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BOOKS IN REVIEW

As free markets spread from
Beijing to Budapest, the global
economy is spinning out of control.

Can the World

Survive the Triumph
ot Capitalism?

by Jetfrey E. Garten

One World, Ready or Not: The
Manic Logic of Global Capitalism
William Greider

New York: Simon & Schuster, 1997

Suppose the following ad appeared
in your favorite magazine:

Private tour available to crisscross
globe. Staffed by guides steeped in
economics, politics, history, and
philosophy who are prepared to ex-
plain the powerful forces shaping
today’s world economy. Major stops
in China, Malaysia, Thailand, Indo-
nesia, Japan, Germany, the United
States, and Mexico, including not
only capital cities but also remote
production sites. On-the-ground
discussions with political leaders,
corporate executives, labor negotia-
tors, workers, scholars, and futur-
ists. Guaranteed both to exhilarate
and disturb you. Also guaranteed to
produce major insights about your
personal life, your business strategy,
and global trends. Two plans avail-
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able. Plan 1: Seat on comfortable
Lear jet, deluxe accommodations,
$25,000. Plan 2: William Greider’s
new book, $27.50.

Which would be the better option?
Even if you had the money for the
tour by jet, I'd suggest buying the
book. Reading it would take less
time, and the experience would also
be colortul, intense, and educational.

Greider, a writer for Rolling Stone
and author of several important
books on economics and politics (in-
cluding Secrets of the Temple: How
the Federal Reserve Runs the Coun-
try) has set out to describe the en-
gine of global capitalism and then
take the machine apart to see how
cach piece actually works and how
they all fit together. In the process,
he asks the most fundamental ques-
tions about trade, production, fi-
nance, and the environment.

What makes the book gripping,
however, is the answers he provides
and the way he provides them. He

shuttles between places such as the
Motorola factory outside of Kuala
Lumpur, where young female work-
ers exchange their veils for surgi-
cal masks in order to manufacture
semiconductor chips, and Toyota’s
No. 4 Assembly Shop in Japan, where
scores of long-necked welding ro-
bots do the work of hundreds of
skilled workers. Greider takes the
reader from Shaanxi province in
China, where the Hongyuan Aviation
Forging and Casting Industry Com-
pany subcontracts for Boeing and
Siemens, to cramped Wall Street of-
fices where derivatives are traded.
During these and many other trips,
he introduces working and unem-
ployed men and women, managers
who oversee production, and a pag-
eant of people who reflect on eco-
nomic change. All the while, Grei-
der provides historical perspective:
for example, he traces the iron and
steel industry’s movement from
South Wales in the eighteenth cen-
tury to England, Germany, the Unit-
ed States, Japan, Korea, and now
China; and he brings out the connec-
tions between the flowering of capi-
talism in the nineteenth century and
the rise of communism and fascism
in the twentieth.

Who’s in Control?

Greider’s message 1s profoundly
discomforting. He is convinced that
although the rapid spread of free-
market philosophy since the end of
the Cold War has created countless
pockets of prosperity from Shanghai
to Warsaw, the world economy has
spun out of control and is heading
for a cataclysmic fall. He discerns
three ominous, converging trends.
The first trend is increasing produc-
tion: the world will soon be awash in

Jeffrey E. Garten is dean of the Yale
School of Management in New
Haven, Connecticut. He was former-
ly a managing director of the Black-
stone Group, an investment banking
firm, and undersecretary of com-
merce for international trade in the
Clinton administration. His next
book, which focuses on the chal-
lenge to the United States of big
emerging markets, will be published
later this year by Basic BooKks.
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surplus goods. Multinational com-
panies, engaged in brutal competi
tion for market share, have expand-
ed to the far corners of the globe.
Their profitability depends on hold-
ing down wages in places such as
Indonesia and China, which guaran-
tees that workers in those locations
cannot afford to buy what they
make. Meanwhile, there is no way
that consumers in the West can
absorb mountains of new produc-
tion. In the automobile industry,
for example, global overcapacity will
equal the production potential of
the entire North American industry
within four years. Surpluses are also
building in chemicals, pharmaceuti-
cals, electronics, and textiles.

The second trend is the rapid, con-
stant flow of money across borders.
Greider shows how large the stock of
financial assets has become and how
powerful Wall Street is relative to
Washington and other governments.
[n 1983, for example, the central
banks of the United States, France,
Germany, Japan, and Great Britain
held $139 billion in reserves, and
daily trading in foreign exchange
was $39 billion. Ten years later, the
reserves of those banks amounted
to $278 billion, and daily foreign-
exchange trading had soared to $623
billion — and the ratio of trading to
reserves is even higher today.

Powerful private markets are call-
ing the shots in the world economy.
They are inducing the developed
countries to grow far more slowly
than is desirable, says Greider, by de-
manding that governments rein in
budgets too fast and keep monetary
policy too tight. A long cycle of eco-
nomic contraction and deflation
may follow as a result. In addition,
Greider fears that the phenomenal
growth of investable funds far out-
strips sound investment opportuni-
ties. When people see that their ex-
pectations of returns cannot be met,
or when a few big deals turn sour,
everyone will head for the exits and
set off a panic.

The third trend is rapid industrial-
ization in the emerging markets.
Greider believes that the planet can-
not sustain that growth without ir-
reparable environmental damage.
All over Asia and Latin America, he
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sces a showdown with nature. For
example, today there is one car for
every 680 people in China’s popula-
tion of 1.2 billion. (The ratio in the
United States is one car for every
1.7 people.) What will happen when
the better-off Chinese workers and
capitalists — and there will be many
more success stories in China in the
decades to come - fill their streets
and highways with automobiles?
Greider’s main concern is that the
losers in the global economy - those
carning rock-bottom wages, those
who suffer when growth slows,
those who live with the worst ef-
fects of environmental
degradation - far out-
number the winners.
He draws examples
not just from Indone-
sia but also from Ger-
many, where the mid-
dle class watches as its
social safety net is dis-
mantled; and not just
from Thailand but also from the
United States, where workers’ real
incomes have stagnated or declined
in the last two decades. The book
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highlights the hundreds of millions
of people who feel cornered, power-
less, and alienated, and questions
whether these men and women will
remain politically passive.

Greider contends that no one will
take responsibility for global capital-
ism in all its dimensions. Multina-
tional companies are obsessed with
breaking into foreign markets.
Lenders and investors are preoccu-
pied with financial returns and the
security of their assets. And political
leaders are leaving the outcome of
the great political issues of our
times - the distribution of wealth

Greider contends that no
one will take responsibility
for global capitalism in all

its dimensions.

and power within and among so-
cieties, the treatment of ordinary
citizens, and even human rights
questions — substantially to private
markets. It’s one thing to support a
smaller and more etfective public
sector, managed according to sound
business principles whenever possi-
ble. But it’s another to say that the
global capital market ought to be the
sole arbiter of social and political is-
sues — which is de facto what politi-
cal leaders have done out of neglect,
ignorance, or a sense of impotence.
Surely it is a sad state of aftairs when
the marketplace is seen as a better
place to sort out large public prob-
lems than the chambers and hall-
ways of enlightened governments.

No one speaks for the people, says
Greider, and as a result, capitalism
will swing to an extreme until it pro-
duces a popular backlash, class poli-
tics harden, and widespread social
conflicts flare up. How far off is this
collision between free markets and
society? Not too long into the next
century, Greider implies.

Even as he paints these dark
clouds, the author believes a lot can
be done to preempt a collision. He
would like to see a global effort to
“bring up the bottom” - to improve
the conditions and wages of workers
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in emerging economies so that they
can be consumers as well as produc-
ers. He advocates a renewed focus on
ecconomic growth in place of the cur-
rent orthodoxy that rewards auster-
ity. He believes that governments
can exert much more influence on
the trajectory of the world economy
than they do, especially if they act in
concert. He proposes the establish-

bilities of governments and corpo-
rations in the global economy?
Beyond tackling the right issues,
Greider has history on his side. In
the long run, capitalism has led to
substantial progress in the human
condition, but it has not done so in
the absence of crises. It took Great
Britain more than a century and a
half after the industrial revolution to
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ment of new industries that not
only manufacture products but also
consume their own environmental
waste. Finally, he calls for a new
international ideology — global hu-
manism - in which the focus of eco-
nomics is not just production and
profits but also the dignity of labor.

Is Greider right?

He certainly raises fundamental
questions that ought to be hotly
debated but rarely are, either by po-
litical or corporate leaders. (It was
no accident that in the midst of
the most sweeping changes in global
economics in 50 years, virtually
nothing was said in the U.S. presi-
dential campaign about any of the
questions Greider asks.) What will
be the impact of nearly 2 billion non-
Western workers entering the global
economy over the next decade and
working for $5 to $10 per hour at a
rate of efficiency 80% to 90% that
of workers in the West? Where will
the purchasing power come from
to absorb the massive production in-
creases made possible by low-cost
labor, technology, and new invest-
ments? How should the public think
about the disproportionate growth
of financial assets in relation to
their underlying earnings capabili-
ties? What are the broader responsi-

6

shake off a class-ridden society and
create true democratic capitalism.
France had to mount a violent revo-
lution even to begin making the
transition. The United States en-
dured the Civil War as well as peri-
ods of violent labor strife. Germany
and Japan had to be destroyed by war
before they could emerge as demo-
cratic societies. Given the economic
and political transitions now under
way, what makes anyone think that
China, Indonesia, or Mexico will
emerge as democratic, free-market
nations without violent eruptions
along the way?

Some would say that modern fi-
nance can handle these tran-
sitions. After all, safety nets
now exist in the form of cen-
tral banks, treasuries, and
the International Monetary
Fund - institutions that
have acquired substantial
Crisis-management experi-
ence, including the 1987
stock market crash and the
1995 bailout of Mexico. But
many serious vulnerabilities remain
in the system. The links between
markets and institutions resulting
from the phenomenal expansion of
exotic financial instruments have
created a level of risk that no one

fully understands. The heavy de-
pendence of so many nations on
exporting holds the world econ-
omy hostage to a continuation of
cconomic growth and trade liberal-
1zation. Add to that the systemic
problems cited by Greider, and the
burden of proof rests with the opti-
mists. This much is clear: the idea of
self-regulating markets is a danger-
ous delusion.

Elusive Solutions

Greider seeks answers to the cen-
tral questions, Can capitalism be al-
tered and reformed? Or is the world
doomed to keep renewing inhuman-
ities in the name of economic pro-
gress? In the end, his broad recom-
mendations do not seem feasible in
today’s climate; and some of his pre-
scriptions could cause huge distur-
bances. For example, if the United
States imposed a tariff on imports
from countries with low labor stan-
dards, there would be at least two
consequences. Politically, the world
trade system would go into a tail-
spin. All of Asia and Latin America
would protest and hold up trade
measures concerning the protection
of intellectual property rights and
greater access to markets for foreign
investors. Economically, the United
States would be shooting itself in
the foot because the price of imports
would soar, creating inflation and
making exports - which are com-
posed of ever increasing amounts of
imported materials - much more
expensive.

Powerful arguments can also be
made against Greider’s wish to con-

Can capitalism be
reformed? Or is the world
doomed to keep renewing
inhumanities in the name
of economic progress?

trol the flow of capital and raise rev-
enues at the same time by taxing fi-
nancial transactions. For one thing,
the sheer impossibility of getting all
the major governments to cooperate
would lead free markets to migrate
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to the least-regulated jurisdiction.
And Greider has one particularly ill
conceived idea: that the United
States should close its trade deficits
by imposing a large, emergency tar-
iff. It’s difficult to think of a quicker
way to sct off a protectionist scram-
ble around the globe.

But these are quibbles in the con-
text of this amazing book. Probably
no fundamental reforms of the mag-
nitude sought by Greider can or will
be made, and so the die is cast for the
next few decades - for better or for
worse. But Greider at least sets a di-
rection for thinking by making it
clear that a world economy on auto-
matic pilot will eventually drive it-
sclf off a cliff.

And One World, Ready or Not is
on firm prescriptive ground regard-
ing one issue — growth — that does
not require altering the model of
capitalism so much as changing
ways of thinking within that model.
Greider’s pleas for a progrowth
thrust in place of the timidity that
exists around the world is dead right.
This isn’t just a question of what the

Greider makes it clear that
a world economy on
automatic pilot eventually

will drive itself off a cliff.

Federal Reserve Bank or the Bundes-
bank will do over the next quarter
or the next year. It concerns an
overcautious mind-set, a mind-set
throughout the global economy that
does not recognize the cumulative
impact of the policy actions of na-
tional authorities.

In Europe, growth is being re-
stricted by a self-imposed deadline
to reduce budgets in preparation for
adopting a common currency. Japan
is considering raising interest rates
cven though its economy is flat for
the fourth straight year. In the Unit-
ed States, the conventional wisdom
that the economy cannot grow more
than 2.5% per year is becoming
a dangerous self-fulfilling proph-
ecy. The public is obsessed with in-
flation, even as it has approached

zero and even though competitive
forces in the economy have never
been stronger. The government has
lashed itself to the mast of a bal-
anced budget by the year 2002, an ar-
bitrary deadline. A balanced budget
is held out as the solution to low lev-
els of savings and investment - a
link that is dubious in the context of
a $7 trillion economy.

Greider asks whether slow growth
and higher savings go together or
whether the U.S. economy needs to
grow faster in order to boost savings
and investment. The experience in
Asia, where the rate of savings has
been the highest in the world, indi-
cates that faster growth must pre-
cede higher savings. It’s true that
when the major countries restrain
the growth of their economies, cen-
tral bankers and bondholders are
happy. But is that the right prescrip-
tion for the rest of society?

What Can Business Do?

What are the implications of Grei-
der’s thesis for business leaders? If
you believe that the global economy
is headed for a meltdown,
your enthusiasm about
expanding operations to
China, India, or Brazil is
likely to be limited. But
the kind of disruptions
described in this book, if
they occur at all, could
take generations. Devis-
ing a business strategy
based on these considerations is
tricky, but doing nothing different
is not an intelligent option.

The social conflicts described in
One World, Ready or Not are likely
to appear in isolated spots at first. In-
dividual corporations are prime tar-
gets of political resentment (as they
have been for many decades). Com-
panies can redouble their efforts to
be good local citizens - to be known
for investing in the local workforce
and community by doing more to
train and educate employees, set
high safety standards, and provide as
much health insurance as possible.
Greider describes in lurid detail how
bad working conditions are in the
emerging markets. Multinationals
must help; they are increasingly at
risk if they don’t try.
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Companies will also need to de-
velop their own shrewd foreign poli-
cies. Particularly in the emerging
markets, they will need the ability
to distinguish between short-term
adverse trends — those that they can
handle or ride out - and long-term
fundamental forces.

Consider one example from India.
In 1995, a local election brought to
power a new administration that im-
mediately abrogated a $3 billion
contract with a consortium led by
Enron Corporation to supply electri-
cal power. The power project was to
be the largest single foreign invest-
ment ever made in India, and up
until the effort to close it down, the
national government was seen as
embracing the trend toward eco-
nomic liberalization. However, in
the midst of the Enron fiasco, several
U.S. companies contemplated with-
drawing from India; they feared that
it marked the beginning of tensions
to come as Indian governments
might try to win votes by whipping
up the public against foreign compa-
nies. It took considerable interven-
tion by the U.S. government to per-
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suade the companies not to burn
their bridges prematurely.

After a year of white-knuckle ne-
gotiations, Enron revived its con-
tract, and none of the major U.S. in-
vestors pulled out. Today a new
national government in India is at-
tempting to reassure foreign in-
vestors that the underlying support
for foreign investment remains

ers therefore must look beyond their
own bottom lines to propose solu-
tions to major public-policy issues.
If they don’t, the concerns raised in
this book will prove all too valid.

In One World, Ready or Not, Grei-
der has combined high-class journal-
ism, exhaustive research and analy-
sis, and thoughtful but strongly
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strong. The lesson is that multina-
tionals operating in risky climates
will have to make sophisticated ap-
praisals of rapidly changing political
and social situations as never before.
And they will have to cultivate ties
with all constituencies in emerging
economies in order to weather the
inevitable storms that will rage in
countries undergoing tumultuous
change. Finally, business leaders
need to talk more openly about the
dilemmas of operating in a global
economy - such as when and how to
impose Western standards of human
rights and how to bal-
ance the short-term
interests of stockhold-
ers with a company’s
long-term interest in
creating an environ-
ment that produces
sustained profits.
Greider believes that the public
sector has the prime responsibility
for creating the framework for global
commerce. In theory, he is right; but
the balance between public and pri-
vate power has shifted toward the
latter. Government resources are
dwindling, and the public sector is
attracting fewer of the most talented
people today than it has previously
in the postwar period. Business lead-
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opinionated commentary. He is the
preeminent American writer on the
impact of economics and politics on
society. At a time when Americans
have embraced moderation and cen-
trist government — because, in my
view, they don’t trust any leader
with a bold idea - and when govern-
ments in Europe, Japan, and else-
where are bereft of all ideas about
how to approach the next century,
Greider has sounded an alarm in an
attempt to jolt people into think-
ing beyond the next election, quar-
terly earnings report, or paycheck.

Multinationals will need to
develop their own shrewd
foreign policies.

He has prodded us to reexamine our
self-satisfaction now that the Cold
War is over and democracy and free
markets are everywhere in vogue.
Agree with him or not - and many
will have a strong reaction against
his populist views — he has written
one of the most stimulating and im-
portant books of the decade. v,
Reprint 97102
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