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I am a supporter of globalisation but not in all respects. I dislike the spreading of infectious diseases, the trade in women and drugs, the mafia and terrorism. I am not going to talk about them. I shall confine myself to the legal forms of economic globalisation and in particular to the issue of protectionism and free trade. 

These days globalisation means, in the words of The Economist 
: 

“Competing with everyone from everywhere for everything”. That is what emerging market economies are doing and with success. It has been estimated that within ten years emergent market economies will account for one third of the “Fortune 500” list. The days that the EU plus the US held 13% of the planet’s population but enjoyed 55 % of total world income are passed. But this need not mean that our living standards will not continue to rise. 

It is clear that there is a shift in global business. Take Lenovo, a Chinese computer maker. It became a global brand in 2005, when it paid $ 1.75 billion for the personal computer business of IBM. One reason why Lenovo could afford this was its leading position in a domestic market –China- buoyed by GDP growth rates that dwarfed those in developed countries. 

These growth rates are lifting the incomes of millions of people to a level where they start splashing about on everything under the sun. They will swell the ranks of the world’s middle classes. This is one reason why statesmen with foresight should welcome globalisation. 

These days, however, globalisation is not popular. Nor is capitalism, in particular among intellectuals. The question to ask is: how do you want prices to be established – by bureaucrats or by the market? Only the extreme left will want to go back to a command economy. For all the others, prices will be determind by the market. This means that all solutions to the present crisis will have to be found within the market economy, not outside it. 

A number of years ago I had a meeting with Mr. Venkataraman, then Indian finance minister. I tried to defend a market-oriented economic policy. He replied: “The market smiles at the rich but frowns at the poor.” It is superficial statements like this that have encouraged millions of Indian bureaucrats to hamper the economic development of their country. Fortunately, Prime Minister Mr. Narasimha Rao changed tack in the early nineties. And the effect has been miraculous. 

Let me not exaggerate. Over the past eight years US corporations invested twice as much in Ireland as in China; twice as much in Spain as in Brazil and twice as much in Sweden as in India. The interdependence of the EU and the US is massive and very sturdy. Western companies, moreover, have the advantage of good management in depth, which is often a drawback in emerging market companies. And the EU has the advantage of its internal market – its proudest single achievement, which it must cherish and defend and which is now under attack. 

The internal market entails the well-known four freedoms: freedom of movement of goods, services, capital and persons. One of its aims is to establish free and fair competition. Of the four freedoms, those for goods and capital are nearly perfect, even though later I must say something on regulation and supervision; freedom of movement of persons now also exists, apart from certain periods of transition. But the freedom of movement of services is only partly realised. As member of the European Commission I have tried to improve the situation by proposing a services directive, which would open the whole internal market to services. That would bring considerable advantages, I thought, because our economies consist - by and large - for 70% of services. 

But the directive ran into heavy weather. The rot started in Wallonia. The ruling socialist party there needed something to attack the central government with, in which they themselves however took part. They thought of the services directive, then still a proposal, and used it as a club to hit the liberal prime minister Verhofstadt with, who soon caved in. From Wallonia the infection spread to France where the proposal was attacked by everyone on the left and by the nationalist right, including president Jacques Chirac, who said that liberalism would pose just as great a danger in the 21st century as totalitarianism had in the twentieth. 

The services directive became a hot subject in Sweden and in Germany, where the economics minister turned tail and deserted the Commission. Meanwhile, in the European Parliament, the troops pro and contra were lining up. The up-shot of all this was that the principle of home country control – which is an essential aspect of the internal market – was excised from the directive. 

This is in particular a great pity because service sector productivity has been very weak now for a number of years, holding back economic growth. More competition at both national and European level would do much to boost growth. The lack of service sector integration, furthermore, will be particularly damaging for eurozone members, which have decided to forego exchange rate flexibility. Their economies must be made flexible in other ways, in particular by admitting more competition in service industries. 

This has led to problems in Italy. This country has been losing a little productivity each year. In the past it has compensated for this by devaluing the lira every so often. That is now no longer possible. This means it must now find structural adaptations in the real economy, with all the attendant political problems. No wonder it was an Italian minister who has suggested that Italy should leave the European Monetary Union. 

I said just now that the aim of the four freedoms, among other aspects, was to establish a regime of free and fair competition. But that is not the view of France’s President Sarkozy. He managed to get these words removed from the Lisbon Treaty. He asked in Berlin what competition had actually done for Europe. In brief, he linked up with an old French tradition, going back at least to Rousseau, that considers competition to be a murderous poison. 

Saint Simon said it. Louis Blanc said it in 1848. They make the impression that the French – at least on the official side – do not really like competition, which is odd because their educational system is highly competitive. 

President Sarkozy says that he is talking “protection”, not “protectionism” as if there were a difference. He wants economic patriotism and French champions. I prefer European champions and if he wants to give a French company advantages that he denies to others – why, it is against the law. He got into a row with the Czech prime minister Topolanek by saying that the French car companies working in that country would get financial assistance if they returned to France. 

President Sarkozy appears to forget what the Treaty says: ”Any aid granted by a Member State which distorts or threatens to distort competition is incompatible with the Internal Market. “ 

Renault recently said that it would move part of its productions in Slovenia to a factory near Paris where 400 new jobs would be created. European Commissioner Neelie Kroes quite correctly said that if France broke competition rules, all € 3 billion support for Renault would have to be repaid. 

And it is not only France. “British jobs for British workers”, one hears from Trade Unions across the Channel. Fortunately that is not yet settled policy, perhaps because there is a “posted workers directive”. Banks prefer to lend to home customers rather than foreign ones, although Gordon Brown says: “No retreat into domestic lending”.  

And then there are the Americans with their “Buy American”-act, even though president Barack Obama and secretary to the Treasury Geithner have said they will respect the WTO-rules. Everywhere the principles of liberal economies are under strain. If there is insufficient vigilance, the internal market could be derailed. 

It is universally acknowledged that protectionism prolonged the Great Depression of the nineteen thirties. Indeed, at the last G-20 meeting it was unanimously asserted that protectionist measures would be ruled out. But afterwards 17 of those twenty countries took a total of 57 such measures. Why? Well, protectionism gets a politician votes, free trade does not. Leaders were evidently unable to convince the public. 

The Economist of March 14 quoted a highly placed European civil servant saying : “An overwhelming majority of EU-leaders would have voted to suspend the internal market rules.” I wish these leaders would rather read what Mr. Amato wrote in the FT: “Member States should realise that defending the internal market should be in their national interest.” 

The note that has been prepared to introduce this meeting asks: “Should pro-competitive measures like liberalisation and privatisation be ruled out?” My answer is: certainly not. The reason is given by the note itself: “A competitive environment allows a faster adaptation of the economy to the changes in demand and incentives (-) and would probably allow a quicker rebound.  

I promised to say something about the regulation and supervision of financial markets. Let me do that now. 

When I became a member of the European Commission in 1999 there was no joint effort among Member States in respect of the regulation and supervision of financial markets but the need was felt indeed for more cooperation, in particular in the areas of stockmarkets, banks and insurance. At my request, the Belgian Central Banker Lamfalussy headed a committee to look into this matter. As a result, Committees were set up in Paris, London and Frankfurt to deal with these matters at four different levels. 

At the end of his report, Mr. Lamfalussy wrote that if his proposals did not work, a more centralised instance would be needed: a sort of EuroSec, as it were. There were quite a few market participants who supported such a EuroSec. Deutsche Bank, for example, often complained of having to comply with many national regimes. 

The EuroSec did not come into existence. Firstly, the UK did not want it. Secondly, I was afraid that centrally located supervisors would be too far away from the market. 

Now, another Central Banker has taken over: Jacques de Larosière. He recently issued his report. It deals with a host of important but not earth-shattering issues such as accountancy rules, credit rating agencies and the transparency of hedge funds. But the real meat of his report was in his proposal to have a European Systemic Risk Council, chaired by the President of the European Central Bank and consisting of the chairmen of the three Lamfalussy committees. If a response to a situation of risk in one member state were inadequate, the chairman of the Economic and Finance Committee would take further action, the Report says somewhat threateningly. Secondly, there would be a European System of Financial Supervisors with the aim of moving towards harmonised rules, powers and sanctions. 

I hope the de Larosière proposals are adopted, even though many details must still be worked out. They mark a further step towards a central European system. I think that within ten years we shall have a EuroSec. 

It is important for the European Union to have a well structured and properly functioning financial system. Evermore Asian and Middle Eastern treasurers are placing their excess foreign exhange in euros rather than in dollars. This means that the euro is becoming steadily more a reserve currency. I do not know whether this is something to be encouraged, lest the EU should develop the same profligacy that has characterised the USA. 

The upshot of all this is that we must guard the European Union as a coherent entity able to act across the world so it can give a boost to the Doha-round of trade negotiations. This places limits on any further enlargements of the Union. 

Frits Bolkestein, Amsterdam, 3-4-2009
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