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The process of globalization has been scrutinized for about fifteen years now and two  conclusions emerge quite strongly. The first one has been reached by the beginning of the 90s: globalization accelerates the rhythm of change which contemporary economies have to sustain. It took longer to understand well the second conclusion: the full development of globalization and of its positive effects require the existence of strong international and domestic institutions. 


In this paper, I briefly come back on the characteristics of the globalization process in order to emphasize the fact that these two conclusions are interdependent and to suggest adequate adaptations of public policies.


The dynamics of globalization: what is new?


Very broadly defined, globalization means closer interdependence between countries, and more generally between economic zones. I want to argue that the process is not just further internationalization through trade or foreign direct investment – even if the latter has grown particularly quickly since the mid-80s and implies closer integration than trade. 


Globalization is powered by the combination of three engines : deregulation, competition and innovation. These three sets of factors also fueled the late XIXth century internationalization wave. So what is new? Firstly, globalization built upon a substantial degree of openness from the 80s on. Secondly, globalization involves a larger number of independent countries� and a larger number of firms than internationalization in the XIXth century or during the 60s and 70s. This is important because more numerous actors increase the degree of complexity and the degree of uncertainty in the system. This bears both on the strength of global competition and on the adaptations of the institutional context. Thirdly, the engines of globalization have gathered much more power. This third point deserves a more detailed examination.


Innovation tightly interacts with competition, which is increasingly international in scope. Nevertheless, innovation has its own dynamics. Various studies and numerous observations suggest that since the 70s the rhythm of innovation has increased and that the capacity to innovate consistently has become a major competitive asset for an ever larger number of companies, from SMEs to multinationals. Export markets and foreign direct investment stimulate competition and technology transfers. So innovation and international competition feed on each other. These strong interactions can be illustrated by one hotly debated issue: to what extent is globalization responsible for unemployment in Europe and for growing wage inequalities in the United-States? A number of studies suggest that these evolutions are mostly due to technological progress, rather than to trade with low wage countries. Technological progress and automation however have been strongly stimulated by trade and international competition – including between firms from industrial countries�. It is important to identify globalization as a channel for innovation and change, but from a policy point of view, the sensible attitude is to assess the need for change and the relevant policies.


Deregulation is the specific shape taken by liberalization during the globalization phase. Tariff and non tariff liberalization have gone on, but a new impetus has come from domestic deregulation, which has widely expanded the scope of international integration�. The latter has become much deeper since new sectors are now open to international competition (in services in particular). This deeper international integration also means that national regulations and specific institutions are now more directly exposed to international pressure. This has been the case in particular for labor and financial institutions. 


Globalization takes place in a more regulated international context than the previous waves of world integration. Indeed, one major difference between the end of the XIXth century and the end of the XXth century is the existence of respected international institutions. The GATT, the IMF, the World Bank and even the United Nations have fostered internationalization trough both liberalization (tariffs, quotas…) and the provision of a more predictable and secure environment (financial rules and emergency credits, economic and political cooperation…). These rules and institutions should be strengthened in order to avoid that  periodic international crisis give rise to backlashes against the process of globalization. A number of reactions during the recent Asian financial crisis illustrate this point. 


During the negotiations of the Uruguay Round at the beginning of the 90s, fears were expressed that regional integration would endanger global trade liberalization. Europe was building the single market and regional schemes were being discussed in the Americas and in Asia. Actually, the single market is definitely not a fortress. This was predictable since the economic integration of Europe has largely been achieved through liberalization rather than protection�. The extent of regionalization in Asia is a matter of discussion. The financial and economic crisis which broke out in 1997 tends to confirm that it is fragile at best. The European experience suggests that regional integration, provided it builds strong specific institutions, can be a relevant governance mechanism in the context of globalization. It could complement national policies and institutions, to which I now turn.


Policies to foster and sustain change 


Firms strive to become global competitors, fighting for market share on numerous national markets and designing their activities on a worldwide scale. This evolution has meant that national productive systems have been more readily compared and assessed by firms. Benchmarking has become a usual business practice, but it has also been applied to nations. This has been one interpretation of the competitiveness issue – to compare countries on a number of indicators from the point of view of firms. Two related conclusions emerged from this perspective. Firstly, that national economic structures had to converge. Secondly, that convergence was to follow a liberal, exclusively market oriented blueprint - the underlying assumption being that a mostly non regulated economy would be the best context for firms to thrive. 


At the beginning of the 90s, on both sides of the Atlantic, economic policies were widely suspected of being either ineffective or perverse. According to the emerging consensus, governments mostly had to ensure that markets were not hindered by public policies and regulations. This conventional wisdom is now questioned through a reappraisal of the role of public policies. A number of European governments consider that the United-States have conducted a cleverer policy mix during the 90s. The idea is to examine the possibility to target both inflation and growth, instead of focusing on one objective. Comparative studies between industrialized countries also suggest that public policies can be effective in checking the development of poverty. More generally, the debate on social policies suggests that the balance between social protection and incentives may be delicate to strike, but that public authorities should try.


Globalization brings the benefits of specialization and scale, but imposes a higher rhythm of change on societies. History suggests that societies can sustain such a dynamic trade-off provided they enjoy a reasonable degree of security�. After the second world war, governments in industrialized countries have provided the required safety net. The corresponding laws and institutions now have to be renovated to take into account the contemporary constraints. The main issue is not so much about checking increasing costs – which is indeed necessary - as to strike a balance between flexibility and security. In other words, economic and social policies have to both foster change and ensure security. These two objectives should be more tightly integrated than before in policy designs. One issue is to pay attention to incentives in policy designs.


The economics of innovation provides an illustration of the above general argument. Innovation depends not only on appropriate public funding for research, but also on a whole set of institutions, ranging from the financial market to the labor market, where incentives play a crucial role. Innovative performance as well as the type of innovation which is achieved by a given country also depend on other diverse factors, such as the status of researchers, the weight of military R&D in total R&D or the way public funding is channeled to private companies. Comparative studies show that these different elements constitute national systems of innovation, which are quite difficult to alter piecemeal, while they may become less adapted to the evolution of scientific and economic challenges. Since the 1980s, it is the case both in France and in Japan, the innovation systems of which have opposite characteristics. French authorities try to promote innovation from the relatively rich pool of scientific results which is achieved by the research system, while Japan considers stronger support to basic research. In both cases the national system yields a reasonable degree of achievement, which is to be preserved. At the same time, some of the features of the system have to be modified. 


The examination of internationalization since the XIXth century suggests that globalization will be sustainable if its benefits are both well understood and not too costly. National public policies can lower the costs of globalization, both by fostering change and by shielding individuals from some of its harsher requirements. International institutions should contribute by providing a more secure and predictable environment. This means in particular that they should take more fully into account the extent of interdependence in the global system.


� The so called emerging countries have widely benefited from the process of globalization, both to sell their products on international markets and to finance their growth process.


� In this debate, it is useful to emphasize that industrial countries mostly trade between themselves. As a result global competition has become fiercer between firms from developed countries, which in a number of cases involves developing countries as suppliers of global networks.


� Integration is used here with the same meaning as in regional integration. This notion is used because international interdependence is now both extensive and voluntarily expanded (European integration remains much tighter than global integration).


� The main exception being agriculture with the common agricultural policy. 


� The latter has to be debated and defined.
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