.” That statement may have been correct in 1996, but after over a decade
of intense research, the definition of the term has been scrutinised thoroughly by
thinkers from several disciplines. As Scholte (2002:5) pointed out “today the concept of
globalization is deployed across disciplines, across the world, across theoretical
approaches, and across the political spectrum.” It does not mean that all controversies
concerning the subject have been solved; it means that there are currently a n umber of

alternatives (complementary or not) that argue the theme academically.

Although it is true that globalisation is a well-defined concept currently, this debate
cannot be taken for granted. Anyone looking into its definition is confronted with a
series of puzzles. Globalisation evokes many phenomena simultaneously and, as a
result, it can be defined in different ways since it has different meanings and
approaches, depending on the point of view of the analyst. Scientific endeavour has
grown substantially recently (Appendix 2), and experts in economics, history,
sociology, political science, geography and others, have provided scientifically accurate
thoughts on its description. For this reason, any attempt to provide a general and a
single definition, a definitive approach or a unique interpretation about what

globalisation means will be avoided as it is not pointing to something singular but
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plural. Hence, the section intends to present the general approach relating to the topic
and to contrast different viewpoints instead of attempting to grasp an alleged

consensual meaning.®

As a multidimensional and multidisciplinary subject, the word itself implies multiple
associations, and then accepts contributions from different areas. The following
paragraphs present a bird’s-eye view of globalisation in what are arguably its main
dimensions. The section addresses its definition as an invitation to scrutinise many
other intricate aspects of the academic debate on globalisation. Scholte (2002:3)
correctly asserted that “knowledge of globalization is substantially a function of how
the word is defined. Thus, every study of globalization should include a careful and
critical examination of the term itself.” In the section, contributions from scholars with
different backgrounds are welcomed, but it would be impossible to survey the existing
literature dealing with it. A swift review of the literature would suffice to identify the

core aspects of the phenomenon.

At least three aspects have been frequently included in the numerous definitions of
globalisation available in the current literature, namely: the possible causes, the scope
and the thickness of the phenomenon. The biggest disagreements and controversies on
the subject are located in these points since they involve the subjective interpretation of
what are the main driving forces behind the phenomenon, and the impact of their

transformation over the status quo ante.

Economists and other social scientists suggest that globalisation is defined as a process
of growing integration of national economies tending to constitute a worldwide market
for goods, services, labour and capital. In this way, Harris (1993:755) pointed out very
accurately: “To economists globalization is generally thought of as the increasing
internationalization of the production, distribution and marketing of goods and

services.” Thus, for many writers the phenomenon is most visible as a process of global

¥ Reich (1998:2) described an example of this difficulty. He reported that at a symposium held at the
University of Pittsburgh in 1996, recent developments of globalisation were discussed by five
distinguished scholars, in areas such as finance, technology transfer, transnationalism, multilateralism,
and regionalism. “All the speakers systematically presaged their commentaries by suggesting that, while
they had no idea what globalization was, they could address descriptive and analytic questions in their
own areas of speciality. The audience participants as the symposium (an informed group of scholars and
practitioners, numbering over seventy) candidly admitted that they could provide no better insight in
addressing this definitional issue. In fact there is not only disagreement on the definition of globalization;
there is also no clear consensus on whether the term ‘globalization’ is employed as a historical epoch, a
process, a theory, or as a new paradigm. Its meaning remained unspecified.”
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commercial, productive, migrating or financial integration. It embodies a wide scope of
markets and interconnection of national economies on an international scale caused by
a range of policy, institutional, social and technological changes. More precisely, it
encompasses the erosion of a number of tariff (or other institutional) barriers, the drop
in transportation costs, technological improvements in telecommunications and
microelectronics, and the development of new competitive strategies by banks, non-
banking institutions and multinational corporations (outsourcing, maquiladoras,

mergers and acquisitions for instance).

Jeffrey Frankel (2000:2) highlighted the importance of technological and policy
changes as core aspects of current globalisation. According to him, there are two major
drivers of economic globalisation in the post war period, which are associated with an
international policy change: the reduced costs to transportation and communication in
the private sector, and reduced policy barriers to trade and investment on the part of the
public sector. The quotation below summarises the broad picture he painted to support
his assertion. Despite his description is now a bit out of date, it is still an enlightening
historical depiction of key elements that spurred the process of global market
integration during the period.
Technological progress and innovation have long been driving the costs of
transportation and communication steadily lower. In the post-war period we have
seen major further cost-saving advances, even within ocean shipping:
supertankers, roll-on-roll-off ships, and containerized cargo. Between 1920 and
1990 the average ocean freight and port charges per short ton of U.S. import and
export cargo fell from $95 to $29 (in 1990 dollars). An increasing share of cargo
goes by air. Between 1930 and 1990, average air transport revenue per passenger
mile fell from $0.68 to $0.11. Jet air shipping and refrigeration have changed the
status of goods that had previously been classified altogether as not tradable
internationally. Now fresh-cut flowers, perishable broccoli and strawberries, live
lobsters, and even ice cream are sent between continents. Communications costs
have fallen even more rapidly. Over this period the cost of a 3-minute telephone

call from New York to London fell from $244.65 to $3.32. Recent inventions
such as faxes and the internet require no touting.

Jan Kregel (1994) was one of the first voices amongst economists who proposed a
notional concept of the progressive evolution of firms towards a global organisation.
He identified three sequential prior stages that firms had passed to reach the “truly”
globalised level. These stages are known as international, multinational and

transnational.
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The first stage occurred during the 1960s when foreign trade expanded faster than
domestic output growth. In response, firms took advantage of the wide range of
opportunities abroad, selling their marginal domestic product to foreign markets. This
is what he called the internationalisation of markets. Then, the greater importance
acquired by the exports to the development of the global economy, and also the
formation of economic trade blocs such as the EEC, spurred firms on to the second
stage of global integration. Therefore, firms moved from the international to the
transnational arena. This means that, instead of increasing their exportations
continuously, firms strategically decentralised the production process by building
industrial plants in foreign markets. This decentralisation was meant to distribute
“different stages of production to different national facilities to produce final products

which are assembled and sold in specific targeted national markets” (Kregel 1994:30).

Finally, the period of globalisation is reached when firms have constituted an integrated
and flexible process of production and distribution around the world. In Kregel’s words
(1994:30) “the final step in the process of ‘globalisation’ comes as firms consider
specific national markets as part of a single undifferentiated world or global market in
which a single product line may be sold.” More simply, transnational corporations have
decentralised the final assembly process, spread it to different countries according to
the availability of raw materials and semi-finished goods, and sold the output through
an integrated global distribution system, reaching the world as a whole. In this stage,
truly globalised transnational firms use “raw materials and half-finished goods from
producers in a wide range of countries, with the final assembly process decentralized

across a number of regional centres producing a unified product” (p. 30).

Kregel did not mention it explicitly in his 1994 piece, but these “regional centres” were
inspired by the factories run by US companies (maquiladoras) in Mexico, but can also
be the special economic zones (SEZ) founded in the early 1980s in China, which
subsequently spread around the world. Most recently, the creation of the WTO played
an important role in stimulating this process of corporate globalisation because the
reduction in tariffs imposed (Sic) on developing countries eliminated the costs and

encouraged a wider integration of formerly dispersed production chains.’”

? Clarification of what the author meant with the term “regional centres producing a unified product” was
obtained through correspondence. I sent an email to Professor Jan Kregel on 10™ September, 2007 saying
that “You did not mention explicitly that these ‘centres producing a unified product’ are the special
economic zones (SEZ) founded in the early 1980s in China. I think that your idea about these ‘centres’ is
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In short, Kregel (1994) defines globalisation as a gradual process of increasing global
interconnection led by firms as an adaptive process of their competitive strategies to the
historical changes that have taken place in the world economy. This adaptation
determined the change in their scope in such a way that they can be considered the

vehicle of globalisation.

One of the most illustrative examples of this corporate strategy of the global
commodity chain nowadays is the production of the “global Barbie” referred to by
Giddens (2006). The most profitable toy in history created by the US-based Mattel
Corporation is made from oil extracted and refined into ethylene in Saudi Arabia. Then
the Chinese Petroleum Corporation (owned by the Taiwanese state) buys the ethylene
and sells it to the Taiwanese Formosa Plastic Corporation, which converts the ethylene
into the PVC pellets that will be shaped to make the Barbie’s body. The pellets are
shipped to one of four factories in Asia that make the Barbie (two in southern China,
one in Indonesia and one in Malaysia). The plastic mould injection machines that
shape her body are made in the US and shipped to those factories. Once she is
moulded, her nylon hair comes from Japan, and her cotton dresses from China.
According to Giddens (2006:58), “nearly all the material used in her manufacture is
shipped into Hong Kong — one of the world’s largest ports — and then trucked to the

factories in China”.

Economists have been emphasising that contemporary economic policy, technological
and institutional changes have been progressively overcoming the constraints of
geography and gradually establishing a denser network of global linkages. The width of
those changes may not be universal (Scholte 2002:8) or homogeneous but transnational
connections have been purposely established and have been changing economic, social
and political international affairs. In a nutshell, globalisation is usually associated with
a process of the integration of national economies into a wider (global) sphere

involving their productive and financial markets.

different from the free trade zones but I was speculating whether the modern free zones are compatible or
can even be considered as an unfolding of the transnational firms’ strategies you described.” He replied
to me on 14™ September, 2007 with this answer: “No, I was thinking more in general of the inbound
reexport zones in Mexico, then regular maquiladoras, as well as the now more famous Chinese and
Indian SEZs. But even more important was the reduction in tariffs imposed on developing countries with
the creation of the WTO. This eliminated the costs of integrated geographically dispersed production
chains -- costs that had previously led transnationals to locate in developing countries inside their ISI
[Import Substitution Industrialization] tariff walls.”
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One of those economists is Michael D. Bordo. He has written scholarly papers
touching on various aspects concerning the debate on globalisation. Bordo (2002:20)
proposed the following definition of globalisation: “I define globalization as the
increasingly close international integration of markets for goods, services and factors of
production, labour and capital.” He emphasised the role played by the WTO (GATT
until 1994) spurring the process of global integration through the continuous reduction
of non-tariff barriers and protection, mainly since the post WWII period.'” In general,
his analysis is supported by extensive data and econometric tests and he focuses on
changes that have been occurring in world trade, foreign direct investment (FDI) and
cross-border financial capital flows. In his latest articles, he has been expressing his
concerns about the growing importance of financial markets as the key driving force of

modern globalisation (Bordo 2000, Bordo, Eichengreen & Irwin 1999).

Similarly, Nobel laureate Joseph Stiglitz (2002:9) states that globalisation means the
closer integration of countries and people, made possible by technological
developments and institutional changes. In the passage below, he highlights the
importance of actual and new institutions to the progression of contemporary global
integration. In his words:
Globalization is the closer integration of the countries and peoples of the world
which has been brought about by enormous reduction of costs transportation and
communication, and the breaking down of artificial barriers to the flows of goods,
services, capital, knowledge, and (to a lesser extent) people across borders.
Globalization has been accompanied by the creation of new institutions that have
joined with existing ones to work across borders. ... Globalization is powerfully
driven by international corporations, which move not only capital and goods

across borders but also long-established international intergovernmental
institutions (Italics original).

The role played by institutions, technological developments in various areas and policy
issues have been emphasised currently not only by Stiglitz but by many others
(aforementioned and not) as important aspects driving forward the process of global
integration. However, instead of integration, some scholars (Held et al 1999) have used
another term to illustrate different aspects of current globalisation, which is

enmeshment. The noun enmeshment comes from the verb enmesh used to describe a

% Bordo (2002:22) stated: “Successive rounds of tariff negotiations from 1947 to the present have
virtually eliminated tariffs on manufactured goods in advanced countries. The WTO, which succeeded
GATT in 1994, is currently engaged in reducing non-tariff barriers and protection in areas not covered by
GATT.”
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situation when someone or something is caught or entangled as in a net, and which is
not easy to escape from. Applied to globalisation, some scholars prefer to use it instead
of the general and arguably vague term integration because enmeshment involves the
formation of a network that intertwines markets, institutions, companies, private agents,
governments, contracts, agreements, etc, and all apparatus underlying the diverse

dimensions of globalisation.

Scholars have also been using another term close to enmeshment but more related to the
effects that the (in progress) deep global interaction have been empowering companies
and institutions to develop partnerships and facilities worldwide. This term is
interconnectedness. According to Duvall (2001:786), interconnectedness is “a
condition in which otherwise separate social units are linked together through material
exchanges and information flows. The interlinkage is such that occurrences in one unit
have effects on others: consequences of actions and decisions are transmitted beyond
the unit in which they are taken. In that respect, units are interconnected.” Thus,
interconnectedness has been used in the globalisation literature to express the notion
that economies are not only integrated, but interdependent, i.e. decisions taken in
certain countries or markets affected others and can result in a domino effect if this
level of interconnectedness is high. In the sense defined above, countries are
interconnected when their policy decisions reciprocally affect each other. It is worth
noting that Duvall (2001) asserted that the term is meaningful and serves as a
necessary, albeit not sufficient, condition to describe integration, interdependence and

globalisation.

In a nutshell, the words enmeshment and interconnectedness have been preferred of
integration to illustrate globalisation more precisely. While enmeshment emphasises the
network aspect established by globalisation, interconnectedness also highlights another
characteristic, which is the interdependence between economies entangled in the
globalisation network. Therefore, despite being connected, these two terms cannot be
used interchangeably since they complement each other to describe the global interface
of things and people across the globe. They will be used in this thesis to emphasise
these aspects (networking and interdependence) that are not explicit when the term

global integration is used as a synonym of globalisation.

In a broad sense, both terms aim to highlight the importance of the network of

international linkages that globalisation involves. In the most competitive economies,
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goods, services, and financial assets are no longer targeted at local markets, but at the
wider global marketplace, i.e. the degree of interdependency has increased
significantly. This “wide thread” includes international law, regulatory organisations,
vested interests, non vested interests, economic policy reforms, a large range of
multilateral institutions, ideology, non-profit organisations, highly profitable
speculative activities, global technological partnerships and programmes and many
other aspects connected to the globalised affairs. The consequences of this enmeshment
and interconnectedness could be either good or bad. The terms simply underline two

important features of the phenomenon: connectivity and interdependence.

To illustrate their applicability, the terms interconnectedness and enmeshment could be
used by Kregel to describe the third stage of his taxonomy which is the globalisation
phase. Just to refresh the memory, Kregel (1994:30) affirmed that in a global economy,
transnational firms consider specific national markets as part of a “single
undifferentiated ... global market in which a single product line may be sold”. Thus,
“truly” globalised transnational firms use “raw materials and half-finished goods from
producers in a wide range of countries, with the final assembly process decentralized
across a number of regional centres producing a unified product”. The corporate
strategy of transnational firms promotes narrow interconnection among countries, and
then it becomes increasingly difficult for a nation to avoid changing or being affected
by the economic policy of others. More and more countries have become involved in
the production and commercialisation of goods, assets and services as part of the new
capitalism. Therefore, a strong interdependence and interconnection amongst countries

has developed.

The expression new capitalism above does not mean that globalisation represents a
more advanced system in terms of promoting something like a global welfare state. It
means that since the barriers to commercialising goods and assets in this new phase
have been lowered, transnational corporations have commanded their productive
activities through a wide network of facilities distributed around the world, searching
for increased profitability. In fact, left wing Canadian writer Naomi Klein has just

published her new book in which, among many other complaints about the effects of

43



globalisation in developing nations, she classified new capitalism as “disaster

capitalism”.""

Robert Keohane & Joseph S. Nye Jr. (2000) suggested that at the turn of the
millennium, the word globalisation would replace the word interdependence, which
was used to discuss matters of world politics during the 1980s and 1990s. They
suggested that globalisation and interdependence have many meanings and both
concepts are meant to cover a variety of phenomena from economics to politics and so
on. In fact, they disagree with the current usage within academia of the word
“globalisation”. According to them, globalism is more appropriate because it means “a
condition that can increase or decrease”. Their definition of globalism is “a state of the
world involving networks of interdependence at multicontinental distances.” (Keohane
& Nye 2000:105). In agreement, Giddens (2006:50) also emphasises this reciprocal
dependence as a salient characteristic that defines globalisation. He states that
“globalization refers to the fact that we all increasingly live in one world, so that

individuals, groups and nations become interdependent.”

British political theorist David Held (2001:427) describes present globalisation as a

spatial phenomenon that interlinks communities, but transforms core dimensions of

human life such as power, criminal, financial and environmental aspects.
Globalization is fundamentally a spatial phenomenon; it lies on a spectrum with
the local and national at one end, and the (supranational) regional and global at
the other. It is about the stretching of connections, relations and networks
between human communities, an increase in the intensity of these, and a general
speeding up of all these phenomena. Globalization denotes transcontinental or
interregional flows and networks of activity, interaction and power. It is, in short,
about the interconnections between different regions of the world - from the

cultural to the criminal, the financial to the environmental - and the ways in
which they change over time.

Globalisation is not simply an amalgamation of markets, but a process of ongoing
intercontinental enmeshment of people bringing transformations in culture, language,
habits and traditions, as well as changing the world in many other dimensions, such as
geography, politics, economic and legal systems, corporate oligopolies, formal
institutions, and technology. In this sense, globalisation is an institutionalised concept.

Its dynamic historical progress involves institutions in general and its evolution, and

' Klein, N. (2007) The shock doctrine: The rise of disaster capitalism. New York, Metropolitan Books.
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has been changing many areas of human life. In accordance, Perraton (2003:38) pointed
out:
Globalisation can be conceived as a process, or a set of processes, which
embodies a transformation in the spatial organisation of social relations
engendering a shift in the spatial reach of network and systems of social relations
to transcontinental patterns of human organisation, activity and the exercise of

social power. More specifically ... [it is] the emergence of global product and
financial markets and the international organisation of business.

Perraton’s definition includes an important novel contribution in comparison to the
other authors summarised. He identifies three specific features of the phenomenon: the
emergence of global product, of global financial markets, and the international
organisation of business. Arguably he is referring to them because in his opinion they

are the most salient feature of the regime.

Taking into account the explanations summarised above, in this thesis the phenomenon
is not considered a process of adding previously isolated countries or regions into a
larger space of interaction, formed and fed by the interface of numerous dimensions,
constituting a system that is mutually correlated. Globalisation is a process (‘“‘or a set of
processes”) in continuous transformation running across the spheres of human
interaction, subject to the action of evolutive institutions, contradictions, advances and
retreats. That means that in addition to the productive, commercial and financial
dimensions, its technological, cultural, and legalistic aspects will be considered here,

and briefly presented below.

a) Some core dimensions of globalisation outside economics

A key feature related to the current of globalisation is the advent of numerous advanced
technological breakthroughs and devices for commuting information and data
worldwide. Over the past three decades, deep transformations in information and
communication technologies (ICTs) have gained momentum. They have changed the
nature of human interaction, affecting corporations, governments, institutions, cross-
country cultural differences and the everyday life of ordinary people. One of the major

achievements of this revolution is that these technological innovations have created an
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enormous potential for transmission of information in real time and at unprecedented

speed, reaching areas of the world hitherto considered remote.

Indeed, the most remarkable technological progresses of the 20" century were the
developments in ICTs. The most significant technologies created in both areas
respectively were communication via satellites and fibre optic cables (including
submarine cables), and also the development of computer-based information systems,
chiefly software applications, and computer hardware. The Internet is one of most
successful results of the interaction between telecommunications and computation, so
that nowadays it is virtually impossible to expand the development of
telecommunications without computational support. These technologies have allowed
the traffic of a great amount of data (based on the exponential capacity of fibre optics),
covering continental distances through the use of satellites. As is well-known, there are
other technologies of data transmission based on copper wires and broadcasting, but the
amount of information they once transmitted and the range of these transmissions

cannot be compared with the performance of the satellite and optical fibre.

Certainly, an isolated change does not make a revolution. Rather, these new
technologies have interacted with each other and developed in parallel to the digital
revolution. The digital revolution is sweeping all analogue media before it, allowing
unparalleled success in long distance data transmission. Digital communication works
by converting electronic signals (data, voice, music) into digital (binary) code. Digital
data transmission can be broadcast through fibre optics and satellites, controlled by
computers. This technology vastly reduces the potential for signal corruption during
transmission by weather conditions, and other problems that can interfere with the
quality of reception. As a result, the volume of information exchanged is not only
much greater than the analogue system but is also much more reliable. The
technological advances resulting from ICT devices have been making use of digital
technology (and vice versa) and providing a massive exchange of data transmission

worldwide.

The figure below demonstrates the evolution of a family of scientific developments in
digital communication technology, which emerged from the 1980s. Integrated Services
Digital Network (ISDN), Digital Subscriber Line (DSL) and cable modem are different
technologies used to send or receive information, data, etc., via telephone and

computers. Both ISDN and DSL are signal modulation systems: ISDN transmits data
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digitally, resulting in very clear transmission quality; DSL provides digital data
transmission over the wires of a local telephone network; cable modem is an electronic
device that makes possible the transmission of data to or from a computer via telephone
or other communication lines in long distance (for instance cable TV). The figure
plotted below shows the quick adherence to the digital system in OECD countries since
the early 1990s. In 1991, the magnitude of standard analogue and digital paths
respectively were in use evenly in those countries, whereas in 2005, the figures changed
dramatically to 417 and 1,113 accesses respectively (ISDN and DSL lines, cable

modem and mobile subscribers).

Figure 1. Telecommunication access paths in OECD countries: 1991-2005"
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Source: Source: OECD Key ICT Indicators [available at: www.oecd.org/sti/ICTindicators]
* Total communication access paths = Standard analogue access lines + ISDN lines + DSL +
cable modem + mobile subscribers.

Internet, satellites, computer systems and fibre optics revolutionise modern
telecommunications, providing a high-quality and low-cost service of data transmission
for users who have access to the sophisticated equipment. Companies, banks, central
banks, stock markets and households can interact electronically at any time, twenty four
hours a day, seven days a week, carrying out a wide variety of productive, commercial

and financial activities.

The payoffs from such breakthroughs have been enormous. By satellite, data

transmission between telephones and computers is almost instantaneous in virtually any

"2 This figure is based on data in Appendix 3.
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part of the world, and as a result the use of these technologies in productive,
commercial and financial activities has been extensive. But there is a crucial difference
between the uses of these technologies in such activities. The nature of financial
activity does not involve the same formal and bureaucratic proceedings as commercial
ones. That means that the time to conclude a transaction is the key determinant variable
that differentiates both activities. The time required to conclude a financial deal is much
less than what is necessary in a commercial transaction. Consequently, the time of re-
contraction is also much less. In this way, applications of ICT in finance and
accounting have been encouraging better processing and easier dissemination of
information than in other globalised activities, so one can conclude that its potential to

increase is higher.

The World Wide Web (www) has changed the lifestyle and working environment of
people all over the world. Communication through the internet has been an icon of
global integration, not only for searching for and exchanging information but also
through the use of internet telephony provided by companies such as Skype, Google
Talk, Yahoo! Messenger and MSN Messenger, to mention only the most well-known
enterprises. These companies allow the broadband user to call landlines in any country
via computer devices at a very low cost in comparison to traditional telephone
companies. A broadband circuit costs typically around £15 to £20 a month, a speaker
microphone and headset approximately £10. Once the users have acquired these basic
devices there is no additional cost for the calls to places around the world covered by
these companies. Even if the user wishes to make a call to a traditional telephone
landline, the cost is only around 1-2 pence per minute within Europe and 15 pence to
mobiles in the UK (Talk’07:5). The providers mentioned above also allow
local/international calls and teleconferences between computers with broadband
connections. They also provide communication services on wireless or wired internet
service provision without additional costs or any value-added tax (VAT) charge for

broadband users.

Technological developments have become increasingly enmeshed in contemporary
society, and have been affecting a wide range of areas, from medicine to sports, from
culture to finance. Progress in this field has made a profound impact on global
integration, both positive and negative since ambiguities are inherent in any process of

technological change. Nevertheless, it is worth emphasising that technology is not a
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panacea or a “free lunch”, and it is also not capable of bringing the world to Utopia. As
a matter of fact, [CTs are distributed unevenly worldwide. More recently, prompted by
the uneven geographical diffusion of ICTs and the Internet, multilateral institutions
such as the UN, the World Bank and the OECD have turned their attention to the

inequalities of access to information. This is the well-known topic of Digital Divide."

The problem promoted by the digital divide is not only geographical but social
(DiMaggio et al., 2004). Technology per se is one important dimension of globalisation
but it has neither an even worldwide spread nor the capacity to eliminate social
inequalities, conversely it has been widening the gap between rich and poor nations.
Hence, reducing the digital divide is often considered as a major political matter in the

world (digital) economy.

Changes in international law have also played an important role in the current process
of globalisation. This dimension can be seen through the development of multilateral
agreements in a variety of areas such as trade, finance, human rights, property rights,
international crime, environment, terrorism, money laundering, etc. From the end of
WWII to the 1960s, these issues had mostly lain within domestic jurisdiction, i.e.
domestic states were dealing with some of these issues isolatedly. However, the idea of

nation-state sovereignty has greatly changed since those days.

The erosion of nation-state autonomy, especially in the wake of the contemporary
liberalisation era, has transformed international law from the “law of the state” to the
“law of the international community”. The increased international connectivity in
various areas, (including especially the rapid growth of internet business) has also
brought to light a variety of legal issues that have been solved through adjustments in
the former established legal apparatus. In other words, most of the aforementioned

prominent legal matters such as international trade, finance, human rights, business

13 Rallet & Rochelandet (2007:694) define Digital Divide as follows: “The speech on Digital Divide
starts at the early nineties with the distinction between Information haves and Information have-nots. The
debate in the field of telecommunications is not a new one as it takes root in the problem of universal
service in the USA and the telephone gapl. It has then been extended to gaps in computer equipment
rates, Internet access inequalities and more recently to broadband networks inequalities. In addition, the
debate which was initially restricted to OECD countries, now involves all countries by adding a new
dimension to international inequalities as far as economic development is concerned. From the early
nineties, American studies on the Digital Divide emphasize the risks linked to the exclusion of some
social groups from ICTs. But the Digital Divide phrase itself would have been evoked in 1995 by Long-
Scott (1995) who showed the risks of excluding the poorest people and minorities from communication
technologies with regard to the participation in democratic life.”
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crime and terrorism are no longer domestic concerns, but concerns of the international

community.

These changes have urged the necessity to codify some rules to deal with a variety of
problems raised. These rules have been addressed by the establishment of new
regulations, codes, international conventions and multilateral agreements to adapt
previous international law in order to deal with the new judicial status quo. The absence
of international regulation and multilateral agreements in the light of these
developments could lead the global society to a chaotic state. All these procedures, put
into operation by legal institutions, are an indication of the striking transformations

caused by the recent surge of globalisation.

Culture is another dimension that has been changing considerably under the current
globalisation. Mostly spurred by the rapid progress in commuting information,
globalisation has been promoting greater international cultural exchange, which can be
seen in music concerts of all types, in science, art, and even in the dialogue between
religious groups that had historically kept their distance from one another due to their

different doctrines (this is referred to as ecumenism).

Language plays a key role in the globalisation of culture. As English is the predominant
world language, the aforementioned aspects (especially music, films and science) have
been widely spread around the world, influencing (not eliminating) these cultural
activities in many countries. English became the world language primarily as a result
of colonisation and the huge British Empire both in the Indian sub-continent and
Africa. In those days, French was the language used in the diplomatic service but

became marginalised by the growth of English over the years.

Although both France and Germany were themselves colonists, their Empires in the late
19" and early 20th century were not as widespread as that of Britain, particularly in
Africa. These areas used English not only as their second language, but also their first
language or common language. That happened because of the numerous
languages/dialects spoken, so that the only language common to all was English. After
WWII, the US became a great power, spreading its culture to Latin America and also to
South East Asia because of their involvement in WWIIL. Of course, there are more

Chinese speakers in the world than speakers of other languages, but China has never
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played such an economically and politically significant role in world affairs as Britain

did before WWI and the US has played since WWII.

It is worth emphasising that all the databases researched in Appendix 2 are primarily
English language references. As a matter of fact, English has become the common
language through which scientists from many disciplines have chosen to communicate
their thoughts, achievements and criticisms. Therefore, nowadays, English-language
journals and books are preferred as a vehicle for exchanging scientific knowledge. This

fact reinforces the accuracy of the evidence displayed in the aforementioned appendix.

The scientific evidence presented below is evidence of the point made above. The
British Linguist David Crystal has researched the rise of English as a global language
since the end of WWII. Crystal (2003:111) presents evidence to the fact that English is
currently a global medium of communication of the world’s scientific knowledge,
especially in areas such as science and technology. More research could provide the
same evidence in economics but there is no reason to think that the picture described
below is much different or less significant in economics or in most other social science
fields.
A 1980 study of the use of English in scientific periodicals showed that 85 per
cent of papers in Biology and physics were written in English at that time,
whereas medical papers were same way behind (73 per cent), and papers in
mathematics and chemistry further behind still (69 per cent and 67 per cent)
respectively. However, all these areas had shown a significant increase in their
use of English during the preceding fifteen years — over 30 per cent, in the case of
chemistry, and over 40 per cent, in the case of medicine — and the figures twenty
years further on would certainly be much higher. This can be seen even in a
language-sensitive subject such as linguistics, where in 1995 nearly 95 per cent of

the 1,500 papers listed in the journal Linguistics Abstracts were in English. In
computer science, the proportion is even higher.

Another example is the development of computer software and the number of sites on
the internet written in English. According to Robertson & Scholte (2007:714) 68 per
cent of Web pages were in English in 2004. This figure is huge when compared with
sites in Japanese (7 per cent), German (6 per cent), Chinese (4 per cent), or French (3
per cent). It clearly shows that not all the users who visit Web sites in English are
native speakers, which is an additional indication of the role played by English as a

world language, shaping a distinct cultural aspect of contemporary society.
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3.2 Chronology

The debate on globalisation chronology is strongly related with its definition. If we had
a general and unique definition of the term, its periodisation would be probably general
and unique too. However, as it was argued in the section above, there is a myriad of
definitions, thus the debate on its chronological aspects also have several different

interpretations.

Most scholars who address globalisation from a historical perspective recognise three
major starting points for the onset of the phenomenon: from the 15™ century, in the last
quarter of the 19" century, or from the last quarter of the 20" century. Furthermore,
David Held et al (1999), Scholte (2001, 2002) and Robertson & Scholte (2007) have
mentioned that some writers also consider that the new term globalisation describes
historical tendencies that can be traced back to ancient times even before the Middle

Ages.

Norman Gall & Rubens Ricupero (1997) asserted that globalisation started with the
expansion of the European mercantilist system following the so-called Age of
Discovery from the early 15™ century to the early 17" century. According to them,
starting in Western European countries, maritime expansion hailed the onset of a truly
world economy since it promoted long-distance commercial linkages between Europe
and several regional economic areas spread over all the continents. Those commercial
routes, and the deep transformations in production, transport and communications they
promoted, characterised the beginning of the globalisation era, which was consolidated

in the 19™ century under Britain’s economic dominance.

Contrasting with this view, K. O’Rourke & J. Willimanson (2002:24) found evidence
of globalisation in the 1820s in terms of trade price convergence. However, Bordo,
Eichengreen & Irwin (1999:3) and Bordo (2002:21) assert that the first age began circa
1870, encouraged by the British Gold Standard regime, and the second after the 1980s,
which was based on the worldwide spread of liberalisation and deregulation policies,
spurred by the technological revolution in telecommunications systems. More
precisely, Eichengreen and Bordo (2002:3) mentioned Charles Goodhart’s viewpoint
saying that the first age of globalisation occurred when the transatlantic telegraph cable

was laid between England and North America in 1866, because it revolutionised the
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intercontinental trade of assets. “Financial markets are markets in information; by
speeding transatlantic communication, the advent of the cable in the 1860s thus

transformed their operation”.

This is the general perspective that is largely found in the literature. Considering the
alternative periodisation sustained by some scholars about the ancient roots of
globalisation, two examples could be preliminarily mentioned to illustrate the
phenomenon during this earlier period. First, one can recall the outstanding economic,
political and social achievements of Alexander (Alexander the Great), king of
Macedonia during the years 336-323 BC, who was the conqueror of Greek city-states,
and the Persian Empire from Asia Minor and Egypt to India. Likewise, Justinian I
(Justinian the Great), Byzantine emperor during the 527-565 AD, who extended the
boundaries of the Greek-speaking Roman Empire of the Middle Ages far beyond its

extension of that time.

The title the Great was awarded not only because of the extraordinary geographic
expansion they promoted despite the logistic resources of the time, but also because the
territorial increase of their empires introduced and encouraged important changes to
over-distant areas in diverse aspects of human society such as: overseas trade, civil law
and judicial practices, administrative and political reforms, culture (especially in
sciences, arts and language), religious practices and doctrines, military tactics of
conquest war, to name but a few of the most important aspects. In fact, this could be
one of the possible meanings related to globalisation, that is, a historical process of
territorial expansion headed in general by one nation (followed by others afterwards),
which end up promoting great transformations to a larger extent, spreading them out
over long distances and to a wide range of aspects, eventually changing societies from
one state of affairs to another. This may be a more inclusive approach on globalisation

in historical perspective.

This seems to be the approach proposed by Held et al (1999) in the book Global
transformations, although they search the roots of the phenomenon through a historical
inquiry that dates back many years before the two examples mentioned above. The
authors extensively studied the chronology of globalisation and distinguished seven
historical forms of the phenomenon divided into four subsequent eras. The eight
chapters of the book are dedicated to presenting in great detail the main characteristics

of these different forms of globalisation, hence it is impossible to make an outline of
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the arguments developed by them within the scope of this section. However, since it is
a unique contribution to the debate, table 1 shows synthetically the historical division

they proposed and it is followed by a brief outline of the main characteristics of each

phase.

Table 1. Chronology of historical forms of globalisation

Historical forms of globalisation

Periodisation

Political

Military

Financial

Production

Migration

Cultural

Environmental

A) Pre-modern

1) Pre-1500

B) Early modern, circa 1500-1850
1) Early modern (14th-18th century)
2) Early modern approx. 1500-1760

3) Early modern approx. 1500-1850
4) Early modern Pre-industrial
Revolution

C) Modern, circa 1850-1945
5) Modern (late 19th-early 20th
century)

6) Modern approx. 1760-1945
7) Modern approx, 1850-1945
D) Contemporary, 1945 to date

1) Contemporary approx. 1945 on
2) Contemporary Bretton Woods
period (1945 to 1973)

3) Contemporary approx. 1973 on

\/
\/

\/
\/

\/

\/

\/

Source: Adapted from Held et al (1999: 80, 135, 222, 272, 306, 364, 392)

Held et al (1999) propose that globalisation is not a recent phenomenon but a historical
process that has been progressively disclosed in diverse forms throughout history.
Therefore, there is not one but various forms of globalisation that change over time.
They selected the most salient characteristics in each period and demonstrated how the
development of human relations promoted an increasing enmeshment of economic,
social, cultural and political activities across countries. In this way, they explain the
emergence of various periods of globalisation based on the study of human interaction

since ancient times.

As presented in the table above, Held et al (1999) proposed a fourfold periodisation of
globalisation: pre-modern (pre-1500), early modern (circa 1500-1850), modern (circa
1850-1945) and contemporary (1945 to date). Each form of globalisation reflects the
spatio-temporal conditions of the time. The first form of globalisation lasted thousands

of years since human interaction and the emergence of any long distance activity was
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severely restricted by the limited technology of transport and communication. As a
result of the development of adequate knowledge and equipment, the transformation

process became faster, more intense and with greater scope.

The pre-modern period began with the formation of agrarian centres in Eurasia, Africa
and the Americas around 9,000 to 11,000 years ago. Without a doubt, the targets of the
global interactions and consequently the social and infrastructural transformations were
strictly limited by the technology available. The main characteristics of this age of
globalisation were interregional or inter-civilisational encounters within Eurasia, since
Oceania and the Americas remained autonomous civilisations. The key sources of
globalisation at this time were political and military empires, world religions and the
migratory movements of both nomadic people and farming societies. Due to transport
limitations, long distance trade between regions and civilisations was less intensive.
Political, military or cultural interaction was far more difficult to establish, hence this

era is described as a form of “thin globalisation”.

During the early modern era, globalisation progressed, motivated mainly by the
European ultramarine conquests and the demographic, environmental and
epidemiological flows between Europe, the Americas and Oceania. European
innovation and expansion resulted more from the importation and adaptation of
Eurasian technologies than on the development of indigenous innovations. European
expansion in this era was not truly global but was significantly located in the Americas
and Oceania. Political and military relationships and the formation of European global
empires reinforced the channels of interconnection between continents. In addition,
great trading companies related to the new empires (British East India Company,
Hudson Bay Company and British Royal Africa Company) gave birth to new forms of

economic globalisation.

This modern globalisation period marked the onset of industrialisation and the
enormous progress of military weapons, naval technologies and increasingly powerful
state institutions. Accordingly, the intensity of intercontinental relationships increased
significantly in terms of trade, investment and human migration. During this era,

European power stretched to almost all areas of the globe.

Finally, Held et al consider contemporary globalisation as a distinctive historical form

of globalisation in terms of economics, politics, law, governance, military affairs,
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cultural linkages and human threats, in contrast to the allegation supported by sceptics
who argued that current globalisation represents a return to the 19" century patterns.
“This era has experienced extraordinary innovations in the infrastructures of transport
and communication, and an unparalleled density of institutions of global governance
and regulation” (Held et al 1999:425). The contemporary era represents a historically
unique confluence of certain key aspects such as the Bretton Woods collapse in the
early 1970s, the OPEC oil crises, the flow of petrodollars into international banking
institutions, combined with new telecommunications infrastructures and a global wave
of global neoliberal deregulation from the 1980s onwards. These factors encouraged a
surge in global trade, investment and financial flows especially between North
America, Western Europe and Asia. A detailed discussion of these aspects will be

found in Chapter five.

3.3 Myth or reality

According to the Oxford English Dictionary, one of the meanings of the word myth is
“ideas or beliefs about something that someone considers imaginary, fictitious or
impossible”. To illustrate this, one can consider two experts in front of an art picture in
a museum. One considers that it is really not art at all; while another looking at the
same picture becomes astonished by such a stunning masterpiece. Likewise, the
authors quoted below (and others) are experienced researchers who have been looking
at the same world, raising and questioning the evidence but reaching contrasting

conclusions about the reality of the phenomenon.

For some scholars, globalisation is more than a phenomenon in its due course, “it is the
way we now live” (Giddens 2002:19). Scholars who think that globalisation is now a
reality and who think that its progress had produced improvements in the economic and
social conditions in most countries have been labelled as radicals. Differently, I will
use the term critics to refer to authors who believe that recent globalisation represents a
new and unprecedented phase in the history of capitalism, but that claim a critical

position to the possible positive effects of globalisation.

Similarly, in my opinion, there are two groups with two claims approaching

globalisation as a myth. These authors are called the sceptics. They reason that
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globalisation is a myth because the empirical evidence proves that the bulk of
commercial, productive and financial activities is heavily concentrated in only a few
countries, i.e., Western Europe, North America and Japan (the Triad). Consequently,
the domestic income of most economies does not come from their external activities.
Therefore, the use the term is political-ideological, promoted especially by global
corporations interested in encouraging liberal economic policies worldwide, mainly in
developing countries that had adopted protectionist policies based on state-oriented
development programmes. As a result, to use the word globalisation is not only a
semantic mistake but an inaccurate analytical interpretation. The word is then empty of
meaning and for this reason cannot be used to describe the state of arts in international

affairs.

Other sceptics believe that globalisation is a myth because the current level of market
integration is not unprecedented, i.e., a similar ratio of trade and financial flows by
GDP was already attained during the Belle Epoque period. On this account, nothing
new is happening in the contemporary international scenario. It is important to
recognise that some sceptics (Hirst & Thompson, 1996) uphold both points of view,
this one and the interpretation presented in the previous paragraph. As most current
writers are critics, this section provides more space for the arguments developed by

scholars who treat it as a myth.

As mentioned before, sceptics consider globalisation to be local or even regional, but
not a global event. By this they mean the word itself bears the meaning of worldwide
integration, but in reality the most significant amount of cross-border transactions reach
and benefit only a small number of countries and do not represent a multicontinental
phenomenon. The contemporary surge in massive international flows of trade, foreign
direct investment (FDI) and speculative capital can be deceptive since it is heavily
concentrated in a handful of developed countries (most of which belong to the Triad),

and does not represent a conclusive indication of “true” globalisation.

Hirst & Thompson (1996) are two of the foremost sceptical authors who consider
globalisation to be a myth. They developed a critical analysis towards the conventional
interpretation of globalisation proposed by apologists such as Kenichi Ohmae (1991,
1995a, 1995b). Hirst & Thompson’s propositions were quite influential in the
development of the sceptic’s viewpoint by the late 1990s. They set out their criticisms

in a number of ways in the book, so it would be impossible to summarise all their
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arguments in this section. However, the key points of their reasoning must be

addressed.

An attempt to grasp the main conclusions of Hirst & Thompson (1996) may be
summarised in two assertions: 1. current globalisation is not truly global; and 2. the
mid-1990s international flows of goods, people, and capital have historical precedents
going back to the late 19" century, which was nothing new. What they consider new is
the higher growth of world FDI from the 1980s until the early 1990s compared to the
performance of world trade in the same period, especially in industrialised countries.
The widespread deregulation of capital controls throughout that time is the one of the
main reasons that encouraged such performance. Moreover, conventional scholars hold
that FDI had played a more important role than trade in terms of international
integration throughout that period but they disagree with this opinion. Then Hirst &

Thompson raise a key point of their analysis based on the interpretation of the table

below.
Table 2. Investment flows and populations: 1981-91
Population Investment flows, 1990-91
Total world 5,292,195 100
A
USA and Canada 275.865
EC and EFTA 357.767 14 75
Japan 123.460
B

Ten most important developing 1.519.380 29 16.5 (66% of total flows to
C

Nine most important developing 758.820 14

A+B 43 91.5 (approx.)

A+C 28
A: Singapore, Mexico, China, Brazil, Malasya, Hong Kong, Argentina, Thailand, Egypt, Taiwan.
B: Beijing, Tianjin, Hebei, Shanghai, Jiangsu, Zhejiang, Fujian, Shandong, Guangdong.
Source: World Population Prospects, 1990, UN, 1991 various tables; China Statistical Yearbook,
1991, table T3.3; Statistical Yearbook of the Republic of China, 1991, p. 5. table 1; TNCs and
Integrated International Production, UN, 1993, np. 255, annex table 4. Extracted from Hirst &
Thompson (1996:68)

Table 2 shows the amount of investment flows and population rates during 1981-91 for

three groups of countries: A. USA, Canada, EC and EFTA, and Japan (representing the
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“Triad countries”); B. The ten most important developing countries in terms of FDI
flows; and C. The nine most important developing countries plus the nine main Chinese
coastal provinces. Throughout this period, 75 per cent of all FDI was invested within
the Triad countries, which account for only 14 per cent of the world population. In
contrast, 16.5 per cent of FDI was allocated to the ten major developing countries,
which account for 29 per cent of the world population. Therefore, this quick look at the
table is enough to conclude that during the period considered, the FDI flows were

highly concentrated in just a few developed countries.

In fact, this concentration is higher because the ten “B” countries (i.e., almost a third of
the world population) received 66 per cent of all non-Triad flows. Adding the
population to the amount of FDI invested in A and B, one can conclude that 43 per cent
of the world population received 91.5 per cert of FDI flows in this period. As FDI in
China is highly concentrated in the coastal provinces, Hirst & Thompson add the
population and the investment of A and C. Then the same 91.5 per cent of FDI flows
was allocated to 28 per cent of the world population. As a result, only 8.5 per cent of
global FDI was invested in a ratio that involves 57 to 72 per cent of the world

population.

Despite the authors’ acknowledging that the Chinese data are not quite reliable, the
argument they made based on the table above is the data showing a high concentration
of investment in a few countries and therefore it is not really global. Furthermore, this
kind of geographical distribution creates a situation of severe inequality in terms of
spreading the possible benefits of this type of investment. This is evidence that a key
alleged aspect proposed by the radicals concerning globalisation is not sustainable, nor
has it brought the expected benefits in terms of boosting income, employment, and
output. The sceptical meant that the consequences of FDI cannot be felt everywhere
since B and C countries achieved small shares in comparison to the industrial
economies. Consequently, judging by the time period in question, the world amount of

FDI could be considered local at most, contemplating mainly the Triad countries.

This table is only a part of their arguments, but it plays an important role in Hirst &
Thompson’s argumentation developed in Globalisation in Question. However, the
inference presented above cannot be understood in isolation. Another important part of
Hirst & Thompson’s analysis concerns the importance of domestic firms for internal

economic development, and the role played by the nation-states. According to them,
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national markets are preponderant relative to external markets in the sense that
domestic demand absorbs a predominant portion of production (goods and services)
and is responsible for the creation of most domestic employment. As a result, the
decision process of companies (including the multinationals) is decided predominantly
from their countries of origin. For this reason, many of them cannot be considered
“transnational” but national companies that develop external economic activities.
Additionally, despite recognising that nation-states have lost rooms for intervention
over the last decades of the 20" century, Hirst & Thompson assert that nation-states are
still able to control domestic economic performance and also enforce domestic

development programmes.

In short, according to Hirst & Thompson’s viewpoint, the growth in current
international economic activities cannot be thought of as a genuine process of
globalisation, but rather a myth. In their opinion, the allegation of globalisation was
aimed mainly at establishing neo-liberal economic policies and to reduce the
development initiatives from nation-states - especially in developing countries - in
favour of the commercial and political interests of the Triad countries. All things
considered, it is worth noting that their argumentation was developed circa 1996, and
consequently the data presented in a variety of tables and figures do not cover the

second half of the 1990s.

In the same year, Bairoch & Kozul-Wright also presented a paper bearing sceptical
arguments. The table below claims that current globalisation is not a new historical
phase in cross-border trade activity. As can be seen in table 3, Western developed
countries, the US and Western European economies reached two peaks over the 1870-
1992 period: the first one in 1913 and the second in 1992. This indicates that the level
of commercial integration in 1992 is not new in comparison to the Gold Standard
period. Once again, the figures are outdated, i.e. they cover only the very beginning of

the 1990s.
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Table 3. Merchandise exports as a percentage of GDP, 1870-1992 (Three year
annual average, except for 1950)

Year  Western developed countries United States Western Japan

1870 5.4 13.6

1890 11.7 6.7 14.9 5.1

1913 12.9 6.4 18.3 12.5
1929 9.8 5.0 14.5 13.6
1938 6.2 3.7 7.1 13.0
1950 7.8 3.8 13.4 6.8
1970 10.2 4.0 17.4 9.7
1992 14.3 7.5 21.7 8.8

Source: Bairoch & Kozul-Wright (1996), extracted from Bairoch (1996:176, 179).

Alfred Kleinknecht & Jan ter Wengel (1998) made an analysis of the integration
process in developed countries focusing on the regional integration of the European
Union (EU). They examined data of exports and imports by region from origin to
destination covering the 1960-1995 period. They presented the exports of EU countries
towards other EU countries (as a percentage of GDP), and then compared the exports of
EU countries to non-EU countries. The authors observed high volumes of transactions
among EU countries and much lower volumes between EU and non-EU economies.
Accordingly, they concluded that there is a closer integration (read: “globalisation”)
between all EU countries in terms of trade but not between the EU and the rest of the

world.

Based on those results, Kleinknecht & Wengel used the term Europeanisation to
describe the robust commercial integration that existed between European countries
during the period in question. According to them, the relative importance of trade
between European and non-European partners is modest, and has stagnated since 1960.
From the viewpoint of these authors, if globalisation can be reduced to an
Europeanisation phenomenon, it is a reality, at least in terms of trade. If not, it is a

myth.

Hirst & Thompson (2003) supported Kleinknecht & Wengel’s (1998) conclusion.
Based on the methodology developed in chapter three of their Globalization in
Question (1996) (see especially table 3.3 on page 69), they re-elaborated and updated
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the data of merchandise trade flows in terms of GDP in a book organised by Jonathan

Michie in 2003. The revamped table is reproduced below.

Table 4. Merchandise trade flows as a percentage of originating Triad
bloc/country GDP: 1998

North Western Japan East Asian  J+EAT

To America  Europe (@)] Traders

North America 3.8 2.0 0.7 1.1 1.8

European® 2.3 18.0 0.4 1.0 1.4
FEconomic Area

Japan (J) 33 2.0 - 3.0 3.0

East Asian 10.7 6.9 4.1 na na
Traders® (EAT)

J+ EAT 14.0 8.9 4.1 Na na

Source: WTO Annual Report 2000, Volume II, International Trade Statistics, derived from various tables;
World Economic Indicators 2000, World Bank, Table 4.2; Taiwan Statistical Data Book 2000. Extracted
from Hirst & Thompson (2003:27)

Notes: * European Economic Area (EEA) = EU + Switzerland, Turkey, Norway, Malta, Liechtenstein and
states of the former Yugoslavia.

®East Asian Traders (EAT): China, Hong Kong, Taiwan, South Korea, Malaysia, Thailand and Singapore.

na = not available.

The figures show that in 1998 a small part of merchandise trade flows as a percentage
of GDP of the main developed countries is destined to overseas areas of the globe,
except for the EEA and Western Europe. According to Hirst & Thompson (2003), if the
globalists were correct, the figures should be much higher because the chosen countries
are the most technologically developed in the world and the leaders in terms of
international trade. The top mark is reached exactly by the trade within the EEA and
Western Europe, confirming the Europeanisation thesis presented above. The “second
best” mark was achieved by East Asian traders and North America but, even so, the
value was almost half of that achieved by European economies. All the other figures
are very low and comparatively inexpressive. These results strengthen the point of
view that the alleged “globalisation” phenomenon is non-pervasive; conversely it is

concentrated in local areas of the globe.

On the other hand, other authors have taken into account the recent transformations in
institutional and technological spheres, and updated some data pertaining to
merchandise exports related to GDP, providing different argumentation. According to

them, the current configuration of global productive and financial enmeshment has
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never before been experienced. There are some key arguments always mentioned in this
respect, for instance, the emergence of technological progress in data transmission and
telecommunications; multi-layered governance structures; the reconfiguration of
political power in favour of liberalisation and deregulation policies; the wide range of

financial innovations, and so on.

Grazia letto-Gilles (1997:80) concludes that the international integration of large
companies has been an increasingly progressive trend since the past decades and this
upward tendency is likely to go on. Similarly, Susan Strange (1998:706) reasons that
structural changes in course in the world economy have encouraged the growth of
global trade and capital towards a global market configuration. Both seem to adhere to
the propositions of the critical scholars presented above. Likewise, Jonathan Perraton
(2003:42) pointed out that international trade has reached unprecedented levels relative
to output over the 1870-1998 period. Table 5 shows the upward trend of trade relative
to the output for the most developed countries between 1870 and 1998.

Table 5. Export-GDP ratios, 1870-1998

Merchandise exports as per cent of GDP (1990 prices)

Year/country 1870 1913 1929 1950 1973 1998
France 4.9 7.8 8.6 7.6 15.2 28.7
Germany 9.5 16.1 12.8 6.2 23.8 38.9
Japan 0.2 2.4 35 2.2 7.7 13.4
UK 12.2 17.5 13.3 11.3 14.0 25.0
United States 2.5 3.7 3.6 3.0 49 10.1
World 4.6 7.9 9.0 5.5 10.5 17.2

Source: Maddison (2000:363). Extracted from Perraton (2003:42)

Perraton concludes that trade-GDP ratios are clearly higher now in comparison with the
Gold Standard age, which is opposed to the viewpoint that claims that “nothing is new”
in current globalisation. According to Table 5, the growth rate of trade for goods and
services oscillated in cyclical movements during the period 1870-1950, but since then
this growth was upright and in 1998 greatly surpassed in all countries the ratio reached

in 1913.

In order to highlight the tendency of the worldwide spread of trade from 1890 to 2000
for selected developed countries, Perraton (2003) draws on the table below. He uses

the merchandise trade as a percentage of merchandise value-added. Except in the case
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of Britain, considered “anomalous”, the figures present a clear increase in the trade of
goods related to output, especially in the US. This is evidence that at least in these

countries, the “nothing is new” scenario cannot be confirmed.

Table 6. Merchandise trade as percentage of merchandise value-added: 1890-2000
Country/year 1890 1913 1960 1970 1980 1990 2000

France 18.5 23.3 16.8 25,7 44.0 53.5 68.0
Germany 22.7 29.2 24.6 31.3 48.5 57.8 78.5
Japan 10.2 23.9 15.3 15.7 25.8 18.9 27.5
Sweden 425 37.5 39.7 48.8 72.9 73.1 87.5

United Kingdom 61.5 76.3 33.8 40.7 52.6 62.8 63.5
United States 14.3 13.2 9.6 13.7 30.9 35.8 48.3
Source: Feenstra (1998); World Bank, World Development Indicators data base; US Economic

Report to the President, 1999. Extracted from Perraton (2003:43)

Still on the subject of the evidence of contemporary globalisation as a new scenario,
Perraton (2003) considers “extraordinary” the growth of the FDI since the 1970s. As
Perraton (2003:50) observes: “in the early 1970s the ratio of foreign exchange trading
to world trade was around 2:1, by the early 1990s this ratio had risen to 50:1 and is
around 70:1 today”. In this passage, he does not make comparisons between the current
performance of the FDI and its performance in the early 20" century. Nevertheless, the
data he presents cannot be considered a mere historical coincidence, but rather an
indication that an unusual growth has occurred worldwide in the 1990s, in this case, in
terms of the volume of the FDI. It can also be considered an invitation to put together
the historical FDI data in order to assess whether this tendency is exclusive of the 1990s
or if it has antecedents in the first globalisation age. This comparison will be conducted
in the next chapter. In doing so, history can serve as a guide to discern better whether

the contemporary era is unprecedented or if nothing is new.

To sum up, this section does not aim to enter into a semantic debate, although it is in
fact difficult to avoid mentioning some aspects related to the meaning of the word
globalisation. Dictionaries of any language define the word global as “pertaining to the
whole world, worldwide or universal”. As the act of globalising or to make global,
globalisation is understood literally by some scholars, whilst others prefer to identify
the signs of the times as an indication of the best way to approach the topic. In that
case, the theoretical analysis made by Scholte (2002) is fruitful and clarifies this point.

He points out that globalisation does not mean universalisation. Globalisation could
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not be associated with “experiences to people at all inhabited parts of the earth.”
According to him, it leads the debate to a cul-de-sac because in that way globalisation
is identified with cultural, economic, legal and political convergence, which he believes
to be deceptive. He does not deny that there has been substantial cultural destruction in
recent times, but, in fact, globalisation has not gone that far. Last but not least, it is
worth mentioning that since Karl Marx’s classical exposition on the concentration and
centralisation of capital, it is no wonder that capital in productive and financial spheres

has been concentrated in some key countries.

3.4 Measurement

As asserted in the previous section, scholars from different backgrounds have been
forwarding theoretical interpretations, collecting and (re)organising data and reporting
the results as they strive to conduct their tests and prove their hypotheses. Echoing
Schumpeter (1954), they have been putting together theoretical approaches, empirical
evidence and statistical indicators in order to reach scientific relevance. Accordingly,
their efforts to achieve more robust results have been producing a broad theoretical and
empirical argumentation on globalisation, also encouraging the creation of new forms
to evaluate statistically the dimensions that the phenomenon has assumed. Therefore,
there is a wide variety of statistical information available, but the interpretation of this
data varies significantly since the decision of which should be the most appropriate

indicator to show the important changes is not straightforward (Sutcliffe & Glyn 2003).

All indicators, from a macro to a microeconomic perspective have advantages and
disadvantages, as in other fields of scientific research. Therefore, thus researchers
should take some risks in order to present their assertions. Sudden unfortunate
occurrences in the global scenario such as the financial crisis in East Asia impel authors
to rethink their theoretical approaches and the evidence. This section aims to present
some critical points about the major indicators found in much of the globalisation

literature.

Economists have been assessing globalisation mostly in its commercial, productive and
financial spheres. Trade integration is commonly measured by the external trade

divided by GDP. Global production has been addressed by data concerning mergers,
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acquisitions, and foreign direct investment (FDI). As a result of the recent surges in
global commercial and productive activities, foreign exchange markets became

fashionable as a financial indicator that reflects the rise in global activity.

Financial markets are another important sector to be considered. They are formed by
primary (newly issued securities) and secondary markets (trade of existing securities).
Due to the important process of financial diversification after the 1980s, the range of
financial assets grew dramatically and it would be somewhat difficult to present most of
them. Nonetheless, there are some key ones that have been in frequent use for
economists in their analysis that can be mentioned. For instance, stock and bond
markets have been taken into account to assess the financial activity in capital markets.
Scholars have also been using the ratio of equity and debt flows, gross stocks of foreign
assets and liabilities, cross-border transactions in bonds and equities, and FDI as a
percentage of GDP to assess the amount of productive and speculative capital that has
been traded amongst countries. In their 2004 book, Obstfeld & Taylor presented a range
of indicators to assess what they believe are the main aspects of the globalisation of
finance, such as: cross-border flows and stocks, savings-investment correlations,

current account positions and asset price movements.

Especially after the 1970s, derivative markets have been developing steadily as
instruments for the management of financial risk. Derivative markets are composed of
future markets (options, futures and a wide range of underlying products), and over-the-
counter markets (OTC market, hedge funds, swaps, etc). Insurance markets have been
less quoted in the academic literature but they are also a part of global financial flows.
Table 21 presents a variety of financial openness measures (de facto and especially de
jure measures) developed throughout decades of research. All these data have been
applied to a diverse historical and methodological perspective and for this reason the

pictures provided by scholars diverge considerably.

The indicators quoted above have been feeding the analysis presented in numerous
books and articles with scientific bases for different examinations of the phenomenon
but, as expected, they present pros and cons. A point in question is the indicator
trade/GDP ratio. It shows the relative importance of foreign trade measured by the size
of imports and exports as a percentage of GDP. Therefore, when trade growth is greater
than GDP growth, it demonstrates the rising importance of trade, i.e. greater

international trade integration (read globalisation). This indicator has been broadly used
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for assessing a tendency of spreading world trade markets. Nevertheless, there are at
least two major criticisms against this measure. One of these was made by Went
(1997:41), who noticed that the service sector was largely non-tradable and much
bigger than it was at the beginning of the last century. For this reason, trade as a

percentage of GDP can be underestimated.

Another criticism was drawn from Sutcliffe & Glyn (2003). They criticise the
convenience of this indicator calculated at constant prices. In order to make their claim
clear, they present an example of trade-GDP ratios in the European economy during the
period 1950-99. In 1950, this ratio was 9 per cent while in 1992 it had reached 30 per
cent. At first glance, it would be reasonable to extrapolate from these figures that the
participation of trade in production had grown three times during this period. This
means, measured at constant prices, that a rising share of exports signifies that the
volume of exports has grown faster than the volume of internal output and then the
exports triplicate its importance in comparison to the output. However, this procedure
exaggerates changes in the weight of exports in the economy ‘“because the prices of
exports rise systematically more slowly than do prices for output as a whole” (p. 63).
This indicator would reflect the degree of trade integration more exactly if the prices of
export and GDP presented a more regular behaviour during the period. Otherwise, it
shows a misrepresentative measure of the reality, limiting their relevance. An
argument pointed out by Sutcliffe & Glyn is that labour productivity in the export

sector is different compared to the economy as a whole.

In their opinion, despite the fact that the current price of exports to GDP ratio is the best
measure of this tendency, it must be corrected because the export content can
exaggerate the value-added contribution to them. Therefore, the import content should
be subtracted before comparing exports at current price to GDP. In doing so, they
believe that this measure shows more appropriately the direct importance of
international trade for the domestic economy. However, even this measure exaggerates
the trade-GDP ratio at current price because it includes the import content of exports.
That is why the authors elaborate another way to measure the impact of international
competition within domestic economies named “imported penetration of the domestic

market for manufactures” (see Sutcliffe & Glyn 2003:64, 65).

As discussed above, globalisation is a multi-sided theme and can be measured in many

other ways. Apart from the most common indicators presented here, there are
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indicators of labour markets, migration, technology, politics, environment, and culture.
Among them, technological development has been a fashionable trend, currently well-
elaborated by multilateral institutions. The progression of globalisation can no longer
be understood without taking into account the widespread repercussions and
applications of ICTs. Technological breakthroughs put into operation over the past
three decades in processing, diffusion and transmission of information have greatly
facilitated the progress of cross-border activities. Especially in finance, agents are able
to deal with a wide variety of short and long term contracts, and to move billions in

many currencies through computers in just a few seconds.

As Woodward (2003:311) pointed out: “Scientific advances in communications and
technology have permitted political, social and economic processes to be organised on a

14
7" These elements have

global scale generating alternative forms of social organization.
been powerful driving forces in increasing the degree of enmeshment amongst
countries, and have also been triggering the occurrence of speculative bubbles and the

spread of crises through the contagion effect.

Recently, multilateral institutions such as UNCTAD and the World Bank have been
creating a range of ICT indicators. Generally, they have provided indicators based on
the access to those technologies by individuals, households and enterprises. The
possibilities of creating indicators in that area are enormous due to the abundance of
applications of the technology in the most diverse international activities, and the
cumulative process of development and consequently, the speed of technological
improvements in the development of new products. Therefore, amongst the numerous
combinations possible, these core indicators on ICT can broadly describe the magnitude
of issues involved through the adoption of the ICTs, such as mobile phone subscribers,
mobile phone penetration, number of internet users, internet penetration, internet
penetration and website ownership, modes of internet access, broadband subscribers,
broadband penetration, e-commerce, use of internet for e-business, component of ICT-
enabled services, impact of ICT on GDP growth, number of personal computers,
personal computers penetration, e-commerce sales, internet sales and internet banking

(see UNCTAD 2006).

4 About the effects of the communications and computational developments during the past two decades
for the international capital-market integration see also James R. Lothian 2000, section 4.3.
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As a matter of fact, UNCTAD reports present multiple variations of these ICTs since
they can be classified by region, countries, level of development and gender. Whatever
the case may be, one should take into account that these indicators have been developed
recently, and for this reason they have not been widely used in the literature on

globalisation.

Additionally, private institutions have been offering globalisation indicators with
various methodological approaches. On this account, there are two major indicators
available: the KOF Index of Globalisation'” and the A. T. Kearney index.'® The former
is calculated by the Swiss Institute for Business Cycle Research, aiming to measure
what are considered the three main dimensions of globalisation: economic, social and
political. The index encompasses an overall index of globalisation and sub-indices
referring to “actual economic flows, economic restrictions, data on information flows,
data on personal contact, and data on cultural proximity”. The latter is calculated by the
global management consulting firm A. T. Kearney in association with Foreign Policy.
They created the “Globalisation Index”, an annual study that aims to evaluate the extent
to which the world’s most populated nations are becoming more or less globally
connected using the traditional indicators of economic integration presented here,

adding other variables such as political and personal contact variables.

3. Three key theoretical interpretations about globalisation

The review presented thus far has helped to consider the key premises that became
noteworthy in different strands of present-day globalisation literature, as well as its
dimensions, complexity and controversies. As concluded above, globalisation is an
interdisciplinary subject that has been researched within various theoretical
frameworks. Consequently, the theme is too complicated and many-sided to be
described by a single theoretical outlook. Important theoretical contributions have been
made by scholars of social sciences such as Keohane (2000), Robertson (1992), and
Scholte (2000, 2002) among others. However, due to the purposes of this thesis, this
section will consider the key approaches developed by scholars working in economics

that have developed their thoughts based on different theoretical backgrounds.

15 Available at: http:/globalization.kof.ethz.ch.
1 Available at: http://www.atkearney.com/main.taf?p=5.4,1,116.
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The globalisation debate amongst economists has been developed by the strong version,
the sceptical school, and the transformationalist approach.'” In fact, some of the core
ideas surrounding the theoretical debate on globalisation have already been presented in
this chapter in section 2.1, thus this section will avoid repetitions and will concentrate
in the important points that have not yet been studied. The radicals are known as the
strong version (Hirst & Thompson 1996), or hyper-globalists (Perraton & Goldblatt
1997), or even as the strong globalisation school (Rowthorn & Kozul-Wright 1998).
Some other critical authors may be represented by the transformationalists. This
section aims to outline more precisely the main characteristics of these three theoretical

approaches.

A preliminary introduction to hyper-globalist thought can be grasped through the
meaning of the prefix to the noun. The prefix hyper means over, above, or beyond,
usually expressing excess or exaggeration. While the sceptics believe that the
globalisation effects are concentrated in a few countries, the hyper-globalists believe
the opposite, that is, that globalisation has produced significant economic changes in
almost the entire world. Globalisation is seen as a definitive trend that has been
changing once and for all the role of the nation-states and the typical power of trade
unions in favour of the dominance of free market forces. For most authors,
globalisation is a benign phenomenon that leads to the convergence of world incomes,
institutions and political systems. According to them, it affects heavily the economic
status quo of developing and less developed economies. Therefore, if they open up their
economies and practice “sound” macroeconomic policies, it will lead them to higher

level of income and spur their economic growth.

According to the hyper-globalists, the market itself is a more efficient mechanism of
coordination than nation-states and, therefore, active public policies are not required (or
welcome). In order to make globalisation work, a wide range of liberal political reforms
such as deregulation, liberalisation, privatisation and restrictive monetary policy to
guarantee price stability is encouraged, as was the case of the ‘“monetarist
counterrevolution” at the beginning of the 1970s (also called the end of the “Keynesian

era”) and hastened after 1989. As a result, the world economy has gradually become

7 Perraton & Goldblatt (1997) and Giddens (2002:8) identify two opposing groups of researchers in the
debate on globalisation: the radicals and the sceptics. However, Held et al (1999:10), Perraton (2003:37)
and Giddens (2006:60) define another one, known as the transformationalist school, which is supposed to
develop a critical approach to these two already established views.
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one common marketplace capable of integrating productive activity, trade, services,
labour and financial flows until it reaches the final (ideal) stage, in which national
markets are replaced by global ones. Consequently, nation-states lose their autonomy in
favour of multilateral organisations built on international rules. Nation-states are
supposed to preserve carefully the stability of the key macroeconomic aggregates (the
“fundamentals”), especially external accounts, in order to sustain the economic and
institutional stability necessary to attract international capital. Accordingly, nation-
states invest less in social policies or undertake very little in this area. In fact, the title
of one of the books that support this thesis well summarises this argument in its title,

which is The Borderless World (Ohmae 1991).

By strengthening a global free market economy, countries have been able to develop
their productive potential in terms of maximisation of their natural comparative
advantages. This mechanism has increased competition and therefore the efficiency of
markets, resulting in the convergence of a higher level of global growth.'
Transnational companies play a relevant role in this free market context because they
perform optimal outcomes in line with the world market and more efficiently than
nation-states do. For this reason, national policies and institutional gove