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Introduction

vii

Have you ever been to Kabul, the capital of Afghanistan? You
can count yourself lucky if you haven’t. There isn’t a sadder

city in the world.
Most of all, it’s because of the children. Kabul is a city of

ruins—and a city of children. The little ones are everywhere, run-
ning through the old part of town in their colorful clothing, their
eyes as big as their expectations.

Some time after the ouster of the Taliban, I traveled with a
group of politicians and military officials to Kabul, where we vis-
ited the city’s only girls’ school, which had finally opened—with
Western assistance—after years of the Taliban’s oppression of
women.

There were no desks or benches. The girls sat on the floor sur-
rounding their female teachers, reading out loud and giggling.
Many of the children were not much older than my own two
daughters. Their eyes sparkled. They listened to the teachers’
every word. If the spark of freedom truly exists, it was there in the
eyes of those children. Perhaps they were still too young to have
even heard the word freedom yet, and certainly no one had told
them about the great country of the United States of America and
of its constitution that guarantees the pursuit of happiness. But
even without knowing these things, these girls, or so I believed at
the time, were finally experiencing both freedom and happiness.
We were surrounded by unbridled optimism and the hope for a
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different, better, and truly human life. I was convinced that for the
girls of Kabul, the West’s involvement in Afghanistan, both mili-
tarily and humanitarian, had been worthwhile.

But I was naïve. We returned home to news reports that the girls’
school had been destroyed during the night by unknown attackers.
Fearing for the students’ lives, the administration closed the school.
I remembered what a local army general had told me, and what I
had refused to believe at the time: that the Taliban had returned. 

Today I see Kabul as a place of shattered hopes. My experiences
there—and today’s reality—have forced me to confront a question
of fundamental importance: is it even possible to bring a medieval
society into the modern age with money, determination, and mil-
itary might? Can we build nations the way we build aircraft and
houses?

Have you ever been to Shanghai? You can count yourself lucky
if you haven’t, because you can feel the desire to outrival the great-
est Western cities. And if you have, you might have been shocked
by the city that is taking shape in southern China—it looks like
the next New York, the next Wall Street, and you immediately get
the feeling that you are in the middle of the beating heart of a new
global power.

The rooftop terrace at M on the Bund, one of Shanghai’s finest
restaurants, offers an excellent view of the financial district, includ-
ing the futuristic Shanghai Stock Exchange building, which looks
like a recently landed spaceship. The diners on the restaurant’s ter-
race are rich and self-confident, and the prices on the menu (which
don’t seem to trouble any of the guests) can easily hold their own
with anything New York or Washington, D.C., has to offer. Down-
town Shanghai, with its traffic jams, its constant buzz of commerce,
and its colorful entertainment districts, says more about today’s
China than the Chinese Communist Party could ever express. And
the message it conveys is simple: We have arrived!

I wrote this book because I believe that we spend too much
time scratching our heads about places like Kabul and Baghdad
and paying too little attention to Shanghai. We get ourselves into
heated debates over Islam and the problems of the Sunnis and the
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Shiites, and yet the greatest danger terrorism poses could very well
be that it distracts our attention. It prevents us from recognizing
our true rivals. The United States and the remaining Western
world waste far too much energy and attention on pursuing and
trying to understand a group of Stone Age warriors that barely
outnumbers a division of the U.S. Army.

Don’t get me wrong. The risk of terrorism is very real, and we
must protect ourselves. But our fears have been spun out of pro-
portion. The Taliban consists of military dwarves and political
pygmies. A country like Iran, with a gross domestic product the
size of Connecticut’s and a military budget only as big as Sweden’s,
doesn’t deserve the attention of the entire American public and its
government.

Nowadays, world history isn’t being written in Afghanistan,
Baghdad, or Tehran, but in Shanghai. The fateful word con-
fronting our generation is not terror, but globalization. It is the rise
of India and China, not the goings on in the mountains of Pak-
istan, that will leave their imprint on this era. The war for wealth,
a bitter struggle for a share of affluence, and the related struggle
over political and cultural dominance in the world, are the real
conflicts of our day. The war on terror is overblown, the man in
the White House has set the wrong priorities, and the public—
deliberately or not—is being kept in the dark over the true extent
of the global shift of power and wealth.

In this book, I hope to tell the true story of globalization, in an
understandable way but without mincing words, and with respect
for the new powers but free of naïveté. It differs greatly from the
official story we are fed. Why? Because the true tale of globaliza-
tion is anything but a win-win situation. 

A metamorphosis of virtually unprecedented proportions is tak-
ing place outside our direct field of vision. China and India, with
populations of more than a billion people each, two countries we
considered part of the Third World only yesterday, are suddenly
surging ahead. We are all contemporary witnesses of, and partic-
ipants in, an eruption of vitality that is unique in world history.
The era of Western dominance, those two centuries in which first
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the Europeans and then the Americans overshadowed the rest of
the world with their economic might, is coming to an end. After
two world wars, the center of the world has shifted from Europe
to America, and now it is shifting once again, this time toward
Asia. A new topography of power is taking shape. What began
with the rise of Japan, and continued with the success stories of
the Asian Tigers—Singapore, Hong Kong, Taiwan, and South
Korea—is now coming full circle. By 2025, China and India will
likely dominate the world market with their purchasing power.

Meanwhile, the West is turning into a miniaturized version of
itself. Its population is both shrinking and aging, its inventive
spirit is diminishing, and its relative share of the economic pie is
getting smaller. Europe’s share of the global market, three times
the size of China’s and India’s combined before World War I, will
shrink to only 15 percent of the economic power of these two
countries within the next two decades. The United States, still the
world’s dominant economic power today, will also have fallen
behind China and India by then.

Globalization has shifted the economic emphasis away from the
West. Asia’s emerging economies have managed to significantly
expand their productive cores—the sphere in which capital and
labor come together to generate the wealth of a nation—in the
last two decades. Meanwhile, the productive core of the West is
shrinking. The U.S. share of global exports, for example, has been
cut in half since 1960.

But China is not America’s biggest problem. America’s problem
is America itself or, to be more precise, its broad lack of under-
standing and awareness of the world’s rising powers. It’s business
as usual in the United States, even as the foundation on which the
country has based its economic strategy has changed fundamen-
tally. Anyone who hopes to change the world for his own benefit
must see and recognize the magnitude of the challenge.

What many in the West fail to realize is that what is happen-
ing in the Far East is not an extension of the present but the
beginning of a new present. The rules of the world economy are
being rewritten, but not by the West. The flat world once domi-
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nated by the West, the world in which the United States, Canada,
and Europe held sway over world markets with their companies,
their currencies, and their rules and regulations, is broken. The
new world is not flat. It is a structure with many sharp edges and
deep chasms. Unless Western politicians recognize the need for
decisive and concerted action, these chasms will eventually swal-
low up many in the West, first ordinary workers and later portions
of the middle class.

Anarchy prevails on the global labor market today. A brutal and
primitive form of capitalism, with its starvation wages and its lack
of workers’ rights and protections for the environment, is now in
competition with a more sophisticated capitalism, which seeks to
protect both the environment and its workers. We may consider
ourselves modern and enlightened, and yet we are on the losing
end of this struggle. The world is out of kilter, and it is fast becom-
ing an unpleasant place in which to live. But most of all it chal-
lenges us to take political action.

For the Asians, taking control of the low-wage labor market
was only the beginning. Their attack on the middle class and mod-
ern, high-tech jobs is still in its infancy, as Asian nations invest
more and more of their revenues in research and education. Their
goal is dominance, not being part of a silent partnership. They
want to lead instead of follow.

The truth is that the winners and losers in the war for wealth
have already switched roles. Asia’s new strength leads to the weak-
ening of the West. Its rise is the West’s descent. As Asia booms,
Europe faces mass unemployment and growing national debt. In
the United States, the balance of trade deficit, consumer debt, and
risks to the stability of the dollar are all growing. The American
economy is now on shaky ground. The country will not be able
to afford this form of the present for much longer. U.S. society,
built from the ashes of the Civil War and committed to the val-
ues of freedom, equality, and equal opportunity, now faces a series
of challenges of historic dimensions.

The new world is by no means more peaceful than the old.
Today’s victories are being won on the economic battlefield—only
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to be transported to the political and military sphere. Intoxicated
by their meteoric rise of the past decades, the leaders of China
and India recently declared that their goal is to “establish a new
world order.” Asia’s arms buildup has already taken on enormous
proportions, as nuclear weapons become the status symbol of the
continent’s nouveau riche.

Despite international commerce and intensive trade relations,
the risk of armed conflict has not declined by any means. Asia’s
rise to power is accompanied by feverish anxiety on the continent.
The Asians’ newly acquired economic might has both boosted
their self-confidence and created growing mutual distrust. Eco-
nomic inequality—within and between nations—generates a
potentially explosive situation.

This book examines the forces that are driving these global
changes. Where does the immense energy behind globalization
come from? How is the sheer magnitude of these processes chang-
ing and reshaping life in the United States? Who are globaliza-
tion’s winners and losers? What will happen to the wealth we
enjoy today? What can we do to stop these processes? Finally, how
can America respond strategically if it hopes to preserve the power
and prosperity of its citizens under changed conditions?

Good policies begin with the ability to recognize reality. The
goal of this book is to help make this recognition possible.

xii Introduction



C H A P T E R 1

Rethinking
Globalization

A Question of Survival

1

Henry Paulson, Naomi Klein, 
and the Great Self-Deception

W hen Henry M. Paulson, the former CEO of Wall Street
firm Goldman Sachs, walked into my office one day, it was

obvious that he was itching for a fight. He had gone jogging that
morning. Now it was time to exercise his brain.

Paulson was in a good mood. He had come to argue with me
about globalization, he said, as he sat down in the middle of my
dark green leather couch. He said that a colleague had told him
that I was writing a book critical about the new global economy
and its consequences for Americans.

I had a pretty good idea of what I was in for: a self-confident
declaration of his belief in free trade and the market economy, and
of his unshakeable faith in the greatness of the United States, from
now until eternity. But someone like Hank Paulson wasn’t about
to end his sermon with “amen.” He prefers “you get it?”
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He began by saying that “globalization has been a positive
force. It lifts hundreds of millions of people out of poverty, and it
benefits this country and every country that has opened itself up
to competition.”

I expressed a few of my doubts. Is today’s America truly well
prepared for its new rivals from Asia? Are Americans taking China
seriously enough as a strategic adversary? How do the global
economy’s rules change under the influence of guided economies
like India’s, China’s, and Singapore’s? The U.S. manufacturing
economy had once propelled workers into the middle class, so
what will replace this engine of job creation? Will the outsourc-
ing of manufacturing jobs be followed by a second wave in the
service economy? What does a widening gap between winners and
losers mean for a Western democracy? My doubts bounced off
Paulson like a ball bouncing off a wall. 

What about the bloated U.S. government budget deficit? We
need more growth, he answered.

What can we learn from the United States’ huge trade deficit
with other countries? He replied, “Problems with the balance of
trade will eventually resolve themselves on their own.”

When I remarked that the strength of the dollar depends on
the goodwill of China’s Communist Party leaders, Paulson said,
“I’m not the least bit concerned about the dollar crashing.”

In response to my contention that globalization is dividing
America into winners and losers, Paulson said, “In global compe-
tition, there is no freedom to win anything unless there is the free-
dom to lose something.” The idea that America itself could be
among the losers didn’t occur to him.

A few months later, in June 2006, U.S. president George W.
Bush named Henry Merritt Paulson Jr. the seventy-fourth treas-
ury secretary of the United States of America.

✦ ✦ ✦

Naomi Klein, the well-known antiglobalization activist, is as
charming as she is combative. She rebels against everything that is

2 GABOR STEINGART



sacred to Hank Paulson. Last summer I visited Klein in her native
Toronto to learn more about her worldview. In her books No Logo
and The Shock Doctrine she accuses the U.S. government of favor-
ing corporate America and oppressing the American people.

“The shock therapists take advantage of every major shock—
the attack on the World Trade Center, Hurricane Katrina, and the
Indian Ocean tsunami, to push their neoconservative model,” says
Klein. Her eyes sparkle when she talks about the United States,
the home of the men she despises: George W. Bush, Milton Fried-
man, and the executives at Halliburton. As far as she is concerned,
the United States is big, powerful, and malicious.

Klein is especially offended by U.S. capitalism. She believes that
it is “on the rise,” that its aim is global dominance, and that crit-
ical voices like hers no longer count. What reforms would be
needed? I ask her. “Reform is an empty word for me,” she says.
And what does she expect from the Democratic Party and their
candidates? “Nothing,” she says, “really nothing.”

The political contrast between Klein and Paulson couldn’t be
more dramatic, or at least it would seem that way. He worships
entrepreneurs, of whom she isn’t particularly fond. He loves
profit, which she hates. He sees social differences as God-given,
while she sees them as blasphemy. For Paulson, the United States
today is a fortress of good. Klein sees it as a bastion of malice. He
welcomes today’s globalization as vociferously as Klein rejects it.
She sees shadow where he sees light.

As we gaze at the Toronto skyline from Klein’s hotel room, I
think of Paulson. There are more similarities between the two of
them than Klein would like to admit. In truth, both see the world
from the same point of view, but the difference is that they’re
looking at it through different glasses: his are rose-colored and
hers, dark brown.

The proponents and opponents of globalization see themselves
as adversaries, but the truth is that they stand before us, hand in
hand, their backs turned on today’s new challenges. Both want to
revert to the cat-and-mouse game of the 1980s and 1990s, which
pitted capital against labor, corporations against oppressed work-
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ers, conservatives against leftists, the sons and daughters of the
middle classes against one another, and the West against itself.

Both barely acknowledge the fact that big things are happen-
ing beyond their field of view. And both accept it as a matter of
course that the United States, as the world’s sole remaining super-
power, will endure as the center of a world dominated by the
West. The only difference between Paulson and Klein is that he
welcomes the United States’ dominance while she rejects it. He
says “thank God” while she groans loudly and says “oh, my Lord.”

But their worldviews are not, as they both believe, parallel
galaxies. In fact, combine the two and you have today’s prevailing
Western sense of identity, one in which the economic dominance,
military might, and cultural hegemony of the United States of
America constitutes the center of all thought. Those in Paulson’s
camp worship this center, while those in Klein’s curse it. And yet
both sides—the Establishment and the anti-Establishment—live
on the same moon.

The New Galaxy

We were born into a world that will soon cease to exist in its cur-
rent form. Far away from our cities and villages, a rare meta-
morphosis is taking place. The old world, dominated by the
West, is disappearing in the fog of history, while the new one is
only beginning to take shape. We live in an age of transition. The
U.S. and Western European share of the world’s population,
about 20 percent in the days of former U.S. president John F.
Kennedy, has declined to 12 percent today and will drop even
further, to only 9 percent, by the middle of the century. The new
arrivals are as numerous as they are industrious. Billions of peo-
ple, yesterday’s third world populations, are gaining new strength.
We are witnessing a remarkable outbreak of economic vitality, as
former German chancellor Helmut Schmidt recently remarked.
We are facing “a new paradigm,” presidential candidate Hillary
Clinton recognized.
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The days of Western dominance are coming to an end. After
the two world wars, the hub of the world migrated from Europe
to America, and now it is shifting toward Asia. A new topography
of power is taking shape. What is happening in Asia is indeed not
a continuation of our present, but the beginning of a new one.

What began with the rise of Japan and continued with the
growth of the Asian Tigers—Singapore, Hong Kong, Taiwan, and
South Korea—is now being completed by the Chinese and the
Indians. Their successes of the last 10 years are the most impres-
sive development in global economic history. It took the British
just under 60 years, and the United States and Japan about 40
years, to double their respective per capita gross domestic prod-
uct (GDP). It took China all of 12 years. By 2035, China and India
together will likely dominate the world market with their pur-
chasing power. And the United States, still the dominant player
on the world market today, will have fallen behind.

The economic machine of the West will remain strong in the
future, but it will no longer be the world’s strongest. Life goes on
in New York, Washington, Chicago, Miami, Los Angeles, Seat-
tle, and Boston, but a new advanced civilization is developing in
faraway Asia, and its self-confidence could quickly turn into a
sense of superiority. We will soon see ourselves sharing our pros-
perity with others or even losing parts of it.

Until now, the West has merely shrugged its shoulders as it
acknowledged the meteoric rise of the Asian countries and their
culture of a controlled market economy. Westerners find it diffi-
cult to understand what is happening there. None of our promi-
nent thinkers, from Karl Marx to Adam Smith to Milton
Friedman, has prepared us for this type of system. The Asian eco-
nomic model calls into question everything we have generally
believed was necessary for a society to function—free markets,
private enterprise, the rule of law and democracy.

Depending on their mentality, Western leaders are either
amazed or fearful. But they remain unresponsive. It’s as if they
were all standing in the control room at the Kennedy Space Cen-
ter, staring helplessly at the rows of computer screens. They wit-
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ness the decline in the West’s relative strength, recognize the
tremendous growth of the emerging economies, perceive how the
rules of engagement are changing in the world’s markets, see the
new galaxies approaching, and sense that the day is coming closer
when this rising economic energy will transform itself into polit-
ical strength. And yet they fail to follow up their perceptions with
any action that is even remotely adequate. 

The terrorist threat at home, a Middle Eastern war being
waged on several fronts, and a population jolted out of compla-
cency by climate change appear to be too much for Western lead-
ers to handle. These leaders are being stressed and overstretched.
The control room is filled with a tense silence.

As a result, the U.S. president does his  best to instill a sense of
false security in the population. The Bush administration inserted
the following statement in its 2002 assessment of National Secu-
rity Strategy of the United States of America: “The great strug-
gles of the twentieth century between liberty and totalitarianism
ended with a decisive victory for the forces of freedom—and a sin-
gle sustainable model for the success of nations: freedom, democ-
racy, and free enterprise.”

In truth, it was not the Star Wars program and the combative
rhetoric of former president Ronald Reagan (“Tear down this wall,
Mr. Gorbachev”) that ended the cold war, despite what many his-
torians today would have us believe. “Marxism-Leninism as an
economic system met its Waterloo,” a triumphant Francis
Fukuyama, the neoconservative guru of his day, wrote at the time.
But the end of the Soviet Union was brought about by exhaus-
tion, a defeat without enemy action. The communists destroyed
themselves because they were unable to organize their economy.
It was suicide, not murder. The Red empire died in its own bed,
not on the battlefield.

Everything that had sustained the Soviet system gradually
melted away over decades: the productive core of its industry, their
standard of living, the quality of the Red Army’s weapons, and the
contentment of the Soviet people. In the end, hope had even evap-
orated within the military and the intelligence services, leaving it
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up to Mikhail Gorbachev to preside over the demise of the Soviet
Union, essentially playing the role of its bankruptcy administrator.

The cold war was only a small piece of a much bigger picture.
The truly epochal changes occurred well outside the bounds of
the ideological battlefield that once pitted capitalism against com-
munism, West against East. The decline of Soviet communism
coincided with the rise of Asia, not of the United States. The new
emerging nations had grown tremendously in many respects—in
terms of population, economic power, self-confidence, and mili-
tary strength. The time of the cold war was in truth a time in
which the greatest economic miracle in world history took place—
and went virtually unnoticed. To this day, cold war triumphalism
prevents many from understanding what really happened during
that era. If it were rewritten today, the National Security Doctrine
would read something like this:

The great struggles of the twentieth century between liberty and
totalitarianism ended with a surprise winner. In Asia, a group of
nations formed, in the slipstream of the East-West confrontation,
in which dictatorship, planned economy and market economy came
together to form a new, previously unknown system. Free societies
stand before new, possibly even greater challenges today, because—
unlike the extinct Soviet Union—their new strategic rival has
well-functioning and fast-growing economic machinery.

The “America, Don’t Move” Party

Many roads lead to the demise of a nation. Self-deception is one
of them. The belief in the immortality of the present and the com-
fortable feeling of being one of history’s victors is in fact a sign of
an apocalyptic mood. It is a form of optimism that acts like a neu-
rotoxin that clouds consciousness, artificially brightens the mood,
and only recognizes a challenge in merely schematic form, if at all.

No one has analyzed the reasons for the rise and fall of nations
more precisely than the Harvard historian David Landes, who has
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spent much of his academic life studying wealth and poverty in
the world’s nations. One of his conclusions is that the rise and fall
of nations is not determined by climate and natural resources, mil-
itary might, financial muscle, technical expertise, or even inher-
ent biological traits. Culture is the decisive factor, he says—culture
in the sense of moral values and behaviors.

A population’s sheer willpower to achieve great things and to
defend its achievements is also an important factor. Part of
defending those achievements is the ability to question them. Lan-
des leaves us with a bitter insight: those who hope to be the win-
ners of the future must be able to divorce themselves from their
past. Winning the future is simply a constant process of reevalu-
ation, regrouping, and letting go.

For most people, this process is a painful one, which is why it so
often fails. Throughout history, the failures of great societies have
always begun as failures from within. The advanced civilization of
the Incas disappeared without a trace, the realm of the Russian czars
proved to be incapable of surviving, the Prussians were officially
finished by the Allies in 1945, and the once-impressive realms of
the Romans, Spaniards, and British all ended as “failing empires.”
Their rulers didn’t lack the ability to exercise occasional self-criti-
cism, but they did lack the strength to establish a culture of change. 

It’s paradoxical that establishing something in order to change
the status quo can in fact preserve the status quo. But the basic
concept is simple: a nation must subject itself to change before
change subjugates the nation. This is the eternal law of the rise
and fall of nations, which no one has ever been able to prove
wrong. The “open society” of which philosopher Karl Popper
spoke must first be an “open-minded society” if it hopes to avoid
drowning in the maelstrom of change. 

British economist John Maynard Keynes knew this when he
famously said, “If things change, I change my opinion.” But
Keynes’s axiom is widely ignored today. Instead, what we see now
is that things have changed, but we have not.

“I do not think much of a man who is not wiser today than he
was yesterday,” Abraham Lincoln once said. But many people seek
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self-affirmation, not new knowledge. They were smarter yester-
day than they are today, or at least that’s what they believe. As a
result, they are loath to see yesterday’s knowledge disturbed or
even invalidated by new ways of looking at things.

An entire society that loves its status quo so much that it sees
its own change as an underhanded attack on its way of life will not
be able to hold on to its spot in the ranking of nations. Those who
are capable of change continue on while those who stand still lose
political power and economic prosperity—and their cultural influ-
ence wanes. 

It is difficult to say whether the United States has already
started down this path, but it is clear that a dangerous situa-
tion has developed. Lasting industrial decline, growing bal-
ance-of-trade deficits, and acting as the world’s largest debtor
present tremendous challenges for any nation, even in normal
times. But in light of a rival that has no debt, and in fact has
surpluses, with industry that is flourishing and rushing from
one export success to the next, the challenge quickly becomes
a threat. Even more dangerous than the situation is the mood.
In the West, a culture of ignorance and avoidance has devel-
oped, resulting in a failure of leaders to accurately assess the
situation.

The opponents and proponents of today’s globalization are
united in being mistaken. Without knowing it or wanting it, they
are part of a single party one could call “America, Don’t Move.”
This party appears on no ballot, never holds party conventions,
and has never organized a fund-raiser. It doesn’t send any of its
luminaries to appear on Meet the Press or post promotional videos
on YouTube, nor does it hire pollsters to investigate the opinions
of farmers, housewives, and minorities.

And yet the party’s influence on the political mood is enormous.
Henry Paulson and Naomi Klein are in good company. Liberal
college professors and stern central bankers, senior economists
and leftist students, corporate CEOs, and presidential candidates
of every stripe are part of this movement, which wants everything
to remain the same but is unwilling to pay the price to achieve

THE WAR FOR WEALTH 9



that goal. In doing so the movement ignores a cardinal rule:
change is needed to preserve the status quo.

The most prominent characteristic of the “No Movers” is the
pose with arms locked stubbornly across the chest. These people
reject change in thought because it comes with the risk that new
thought could mean the need for new action. As a result, an entire
nation is eating away at the intellectual capital of years gone by.

Given the stability of its values and the stubbornness of its sup-
porters, the “America, Don’t Move” Party will likely survive the
next election unharmed. This movement is influential because it
is invisible. It is aggressive because it is apathetic. It is dominant,
partly as a result of the incredible lethargy of its supporters. And
for all those who support a pragmatic agenda of change, both
inside and outside political parties, it poses an asymmetrical threat.

Sensing decline, the members of this party cling to the doc-
trines of the past, which only increases the risk of decline. To
explain this clouded and distorted view of reality, we must exam-
ine the seven fallacies of the globalization debate.

The Seven Fallacies of the Globalization Debate

Fallacy No. 1: The natural progression for a developed economy is to
move from an industry-based to a service-based economy. Seen in this
light, the disappearance of industrial jobs is even a good sign
because it clears the way for the new economy. Happy farewell to
the blue-collar worker! This is what we have learned. We have
been told that this is merely a repetition of the change from an
agriculture-based economy to the age of industrialization. 

But history doesn’t like repeating itself. What we see outside
may be not the end of the industrial age, but merely a shift of
industrial work to Asia. All over the world there are more people
doing industrial jobs than ever before. Today there are 600 mil-
lion blue-collar workers worldwide. Even in India, most of the
new jobs are in the industrial sector. Only 1.3 million of the nearly
500 million workers in the Indian workforce are working in the
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software industry. All the rest are employed in agriculture, trade,
and regular industry. 

Only the Western countries are losing these jobs. Germany has
lost 29 percent and France 17 percent of jobs in these sectors since
1991. In the United States, the economy has lost more than a
quarter of its industrial jobs since the late 1970s.

Many economists continue to defend the old theory that the
Indians and the Chinese are merely going through the same
industrial age Western societies have already put behind them.
But this way of thinking fails to adequately explain today’s devel-
opment in India and China, because they are building their indus-
trial and service sectors at the same time. Clearly, we are
experiencing, not a postindustrial age worldwide, but a series of
simultaneous developments for which we have not been prepared.
It is as if the Middle Ages and the modern age were happening at
the same time.

So far, we have been placated with the claim that the promised
world of a service economy is the successor of the industrial society.
But the balance of trade shows a different truth. Western industrial
exports have been replaced with a great emptiness. The impressive
export successes of the past are nothing but empty gaps today. 

Perhaps the service sector economy is simply a part of the indus-
trial society: service jobs are at the end of the production chain,
not an independent unit. For example, the pilot flies an airplane,
one of the most advanced industrial products. The waiter serves
meals made by the food industry. The investment banker is selling
pieces of a real automotive plant or pharmaceutical production
facility, even if what he really sells are artificial products like high-
yield or junk bonds. At the end of the chain we find all the jobs
with which we are all too familiar: researchers, blue-collar work-
ers, marketing specialists, back-office people, and sales forces. 

Let’s put this in terms of the family: the service jobs are in all
likelihood not the sons and daughters of the industrial father but
simply his brothers and sisters. This sounds banal, but it has seri-
ous consequences for our political behavior. If the service and
industrial sectors are parts of one and the same family, we cannot
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separate ourselves from one without destroying the family as a
whole. To put it more provocatively, if we allow manufacturing
jobs to be offshored without blinking, service jobs will soon fol-
low suit. Families want to stay together, not be torn apart. But
that’s exactly what is happening, and corporate outsourcing
experts even have a term for the phenomenon: “network out-
sourcing.”

Fallacy No. 2: Economics and morals have nothing in common. This
statement is often what we are told, but it is a fallacy. Every prod-
uct is made up of only three things: First, there are raw materials
such as oil, plastics, steel, rubber, glass, paper, and wood. Second,
there is knowledge, the know-how to build a sports car, a com-
puter, or a mobile phone from all this plastic, steel, rubber, and
glass. Third, there is the set of conditions that enable a company
to bring together the raw materials and knowledge. These pro-
duction conditions—that is, laws, regulations, and a country’s
unwritten traditions—make up the real difference. 

The Asian and Western countries buy resources from the same
dealers, at similar prices. The know-how mostly comes from the
Western countries, whether legally or illegally. The key differ-
ence, though, is the values of each country. 

The third component consists of more than just a worker’s
salary. It includes not only Western values such as the worker’s
benefits, coffee breaks, separate bathrooms for men and women,
holiday pay, sick pay, overtime pay, a Christmas bonus, unem-
ployment insurance, and pension benefits, but also the health and
safety regulations that protect the workers. Western values also
include the protection of the environment, clean air, clean water,
and proper housing, as well as the way children are treated: as chil-
dren, not as working slaves. Children are sent to school, not down
a coal mine. These values, which are documented thousands of
times over in collective wage agreements, company agreements,
laws, company regulations, and, to some extent, international
treaties, are what make the difference in today’s world economy.

The Chinese have no significant natural resources today. They
haven’t invented anything meaningful since gunpowder and paper
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money long ago. Their rise is not technology driven. They owe
their rise to clever politicians, an astonishing feat of strength by
ordinary people, and a generous underbidding of Western stan-
dards. It would be nice if this were polemics, but it is nothing but
the truth. The Chinese ignore Western intellectual property
rights and they forbid independent trade unions. Their biggest
advantage at present is an endless supply of very cheap labor and
a political system that undermines Western regulations. They pay
only low costs for environmental protection, they pay nearly noth-
ing for a pension system, and they have very poor standards of
health and safety in the workplace. They are willing to do every-
thing for less. So, economics and morals are strongly connected,
but in a different way than many of us thought. 

Today we can buy a washing machine made by Whirlpool,
General Electric, or Miele that includes a piece of the welfare
state. Or we can buy a Chinese brand that comes directly from
the Yangtze Delta and has no built-in social welfare costs. If we
order a car that comes with the whole social package, it will be
made by Ford in Detroit and cost an additional $1,600. It would
be cheaper to buy a car from the Hyundai dealer next door. In
doing so we reduce our cost of buying a car, but that lower price
comes at the cost of our own well-being. We pay less, but we lose
more. The real cost of buying a cheaper, Asian-made car is more
than just the sticker price. We pay less in the shop, but the econ-
omy as a whole suffers, and in the end even the individual pays an
additional price. 

We paid less for the car, but the tax bill goes up. In fact, for
years the American form of increasing taxes has been to eliminate
services. The bill for an import boom that is not offset by an
export boom comes in two parts, only on of which is paid at the
cash register. There is a relationship between the rising import
penetration and the increasing national deficit, as well as between
Middle America’s love of cheap foreign products and the collapse
of the bridge over the Mississippi in Minneapolis. While the con-
sumers create wealth abroad, the government budgets at home are
written mostly in red ink.
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Fallacy No. 3: The new world is flat. It is, according to award-win-
ning journalist Thomas Friedman. But that statement, too, is
untrue. Before today’s globalization began, the Western way of
doing business defined the playing field. Wall Street was setting
the standard in the financial market, and there were strong simi-
larities between European and U.S. labor markets. Nearly 500 mil-
lion employees in the West, including the United States, Canada,
and Europe, were working under comparable conditions. Their
world was indeed flat. The experts called it a “level playing field.”
They competed on price and performance, but governments and
corporations were not embroiled in a political contest to under-
mine each other’s values. Their competition was tough, but fair.

Those were glorious days for the ordinary American workers.
Their well-being and that of their companies were intercon-
nected. If executives at Ford in Detroit drank champagne, the
average American’s eyes were sparkling with joy. 

The rest of the world was disconnected from the West. Africa
was far away; the Soviet Union and its satellites were cruising in
another solar system, and much of Asia seemed to be living in the
Middle Ages. People there were poor, sick, and unable to take part
in the world economy. India was a planned economy in the Soviet
style, and China was one of the poorest regimes the world had
ever seen. Mao Zedong killed nearly 50 million people with a pol-
icy he called the Great Leap Forward. 

Then the unbelievable happened: Mao died and his successors
started to reform the country in a very radical way. When the
Soviet Union crashed, India followed. Since that time we have
seen turmoil in the world labor market. The West’s workforce of
500 million suddenly saw itself confronted with an army of 1.2
billion potential employees in the emerging markets. These new
workers were willing to work under conditions not much more
advanced than those of the mid–nineteenth century. The level
playing field had become fragmented. For ordinary people in the
West, the world had become anything but flat.

The highly developed capitalism of the West now had to com-
pete with a system that favored the crude customs of Manchester
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capitalism. Nowadays, Western capitalists can hardly believe their
eyes when they see what’s going on in Asia. In many places in the
East, social welfare is virtually nonexistent, the environment is
being sold for a pittance, and people often have fewer rights than
the ordinary American house pet. This set of circumstances is as
taxing on Asian workers as it is on the West. 

Under the current conditions free trade often means unfair prac-
tices and translates into pressure for those who cannot compete.
The ordinary workers in the West are suffering, and their indus-
trial jobs are the first to slip away. Even the West’s more skilled
workers should not feel too secure about their jobs. The contest to
undermine economic adversaries on the basis of values has barely
gotten underway. It’s cheaper to produce drugs in countries where
there are no ethics commissions to regulate pharmaceutical
research. The foreign financial industry also tries to benefit from
less regulation. And the software industry is already salivating over
the millions of well-trained Asians with few political rights. 

Most people think Asia is exporting only products, but in fact
these countries are also exporting their labor and environmental
practices. This is the dark side of free trade. It would be a mistake
to demonize free markets. But it would be just as wrong to put
them on a pedestal. America must search for a third way between
die-hard free traders and unreconstructed protectionists. Trade is
a question of interest and not a matter of belief. A nation’s trade
does not necessarily need to be ideologically clean, at least not pri-
marily, but it must be useful. Trade issues are no less political than
questions of environmental protection, national security, and
demilitarization. 

Fallacy No. 4: The tide of globalization automatically lifts all boats.
Many authorities have told this to us, and claim that we don’t
have to worry. This statement may be true in the long run, but
for now it seems to be a fairy tale. It doesn’t reflect today’s real-
ity. Globalization nowadays is an extremely divisive force for the
American population. The latest available data from the U.S.
Census Bureau published in August 2007 sent a very clear mes-
sage: this is the first boom period in American history where the
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upper classes go up while significant parts of the middle class go
downhill. 

Although median household income, adjusted for inflation,
has not reached the prerecession high of 1999, income inequal-
ity is at an all-time high. According to the U.S. Census Bureau,
the share of income going to the 5 percent of households with
the highest income has never been greater. They earned more
than 50 percent of the national pretax income in 2006. This
should come as no surprise: many businesspeople love today’s
globalization more than their own spouses. What they have told
us about great opportunities and win-win situations is true, but
it’s true mostly for them. They are now living in the “shining
city on a hill,” to which Ronald Reagan once hoped to lead the
entire nation.

But a large segment of the population has become bogged
down along the way. For many Americans, their country has
become a shady place down in the valley. About 16 percent of the
U.S. population, or 47 million people, lack health insurance. Nine
million people have been added to the ranks of the uninsured dur-
ing the past seven years. It is important to know that about two-
thirds of those Americans who became uninsured last year were
members of middle class households with pretax incomes of
$75,000 or more. 

This phenomenon is all the more surprising when we consider
that the United States in mid-2007 was in the fifth year of an eco-
nomic boom, which raises some important questions: what has
really happened in this country? Where do these new uninsured
people come from? Why have their lives developed in this adverse
direction? The answer is disturbing: they are mostly members of
the middle class working for international companies. Their cor-
porate leaders have cut back employer-provided coverage over the
last decade—to improve the competitiveness of the company. This
is precisely the paradox of globalization: while the competitive-
ness of American companies is on the rise, the standard of living
of the average family is shrinking. Truth number one: globaliza-
tion connects people. Truth number two: on the same day, and in
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the same country, it divides society. Economic growth and social
decline are no longer mutually exclusive.

Fallacy No. 5: Globalization is a great work of peace. Many people
believe this. Nations that are economically intertwined do not
shoot at one another. That’s the great hope. But the new world is
by no means more peaceful than the old. Today’s victories are won
on the field of business, and from there they are passed on to
politicians and military leaders. Giddy with their almost magical
successes of the last few decades, the prime ministers of China and
India recently declared that their goal is to bring about “a new
world order.” Asian countries have already embarked on a mas-
sive military buildup, one in which the nuclear warhead is seen as
a status symbol of the newly affluent. 

Despite the international flow of goods and intensive inter-
dependence in commerce, the risk of armed conflicts has cer-
tainly not diminished. The rise of Asia is accompanied by
intense nervousness on the continent itself. Asia’s newly
acquired economic strength has boosted the Asians’ self-confi-
dence and intensified their mutual distrust. Economic imbal-
ance—both within and between nations—has incredibly
explosive potential. Asia is experiencing the rebirth of nation-
alism all across the continent. 

Much of the new wealth is flowing into the coffers of the arms
industry. Never before has so much money been spent in Asia on
new weapons systems, including nuclear warheads. The growth
rates and the tensions are high. Those who wish to defuse that
potential may have to do precisely the opposite of what the cur-
rent U.S. government, the World Bank, and the U.S. Federal
Reserve System are trying to do, which is to constantly increase
growth rates. Their agenda means one thing: speed, speed, speed.
To bring about change, economists must borrow an expression
from environmentalists: sustainable development.

Fallacy No. 6: The nation can no longer do anything for the people
in its care. Both the left and the right continually emphasize the
powerlessness of the national state in the current age. A growing
number of people believe that globalization has weakened the
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power of governments, because this is what politicians are con-
stantly telling them.

Western democracies invest a great deal of effort in protecting
their democratic ideals. Governments pay thousands of intelli-
gence agents to protect the open society from its enemies. They
have even created a plethora of laws with the sole intent of mak-
ing life difficult for troublemakers. There is no lawless hinterland
for the declared enemies of the open society. In fact, this is where
openness has its limits. We limit it to protect it, and the result is
a well-fortified democracy.

Less consideration is paid to the economic system. Western
democracies may have rituals that require politicians to champion
a “market economy” that is responsible for those left behind and
for the environment. Even neoconservatives describe themselves
as “compassionate conservatives.” But none of them are backing
up their avowed beliefs with firm action. To this date, there is no
established framework for globalization, nor is anyone searching
for it. In fact, it would appear that the economic system of the
West is being given up without a fight. Ironically, the biggest
enemy of the market economy is the complacency of its friends
and the ignorance of its beneficiaries.

A misunderstanding—one that is apparently difficult to dis-
pel—is held up as an excuse for this failure to take action: global-
ization, it is claimed, is a force of nature, a powerful law of historic
progression, and a global inevitability that only the residents of
remote rainforests and totalitarian regimes like North Korea’s can
escape. It is, as contemporaries explain, the rhythm of the times,
and those seeking to elude it will suffer the penalty of their own
decline. We are led to believe that globalization will steamroll any-
one who attempts to stand in its way.

The powerlessness of national institutions is held up as proof
of the omnipotence of globalization. Isn’t it true that trade unions,
environmental agencies, political parties, and government officials
sometimes seem small and naked as they stand before the public? 

Of course, the national organizations that represent its citizens’
interests, from unions to political parties, are justified in com-
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plaining that their relative significance is waning in the age of the
global economy. But this loss of significance is not some docu-
ment issued by a global spirit. If domestic companies had
remained within their national borders, no one would have been
able to stop their loss of significance. They too faced a choice
between decline and expansion.

What we are experiencing today is an economy that is expand-
ing worldwide, and those who are complaining the loudest are the
ones who have remained within the space once considered their
sovereign territory. Economic policy stands at the threshold of a
new and unfamiliar world, but it lacks the confidence to cross that
threshold. Instead of joining the chorus of complainers, anyone
making economic policy should follow in the footsteps of corpo-
rations, not just physically but intellectually. 

The interests of the employed are no less global than those of
capital. Nowadays they must be represented both inside and out-
side the sovereign state, and representing those interests interna-
tionally requires far greater skill than in the past. Those who hope
to influence the price of labor as a commodity and the conditions
under which it competes must expand their range of activity and
adjust their methods to conform to new possibilities. In other
words, they must transform themselves from trade politicians into
globalization politicians, from observers into activists.

The state should keep its hands out of the flow of trade. When-
ever it intervenes, it does nothing but harm. This has been the
position in the United States until now. Anyone with a reasonable
understanding of the statesmanship of today must admit that one
cannot dismiss this concern out of hand. History has shown that
the state often fails to live up to high expectations. It is not alto-
gether comforting to imagine the state as a custodian of interna-
tional trade.

And yet it is a necessary concept. The concern about the state’s
role in trade is based on a fallacy that cannot be disregarded, even
though those who voice their concerns the loudest are precisely
the ones who seek to downplay it. The state may be exercising
restraint in the United States, but it does not do so in India, Sin-
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gapore, Japan, Korea, and Malaysia, and certainly not in China.
In fact, the state plays a dominant role in those countries—the
ones currently reporting the most mind-boggling successes. It is
the greatest promoter and protector of their export industries, and
it organizes and guarantees the conditions that result in the under-
bidding of Western countries.

The rise of China is principally the achievement of politicians,
not market forces. The country’s leadership has committed itself
to a guided market economy, and Western heads of state are noth-
ing short of astonished to witness the sheer enthusiasm and bold-
ness with which the Chinese government plays a highly risky
game with many unknowns. Unlike the Soviets, who lackadaisi-
cally managed the deficiencies of their country, the Chinese plan-
ning commissioners are planning an ascent to the stars. They are
organizing an economy that has virtually no natural resources and
little experience with free markets, has no freely convertible cur-
rency, and must rely on a labor force that is essentially made up
of farmers and peasants. The invisible hand of the market, of
which Adam Smith spoke, is guided and directed by the iron fist
of the state. We should look to the Far East with goodwill and
respect, but we should also jettison our naïveté.

The Chinese example is not worth emulating, but it does stim-
ulate thought. A new debate over society’s understanding of gov-
ernment seems long overdue in the United States. This does not
mean that the country should reinstate Big Government, but per-
haps what’s in order is some form of Smart Government that goes
well beyond the confines of the state serving as a custodian. 

Fallacy No. 7: Globalization is a hot issue. Too hot to handle for a
single person? Is the individual almost powerless to do anything
to change his or her situation? Has the citizen never been more
insignificant, because the present has made him or her a political
dwarf? In her book A Year Without “Made in China,” author Sara
Bongiorni aptly describes the basic sentiments of an average
American family: a fluctuation between resignation and senti-
mentality. It starts with shopping, she writes: “When I see the
words ‘Made in China,’ part of me says, good for China, while
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another part feels sentimental about something I have lost, but I
am not sure what exactly.”

Is the budding resignation justified? I don’t think so. But are
antiglobalization protests the alternative? Hardly. Being against
globalization is like being against a cold. These protests are pos-
turing, not politics. We are not born to tolerate history, even to
tolerate it angrily. In a democracy, we are called upon to shape
history: realistically and optimistically, bravely and cleverly. We
are at least consumers and citizens, employees and investors, we
have purchasing power, the power of taxpayers and political
power. The thing we have to learn now is to use these assets prop-
erly under the new conditions. The challenge is to figure out how
to ensure that globalization serves the people. The United States
faces a great but truly historic debate over how citizens and their
state can regain their lost sovereignty, and how they can design
the ground rules so that globalization makes the world a better
and not just a faster place. This is nothing less than democratiza-
tion of globalization, a framework or order for the worldwide
economy that takes away its archaic and authoritarian character-
istics. Beginning to read this book could be the first step away
from the current gloomy mood. 

The desire for endless growth and the fear of decline are not
new phenomena. People throughout history have tried to inter-
pret the signs on the horizon, draw their conclusions, and avoid
the seemingly unavoidable. The world is a fair place in at least one
respect: there is no guarantee of success, nor is failure predeter-
mined. History, going forward, is open-ended.

This is why it is worthwhile to step back a few decades to
approach the great pendulum of the present from a somewhat
removed vantage point. Many things become more apparent from
a safe distance. History, says philosopher Karl Jaspers, illuminates
the present.
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C H A P T E R 2

Europe Over All
The Dress Rehearsal 
for Globalization

23

The Imperialists Are Coming

Anyone who compares the powerful of the nineteenth century
with those at the beginning of the twenty-first century real-

izes one thing: life was a great deal more difficult in the days of
Napoleon, Queen Victoria, and Kaiser Wilhelm II than under the
leadership of Gordon Brown or George W. Bush. The rulers were
crude and undemocratic, and they had little regard for anyone
whose ethnic roots or skin color differed from their own. They
raised no objections when hundreds of thousands had to die so that
their interests could be protected. In the days of Napoleon and
Victoria, actions that today would draw the attention of the secre-
tary general of the United Nations and inevitably end in a war
crimes tribunal guaranteed nothing more damning than a gilded
entry in the history books. Indeed, a proudly displayed lack of
regard for fellow human beings was the badge of an entire epoch.

But the powerful of yesterday had a leg up on today’s leaders in
one respect: they were more honest. They relied on their ambas-
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sadors and foreign ministers to engage in the high art of secret
diplomacy, while the despots themselves took a more direct
approach when dealing with one another. They all, friend and foe
alike, knew exactly where they stood. With a bit of imagination,
one can practically hear the powerful men of past centuries trans-
lating their wishes into words in their rasping voices, united across
national boundaries by one character trait: ruthlessness. Napoleon
was exceedingly straightforward when he made his position clear
to Austrian prisoners of war: “I want ships, colonies, and trade.”
Faraway continents were discussed like bargains to be snapped up
before a neighbor could get there first. 

“The absorption of the greater portion of the world under our
rule simply means the end of all wars,” said the English colonial
politician (and owner of many diamond mines) Cecil Rhodes, who
would go down in African history as the most ruthless of colo-
nizers. His battle cry has stood the test of time: “Expansion is
everything.” Even the Americans had their say. The United States,
said then president Theodore Roosevelt, ought to “speak softly
and carry a big stick.” 

Nowadays public life is a cleverly illuminated masquerade. The
players on the global political stage do their best to smooth out
the sharper edges of their actions. Meanwhile, the truth becomes
so veiled as to be almost unrecognizable. When governments talk
about international partnership, what they really mean is domi-
nance. The captains of industry speak of competition, and yet
their deepest desire is to establish monopolies. Everyone—from
corporate bosses to politicians—is selling us globalization these
days, painting it as some monumental effort to achieve world
peace because, after all, a person who engages in trade with some-
one else isn’t likely to be at one’s throat at the same time.

But this approach isn’t as logical as it sounds. From its inception,
globalization has produced the kinds of imbalances and tensions
that once before spelled the collapse of the world’s architecture.

Nor is the current state of globalization as stable as it seems.
Anyone who takes a closer look at the individual components of
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the world economy can sense the tension and feel the underlying
rumblings, and can gain a sense of what could still be coming our
way. A look into our past helps us to understand the present. Cur-
rent and future generations can count their blessings that an
appreciation for the truth was more common in the days when the
dress rehearsal for globalization was on the agenda. 

Democracy had been invented but not implemented. Freedom
of the press was a wish, but it was not yet a reality in most places,
so the despots had neither the people nor the media czars to fear.
They said what was on their minds, which all too often translated
into very little. All those “public relations” experts had not been
born yet. There were no spin doctors, and no one knew what an
opinion poll was. This absence of things that we take for granted
today allows us to obtain a genuine, unbiased impression,
through the centuries, of the days when global trade began to
expand. 

What remain as the central issues today were in their infancy
in the nineteenth century: the rise and fall of economies, the thirst
for raw materials and expansionism, and workers’ rights versus
business profits. But the dominant question for countries has been
the same for ages: servitude or world dominance?

When the first factories opened their doors and, a short time
later, the first steam-powered warships left their berths, a type of
person debuted who we might consider a repulsive individual
today. He called himself an imperialist, which sounded as incon-
siderate as it was meant to be. Art and culture were his window
dressing, but the use of force, domestically and abroad, was his
true passion. The world, for the imperialist, was one big adven-
ture playground. 

England’s Queen Victoria dispatched the Royal Navy to the
four corners of the earth to conquer territory many times larger
than her own realm. Spain’s rulers waged four overseas wars in the
second half of the nineteenth century alone, although, to the royal
family’s vexation, Spain lost each war. In his 16 years at the French
helm, Napoleon hardly managed to endure a single year without
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being at war. The freedom call of the French bourgeoisie—Lib-
erté, Egalité, Fraternité—was translated into something entirely
different in practice: Infantry, Cavalry, Artillery.

In the end, colonial fever infected all social classes in the Euro-
pean nations. The powerful of the day were interested, not in
being bystanders to history, but in actively shaping history. 

For those whose primary goal was conquest, other peoples
were worth very little. German philosopher Johann Gottfried
Herder, who is mentioned in today’s literature as a man of
enlightenment, compared the Chinese to a “church mouse in
hibernation,” who were not to be trusted in the least. “The
human race in this region,” Herder wrote, “will never become
like the Romans or the Greek. The Chinese are and will remain
a people nature has provided with narrow eyes, short noses, a flat
forehead, little beard growth, long ears and protruding stomachs.
Their institutions have already achieved everything they are
capable of achieving.”

No one in Europe contradicted these notions, an omission the
Chinese still hold against the Europeans to this day. In fact, slan-
dering the Chinese was all the rage in Europe. The French
philosopher and foreign minister Alexis de Tocqueville was com-
pletely serious when he claimed: “The Chinese have lost the
power to change.” 

Such rude generalizations were generally taken as a verbal
green light for the men in uniform, who used them as justifica-
tion to act with even greater brutality. The Europe of the day was
a collection of countries in which committing murder overseas
had become second nature. Waltzes were played at royal houses,
while marching music was the preferred style abroad. British
author Edward Morgan Forster had a character in one of his nov-
els express the sentiment many Britons in the colonies had already
expressed or had at least thought: “We are not here to behave
well.” For most people, the right of the strong was justification
enough to embark on armed conflicts with other peoples. The
baptismal font of an entire generation was filled with blood.
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The Human Being as Raw Material: 
The Birth of Industrial Capitalism

Before the imperialists could set out to conquer the world, cer-
tain technical conditions had to be established. There could be no
mass production without factories, no world trade without
steamships, no tanks without steel mills, and no gas grenades with-
out a chemical industry. In other words, a true globalization of the
economy and of war was inconceivable without industrialization.

It was only through a large number of groundbreaking inven-
tions toward the middle of the nineteenth century that it became
possible to establish worldwide capitalism. “The world had torn
itself free like a ship from its moorings,” says Harvard professor
David Landes, in describing the events of the time. But it was by
no means the entire world that had done so. In fact, it was only
the Western portion, which made up about one-seventh of global
population at the time.

A breathtaking upward progression began, carrying first
Europe and then the United States to the stars. The Indians and
the Chinese, who until the year 1500 had enjoyed close to the
same per capita income as Western Europeans, were the greatest
losers in the race toward affluence. Knowledge exploded, but not
in their countries. The economy blossomed, but far from their
latitudes.

At the beginning of the Industrial Revolution, per capita
income in Western Europe was about twice as high as it was in
China. By the end of the era of communist dictator Mao Zedong,
about 150 years later, the ratio of Western European to Chinese
per capita income had jumped to about 14 to 1. At the beginning
of the eighteenth century, that is, before the age of the steam
engine began, Indian economic output was about half that of
Great Britain. But by the beginning of the twentieth century, the
average Briton was producing seven times as much as the average
Indian, partly because artificially generated energy helped him
perform his work more efficiently.
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This jump in productivity was unprecedented. Thanks to new
technologies, the West, beginning with Europe and followed by
the United States, had detached itself from the rest of the world.
Humanity was divided into the technological have-nots and the
owners of the new miracle machines. For the span of 100 years,
it seemed that the two worlds had moved apart irreversibly, that
is, until the have-nots began their own breathtaking race to catch
up with the West. But why did the world economy’s big bang hap-
pen in the first place? Why did it happen when it did? And why
only in the West?

Based on everything historians have learned on these issues, by
far the most important driving force behind the sudden develop-
ment of the Western inventive spirit was chance. One coincidence
combined with a second coincidence, setting a chain reaction of
coincidences into motion, which has changed life on earth to this
day. Much of what the experts portray as certainty in this regard is
conceived backward. To this day, no one can clearly answer the truly
decisive questions: Why at this particular time? Why in Europe
first? Why did everything happen with this unbelievable momen-
tum that changed world history and continues to do so today?

Many in the West believe that it was primarily Protestant
Christianity, together with its work ethic, that made people into
inventors. Others claim that it was the moderate climate that gave
European inventors a leg up over their counterparts in sub-Saha-
ran Africa or Central Asia. But why should the English drizzle or
Germany’s April rains be better suited to reflection than the sun
over Marrakech or humid summers in Shanghai? Others insist it
was the topography that made the difference. In the British Isles
and in Alpine valleys, protected by bodies of water or mountain
chains, people were able to think more freely, because their soci-
eties were more fragmented than in large, centrally controlled
realms like Russia or China. But don’t the circumstances of living
on an island or in a mountain village promote a way of life we
would normally equate with provincialism?

According to a third group of scholars, it was the beneficial
effects of the Enlightenment and the related state-supported efforts
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of universities and scientific colleges that gave the West its initial
boost. But if that was the case, why was it Richard Arkwright, a
hairdresser and wigmaker, who perfected the spinning machine?
Why did a certain Edmund Cartwright, who normally made a liv-
ing as a pastor and author, earn a place in the history books as the
designer of the first steam-powered loom? And why does the world
have Massachusetts artist Samuel Morse, who painted many land-
scapes and a portrait of U.S. president James Monroe, to thank for
inventing the first functioning electromagnetic telegraph?

We should be especially suspicious of those who believe to have
discovered some sort of law of history. According to the laws of
nature, they say, early capitalism produced all the inventions it
required for its own development. It made sense, so it happened.
The output of textile workers could not be increased any further
with physical strength alone, so the “Spinning Jenny” came on the
scene. The stagecoach and sailing ship could no longer handle the
volume of mass-produced goods that had to be delivered to cus-
tomers, which meant the time had come for ocean steamers and
locomotives. And how else could people talk to one another across
America’s vast expanses, if not through the telegraph line?

But since when has reason prevailed in the history of
humankind? If history were a force blessed with reason, why do
we look back on a relentless train of tragic mistakes and faulty
decisions with far-reaching consequences? It was a supreme act of
irrationality when the fifteenth-century Chinese emperors burned
their commercial fleet, thereby imposing isolation on their realm
for hundreds of years. Wouldn’t it have made more sense if those
assembled in Berlin’s Sportpalast on a February evening in 1943
had responded with a resounding “no” to their hysterical speaker’s
question: “Do you want total war?” 

All of the conditions cited above that made the Industrial Rev-
olution possible are reasons, but not one of them is the reason. The
Industrial Revolution is a string of coincidences, and even the
breathtaking accumulation of these coincidences could be nothing
but coincidental. It was not Hegel’s concept of “world spirit” nor
was it God or high politics that brought the Industrial Revolution
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to Europe and the United States. Indeed, it was what one would
generally refer to as a stroke of good fortune. 

But that happens to be the luck of the draw. The development
that brought with it a high degree of rationality came about in the
most irrational of ways. Something mysterious had happened to
the inhabitants of the West. The greatest of all changes took place
within an individual’s innermost self.

The New Way of Looking at Things: 
Discoverers Become Inventors

At some point in the eighteenth century, there was a sudden surge
in interest in the sciences. More and more young people wanted
to become mathematicians, while fewer and fewer were drawn by
theology. Affluent citizens set up laboratories at home, and the
pioneers of the new age met in venerable clubs like the Royal
Society in London and the Académie des Sciences in Paris. The
members of the Lunar Society preferred to meet on nights when
there was a full moon, hoping that this would give them the great-
est possible inspiration.

The new way of thinking of those who belonged to these clubs
was surprising. The scientist, who until then had prided himself
in being somewhat removed from ordinary life, began to see him-
self no longer as merely an observer of reality but also as some-
one who takes part in changing reality. The spectator became an
actor, and the scientific discoverer also began to see himself as a
conqueror. Instead of simply admiring the world from behind a
microscope or a telescope, the scientist decided to become a cre-
ator of reality, because the reality he was experiencing seemed
inadequate. In this sense, scientists were being somewhat accom-
modating to ordinary people. In return, the people took a big step
in the direction of science. 

Mechanic schools and tinkerers’ clubs began springing up all
over Europe. The practical inventor stepped onto the world stage.
He observed birds in flight and wanted to fly. He observed fish
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and dreamed of underwater boats. He sensed the power of water
and heat and went about finding ways to harness it. Many mem-
bers of the business community were eager to try out thousands
of minor production improvements in actual practice. The act of
inventing offered them an attractive way to get rich. The number
of patent applications rose sharply, especially in England. Whereas
barely 300 patent applications were filed in 1770, that number had
increased to 1,124 in 1810 and, within another 20 years, to 2,452
inventions registered with the state. Science had abandoned its
niche and had made itself available to the world as a productive
force. The real novelty of the age was not the one-time invention,
but the invention of inventing.

The object of interest had also changed. Whereas curious souls
in the preceding centuries had focused their attention on the dis-
covery of mysterious animals, plants, and people overseas, the new
thirst for knowledge was centered on the laws of science, mathe-
matics, and astronomy. Following the journeys to faraway places
in the previous epoch, individuals were now embarking on inward
voyages of discovery. This development helped shape the nine-
teenth century into a time of bold thoughts and unprecedented
innovations. The technical innovations made many things possi-
ble for the first time (for example, driving an automobile), while
making other things (such as textile production) tremendously
more efficient. Most of all, they extended life expectancy, partly
as a result of significant improvements in hygiene. By the end of
the nineteenth century the average Briton was living 12 years
longer than in the early 1800s.

Almost everything that continues to drive the world economy
to this day was devised in the countries we now refer to as “the
West.” An Italian invented the electric battery in 1800, and a
Frenchman invented the sewing machine. The English launched
the first large ship made of iron in 1838, and photography was
developed in the late 1820s. And one invention would establish the
conditions that made the next invention necessary. It would have
been impossible to dream up the locomotive without New York
native George Westinghouse’s compressed air brake, for the rolling
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monstrosity could not have been brought to a standstill quickly
enough. And even the powerful new locomotives would not have
made it across the Alps without the new Swedish miracle substance,
dynamite, which was needed to build the first railway tunnels.

Sparks and flashes of inventiveness were everywhere, almost as
if the West were connected to a burning fuse. But the great break-
through in production technology was introduced by Henry Ford,
who went down in history as the inventor of assembly-line pro-
duction. But Ford didn’t so much invent as borrow the concept of
the assembly line in 1913. A visit to a slaughterhouse opened his
eyes. He watched as the carcasses, attached to hooks, traveled
through the buildings, where each step of the process was per-
formed by a different group of butchers. Ford transferred the idea
to automobile production. He began with the chassis. The vari-
ous technicians would then install the engine and the transmis-
sion before the cables were laid, the windows installed, and finally
the doors mounted. Ford built a four-story production hall, in
which the various parts passed from the top floor to the ground
floor, finally leaving the building as a mass-produced automobile.

Ford’s contemporaries were overwhelmed by what was hap-
pening before their eyes. The economist Friedrich List wrote an
homage to the generation of inventors, the words of which still
ring true today: “They have enabled man to pull the treasures of
the earth from the deepest chasms, into which he could not pen-
etrate before, to battle the power of the wind and the waves, to
travel from one place to the next with the speed of a bird; they
have increased the wealth, pleasures and populations of the
nations, and the charitable effects of their work will continue to
grow from generation to generation.” 

The Factory Worker: Foot Soldier 
of the Industrial Age

The presidents, emperors, ministers, and high-ranking officials of
the Western world soon realized that the new technologies would
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have a greater impact on the fortunes of their nations than any
spoils of war. While the inventors wanted fame and the business-
people wanted to increase their profits, the statespeople, not
unlike their counterparts today, were interested in nothing less
than expanding their power.

Only those with the technological wherewithal could send their
merchant fleets to faraway lands with any expectation of success.
And if the profits of such trade, denominated in talers, pounds, or
dollars, were occasionally a long time in coming, at least the gain
in status that came with being the owner of the latest in technol-
ogy could be acquired more quickly. 

The road to industrial capitalism was irreversible. Machines were
turning their wheels throughout the West. They needed coal, iron
ore, and water to operate; they were loaded with grain, cotton,
tobacco and wood; and at the end of the process they spat out guns,
soap, matches, textiles, cigarettes, and all manner of foodstuffs. Pro-
ductivity records were set that were unprecedented and would never
be duplicated. Fifteen of the cigarette rolling machines invented in
1881 could satisfy the entire annual demand for cigarettes in the
United States. Until the early nineteenth century, when farmers and
craftsmen pursued their arduous but not uncomfortable daily
chores, productivity was growing at an annual rate of only about
0.15 percent. By the end of the century it had quadrupled. Iron pro-
duction doubled in Europe between 1870 and 1890 alone, while
steel production grew tenfold between 1880 and 1900.

Just about everything changed in this new age, including what
people talked about, and the way they thought, saw, felt, and lived.
The Industrial Revolution was probably the greatest revolution
of all time. No continent or country could remain isolated from
it for long, and no person, party, or state has been able to perma-
nently change its outcome. According to the Communist Manifesto,
first published in 1848, “All that is solid melts into air, all that is
holy is profaned”—an indication of the awe-inspiring power of
the Industrial Revolution.

But there was also great dismay over the impetuous power of a
change that had produced two outcomes—seemingly limitless
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wealth and, close by its side, factory workers without rights who
lived in bitter poverty. In his novel Hard Times Charles Dickens
offered a vivid description of the conditions of the day: “It was a
town of machinery and tall chimneys, out of which interminable
serpents of smoke trailed themselves forever and ever, and never
got uncoiled. It had a black canal in it, and a river that ran purple
with ill-smelling dye, and vast piles of building full of windows
where there was a rattling and a trembling all day long, and where
the piston of the steam-engine worked monotonously up and down
like the head of an elephant in a state of melancholy madness.”

And yet the new cathedrals of capitalism exerted a magical pull
on the masses from the countryside. There was no longer any
turning back. While populations grew in villages, the advent of
modern farming methods meant that fewer and fewer people were
needed to farm the land. The future belonged to the cities, and
within only a few decades agriculture’s share of employment
melted away. By 1870, 40 percent of Britons were already
employed in industry.

The United States followed suit, but with some delay. More
than half of the population still worked in agriculture in 1870, and
only one in four Americans lived in a city with a population of at
least 2,500 inhabitants. But within the next 40 years, the share of
industrial workers increased to two-thirds of the total working
population. 

Initially, these industrial advances did not improve the social
situation. As a result, trade unions and workers’ parties, which
were prepared to fight for the rights of their members, arose in
France, England, and Germany. The imperialists in all countries
were outraged. In 1905, Germany’s Kaiser Wilhelm II felt that
brewing domestic unrest posed a threat to his ambitious foreign
policy plans. Angry “that, because of our social democrats, we can-
not take a single man out of the country without exposing our-
selves to external danger,” he proposed solving both problems
with force: “First shoot, behead and neutralize the socialists, by
bloodbath if possible, and then [wage] war abroad, but not first
and not hastily.”
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Faster, Higher, Deeper: 
Capitalism in Crisis

As the nineteenth century progressed, tensions began to notably
rise within the new industrial societies. Chimneys were belching
smoke, human beings and machines were working in time, and
the new factories were spitting out massive quantities of goods for
which domestic markets were too small. 

And yet the new factories kept producing like mad. The first
signs began to emerge that this dress rehearsal for globalization
was not destined to end well. The new system was—and to this
day remains—excessive and unstable. In real life, it did not
automatically arrive at the equilibrium theoreticians had hoped
it would. From the beginning of the 1870s until the mid-1890s,
wholesale prices in Great Britain declined by 45 percent. For
the first time, the workforce was confronted with two phenom-
ena with which we are all too familiar today: while some could
expect to see their wages cut, others could look forward to
unemployment. 

It was the age of the bosses in industrial capitalism. Withheld
wages, corporal punishment, and arbitrary firings were the order
of the day. The workday lasted up to 18 hours, and only the bare
outlines of what we refer to today as a social welfare state existed.
Conditions were so bad that, in 1891, Pope Leo XIII had to
remind the new masters of the world that they could “not treat
their workers like slaves.” But many ignored his admonition and
did so nonetheless. The conditions were comparable to those in
China and India today, where millions of simple factory workers,
with no one representing their interests, are forced to work until
they drop. The ruthless methods of the new system were already
evident at its inception.

Industrial capitalism also appeared to possess a true system
error. The growing supply of goods produced by the industrial
megamachine was offset by the population’s stagnating purchas-
ing power. In other words, workers were producing more food
and clothing than they could afford to buy.
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There were two ways to deal with the flood of goods. The first
option, never seriously considered, was to curtail industrial pro-
duction. Industrial capitalism thrives on everyone’s inherent
yearning for more. The desire for more profit, more wages, and
more affluence has remained its driving force to this day.

Because the first option was not viable, the second option came
into the picture and became increasingly popular: export. By trad-
ing with others abroad, domestic producers can unload the prod-
ucts for which there are no buyers at home. Even if the domestic
market is saturated, foreign markets can certainly be capable of
absorbing more goods. Products that may seem unmarketable in
one country can even develop into big sellers in another. This is
especially the case when the other country is far away and a busi-
nessperson can employ different methods—and sometimes more
brutal ones—to capture the market.

In the 1800s, overproduction in the economy, with all its dis-
astrous consequences—declining wages and unemployment—led
to growing tensions in the societies in question. This in turn pro-
duced unrest, especially among workers. To avoid civil war, Cecil
Rhodes told the leaders of the day, they had to become imperial-
ists. The imperialist, for his part, was busy pushing forward into
foreign lands. His lust for natural resources—rubber, zinc, petro-
leum, coffee, tea, gold, and diamonds—was insatiable, as was his
need for foreign workers, and he was determined to gain control
over both. Why go to the trouble of exporting, he reasoned, when
he could gain access to everything at once—goods, laws, and a
police force, all bundled together in a single, convenient package?
And if he was already selling goods to foreign markets, it certainly
seemed more advantageous to own those markets. This was the
way the imperialist thought.

At first, no one noticed the brewing disaster. To contempo-
raries, it seemed wholly inconceivable that 15 million Europeans
could soon be lying dead on their battlefields. The assumption of
power in the colonies not only comforted the souls of Europeans,
it also helped fill their treasuries. Without much cost or effort,
they had divided up a quarter of the globe among themselves.
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Prosperity was on the rise, and world trade had reached its pin-
nacle, at least for the time being. A strong Europe had reached
the zenith of its power and standing in the world. The dress
rehearsal for globalization appeared to have been an out-and-out
success. Europe found itself in a splendid and exalted position in
the world.

Megalomania Takes Hold in Great Britain

The original imperialists knew no shame. They arrived on the
scene as occupiers and administrators of protectorates, as pro-
moters of their domestic economies, and as coolly calculating
destroyers of anything that stood in their way. They paid little
heed to cultural traditions and human life. The imperialist was an
attacker out of conviction, and as such was someone who regarded
pity as an expression of weak resolve. “Capitalism carries within
itself war as clouds carry rain,” said French socialist Jean Jaurès.

Indeed, the word war was on everyone’s mind in those days:
price war, trade war, economic war, colonial war—all conflicts that
would inevitably lead to global war. Depending on the West’s par-
ticular interests, the inhabitants of foreign continents could be
anything from willing laborers to cannon fodder to consumers.
Their land and forests served as free depositories of natural
resources. 

At the time, the powerful believed that seizing land as expedi-
tiously as possible was the best way to secure and expand the influ-
ence and prosperity of their own nations. It was a truly impetuous
form of world trade, and the injuries and humiliation that were
inflicted as a result have survived to this day in the collective mem-
ories of entire peoples. From its inception, world trade was any-
thing but the peaceful system of exchanging goods and services it
is widely portrayed as today. Instead, it was based on an archaic
system of displacement and destruction—openly admitted then
and painstakingly concealed today. From the very beginning, Eng-
land, a trading nation even before the start of industrialization,
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served as a model for other nations. The British destroyed the
commercial fleets and production sites of other peoples in order
to intervene in their economic cycles, a strategy at which they
were highly successful at first. They murdered for a small meas-
ure of additional prosperity, and they hoped that the end result of
their efforts would be visible profits in their coffers. Britain’s trad-
ing and war fleets, which sailed in concert and were the world’s
largest at the time, served as the most important instrument in the
country’s efforts to promote exports.

Only when other trading nations developed powerful navies did
open battles at sea fall out of fashion. From then on England
sought peaceful resolutions to its conflicts with other developing
industrialized nations, which were also not especially squeamish
in their choices of weapons. The world’s less-developed regions,
on the other hand, continued to be attacked, conquered, and
assimilated into the British Empire as either markets for or
sources of its goods and raw materials. On the eve of World War
I, the British Empire controlled about 20 percent of both the
earth’s habitable area and its population. Statistically speaking, this
meant that every English man controlled eight other people, and
that Britain controlled nearly 39 square miles of foreign territory
for each square mile of its own soil. France, the second-largest
colonial power of the day, could hardly compete. It controlled
only about the same number of people it could claim as its own
population, and about 18 times its own territory.

China: A World Empire in the 
Stranglehold of the West 

The China of the nineteenth century was easy prey. The coun-
try was large but weak. It was rich in tradition but lacking in mil-
itary technology. The Chinese emperor, Qianlong, had turned
his back to the West, which turned out to be the gravest of his
many mistakes. In the fall of 1793, Qianlong missed his last
opportunity to come to terms peacefully with England, one of
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the global powers of the day. In return, the West attacked him,
and his country was literally plundered alive, a piece of history
most Westerners have forgotten. But it was a history the Chinese
were far less willing to forget. 

It began innocently enough. In September 1793 a delegation
of the British crown traveled to the emperor’s summer residence
in Beijing, bringing along a host of attractive gifts: a German-
made planetarium, a telescope, air pumps, window glass, and iron
and steel products from Birmingham and Sheffield. The British
wanted to trade with the Chinese, and their gifts were meant to
give the man in Beijing a sampling of the sorts of novelties trade
would bring. But the emperor disdainfully rejected the calling card
of the modern age. “I set no value on objects strange or ingen-
ious, and have no use for your country’s manufactures,” Qianlong
wrote in a letter to the British king. In a completely faulty assess-
ment of his position of power, he also wrote a sentence that the
British translators, mindful of the king’s frame of mind, never even
translated: “We, Emperor by the grace of heaven, instruct the
King of England to acknowledge our instruction.”

England, faced with an unwilling China, decided to try force
instead of persuasion. Using their commercial fleet, the industri-
ous British began trading with Chinese black market merchants.
Unimaginable amounts of opium—2,500 tons per season at the
peak of the trade—produced in India made their way to China,
and soon the Chinese people were practically anesthetized. The
drug displaced the state and damaged the country’s economy.
Drug addicts could be seen everywhere in China’s cities. Experts
estimate that close to a quarter of the Chinese people were
addicted to opium at the time. The British had marched in with-
out even setting foot in the country. 

When the Chinese emperor ordered his men to confiscate
crates filled with drugs, war with the invisible invaders was
inevitable. The British had only been waiting for an opportunity
to make a move. Only then did the Chinese imperial army receive
its first taste of the deadly collection of modernity produced by
England’s weapons factories. First came the cannons, followed by
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the guns. In August 1842, under the Treaty of Nanjing, China was
forcibly brought into the world market.

In the coastal cities of Guangzhou, Shanghai, Xiamen, Fuzhou,
and Ningbo, the British opened trade offices that, as extraterrito-
rial regions, were not subject to Chinese law. The victors took the
island of Hong Kong as their trophy. The monopoly previously
enjoyed by Chinese trading companies was lifted and the opium
trade was de facto legalized. In the wake of winning the war, the
British continued to impose a system of “unequal contracts.”
Under these trade agreements, they sat on both sides on the table,
eliminating tariffs and granting themselves the most favorable
trading conditions. It was no surprise that Britain’s war spoils
served as a stimulant to the remaining colonial powers. The Euro-
peans, nowadays the peaceful trading partners of the Chinese who
like to remind Beijing of the need to respect human rights, were
once far less interested in the rights of what was then a popula-
tion of 400 million.

The Russians occupied Guandong, the French annexed Tonkin,
and the Japanese seized the island of Formosa and pushed Korea,
a Chinese vassal state until then, to become independent. The Bay
of Jiaozhou, together with the port city of Qingdao, went to the
German Reich, Port Arthur to the Russians, Weihaiwai to Eng-
land, and the region of Guangzhou initially to the French. The
struggle for control became especially heated in the port city of
Shanghai, where the French and the British were once again at
odds over which of the two powers was to have the say in the city.

While hardly anyone in the West remembers any of this, every
Chinese student learns about these events at a young age. The
West, as much as it accuses China of human rights abuses today,
has committed all of the same abuses against the Chinese in the
past. The country was debased, humiliated, and kept poor. For 70
years the West used one of the world’s oldest civilized nations—
the country where gunpowder, smallpox vaccination, paper, porce-
lain, silk, and the compass were invented—as a self-service shop.
The standard of living in Asia, with the exception of Japan, did
not improve between the beginning of the nineteenth century and
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the middle of the twentieth. For 150 years the continent literally
stood still.

Once-proud China had become little more than a facsimile of
a sovereign state. Its chants, characters, and police force were pre-
served, but the government in Peking was no longer in charge of
its own realm. The Western poltergeist had taken over. China,
which on the eve of World War I was home to a quarter of the
world’s population and, with its 440 million inhabitants, contained
more than one and a half times as many people as Western
Europe, had become a colony of the West.

Who Goes, Who Comes? A First 
Assessment of Globalization

The Europeans, who wanted more wealth and power, ended up
getting nothing but war and destruction. From an economic
standpoint, worldwide colonialism turned out to be an enormous
miscalculation. Those societies in which the modern age had
begun found themselves transported into a decades-long state of
excitement and growth. In the end they discharged their fears of
decline and dreams of hegemony in two horrendous wars.

At the start of the twentieth century, in the space of only four
decades, Europe twice disappeared under mountains of rubble and
corpses. The continent that had impressed the world with its
inventiveness and then intimidated and dominated it in almost
every respect was going up in flames. In Berlin, little was left
standing at the end of 1945 but the Kaiser Wilhelm Memorial
Church. Everything around it had collapsed. Even when the
financial district in the City of London was rebuilt, the world
financial center remained headquartered in New York, where,
seeking safety, it had moved during the war. 

The two great military conflicts of the twentieth century did
not emerge out of thin air. Indeed, they were preceded by a global
economic war that had lasted decades. The concept of a peaceful
exchange of goods only existed in the pages of classic economic
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texts. The British produced cloth, the Portuguese made wine, and
the exchange of cloth for wine would be beneficial to both—in the
words of British national economist David Ricardo. It could have
happened that way, but it didn’t. While Karl Marx underestimated
the cleverness of capitalism, Ricardo gave it too much credit. 

The system that makes it possible to transform money into
more money requires a well-oiled political control system. If that
system is either absent or deficient, the monetary cycle and, in
fact, any reasonable economy, breaks down. The intricate system
of world trade overheats and explodes when questions of power
push everything else aside. It is at that point that the various mil-
itaries take over, leaving businesspeople with little more than the
role of financial backers of a battle of nations.

If there is one overriding mistake that was made during the his-
tory of Europe, it is that the Industrial Revolution was not fol-
lowed by a revolution of political thought. The inventors and
tinkerers had sped up the economic world, but the governments
remained stationary. With democracy only a fledging movement,
the politically powerful were able to continue playing their game,
pitting nations against nations and armies against armies. The
United States looked on from a distance, concerned and fearful,
but also increasingly cognizant of its own budding opportunity.

There were many things that kept Europeans from peacefully
coexisting. No one was adept at seeking compromise, the will to
settle conflicts amicably was absent, and, most of all, there were
no institutions that could have conveyed a sense of equanimity.
There was no European Union or United Nations, no monetary
association to speak of, nor did the idea of an International Mon-
etary Fund (IMF) or World Bank even exist. Instead there was
much whispering and rumbling, in a time when the churches had
already lost their formative power and a feverish nationalism was
taking shape as an ersatz religion. The pressure was rising, but
there were no relief valves.

The conflicts of interests between countries had become more
acute over the decades. From the beginning, rising prosperity had
a twin that accompanied it every step of the way: fear. Wherever
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life was improving, there was constant fear that everything could
be over in an instant. To this day, the craving for wealth and the
fear of losing it are the two most important driving forces in mod-
ern history.

The countries of Europe had fundamentally miscalculated.
The colonial policies they had pursued so fervently failed to pro-
duce lasting prosperity. The British Empire seemed exhausted.
England’s rapid rise from an island nation to a global power had
stretched its political and economic forces beyond their capacity.
The nationalist leaders of Germany rallied the people behind
their cause. “We must colonize, whether we want to or not,” Ger-
man chancellor Prince Bernhard von Bülow told his fellow Ger-
mans. France, the second-largest colonial power, was still on the
losing end of nations before the war broke out—it was unable to
transform its additional land conquests into economic strength,
and its relative significance shrank. Italy lagged behind, as it
remained an agrarian state in which industrial production was
secondary. And Russia had missed the boat altogether when it
came to globalization. 

After the turn of the century, the Western states were almost
twice as prosperous as their Eastern neighbors. The people of the
East had invented little, and even their few inventions attracted
scant attention. The largely agricultural societies of Eastern Europe
were certainly aware that great things were happening in the West,
but they were not eager to emulate their fellow Europeans. They
were spectators of and not participants in world history.

Western Europeans were able to study the contradictions of
globalization early on at their own doorsteps. The nations of the
world had moved closer together and had become more deeply
divided at the same time. The Russians, losers in the push for
modernization, would soon develop their own alternative to the
West’s methods—communism and its system of planned
economies. Economic division had preceded political and military
alienation. The later division of the continent had its roots in this
economic continental drift, long before Lenin and Stalin mounted
the political stage.
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The False Start: Why the Dress Rehearsal for
Globalization Was Doomed to Fail

The intensifying global economic war spelled decline for some,
especially the British. Early on, Adam Smith noted the high costs
of securing the colonies. “Our statesmen should finally realize the
golden dream they and the people have dreamed, or they should
awake from it,” the economist called out to his nation. Smith
argued that if the provinces of the British realm could not be made
to contribute to the support of the Empire, Britain ought to sep-
arate itself from them. Great Britain, he said, would be well
advised to revise its views and plans to reflect the actual medioc-
rity of its situation.

But the British crown refused to hear or see reality. It suffered
from a raging colonial fever, even though its campaigns of con-
quest were increasingly turning into losing propositions. The vic-
tories England celebrated over other peoples were camouflaged
defeats because they were accompanied by an erosion of economic
power. What the British had in fact conquered, in many instances,
were huge deserts, high mountain chains, impenetrable jungles,
and, not to be forgotten, the millions of people across continents
who could agree on one thing: that they would provide their for-
eign rulers with only the barest minimum of what they demanded.

For many members of the British elite, there were good rea-
sons to prolong the colonial system. The military class lived well.
The colonial masters basked in their self-importance. The ship-
ping companies were holding their own. But this was no way to
create value. Britain’s departure from the world stage seems almost
willful in retrospect, with each workday bringing the country a
small step closer to its own pretense. Britain had frittered away its
vigilance-based economy with its constant efforts to control, spy
on, and conquer its colonial subjects. As a result, it lacked the nec-
essary reserves to expand its prosperity.

Those who wanted to could already see what was happening:
operating this model of globalization—the subjugation of peoples
and continents for the sole purpose of exploiting them—was not
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profitable. The initial investment in the conquest was too high, as
was the cost of subsequently securing that conquest. The pro-
ductivity of the entire territory declined because the new acquisi-
tions were motivated to do everything but work.

In the end, the British were no longer conquerors, but merely
defenders. The 350 million people in the colonies were simply
unwilling to subordinate themselves to 40 million Britons. There
was unrest throughout the vast empire, including revolts in India.
Almost every incremental gain in prestige, most of all the naming
of Queen Victoria as the Empress of India, was soon paid for with
a loss of stability. By the end of the 1850s, the British had to recap-
ture one-third of their Indian territory. As rich as the British
Empire was, it was beset by conflict. In London there was
pompous talk of “permanent interests.” But what exactly justified
these interests? Who benefited from the constant fighting? So
much could have been created with all this money and energy,
perhaps even a more stable global power.

Meanwhile, the inventive spirit to which England owed its
magical rise to prominence was increasingly going to waste. The
actual core energy of capitalism, that sphere of the economy in
which the groundbreaking ideas arise that are later responsible for
technological advances, experienced a palpable loss of intensity.
Soon everyone was depending on others. Britons at home looked
to the colonies, while those in the colonies took their cue from
the people back home in Britain. The Empire, with its mandated
territories, protectorates, dominions, strategic bases, and settled
territories, was the surest way to achieve minimal returns at an
immeasurable cost. The five-year war of independence with what
would become the United States cost England today’s equivalent
of almost 234 million pounds and ended in 1783 with the loss of
its most profitable colony. The British were humiliated, but Amer-
ica was finally free. The United States would soon be strong
enough even to outpace the motherland economically.

The British were not the least bit interested in analyzing the
reasons for their failure. For them there was no pausing or even
the briefest reflection. Eager to put the disgrace of American inde-
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pendence behind them as quickly as possible, England’s politi-
cians, military leaders, and royal family rushed out to establish a
“Second Empire.”

While expanding its territory, the global power continued to
hemorrhage ideas. The 1851 World’s Fair marked both the high
point and turning point of the British Empire. The English exhi-
bitions managed to win virtually every prize at London’s Crystal
Palace, a number that had declined to only 10 percent by the time
of the 1867 World’s Fair in Paris. No longer did an intense fire burn
in the country’s productive core as it had in earlier decades. There
was little left but inactivity in the places where bold ideas would
normally trigger the great surges of productivity in any economy.
Through the filter of history, it is easy to recognize the symptoms
of decline we continue to witness in other nations today. If the
innermost part of the productive core melts, the outer zones quickly
cool off and a shrinking process begins to take place along the edges,
rapidly transforming a once-impressive economy into a basket case.

By 1913, the British were responsible for only 14 percent of
global economic output. They had become a society in decline
that no longer had anything to serve up against the United States,
the rising economic power of the day. Indeed, the rise of the
United States and the decline of the British Empire went hand in
hand. Great Britain was no longer the worldwide “économie dom-
inante” that French economist François Perroux believed had
always existed. The United States was gradually becoming the
new “master of the universe.”

The great war of nations had another consequence. At the end
of World War I, the United States was in a better position than
when the war began. In 1913, the United States was producing
about one-third of the world’s industrial products. Only five years
later, after the war had turned Europe into a zone of devastation,
U.S. production had increased to more than 50 percent of the
world’s industrial products. By the end of World War II, Europe
had departed from the grand world stage. 

In the cold light of day, imperialism was the precursor to the
free fall of open economic systems, which resulted in a large part
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of Africa, half of Europe, and large portions of Asia becoming
socialist. Although old Europe could have assumed a leading
global position economically at the time, it would have been
impossible politically. Europe was made up of Germans, French,
Britons, Dutch, and Spaniards, but what it was lacking was Euro-
peans. The age of the steam engine had replaced the era of the
stagecoach, but countries had not changed to the same extent.
They had remained stagecoach nations. 

As the history of Europe throughout the nineteenth and in the
first half of the twentieth century shows, economic globalization
alone is no guarantee of peace. Put in overly simplified terms, one
could portray Europe’s rise as the work of tinkerers, technicians,
and politicians. But the military and politicians are to blame for its
decline. The Western European empires collapsed, prosperity
shrank, France and Great Britain left the global stage, and the Ger-
man national state lost first its self-respect and then, for several
decades, its sovereignty. The dress rehearsal for globalization had
been a fundamental failure for Europeans. A former colony, of all
things, would now experience its great debut—the United States
of America.
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The Reluctant Nation

Judging by the circumstances of the day, it would have been 
difficult to envision a superpower ever taking shape in North 

America. The motley crew that stepped off the Mayflower in
November 1620, onto the shores of what was then a British crown
colony, was not exactly of nation-building stock. Like the ensuing
wave of new arrivals that would come to America on board
Atlantic freighters, the first European settlers were religious fanat-
ics, dreamers, and adventurers from England and many other
European countries. A disproportionately large share of these
early settlers would have been described at home as eccentrics and
troublemakers, or perhaps more charitably as idealists. More
stranded than landed, they were not missed at home.

They had come for the promise of free land, gold, and great
fortune—the same things all people seek who leave their country
with little more than the clothes on their backs and the possessions
in their suitcases. They are the same things that drive Mexicans,
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Russians, Serbs, Croats, Ethiopians, and Afghans today to leave
behind their friends and families to give their lives new meaning in
the West, or perhaps only in the nearest major city. This similarity
between emigrants today and the settlers of the New World makes
the differences all the more glaring. They were cosseted by fate like
no other generation of settlers before or after. Their needs were so
readily and abundantly met that it seems only too understandable
that some still consider themselves to be a chosen people today.

The settlers had landed on one of the largest, most fertile, and
climatically pleasant spots on earth, a place that offered an abun-
dance of gold and oil to boot. Under these circumstances, it was
impossible not to be industrious. When the time came, they
pushed forward with industrialization at a breathtaking speed that
soon left old Europe speechless.

They drove telegraph masts into the ground, laid railroad track,
and invented mass production of the automobile. They used their
natural and created wealth as a basis to establish not only what
British historian Paul Kennedy calls a “Great Power,” but in fact
the greatest empire since the fall of the Roman Empire. To this
day, the dollar dominates global economic activity and the Amer-
ican financial system sets the world standard. Like the proconsuls
of the Roman Empire, the U.S. military now has its five regional
commanders distributed around the globe, controlling operations
in Europe, Latin America, the Middle East, the Pacific Region,
and North America. Approximately 320,000 American troops are
now stationed outside the United States—about the same num-
ber of people who lived in the North American colonies around
1700. They direct both humanitarian and combat missions and
help with the rebuilding of failed states. And they wage war, with
great matter-of-factness, against anyone who interferes with their
security interests.

What is most surprising and astonishing about all this is that
the United States was able to develop into a superpower in the
first place. The road to global prominence and prosperity was not
predestined by any means, despite persistent claims to the con-
trary. At first, the paths pointed in many directions, one being the
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brink of disaster. In fact, the conditions for a strong, unified, and
enduring nation were less favorable in America than elsewhere.
The first settlers had no concept of the essence of this new nation,
not even as a vision.

The first settlers had left their native countries behind because
they were convinced that their all-encompassing conflict with
church and crown and all of Europe’s other petrified institutions
was too arduous and unpromising, not because they had an inter-
est in pursuing careers at the center of a global empire.

Indeed, the arduous nature of life in the new colonies also left
little room for reflection. Before the settlers lay a fertile strip of
coastline, and beyond it a vast realm that could only be crossed by
horse and covered wagon, at least initially. They had neither an
army nor a constitution. The struggle to survive left no room for
intellectual flights of fancy. Everywhere the newcomers looked,
they encountered a hostile native population as it crisscrossed the
land in search of food. The Native Americans’ will to survive was
diametrically opposed to the new arrivals’ desire to claim the land
for themselves. As is so often the case, the establishment of a new
culture began with the destruction of an existing one.

In time, and through the War for Independence, a state had
arisen as an act of self-defense and self-assertion, but it was one
that had no aspirations to be a state. The settlers had uninten-
tionally created symbols of nationhood to which they were in fact
fundamentally opposed. Soon they were indulging in the sort of
flag worship they had once scorned in England. They spent their
time debating civil rights and liberties and discussing constitu-
tional goals, pursuits they had shunned in the past. They became
united despite a complete absence of any such intention. “If we
don’t stand together we will all hang alone,” Benjamin Franklin
is said to have told his fellow Americans.

At first the “United States of America” was not much more than
a misnomer. About the only thing that united the 13 colonies was
their helplessness. The war had merely concealed, not healed, the
country’s inner disunity. A state without a national concept, with-
out a national people, and without a generally accepted right of
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taxation had been created. It was little more than a shell, lacking
an innermost center of power and control.

State in an Acid Bath: 
A World Power Takes Shape

Two hundred and forty years after the arrival of the first settlers,
the country still lacked the three fundamental requirements it
needed to become a global power. First, the United States
urgently needed a stable form of government, one in which the
leadership held wide-reaching authority. Secondly, the United
States needed to put an end to territorialism. Only a large domes-
tic market stretching from the West to the East Coast, from the
Great Lakes to the Gulf of Mexico, could deliver the magic of big
numbers. And it was only through the power of big numbers that
it became possible to produce the optimal volume of goods in the
dawning age of capitalism, which was to become an age of mass
production. The third condition was the most difficult to create,
but also the most important. Indeed, it was so important that it
would become the single most decisive element. For this reason,
it was a question that demanded resolution, even if by force.

It was an issue over which there could be no compromises in
the long run, while any acceptance of such compromises would
mean that the United States could never become a superpower:
slavery had to end. This permanent bondage was morally repre-
hensible, and it produced endless suffering, wounds that remain
open to this day. But morality was only a secondary concern. The
deciding factor was that slavery was also a mistake economically
and politically. 

Anyone who opts for a slave state is acting both amorally and
unwisely. The economic side of this equation was precisely the
lesson to be learned from the ailing British Empire: that owning
and occupying are by no means a guarantee of decent profits. If
they were, why then was the British East India Company period-
ically broke, despite all the monopolistic rights it enjoyed in the
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trade between India and Britain? Why did Africa prove to be such
a bottomless pit for the imperialists, despite their uninhibited
exploitation of the continent’s resources? Why did England’s eco-
nomic performance decline relative to that of other Western
nations with each new overseas colony it acquired, despite the
belief that colonization would bring wealth and power to large
numbers of people?

There were more astute people in the United States who rec-
ognized the problem, but they were unable to solve it on their
own. The North pushed for an end to an oppression, but the
South refused to cooperate. 

The nation had two choices: partition or war. If it chose war, it
would face the most horrible of all conflicts: civil war. And yet it
soon became evident that both sides wanted war. The South’s war
objective was to preserve the status quo, which meant rejection of
any ideas that were taking shape in the North. The North’s war
objective was to create a nation that would be in a position to play
a leading role globally. If there was no other alternative, the North
was prepared to go to war to establish the necessary conditions—
a strong state, a uniform domestic market, and a meritocracy
based on economic efficiency. After less than 100 years of nation-
hood, the emigrants passed through another acid bath. The first
time they had marched in as settlers and emerged as reluctant cit-
izens. The second time around, they would abandon the volatile
and divided nature of their national existence. In the end, a nation
would emerge that was powerful enough to claim a spot among
the top tier of nations.

America Liberates Itself 

On balance, the North emerged as the clear winner of this almost
four-year conflict. When it ended the slaves were more or less
free—free to run for political office, start families, and establish
businesses. The legal ground had officially been pulled out from
under the previous business model of southern agriculture. Public

THE WAR FOR WEALTH 53



schools were built, including, for the first time, schools for African
American children. The United States experienced an educational
explosion that agreed with the rising industrial nation. College
enrollment jumped from 52,000 in 1870 to a number three times
as high within only 20 years. The mentality of the southern states
continued to exist, but it had been relegated to the niche of folk-
lore. Their aim of imprinting the stamp of a slaveholder nation on
the entire community had not been extinguished, but its light had
dimmed considerably. America was united, though not without
undergoing a considerable bout of suffering.

Because of the Civil War, the performance-based principle had
prevailed against the racist exploitation state, modern industrial
capitalism against the feudal system. Only after this shift had
occurred were the conditions established for the United States to
become a superpower. Since the landing of the Mayflower, Amer-
ica had always been a volatile entity, half state, half illusion. It was
only now that the structures began to solidify. A state entity had
turned into a nation, almost concurrently with Otto von Bis-
marck’s establishment of the German Reich.

The U.S. economy was red-hot from the start. The productive
core of the United States was literally fueling itself, quickly
expanding in wild bursts. This energy would soon enable the
country to rise politically and militarily. The eruptive growth
spurts the United States experienced between 1870 and 1914 have
only been replicated by post–World War II Europe and modern-
day China. In this period, the gross domestic product tripled and
industrial production quadrupled. The United States joined the
global trade system at such breakneck speed that the British,
French, and Germans could hardly believe their eyes. The value
of U.S. exports increased from $500 million in 1870 to $1.5 bil-
lion in 1900, $2 billion in 1910, and almost $3 billion when World
War I broke out.

This United States of America, independent of the outside and
united within, became the destination of choice for all people hop-
ing to improve their lot in life. Immigrants came because the con-
ditions for achieving personal prosperity seemed favorable in
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America. They stayed because they found work, land, and per-
sonal freedom in America. Part of the reason the productive core
of the developing superpower could expand so tremendously was
that new people with new ideas were constantly advancing into its
interior. Their economic output stoked the country’s furnace, and
their desire for prosperity created, seemingly out of nothing,
something that became and has remained the world’s largest econ-
omy. We cannot measure the willpower that accrued within the
country, but we can measure the number of people who rode the
crest of its wave, the masses of humanity flowing into the United
States. Between 1870 and 1890 alone, the U.S. population
increased by 50 percent to 60 million. The new arrivals wasted lit-
tle time before settling in the industrial zones of Pittsburgh,
Detroit, and Cleveland, where they worked in the steelmaking
industry and later contributed greatly to the rise of automobile
production. The share of foreigners working as industrial work-
ers jumped from about 30 percent in 1870 to 60 percent by the
turn of the century. Most importantly the members of this immi-
grant industrial working class saved their earnings.

Their savings capital formed the investment capital of the
United States, the capital that would finance its rise to become
the world’s biggest industrialized nation. George Westinghouse
established one of the leading electrical products corporations,
John D. Rockefeller developed his oil empire, Henry Ford built
the world’s largest automobile company, and the French immi-
grant family du Pont de Nemours founded a chemical giant more
enormous than anything the New World had seen yet. In New
York, banker John Pierpont Morgan rose to prominence as the
icon of Wall Street. An exemplary economic cycle had been
launched in which labor allowed capital to develop, followed by
capital creating new labor.

At first the British disavowed what had happened across the
Atlantic. Economically, the emigrants had handily outdone those
who had stayed at home. The mother country, England, was the
global power of the outgoing nineteenth century. America, the
offspring, assumed the leading role after the end of World War I.
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Without the war, the United States probably would not have
surpassed Europe as the world’s largest economy until later. By
1919, as the last traces of phosgene, mustard, and chlorine gas had
barely dissipated over the trenches of World War I, the new world
superpower across the Atlantic was already recognizable.

European global dominance had lasted nearly four centuries,
but now a different star had emerged, one with a much larger eco-
nomic base, impressive in its technological brilliance and of great
political unity.

It was only the war that brought the Americans their lucky
break. Perhaps they were also fortunate because they did not go
into battle with great fervor. They were brutal, rough, and con-
sistently resolute warriors, but they did not wage war for war’s
sake. They were driven by the thirst for more power, more pros-
perity, and less vulnerability, but they did not live under the delu-
sion of having to subjugate the rest of the world. Like any nation,
they accepted killing as a necessary evil of war. But this did not
propel them to embark on an all-out slaughter the way the British
did in India or the French did in Africa, nor did they establish
murderous killing factories, as the Germans did under Hitler.

Upon closer inspection, we can see that the Americans of the
day were reluctant to go to war. They waited and wavered until
they had no other choice. The English had instigated the Amer-
ican War for Independence, and the United States had to be
drawn into its two major wars overseas. 

Nevertheless, America emerged from each of these armed con-
flicts with more power, prestige, and prosperity than before. The
showdown with the British helped them gain their own nation.
The wars with the Indians produced new land. Even the gruesome
American civil war was ultimately good for the country, welding
the state into a nation. A united America grew out of itself into a
global economic power. But the ensuing three wars, which, in
contrast to the three earlier wars, were waged on foreign territory,
brought the country its great political momentum. What had
applied in the past was now all the more applicable: each new war
represented a rise in power and prominence, as the gains out-
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weighed the losses many times over. This is by no means true of
all wars. The Germans, in particular, gained nothing from the two
wars they instigated, indeed losing both times. But the wars waged
by the Americans paid off. While the generations that waged these
wars were undoubtedly the losers, suffering enormous pain and
anguish, the nation as a whole enjoyed the tremendous gains in
political and economic power that have endured to this day.

America’s First World War

As conflict raged in Europe, President Woodrow Wilson warned
the Germans to exercise moderation. He severed diplomatic rela-
tions with Germany but could not bring himself to declare all-out
war. At the end he had no other choice. Shortly after German sub-
marines began attacking American ships, the United States inter-
vened in the battle of the nations. The skies had long since
darkened over the various segments of the front. Mobile warfare,
static warfare, war of attrition—these were all part of the vocabu-
lary of the day. With each day of the war, Europe was being trans-
formed into a zone of desolation, one in which winners and losers
had become almost indistinguishable. If there were one thing the
Americans, with their fresh divisions, achieved, it was to demoral-
ize the Germans. The Germans’ strong-arm tactics seemed
increasingly ridiculous, and the military’s efforts to convince the
civilian population to endure suddenly fell on deaf ears. After the
beginning of 1917, three months before the American declaration
of war, Admiral Eduard von Capelle, secretary of state of the Impe-
rial Naval Office, told the German parliament: “The Americans
will not even make it to our shores, because our submarines will
sink their ships. In other words, militarily speaking the significance
of an American intervention is zero, zero and zero.”

In truth, however, the Americans’ arrival in France proceeded
without incident. Intervention signified a triple victory for the
United States: militarily, politically, and economically. The Ger-
mans no longer had the strength to repel these divisions of troops
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who, though not hungry for war, were nevertheless deeply com-
mitted to waging war. The fate of Germany was sealed the day the
Americans committed to war.

And so was the fate of the United States. Because its own terri-
tory remained completely unscathed, the United States saw its
export motor go into high gear immediately after the fighting
ended. War brought the Americans benefits that peace had not pro-
duced. Thanks to its destructive power, World War I created an
empty space into which the U.S. economic machine could expand.
By 1918 the country was producing half of all industrial goods
worldwide, and its gross domestic product was equal to that of the
world’s 23 most affluent nations combined. Over the course of the
war, the United States went from being a debtor to a creditor
nation, which provided the Americans with the inestimable bene-
fit of earning handsomely from the interest paid by other countries.
Of the roughly $13 billion that other countries had borrowed from
the United States, $10 billion stemmed from war bonds alone. 

The United States continued to profit from its involvement for
decades after the fighting ended. “We are no longer the inhabi-
tants of a province,” President Wilson told Congress. The war,
he said, had made Americans “citizens of the world,” which was
in fact an understatement. Far from becoming a citizen of the
world, the United States had indeed become its mayor.

As a result, the balance of power among the world’s major
nations had shifted dramatically away from the European indus-
trialized countries. Globalization continued, but under vastly
altered conditions. Global industrial production grew by 22 per-
cent from 1913 to 1925, but Europeans were unable to claim a sig-
nificant share of this increase. American industrial output, on the
other hand, grew by close to 50 percent during the same period. 

But the Americans were unable to enjoy the fruits of victory for
long. Industrial capacity was growing more quickly than the
demand for goods. The tumultuous mood of endless possibility
after the war was soon followed by a deep depression, with every-
thing that went with it: bankruptcies by the thousands, a stock
market crash, and mass unemployment that was disastrous to the
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lower and middle classes and even afflicted the upper levels of
society. Some people even began questioning the superiority of
the capitalist system.

The skies darkened over America, and the lightning bolts of a
looming worldwide depression illuminated a country that was ill
prepared for its new role as a world power. 

The mayor of the world reacted like a provincial potentate. The
world’s economy was global but American politicians were not.
Indeed, they were barely able to see beyond the horizon of their
nation-state. They reacted to overcapacity within their own coun-
try with rigorous protectionism against European exports, increas-
ing import duties by an average of 40 percent. This barrier to
foreign imports was detrimental to the world economy, especially
after purchasing power at home had collapsed like a cold soufflé.
Substantial losses on the stock markets led to a nosedive in con-
sumer spending. Many had speculated on credit and were now
forced to dig deeply into their pockets to pay off their debts. The
balance between industry and consumers had come unhinged. 

Within a few months, the world found itself in a veritable
global economic war, together with all its symptoms: threats and
ultimatums, new duties, quotas, and purchasing boycotts. The
globalization of economies began to decline. World GDP shrank.
In 1933, almost a quarter of Americans who were able to work
were unemployed: close to 13 million people were on the streets. 

America’s GDP declined by almost half between 1929 and
1933, taking many families to the brink of poverty. People in res-
idential neighborhoods were starving. Teachers in Chicago, who
had not been paid their salaries in more than 12 months, were
fainting in their classrooms. People were dying of starvation in
the cities, where scenes were reminiscent of Europe in the Mid-
dle Ages. Food shipments were raided in many parts of the United
States, and there were protest marches within view of the White
House. An emotionally cold President Herbert Hoover sent the
cavalry with drawn sabers, backed up by tanks and tear gas, to deal
with the malcontents in Washington, D.C. The American success
story had not come to an end, but it was abruptly interrupted.
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How the United States Benefited from World War II

World War II arrived just in time for America. Renewed popular
dissatisfaction with the old continent was the best thing that could
have happened to the budding world power. The new U.S. pres-
ident, Franklin Delano Roosevelt, was reluctant to become
embroiled in another European conflict. But he did so in the end.
The Americans were almost the exclusive economic and political
beneficiaries of this war. They hadn’t wanted it or encouraged it,
and yet they profited from it more than anyone else.

Eventually, the cloud of the Great Depression had been lifted,
and the economy began growing at a breathtaking pace before the
United States joined the war. The scent of powder in the air only
stimulated it even further. The self-doubts that the market crash and
mass unemployment of the late 1920s and early 1930s had triggered
were suddenly dispelled. The war in Europe triggered an initial reac-
tion that ultimately led to the most powerful upward movement in
American history. Almost overnight, the shift from a peaceful to a
wartime economy led to full capacity utilization of the factories. 

Before the United States officially entered the war, the eco-
nomic cycle got off to such a powerful start that labor soon
became scarce. More and more people were leaving their homes
to work in the factories or serve in the army. Unemployment did
not so much as decline as  literally disappear.

Almost 19 million people, who until then had led lives outside
the productive core, were now moving willingly in its direction,
and their collective energy helped spur economic activity. A full
10 million people who had previously been unavailable to the
labor market joined the roughly nine million unemployed who
were now back in the workforce. Housewives and retirees, as well
as teenagers and college students, were suddenly working for
hourly wages. Economic growth was so strong that the gross
domestic product, which had dropped by half at the height of the
Great Depression, had already reached its former level by the end
of 1940. The production of goods and services had doubled once
again by the end of the war.
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At the time, no one was concerned that the government was
financing this recovery largely with loans. This form of borrow-
ing against future earnings was also considered the latest and
greatest in the world of economics. Anyone who didn’t wish to be
seen as old-fashioned supported government borrowing. The fed-
eral debt grew from only $22 billion in 1933 to $50 billion in
1940, $79 billion in 1952, $143 billion in 1943, $204 billion in
1944, and, finally, reached $260 billion by the last year of the war.
Never before in history had a government of a democratic nation
plunged itself into debt with so little inhibition. In the years
between 1940 and 1945, the Roosevelt administration spent as
much money as all administrations combined had spent in the pre-
ceding 150 years.

But it was a good investment. The U.S. engagement in World
War II established the cornerstone for the United States as a
global superpower, even if that fact might not have been appar-
ent to, or the goal of, the country’s leadership. By the end of the
war, nearly one-fourth of all European industrial facilities had
been destroyed. Only 20 percent of the German rail network was
still in operation. Meanwhile, the United States had remained
completely untouched. When President Roosevelt finally decided
to fight, Hitler’s Germany had long since lost any ability to strike
back across the Atlantic.

In the end, America also suffered disproportionately fewer
losses of life. For every fallen U.S. citizen, 18 Germans and 58
Russians died. The United States lost 400,000 in the war, the
Soviets 23 million. On the whole, Russia bore the brunt of the
war, yet in return it received only the economically less significant
countries of Eastern Europe. A world power of distinction could
hardly be established on the shoulders of Hungarians, Romani-
ans, Bulgarians, Latvians, Lithuanians, Estonians, and about one-
third of all Germans.

The world later treated Great Britain as a victorious nation. It
was perhaps polite, but it was untrue. The British had lost the
world war even before the Russians. With the unconditional sur-
render of Germany’s Wehrmacht, both the British and the French
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were forced to abandon their once-dominant positions on the
world stage. Their seats on the U.N. Security Council are little
more than a nod to the past. It was Winston Churchill’s combat-
iveness and his country’s tremendous resilience in 1940 and 1941
that stood in the way of Hitler scoring a rapid breakthrough there,
thereby bridging the time until the United States entered the war.
The great, gruff statesman preserved his country’s freedom, but
it was a freedom that came at a high price.

In return for shipments of weapons from the United States,
England was forced to turn over its air and naval bases from New-
foundland to Jamaica and British Guyana to the Americans.
Where the flag of the British Empire had once flown, the Amer-
ican Stars and Stripes fluttered in the breeze instead. By the end
of the war, the British faced losses that extended well beyond their
bombed-out cities. The colonial empire was unraveling, the navy
was nearly decimated, the global financial center had moved from
London to New York, and the national treasury was forced to
make regular payments to the United States. Roosevelt heeded
Churchill’s pleas, but the deployment of the U.S. military was not
free. The price the American president pocketed in return was
nothing less than world supremacy.

Totally Global: A Country Blossoms

America was spared the war hangover some people had feared. The
government masterfully managed the transition from a wartime
economy to a peaceful industrial economy. The country’s produc-
tive core was bolstered with a powerful dose of new workers and
new capital, both of which were now available in abundance. Fam-
ily income, squirreled away during the war years, was now
promptly reinvested in industry. The military’s roughly 10 million
soldiers, most of whom had been unemployed before the war, were
not just sent home, although this seemed the obvious thing to do.
They also were not simply pushed in the direction of the factory
gates, which was one alternative. Instead, the government proved
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to be visionary beyond compare. It offered each soldier job train-
ing or scholarships, so that the 10 million soldiers could be grad-
ually—and not abruptly—brought into civilian working life. This
tactic meant both a delayed reintroduction of workers and the
training of millions, which would prove to be an upgrading of the
labor force that was unprecedented in the world, at least at this
level. On the one hand, America’s productive core grew by 10 mil-
lion people. But more important, the injection of more well-
trained and well-educated workers meant that this core would glow
far more intensively than before. The great jumps in productivity
of the postwar era most likely would have been impossible with-
out this surge in the education and training of the workforce.

On the surface, the superpower devoted its energy to the
advance of American corporations, especially after the settlers’
land in the West had been distributed and developed. But now the
borders could be shifted to far across the Atlantic. The democra-
cies in France, Germany, Italy, Austria, Belgium, Luxembourg,
Switzerland, and Scandinavia proved to be the ideal targets for
U.S. investors, whereas the postwar dictatorships in Spain and
Portugal would find themselves waiting a while longer. A world-
wide capital market developed, and its foremost goal was to bring
the states of Western Europe into the United States’ value added
cycles. Sums running into the double-digit billions were sent
across the Atlantic as reconstruction aid or, to be more precise, as
a sort of connection fee. The Russians complained, but it did them
little good. The West increased its productivity and the East its
propaganda. Vyacheslav Molotov, Moscow’s foreign minister,
called the U.S. economic aid “imperialist,” which it undoubtedly
was. Its principal purpose was to serve the interests of the United
States. The motto behind America’s economic takeover of West-
ern Europe had already been expressed by U.S. president Calvin
Coolidge the 1920s: “The business of America is business.”

By the end of World War II, the United States was a large and
successful country, and yet it was not a global nation. The coun-
try still derived more than 90 percent of its income from within
its borders. Foreign trade had stagnated at a low level after the
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world economic crisis, and foreign investment by American com-
panies was insignificant. But in the world war against Hitler, the
military had paved the way for U.S. corporations. The global field
was prepared and the men and women of the business world
merely had to storm down a readied path, which they did. They
brought along the Ford Mustang and the dollar, they put on their
rock ’n’ roll records, and they had already preproduced dreams in
Hollywood’s film factories. German filmmaker Wim Winders
would later call it the “colonization of fantasy.”

The continents are still called America and Europe, but eco-
nomically, politically, and culturally speaking, a new continental
drift began with the end of World War II. A territory developed
that without being united geographically, did in fact result in more
than half a billion people sharing a similar intellectual landscape
and economic operating system. An enormously attractive state-
less entity had taken shape, one that we now commonly refer to
as “the West.” A world became apparent to all in which material
prosperity and individual freedom soon became inseparable.

Once again, the destruction of the old became the basis of the
new. Although Europe’s claim to world supremacy had dissipated
after two unsuccessful attempts, the Americans came on the scene
as liberators of a continent that was unable to live in peace with
itself. In virtually every facet of life, the Americans had something
to offer the Europeans that proved to be an improvement over
what had been there before and capable of enduring for centuries
to follow. Their concepts of democracy were as welcome as their
pop culture. They trained the Europeans to consistently separate
powers and to pay closer attention to the provinces, and they
installed the ground rules for a worldwide capitalism based on per-
formance and competition.

It would be doing the Americans an injustice to define their
march into Europe as nothing but a takeover by heartless capital-
ists. In truth, the second attempt at globalization was consider-
ably more moderate than the first, for which the Europeans were
solely responsible. The new, American-style capitalism was less
rough-and-ready than the European version that had existed until
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then. Its political leadership was less megalomaniacal, and for the
first time there were reliable checks and balances. The aggressive
element in business and government had not disappeared, but it
was less apparent. 

The American people also benefited from this second round of
globalization. The Americanization of Europe was undeniably
accompanied by a Europization of America. This provided the
impetus for the development of a social welfare state that had
more to offer than soup kitchens and donated clothing. Despite
having lagged behind other Western nations when it came to
social services, the United States quickly caught up. From the
standpoint of the less fortunate members of society, the 1950s,
1960s, and 1970s could be considered the golden years. From
1950 to 1960 alone, America’s national product increased by 41
percent, adjusted for inflation. The welfare state experienced its
greatest expansion to date. Whereas in 1960 monetary payments
to the needy comprised only 7 percent of the national income, by
1975 this rate of social expenditure had more than doubled, with
the country’s economic power expanding even further in the
process. If we add employers’ contributions, such as pension plans
and health insurance, the United States had achieved an impres-
sive rate of social expenditure of 21 percent by 1975. This placed
the country at the same level as most European nations. Even
Denmark, the world’s leader when it came to social benefits, which
was spending 24 percent of its gross national product (GNP) on
social benefits at the time, was not far ahead of the United States.
Not all Americans had health insurance, but 90 percent of
employees did qualify for social security benefits. Just shy of 40
percent of the working population was able to supplement their
small social security pensions with employer pension funds.

During this time, a member of the American upper classes, John
F. Kennedy, became a pioneer of compassionate capitalism. In his
first State of the Union speech, President Kennedy painted a dim
picture of the economic situation in the United States. (“Our econ-
omy has been in the doldrums for the past three and a half years,
growth has been reduced for the past seven years and farm incomes
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have been declining for the past nine years.”) What was truly
remarkable, however, was not the statement itself but his response
to it, diverging, as it did, so significantly from the official govern-
ment response in the days of the world economic crisis. 

Kennedy was not interested in promoting savings and cutbacks,
nor did he appeal to the American people to tighten their belts.
He wanted to use government funds to help rebuild regions hard
hit by unemployment instead of leaving their fate up to market
forces. He promised to “increase the buying power of the lowest-
paid workers.” His goal was to “bring more food to the families
of the unemployed and offer assistance to their needy children.”
It sounded like a socially oriented policy, but what Kennedy was
up to was in fact economic policy. He tried to stop economic
decline by increasing the buying power of the masses. At the time,
at least, it was a successful strategy.

Kennedy’s words continued to ring true after his death. The
minimum wage and unemployment compensation were increased,
and the government-backed retirement program was enhanced.
In the end, Lyndon B. Johnson, Kennedy’s vice president and his
successor after his assassination, continued Kennedy’s legacy by
introducing free hospital care for all needy Americans. Johnson
told his supporters that his goal was to establish a “Great Society”
that would unite all social classes. The federal government’s
spending on social issues almost doubled during his term in office.
The country, which had had virtually no social safety net before
the Great Depression, was transformed into a social state that
offered its citizens legal rights instead of charity. American capi-
talism had acquired a heart.

This new direction for America offered impressive arguments
to challenge the grim prophecies of communist propaganda. As
capitalism showed its human face, the suffering of workers some
had predicted failed to materialize in the West. Corporate profits
and the well-being of workers were no longer a contradiction, but
in fact seemed mutually dependent. The social partnership had
not only eliminated conflicting interests but had also ensured that
they could be satisfied. As a result, the postwar West was able to
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offer its citizens noticeably more than the nervous capitalism that
had prevailed before World War I and between the two world
wars. In the space of only a few years, Europe and the United
States had been transformed into a zone of peace and prosperity. 

Kennedy and Keynes: The Dream Team of the 1960s

Kennedy and Johnson were no romantics. In fact, they found
themselves confronted with a situation that offered little reason
for reverie. It was the early 1960s and the specter of unemploy-
ment had descended on the country once again. The economy was
sputtering, incomes were stagnating, and 7 percent of the work-
ing population was unemployed. The United States lost market
share in the global exchange of goods, partly as a result of Europe
regaining its strength. Factory automation also contributed to ris-
ing unemployment.

To address these ills, Kennedy summoned a group of promi-
nent academics to the White House shortly after taking office.
One of them was Massachusetts Institute of Technology profes-
sor and later Nobel Prize winner Paul Samuelson, who had
already helped the Roosevelt administration convert the U.S.
economy into a wartime economy during World War II. Samuel-
son was an adherent of John Maynard Keynes, the British econ-
omist who concluded, based on the experiences of the world
economic crisis, that the state must take a more active role dur-
ing a crisis, a role that would involve loosening monetary con-
straints and injecting capital into the economic cycle. 

Both Kennedy and Johnson were fascinated by the new theo-
ries. And they approached the challenge of putting theory into
practice with a thoroughness that would be virtually incompre-
hensible today. It took government bureaucrats two years to pre-
pare for what would then be the biggest tax reduction in the
history of the Western world. The plan called for tax breaks for
everyone, including corporations and individuals in the highest
income brackets. 
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To achieve their goal of jump-starting the economy, Kennedy
and Johnson had to ensure that the desire to consume was uni-
versal. In other words, there could be no exceptions for anyone.
The public—and critics—were to be given no occasion to search
for winners and losers of the reforms. The goal was not to fund
the tax reform by siphoning off the necessary funds elsewhere,
because any cutbacks in other areas would have destroyed the pro-
gram’s real and perceived impact. And so the government returned
$14 billion, or about 2 percent of the U.S. national income at the
time, to society. 

The effects were impressive, just as the theory predicted. The
national mood improved, consumer spending was up again, indus-
trial corporations increased capacity, and the economy began to
revive. The unemployed almost magically disappeared from the
streets. But the most astonishing thing about the reform program
was that it also benefited the state. Despite tax reductions, public
revenue increased. It was as if citizens, to express their gratitude
for the government’s generous tax gift, had returned the favor with
a much larger gift in the form of consumer spending.

The Democrats were thus able to bridge the slump between
the Korean War and the Vietnam War. On December 31, 1965,
the hero of the recovery, John Maynard Keynes, was featured on
the cover of Time. In the cover story, Milton Friedman is quoted
as saying, “We are all Keynesians now.” But the quote by Fried-
man, not exactly a fan of Keynes, was in fact taken out of context.
In reality, he said, not without irony, “In one sense, we are all Key-
nesians now; in another, nobody is any longer a Keynesian.” He
meant that Keynes’s economic principles—pragmatically applied
in this manner—hardly differed from his own views. Since then,
tax reforms have been part of the repertoire of left-leaning and
conservative politicians alike when it comes bringing the econ-
omy up to speed. Only the theoreticians continue to argue over
whether such a step tends to strengthen the demand side of the
equation, because it relieves the tax burden on citizens, or is more
beneficial to the forces of supply, because businesses benefit to the
same extent.
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Something else was significant in the brief Kennedy era. Dur-
ing the crisis in the early 1960s, America experienced the down-
sides of modern globalization for the first time. Leather goods,
textile, and shoe manufacturers began to feel the pressure of
imports, as did U.S. farmers. The country started to become rest-
less. There was talk in Congress of unfair trade, especially with a
view toward the Europeans’ activities. Kennedy was the first U.S.
president to recognize a relationship between the worldwide lib-
eralization of trade and the loss of jobs in U.S. industry. He was
unquestionably in favor of free trade, reducing duties and elimi-
nating import quotas like hardly any other president before him.
But he wasn’t interested in free trade at any price. 

“Just as the government helped our troops to become reinte-
grated into society, and just as it helped convert peacetime pro-
duction to wartime production and back again, it is its obligation
to help everyone who suffers from trade policy,” Kennedy said in
January 1962. He said that he did not want to see the government
telling businesses what to do, but to support those who were being
squeezed out of economic life by pressure from imports. This led
to the enactment of a law that promised to help reintegrate those
who had been locked out. Most importantly, however, an early
sensitivity developed for the other, less sunny side of free trade.
Kennedy, in probably the earliest stage possible, addressed some-
thing that many in the West continue to gloss over today: global-
ization doesn’t benefit everyone to the same degree. It also
produces losers.

Kennedy was assassinated, but the issue remained relevant.
Imports, which made up only 3 percent of gross national product
when Kennedy was alive, increased fifteenfold by 1980, and have
permanently exceeded exports since 1976. The balance of trade
had shifted, and it happened in the middle of a presidential elec-
tion campaign. The two major parties took up the issue. “If indus-
tries and their jobs are detrimentally affected by foreign
competition, adjustment assistance should be offered,” the Repub-
licans wrote in their campaign platform. The Democrats
demanded “fair trade” and promised their voters that they would

THE WAR FOR WEALTH 69



work to improve the standard of living in many countries which,
“as a result of low wages, attracts American capital, thereby dam-
aging our economy.” Both parties zeroed in on the Japanese and
Western Europeans, who they claimed were sealing off their mar-
kets and coddling their own industries with export subsidies.
Trade had become a political issue.

Under pressure from a worsening balance of trade, the gov-
ernment felt compelled to take political action in the early 1970s.
President Richard Nixon launched a series of negotiations with
the Japanese government over trade practices and the customs
regime that would last for years. In August 1971, without further
ado, he canceled the global currency system in place until then,
which was tied to the dollar. The system, created in the turbulent
postwar years to help avert fluctuations and put a stop to specu-
lation, had worked well until then. But Nixon wanted something
different. He wanted freedom for the dollar, so that he could
devalue it unilaterally if necessary. His objective was twofold: to
make U.S. exports cheaper and to increase export volume.

But Nixon had miscalculated. Exports became cheaper but the
anticipated growth failed to materialize. Businesspeople the
world over remained unimpressed by Nixon’s risky maneuver.
The pull of imports even intensified. The government began to
publicly attack the Japanese and their rigid import laws, while the
Central Intelligence Agency (CIA) warned that the American
defense industry could become dependent on Japanese memory
chips. But the Japanese were tenacious. They listened, nodded
their heads, and promised relief, but they did nothing to achieve
it. They stubbornly held on to to their import duties, which sur-
rounded the still nascent Japanese computer and electronics
industry like an invisible wall. 

The Ministry of Trade and Industry (MITI) in Tokyo had set
its sights on IBM and Texas Instruments, the icons of U.S. indus-
try. Mitsubishi Electric, Fujitsu, Hitachi, and Toshiba were cho-
sen to become global leaders, while foreign competition was kept
out of the domestic market. Japanese citizens paid a high price for
initially low-quality electronics, but this was precisely the purpose
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of the government’s policy, which was tantamount to a special tax
for the development of national industrial empires. The Ameri-
cans were indignant, to say the least. “Without changes in foreign
trade,” said then U.S. secretary of the treasury George Shultz, “we
can change exchange rates until hell freezes over, and we still
won’t get anything in return.” 

Washington was having trouble adjusting in a world of height-
ened competition. Europe was stronger, parts of Asia were com-
ing to life economically, and the brief era of American dominance
in global markets was already coming to a close. 

American industry was the first to react to the changes. It with-
drew from many parts of the United States, while at the same time
investing heavily abroad. Capital also left the country, to Asia and
Europe, where a large domestic market developed. Samuelson saw
America moving in the direction of a nonindustrial “office econ-
omy” that would be tough on those unable to live on the returns
of their foreign investments. The nation had stopped being the
frame of reference for everyone else, Robert Reich, a Harvard
economist and later secretary of labor in the Clinton administra-
tion, wrote in the early 1990s. “The government, companies and
citizens,” he wrote, “are no longer in the same boat.” 

But the winners’ profits were still enough to offset the losers’
losses. To this end, the social welfare state had become indispen-
sable. Many conservatives had initially believed that it was an
invention of the Democrats and could be cut back or even elimi-
nated during the next recovery. But when economic stagnation
reduced government revenues in 1967, as a presidential candidate,
Nixon was opposed to government cost-cutting measures. In
keeping with Keynes, as president, Nixon took countermeasures.
He allowed the national budget to shoot into deficit territory,
thereby reviving the flagging forces of the private sector and giv-
ing a boost to purchasing power. His term in office saw a major
expansion of the social welfare state. A national system of welfare
for the elderly and disabled was introduced, and Nixon increased
government social security payments by more than any other
president. From then on social security was indexed to inflation.
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In January 1971, a confident Nixon stood before the U.S. Con-
gress and admitted: “Now I too have become a Keynesian.” 

His economic advisor Herbert Stein, an academic from
Chicago and avowed opponent of Keynes’s theories, could hardly
believe his ears. Stein later wrote that he spent days responding
to letters to the president from outraged fellow Republicans.
Despite the fact that he too was angered by Nixon’s words, Stein
felt that it was his duty to defend him. He perceived his boss’s con-
fession as an obscene display of opportunism. “Nixon,” Stein
wrote, “wanted to be seen as modern; he wanted to please the
intellectuals and liberals.” 

Ronald Reagan wanted the opposite. He loved provocation
and took every opportunity to be contrary. In the collective
memory, Reagan has survived as the man who restrained the
social welfare state. “The state is not the solution to the prob-
lem, it is our problem,” he said in his inaugural address in early
1981. He promised his voters, most of whom came from the
white upper and middle classes, that he would reduce social ben-
efits, lower taxes, increase defense spending, and liberate the
national budget from the debt trap. Reagan had hardly moved
into the White House before he opened fire on the unions.
Eleven thousand striking air traffic controllers were fired. Rea-
gan turned them into a symbol of his resolve. His goal, ulti-
mately, was to bring about a “conservative revolution” in both
foreign and economic policy, which his supporters self-impor-
tantly dubbed “Reaganomics.” 

This was probably Reagan’s greatest talent, one in which he
surpassed all contemporaries: he could be theatrical, he knew how
to be symbolic, and he was sharp and clear, or at least his words
were. In truth, however, no other president so callously ignored
his own ideals, at times even twisting them around completely, as
Ronald Reagan. The historic image he left behind stands in occa-
sionally outrageous contrast to actual circumstances. He was, on
balance, the greatest debt maker of all time. The budget deficit
grew from $74 billion before Reagan took office to $221 billion
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in 1986. The government’s social budget was reduced here and
there, and the poorest of the poor were especially hard hit. But
there was no massive reduction in the American social welfare
state. The rate of social expenditure, that is, the share of national
income that businesses and the government spend on social costs,
grew steadily during his presidency. Even the government’s share
did not decrease. And under his leadership annual subsidies for
needy farmers were increased eightfold to about $30 billion.

And so the social welfare state even survived Reagan, mainly
because it was needed. The economic machine of the United
States resulted in the needy becoming ever more dependent on
the social welfare state. It had to catch them, treat them, train
them, and care for them, because even as the country’s wealth
increased, not everyone benefited. Unemployment approached
9 percent in the mid-1970s and passed the 10 percent mark in
the 1980s for the first time. For many unskilled workers and the
legions of the uneducated, the United States remained a coun-
try of limited opportunities. When President Johnson was inau-
gurated, the U.S. share of global exports of goods was still 15
percent, but by the end of the Reagan era it had dropped to only
9 percent.

The opposite effect applied to imports. Imports had increased
sharply beginning in the early 1960s, and had more than tripled
by 1972. At the beginning of the 1980s, the balance of trade took
a nosedive into negative territory, from which it continued to drop
in spurts. The source of imports was easy to identify: Asian coun-
tries, initially only Japan and the Asian Tigers, and later China.
In 1995, 42 percent of U.S. imports stemmed from trade with
Asian countries. Europe’s share of American imports, on the other
hand, stagnated for decades at just below 20 percent.

Many believed that the slow growth in exports and the dramatic
rise in imports was initially only a blip in history. We now know
that it marked the beginning of a shift in worldwide economic
relations, a shift that is still underway. The United States was still
the world’s largest economy, but its dominance had been broken.
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The Optimism Gene: When Strengths 
Turn into Weaknesses

The strengths of the United States are also its weaknesses, which
is why it makes sense to discuss them in detail. There are essen-
tially three factors that propel the U.S. economy to success. In fact,
Americans seem to have cornered the market on these three fac-
tors, and their simultaneous occurrence is what enabled the United
States to acquire its globally dominant position in the first place.

First, there is no other country in the world where optimism
and daring exist in such high concentrations. Americans strive for
the novel more than anyone else, and not just since yesterday (like
Eastern Europeans), not just for the past three decades (like the
Chinese), but from the day they set foot on the shores of North
America. Curiosity without trepidation is apparently embedded
in the genetic code of this nation.

This resource Americans call daring is constantly renewed by
the flow of immigrants who are willing to work hard. Enduring
to this day, immigration has helped increase the legions of the
employed by 44 million since 1980.

Second, the United States is radically global. Already the story
of its origins, when the rebellious of all countries came together
on the soil of the future United States, identifies Americans as
children of the world. They form an elite of vitality. The Ameri-
can language now dominates in the world, after relegating Span-
ish and French to secondary status in the second half of the last
century. American popular culture, including everything from the
T-shirt to rock ’n’ roll to e-mail, has peacefully colonized half of
the world. From the very beginning, American companies
expanded into other countries to engage in trade and build facto-
ries. The multinational corporation was not an American inven-
tion, but it became an American specialty. 

Third, the United States is the only nation on earth that can
conduct business worldwide in its own currency. The U.S. dollar
became the world’s method of payment. Anyone who wishes to
acquire dollars must ultimately purchase them from the United
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States. All major decisions on the amount of cash in circulation or
prime lending rates are made within the  national borders of the
United States. This guarantees the country a very high degree of
national independence. American monetary blood flows through
the arteries of the global economy. Almost half of all business
transactions are conducted in dollars; two-thirds of all currency
reserves in the world are held in dollars. Even Charles de Gaulle,
France’s postwar president, admired this “exorbitant privilege.”

But there is another side of the coin. First, American optimism
is so expansive that it sometimes borders on naïveté. The cumu-
lative indebtedness of the state, businesses, and private households
exceeds all previous dimensions. Trusting blindly in a future that
looks rosier than the present, millions of households borrow so
heavily that they jeopardize their ability to attain this future. Sav-
ings are practically nonexistent among the lower and middle
classes. At the beginning of the twenty-first century, they live from
hand to mouth, like some extended poorest-of-the-poor family,
without any financial cushion whatsoever.

Second, globalization strikes back. The United States has
driven the global exchange of goods more than any other nation,
but the result has been an erosion of its domestic industries. A
number of manufacturing sectors, especially the furniture indus-
try, entertainment electronics, many auto suppliers and, more
recently, computer production have left the country. Most
recently, free trade has benefited the countries that are on the
offensive, enabling them to slice off a significant chunk of the U.S.
global market share.

Third, not only does the U.S. dollar make the United States
strong, it also makes it vulnerable. The government has been so
busy pumping the dollar out into the world that the American
monetary cycle can be brought to the point of collapse from
abroad—from Beijing, for example. Bill Clinton called the United
States–China relationship a “strategic partnership” and George
W. Bush called it a “strategic rivalry.” Both terms are referring to
the same phenomenon. A dependency exists that obligates the two
countries to cooperate—in normal times. But when times change,
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that same dependency leads to the temptation to engage in a show
of strength.

Anyone looking at the United States at the beginning of the
twenty-first century still sees a world power. But it is a world
power that faces external competition and internal troubles. The
repercussions of globalization are so considerable for the cosmo-
politan U.S. economy that large sections of the American labor
force are now standing with their backs to the wall. So far, the rise
of the Asian economies has resulted in only a relative decline in
the U.S. economy. But for many workers in the lower and middle
classes, this decline is already absolute, because, more than any-
thing else, they have less than they used to: less money, a lower
standing, and a substantial decline in opportunities to climb back
up the social ladder. They are the losers in the world war for afflu-
ence. This is their fate but not their fault. And by no means is it
their business alone. Every nation, especially a society that has
declared the pursuit of happiness a constitutional right, must face
uncomfortable questions when an ever-growing portion of its
population is cut off from society’s general prosperity.

The Disintegration of the Middle Class: 
The New Inequality

On October 28, 1998, the U.S. Congress appointed a high-profile
commission to study the effects of the trade deficit and the demise
of industrial labor. At the president’s request, Donald Rumsfeld,
who would later become secretary of defense; Robert Zoellick, the
then U.S. trade representative; Anne Krueger, later the second-in-
command at the International Monetary Fund; and MIT Profes-
sor Lester Thurow produced an analysis of the situation.
According to the commission’s report, all was well in the world of
the Americans until the end of the 1970s. In the first three decades
after World War II, family incomes at all levels of society increased
at close to the same rate, with a slight advantage for the nation’s
poor. Incomes increased by 120 percent in the bottom fifth of U.S.
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society, 101 percent in the next fifth, 107 percent in the third fifth,
114 percent in the fourth fifth, and 94 percent in the top fifth. This
was the American dream, expressed in numbers.

But then the trend began to shift. Japan had awakened and the
global flow of trade changed direction. Capitalists ventured
abroad to seek suitable investment sites. Foreign direct investment
skyrocketed. Until then U.S. businesses had invested abroad pri-
marily to promote the export of German, American, and French
goods, but soon production began to be outsourced abroad.
Goods destined for the global market were increasingly being pro-
duced worldwide, leading to a redistribution of capital and labor.
Global production increased by more than 100 percent between
1985 and 1995. By contrast, direct investment abroad in the same
period grew by almost 500 percent. Along with this migration of
the production factor capital, another production factor, labor,
began to become restless.

The new jobs were created elsewhere, a circumstance that
could not help but affect family incomes in the United States.
Within the next two decades, incomes in the bottom fifth of soci-
ety declined by 1.4 percent and increased by only 6.2 percent in
the second fifth, 11.1 percent in the third fifth, and 19 percent in
the fourth fifth. But in the top fifth, the peak of the pyramid—
home to the driving forces, prophets, and beneficiaries of global-
ization—incomes grew by 42 percent.

The members of the commission couldn’t believe their own
numbers. After all, they reasoned, family income is made up of
wages, stocks, rental income, and capital gains from the sale of
real estate. Those who own nothing cannot possibly earn any
returns, no matter how modest. Even if wages remain constant,
the fortunes of the rich and the poor automatically develop in
opposite directions, because the former own securities and the lat-
ter do not. After all, any interest is better than no interest. And so
the experts began analyzing wages. Who is earning how much?
What is the relationship between incomes in the lower class and
those in the middle and upper classes? How have wages changed
over the years?
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At this point, it became clear what had actually happened to their
country. A wage drift had led to the partial devaluation of human
labor in the lower third of the income pyramid. Until well into the
1970s, incomes rose at equal levels in all wage groups. But then,
from the early to the mid-1980s, incomes declined noticeably in the
lower class—by 15 percent among men. Incomes in the upper class
increased by 10 percent in the same period. Then things began to
go downhill in the middle class. While middle class wage levels
declined beginning in 1985, incomes in the upper brackets contin-
ued to increase, starting in the mid-1990s. Not much has changed
since then. Work and poverty are no longer incompatible. Those
at the bottom of the wage scale have remained there, while those
at the top have only improved their lot. 

Portions of the former middle classes are slowly approaching
the lower classes. In many cases, the affluence on display in their
living rooms is nothing but a modern form of fraud. And no one
should be fooled by seemingly well-to-do suburbs, where banks
own many of the cars parked in garages and driveways.

The contrast with the glory days of the American economy,
when the country produced prosperity for almost everyone, is in
full evidence on the economy’s instrument panels. Until the mid-
1970s, the country’s productive core was so red-hot that its glow
permeated the rest of the world. The United States was export-
ing its dollars and goods everywhere. The core energy of the
American Empire helped in the reconstruction of Europe and
Japan, both devastated by war. For four decades, the United States
was the world’s largest net exporter and lender. Everything went
the way it had been described in textbooks, as the richest nation
on earth pumped money and goods into the less fortunate nations.
With the energy it was able to extract from its productive core,
the United States helped other countries shine or at least flicker.
It was the world’s undisputed center of power, from which energy
flowed in all directions.

Even without military deployments, U.S. capital was at home
everywhere in the world. Many perceived it as a blessing and some
as a curse, but in any case it was a profitable business for Amer-
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ica. At the peak of its economic power, the leading Western
nation’s net assets abroad amounted to 13 percent of its GDP. In
other words, the country’s productive core had grown so sub-
stantially that it possessed branches in many countries.

This indisputably superior United States no longer exists. The
center of power is still more powerful than all others, but for some
years now the energy has been flowing in the opposite direction.
Nowadays, Asians, Latin Americans, and Europeans are partly
responsible for tending to North America’s productive core. The
world’s biggest exporter has become its biggest importer. Its prin-
cipal lender is now its most important borrower. In 2006, the lat-
est figures available, the International Investment position of the
United States—the financial statement of its external assets and
liabilities—reached an all-time-low. Investors overseas currently
own net assets in the United States worth 20 percent of Ameri-
can GDP. They own 9 percent of all stocks, 17 percent of corpo-
rate bonds, and 24 percent of government bonds. The highest
demand for American assets comes from China, which has dou-
bled the amount of government bonds and corporate bonds over
the three years between 2003 and 2006.

This new reality is attributable to neither the laziness of Amer-
icans nor their indisputably voracious consumerism. Instead, the
fault lies with U.S. industry, or at least what little is left of it. It
has declined by half in the space of only a few decades. It con-
tributes only 17 percent to the gross domestic product, with all of
the world’s relevant economies now exporting goods to the United
States without importing U.S. goods at the same levels. In 2007,
the U.S. trade deficit with China amounted to about $260 billion.
America is no longer even capable of achieving trade surpluses
with less-developed economies like Ukraine and Russia. Every day
ships are unloaded in U.S. ports without the equivalent in U.S.
goods being loaded onto outbound ships bound for foreign ports.
Many container ships simply return empty.

It is not raw materials or some imported parts that are causing
this growing imbalance. Instead, it is the high-quality products
of well-developed economies that are making the difference—
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cars, computers, television sets, game consoles, and the like—and
are being imported from everywhere, while similar products pro-
duced in the United States are no longer as successful on the
global market.

The United States has even stopped making money with its
proven top products. In 1989, the country earned $35 billion in
revenues from high-tech products. By 2002 this figure had gone
into the red, and it has only continued to decline. Since then the
country imports more high-tech goods than it exports. Even if
one accounts for the invisible products of a service economy—
consulting and project management, installation, and repair—the
trend is not reversing itself.

The global economy is not unlike a shop in which regular cus-
tomers are given the right to shop on credit, at least for a time.
But at some point the shopkeeper’s—and the world economy’s—
patience runs out. Imports normally decline, which means that
consumers are left high and dry. Or their currency declines, which
would have the same effect. The only solution is that the customer
with the constant debts must make a tremendous effort, which
must be evident to all, the goal being to increase its ability to
deliver. Net importers have often turned into net exporters. Post-
war Germany did, and so have the Japanese and the Chinese.

But there has been no evidence so far of any such efforts in the
United States: no inflation, no reductions in imports, and no con-
certed effort to preserve the industrial base. Americans today con-
sume almost twice as much as Europeans, and the country
purchases goods everywhere with abandon, but without supply-
ing its own goods to the same degree. Consumer spending in 2007
accounts for more than two-thirds of the country’s economic
activity, a statistic as impressive as it is frightening. An artful ver-
sion of reality has taken hold, in which appearance and actuality
have entered into a partnership of sorts. 

Politicians and economists are trying to convince the Ameri-
can people that they have disabled the laws of economic gravity.
Businesspeople in other countries would have no other choice,
they say. They would be forced to supply goods to the United
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States, the world’s über-consumer, if only so that they could con-
tinue to utilize their production facilities at full capacity. In their
arrogance, politicians claim that consumption without production
is a sign of imperial strength.

The Dollar Illusion

Let us perform a thought experiment. Let us view the U.S. dol-
lar, no longer as a form of payment, but as a completely inde-
pendent class of goods. If we equate the sale of government bonds,
debt securities, and stocks with the sale of computers, Hollywood
films, and steel tubes, the world for Americans suddenly seems a
much more easygoing place. The overall balance of goods, serv-
ices and money is, well, balanced. The Americans are no longer
major sellers of industrial products. But they are unbeatable when
it comes to selling the dollar.

To understand the success of this selling activity, one must be
familiar with the psyche of buyers of U.S. dollars. Every financial
investor is interested primarily in two things: high yields and high
security. Because one can never have both, investors are by nature
individuals who suffer from mood swings. Fear and greed are alter-
nating emotions. The big investors, corporations and governments,
for example, clearly prefer security. Their fear is greater than their
greed. They readily forgo the biggest profits in order to ensure the
durability of their billions. They fear political unrest, despise all-
too-rapid currency fluctuations, and are transported into a state of
panic with even the thought of gradual currency devaluation.

Given these risks, there are only a few countries that offer the
greatest possible measure of relative security, chief among them
the United States. This is why the dollar is not only the world’s
principal trade and investment currency, but also its reserve cur-
rency. Almost all nations distrust their own currency and prefer
to invest the money from the vaults of their central banks in the
United States, and preferably in U.S. government bonds. Politi-
cal unrest is practically a nonissue in the United States. The U.S.
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Federal Reserve takes active steps to combat inflation. The size of
the region covered by the currency and the volume of U.S. dol-
lars circulating worldwide prevent speculators from running
amok. As a result, the world’s investors use their cash to purchase
vast amounts of U.S. currency.

The United States holds a virtual monopoly on security as a
good. For many investors, acquiring a U.S. government bond is
tantamount to preserving their assets. In 2005, only about 20 per-
cent of currency reserves worldwide were held in euros, while
about 60 percent were held in U.S. dollars. The introduction of
the euro was an impressive feat and should not be downplayed.
But the dollar has remained the world’s anchor currency. When
this anchor lies on solid ground, it signifies great stability for the
economies attached to it. But if it is torn loose and begins to drift
in the sea of global finance, it can cause far more turmoil than sim-
ply affecting the exchange rates of currencies.

But why are the same investors who once purchased Ameri-
can goods suddenly so obsessed with dollar bills? Why do they
put so much faith in security as a commodity, even though it can-
not be increased at will? Every student of economics learns that
a country’s currency is only as stable and therefore as valuable
as what that country’s economy has to offer. Doesn’t anyone
realize and sense that a tension is building between dream and
reality, and that it could be discharged one day and harm mil-
lions of people?

Of course people realize this! Investors realize it. They are
amazed, they shake their heads, and they even feel a shiver run-
ning down their spines. And yet, as if obsessed, they continue to
buy U.S. dollars. The greater their misgivings, the more greedily
do they order more dollars. What is so insane about these
investors and their business practices is precisely the fact that the
buyer is not merely a buyer. By purchasing security as a product,
the purchaser generates more security. If the buying were to stop
tomorrow, confidence would fizzle and uncertainty would grow.
The dream would be over, the U.S. dollar would go into a tail-
spin, and the value of every dollar fortune would decline, which

82 GABOR STEINGART



investors, of course, don’t want to happen. In this sense, the only
antidote to a weak dollar is to strengthen it. 

Many investors no longer care whether or not the American
currency justifies their confidence in it. The new game, treacher-
ous for everyone involved, works exactly the other way around.
The U.S. dollar earns confidence, because if it didn’t, it would lose
confidence. One buys it so as not to have to sell it. The dollar is
strong because its strength is the only antidote to its weakness.
Investors continue to dream and buy with great persistence,
because this behavior in fact allows the dream to become reality,
at least for a limited time.

Of course, the players in this game know full well that curren-
cies cannot be stronger in the long term than their underlying
economies. Consumption without production, import without
export, growth on credit—ultimately all of these things can only
exist in the hereafter, because there is no basis for their existence
in real life. It was the former IMF chief economist Kenneth
Rogoff, a man with a clear head and a loose tongue, who recently
praised U.S. policy while in fact criticizing it. The recovery in the
United States, he said, is “the best recovery money can buy.”

But if the situation is so obvious, why don’t investors back off?
Why do foreigners and U.S. presidents of varying stripes, and
even the chairmen of central banks known for their level-head-
edness, fall for such a risky game, one that could end up destroy-
ing everything? And why don’t the mechanisms of market control
take hold, precisely those mechanisms that supposedly make cap-
italist systems superior to planned economies?

The answer is frighteningly simple. Everyone knows how dan-
gerous the game is, but it seems less dangerous than getting out
of the game. How can they benefit from an all-too-hectic reac-
tion? If investors begin tossing their bank notes and Treasury
bonds onto the market, they will lose their money, either in small
spurts or in one fell swoop. Both are outcomes they prefer to
avoid, if only temporarily. Any U.S. president who so much as
acknowledges the existence of the problem could very well be
voted out of office because the displeasure of voters will invari-
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ably seek an outlet. The heads of central banks, despite the ones
with the greatest obligation to recognize the truth, missed the
opportunity to intervene long ago.

Alan Greenspan, the legendary former head of the U.S. Federal
Reserve System, even took a number of steps to feed the dollar illu-
sion. Whenever doubts loomed, he would raise the prime rate,
which is also a risk premium for investors. When doubts were
voiced over the sustainability of economic growth, the Great Mum-
bler, who was otherwise exceedingly fond of keeping the financial
world in the dark, would suddenly counter those doubts with aston-
ishing precision. “The bottom line is that the private household sec-
tor appears to be in good shape,” he said in October 2004. The
managers of the world financial markets worship Greenspan pri-
marily because he had prolonged their dream for years.

His successor, Ben S. Bernanke, has had no choice but to con-
tinue along the same path. He knows that, in his position, there
can be no advice without consequences. The minute he warns
against a precarious situation it will have already have occurred.
Even if he manages to find a gentle way of describing the situa-
tion, the financial markets will understand him all too well. Every-
one is waiting for a signal of a trend reversal, one that no one
wants to happen but, conversely, that no one can afford to miss.

Panic Blooming: The Phantom 
Successes of the United States

At this point, one could object, and justifiably so, that the finan-
cial markets are normally not at the beck and call of the political
world. If this is the case, why doesn’t self-regulation result in a
correction of this activity? Who, or what, is preventing financial
investors from taking the same approach to the U.S. dollar that
was taken to the stocks of the New Economy?

It will happen, but the question is when. Financial investors are
no financial officials. They love excess, and the markets drive them
to overshoot the market in recurring intervals. They just happen
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to be speculators by trade, living with the risk of exaggeration.
Their approach to their profession is not unlike that of the For-
mula 1 racecar driver whose goal is victory, not driving without
the risk of accident.

What remains unclear is the scope of this major event, when
it occurs. Experts have often envisioned the consequences of a
dollar meltdown. Were the downward trend to begin, lending
interest rates would rise in stages to avert the loss of value. As a
result, within a few days the dollar crisis would jump from the
world of currencies to the real world of factories, shops, and
household budgets. With interest rates on the rise, private invest-
ments large and small would become less profitable, people
would start saving, and the economy would stall and eventually
begin contracting. Massive layoffs would be one of the first con-
sequences. The government would again and again inject new
stimulus packages. But at the end of the day they would no longer
work. Americans would be forced to drastically reduce con-
sumption, because the country would be shaken by unemploy-
ment and waves of bankruptcies. Millions of households would
no longer be able to service their loans. At the same time, there
would be a further decline in real estate and stock prices, which
started several months ago. With the real estate bubble bursting,
consumption would inevitably decline even further, the pull of
imports would turn into a trickle, which in turn would cause
problems for the countries supplying goods to the United States.
By then it would be a matter of days before a long-forgotten
phrase would suddenly reappear in newspaper headlines: world-
wide economic crisis.

America has fallen into a deep crisis once before, and it was fol-
lowed by the rest of the world. It was called the Great Depres-
sion, because it lasted 10 years and led to mass unemployment and
starvation in the United States. The country lost about one-third
of its economic strength. In the end, the virus of crisis raged
throughout the Western world. At the height of its fever curve,
six million people were unemployed in Germany. Adolf Hitler
became chancellor.
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Today’s investors live in a dichotomy no one should envy. They
see the relative weakness of the U.S. economy and recognize the
tectonic shift in the global economy. They know that enormous
statistical effort is expended on extending the American dream
into the future. Government statisticians have long been report-
ing sensational production successes in the U.S. economy and yet,
oddly enough, none of these successes has led to a corresponding
increase in wages. This is more than unusual. Either the capital
side derives the sole benefits from the fruits of rising productiv-
ity, which would be a political bombshell, even in the hub of cap-
italism, or these advances in productivity exist primarily in the
statistics, which seems increasingly likely.

Half the world is astonished over the low unemployment fig-
ures in the United States. The other half of the world knows full
well that these statistics are the result of a voluntary telephone
survey. Many of those who purport to be employed are day
laborers and people who survive on odd jobs. All it takes to be
listed as “employed” is to have one hour of work per week.
Because admitting to be unemployed is considered socially unac-
ceptable, the U.S. government statistics are probably more
instructive about the prevailing standards of American society
than its actual condition. Furthermore, millions of men in their
prime are disappearing from the workforce. Today, more than
one of every eight men between 30 and 55 has dropped out of
work. Despite their great numbers, many of them are missing
from the nation’s best-known statistic on unemployment. If we
combine these people and the officially unemployed, the real
unemployment rate of men between 30 and 55 would climb to
12.3 percent.

The supposedly high growth rates in the United States are also
not necessarily a reflection of reality. They are also a consequence
of high levels of borrowing among the private sector and the gov-
ernment. By no means are they evidence of a self-propelled
increase in the production of domestic goods and services. In
2002, the national deficit alone was responsible for almost half of
economic growth, and in 2005 that number had increased to 60
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percent. The United States, an economic giant, is being artificially
pumped up to cover up its actual decline in productivity.

For investors in the capital markets, reality only becomes reality
when it has convinced the majority of investors—and when they
behave accordingly. At this point, everyone is stalking everyone else.
Everyone knows that the dream has come to an end, and yet every-
one chooses to keep his or her eyes shut for a little while longer.

As it happens, government bonds and stocks have no objective
value, at least nothing that can be seen, weighed, tasted, or eaten.
Their value is determined by the blind faith of investors that the
purchasing power of one million dollars will still equal one mil-
lion dollars in 10 years. This blind faith is measured on the mar-
kets virtually from one second to the next, and the unit of measure
is nothing but the confidence of other investors. As long as the
trusting outnumber the mistrustful, all is well in the world of the
dollar (and the global economy). The problems begin on the day
this relationship begins to shift.

The process is complicated by the fact that it is by no means
blind faith that drives investors. Indeed, hard facts appear to be
what encourages them to continue to bestow their confidence on
the markets. U.S. economic growth, which seems robust and
impressive year after year, at least on paper, is an important key
figure for investors. If growth is high, they feel confirmed in their
confidence in the strength of the American economy. The trade
deficit has exploded since it first emerged on the scene in the mid-
1970s. And yet the economy, say the dreamers with growing self-
assurance, continues to grow at a healthy clip—not as steeply as
in China, but certainly twice as fast as in Europe.

But it is precisely this key figure that is not as reliable as it
looks. In fact, the confidence of investors has helped produce
this number in the first place. This is because the cost of a bond
flows almost directly into government consumption, while the
price of a stock stimulates corporate consumption and expands
the credit base of millions of private households, which in turn
boosts consumption. As a result, investors’ expectations, includ-
ing the expectation that the United States will continue to grow,
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are transformed into certainties. Thus the capital of confidence
even spawns the growth rates it requires to justify its own legit-
imacy. This is because the driving force behind the growth of
the American economy during the last boom period was the rise
in consumption, which, given industry’s shrinking ability to
deliver and virtually declining income growth, should seem sur-
prising to anyone. But everyone knows the answer to the riddle.
Growing consumption was not based on more production, a
sharp rise in wages, or even an increase in exports but, for the
most part, on rising debt. But why did the banks keep approv-
ing new loans? They did so because they are willing to accept
high stock and real estate prices as collateral. This explains how
an essentially closed circuit of miraculous monetary growth has
developed. The mortage crisis is only the beginning of the
moment of truth.

The banks’ balance sheets reveal the full extent of this self-delu-
sion. Savings activity has come to a standstill in America. Every
business day the U.S. foreign debt grows by the insane amount of
about $660 million. It currently totals $2.5 trillion. Private house-
holds are now in debt, at home and abroad, to the tune of $11 tril-
lion, and 30 percent of this debt has been established since 2003
alone. Americans are enjoying a present for which they are sell-
ing off bigger and bigger pieces of the future. It is entirely justi-
fiable to say that the global economic crisis the world faces is the
most well predicted in recent history. Far from disproving the cri-
sis, the American boom of the first seven years of the new mil-
lennium is in fact its harbinger.

The IMF, which is responsible in part for preserving stability
in the world’s financial architecture, has handled the United States
with kid gloves until now, doing little more than issue the occa-
sional diplomatic reprimand or dispense advice. The IMF’s largest
shareholder has so far managed to protect itself against an assess-
ment of the American financial sector. But the grace period is
about to expire. At the end of 2009, when the new administration
in Washington will have been in office for almost a year, a gen-
eral review of the U.S. financial system is set to take place in the
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context of the so-called Financial Sector Assessment Program
(FSAP). The audit will affect investment banks, hedge funds,
mortgage companies, credit card issuers, and retail banks. In inter-
views with bank employees and regulators, as well as through the
use of computer-aided stress tests designed to simulate worst-case
scenarios, the IMF’s experts will probe the U.S. financial system
for hidden risks. The country’s national regulatory system will also
be examined—for the first time—to evaluate its stability in times
of crisis.

Biologists have observed symptoms in plants that suffer from
exposure to pollutants. Before they die, they produce, for one last
time, such strong shoots that they are barely distinguishable from
healthy members of their own species. The phenomenon is
referred to in the vernacular as panic blooming.

But who will be the first to shatter the dollar illusion? Aren’t all
investors bound together by an invisible bond, because any attack
on the lead currency would in fact reduce their own assets and
perhaps even destroy them to a large extent? Why should the
Japanese or Chinese central banks throw their dollars onto the
market? Why would U.S. pension funds be interested in wantonly
destroying their dollar riches? What would be the sense of plung-
ing the United States into a serious crisis that could possibly take
all other countries along with it?

It would be the same motivation that once turned investors into
dollar buyers: fear. This time it is the fear that others might beat
them to the punch, the fear that the dollar’s strength is ultimately
fleeting, and the fear that each day of waiting is one day too many.
Finally, it’s the fear that a herd mentality could take hold in the
world’s financial markets and of being left behind.

The U.S. dollar has become sinister to many. One morning
many of its owners will wake up to take a new, crystal-clear look
at the figures that describe the U.S. economy. It will not be unlike
the morning when private investors woke up to take an unclouded
look at the stocks of the New Economy and realized that they
were looking at companies whose value could not possibly be jus-
tified by even the most astonishing jump in profits. On that day,
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sales forecasts had been developed that exceeded the entire mar-
ket several times over. The cumulative value on the Nasdaq mar-
ket for technology stocks had increased by an astonishing 1,000
percent in only a few years, while the U.S. economy had experi-
enced nominal growth of only 25 percent in the same period. 

Greed had trumped fear for a few years, but then fear returned.
Within a few months technology stocks lost more than 70 per-
cent of their value, and prices remain at less than half of former
highs today. Even the Dow Jones Industrial Average, a stock index
made up of some of the most important and largest companies in
the United States, lost close to 40 percent of its value.

A similar fate awaits the U.S. dollar and dollar bonds. The
United States has sold more security than it has to offer. Expec-
tations have been traded that will prove to be worthless because
they cannot be fulfilled. Just as the New Economy was capable of
delivering neither the growth nor the profits it had predicted to
investors, one day the currency traders will have to admit that the
economy behind the currency is weaker than claimed.

The commission to examine the negative balance of trade
appointed by former U.S. president Bill Clinton came to the clear
conclusion that the government must do everything within its
power to stop any further widening of imbalance between exports
and imports. One of the goals was to bring the public around to
finally abandoning optimism in favor of realism. Citizens were to
be convinced to start saving, and the state was to gently help
reduce imports so as to soften the full brunt of a hard landing.

None of this has happened. In fact, even the opposite of every-
thing the experts recommended has happened. Debt has grown,
the pull of imports has been amplified, and optimism no longer
compatible with reality has become the national policy. No one
will believe that an American balance-of-payments crisis is possi-
ble—until the day it happens. 
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The Asian Challenge
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Monster Mao

China’s great national “saint,” Mao Zedong, really made only
one contribution significant enough to survive the centuries.

It was to spare the life of Deng Xiaoping, who would become an
important reformer, despite all the indignities he was forced to
endure at the hands of the Mao regime. Whether Mao allowed
Deng to remain alive deliberately or by accident is unclear.

Twice Mao relieved Deng of his party duties, and Deng repeat-
edly was the object of vicious attacks in public meetings. “Boil the
dog’s head in hot oil,” Mao’s Red Guards would call out after him.
Anyone who disagreed with the Great Chairman, as Mao liked to
call himself, could expect all kinds of responses, but leniency was
not one of them. Deng’s closest associates were tortured to death,
and his brother was killed. Mao’s followers even chased Deng’s
eldest son up to the fourth floor of Beijing University and harassed
him until he became so desperate that he jumped from a window.
He was wheelchair-bound for the rest of his life.
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But Mao left the extraordinarily intelligent and diminutive
Deng (he was five feet tall) physically unharmed. He degraded
and humiliated Deng, but he didn’t have him killed. Mao threat-
ened to do so many times, but he never made good on his threats.
This restraint was remarkable for a man with Mao’s reputation.
He was renowned for his demonic rages, and was particularly
brutal to his direct adversaries. He was a vicious leader who killed
many of his own subjects. But Mao left his country with a suc-
cessor of historic stature.

After the death of the Great Chairman in September 1976,
China gained the sort of leader with which a country is rarely
blessed. The delicate Deng can easily hold his own with the great
men and women of world history. He created the global economic
power China has become today. Without him the huge country
would probably have deteriorated into the world’s biggest
poverty-stricken nation, and would be competing with disinte-
grating African countries for assistance from the world’s wealth-
ier nations. But Deng organized a political shift that was both
radical and successful, and as a result, he changed the course of
history like no other Chinese, a fact that many will only begin to
realize in the coming decades.

China was already a huge country before Deng’s time. Mao lib-
erated it from foreign influence and reunified it, but it was only
under Deng’s leadership that the country began to develop into a
world power. Under Deng, private initiative returned to China,
and millions of China’s citizens got their first taste of prosperity.
By the beginning of the twenty-first century, the number of share-
holders in China (66.5 million) had almost reached the number
of members of the Chinese Communist Party (69.6 million).

The Great Leap Backward

One of the darkest chapters in Chinese history will prove to be
the leadership of Mao Zedong. Mao, a former schoolteacher, rose
to prominence as a result of a civil war, which he led with great
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tenacity. On October 1, 1949, Mao, then 55, appeared before a
crowd waiting in Tiananmen Square in Beijing to proclaim the
birth of the “People’s Republic of China.” Mao’s southern Chi-
nese accent identified him as a man of the provinces. “The Chi-
nese, who constitute one-fourth of all mankind, have now risen
up,” he called out to the assembled masses.

These people would also have been pleased to rise up out of
poverty, but economic prosperity was not in the cards under Mao.
For poverty-stricken China, his almost uninterrupted rule over a
quarter of a century meant even further decline, and millions of
people paid for it with their lives. The true constant of the Mao
era was the fact that whatever he tried, ordered, and implemented,
the death toll was always high.

In January 1953, Mao instituted his first five-year plan, a plan
that revealed a depth of naïveté rarely found in the leadership of
such a large country. Using the Soviet system as its model, China
was to invest every means at its disposal to develop heavy indus-
try. According to the plan, China needed steel furnaces, power
plants, truck factories, a chemical industry, and a national energy
supply network. In another nod to the Soviet system, agriculture
was to supply the funds needed to invest in this colossal under-
taking. The flaw in this reasoning was that unlike the Soviets, Chi-
nese farmers did not produce any excess crops. In fact, their
harvests were barely enough to feed the population, and even
then, harvests sometimes fell short of the mark.

So, despite the fact that Chinese farmers produced only one-
fifth as much as the Soviets, this poverty-stricken agricultural sys-
tem was supposed to provide the funding to develop the country’s
heavy industry. This simply meant that in order to meet the goals
of China’s five-year plans, millions of farmers were routinely
forced to live so far below the subsistence level that their lives
would ultimately be the price of fulfilling the government’s plans.
Mao later admitted that he had misjudged the situation. The sup-
posedly enlightened leader summed up the problem when he said
that his government had attempted to “dry out the pond in order
to catch the fish.” 
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But the real madness was yet to come. Once it became apparent
that agriculture was incapable of fueling industrialization, Mao tried
to forcibly industrialize agriculture itself. This is how Mao, the
leader of the Chinese Communist Party, the government, and the
military, envisioned that his plan would work: the farmers were to
spend winters building small factories and paving roads in the coun-
tryside. Mao hoped that he could transform the underutilized labor
potential of the rural population, including women, into capital.
Once again, he believed in the miraculous multiplication of fish. 

When his critics in the Politburo criticized his policies as a
“leftist adventure,” he became even more determined to succeed.
China’s farmers, he declared, were to prepare for the “Great Leap
Forward.” With the help of small power plants and small steel fur-
naces, Mao reasoned, farmers would be capable of building roads
and bridges on their own. In May 1958, a party congress gave its
seal of approval to Mao’s Great Leap Forward strategy. At that
time, the general secretary of the Central Committee of the Chi-
nese Communist Party was Deng Xiaoping. During the Great
Leap Forward, Deng was able to complete an apprenticeship at
Mao’s side. The most important lesson he learned was that noth-
ing was working.

Accompanied by marching music, farmers throughout the
country built roads and dams, attended evening courses to become
steelworkers, and, at village meetings, spurred one another on by
chanting fiery slogans. While the women worked in the fields, the
men fed a million small blast furnaces. The party leadership rea-
soned that China would join the club of important, industrialized
nations in a “battle for steel.” According to one of the standard
slogans of the day, it was “possible to overtake Great Britain in 15
years.” But in reality China only declined further.

Mao’s Great Leap Forward was in fact a great leap backward
because every Chinese citizen was used in the wrong position. The
steel the farmers produced was practically worthless. Meanwhile,
harvests were shrinking because women lacked the necessary
farming experience and, most of all, the strength needed to per-
form the heavy physical labor of farming.
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The effects were astounding. Beijing’s central planning com-
mittee forecast a grain harvest of 375 million tons in 1958. The
real number was only 200 million tons. The next year the harvest
declined even further, to 170 million tons, and in 1960 to 143 mil-
lion tons, where it remained for the following year. Because party
leaders stubbornly insisted that farmers deliver the amounts spec-
ified in the plan, people were caught in a deadly and vicious cir-
cle. The state demanded grain deliveries strictly according to plan.
But because productivity of the soil was declining, farmers were
unable to produce enough food, after delivering their allotted
amounts to the government, to feed the rural population.

Starvation had returned to the villages. Cattle and pigs died
of hunger or were slaughtered first, which only further aggra-
vated the food situation. But, the Chinese state, which had
imprudently guaranteed grain shipments to the Soviets, contin-
ued to relentlessly demand that farmers meet their quotas. Mao
was determined not to show his failure to the Soviet leader,
Nikita Khrushchev. 

As a result, villagers delivered the grain to the government that
they in fact needed to stay alive. Instead, they went hungry, devel-
oped malnutrition, and ultimately starved to death. Emaciated
rural inhabitants were collapsing all over China—while walking
to the market or working night shifts at blast furnaces or farming
the fields. A mass of deaths began that was never mentioned in
Chinese newspapers and initially was kept quiet in the West.
According to current Western estimates, up to 40 million Chinese
paid for the Great Chairman’s great leap with their lives. It was
the biggest manmade famine in history, and it took several years
before photographs of dead farmers lying by the roadside or in
their fields reached the Western public.

In an attempt to put a positive spin on the situation, Mao told
the Politburo, “There are still many problems at the moment, but
a radiant future lies before us.” But the party was no longer inter-
ested in his rallying calls. Mao, considered a failure, was forced to
withdraw from politics and for the first, brief time, economic
expert Deng Xiaoping came to power. His successes gave the
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country, which Mao had brought to the brink of ruin, the respite
it so urgently needed. 

Deng, who had worked at a Renault factory in Paris in the
1920s, introduced pragmatism as a new, life-affirming virtue into
the previously ideologically calcified party life. His declared goal
was to strengthen the nation once again. He talked about eco-
nomic growth and stability, not about equality and propagandist
campaigns. He made it clear that private initiative was not just an
empty phrase, but instead an indispensable and fundamental con-
dition for strengthening the nation.

“It doesn’t matter if a cat is black or white, so long as it catches
mice,” he told the delegates at a party convention in 1962. He was
so pleased with his metaphor that he later had a painting of two
cats made, one black and one white. He displayed the painting in
his home.

But Mao was still alive, and he was incensed. To him, the new
openness seemed arbitrary. He saw the modern methods of using
performance incentives to encourage greater productivity as a
betrayal of his principles. He sat in his self-imposed exile in
Shanghai, watching the goings on in Beijing with growing dis-
pleasure. His detachment didn’t last long. Just as suddenly as the
revolutionary hero withdrew, he reemerged into public life.
Almost as if nothing had happened, he attended a party conven-
tion in January 1962 and declared war on Deng and his support-
ers within the party leadership. The country was about to
experience yet another test of its ability to withstand suffering.

Mao’s return ended in triumph and with the social and politi-
cal exile of his adversary. Deng Xiaoping survived, but he was
forced to work as a laborer in a tractor factory. By the end of the
1960s, Mao had turned the one-party state into a military state.

Red China: An Assessment of the Damage

Mao was a talented military leader and propagandist, but a mis-
erable custodian of the economy. He had little understanding of
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economics, which explains why he failed to bring prosperity to
China. Of all socialist states, his was the worst.

By the end of the Mao era, roughly one-third of all Chinese
were living well below the poverty line. Sickness was endemic, life
expectancy was short, and hunger was ubiquitous. The situation
was especially dire in the countryside, but Mao also failed to bring
progress to the cities. Between the early 1950s and the mid-1970s,
an urban family of four saw its living space shrink from 185 to 155
square feet.

Because China’s industrial production was based primarily on
the exploitation of people and raw materials, Mao sought to boost
both factors. Families were required to have children, and in a
campaign dubbed “War Against Nature” Mao declared environ-
mental destruction a Chinese virtue. The results were impressive.
During the Mao years, the population grew by 70 percent and
destruction of the environment progressed, eating through the
soil, groundwater, and forests and leaving behind ugly scars all
across China. Rarely has such a powerful man so stubbornly
ignored the laws of economics.

Remembering the Mao era teaches us two things. First, the
Chinese are accustomed to misery. We should not underestimate
their capacity for suffering. Second, they are deeply determined
to put this dark past behind them. None of today’s affluent West-
ern nations can look back on such an economically difficult past.
The Chinese today know that they have looked poverty in the
face. This history of suffering is what fuels their burning desire to
get ahead. The entire population is practically glowing with
energy and ambition. China today is the world leader when it
comes to a population’s willingness to work hard and succeed.

Deng Xiaoping: A Small but Great Man 

When Deng came back to power in 1978, the country did not
know it, but it was about to be led by an exceptional politician.
His background alone was impressive. A former Jesuit scholar and
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the son of a large landowner, he left China for Europe at the age
of 16. As a student in France, he became familiar with the West-
ern lifestyle and its ideas, but he was so disillusioned with this
experience that he decided to become a communist.

After studying Marxist-Leninist theory in Moscow, he returned
to China at 22 to become an underground fighter. He joined the
rebels in the mountains, where he served the Red Army as its
political commissioner and a commander in various battles. Deng
joined the Central Committee of the Chinese Communist Party
in 1945. By 1955 he was a member of the Politburo, but in the
late 1960s, when Mao led his Cultural Revolution against the
leadership in Beijing, Deng was stripped of all his positions. He
became a persona non grata, but he reappeared six years later,
when he was named deputy prime minister and was later reap-
pointed to the Politburo. In 1975 he was made the Great Chair-
man’s deputy once again. 

This time the peaceful collaboration between these two for-
mer fellow rebels lasted only a year. Mao, who was already ail-
ing, dropped his deputy once again. Deng was forced to flee
Beijing, and it was his great fortune that Mao finally died a short
time later, on September 9, 1976. Mao was mourned for a short
time, but his death came as a relief for the party leadership. Deng,
who was brought back into power once again, aptly called him-
self a “skipjack.” 

At an age at which many people are barely able to perform the
simplest tasks anymore, Deng achieved an unparalleled feat of
strength. He opened up China, long isolated from the world. For
decades, foreign visitors arriving at the Beijing airport were
greeted with a banner that read: “Peoples of the world unite,
defeat the U.S. aggressors and all their lackeys.” Shortly before
Deng came to power, the Chinese defense minister had even
threatened the Americans with a “people’s war of the world’s vil-
lages against the world’s cities.” 

But when Deng returned, the “aggressors” were waved in, and
the airport banner was taken down. From then on, Westerners
were welcomed with open arms, not as friends but only as busi-
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ness partners. Reasonably normal relations with the United States
served as the basis for development of a Chinese export industry.
China rejoined the global community, and it eventually became a
member of the United Nations Security Council.

Initially unnoticed by the global public, Deng put a stop to the
country’s decline and began a race to catch up to the rest of the
world, an effort that decades later would earn China a place at the
table among the world’s most powerful nations. Within an
extremely short time period, a state formerly based on agriculture
and heavy industry became an export machine, producing textiles,
computers, and automobiles for the world market. It is no exag-
geration to describe the aging Deng Xiaoping as the founder of
China as a global power. This tiny man managed to remain at the
head of the giant country for almost 20 years, and it was not until
his death on February 19, 1997, that his term in office ended.

Hardly any of his contemporaries recognized Deng, known as
a reformer, for what he really was—a revolutionary. No one
sensed the depth of this man’s reservoir of political energy, a man
who was already walking with a slight stoop by the time he came
into power. The Wall Street Journal called him a “man without any
vision whatsoever,” and former U.S. secretary of state Henry
Kissinger, a man rightfully respected for his judgment, saw Deng
as “a tragic figure that will be unable to emerge from Mao’s
shadow today.” 

China: The New Beginning

When Deng assumed power, he went straight to work. He had a
low opinion of the ideals of equality, asceticism, and the perma-
nent class struggle. Instead, he believed in the power of egotism
and the yearning for distinction. “The purpose of socialism is to
make the country rich and strong,” Deng said. But he could only
conceive of the country’s wealth as one in which the individual
was also permitted to become affluent. He was not interested in
a nation of paupers. “Becoming rich is glorious,” he said with the
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clarity and straightforwardness needed to make an impression on
China’s one billion people. Deng wanted to change the way peo-
ple thought, revitalize the egotism Mao had suppressed, and make
use of the human desire for affluence and wealth. He never denied
the fact that wealth would also mean inequality. In fact, he would
occasionally say, “Let a few become wealthy more quickly so that
they can help the others.”

He also made his position clear to China’s military leaders. He
told them that it was impossible for the military’s needs to be met
at the beginning of his reconstruction period. The money to mod-
ernize or even build up the armed forces had to be earned first,
which was why a powerful Red Army was an important but, at the
time at least, not the overriding goal of his policies.

Deng wasn’t shy about acknowledging his lack of experience
with these processes of transformation. He was aware of his short-
comings. In fact, Deng was unique among Chinese political lead-
ers in that he admitted his ignorance in public. After decades of
being ruled by someone who was supposedly infallible, this reve-
lation alone was a sensation for China. Deng had no theory of
transformation and did not seek to replace it with some new
utopia, nor did he even resort to utopia’s cousin, vision. He was a
man who felt his way forward, taking small but powerful steps. To
a people who had been raised on the mother’s milk of ideology he
now preached the benefits of pragmatism. “No one has taken this
road. This is why we must proceed with caution,” he warned. He
never composed a volume of his principles, because even this
would have seemed too dogmatic for him. He rejected both the
personality cult of his predecessor and the tendency among all
previous Communist Party leaders to pose as great theoreticians.
He was also against the idea, suggested by some of his fellow party
members, of putting his body on public display in a mausoleum
after his death. Instead, he instructed them to scatter his ashes
over the ocean from an airplane.

Personal documents that were found after Deng’s death reveal
his unique blend of modesty and craftiness. When he instructed
a leading party member to establish, for the first time, an invest-
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ment company that would attract foreign capital into the country,
he wrote a few simple sentences describing the principles of his
policy transformation: “You will be the head of a company that
will be an open window to the outside world. Do not build a
bureaucratic enterprise. Accept what is rational and reject what is
irrational. You will not be punished if you make mistakes. You
should manage the business using economic methods and con-
clude agreements from a commercial perspective. Only sign your
name to agreements that will bring profits and foreign currency.
Otherwise do not sign.”

Deng was a patriot who wanted to return his country to world
leadership. He was also a good judge of human nature. Probably
without ever having read Britain’s national economist Adam
Smith, he stressed the importance of unleashing the power of
human egotism. Like Smith, Deng believed that the individual,
with an inherent yearning for affluence and a unique thirst for
profit and recognition, would inadvertently but methodically pro-
mote the rise of the entire nation. He gradually abandoned the
instrument of central planning and granted regions, companies,
and individuals more and more independence. Responsibility was
one of his favorite words. He wanted all individuals to take
responsibility for their own affairs—the farmers for their land, the
managers for their factories, the mayors for their cities, and the
ordinary individuals for themselves.

A look at reformers elsewhere reveals how astute Deng’s pol-
icy of taking small steps was. The shock therapists in Moscow,
who, under the guidance of professors like Jeffrey Sachs, suddenly
abandoned the planned economy for capitalism, have the rem-
nants of a former superpower, Russia, on their conscience. Iron-
ically, the Russian system was launched under better conditions
than the Chinese. China is a country with comparatively few nat-
ural resources, with only significant amounts of bauxite, iron, and
copper ore. Russia, on the other hand, sits on a wealth of vast
petroleum and significant natural gas reserves. Industry in the
Soviet Union had seen better days, and yet it was still worth far
more than Chinese industry. Both countries were ineffective, but
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the Soviet Union was an ailing industrialized nation while China
was an incompetent agricultural state.

The Moscow leadership’s abrupt decision to change the Russ-
ian system transferred the country’s undisputed riches into the
hands of a small number of people. The result was a predatory
capitalism not seen since the days of the Gold Rush in the United
States. Without much thought, the Russian leadership had
switched its convictions and converted from communist to capi-
talist. Ten years after the implosion of the Soviet Union, the stan-
dard of living in Russia was still below that of the Gorbachev era.

Seen against the background of the Russian experience, Deng
Xiaoping’s economic development achievements have been bril-
liant. It is now clear, almost 30 years later, that Deng managed to
find the right measure of depth and rate of reform. He challenged
the Chinese without overburdening them. He downgraded party
officials but did not chase them away. He put off but did not forget
the military. He opened up the country, but not to everyone. Trade
was liberalized, but the currency was not. Of course, we should not
overlook the dark sides of Deng’s policies. Private enterprise was
given free rein but democracy was not allowed. Deng did not
oppress his people, but he responded harshly to anyone who dared
to question the role of the party. He is responsible for the 1989
Tiananmen Square massacre, when tanks were ordered to attack
protesting students. Tiananmen Square is blood on Deng’s hands.
It will fade over the years, but it will never disappear.

One of the reasons that Westerners had so little confidence in
Mao’s successor is that they thought it was impossible for a mar-
ket economy to function without democracy. Here in the West, we
believe that democracy and the market economy are connected like
Siamese twins. But perhaps capitalism and an authoritarian state
are a better fit than we would like to believe. Indeed, majority rule
is just as alien to the world of business as it is in China, where man-
agement is also top-down. It is not the white-collar and blue-col-
lar workers in a company who have the power, but management.
Opposition within the company can only exist until it reveals itself,
at which point management quickly puts opposition in its place.
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Additionally, a successor to the head of a company is also occa-
sionally chosen according to the rules of feudal succession. Com-
pensation systems within companies are even geared to achieve
precisely the opposite of the modern social welfare state’s goals.
The welfare state seeks to achieve equality, whereas the corpora-
tion deliberately promotes inequality among its employees. It uses
bonus systems, profit sharing, and sales commissions to encour-
age better performance, not to reduce inequality.

Deng utilized the rules of modern business management and
set about undoing the country’s past under Mao. He gradually lib-
erated China’s collectivized farmers. At first they were permitted
to sell small parts of their harvests on the free market, and even-
tually their entire annual harvests or livestock inventories. In the
end, the government even gave them back their land. In 1983,
only five years after Deng’s reform policies began, 98 percent of
agricultural land was back in the hands of the farmers. Beginning
in 1988, Chinese farmers were allowed to do as they pleased with
their land. They could lease it, sell it, or leave it to their heirs.

The new autonomy worked wonders. At the beginning of the
1980s, agriculture was growing at more than 9 percent a year. For
the first time in the history of the People’s Republic, rural incomes
increased at a faster rate than those of city dwellers. 

Made possible by the cleverness and corruptibility of local party
leaders, communal enterprises also experienced a resurgence that
no one had expected. Mao himself had already given the local
leaders the authority to manage about 700,000 smaller industrial
and service companies. Their purpose was to serve the needs of
agriculture, providing it with fertilizer, tractors, various types of
agricultural machinery, building materials, and electricity. But it
was only Deng’s reform policies that turned these companies into
a profitable industry. He eliminated government subsidies, but in
return he did away with the government’s policy of collecting the
revenues of the communal businesses. From then on, local party
officials produced profits for their communes—and for them-
selves. The communal companies served as the framework for the
development of the country’s first truly private enterprises, which
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remained government owned in name only. The owners paid pro-
tection money to local party officials, who, in return, did every-
thing they could to provide these new businesses with access to
markets. Self-interest began to stir under their protection. Capi-
talism—camouflaged in red—had been born.

As communal corporations developed, they began to penetrate
into the core business of China’s huge state-owned concerns, com-
panies that produced consumer goods. Employment in rural small
industry grew from about 30 million at the beginning of the
reforms to almost 170 million in 2000. A middle class, in which
private businesspeople and party officials existed side by side, had
developed almost inadvertently. Everyone involved was primarily
interested in profit. Private business owners took advantage of the
protections offered by the state and guaranteed by party officials.
To this day, this system assumes the role of the body of rules and
regulations a functioning market economy needs. Anyone who
finds this outrageous is certainly justified in saying that local party
officials are corrupt. Put differently, however, these officials per-
form the multiple roles of an antitrust agency, economic devel-
opment office, and court, all in one. They have breathed life into
private enterprise, thereby ultimately applying pressure to the
government leviathans until Beijing’s planning commissioners
gradually could withdraw. Chinese capitalism could not have
developed without their participation.

Eventually, China’s state-owned, but essentially private, com-
panies were opened to Western investment, and the country’s
export business started running like clockwork. These companies
produce everything from electronic toys to mobile phone acces-
sories and engine parts, and they are now responsible for nearly
30 percent of Chinese exports.

But Deng’s most monumental decision was to end the isolation
Mao had imposed on China. The Chinese economic miracle was
made possible only by the country’s entry into the global econ-
omy. This step allowed China to tap into the tremendous amount
of money circulating in world markets, money to which China had
had no access in the past. The financial capital on the stock mar-
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kets and direct corporate investment had bypassed China until this
point. Mao, who didn’t like capitalists, barricaded his country to
keep them out. The capitalists didn’t like China, because the fun-
damental goal of capitalism of turning capital into more capital
was strictly forbidden there.

Deng looked for ways to connect his country to Western cap-
ital. China’s export industry, which was developed from scratch,
became the power plant for the new economy. Suddenly, the most
successful joint venture in world history went into operation. All
participants contributed what they had in abundance. The Chi-
nese put in their labor, and the West put in its capital and pur-
chasing power. The joint venture began with less than $7
million—the amount foreign investors invested in China in 1980.
That initial investment had mushroomed to $21 billion by 1990.
The sum of all foreign investment in China today is about $250
billion. The combination of Chinese labor and Western capital
has produced the export machine that is now attracting so much
attention in the war for wealth.

India: The Burden of the Past

The British in India were just as thorough in doing to India what
the later emperors and then the communists did to China. They
kept the country in an artificial coma for almost 200 years—polit-
ically, militarily, and economically. The leaders of the British
Empire did a great deal to thwart industrialization. The British
government, for its part, did nothing to prevent its businesspeo-
ple from pursuing their avaricious goals, nor did they have any
interest in a strong India. Imperial ambition and commercial
interests were combined to form an occupation regime that
increasingly isolated the Indians from the rest of the world.

Economically, the Indians didn’t stand a chance of making it on
their own. Whenever they tried, there was always someone or
something to stand in their way. The British occupiers systemat-
ically thwarted Indian efforts to make the transition from an
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agrarian to an industrialized society. Looking back, this was an
achievement that was as impressive as it was malicious. The
British forced Indian farmers to pay a high land tax, thereby pre-
venting any significant development of capital. One needs money
to make money. But money was in chronically short supply in the
Indian economy. Farmers were also required to turn over 50 to
60 percent of their harvests to the authorities. Nearly half of all
Indian tax revenues were sent to England.

The farmers had two additional, more powerful adversaries to
contend with. The first was the monsoon, which would occasion-
ally ruin their harvests and then inundate them in its torrential
rains. The second was the British, who relentlessly insisted on
their land tax, which was computed based on average values, even
in years when there were no crop yields to speak of. As a result,
the farmers slipped into a deep dependency on their creditors that
not even hard work could alleviate. Free farmers had been turned
into agricultural slaves. A feudal system had developed that made
the fundamental condition for the rise of industrial capitalism—
capital formation—impossible.

In Europe the English were seen as the inventors of the mod-
ern age. But in India they were its greatest obstacle. Britain, with
a population at the time of roughly 30 million, prevented the 250
million Indians from even being touched by the wave of indus-
trialization. Partly as a result of new production methods, Great
Britain became a political, economic, and military giant, while
India remained a dwarf dependent on arid soil and centuries-old
handicraft traditions. India’s per capita economic output actually
declined between 1600 and 1870. Between 1870 and Indian inde-
pendence on August 15, 1947, the country’s per capita growth
economic output increased by an average of only 0.2 percent year.
The subcontinent was in fact completely disconnected from
European economic growth. In the early days of industrializa-
tion, both population and per capita economic output exploded
in England, Germany, France, and Italy. But in India, the gap
between the mother country and the colony became wider with
each year of the British occupation, until it became clear that the
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former was a member of the First World and the latter of the
Third.

Today we know that poverty in India was not an act of God or
even the product of coincidence. Indian poverty was intended by
the British and was artificially prolonged, with great perseverance,
into modern times. Life expectancy among ordinary Indians
declined by 20 percent between 1871 and 1921.

It was obvious that the British government did not want to nur-
ture a partner. Instead, its goal was to maintain an inventory of
natural resources and labor halfway around the world and to keep
the Indian population’s standard of living well below that of West-
ern civilizations. The British were intent on increasing cotton and
indigo production, exploiting diamond mines, and quietly siphon-
ing off the labor force, preferably without setting off resistance
among the locals. The deeper purpose of the British colonial
adventure was to make more money than was invested. The vast
estates in faraway Asia were meant to produce healthy profits
without imposing a burden on taxpayers at home.

The strategy worked, at least initially. London used the taxes
collected from Indian farmers and merchants to pay for its offi-
cials and soldiers stationed on the subcontinent, and even man-
aged to reserve a respectable take for the British national budget.
The Queen was right when she called her Indian estates the
“crown jewel” of the British Empire.

In close to 200 years of British occupation, India remained what
it had been before, an economic midget, rich only in culture and
tradition. 

When the British granted their crown colony independence in
August 1947, the country they left behind was closer to the Mid-
dle Ages than the industrial age. Industrial production made up
only 3 percent of India’s total economic output, and less than 2
percent of the Indian workforce worked in factories. Millions of
people remained hungry, sick, and uneducated under British
reign. The Western world had extracted itself from the strangle-
hold of epidemics and wrenching poverty, but India had not. The
average life expectancy was 32 years, and almost 90 percent of
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the population was illiterate. Famines continued to plague the
country at irregular intervals, killing millions. The British Crown
left behind a society with many scars, including a scar on its soul.

The Colonial Complex: India’s Fear of Selling Out

The Indians had hardly gained their independence before they
turned their backs on the West. They were determined that the
country would never again be dependent on its former tormen-
tors, nor would they ever allow the West to establish itself on the
subcontinent. Western capital was seen as a threat, and the free
market economy, based, as it were, on the freedom of business
owners, as a system of oppression. Even trade relations with Euro-
peans and Americans were frowned upon. 

For the Indians, Western values reeked of blood. To them, the
fact that civil societies invoked values like freedom, equality, and
camaraderie was the height of hypocrisy. Concepts like freedom of
opinion and the inviolability of the human being, and his or her
living environment, health, and dignity seemed to the Indians like
little more than the latest Western propaganda trick—and one that
was easy to see through. Indians were so suspicious because they
had had direct experience with precisely the opposite of these sen-
timents. For them, the West stood for bondage and inequality, and
for powers that sometimes punished their challengers with death.

During the rule of the British Empire, a slightly built Indian
lawyer named Mahatma Gandhi made a name for himself. He
referred to London society as “satanic” and called upon his fellow
Indians to engage in nonviolent resistance. As the concept of free-
dom surged through the country, Gandhi hurried from province
to province to awaken the spirit of resistance and force it politi-
cally into his direction, that of nonviolent resistance. He visited
indigo farmers, and he stood by striking textile workers as they
demanded higher wages and better working conditions.

Gandhi told the British to “quit India,” which they eventually
did. But first they divided the huge territory into two parts. The

108 GABOR STEINGART



southern portion of British India became today’s India, which
adopted a democratic, nonreligious constitution, in which dis-
crimination on the basis of religion, race, gender, and caste was
outlawed. In the northern portion, the Islamic state of Pakistan
had a constitution that required that “no law may stand in con-
tradiction to the requirements and teachings of Islam.” 

Pakistan has not embarked on the path to prosperity to this day.
India, for its part, set out on a decades-long, energy-consuming
detour. Just when it had entered its hour of freedom, the country
threw itself into the arms of Stalin’s Soviet Union. The lost years
of the British occupation were to be followed by several more
decades of decline. India may have gained its independence, but it
didn’t know what to do with it. On the day after celebrating its
independence, the new country’s leaders stood there like a group
of just-released prisoners in front of the prison gates. India was free
but empty inside. The Indians loved their freedom, but whether
this newfound freedom would respond in kind was uncertain. They
wanted progress but were not entirely sure where to find it.

This desire afforded the Soviet Union the perfect opportunity
to present itself as India’s great protector and mentor. It was with
great delight that the communists greeted India’s new premier,
Jawaharlal Nehru, in Delhi. He had studied in England and was
as enamored of aristocratic life as he was fond of democracy. But
since the days of his youth, Nehru was also fascinated by social-
ism. He rejected Stalin’s brutal repression, but he was attracted to
Stalin’s methods of economic planning. The scion of an aristo-
cratic family from Kashmir, Nehru believed that the command
economy was vastly superior to the market economy. 

For Nehru, the men in the Kremlin were in many ways the
inverse of India’s negative image of the British. They were leftists
and, at least according to their rhetoric, were antiimperialistic and
anticapitalist. Nehru, along with many Indians, believed that he
could safely trust the Soviets.

When India’s first five-year plan came into effect in 1951, it
brought gray, prefabricated Soviet-style apartment towers and a
new disregard for the natural environment. In the ensuing Indian
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industrial age, the environment was no longer just a source of raw
materials, but was also used as a free garbage dump. A labyrinthine
bureaucracy developed, and its apathetic stance toward the coun-
try’s problems was to become perhaps the most serious legacy of
the era. In 2002, about 50,000 cases had been pending before
India’s higher courts for more than 10 years, a number that
jumped to one million when it came to the lower courts. One trial
that ended in 1990 lasted 33 years and became increasingly com-
plicated as 16 witnesses died in the interim.

India had chosen a third path, one that ran between capitalism
and communism. This path soon proved to be a dead end. The
subcontinent had listened to the wrong teachers.

But the Soviets were pleased, so much so that they no longer
left the Indians’ side. The country became the most important
recipient of Moscow’s economic aid and military assistance. The
Indians and the Soviets had become both trading partners and
brothers in arms. When China parted ways with the Moscow
leadership in the early 1960s, India clung all the more tightly to
the Kremlin’s rulers. At least the Indians could depend on the men
in Moscow. India would not have been able to build its first
nuclear weapons without Soviet help. Its friends at the Kremlin
also helped explore India’s oil reserves.

For their part, the Indians were fiercely protective of their new
partners. Even the Red Army’s invasion of Afghanistan was inca-
pable of pulling the Indians out of Moscow’s shadow. Former U.S.
president Richard Nixon was impressed. Prime Minister Indira
Gandhi, Nixon told friends, was apparently even more unscrupu-
lous than he was.

The Wakeup Call: How Gorbachev 
Turned the Indians into Reformers

India has no less a person that former Russian president Mikhail
Gorbachev to thank for its second liberation. With his policies of
glasnost and perestroika, Gorbachev dealt a deathblow to the ail-
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ing Soviet influence and gave new life to India. It was only the loss
of its ally and mentor that gave India the latitude it needed to act
and, more importantly, think. The Indian elites were forced to
pull themselves together and take stock of their situation. Sud-
denly they noticed something they had disavowed until then: the
technical foundation of their own economy was even more
decrepit than that of the Soviets. The Indian economy, which was
virtually sealed off from the world market, lacked the necessary
capital for investment.

The government sector had tripled in size from 1960 to 1990,
and its inefficiency had grown just as quickly. Many of the 240
corporations controlled by the central government were compa-
nies designed to create jobs that would remain forever irrelevant
in competitive international markets. But even that had gone
unnoticed until 1990, because the Indian leadership had nurtured
its colonial complex for decades and had been uninterested in the
global division of labor. The importing and exporting business
was frowned upon as a relic of the British occupation. Foreign
trade was seen as a particularly malicious tool of domination, to
be shunned if at all possible. 

As a result, the Indians did their best to keep out international
capital. At their peak, import duties amounted to more than 300
percent of the value of imported goods. Neighboring China was
already attracting investors while India continued to discourage
foreign investment. The leaders in Delhi had different aspirations
than their counterparts in Beijing. The Chinese dreamed in dol-
lars, while the magic words in India were still holdovers from the
Soviet era: planning, control, and self-reliance.

It wasn’t that the Indians failed to see the disadvantages of their
eccentricities. The downsides were obvious, but they were
accepted. Many members of the Indian establishment had carved
out a comfortable niche in the midst of the country’s crowded eco-
nomic circumstances, a niche that, to them at least, guaranteed an
easy life because it was free of surprises and required little exer-
tion. Tensions were low. Everything went according to plan, espe-
cially their careers, while the impoverishment of the masses
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continued. In 1974, the Indian parliament held a debate over
hunger that shone a glaring light on the agonies of life in India.
Those who had died of starvation were quickly buried so that their
bones could later be unearthed to make soup, one member of par-
liament reported. B. Sudhakar Shenoy, a professor of economics
and former member of the government’s planning committee and
Indian delegate to the IMF and the World Bank, was deeply crit-
ical of his own government. “We are not even a developing coun-
try,” said Shenoy. “We are a society, an economy in decline.”

After four decades of experimentation, it was clear that the
instruments of India’s planning bureaucracy were incapable of
turning it into an economic power. Even the country’s achieve-
ments seemed by no means secure. The Indians sensed that an era
was coming to an end. They turned their attention to China, which
they had become accustomed to viewing as an enemy, not as a
country worth emulating. Long-neglected questions were now
asked. Why could China do what India could not? Why was the
Central Committee of the Chinese Communist Party trumpeting
its victories while India teetered on the brink of bankruptcy? Why
was the West so interested in China? Why was the U.S. president,
Richard Nixon, in such a hurry to travel to Beijing and not Delhi?
Where was all the wealth in China’s coastal cities coming from,
and why were the Chinese elite, and not just the establishment,
suddenly driving Western cars while Indians negotiated their way
across bumpy roads in aging Hindustan Ambassadors or even on
oxcarts or bicycles?

The Southeast Asian countries had also rushed ahead of India.
Skyscrapers and state-of-the-art industrial complexes were built
in Singapore and Taiwan. South Korea’s economic strength was
less than one-fourth that of the Indians in the early 1950s. Forty
years later, its per capita income was already six times higher.
More than four decades after its independence celebrations and
almost 15 years after China’s first free market reforms under Deng
Xiaoping, India finally came to life. The man responsible for the
change in attitude was someone whose political career had in fact
already ended.
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Rao the Reformer: A Retiree Turns Up the Heat

At age 70, Narasimha Rao could look back on a fulfilling career
in the second tier of Indian politics. He had worked as a trans-
lator and spoke a dozen languages. He had even tried his hand
at poetry. Finally, Prime Minister Indira Gandhi appointed Rao
general secretary of the Congress Party and later to the posi-
tions of both foreign and interior minister. The most remark-
able thing about Rao was his unobtrusiveness. As his mistress’s
loyal servant, Rao remained in the shadow of the great Indira
Gandhi, who returned the favor by treating him poorly and
sometimes even roughly. But Rao was also an extremely patient
man and not one to revolt or speak out. He had been raised in
the Indian caste system, which assigned a specific role to each
member of society. He was married, in a marriage arranged by
his parents, at the age of 10.

In 1989, after the assassination of Indira Gandhi and the elec-
tion defeat of her son, Rajiv Gandhi, Rao left the government. He
was old and sick, and he was being called a political has-been
behind his back. He was a vegetarian and opposed to alcohol con-
sumption, but his healthy lifestyle did little to prevent him from
having heart disease. After undergoing open-heart surgery in
Houston, Texas, Rao finally retired, determined to complete a lit-
erary work he had begun while in office.

But, another murder got in the way of Rao’s plans. Rajiv
Gandhi, who had assumed the leadership of what was then the
opposition Congress Party, fell victim to an assassination himself.
His mother was shot in her own garden, by her own bodyguards.
Rajiv was killed in a bombing attack at a campaign rally. After
overcoming its momentary shock, the Congress Party nominated
the retired Rao to the position of prime minister. Rao, a man of
few words, offered three advantages for the position: he was old,
he was presentable, and he was considered unassertive. The party
had initially intended Rao to be nothing but a transitional candi-
date, a man who, in the eyes of younger politicians, fulfilled the
most important of all criteria: he would not stand in their way.
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But fate had chosen a different and far more important role for
Rao than merely to serve as a puppet prime minister. After win-
ning the election, Rao decided to attempt in India what Mikhail
Gorbachev in Moscow and Deng Xiaoping in Beijing had begun.
India’s circumstances left him with no other choice than to push
for the long overdue and repeatedly delayed reform of India’s eco-
nomic system.

Rao could no longer expect anything from the Soviet Union—
neither assistance nor opposition. The former ally fell to its knees
before the eyes of the global public. In the end, its last Commu-
nist president said a few sentences about democracy, the trans-
parency of a society, and economic transformation. One of them
went like this: “The new way of thinking, as the Soviet Union
understands it, is based on the realities of this century.” 

But the realities were faster than Gorbachev. They overtook
him and threw him to the ground. Gorbachev was forced to look
on as the Soviet Union, which he had hoped to save and guide
into a new era, slipped out of his hands. He wanted everything at
once, both democracy and a free market economy, but he got
none of it. During the traditional May Day parade in 1990, the
crowds booed and catcalled the Soviet leadership for the first time. 

India was even worse off economically than its big brother. Its
$70 billion in foreign debt made India the third world’s third-
largest debtor nation, next to Mexico and Brazil. Its hard currency
reserves were barely sufficient to cover the cost of imports for the
space of two weeks. Seeking help, the government turned to the
West. But Western bankers could only shake their heads. The
Indians had long since lost the one quality that a debtor nation
needs to survive: financial standing. By the summer of 1991,
India’s international insolvency was imminent.

Even the Washington-based IMF was only willing to provide
emergency funding under the strictest of conditions. There are
many ways a country can lose its sovereignty. Having a weak econ-
omy is one of them. In June 1991, roughly 20 tons of gold were
removed from safes at the Indian Central Bank and flown to
Switzerland. This was the condition under which the IMF was
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willing to provide emergency financial assistance. The proud
Indian nation was forced to lay its treasures on the counter as if it
were in a pawnshop. The country’s future alone was no longer
seen as sufficient collateral. A truly complicated situation had
developed. India had lost its connections in the North and
exhausted its goodwill in the West. It was as if the positive and
negative poles of two power cables had come into contact for sev-
eral seconds. The initial spark for an Indian reform policy had
been created, but no one was able to get away from it.

To continue along its current path would probably have been
more draining for India than turning back. As a politician of the
old order, the complacent Rao was essentially the wrong man for
the massive reform project. But he was the wrong man at the right
time and in the right place. In the end, Rao’s reform policies went
well beyond the IMF’s requirements.

Perhaps all he had to do was release the bureaucratic brakes
with which his predecessors had slowed down the economy. He
reduced import and export duties to expand trade with other
countries once again. He eliminated the licensing system, which
had applied to almost every class of goods, triggering domestic
competition on the basis of price and quality. He attracted foreign
capital with tax rebates instead of scaring it away with duties. The
first state-owned companies were auctioned off in an initial stab
at privatization. The Indian rupee has been more or less freely
convertible since 1993, allowing foreign companies to take home
their earnings from India.

Two men with international standing helped Rao bring about
his reforms. Finance Minister Manmohan Singh had studied eco-
nomics in Oxford and Cambridge. Minister of Trade Palaniappan
Chidambaram came from a leading family of industrialists that
had sent him to Harvard. Both men were eager to rejuvenate their
country. They wanted to bring India closer to the West politically
and integrate it into the world economy, step by step, without
overtaxing domestic industry, if possible. Rao promised his com-
patriots “change without trauma.” His finance minister added that
there would be no Indian shock therapy. And yet, Chidambaram
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told his fellow Indians, many things would have to change: “I saw
how meddlesome, oppressive and inefficient the state had become,
how it was suffocating entrepreneurial spirit, killing every idea and
giving back nothing in return.”

To all those who feared that they were “selling out India,” the
trio responded with a policy of many subtleties. Their greatest
achievement lay in the perseverance with which they pursued the
goal of reform. Their changes, which made deep inroads into the
lives of the population, were not an overnight success. The major-
ity of Indians are devout Hindus and therefore more likely to be
tolerant than short-tempered. They believe in fate, and many even
submit to it. 

But now a rumbling had begun within the population. Higher
ticket prices had hardly been announced before crowds were
throwing rocks at trains. The roughly 200,000 employees of the
customs offices became agitated when they realized that their jobs
were becoming less important. In June 1992, a general strike was
staged to protest Rao’s reform policies.

But Rao did what he had always done—he remained resolute.
He presented straightforward and simple arguments, and he seemed
only moderately impressed by his vocal critics, even though they
had penetrated deeply into his own Congress Party and were out
to destroy his political life. “The reforms cannot be turned back,”
he repeatedly told the Indian public. In a nationwide radio address,
Rao announced that he planned to “tear apart the spider webs get-
ting in the way of rapid industrialization.” His finance minister
quoted the great French author Victor Hugo when he said: “There
is nothing more powerful than an idea whose time has come.”

In many respects, the Indian reformers proved to be more
astute than the men in the Kremlin. Rao and Singh never forgot
to mention everything that would remain untouched by their
reforms. They acknowledged the yearning of human beings for
traditions, even though this was not particularly glamorous and
was all but ignored internationally. While Gorbachev whipped up
his fellow Russians to the applause of the West, Rao and Singh
sought to appease and calm the Indian public.
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As it turned out, luck was with the gentle reformers. Foreign
investors became interested and began knocking on India’s door.
Many Indians also became enthusiastic once the country’s permit-
oriented bureaucracy had given them more breathing room.
Industrial growth rose to a peak of 12 percent during the five-year
creative period of the Rao administration. India managed for the
first time to generate a stronger economic dynamic than the Asian
Tiger states. According to predictions by investment bankers at
Goldman Sachs, by 2050 India will be the world’s third-largest
producer of affluence, behind China and the United States and
ahead of the European Union.

A clear acknowledgment of inequality—and a lack of simul-
taneity—was critical to the success of India’s reforms. Based on
the example set by Singapore, Taiwan, and China, special eco-
nomic zones—that is, small productive cores—were established
and carefully nurtured by the state. The slums remained, and to
this day smoldering fires cause heavy pollution during the sum-
mer in many places. The doubly cursed slums are inundated with
mud in the winter, but in the special economic zones capitalists
from all over the world are spoiled beyond compare.

Now, India has large numbers of workers who are well trained
in the technological fields. The government also does a great deal
to ensure a steady flow of new blood. In the Bangalore region
alone there are 3 universities, 14 engineering schools, and 47 spe-
cialty schools and research institutes. More than 400,000 new
engineers enter the job market each year, half of them trained in
computer engineering. Western corporate executives privately,
and irreverently, say that “brain shopping” is what attracts them
to India. Hardly anywhere else in the world is a freshly trained
engineer’s brain available for as little money as in India. Not sur-
prisingly, the conversion rate is simple: 10 Indian software devel-
opers can be had for as much as 1 in San Francisco.

By far the country’s most important natural resource lies in the
brains of its still-young population. The Indians are experts in the
development and use of software. They help American tax
accountants, operate call centers for half the world, and develop
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software for global corporations like Siemens, General Electric,
Samsung, and Nokia. India’s exports of software and IT services
more than tripled from $4 billion in 2000 to $12 billion in 2005.
While today’s China is the world’s factory, India is setting up a
global service center. The governmental leaders of both countries
recently met and agreed to closer cooperation, which is, most of
all, an indicator of one thing: they take each other seriously.

The Chinese still come out on top in a performance compari-
son between the two giant countries. Deng’s reform policies,
begun in the late 1970s, gave the country a significant head start.
The Chinese highway network is 60 times larger, the country has
6 times as many Internet connections, and, in 2005, China
received 10 times as much foreign direct investment as India. Both
countries have doubled their export rates relative to their national
products, but Chinese goods already make up 6.5 percent of world
trade, compared with India’s 0.8 percent share.

India looks to its industrious neighbor to the East with envy
and admiration, especially given the determination with which the
Chinese worked their way out of the misery of the Mao years.
China, in turn, looks with amazement and alarm to India, where
the leaders are attempting, in a single bold step, to take the coun-
try from an agrarian state directly into the world of the modern
service industry. Compared with the West, the two giant Asian
countries are conspicuous for their enthusiastic, larger-than-life
growth. China’s communist-controlled economy has grown by
300 percent since 1990, while the Indian economy has added 130
percent. By comparison, the U.S. economy grew by just under 60
percent in the same period.

As the economy grows, so does India’s self-confidence. In June
2003, the Indian government wrote a letter to all Western gov-
ernments requesting that they discontinue all bilateral develop-
ment aid when the current projects come to an end. At the annual
World Economic Forum in Davos, Switzerland, it was the Indian
government that distributed gifts to the wealthy. All attendees
found a cashmere shawl and an Apple MP3 player waiting for
them in their rooms. It was a clear message from the Indian gov-
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ernment to the West: people of the world, look at this country.
The days of need are gone, and now India is throwing away its
crutches and walking on its own.

But history has not been kind to Rao. After his five-year term
in office, Rao’s Congress Party lost the elections. Rao lost his rep-
utation a short time later when he became embroiled in a cor-
ruption trial that lasted years. On October 12, 2000, he was
sentenced to three years’ probation in a verdict reached on scant
evidence. He was accused of having paid off members of parlia-
ment and government officials in a bid to hold on to power, prin-
cipally to secure his position and his reform policies. Rao died in
a hospital in Delhi four years after his conviction. He was 83.

The Attacker Nations: Asia Rumbles

Today’s up-and-coming global powers are already significantly
more impressive than the Soviet Union ever was. Their recipe for
success is based on the productivity of people, not on the propa-
ganda of party officials. Millions of people are working, saving,
and creating capital, the fuel that will propel them to global power.
The most important productive energy of these populations is
nothing more and nothing less than their determination to add a
new, more radiant chapter to their histories.

Their politicians are not only supporting them but are in fact
spurring them on. Instead of struggling with symbols and final
communiqués with the devotion of Soviet leaders, they pay all the
more attention to the share of wealth allotted to the populations
they govern. The results of this collective endeavor are unmistak-
able. Those who were once underprivileged and underdeveloped
are rising up before our eyes. Millions of yesterday’s poor are sud-
denly flexing their muscles. We are looking into the eyes of an
adversary that has made the ambitious and indisputable resolution
to no longer live at the lower end of the world’s scale of affluence.

An entire continent, which many erroneously considered less
than capable of performing, is rising up with the expectation of
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becoming the West’s equal. Since 1970, the region’s entire econ-
omy, excluding Japan, has grown more than sixfold. Growth rates
have been steep for decades, and all the fears of Western indus-
trialized nations—fears which were in fact hopes—that social
unrest or environmental decline would slow the region’s rapid
growth have not materialized.

The West can either treat the Asians as competitors or con-
tinue to refer to them as developing nations. It would be more
honest to see them for what they are also: attacker states. The
Chinese, the Indians, and most other Asians have made signifi-
cant gains in the war for wealth. What began in Japan, then
jumped to the city-states of Singapore and Hong Kong and finally
reached the tiger states, South Korea and Taiwan, has transformed
the continent into an economic zone with a tremendous concen-
tration of energy. Each of these countries has embarked on a road
to wealth that will change the world’s political, economic, and,
ultimately, military architecture.

The populations reaching for the stars in Asia are, for the most
part, extraordinarily large. If its efforts to develop continue more
or less without interruption, China will replace the United States
as the world’s biggest economic superpower within the next 35
years. India will be close behind. Almost two and a half billion
people, more than five times the population of Europe, are
attempting to turn their histories in a positive direction.

Unlike the Soviet Union, the Asians’ secret is that they are
launching their attack from the opposite corner. The Soviets tried
to embroil the West in an ideological conflict, while the Asians
are attacking with economic weapons and avoiding ideological
conflict. They do not conduct debates with the West over equal-
ity and justice, nor do they level any accusations or issue threats.
The rising global powers are not interested in a battle of cultures.
They are ignoring issues of religion and ideology. They are quiet
adversaries who are placing their bets on economic efficiency. The
West, they reason, can be defeated with its own weapons.

While the Soviet Union was a loudmouth among nations, the
representatives of today’s ascending major powers prefer modesty.
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Moscow’s communists were quick to portray their interim eco-
nomic successes as final victories. In contrast, the Chinese and the
Indians would rather keep the world guessing when it comes to
their true strength. According to Chinese statistics, the Chinese
economy was the world’s seventh largest in 2004. But if we add
together the figures for China’s 31 provinces, which are readily
available, we discover that the country’s true economic strength
was significantly greater. Shortly before the beginning of 2006,
the National Office of Statistics in Beijing decided to adjust its
numbers upward. The director of the agency claimed that the fig-
ures it had published previously were too low. Now China sees
itself in sixth place, ahead of Italy and behind the United States,
Japan, France, Great Britain, and Germany. Western intelligence
agencies assume that China continues to publish official growth
figures that are lower than actual figures—so as not to cause alarm
in the United States.

Requiem for the Soviet Union

The rise of India and China is accompanied by the relative decline
of the West. Americans and Western Europeans are still richer
and more powerful than any of their rivals. For this reason, dis-
tinguishing between attacker states and declining states does not
describe the status quo, but the rate at which and direction in
which the distinctions are being overcome.

The ascending states, after having escaped a dark past, are
storming ahead at an impressive rate. In many cases, young peo-
ple in these countries are even prepared to break with the ideo-
logical and cultural traditions of their parents’ generation.

Using a simple cost-benefit comparison, the South Koreans,
Chinese, Indians, and, before them, the Japanese have made a
clean break with the previous realities of their lives. Anything that
has stood in the way of acquiring wealth has been jettisoned:
agrarian societies that still bear traces of the Middle Ages, the
planned economy, the ideology of equality, the party’s control over
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factories and traditional lifestyles, and so on. Religious sentiments
have endured, but in muted form.

Far Eastern spirituality has been privatized wherever it once
shaped daily public life. The overriding goal of the leaders is to
change the status quo to their benefit. The state acts as the cen-
ter of energy, not the society as a whole. This is why we refer to
these nations as attacker states, because their governments and
parties are the standard bearers of an economic transformation
that has only reached portions of their societies.

The declining societies, on the other hand, would be happy to
extend the current reality a short while longer. They are fighting,
but only to preserve yesterday’s achievements.

In the face of their Asian challengers, the self-confidence of
Western populations, especially among ordinary people, has suf-
fered noticeably. Westerners seek comfort in looking back at days
gone by. It is not, as the left claims, the total marketization of life
that weighs so heavily on people. In fact, it is the end of this mar-
ketization and the beginning of marginalization, their growing
exclusion from the value-added cycle, that worries people. Mil-
lions are ceasing to be economically valuable and financially use-
ful to the state. Many have the feeling that America still needs
them as consumers but no longer as workers.

Both the attacker state and the declining society are reflections
of each other. The dream of the former is the nightmare of the
latter. The established economic powers feel irritated by the self-
confidence of the rising stars and threatened by their ascent. The
great hopes of the attacker states stand face to face with the
equally great fears of the declining societies. Both are perfectly
aware that they live in a relative world. The attacker states are
breathing down the necks of the declining societies, which are
already scared because they lack the confidence to even attempt
to achieve the high-growth rates of their early years.

Laying the blame at the feet of the current generation of politi-
cians would seem the obvious thing to do. Portraying them as
powerless, without vision, and unsuccessful has come into vogue.
This criticism is as cheap as it is wrong. In a democracy, there can
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be no policies against the people, nor can there be any policies
that extend far beyond the people. Attempts to redirect society all
too forcefully are perceived as a breach of the peace. Nowhere in
the West does a government possess the legitimacy to fundamen-
tally transform the state and economy. Many voters’ expectations
of a return to the past cannot be fulfilled, not even when it is the
majority voicing these expectations.

The attacker states are no longer poverty stricken, but they are
also not truly wealthy. Their populations are young and ambitious,
and the elite and the middle classes, at least, have turned to the
future with great decisiveness. Laptops and mobile phones are the
most sought-after accessories of their time. The attacker states are
determined to slice off a bigger piece of the world’s wealth for
themselves. To do so, they are prepared to perform extraordinary
feats of strength, and they do not shy away from the necessary
unscrupulousness that has always been the mark of the climber.

The Western industrialized nations are not disappearing into
obscurity, but their importance is waning. The United States and
Europe are losing jobs that cannot be replaced with jobs in the
new service economy. The political and cultural dominance of the
West is being increasingly questioned, just as the amount of ter-
ritory it controls militarily has been shrinking. The Americans are
no longer occupiers in Europe, but only partners. In Asia they are
principally tolerated. Western nations are fighting a losing battle
almost everywhere in the Arab world.

Economic strength is not a guarantee but a condition of the
ability to become a world power. All other forms of superiority,
including military and political, are derived from economic
strength. Even the gesture of moral superiority can only acquire
true weight if the economic behind it is flourishing.

Many in the West will soon remember the Soviet Union with
nostalgia. The communist superpower, which vanished almost
silently from the face of world history in the early 1990s, was
always an appreciative adversary. The rulers at the Kremlin were
occasionally moody and loud, but they were not hunters. In fact,
they embarked on no more than a few regional military campaigns
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in Hungary, Czechoslovakia, and Afghanistan. Lenin was the
hard-hearted architect of the empire, while Stalin was its only true
despot. The men who followed sought a balance with the West.
They were more fond of vodka than of conflict.

The system struggled economically from its inception. The
planned economy, which was most reliable when plans were
ignored, couldn’t keep pace with the free market economy. The
socialist state also proved to be a poor cousin of the Western wel-
fare state, and its most salient feature was its boastfulness. The so-
called people’s democracy proved to be a dictatorship of
bureaucrats, displaying its greatest vitality whenever it was time
to spy on and lock up its critics.

The West began to like this feeble adversary. The countries east
of the Iron Curtain posed a threat until the very end, but they
were no longer a challenge to the West. The competition between
systems was decided before it was won. The cold war survived on
both sides of the line of demarcation as little more than a ritual,
until Mikhail Gorbachev finally put an end to this game in a mer-
cifully straightforward way.

The Soviet Union died quietly, leaving Russia behind as a
wounded state. We will still be hearing from this great loser of the
last century, which has yet to find peace. There are rumblings in
the country, and no early warning system on earth is capable of
measuring whether, and when, these rumblings will lead to ten-
sions on the surface. Russia remains a source of unrest, but the
country is unlikely to reemerge as a global power in our lifetimes,
although it does stand a chance of remaining a top player as an
energy superpower.

The decline of the Soviet empire and Asia’s simultaneous ascent
were only noticed after these events had occurred. No one saw
the Soviet collapse coming, at least not at first. No one heard the
Asians coming. And even when both were happening at the same
time, very few understood the relationships between the two. The
West dreamed of a peace that was long in coming. Men like Fran-
cis Fukuyama, then the deputy chief of the State Department’s
policy planning staff, were quick to declare their political dreams
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a reality: “What we may be witnessing is not just the end of the
cold war, or the passing of a particular period of postwar history,
but the end of history as such; that is, the end point of mankind’s
ideological evolution and the universalization of Western liberal
democracy as the final form of human government.”

But precisely the opposite was happening at the same time. A
new chapter in history had begun. A sleeping giant had been
awakened. Since then, Asia, far from Western liberal democracy,
has set about rewriting world history. No one knows whether the
rising Asian powers will manage to advance into the top echelon
of nations, and at what price to others. But to anyone capable of
seeing and perceiving, it is obvious that Asia is rumbling. History
goes on. The departure of one superpower is accompanied by the
rise of another. Asia is in the process of ending its more than 500-
year cycle of backwardness and poverty. The Asian century is not
ahead of us. We are already in it.

The growing strength and influence of Asian factories and uni-
versities may change America more than the cold war ever did.
The cold war united the country, bringing together citizens of
widely diverging backgrounds behind a common cause. Faced
with the communist threat, the great adversaries of any Western
economy, the capitalist and the worker, came closer together than
Karl Marx could ever have imagined.

After World War II, all countries on this side of the Iron Cur-
tain rose up out of the ashes like phoenixes, with their new friend
across the Atlantic blowing powerfully underneath their wings.
People saw themselves as Americans, Italians, Britons, or French,
but most of all they considered themselves the winners of history,
a self-image that lasted several decades. They pitied the peoples
of the southern hemisphere, who were trying to escape slums,
floods, and corrupt dictators to at least save their hides. It seemed
to be a law of nature that no other zone of prosperity could exist
outside the established industrialized nations. Billions of people,
essentially the entire portion of the population fit for work in
China, the Soviet Union, Bulgaria, Romania, Hungary, East 
Germany, Yugoslavia, and India were virtually nonexistent as 
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competitors in the product markets or participants in the labor
markets. They lived and worked, but in another galaxy that was
foreign to us.

Whenever the talk turned to these populations, people would
lower their eyes and express their compassion, which often
masked their inability to comprehend the foreign and crude life,
a life full of political constraint that lived on the other side of the
earth. One of the reasons everything was the way it should be in
the world of the West was that life elsewhere was not. Western-
ers perceived their lives to be whole because those of others were
so obviously broken. Now the Western world is broken itself.
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C H A P T E R 5

The Flat World 
Is Broken

127

Shanghai Salutes Detroit: The Emergence 
of a Global Labor Market

Capitalists go where they expect the highest return on their
investment. The specifics of what they do are irrelevant.

They can build a factory under palm trees or drill for oil in
Siberia. For capitalists, the only important thing is that they have
more money at the end of their ventures than they did at the
beginning. Whether we like it or not, the most important objec-
tive of capital is growth. If the opposite were the case, that is, if
capital started to shrink, no one would benefit, not even workers.
When capital shrinks, layoffs are never far behind. Soon the word
mismanagement starts appearing in the Wall Street Journal, quickly
followed by words like crisis, restructuring, and unemployment.

In the end, the staying power of jobs consistently depends on
a surprisingly simple question: Is it possible to turn capital into
more capital? Does the initial investment grow or does it fade
away? No capitalists are fond of watching their investment shrink
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from one day to the next. If it does, unexpectedly, they soon cease
to be capitalists.

Workers enjoy a better reputation, even though they are as dis-
loyal as the capitalists. If they are given free rein to travel and set-
tle wherever they please, they will automatically go where they
are most likely to find high pay and a secure standard of living.
Southern Italians migrate to the north of their beautiful country,
Germans from east to west, and people from Latin America to
North America. Indeed, millions of people are prepared to tra-
verse oceans and continents, if only to bring themselves closer to
what they perceive to be a promised land.

The great injustice in this equation is that capital is welcome
almost everywhere, while foreign workers are not. All kinds of
tricks and schemes are employed worldwide to attract investment,
but most countries fear migrating workers and often slam the
immigration door in their faces. Some even bring in the military
to defend their homeland against the perceived threat of migra-
tory workers. Governments worldwide are determined to stop, or
at least limit, the global migration of workers.

The fear of uncontrolled movement of labor exists in every polit-
ical and economic system. The communists were afraid that their
workers would emigrate, and so they built a wall and fences straight
across Germany. Europe is concerned about an influx of migrating
workers and keeps a tight watch on its southern borders—toward
Africa. The United States only issues visas to foreigners who can
be of use to American citizens—specialists, students, scientists, and
people with enough capital to run a business. Others are caught at
the United States–Mexico border like flies on a glue strip. Europe,
the United States, and the countries of the former Soviet bloc have
been successful at controlling their borders, albeit in different ways,
and in so doing have demonstrated that it is possible to control the
immigration and emigration of people. Anyone who is willing to
order his soldiers to shoot at his own people will manage to keep
his people together for some time. 

Labor and capital differ in another important way. Capital and
the capitalist form a unit. One cannot exist without the other. It
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is as if they were joined at the hip. Countries that have used
nationalization as a means of separating capital from its private
owners have deeply regretted it and learned the most important
principle of economics first hand: if capital is separated from cap-
italists, it soon starts to disintegrate. The capitalist has no purpose
without capital, nor does capital make much sense without the
capitalist. It becomes eroded, melts away, and ultimately evapo-
rates like a drop of water on a hot griddle.

François Mitterand had hardly been voted into office as
France’s first socialist president when he began to make good on
a daring campaign promise. He had told voters that he planned
to make a “break with capitalism”—which was precisely what
transpired. In the early 1980s, the French government national-
ized the country’s major banks and 13 of its leading industrial cor-
porations. But the change did not sit well with the companies.
Profits shrank, and the public became alarmed when the first
reports of losses began rolling in. In a cabinet meeting an agitated
minister of finance Jacques Delors told Mitterand: “All you talk
about is lending money. If we end up in International Monetary
Fund receivership, you will lay the blame at my feet.”

Sure enough, the new state-owned companies soon began los-
ing money, prompting international investors to withdraw their
investments from France. The franc became subject to speculative
attacks on the financial markets. The government, whose solvency
was already being called into question, managed to obtain an emer-
gency loan from Saudi Arabia to fend off speculators. How humil-
iating for the Grande Nation! The magic of Mitterand’s socialist
experiment had quickly gone up in smoke. Mitterand himself ini-
tiated measures to bring the country back on course, beginning
with the reprivatization of state-owned enterprises. “The state
must be capable of restraint,” said the newly enlightened president.
The experiment and would-be debacle ultimately had a happy
end—because capital and the capitalist were reunited.

Eastern Europe’s planned economies, unwilling to take this
step, were headed for a slow demise. Companies remained state
owned until they were little more than shells. Karl Marx and
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Friedrich Engels make no mention of the essence of capital: that
capital and the capitalist are as inseparable as a tree and its bark.

Jobs and workers were at a disadvantage from the start because
they did not enjoy the same symbiotic relationship. The move-
ments of workers back and forth across national boundaries can be
interrupted. But border guards are incapable of preserving their
country’s jobs. The fact that the countries of the West managed to
keep their labor markets by and large closed to outsiders seems to
be the true miracle of the postwar years. The nations of the world
traded all sorts of goods, exporting and importing bananas and tel-
evision sets, gasoline and steel plates, and money also traveled
freely across borders. But there was still no exporting or import-
ing of workers and jobs. The word offshoring had not been coined.

There is a simple explanation for the prolonged, peaceful coex-
istence of workers and jobs: the labor markets in Europe and
America were not significantly different. Businesses on the two
sides of the Atlantic were competitors, not rivals. They paid wages
but not charity. Children were allowed to remain children, not
forced to serve as cheap labor. The Western world was a gener-
ally uniform world. Everyone had the same values—freedom,
democracy, gender and racial equality, private ownership, unfet-
tered trade unions, and much more—and everyone played by the
same rules. The experts spoke of a “level playing field.” We call it
a “flat world.”

Eastern Europe’s communist leaders had no place on the West’s
playing field. They exchanged goods and raw materials with the
West, but they stayed away from its labor and capital markets.
They created their own playing field, the complex and ineffective
contract system common to all planned economies. The third
world also lived on a different planet. Its powerlessness and the
fact that the West was interested primarily in its natural resources
ensured that it would remain excluded from the process we now
call globalization. Western capital made a wide berth around the
galaxies of the poor, treating third world countries as a source of
raw materials but not investing in them. This explains why there
was little incentive for jobs to migrate away from the West.
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All of this has changed fundamentally. The flat world is broken,
at least for workers. Their playing field is out of whack, and mil-
lions of people have embarked on a downward trajectory. The
peaceful coexistence between jobs and workers has come to an end.
The old order no longer exists, but a new one has yet to take its
place. Capitalists can use this lack of a cohesive world order on the
labor markets to their benefit. They tour the most remote spots
on earth with the declared intention of setting up shop there. Their
factories pop up everywhere, and jobs follow without hesitation.

In 1980, the sum of all direct investment, that is, the funds a
country invests outside its own borders, amounted to only $500
billion. Old-school capitalists tended to be stay-at-home investors.

Their successors are frequent flyers with bonus cards. Direct
investment has jumped to $10 trillion, an increase of close to 2,000
percent in only 25 years. Capitalists and their capital have become
flexible, in many cases even restless, and they expect jobs to be
equally prepared to travel. Modern capitalists are both at home
and strangers everywhere in the world. No longer inclined to be
patriots, they now call themselves “global players.” 

The jobs have followed the capitalists as they have invested
around the world. They leave the West and pop up elsewhere. They
surface in an Indian software company, or we encounter them in a
Hungarian toy factory or a Chinese engine assembly plant.

An outrageous—and largely unanticipated—state of affairs has
developed. A global labor market has evolved that expands every
day, palpably changing the lives and work of billions of people.
People who don’t know one another and, in some cases, are not
even aware of the existence of one another’s countries are now
linked by an invisible system of conduits. Asia, America, and
Europe have moved closer together and now form a global mar-
ket for anything that can be traded. Financial experts pump cap-
ital through the economic cycle, businesspeople ship their
products around the world, and billions of ordinary people sud-
denly find themselves face to face on the global job market. 

This is what distinguishes today’s globalization from that of the
early trading nations, the colonial empires, and the industrial cap-
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italism of the mid-nineteenth century. For the first time in history,
an economic system has taken shape that encompasses all produc-
tion factors, without exception. Nowadays, capital, raw materials,
and human labor are traded the way silver and silk were in the past. 

The difference is that a wide range of conditions prevails in dif-
ferent parts of the current system. Some places are hot, some cold,
some densely populated, some not, and even individual systems
encompass the most varied of worlds. The rough and brutal rules
of the early capitalism of the 1930s still apply in some places, while
the practices of the modern age prevail in others. Never before
has the world of workers been so fragmented as it is today. Their
former flat world had become skewed and slippery. 

Many of the things we once believed were firmly entrenched
have come unhinged. The power and wealth of nations are being
redistributed, as are the opportunities available to the individual.
Everyone sees the same world, but sometimes from vastly differ-
ent perspectives.

The new arrivals on the global labor market approach life with
optimism and high hopes for the future. Many of them are now
able to bring home more than paltry wages for the first time. For
them the worldwide labor market holds previously unheard-of
promise. And for them the end of poverty is no longer a dream
but a realistic prospect.

But the new era comes with a different lesson for millions of
American workers, which explains why the optimism of the coun-
try’s early years has all but dissipated. Many will be eliminated
from the working world altogether in the coming recessions. Even
where Western employees will presumably be able to hold on to
their jobs, they are forced to look on as their wages decline, not
abruptly, but bit by bit, year after year. Social contracts that were
once seen as a certainty are losing their validity. An unprecedented
level of uncertainty is taking hold in the lives of many ordinary
people. Some lose their sense of stability while others lose their
bearings altogether.

The world is by no means at the end of this development, but
in fact it is at its beginning. “Globalization is expanding along the
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entire value-added chain, even when it comes to the once sacro-
sanct jobs of white collar employees,” say people like Stephen S.
Roach, chief economist at Morgan Stanley. Many of Roach’s fel-
low investment bankers still insist on calling this a win-win situ-
ation, an outlook that seems nothing short of a parody of reality.

For both the attackers and defenders of the status quo, the
emergence of a global labor market is a process of historic pro-
portions, a process that becomes all too obvious when one con-
siders the unusually large numbers of people it now encompasses.
In the 1970s, nearly 90 million workers from Hong Kong,
Malaysia, Singapore, Japan, and Taiwan became part of an eco-
nomic system that until then had been reserved almost exclusively
for Western Europeans, Canadians, and Americans. The Asian
Tigers were greeted with great surprise and the Japanese with the
deep respect they deserved. Michael Crichton’s novel Rising Sun
was a wake-up call for Americans—and rightfully so. But the new
arrivals on the global labor market were merely the advance guard
of what was to become a new, modern age.

The Chinese followed on their heels a short time later, and with
the demise of the Soviet Union, the world labor market was sud-
denly confronted with a veritable tidal wave of Eastern European
and Indian workers. Within a period of time that would amount
to barely a blip in history, 3 billion additional people and there-
fore 1.5 billion new workers joined the world’s labor force and
helped bring about an unprecedented shift in the balance of
power. The West’s 350 million well-trained but costly workers,
who until then had been responsible for a large segment of world
production, became a minority almost overnight. 

Clyde Prestowitz, founder and president of the Washington-
based Economic Strategy Institute, speaks of three billion new
capitalists, but this seems to be a misunderstanding. He has it
wrong. A vast group of people who were everything but capital-
ists appeared on the global stage: workers, who have always been
the counterparts to capitalists. If three billion new capitalists were
to suddenly descend upon the world, profits would decline and
cash would be overabundant. The American capitalist could then

THE WAR FOR WEALTH 133



be called the loser of modern times. Of course, astronomical
investment returns can only be achieved if capital is scarce in the
first place. 

So, it’s exactly the other way round: the expansion of the labor
supply to include 1.5 billion new workers—essentially the injec-
tion of a large group of people with no capital into the world
economy—was in fact most harmful to simple, unskilled laborers,
whose livelihoods depended solely on their ability to work and not
their capital. The traditional workers are the losers, while the tra-
ditional capitalists gain as much as never before in history. 

Today Brazil, Russia, India, and China combine to provide
more than 45 percent of the world’s labor supply, compared with
19 percent for the entire area covered by the Organization for
Economic Co-operation and Development (OECD), a forum
where the governments of 30 democracies work together to
address the challenges of globalization. But the question is, have
workers in advanced economies become increasingly vulnerable
to the impact of globalization? In its Employment Outlook 2007,
the OECD reports: 

Foreign competition—especially, imports from non-OECD coun-
tries—tends to reduce employment in the most exposed industries.
. . . Offshoring changes the skill structure of labour demand by
reducing the demand for low-skilled workers. This suggest that
some of the workers displaced by offshoring lack the qualifications
required to move into the new jobs being created in the same indus-
try. By raising skill demand, offshoring also contributes to the trend
increase in earnings inequality observed in most OECD countries.

This expansion of the global labor supply alone would be more
than impressive, if that were the extent of it. What’s more, high
birth rates in the emerging nations mean a constantly growing
supply of new people eager to join the global labor market, which
translates into 80 million births each year, most of them in Asia.
That continent’s population is expected to grow from 4 billion
today to about 5.2 billion by 2050. These people will want work,
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no matter what the cost. The economic machinery must con-
stantly produce new jobs, if only to keep these burgeoning masses
of people reasonably fed, clothed, and housed. 

Despite the fact that no new countries have been added to the
world labor market, it has grown by an additional 400 million peo-
ple within the last decade. According to the Geneva-based United
Nations International Labor Organization (ILO), another 200
million people are eager to work but unable to find even the low-
est paying of jobs. They are unemployed, which makes them
workers in waiting.

Many of these people have never held down a normal, full-time
job. They eke out a living as day laborers and pickpockets and live
in slums. For obvious reasons, they are only too pleased to leave
this miserable existence behind by joining the global labor mar-
ket. They seek out factories, warehouses, and major construction
sites, accounting for growth in worldwide labor potential of
200,000 laborers a day since the early 1990s. 

An expansion in the labor supply of this magnitude is unprece-
dented in history. This expansion of the labor supply far outpaces
the demand for workers. In its 2007 Economic Outlook, the IMF
calculates that the number of available workers on the global labor
market has quadrupled since 1980. This explosion in the labor
supply has led to a decline in the value of human labor. Labor
becomes cheaper or, in some cases, even worthless. The bottom
segment of Western labor markets is now subject to what is in
essence a hyperinflation not unlike that which descended on the
world’s financial markets in the wake of Black Friday in October
1929, when overnight the U.S. stock market started its meltdown.

As was the case in the ensuing world economic crisis, this new
form of hyperinflation forcibly wrenches ordinary people from their
once well-ordered lives. Money retains its value, but people lose
their jobs or must make do with lower wages than before. The social
net to which they are accustomed vanishes and, to make matters
worse, they lose their dignity and their sense of self-worth. The root
cause of labor inflation is economic, but its effects penetrate deep
into the cultural, social, and political fabric of America. 
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Nobody today has a true grasp of the full extent of devaluation
of the American workforce. It has the potential to divide the coun-
try more than ever before. The new frontier runs not between
North and South, black and white, men and women, but between
those who derive profit from today’s globalization and those
whom globalization harms. All Americans are still swimming in
the same pond. But some are sharks and others sardines. It’s not
fun being a sardine in an ocean full of sharks. 

Businesses, on the other hand, can hardly believe their good for-
tune, with governments treating them like visiting dignitaries while
their old rivals—workers—will do almost anything to survive.
Companies have never had such a lavish selection of willing and
cheap workers at their disposal. They are courted wherever they
go. Meanwhile, workers in the West find themselves surrounded
by the desperate masses struggling to become part of the global
labor market—their new rivals in a battle for economic survival.

The Market’s Iron Fist: Lower Wages 
or No Wages at All

Prices on the world’s stock exchanges flicker across computer
screens at banks and brokerage trading floors. American, Asian,
and European quotations are adjusted within minutes, sometimes
even seconds. If wages in various countries were displayed on giant
screens installed in prime locations throughout the country—on
Times Square in New York or in front of the White House in
Washington—many would be surprised at what they would see. 

The same price adjustments take place in the global labor mar-
ket, but in slow motion. The addition of billions of new potential
workers has set a process in motion that will soon radically change
the central foundations of Western societies, as both the wages
and the standard of living of unskilled workers approach a com-
mon denominator. 

Wages are rising in Eastern Europe and Southeast Asia and
declining in the West. About half of the roughly three billion peo-
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ple currently active on the global labor market earn less than $3
a day. This means, of course, that these people are dirt-poor, but
also that their poverty-level wages are pulling down the wages of
everyone else. In other words, those at the lowest level of the wage
scale are fatefully linked to those in the middle.

One of the greatest mistakes we make today is to believe that
the millions of migrant workers in China and the employees at
Ford and General Motors in Detroit have nothing in common.
But this impression is misleading. We separate the two in our
minds because the workers in China have probably never heard
of Detroit as a center of automobile production, while the latter
have only a vague notion of what it means to be a migrant worker
hanging around in Shanghai. Nevertheless, their biographies are
inextricably linked.

The migrant worker from Shanghai, who comes from the Chi-
nese countryside and now lives in a hut and works, without any
legal safeguards whatsoever, for a supplier to a Chinese automo-
bile plant, competes with the full-time but unskilled employee at
this Chinese plant. The two workers are fully aware of each other’s
wages, because the migrant worker has a burning desire to take
away the full-time factory worker’s job. Local companies are con-
stantly tempted to play off the two groups against each other. And,
whether they like it or not, the migrant worker and the full-time
factory worker are locked in a bitter competition for wages. 

The unskilled factory worker, of course, does his best to escape
this wage competition. His goal is to be promoted to at least a
skilled worker position in the Chinese auto plant. To achieve his
goal he is willing to do almost anything: work overtime, attend
training courses, and accept low wages. The migrant laborer is to
the unskilled factory worker what he, in turn, is to the skilled
worker: a fierce rival. The unskilled worker is willing to accept
even the lowest entry-level pay to rise through the ranks, espe-
cially in China, where there are no trade unions willing or able to
fight for the rights of individuals. 

Once the unskilled worker has ascended the factory ladder
and has a few years of experience under his belt, he in turn
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becomes a rival to an autoworker in Detroit. The two have never
met, and yet they are intricately linked. U.S. automakers Ford,
Chrysler, and General Motors keep computer records docu-
menting the wages and performance of the two competing
groups: skilled workers in the United States and those in coun-
tries like China. Their statistics appear on the same page. They
encounter each other as numbers. The force this interdepend-
ent relationship exerts on the global labor market is nothing less
than the market’s iron fist, and it remains unrelenting until a bal-
ance is achieved.

The differences in wage levels are not determined by living
conditions, even though an apartment in Detroit is substantially
more expensive than one in Calcutta. Instead, the key factor is
the “relative scarcity” of what an individual has to offer the
world. If that individual is an exceptional phenomenon like Bill
Gates or Yahoo’s Jerry Yang, the sky is the limit. If the individ-
ual is one of a small group of people offering his particular skill,
he will always do well. But if he is one of many, his wages will
always amount to a pittance. As more and more people offer the
world the same service, their labor becomes devalued. Experts
call this phenomenon a “loss of equilibrium,” that is, the condi-
tion of the labor market before it regains equilibrium. Every-
thing the worker does from this point on is just as strenuous as
it was before. It costs him the same amount of sweat, energy, and
stress, and he is as exhausted as ever at the end of his workday—
but his efforts are worth less, because he himself has become less
scarce.

There are two forms of wage adjustment in the West, but only
one is visible to all: the standard practice of cutting the wages of
blue-collar workers and lower-income white-collar workers, who
are then forced to provide the same amount of work for less
money and reduced benefits. Meanwhile, their taxes remain the
same or are even increased. Within the last decade, the wages and
salaries of lower-paid workers have been gradually shrinking in
every Western country. This process has been especially pro-
nounced within the lower third of the labor market, creating a
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new underclass known as the “working poor.” Americans were
“working harder for less,” President Bill Clinton, concluded at the
beginning of the 1990s.

The second form of wage adjustment is more treacherous,
because it is not mentioned in any income statistics. We tend to
underestimate or, worse yet, ignore it. In this case, a worker’s
wages suddenly plunge to zero, the worker vanishes from all
income statistics, and from then on society focuses solely on those
left behind. This is comforting for the general public. The num-
ber of workers may have declined, but the productivity of the
remaining workers rises and, in some cases, so do their hourly
wages. Unemployment is in fact the most brutal form of down-
ward wage adjustment.

People at the lower ends of the wage scale are the ones most
likely to be forced out of the market. Most of them will never see
the inside of an office or a factory floor again. What British soci-
ologist Richard Sennett calls “the specter of uselessness” will
accompany them throughout the rest of their lives, which in most
cases will follow a downward spiral. In the early 1970s, when the
global labor market was essentially a hermetically sealed Western
labor market, full employment prevailed in most places. Wages
were on the rise, and remaining in the same job for life was the
rule, not the exception.

In a new global labor market characterized by an excess supply
of labor, the initial consequences are all too obvious. Eighteen mil-
lion Europeans are already unemployed. Add to that the women
who have been forced back into the role of homemaker and the
older workers sent into early retirement against their wills, and the
unemployment figure in Europe jumps to 30 million. This army
of the unemployed is equal to the combined populations of Berlin,
Paris, London, Madrid, Brussels, Rome, Lisbon, and Athens. 

U.S. unemployment will also increase significantly in the next
economic downturn. The end of the 2002–2007 boom, which
owed its strength to increased consumer spending, has spelled
economic ruin for many and could yet wreak havoc on the finan-
cial situations of many more. Even after a five-year economic
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upswing, writes the U.S. Census Bureau in a survey published in
August 2007, average wages in 2007 were lower than they were
in 1999.

The global labor market is experiencing a decline in wages that
no one in the West saw coming. The promise of the postwar years
was that rising wages would bring rising prosperity. But workers
cashed in practically overnight on any gains they might have made
in the first place. The graphs depicting wages on the imaginary
monitors in Times Square and in front of the White House now
point downward.

No one should expect to see a rapid rise in incomes in the Far
East or Eastern Europe. The fact that millions of farmers and
slum dwellers are literally waiting in the wings for their chance to
join the industrial labor market has a depressing effect on wages
in these regions. Indeed, wage levels in the Far East are climbing
at a much slower pace than the West would like to see. Given the
disparity between pay in the United States and emerging
economies, even an immediate wage freeze in the United States
would be relatively ineffectual. If the rate of wage growth in Asia
remains constant, it will take another 30 years before Asian
incomes are only half as high as in the United States.

Past experiences with trade unions’ efforts to resist wage decline
have been sobering for employees. Those who have sought to
slow down the process have in fact accelerated it. The choice
today’s workers face is not whether to accept high wages or low
wages. Indeed, the alternative for millions of people in blue-col-
lar professions is much more stark: low wages or no wages. 

The world is by no means running out of work, as some claim.
As long as the number of goods that are produced, sold, and con-
sumed increases, there can be no loss of jobs. At the beginning of
the twenty-first century, the global economy is experiencing one
of its biggest growth spurts in decades. Despite the advent of the
Internet and industrial automation, the sheer volume of jobs con-
tinues to increase. What has changed, however, is the distribution
of labor in the context of a global labor market. This labor mar-
ket is unlimited—but not for the Western worker.
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A Ship Will Come: Workers Go Abroad 

The departure of American jobs can be measured in precise quan-
tities. Every job lost somewhere between Florida and Seattle
returns to U.S. shores in the form of imported products. These
products are merely a reflection of the fact that someone’s job has
been outsourced to someplace else in the world. From our van-
tage point, we may not be able to peer over the shoulders of work-
ers in Asia or Eastern Europe, but the fruits of their labor are all
too apparent.

They send them to us by truck, airfreight, or container ship,
and our customs agencies keep detailed accounts of the nature and
scope of these shipments. This is what economists call “import
penetration,” which is nothing more complicated than the phe-
nomenon of foreign products penetrating our home markets. In
America, the rate of penetration has increased tremendously, while
domestic production has declined at virtually the same rate. Some
industries already report import penetration at rates of more than
80 percent, which essentially spells the demise of these domestic
industries in favor of new growth elsewhere in the world.

The worldwide migration of jobs is generally devoid of symbols.
No one sheds a tear, nor are eulogies spoken for companies like
Polaroid, Bethlehem Steel, Sunbeam, and WorldCom as they slowly
die off, only to be replaced by others with names like Mitsubishi,
Sony, Samsung, China Mobil, Haier, Kia, and Lenovo. We are wit-
nessing the demise of the British auto industry, which once made
automotive history with its legendary makers—Jaguar, Rover, British
Leyland—only to be confronted with the rising stars of Korean and
Japanese carmakers. The Chinese are trying to follow suit.

Only the small labels identifying the manufacturer are evidence
that big things have happened beyond our field of vision. Stuffed
animals are as cuddly as ever, but it’s the labels that reveal the long
journey our children’s bears and lions have completed: “Made in
China.” 

More complex products are also ideal candidates for outsourc-
ing. We have only to glance at the back of Apple’s latest computer
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model to see where it comes from: “Designed by Apple in Cali-
fornia. Assembled in Taiwan.” Many companies that we believe to
be American, British, or French have already become businesses
with nothing but skeleton staffs in their native countries. These
are the people who inspect, develop, test, package, ship, and do
the accounting for products that have been produced elsewhere.
This may be comforting to all the inspectors, developers, testers,
packagers, shippers, and accountants, but not to the people who
were actually making the same products not too long ago. This is
complicated by the fact that it isn’t easy for a factory worker to
suddenly be retrained to work as a designer or accountant.
Designers and accountants probably would have a similarly tough
time switching gears to work on an assembly line, where it’s hot
and the work is hard. 

Experts say that the depth of production is decreasing, which
sounds like some inevitable law of nature. But the truth is that
nothing is really decreasing. Products are still being produced,
and the depth of production is unchanged, but the people respon-
sible for production live in other countries and work for com-
pletely different wages. The same experts have long predicted the
end of industrial society. But it’s obvious that nothing is in fact
ending. On the contrary, there has been a sharp rise in industrial
employment. It has grown by 16 percent worldwide in the last
decade, amounting to about 600 million people working in the
world’s factories today. In other words, precisely the opposite of
the experts’ predictions has come about: industrial society is expe-
riencing a renaissance, but far away from the West’s cities and
small towns. The blue-collar worker is the symbol of a new era,
but one that is taking shape far away.

Globalization is a process that polarizes and divides, producing
winners and losers alike—both in large numbers. Anyone who had
hoped that the enormous manufacturing operations in the Far
East and Eastern Europe would quickly become integrated into
the global economy will certainly be disappointed in the first
decade of the twenty-first century. The integration of millions of
people in Asia goes hand in hand with the disintegration of mil-
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lions more in the United States and Europe. Some are climbing
the global ladder while others are on their way down. Instead of
complementing each other, workers from the declining countries
and those from the emerging countries are mutually exclusive. It
may be true that the global labor market, after years of adjust-
ment, offers enough jobs for all workers. This is a dream worth
dreaming. But it would be foolish to view it as today’s reality. 

For the past 10 years, globalization has been accompanied by
job losses in Europe and declining incomes in America. The devel-
opment of new productive cores in Eastern Europe and Asia is cur-
rently linked to what amounts to a core meltdown in America and
Western Europe, primarily affecting the traditional industries.

The establishment of new jobs in new industries could not make
up for job loss in the old sectors of the economy, despite the fact
that this is exactly what politicians and their economic advisors had
promised. They would be well advised to abandon these self-cre-
ated illusions and take a look at today’s realities. The furniture
industry; clothing manufacturers; steel mills; the producers of
semiconductors, TVs, and computers; and, more recently, the
pharmaceutical industry and genetic engineering firms have joined
an exodus from America’s shores. Shoes are now imported in large
quantities, and even the mundane refrigerator comes from another
country. Most of the memory chips in computers are imported.

China is securing an impressive global market position in many
industries, made all the more striking by the fact that it remains a
recipient of Western aid. Two-thirds of all photocopiers,
microwave ovens, and toys are made in China, as are half of all dig-
ital cameras, textiles, and bags of cement sold on the market, as
well as one-third of computers. One-quarter of all mobile phones
and car radios, and one in four tons of steel comes from China.

We import more than just traditional industrial products from
China. The country is now seeking a leading role in the produc-
tion of genetically modified (GM) cotton. With the help of Mon-
santo, a major producer of GM seeds, millions of Chinese farmers
already plant GM strains of cotton in their fields. The Chinese
government has also approved the use of GM tomatoes, peppers,
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and petunias. In 2005, China increased its national research
budget for biotechnology in plant production by 400 percent, to
just under half a billion dollars. China’s biotech industry is only
in the preparatory stages of a coming export offensive. If nothing
changes, the U.S. pharmaceutical industry will go the way of the
textile industry. 

India currently focuses on the production of drugs and soft-
ware. The country offers major corporations a well-trained, Eng-
lish-speaking workforce with relatively modest earnings
requirements. Indian workers are only too eager to take on the
work once performed in the West. Who can blame them? 

Indians nowadays operate the telephone call centers for many
companies in Great Britain and the United States, analyze X rays
for Western hospitals overnight, put together presentations for
the advertising industry, prepare annual financial statements, pro-
vide human resource management services, develop software pro-
grams, and offer their expertise in information technology to
major accounting and law firms. In a study titled “The Pouncing
Tiger,” economists at a major bank explain to the bank’s customers
how outsourcing to India is worthwhile for almost all industries,
despite high initial investments and additional telecommunica-
tions costs. “Savings of up 20 to 40 percent can be achieved
through wage arbitrage.”

The counterpart to the strengthening of Asian and Eastern
European companies is the waning of industry in the Western
world. A process that began with the disappearance of individual
departments, followed by entire factories, has now engulfed entire
branches of industry. America’s productive core is shrinking,
which has a trickle-down effect on the weaker fringes of society,
where retirees, children, the sick, and the unemployed depend on
support from those charged with producing wealth.

Wal-Mart has become a symbol of the meltdown in U.S. indus-
try. While company founder Sam Walton may have believed, until
his death in 1992, in the superiority of domestic products and the
American workforce, his successors introduced radical changes.
They curtailed the company’s important supply relationships with
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U.S. producers and began waving in container ships from Hong
Kong and Shanghai. Nowadays, 80 percent of Wal-Mart’s 5,000
suppliers are from China. If Wal-Mart were a country, it would
be ahead of Germany and Great Britain in China’s export rank-
ings. The jobs behind Wal-Mart’s products did not disappear; they
were simply shifted to new suppliers halfway around the world. 

One of them is the Shenzhen Baoan Fenda Industrial Com-
pany, which pays its workers less than $1 an hour and openly
threatens underperforming workers. A sign on the wall at one of
the company’s plants reads: “If you do not work hard today you
will be working harder tomorrow when you look for a new job.”

Wal-Mart is more radical than other businesses (and therefore
more successful), but it is not an isolated case. Economic pressure
has brought noticeable changes to many parts of the West. Liv-
erpool and Manchester, in England’s industrial northwest, as well
as the West Midlands region, are replete with scenes of decom-
missioned factories and warehouses. Germany now registers
unemployment rates upwards of 25 percent in its former indus-
trial strongholds along the Rhine and Ruhr rivers.

In Berlin, a former industrial center, more people today live off
of government assistance payments than their own wages. In Italy,
the textile industry, which still provides jobs to 17 percent of all
industrial employees in the country, is on its last legs. Unless EU
trade officials continue to negotiate import quotas with the Chi-
nese, not much will be left of the 543,000 textile jobs remaining
in Italy today. Fashion czar Ermenegildo Zegna and the country’s
left-leaning textile worker unions have already staged a number
of joint protests.

Deindustrialization has progressed further in the United States
than in Europe. The growth of imports has led to an unprece-
dented shrinking process in American industry more severe than
many phenomena seen in Europe. Factories first moved from the
north to the lower-cost south before production was finally sent
overseas. In many places, domestic value added was replaced by
foreign value added in the textile, iron, steel, furniture, electron-
ics, and computer industries. 
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Thirty-five percent of the American workforce worked in indus-
try in the 1950s. By the 1960s, that number had dropped to 32 per-
cent, and in the 1980s it slid below 20 percent. Today less than 15
percent of American workers are employed in industry, a 50 per-
cent decline within a single generation. And now the American
auto industry, once the beating heart of the U.S. economy, is fight-
ing for its survival. For several months in 2007, for the first time
ever, sales of imported cars in the United States had surpassed
those of U.S.-made cars. Detroit’s auto giants have reported losses
in market share and profit during the last few years.

Outsourcing isn’t the same thing as dismantling factories. If
that were the case, those affected by outsourcing could witness it
taking place. They would hear screwdrivers and chainsaws and see
crates being packed and loaded into containers. Indeed, ordinary,
run-of-the mill outsourcing of jobs is invisible and practically
inaudible. All it takes is a gray, green, or pink purchase order, the
sort of standard form most companies use every day. The only dif-
ference is that the shipping addresses change as companies redi-
rect their flows of materials.

Instead of ordering steering wheels, tail lights, and cable har-
nesses from internal divisions or domestic suppliers, U.S. compa-
nies now place their orders in Asia. A year later, brakes,
transmissions, and bumpers are added to the purchase order.
Eventually much of what goes into a car ends up being shipped to
Detroit from someplace else. To put it in simple terms, the out-
sourcing of jobs is reflected not in what is leaving our shores but
in what is being unloaded at our container ports.

The business executives have a tendency to cross their arms and
press their lips together at the mere mention of the word off-
shoring. Some see it as an accusation, others as an attempt to inter-
vene in their companies’ internal affairs. The new jobs overseas
will help them develop new markets, they say, partly to dispel
growing fears at home. Outsourcing represents nothing more
than an expansion of foreign revenues, which, as they claim, is in
the country’s general interest. How else, they ask, can we market
our products locally unless we have local workers?
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Developing new markets and growing revenues abroad are cer-
tainly desirable and necessary. They help secure jobs at home. And
yet these objectives fail to explain the phenomenon of large-scale
outsourcing of the production factors of labor and capital away
from Western countries.

By analyzing the balance sheets of a group of well-known
multinational companies—BASF, Electrolux, Fiat, General
Motors, IBM, Philips, Siemens, Sony, and Volkswagen—the
McKinsey consulting firm was able to demonstrate that a form of
job outsourcing is taking place that has nothing to do with devel-
oping new markets. The combined sales overseas of these con-
glomerates increased between 1990 and 2002, but only by a
moderate 8.5 percent. However, their assets abroad and their for-
eign workforces grew by 20 percent in the same period. These
numbers show that Western companies are trying to earn profits
from their new customers. This is something they readily admit,
but it’s only half of the truth. They would rather not discuss their
other, overriding goal: to profit from the new, low-wage com-
petitors of Western workers.

But capital isn’t in as much of a hurry to go offshore as many
would assume. At times, capital can even function as a deterrent
to outsourcing. From the standpoint of senior executives and
company boards, excess workers are the least of their problems.
It is often much easier for businesses to dispose of workers than
their aging buildings and the toxic chemicals polluting the soil and
groundwater beneath their factories. The costs of laying off work-
ers are less of a concern to businesses than one might assume,
because government and families end up shouldering these costs.
In essence, Western society’s system of values becomes a saving
grace for businesses, because it allows them to transfer the respon-
sibility for newly unemployed workers to society and the state. 

Existing factories present the real problem for these compa-
nies, because no one wants property to depreciate at a faster rate
than necessary. As a result, companies continue to operate their
assembly lines at full capacity, even when they are no longer
competitive. They are loath to demolish existing buildings and
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send equipment to the scrap heap, because this requires execu-
tive boards and market analysts to take action. Instead they
attempt to squeeze as much benefit as possible out of yesterday’s
investments, which have already been sunk into painting lines
and welding robots in their factories. They attempt to hold on
to their main plants and key employees for as long as possible,
the objective being to prevent total devaluation of domestic cap-
ital stock.

The countries that become home to the newly outsourced
industries also attempt to curb outsourcing, at least initially. Many
former developing nations are not yet in a position to handle the
entire automobile production cycle on their own. In China, for
example, companies that are building modern cars still import
about half of their parts from abroad. But the value-added chain
is gradually being completed as these countries build their own
production facilities and as Western suppliers outsource their pro-
duction. With each new link in the chain, China comes one step
closer to becoming a full-fledged automobile producer. Once
Asian producers start making car seats, steering wheels, and trans-
missions, not far behind are car bodies, electronic components,
and engines. Experts call this self-propelling process, which is
already underway, the “network effort.”

Another restraint on outsourcing production is the need to ship
goods around the world. Container ships and aircraft are not in
short supply, but shipping is costly, complex, and time consum-
ing. The textile industry, for example, continues to operate facto-
ries in the United States so that it can react quickly to fashion
trends. The carpet industry has an aversion to wall-to-wall car-
peting from the Far East, because some carpeting is so heavy that
it loses its shape during lengthy shipping. Some books are printed
in China but most magazines are not, because they would be out
of date by the time they had been shipped. 

New technologies are also changing the world of shipping.
Breakthroughs in railroad technology, aircraft construction, and
shipbuilding, as well as advances in the art of food preservation,
will provide new impetus to developments already underway. A
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gold-rush mentality has dominated container shipping for some
time, with the advent of giant container ships and automated load-
ing and unloading substantially bringing down costs. Indeed, the
cost of sea transport at the beginning of the twenty-first century
was less than 1 percent of what it was in 1830, close to two cen-
turies earlier. Meanwhile, shipbuilders and shipping companies are
steadily developing ways to reduce transit time even further.

Industrial Workers in Retirement

Asian and Eastern European economies are currently scoring their
biggest successes by performing the West’s basic industrial activ-
ities. This outermost layer of the productive core, where workers
produce little profit, sometimes even generating losses, is the most
accessible to these emerging economies. Work processes in this
sector of the economy require little training, education, or even
dexterity. This segment of the value-added chain is where the
most monotonous jobs are performed such as feeding material
into a textile machine, assembling plastic parts to make toys, and
operating semiautomated printing presses.

One of the reasons for the declining value of the West’s low-
wage workers to their employers was that they were producing lit-
tle in the way of profits. They were cheap, but not cheap enough.
With foreign workers willing to work for less than a dollar an
hour, American workers’ hourly wages of 6 or even 12 dollars per
hour are suddenly nothing short of astronomical. Companies are
completely uninterested in their workers’ religious faith, gender,
skin color, or age. Indeed, anyone who can promise lower costs
for the same service is more than welcome in their factories.

In the end, even the increased use of machinery to offset wage
differences has done ordinary blue-collar workers little good.
Most low-wage countries have already caught up with the West
and have also increased their capital investments, so much so that
there is now little difference between some of their sparkling new
industrial facilities and ours. Wages, despite the fact that they
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constitute an ever-shrinking share of production costs, ultimately
remain the deciding factor. 

Labor costs make up 23 percent of the retail price of a televi-
sion set made in the West; the cost of labor that goes into the pri-
marily Asian-made parts is low, but the assembling costs in the
West are much higher. If the television set is completely made in
China, labor costs make up only 4 percent of its retail price. It is
precisely this wage gap—all other production costs being nearly
equal—that will ultimately shut out ordinary American workers.
This is commonly downplayed as “production site competition.”
In reality, it is nothing but competition among workers vying
directly with one another on the global labor market. In this wage
competition among workers on different continents, which has
never existed in this form before, workers are in effect fighting
tooth and nail for the same jobs.

Capitalists have no choice but to take full advantage of this enor-
mous supply of low-wage workers. If they don’t, their competitors
will. Those who fail to grasp the importance of using wage com-
petition for their own gain, those who refuse to invest in produc-
tion locations marred by substandard working conditions, and
those who scoff at inexpensive imports are more than likely to go
out of business. It does no one any good, not least themselves, if
they refuse to take these steps. Clever businesspeople will take full
advantage of globalization before it starts to destroy their busi-
nesses. They are not driven by greed, but by necessity. 

The Customer Is King—With or 
Without the Welfare State? 

The welfare state is basically a cartel. The difference between it
and corporate cartels is that the welfare state benefits many, while
the cartel benefits only a few. The welfare state benefits all citi-
zens who qualify for government or company pensions, who take
advantage of government health-care programs, and who send
their children to public schools and universities. But even those
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who do not derive financial benefit from the welfare state enjoy
the protections it guarantees: the right to experience childhood,
the right to form labor unions, the right to race and gender equal-
ity, and the right to legal minimum wage. 

Put simply, the modern welfare state has made us all parts of
its cartel. We benefit from its protections and its financial perks.
We enjoy the luxury of having company bathrooms for both men
and women, as our labor laws require, we are only too willing to
take advantage of our federal holidays, and if our lives suddenly
fall apart we can always fall back on government assistance pro-
grams. We may think government assistance is poor in the United
States, but from the standpoint of a worker in China or India it is
nothing short of big government. 

If this protective cartel, which imposes social costs that make
the price of labor more expensive, competes with countries where
these protections and the corresponding monetary costs to soci-
ety are nonexistent, the cartel is suddenly no longer protective but
threatening. One of the reasons for the differences in labor costs
between the old and new members of the global labor market is
this very welfare state. Workers in the West enjoy its fruits while
it remains distant and unattainable to those in Asia and Eastern
Europe. Nevertheless, those who currently benefit from the wel-
fare state, in one way or another, now face the constant threat of
losing their livelihood. A system that only yesterday was seen as
one of civilization’s great achievements now seems like a millstone
around its neck.

The opponents of the welfare state welcome global labor infla-
tion with open arms, because it has proven to be the most effective
method of whittling down the welfare state. They no longer need
to promote or actively engage in its dismantling, because it appears
to be disintegrating entirely of its own accord. For them, the easi-
est approach is simply to ignore the welfare state, and one way of
achieving this is to order goods and services from Asian suppliers,
countries where the welfare state is close to nonexistent. Doing so
is practically a vote against the many benefits and achievements of
the welfare state and, of course, in favor of lower wages. 
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In free markets with free consumers, the friends of the welfare
state are in fact the greatest threat to its very existence. Most of
us who walk into a supermarket or a department store are unwill-
ing to pay what we might call a social surcharge. Normal shop-
pers at Target, Wal-Mart, or even a car dealership are in fact avid
fans of globalization. They compare prices and performance, but
they couldn’t care less about nationalities or social welfare sys-
tems. Everyone wants a good deal, but no one wants to pay a
markup—for anything—nor does anyone want to hear about the
unsavory way of doing business elsewhere in the world that makes
the good deal possible in the first place. Consumers looking to
buy a new sound system will compare the performance and fea-
tures of different systems, but not the wages of the workers who
produced them. Those consumers may consider themselves to be
idealistic, but they are in fact card-carrying materialists who only
occasionally are overcome by moral qualms. They even feign sur-
prise at the seemingly phenomenal bargains to be had—the large,
handmade rugs for ridiculously low prices and the computers and
mobile phones available at bargain basement prices.

With each purchase of a product from the Far East, consumers
are driving yet another nail into the coffin of their domestic social
welfare state. They compare products on price and performance
while ignoring the true costs to their domestic economy. Today’s
globalization wouldn’t stand a chance without the active partici-
pation of consumers in every Western country. Western con-
sumers are, in a sense, the unwitting allies of the emerging nations
in the war for wealth. We call ourselves smart shoppers, but our
purchase decisions are in fact not nearly as clever as we believe
them to be.

Unless someone stops us, we will destroy our domestic indus-
tries with our cool-headed purchase decisions. Practically every-
thing on store shelves nowadays is available in a form that lacks
the welfare state rate.

We can choose to buy a car from General Motors, in which case
the sticker price includes $1,600 in social costs, as the CEO of
General Motors mentioned in a recent speech to his employees.
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But it would be cheaper to pay a visit to the local Kia dealer. The
price of a Kia will not include a comparable markup, because
South Korean workers aren’t guaranteed the same benefits as their
counterparts in Detroit. We can feel good about buying a
Whirlpool washing machine, because it reflects American values
and has the American social cost—higher wages and trade
unions—built in. But standing right next to it is a row of washing
machines made in Taiwan, China, or Poland—low wages, no legal
cap on weekly working hours, and few if any environmental
restrictions—that are pretty much washing machines and nothing
else. There is no built-in welfare state in a Chinese-made house-
hold appliance.

Today, 75 percent of the world’s population still lacks any form
of unemployment insurance—clearly a disadvantage to workers,
but a boon to the products they make and to the companies that
employee them. The workers shoulder the risks of illness, poverty,
and old age, but the products they make do not. The opposite is
true in the West.

Workers have no representation in the Far East. Instead, they
work under the watchful eyes of factory foremen who, in the best
case, will choose leniency over the rule of law. The law is not the
worker’s friend in the factories of low-wage countries. Workers
are permitted to work, but they are barred from demonstrating.
Their wages are set, not negotiated. The family, not the company,
provides their social safety net. The practice of “reeducation” in
China’s roughly 300 labor camps also helps bring down prices.
According to the Hong Kong–based organization China Labour
Bulletin, about 300,000 forced laborers help boost China’s
exports. By bringing down labor costs even further (to zero, in
this case), the practice makes Chinese products even more com-
petitive on the global market.

We should think twice before we condemn company executives
and consumers. It would be foolish to blame them for seeking to
maximize their own benefit. The political decision to allow the
countries of Asia and Eastern Europe access to the global labor mar-
ket was reached in both camps, theirs and ours. They wanted to
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become part of the Western production network and stake out their
piece of the pie. We encouraged and supported them, sometimes
even egging them on. There is no wrong or right in this situation.
It is, however, important to recognize that the global labor market,
at least the way it has been structured until now, has created sover-
eign territories accessible to labor worldwide. Demand for labor
changes from one country to the next. Capitalists, of course, prefer
countries that can offer them the lowest possible wages and do not
impose the pesky burden of additional social costs. 

Those who have believed that a market economy with a human
face and compassionate capitalism represents a final stage in our
history are now recognizing their colossal error. With the help of
a global labor and financial market, capitalism has regained its for-
mer brutality while many of the constituents of the welfare state
have been weakened. The market has picked up speed and, appar-
ently, a certain sense of inevitability. Meanwhile, yesterday’s social
achievements have faded. Capitalism, which undoubtedly will
have generated more wealth worldwide by the end of this process,
is returning to its roots, at least for now.

Who’s Next?

Who, in fact, decides which jobs stay and which ones go? Who is
allowed to swim with the sharks and who will perish with the sar-
dines? Why is it that some workers can be out of a job from one
day to the next, while others will always be in demand? To put it
in concrete terms: why can a barber in Los Angeles charge for-
mer U.S. presidential hopeful John Edwards $400 for a haircut,
why does it take months to get a good carpenter, and why do
plumbers behave as if they were doing their customers a favor by
merely showing up, if such an unprecedented shrinking process is
underway in industry?

The barber is in a good position, because his job is not con-
nected to the global economy. His counterpart in Bombay gets
only a fraction of what Los Angeles’s celebrity hairdressers charge
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for the same service. But someone like John Edwards would rather
pay the high cost of stepping into a salon in Los Angeles than
travel to Bombay. Hairdressers are incredibly fortunate. Global-
ization has left their profession virtually untouched. They hover
on the sidelines, scissors in hand, watching momentous events
unfold, listening to their customers gossip about outsourcing,
secure in the knowledge that it will never affect them.

The same applies to many other professions, which is why they
will neither die out nor be outsourced. Electricians are hardly likely
to travel far. Few people would make an appointment with a doc-
tor or dentist if a day’s travel were involved. There is a lot that can
be done on the Internet: processing software, canvassing for new
customers, placing orders, holding conferences, and disseminating
the news. But so far no one has figured out a way to install plumb-
ing in this virtual world, or apply makeup, water plants, build
houses, and haul away trash. For this reason, the future will not be
significantly different from the past in many professions. The
members of these professions may have the world of globalized
labor at their doorsteps, but they are not an active part of it. Their
world is flat, and it will continue to be so in the future.

And then there is everyone else, who can be divided into two
classes. First we have the lucky dogs of globalization, the finan-
cial experts, the aircraft designers, and the novelists. The fruits of
their labor are unique, because they are experts in a world of
novices. They design airplanes, a skill of the very few. They have
a nose for the right investment, at the right time and in the right
country. They write novels that are so insightful, wild, or funny
that their readers are constantly begging for more. This new,
expanded world needs even more aircraft. Financial experts are
experiencing a boom in their profession. Novelists can look for-
ward to a whole new class of people having unfettered access to
their works, and they can hope that at least some of those people
will blossom into avid readers. For all three, the expanded global
market may not spell guaranteed success, but it certainly improves
their prospects. They hold two lots in their hands while others
have only one. 
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And then there are the unlucky souls who may find themselves
shut out of the global lottery in the future. Their jobs are sud-
denly part of a global competition, which makes them part of the
global workforce. Toys can be produced anywhere, as can clothes
and shoes, television sets, and washing machines. Even comput-
ers, automobiles, and drugs are ultimately so devoid of produc-
tion-based specialization that anyone with the right set of plans
can quickly set about producing them.

The one thing almost all consumer goods have in common is
that it doesn’t matter where they are made, be it in the Midwest,
on the shores of Lake Michigan; in the Yangtze delta near Shang-
hai; or in Györ, a picturesque little Hungarian town on the banks
of the Danube River. All it takes is for governments to patch
together a halfway reliable legal structure that enables capitalists
to take their profits home. Roads, seaports, and airports are
needed so that products can be shipped around the world. Peo-
ple, of course, are necessary, and they must satisfy only three cri-
teria to be hired. First, they must have the will to work, the
hungrier the better. Second, they must be capable of performing
the task at hand, which requires a minimum set of skills. Finally,
they must be willing to do so at the best price possible. If their
drive and ability do not compare favorably against those of work-
ers elsewhere, they automatically give up the right to demand
higher wages.

As soon as a product concept begins to show its age—the ordi-
nary washing machine, the conventional TV, the traditional
Christmas tree lights—price, which includes the cost of labor,
becomes the overriding factor. Just as entrepreneurs seek to buy
their steel, oil, screws, and rivets for the best possible price on the
world market, and are not willing to pay a cent more, they also
scour the global labor market for the best possible cost of labor.
Workers who are part of the global economy are subject to dif-
ferent conditions than electricians, hairdressers, and aircraft
designers. No union representatives have negotiated or even
signed off on their wage scales. The price of a global worker estab-
lishes itself globally based on the archaic rules of supply and
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demand, which does not bode well for the worker in times of such
greatly expanding supply.

Hardly anyone follows developments on the global labor mar-
ket as attentively as McKinsey. The company has developed a
computer program that, within seconds, can show clients where
any type of production facility can be developed most cost effec-
tively. The software is constantly updated with information criti-
cal to investors: How high are wages elsewhere? What are the
qualifications of workers in a given location? Are there suppliers
nearby? How big is the market in the vicinity of a potential new
factory? What will happen in 10 years? Is the workforce expected
to grow or shrink in the anticipated target region?

The program includes simulations that allow users to walk
along a virtual production chain anywhere in the world. It reveals
that Mexico is probably the most opportune place to produce cast-
iron auto parts, and that India might be the ideal place to make
plastic struts. The computer becomes a radar screen of globaliza-
tion, enabling users to pinpoint where they can find the optimal
combination of capital and labor at any given time. Once that
combination of relevant factors has been found, lights begin flash-
ing on the computer screen. The lights rarely flash in America or
Europe anymore. The program routinely scores rave reviews
among corporate executives. A McKinsey analyst explains why:
“We help companies emigrate their problems.”

The Great Knowledge Transfer

Experts once said that only the lowest-paying, unskilled, routine
jobs would leave our shores, a loss that no one would really mind.
These jobs, they insisted, were mind-numbing and dull, and not
particularly profitable. They were convinced that the future lay in
skilled work in the modern service professions, and that the old
manufacturing jobs were hardly worth the trouble.

After all, they argued, every participant in economic life pos-
sesses advantages, which he or she uses in a way that benefits soci-
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ety as a whole. One is a skilled fisherman because he lives by the
sea. Another has mastered the art of textile processing, because
she lives in a cotton-growing region. A third knows the ins and
outs of trading in spices and carpets, because he lives in a coun-
try that has long been at the intersection of ancient trading
routes. According to this way of thinking, if each person makes
full use of her or his skills and advantages, this will result in a
division of labor in which everyone does what she or he does best.
The fisher will catch fish, the weaver will weave cloth, and the
merchant will trade.

Because the emerging nations can produce at the lowest cost,
the theory goes, it would be logical for them to handle the West’s
primitive manufacturing jobs. They could make themselves most
useful by performing the menial, unskilled work of Western cor-
porations. The extended workbench (from the West’s perspective)
would provide them with urgently needed work, while the West
would finally have the chance to attend to what was truly impor-
tant: research, marketing, and sales. In other words, the Chinese
could go ahead and produce toys, the Bangladeshis could keep on
sewing together cotton dresses, and the Indians could make jew-
elry, freeing up the United States to devote all of its attention and
resources to the higher-level stages of production: pharmaceuti-
cals, investment banking, and aerospace. Thanks to new factories,
the agrarian states of the South would become industrialized, mak-
ing them consumers of the higher-quality products from America. 

The countries of the West, after having shed the ballast of the
industrial age, could finally make the leap to becoming true high-
tech societies. This way both sides— the West and the emerging
economies—would climb the ladder of human history in an
orderly, sequential fashion.

There is only one problem with this line of reasoning. The
emerging nations aren’t in the least bit interested in the West’s
idea of the division of labor. They would rather jostle their way
up the ladder. The Chinese, Indians, Malaysians, Taiwanese,
South Koreans, and large numbers of Eastern Europeans set their
own pace. The step from an agrarian to an industrialized state is
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too small for them, and so they push to speed up the process.
“Reality no longer conforms to the theory,” a disappointed Inter-
national Labor Organization concluded in its annual report.
When analysts at the U.N. agency reviewed Asian statistics, they
noticed one thing in particular: “Many workers are moving
directly from agriculture to the service sector.” 

The new market economies want to avoid, at all costs, becom-
ing stuck in the low-productivity zone. Their upward trajectory
started in low-wage production, but that was only the beginning.
Today, the world’s emerging economies are attacking the core of
the Western productive society, training academics in large num-
bers so that they can perform the same, modern tasks that have
been performed in New York, London, Paris, and Berlin for
decades, tasks once considered reserved for the West. They
develop software, design cars, manage the accounting systems for
major corporations, and, of course, develop and sell anything with
a promising future: telephones, computers, and all manner of
drugs and remedies.

Until 2004, the United States was the world’s largest exporter
of information technology (IT) products. This distinction has
since gone to the Chinese. They now export high-tech products
worth a total of $180 billion, compared with the United States,
which now exports $150 billion worth of the global economy’s
premium products. The U.S. share of global IT exports has
declined by half in the last 15 years. To attain its leading position
worldwide, China has quadrupled its share since 2000 alone. 

Automobile production follows the same trend. This year
China is expected to overtake Germany, traditionally a key car-
producing country. Experts predict that it could take less than 15
years for China to unseat the United States as the world’s largest
automobile-producing country.

The triumphal procession on the product markets will also
leave its mark on the white-collar labor market. Not all the jobs
of managers, designers, marketing strategists, financial experts,
and design engineers are being outsourced, but more will be than
many believe today. Employment growth, in particular, is taking
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place elsewhere. This represents the beginning of an attack on the
core competencies of the West.

The political will of the Asians and the new technology of our
day—satellites, broadband cable, video transmission, and Internet
communication—will have a disastrous impact on millions of peo-
ple who today have only the slightest idea of what they are in for.
If everything remains as it is, nothing will be as it was. Alan
Blinder, a professor of economics at Princeton University and for-
mer vice chairman of the U.S. Federal Reserve, predicts that the
next great wave of offshoring will affect up to 40 million Ameri-
can white-collar workers.

It came as a shock to many economists when, in the spring of
2007, Blinder, a dedicated free trader and world-renowned expert,
issued a public warning against the consequences of today’s free
trade: 

American workers will still face a troublesome transition as tens of
millions of old jobs are replaced by new ones. There will also be
great political strains on the open trading system as millions of
white-collar workers who thought their jobs were immune to for-
eign competition suddenly find that the game has changed—and
not to their liking.

In a moving appeal to his fellow economists, Blinder asked
them to rethink free trade in its present form. In an article in the
Washington Post, published on May 6, 2007, he solicited their
understanding or at least encouraged them to devote more
thought to the issue:

When I say this, many of my fellow free-traders react with a mix-
ture of disbelief, pity and hostility. Blinder, have you lost your
mind? (Answer: I think not.) Have you forgotten about the basic
economic gains from international trade? (Answer: No.) Are you
advocating some form of protectionism? (Answer: No !) Aren’t you
giving aid and comfort to the enemies of free trade? (Answer: No,
I’m trying to save free trade from itself.)
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We should not blame the Asians for their intentions. But we
should certainly see through them. Indian and Chinese leaders
know all too well that being the world’s factory is ultimately
unappealing. Only those who make their money with techno-
logical miracle devices, the devices we reverently refer to as high
tech, can lay claim to having reached world class. But those who
continue to sew the Americans’ athletic shoes based on the Amer-
icans’ patterns will always remain their servants, and those who
do little more than assemble products based on someone else’s
designs will never be able to call themselves global powers. Not
a single country in the world wants to end up as someone else’s
colony, even if the colonial master proves to be as generous as
Bill Gates.

All the Indians and the Chinese have to do is look back at their
own unpleasant histories to know what it means to be dependent.
This time they want to work for themselves and live by their own
rules. The gargantuan amount of effort we see being exerted in
the Far East is to boost their efficiency, not ours.

China and India are not the only ones with burning ambitions.
Many countries that until recently were considered to be parts of
the third world are now forging ahead into the world of high
finance and cutting-edge research. A race to recruit the best
minds, including those of the West, is underway in Asia, where
billions of dollars are being spent to entice researchers and com-
panies to relocate from one country to another. Last year Dutch
electronics giant Philips moved its Asian headquarters and a large
share of its research facilities from Singapore to Hong Kong’s
newly opened Science Park. 

This is surprising, because Singapore has probably the most dar-
ing vision to offer businesses. The city-state is on track to become
the world’s leading center for the biomedical sciences. Under its
current five-year plan, Singapore has doubled government fund-
ing for research compared with the previous five-year plan. Phar-
maceutical giants Pfizer and Glaxo SmithKline have already set up
shop there, and the Scottish creator of Dolly, the world’s first
cloned sheep, has also found a new home in Singapore.
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Exports of high-tech products have been growing for years in
practically every Asian country. Malaysia was an agricultural coun-
try in the 1970s. Nowadays one-half of its exports are electronic
products. Thailand, until recently the region’s biggest food sup-
plier, has shifted much of its export economy to the production of
machine parts and other industrial products. Even the Philippines
is now a major world supplier of a wide range of electronic prod-
ucts, which already make up two-thirds of the country’s exports.

Though lagging somewhat behind countries like Singapore and
Malaysia, China and India have also begun developing this inner-
most zone of the productive core. McKinsey’s software program
now shows scores of red lights flashing on the territory of these
two Asian giants, because they represent the greatest concentra-
tion of energy. They offer the strategic jobs that are critical to the
continued development of their economies. 

China and India are now home to product developers and sci-
entists conducting basic research, the men and women who, with
their improvements, innovations, and groundbreaking inven-
tions, are steadily conquering tomorrow’s markets. This is where
genetic material was decoded, the first cloning experiments were
conducted, stem cell therapy was fine-tuned, and solar technol-
ogy was invented. It is within this innermost layer of the pro-
ductive core that the future of every society is decided: whether
it will lead or follow, produce originals or copies, and whether it
will be able to maintain or enhance its position in the global race
for wealth and power.

As the countries of the Far East develop their knowledge-based
economies, the amount of money they are investing in the future
attests to the scope of their ambition. China’s research spending is
already close to one-third of the amount spent on research in the
United States and almost half of European spending. Government
and private research expenditures have been growing by up to 20
percent for years, at almost twice the rate of overall economic out-
put, in some cases. This is a rate never before seen in history.

The Chinese go about their work with great resolve and
impressive astuteness. In addition to their financial expenditures,
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they have introduced a new form of currency into international
economic relations to help accelerate their ascent: knowledge or,
more specifically, the knowledge of the West. The Chinese are
interested in all sorts of blueprints. In return for being allowed to
build factories in China and gain access to Chinese markets, West-
ern companies are required to relinquish their secrets, large and
small. How do you build microchips with extreme memory? What
are the secrets of stainless steel production? What makes a mag-
netic levitation train levitate? Chinese and Indian politicians have
realized that thoroughly training their skilled workers is more
important than turning a quick and easy profit.

They now understand that only by developing this vital infra-
structure within the core of their economy can they acquire the
energy they need to leap forward in the direction of modernity.
Only when the core of its economy is red hot, when it has man-
aged to attract inventors and creative spirits, and when the pio-
neers of a new age produce groundbreaking thought and research
can a nation advance into the inner circle of global powers.

Knowledge used to be handed down from one generation to
the next. Nowadays knowledge is being transferred from one part
of the world to another. Never before in history has there been
such a massive transfer of knowledge—without war or conquest—
from one social group to another.

Western companies are doing their best to help the Asians
develop, but their assistance is by no means voluntary. Business
executives are loath to discuss the humiliating conditions they
must sometimes satisfy to get ahead in foreign countries. In some
cases, they must reveal knowledge they have accumulated over
decades as a precondition for market entry. Within weeks, West-
ern companies sometimes lose the know-how they have acquired
through years of research, research that makes them capable of
designing and building modern steel mills, magnetic levitation
trains, and automobile engines. This price of access to Far East-
ern joint venture companies is not shown on any balance sheet.

Many businesspeople, in their constant quest to grow their cap-
ital, are guilty of ignoring the big picture in which they do business.
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They are convinced that money is there for the taking in the Far
East, on the streets or at least in factory buildings. In return, they
are willing to pay the entry fee demanded of them, even if payment
comes in the form of handing over this valuable knowledge. 

The Indians and the Chinese were astute enough to force the
West to help them develop their own research facilities as a con-
dition for outsourcing production. General Electric currently
operates the world’s largest research institute outside the United
States—in Bangalore, India. Within three years of its establish-
ment, the Bangalore facility had already generated 95 patent
applications. Many of the biggest players among Western corpo-
rations have set up shop in India, including chipmaker Intel, Ger-
man electronics giant Siemens, U.S. aircraft manufacturer Boeing,
oil multinational ExxonMobil, and Anglo-Dutch consumer prod-
ucts maker Unilever. All of these companies are passing on their
knowledge in order to acquire new knowledge. U.S. corporations’
Indian research facilities produce more than 1,000 new patent
applications a year, a number that attests to the fact that a pro-
ductive core is growing in India that, once sufficiently powerful,
will also be capable of turning against its sponsors.

And then there is the illegal form of knowledge transfer, which
the West has been particularly reluctant to combat. The modus
operandi of many young Chinese engineers is simple: better try
than buy. China today is the world’s epicenter of product piracy. A
company in Shenzhen was recently caught making exact duplicates
of network technology by Cisco Systems, a California-based com-
pany that designs and sells networking and communications tech-
nology and services. A company in Inner Mongolia produces a
knockoff of Procter & Gamble’s top-selling Head & Shoulders
shampoo. Not content with printing black-market copies of British
author J. K. Rowling’s Harry Potter series, the Chinese have come
up with their own version of the fictional character—except that
the Chinese Harry Potter has nothing more in common with the
original than his name and a number of key personality traits.

This illegal knowledge transfer is incredibly damaging to the
West. According to the United States Patent and Trademark
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Office, Western automobile manufacturers could employ an addi-
tional 210,000 people if China would stop making illegal copies
of auto parts. Eighty percent of the motorcycles sold in China are
imitations, say officials at Japanese motorcycle manufacturer
Yamaha. About 90 percent of music CDs sold in China are
believed to be pirated versions.

The structure of many intellectual property laws actually pro-
motes piracy. For example, it can take up to two years from the
time a patent application is filed before the corresponding patent
is granted. Chinese companies know how to use this time to their
advantage, and even those who continue to copy or imitate after
a patent has been granted are unlikely to face any serious conse-
quences. Chinese officials do conduct raids occasionally, but at
irregular intervals and mainly to appease Western companies. In
the worst of cases, the offending Chinese company faces the threat
of confiscation of its goods. Because the government has not
imposed any production bans or significant fines in recent years,
a certain sense of shamelessness has developed, so much so that
denouncing such activities is seen as impolite in China. 

The practice is so widespread that entire steel mills or individ-
ual production lines are copies, sometimes even within view of the
joint-venture companies that provided the knowledge in the first
place. Even such high-profile projects as the construction of a
maglev railway in Shanghai are not immune. The Chinese part-
ners of Siemens and ThyssenKrupp—the inventors and license
holders of magnetic levitation technology through their joint ven-
ture company, Transrapid—had long urged these companies to
disclose the details of the system’s control and propulsion tech-
nology. When the executives refused, the Chinese apparently
opted for a less-than-savory way of gaining access to the technol-
ogy they wanted.

On a Friday night, Chinese engineers broke into the Trans-
rapid’s maintenance station to measure parts used in its propul-
sion system. Their activity was recorded by a security camera,
which led to a discussion with Wu Xiangming, the head of the
Shanghai Transrapid project. But Wu reacted coolly, refusing to
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admit that the nocturnal break-in had been a mistake. Instead, he
told his joint-venture partners, the purpose of the nocturnal
escapade was to promote research and development.

The Chinese are essentially fueling the innermost core of their
economy with energy generated elsewhere. They buy time by
acquiring Western companies and, more importantly, they steal
time by demanding free use of the concepts others have devel-
oped. “A problem of this magnitude can only exist as a result of
the direct or indirect participation of the state,” says Daniel Chow,
a professor at the University of Ohio and one of the United States’
leading legal experts on intellectual property. China’s accession to
the World Trade Organization and the corresponding obligation
to comply with the rules of free trade have done little to change
the country’s practices. 

According to a study by consulting firm Booz Allen Hamilton,
countries like China now are able to use the knowledge they have
acquired, legally and illegally, to stage “successful attacks.” Philipp
Vorndran, senior investment strategist at Credit Suisse First
Boston, says, “The Western industrialized nations have trans-
ferred much of their know-how to China, thereby fulfilling their
purpose. They won’t be needed much longer. An attack from
China is only a matter of time.”

The Next Einstein Will Be Indian

In the Far East, Western knowledge is encountering the largest
generation of students that has ever existed on earth. This year
alone, three million people will attain university degrees in India
and four million in China. Asian countries have noticeably
increased the numbers of students graduating from their univer-
sities since the early 1990s. Even if we ignore Japan’s traditionally
knowledge-oriented society, almost four times as many people
graduated from universities in the Far East than in Europe in
2005. China practically mass-produces engineers, with 10 times
as many newly minted engineers entering the market each year as
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in Germany. It spends an enormous amount of money educating
its workers, a commitment that is all the more impressive for a
country that until recently was part of the third world. China has
the world’s third-largest national budget, next to the United States
and Japan, for research and development.

China’s political drive to overtake the United States is unmis-
takable. The official goal of the current state and party leadership
is to achieve a harmonious society. In truth, however, the coun-
try’s leaders, communists in name but nationalists in practice,
would rather cut back on social spending than research. The Chi-
nese want to be the best, not the cheapest. They want to lead, not
to follow. All of this has roots in the country’s history. Tsinghua
University in Beijing, one of China’s top educational institutions,
is directly adjacent to the imperial summer palace, a building once
destroyed by the British and the French. It was here that colonial
masters began a long process of humiliation and repression, and
it is from here that China’s economic resurgence is being
launched. The harmonious society is little more than a placebo
for the impatient within the country.

Many U.S. universities have begun to resemble branches of the
Chinese and Indian knowledge industry. One-fourth of all U.S.
doctoral diplomas in science and engineering are handed out to
Chinese students. Close to half of these graduates return home to
China to devote themselves to the development of new knowl-
edge centers for biotechnology, genetic engineering, and nan-
otechnology. Jeffrey Garten, the former dean of the Yale School
of Management in New Haven, Connecticut, is impressed by this
development of knowledge, which he says he has never witnessed
happening at such a fast pace anywhere in the world. Garten pre-
dicts China’s emergence as a “technological super-state.”

But even the Chinese are no match for the one million Indians
living in the United States, who are hungry for any form of train-
ing and education because they have figured out that knowledge
promises prosperity. Nowadays, the path to power and wealth leads
directly through the lecture halls of universities. Three-quarters
of working-age Indians in the United States have a bachelor’s
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degree or higher. Thirty-eight percent have a master’s degree or a
doctorate. The close relationships Indians living in the United
States maintain with families and businesses back in India result in
an ongoing transfer of knowledge. Indians who have lived and
worked abroad manage 95 percent of international companies in
Bangalore, for example. India already boasts more than 700,000
IT specialists, which is twice as many as Germany, still considered
a major exporting nation.

The Indian specialists are just as well trained as their Western
counterparts but earn only a fraction of Western pay. A highly
qualified professional in Asia, who comes complete with the uni-
versity degrees considered a standard requirement today, earns
less than a cleaning person in Chicago.

Politicians seek to downplay the enormous number of Asian aca-
demics by pointing out that these countries also boast very large
populations. This is merely an attempt to shed a positive—but ulti-
mately misleading—light on America’s academic track record. But
such references are irrelevant in economic terms. As it happens,
the Asians possess the advantage of strength in numbers, which no
amount of statistical qualification can diminish. Their success
depends on the notion that whoever is able to make the most
attempts stands a greater chance of taking home the grand prize.
The next Einstein will more than likely come from China or India.

We can call the power of numbers the Asians’ greatest boon,
qualify their large populations as an unfair advantage, and insist
that comparing the two systems is like comparing apples and
oranges. We can also point out that the average age of Asia’s mil-
lions is significantly lower than that of the residents of our lati-
tudes. But there is one mistake we must not make, and that is to
underestimate the enormous power of big numbers. While cer-
tainly no guarantee of success, a large, well-educated population
does guarantee significantly better chances of success. Members of
skilled professions that can be pursued anywhere in the world are
already realizing that their jobs are not as safe as they once
believed. Globalization is unbiased, in a manner of speaking,
because it also devalues some at the center of Western economies.
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A doctor who analyzes an X ray can just as well be located in
Bangladesh, but a nurse cannot. Software developers will soon be
at home anywhere in the world, while salespeople will remain local.

Western governments acknowledge the enormous efforts
underway in emerging nations. They may admire or fear these
upstart economies, but their response to the threat they pose is
inadequate. Since the Chinese and Indians made their debut on
the international knowledge markets, no Western country has sig-
nificantly increased research and education spending. In fact,
many are doing the opposite, seeking to cut costs and maximize
shareholder value. Businesses may be busy saving money, but they
do so at the expense of their own futures. 

Microsoft founder Bill Gates points out that there is a “crisis in
the American education system” and spends millions to fund
schools and training seminars, hoping to counteract the problem.
Gates senses—perhaps more acutely than others—that the West is
on the verge of falling behind technologically. “I’m surprised by the
forces that are being released in China,” Gates said at the World
Economic Forum in Davos, Switzerland, adding that the United
States’ technological leadership position is by no means secure
indefinitely. He told his audience that he had recently been intro-
duced to the 10 most-talented Microsoft employees. “Only one of
them had an American name. The rest were Asians,” he said.

Quiet Departures: Capitalism without Capital? 

Capital is restless and capricious. At first, when it was interested
in steel and coal, blast furnaces and coal mines were developed.
Soon it turned its attention to the electronics and textile indus-
tries, before moving on to entertainment electronics and com-
puters. From there, it devoted itself to companies in the service
industry, and then developed a liking for the advertising industry,
law, and tourism. This culminated in the development of an inde-
pendent financial industry, which was soon more powerful than
the conglomerates of the early industrial age.
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A strong, energetic migration of capital from one economic
sector to the next is dubbed “structural change.” Old jobs die so
that new ones can be created. From its very beginnings, the his-
tory of capitalism is a great tale of the development and demise of
economic sectors, while capital always migrates from one eco-
nomic sector to another. If this were not the case, steam engines
would still be in use today and large numbers of workers would
come home from work covered in coal dust.

While the fickle and constantly wandering nature of capital is
nothing new, the tremendous expansion in its range of action is.
Modern capitalists hold a map of the world in their hands. Their
interest extends to billions of people in countless countries on all
continents. The cycle of development and demise continues, but
it is no longer a foregone conclusion that it must take place exclu-
sively in the Western hemisphere. Structural change is underway
once again, but this time it eclipses anything that has preceded it
in human history.

We should not envision capital’s wandering nature as an abrupt
coming and going. Capital, once invested, is no longer as mobile as
its representatives would have the public believe. They love to carry
on and threaten us with outsourcing, but their threats are often lit-
tle more than posturing. Capital changed its constitution from liq-
uid (money) to solid (factories) long ago, a process that takes
enormous effort to reverse. This explains why capitalists rarely
choose to dismantle machinery, pack it up, and move it elsewhere.
Severing the roots laid down by invested capital is no easy task.

Young capital, on the other hand, is mobile. This is why the
statistics for new investment are a more precise indicator of the
future prosperity of a nation. Each new investment is a declara-
tion of love for the future. Only those who expect great things of
the future—new customers and additional profits, for instance—
are willing to invest in it. Thus, by taking a look at new invest-
ment, we gain a better understanding of the factors leading to
Europe’s decline. For the first time since the Industrial Revolu-
tion, there is no new passion to take the place of waning interest
in old industries. The migration of capital from one sector to the
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next—structural change—has become a rare phenomenon in
Western Europe, partly evident in the fact that no significant new
businesses have been added in at least 20 years. 

Corporations are merging, concentrating, and slimming down
wherever they can. But the act of building business from scratch
has become a rarity, and only in exceptional cases do new compa-
nies attain the size of their aging counterparts. The top 100 cor-
porations in France, Great Britain, and Germany are almost all
well-known household names. Occasionally, when a successful
merger has taken place, the name on the door and the composi-
tion of executive boards are changed, allowing the media to con-
vey the impression that what we are witnessing is evidence of
change and revitalization.

A look at the instrument panel of European economies con-
firms the first, still fleeting impression of a noticeable drop in pres-
sure in recent years. No new energy has been fed into the system.
The net rate of investment, that is, the ratio of new acquisitions
to total economic strength, has declined by half since 1970. This
is the first time since World War II that there has been so little
investment in new businesses. No one is willing to take the
plunge, nor is anyone deriving any benefit from new business ven-
tures. Europe’s once-impressive economic history appears to have
arrived at one of its final chapters.

One problem is the continent’s shrinking population, which,
unlike the U.S. population, is not being boosted by immigration.
Germany alone, Europe’s largest economy, will lose about 10 mil-
lion of its 82 million inhabitants in the next four decades. This
disappearance of people will also bring with it a loss of capital.

A capital base that is shrinking in relative terms cannot serve as
the basis for growth and renewal. Other nations and continents
where the capital base is growing in relative terms are quickly
catching up. Well-trained people and the investment capital nec-
essary to put them to work are the propellant needed for eco-
nomic revival. The street sweeper needs a broom, the fisherman
a rod, and the bartender a tap and bar, but automobile and aircraft
designers and members of the biomedical professions are of a dif-
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ferent caliber. They need large amounts of capital to be able to be
productive in the first place. Without this capital, the knowledge
stored in their brains simply goes to waste. Without a laboratory
and a computer network, members of the biomedical professions
are even less valuable on the labor market than bartenders,
because they lack the experience to tap beer and mix drinks.

There is a significant difference between the United States and
Old Europe when it comes to the balance of investment. Indus-
trial production may be steadily departing from Europe’s shores,
but capital has already said its goodbyes. Structural change
remains intact, but investors have moved on to American software
developers and the giants of the financial and pharmaceutical
industries. Within the last decade alone, the United States has
seen a number of new companies—eBay, Lucent Technologies,
Biogen, Google, Yahoo!, and Apple—emerge and quickly develop
into major players. They have managed to dominate the markets
just as pioneering American industries like Standard Oil and Ford
led by industrialists John D. Rockefeller and Henry Ford once
did. The rate of investment in America has increased rather than
decreased. Investors mistrust Europe, despite its considerable
efforts to attract investment. Conversely, investors love America,
despite its problems. The United States is still the world leader
when it comes to attracting major investment. 

But the new thing is, Southeast Asia is quickly catching up. The
new players are surprising the world with their ability to attract
foreign direct investment, which began at a strong pace and is only
getting stronger. Taken as a whole, Asia’s growth markets have
already surpassed the United States, with China, Hong Kong, and
Singapore attracting the largest volume of foreign direct invest-
ment among Asian countries. 

“Go Out!” The Asians Are Buying Time

To speed up their ascent, the Chinese, Indians, Koreans, and
Malaysians are penetrating into the inner cores of Western
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economies. They do so by acquiring Western companies outright,
or at least investing in them, and then injecting the capital they
have earned in their export trade with Europe and the United
States back into the economies of the West. They deploy their
own managers to examine the effects of their capital injection. Bei-
jing’s edict to China’s corporate executives is called “Zou chuqu!”
which translates as “Go out!”

The flow of investment from all Asian countries to the West
has grown almost tenfold in the past 15 years. In 2005, Asian
investment in the West reached $64 billion and increased to $103
billion in 2006. At the time of this writing, data for 2007 were
unavailable.

The government in Beijing, which until now has invested
China’s trade surpluses primarily in U.S. government bonds, is
now becoming a major investor in its own right. Using Dubai
International Capital LLC and Temasek Holdings, a Singapore
investment company, as its models, the National Council of the
People’s Republic recently established its own investment com-
pany. The new company will use the central bank’s treasure chest,
which, with its more than $1 trillion, has the largest currency
reserves in human history, to finance a politically motivated dou-
ble strategy: On the one hand, the Chinese plan to buy up foreign
companies, focusing on high-tech and natural resources. On the
other hand, the state, by acquiring shares in domestic companies,
aims to protect them from the same fate.

The Chinese central bank, the People’s Bank of China (PBOC),
is already the world’s most influential and, in good years, the most
profitable bank of our time. The difference between the interest
rates paid on U.S. government bonds and the significantly lower
rates the PBOC offers China’s own commercial banks from its
reserves amounted to nearly $30 billion in 2006. By comparison,
Citibank and Bank of America earned combined profits of $21 bil-
lion in 2006.

Achieving quick profits with their investments tends to be a sec-
ondary goal for most Asian government investors. Asian investors
are primarily interested in three things: the knowledge of Western
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scientists and researchers, the well-established global brand names
of Western companies, and the network of dealers that has devel-
oped over decades, which they intend to use for their products. 

The journey to the center of Western economies is costly and
risky for the Asians, as evidenced by their many failures. Nev-
ertheless, it is worthwhile, because it enables them to circum-
vent decades of painstaking development work. The Asians are
buying time. Anyone who begins at zero technologically and
never ventures abroad will never become a world leader. That
is why India’s Tata Group is seeking to acquire Jaguar and Land
Rover, two brands the Ford Company wants to spin off. That
is why Beijing is so interested in American computer compa-
nies. And that is why Singapore has acquired shares in dozens
of biotech companies.

The idea of laying down roots within the cores of other
economies is nothing new. In fact, it is something the Asians
learned from the West in the first place. Major American corpo-
rations have been taking this approach for decades. By linking
their domestic operations with factories in other countries and
setting up subsidiaries and research facilities around the world,
they become fixed components of the various economies. This
guarantees them distribution clout and political influence, helps
them grow market share, and produces earnings that can quickly
be pumped back into their home operations. Promoting the
advance of multinational corporations has long been a political
priority in the West, particularly at the White House.

The steady advance of foreign companies has always been a
source of turmoil, at least in the countries they target. When the
United States began populating the world with its major corpo-
rations, the phenomenon was dubbed “Coca-Cola colonialism.”
But none of this troubled U.S. citizens—until their own country
became the target of big foreign investment. Japanese investors
began buying up U.S. television studios and real estate in the
1980s and 1990s, and the acquisition of New York’s Rockefeller
Center was perceived as a desecration of American soil. The U.S.
Congress only recently put a stop to the proposed sale of U.S. port
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facilities to an Arab management company: Dubai Ports World.
A Chinese bid for California-based oil company Unocal was also
doomed to failure.

This doesn’t stop Asian governments from trying again and
again. In the past, communists were bureaucrats, often stupid and
lazy. But today’s descendants of Marx and Mao are clever and
indefatigable. In the summer of 2007, the Chinese raised concerns
in Washington once again when they tried to acquire another U.S.
company, Seagate Technology, the world’s largest maker of hard-
disk drives.

“This is clearly a critical component of a computer system, and
the purchase by the Chinese or other nations merits a full review
to determine what our risks are,” said Michael R. Wessell, a com-
missioner of the United States-China Economic and Security
Review Commission, a group that monitors the national security
implications of trade with China for Congress. It is still unclear
whether the deal will materialize. 

They will keep trying, because anyone who desires to ascend
to the pinnacle of the global economy has no other choice but to
go offshore and energetically penetrate into the hearts of his
greatest rivals. Only those who manage to inject their capital into
the productive core of other nations can join the club of the
world’s major powers. The Chinese government has made its goal
to bring 50 of the 500 largest corporations in the world into Chi-
nese hands within the next 10 years. Beijing plans to be the world
leader in the microelectronics sector by 2015. 

Strategists at China’s Ministry of Foreign Trade and Economic
Cooperation have prepared a document titled “List of Countries
and Industries for Overseas Investment.” It lists countries and
industries the government believes to be worthwhile targets for
investment. According to the document, the Chinese are inter-
ested in British biomedical companies and French producers of
air conditioners, vacuum cleaners, and microwave ovens, among
others. On a global scale, China plans to invest in countries with
large reserves of oil, natural gas, iron ore, and copper. The coun-
try’s state-owned utilities are investing billions to satisfy Chinese
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industry’s thirst for energy. All of Africa has become a shopping
mall for the resource-hungry Chinese. 

China’s approach to industrial corporate takeovers in the West
follows a pattern that is worth closer inspection. The Chinese aim
to link their low-wage domestic production to the distribution
networks of the West so that they can add lucrative trade margins
to their current production profits. One of their goals, once again,
is to acquire Western knowledge in the hope of gaining quicker
access to our markets. From Beijing’s standpoint, Chinese com-
puter and notebook producer Lenovo’s acquisition of IBM’s per-
sonal computer division was a great success. While the IBM label
remains on the exterior of Lenovo’s products, much of their inner
workings are from Chinese production. Lenovo’s strategy can be
interpreted as either a clever chess move or gross deception,
depending on one’s point of view.

The same game is taking place in the entertainment electronics
industry. Chinese manufacturer TCL has bought up an attractive
collection of trademarks and shares in European and U.S. compa-
nies, thus allowing it to continue selling products—now Chinese
made—to discerning customers under well-known Western names
like Alcatel, Schneider, and Thomson. This strategy of tying low-
wage production to established brand names has resulted in the
world’s largest producer of television sets. Li Dongsheng, the CEO
of TCL, now heads a company that employs 20,000 people world-
wide and does two-thirds of its business outside China.

The development of this new Chinese TV giant is intricately tied
to the demise of French, German, and American entertainment
electronics companies. RCA was once the American television man-
ufacturer. The constantly recurring price offensives from the Far
East, which would approach the United States like the shock waves
of an earthquake, disappear for a short time, only to reappear with
renewed strength, were a problem for RCA long ago. To avoid
being buried under the rubble of its own high-wage production,
RCA soon outsourced its production to Taiwan and Mexico. 

But the rise of new competitors brought another surge of shock
waves as the Asian Tiger economies followed in Japan’s footsteps.
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In the end, RCA’s management offered itself to the Japanese, who
had not yet acquired a name in the United States, as their willing
helpers. That allowed Japanese manufacturer Hitachi to sell its
video recorders in the United States under the RCA name. At a
1983 symposium at Harvard University, then RCA CEO Thorn-
ton Bradshaw boasted about the strength of the company’s brand
name, which, as he said, “is so strong that Hitachi products can
be sold at higher prices under the RCA name.”

Three years later, RCA ceased to exist as an independent com-
pany. The brand name lives on, but merely as window dressing
for Chinese-dominated TCL. The quiet giant from China now
controls the global market for television sets, its empire built on
the ruins of Western television manufacturing.

China is already the world’s largest market for more than 100
products, including mobile telephones and toolmaking machines.
Whoever dominates this domestic market can feel confident
enough to venture into the markets of the West. China’s political
leadership has already identified a number of candidates to lead
its economic offensive. 

China Mobile, China’s largest mobile services supplier with its
more than 230 million customers, plans to challenge U.S. and
European companies like Vodafone for their dominant positions.
Ningbo Bird, the country’s top mobile phone manufacturer, has
set its sights on Motorola, Nokia, and Samsung. Internet auction
house Alibaba.com plans to give eBay a run for its money on the
global market. The Chinese government is encouraging Baosteel
to challenge the world’s steel producing giants. Despite excess
global capacity in the building market, the head of China’s largest
construction company, China State Construction Engineering,
has declared: “We plan to become one of the world’s 10 largest
constructions companies.” 

Another Chinese success story is Haier, which, with its 50,000
employees in 13 countries, produces refrigerators and washing
machines and sells them in 165 countries. The company struc-
tured its growth in the last two decades in such a way that it barely
appeared on the radar screens on the Western public. Instead of
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making a grand entry into Western markets with its 90 product
lines, Haier initially opted to introduce only a few products in the
West. In the United States, for example, the Chinese company
identified the miniature refrigerators used in hotel rooms as a
profitable niche market that had been neglected by the competi-
tion. Haier entered the European market in the profitable air-con-
ditioner business.

Today Haier is the fourth-largest U.S. seller of household
devices across the board. The company controls 30 percent of the
U.S. market for miniature refrigerators and half of the market for
wine refrigerators, and in Europe it holds a 10 percent share of
the air-conditioner market. The company has its U.S. headquar-
ters in Manhattan and operates a design center in Los Angeles. It
has gained a foothold in the productive core of the U.S. economy,
from which it can now attack the few remaining giants still ahead
of it in the household devices industry: Whirlpool, General Elec-
tric, and Electrolux. The declared goal of Haier CEO Zhang
Ruimin, who is also a member of the Central Committee of the
Chinese Communist Party, is market leadership. China, says
Zhang, cannot be content to remain the world’s factory. Instead
it must “develop national strength.”

The State as Protector: China’s 
Controlled Market Economy

The state plays an important, perhaps even the deciding, role in
the redistribution of wealth and power. In the West, it ensures that
the productive core of the economy makes a portion of its wealth
available to society as a whole. Companies retain their profits, but
not entirely. Those who live outside the sphere of pure value cre-
ation also benefit from corporate success. The state serves as the
relay station for the diversion of funds from the sphere of pro-
duction into those sectors of the country devoted entirely to con-
sumption. In this way, the prosperity generated in a country’s
productive core also reaches those who are not involved in the
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creation of value. Retirees were once part of the productive core,
but they have since migrated to its crust. Current workers are
partly responsible for generating the retirees’ incomes.

Children are also part of this crust of the productive core,
although they are moving in the opposite direction. As they grow
older, they approach the economy’s productive core, where they
will later contribute to building prosperity. It is important, at this
point, to fully grasp the role of the Western state: it ensures that
the sphere of production is connected to the sphere of the unpro-
ductive members of society. Capitalism and the welfare state are
thus interdependent.

The state serves a different function in China. It inserts itself,
like a fireproof layer, between the core and the crust, ensuring that
nothing can escape from the red-hot core to the perimeters. The
departure of state-owned industry went hand in hand with an aban-
donment of the social welfare. Former Chinese premier Deng
Xiaoping took China, which he insisted was already in an “advanced
stage of socialism,” a few steps backward. That allowed the gov-
ernment to claim, from then on, that the country was in fact in the
first stage of socialism, as well as to terminate virtually all social con-
tracts. Lifelong employment contracts, which had been the norm
until then, were replaced by term contracts. Workers were forced
to either buy the factory apartments they had been living in or move
out. Social benefits were kept out of the private economy from its
inception. The obligation to provide a social safety net went to the
family—or to no one. Since then the government has been consis-
tently prepared to use force to maintain its separation between the
core and the crust of its economy. The labor market in China today
is the world’s most ruthless when it comes to employee welfare.

Even in India, the world’s largest democracy, only a fraction of
the population has benefited from the earnings of the country’s
economic machinery. One-quarter of the world’s poor live in
India, where they have been completely sidelined during the cur-
rent economic boom. Perhaps that explains India’s traditionally
low voter turnout, with only half of the adult population partici-
pating in elections.
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The Hindu caste system, which assigns the faithful to their
place in society at birth, has proven to be an instrument of oppres-
sion that continues to thrive in a capitalist age. India’s “Untouch-
ables” still perform the most degrading tasks, which even include
cleaning the toilets of other Indians with their bare hands. The
modern age has yet to arrive in the countryside, where residents
often get their drinking water from a nearby river or not at all. An
estimated 350 million Indians continue to have no access to san-
itary facilities. Hygienic conditions reminiscent of the Middle
Ages prevail in rural areas, a glaring problem the government has
taken few serious steps to correct. Modern India exists on islands
of prosperity that are completely disconnected from the over-
whelming poverty of the majority of its people.

That official callousness was the dominant political issue in the
last elections, in which the governing party in power at the time
used “Radiant India” as its campaign slogan. But despite this atten-
tion, India’s government has yet to consider the establishment of
a nationwide welfare state, mainly because its main competitor,
China, has also failed to take any serious steps in this direction.
“We will not take any steps that would hold up the rate of growth
in any form,” Indian Finance Minister Chidambaram said.

The Chinese Communist Party is also familiar with the needs
and desires of its population, to which it even pays lip service. As
part of its eleventh five-year plan, Beijing voices the stated inten-
tion of creating a “harmonious society” by 2010. In truth, how-
ever, the Communist Party has done nothing to change its ways.
Beijing only recently introduced its biggest program ever to fos-
ter capitalist enterprise, a new system under which government
support for private enterprise will no longer be behind the scenes
and almost conspiratorial, as it was in the past. The Chinese com-
munists have made their change of heart loud and clear, even
amending the constitution to make it clear to all that this is not
just another reform, but a revolution. Until March 2004, the state
was responsible for the “instruction, supervision, and regulation”
of the private sector. As Big Brother, the state had the power to
discipline and harass, dispense or withhold its favor. Under the
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new constitution, private property is defined as truly private for
the first time.

Private property is now considered “inviolable.” Even inheri-
tances will be protected in China in the future. Article 11 of the
new constitution even calls upon the state to make itself useful to
private enterprise, to provide “encouragement and support” to
capitalists. The capitalists are the new master class. Entrepreneurs
have never been courted in quite the same way by any other coun-
try in the world. In China, capital now has more rights than the
people.

Even deaths are tacitly accepted in Chinese economic life.
According to Western estimates, there were roughly 100,000 fatal
industrial accidents in 2006, including about 10,000 in the min-
ing industry. These are the biggest casualty figures that have ever
been reported in the country. Also public health is heavily crip-
pled. Pollution has made cancer China’s leading cause of death,
the Ministry of Health has announced. 

The use of child labor plays an important role in export pro-
motion, an essential component of the Asian economic miracle.
About seven million children are sent to work in China, and about
130 million in all of Asia. They weave carpets, haul heavy loads,
and assemble plastic parts to make plastic toys. But most of all,
they pull down the cost of labor.

We have not seen this sort of raw capitalism, which places profit
above everything else, even the rights of children to a proper
childhood and the rights of the population to decent health care,
since the wild days of the Industrial Revolution. It is as if Karl
Marx had arrived at his conclusions about the unscrupulousness
of capital in Chinese mines and Indian textile mills. “Capital,”
Marx wrote, “is terrified of the absence of profit or of a very small
profit, just as nature is terrified of emptiness. But with the appro-
priate profit capital becomes bold. At 10 percent security capital
can be used everywhere; it becomes lively at 20 percent, positively
daring at 50 percent, and for a 100 percent return it crushes all
human laws beneath its feet. At 300 percent, there is no crime it
is not willing to risk, even at the prospect of the gallows.” 
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By now the 70 million members of the Chinese Communist
Party practically form an honor guard whenever major corpora-
tions register their demands. What began as an underground
party of intellectuals in the Chinese imperial era now feels com-
mitted to what former president and party leader Jiang Zemin, at
the beginning of this century, called “triple representation.”
Under this approach, the Communist Party seeks to simultane-
ously serve the workers and farmers, those who produce culture,
and “the development requirements of the progressive productive
forces.” Corporate envoys, like Haier’s CEO, have been accepted
into the party’s inner sanctum, the Central Committee.

China’s communists are not the sorts of communists who were
once in power in Moscow. They are nationalists who, after
decades of wandering, now plan to guide their country into the
upper echelon of affluent countries. China’s private capital, which
the authoritarian state protects as if it were its greatest treasure,
plays the decisive role in this endeavor. As a result of this state-
sponsored nurturing, the private economy has been growing at a
record pace—by a phenomenal 40 percent in 2000, and at 20 per-
cent per year since then. Two decades after the country launched
its reform policies, the private sector already produces more than
one-third of China’s total economic output, a share that increases
to more than 60 percent when semiprivate businesses are
included. In return, the state-owned sector is declining in impor-
tance, a shift that also affects the labor market.

Today, large swathes of the country are special economic zones.
Their sole purpose is to allow profit to develop, profit in its purest,
virtually crystalline form. That is precisely the difference between
the Chinese and Soviet systems. The Soviet communist state was
a great drag on wealth, sucking it out of the innermost core of its
already ailing economy. Nationalist China, however, is a protec-
tor of the productive core. The party has molded itself around the
productive core and does its utmost to prevent any energy from
escaping. In the Soviet Union, political circumstances led to a
decades-long flow of energy out of the core, allowing it to cool
off to such an extent that the state could no longer provide for its
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own population. Europe’s breadbasket became a wheat importer.
Its weapons systems deteriorated, its production machinery was
dependent on Western spare parts, and, with declining oil prices,
what was once a superpower soon lacked the economic energy to
be able to continue defining itself as a superpower.

We observe the opposite taking place in China, where the gov-
ernment looks after, protects, and nurtures the economy’s initially
puny but now powerful productive core. To do so, it neglects all
other obligations. Farmers are suffering, after being forced to
accept significant declines in income in recent years. China’s farm-
ers earned an average of $60 a month in 2004—the same as in
1993. The miserable existence of the country’s migrant workers
is blatantly obvious. Nearly 500 million people lack access to safe
drinking water, and even the military went through two decades
of significant cutbacks before the leadership decided to begin a
new arms buildup. With the brutality with which only an author-
itarian regime can go about its business, the Chinese leadership
forces everything out of its way that could possibly slow the coun-
try’s ascent to economic dominance. 

The productive cores in China and India are constantly being
fueled with new energy derived from the economy’s crust. It is
the state that ensures that the unemployed and poor rural work-
ers are gradually integrated into the process of production. That
may appear to be a contradiction, but in fact it is not. The state
provides the necessary fuel for growth by neglecting the needs of
the population. The misfortunes of millions are in fact a boon to
their leaders.

The contrast to the West could not be more obvious. While
European economies steadily shed their workers in the direction
of retirement, job creation schemes, welfare, and unemployment,
Asia is taking the opposite approach. More and more new work-
ers are being injected into the production process, but under the
brutal conditions the process itself dictates. In other words, the
nonexistent welfare state fulfills an additional function. Not only
does it protect the innermost core of the economy, but it also adds
additional productive workers to the core as a result of its nonex-
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istence: workers who have no choice but to offer their services at
whatever price they can get.

Corporate profits are the difference between the poverty wages
of workers and the revenues of companies. Profit is the fuel that
constantly raises the temperature in the innermost cores of the
Chinese, Indian, and many other Asian economies. For the fore-
seeable future, the enormous supply of human labor will ensure
that labor, as a commodity, will remain as cheap as it is today. Every
year, millions of people in China alone abandon agriculture to
work in the country’s industrial operations. They live in cramped
conditions, sleeping two and three to a bed, and they accept wages
sometimes as low as a few cents an hour. Breathing down their
necks are the unemployed, an estimated 175 million in China and
100 million in India, as well as the 375 million waiting in the wings
in the two countries’ agricultural sectors for their chance to live
and work in the cities. This labor reserve is larger than the entire
active workforce in the United States and Europe combined.

In addition to these existing reserves, China and India are both
giant countries with burgeoning population growth. As long as
their governments manage to keep these people in reserve and will-
ing to work for next to nothing, they will continue to represent a
vast industrial reserve and thus the Indians’ and the Chinese’ great-
est boon in the global war for wealth. The people themselves suf-
fer as a result, but the economy only becomes stronger.

It is important to understand the differences between an
emerging economy and a society in decline. Even the word unem-
ployed means two different things in the two systems. The unem-
ployed in the West are yesterday’s workers, while the unemployed
in China are tomorrow’s workers. The former are a burden on the
economy, because they cost money. The latter are useful to the
economy, because their mere presence alone is enough to depress
the wages of others. They ensure that China’s employed workers
remain cheap and willing.

The approach taken by Asia’s leaders is as brutal as it is ingen-
ious. It is brutal because it excludes millions from the ability to
participate in the fruits of economic growth, with many rural res-
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idents, especially in the country’s north, witnessing a China on tel-
evision that has nothing in common with their daily lives. It is
ingenious because the state uses this strategy to protect its growth
cores as fiercely as an eagle protects its young, anxious to prevent
an export industry from escaping that would strike fear into the
hearts of the rest of the world. Given China’s limited capital
resources, a redistribution policy oriented toward the West would
slow the development process or perhaps even make it impossi-
ble altogether. Only the concentrated deployment of resources in
the coastal regions, where the country’s profitable new factories
are being built, promises quick breakthroughs.

The Chinese and Indian ascents are not in fact the ascents of
entire countries, but of only portions of the population and parts
of the country. Both are coincident with the relative decline of
millions of people. India’s slums, where animals and people alike
lead a miserable existence, are often a stone’s throw from the
country’s sparkling new hospital complexes, pharmaceutical fac-
tories, and computer plants. It’s been 60 years since the British left
the country, and yet more than half of the Indian population
remains illiterate. Only one in four children attends school.

The government in Beijing is pursuing a two-China policy.
Shanghai, a city of 18 million people, is another New York, with
a standard of living on par with that of Portugal. Barren western
China, however, which makes up two-thirds of the country’s total
land mass, remains virtually untouched by the boom. Ethnic
minorities living in China’s border region are familiar with the
Chinese economic miracle by hearsay alone. Their standard of liv-
ing corresponds to that of the poorest of African countries. For
them, the special economic zones, with their sparkling cities, are
paradise on earth and the sum of all desires.

Additionally, the state extends its protection of its productive
core beyond the domestic front, taking great pains to do so on
the international stage. One of the first steps it takes is to use a
currency that is not freely convertible. By fixing an artificially low
exchange rate for the Renminbi, the Chinese government has
constructed a protective barrier that has served the country well.
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Foreign capital can enter the country with relative ease, but get-
ting it back out is another story. The Chinese currency’s value rep-
resents the biggest export promotion program a government has
ever funded. In return, China’s currency policy keeps the cost of
imports, that is, orders in America and Europe, artificially high.

China’s successes are impressive. Significantly more goods are
shipped to the United States than China imports from the United
States. For years the Chinese finance minister and the U.S. secre-
tary of commerce have encouraged a significant currency appreci-
ation, a policy even the U.S. president has supported. Meanwhile,
the Chinese leadership is busy laughing its way to the bank. The
country’s productive core can depend on the state for protection. 

Betrayed, Poisoned, and Sold Down the River: 
Why Exploiting the Environment Is Good for Growth

In addition to human labor, a second resource is available to the
emerging nations to fuel their economic machinery at bargain-
basement prices: the natural environment. They exploit the envi-
ronment to their heart’s content and with few if any misgivings.
Mother Earth serves as a cesspool, the desert is used as a garbage
dump, and the lungs of neighboring residents often double as the
initial filter for factory exhausts. The pesticides used liberally in
intensive factory farming end up in the food and water supply,
turning the human body itself into a toxic waste dump of sorts.
The light gray layer of smog that has developed in Shanghai prob-
ably contains most of the industrial hazardous particles and pollu-
tants known to humans. Many local residents seek to protect
themselves from this toxic cloud by wearing masks. Chinese indus-
trial zones lead the world in the incidence of respiratory disease.

China is responsible for nothing short of monstrous growth in
emissions of carbon dioxide (CO2) gas, the main culprit in global
warming—an increase of 100 percent since 1990. In a few years,
perhaps as early as 2008, the People’s Republic will have surpassed
the United States as the world’s largest emitter of greenhouse
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gases. The effects are already palpable in China. Last year was the
warmest since 1951, and last winter brought new record highs. In
Beijing, the normally frigid Chinese New Year was the warmest
on record—a springlike 63 degrees Fahrenheit. Meteorologists
point out that China has had 19 warm winters since 1987. The
effects of these higher temperatures are already clearly reflected
in the water balance of huge sections of the country. In addition
to fast-paced urban and industrial expansion, erosion and silting
have cost the country valuable farmland. As one of the conse-
quences of this shrinkage, China has become a major buyer of
basic foods on international markets.

If American standards for fine particulate matter, the quality of
drinking water, and the pesticide content in foods were applied in
Asia’s cities, many of the continent’s factories would have to be
shut down and cars banished from the roads altogether.

For economic reasons alone, it seems high time to put an end
to China’s game. In addition to posing health hazards today, burn-
ing up environmental resources at this rate jeopardizes tomorrow’s
growth. In the cold light of day, this policy of overexploitation of
natural resources is nothing but an especially cunning form of
government debt. The banks see and feel nothing, the govern-
ment can claim to be producing budget surpluses and not deficits,
and international observers praise the country for the tremendous
progress it has made in developing its economy. But what is really
happening is a depletion of assets that will come at the cost of
future generations.

China, the country with the most impressive growth rates in
recent years, also tops the list of countries with little respect for
their people and environment. Last spring, a World Bank study
done with SEPA, the national environmental agency, concluded
that outdoor air pollution was already causing nearly 400,000 pre-
mature deaths a year. Indoor pollution contributed to the death
of an additional 300,000 people, many of them as the result of
bladder problems, diarrhea, and stomach cancer. 

China’s deserts are growing at a rate of more than 965 square
miles (2,500 square kilometers) per year. Two-thirds of urban
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wastewater flows untreated into rivers or seeps into the ground-
water. Seventy percent of China’s bodies of water are already
highly polluted. Toxic chemicals such as arsenic, phosphates, and
fluorine, as well as herbicides and pesticides, are disseminated
from there, some into the human body. Sadly, the number of cases
of liver cancer has reached record levels in many parts of China.
In many places, local environmental laws are little more than a
way of placating the West, and violations have become the rule
rather than the exception.

China’s dictatorship and India’s democracy vie with each other
when it comes to the unscrupulousness with which they exploit
nature as a free source of raw materials and receptacle for waste.
Overgrazing, excessive fertilizing, and salinization have laid 210
million acres of fertile land to waste since India’s independence.
Under a forest management plan devised in 1951, one-third of
the country was to remain forested. Satellite images show that
only 14 percent of India’s forests remain standing today. As it hap-
pens, Asia’s economic growth is not based solely on increasing the
performance and efficiency of human beings and machinery, but
also on the increased exploitation of natural resources. The Asian
economies are energy intensive but not energy efficient. The Chi-
nese economy consumes four times as many resources as Ameri-
can manufacturers to produce the same $10,000 worth of goods.
While Wal-Mart may offer goods at discount prices, the true cost
of these goods is much higher. 

American companies play an unattractive role in China. They
cooperate with the polluters of Chinese industry. Their internal
environmental standards, drafted in the United States, are usually
valid only on paper in China. An environmental scandal involv-
ing a Chinese company, Fuan Textiles, shines a glaring light on
the Chinese connections of U.S. corporations.

Fuan, a company based in southern China and a supplier to
dozens of American retailers, including Wal-Mart Stores, Land’s
End, and Nike, received a surprise inspection. Nearby residents
had complained to authorities that the river flowing past the com-
pany’s plant was colored bright red.
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The authorities discovered a pipe buried underneath the fac-
tory floor that was dumping roughly 22,000 tons of water con-
taminated from its dyeing operations each day into the river. The
multinationals noticed nothing. Why? Because they chose not to
notice anything. Nike prides itself on its strict environmental
compliance requirements, which include regular water quality
inspections. But those regular inspections were in fact performed
by a laboratory selected by Nike—on water samples taken by the
Chinese joint venture partners. “It is possible,” Nike admitted
after the scandal broke, “to forge these samples.”

In many cases, the sole purpose of government inspections is
to allay the concerns of the population. The Chinese government
literally encourages industry to continue its antisocial practices in
the future, because it considers water, air, and ground pollution
little more than a minor infraction, a necessary by-product of
development. China has laws designed to protect the environment
but very few to ensure compliance. The government shamefully
looks the other way as industry steadily pollutes rivers, the soil,
and the air. 

At the first United Nations environmental conference in Stock-
holm, Sweden, a Chinese delegate readily admitted: “We will not
give up eating for fear of suffocation, nor will we abandon our
plans to develop our industry for fear of polluting the environ-
ment.” This statement was made in 1972. The bad news is that
the Chinese official’s words are as true today as they were three
and a half decades ago. A country fighting hunger cannot reduce
its CO2 emissions at the same time, officials in Beijing said before
the last Group of Eight (G8) summit. “China is not getting its
environmental problems under control,” says Zhu Guangyao,
deputy minister of SEPA, the country’s environmental agency.
“The situation does not give rise to optimism.”

To mark World Environment Day, Zhu presented China’s envi-
ronmental report for 2006, the first significant assessment of its
kind in a decade. The report’s conclusions were shocking. The
annual cost of damage to the environment, according to the
report, already amounts to 10 percent of China’s gross domestic
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product—which also happens to equal the country’s economic
growth rate. 

Losers and Winners: An Interim 
Assessment of Globalization

Do cheap imports offer the West a tremendous price advantage,
or are they an unmistakable sign of its demise? Who are the win-
ners and losers in this game of poker for power and wealth? Is
globalization a blessing or a curse for the West?

There are three possible answers to these questions, and they
depend exclusively on the observer’s point of view. Anyone can
call a spade a spade, but each of us must answer individually the
question of whether globalization is good or bad. A person’s stance
toward globalization depends to a large extent on how he or she
fares under globalization. The fact that some welcome it, others
mistrust it, and a third group wants nothing to do with it is a mat-
ter of their respective interests. It goes against human nature to
support something that contradicts our interests, and no one
should expect others to do so.

The powerful see the world through different eyes than the
weak. Those who, like Wall Street’s CEOs, stand resolutely before
a map of the world, constantly scoping out new opportunities
around the globe, clearly see globalization in a different light than
those who are already on their knees. A phenomenon that prom-
ises untold opportunities to some represents the height of unfair-
ness to others.

Most business executives take a more relaxed view today of the
newly developing world than do workers and the unemployed.
Businesses earn profits from a development that allows them to
make their companies more competitive, and by increasing
imports they may even be able to improve on their own exports.
They have an easier time of dealing with unions than they did in
the past, because they hold virtually all trump cards in their hand.
It is no longer the high-wage workers at home who are setting
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wage levels, but low-wage workers abroad. The declines in real
wages during the Bush years, as disappointing as they have been
for the affected families, are a boon to businesses. Business own-
ers are eager to embrace a new era that promises them the best of
all worlds: millions of new customers and cheap labor.

While capitalism has extended its reach, the welfare state has
been diminished. Both circumstances translate into handsome
profits for the entrepreneur. Smart capitalists who know how to
take advantage of imports produced by low-wage workers, if only
as a means of applying pressure to their domestic employees, are
clearly some of globalization’s biggest winners. They can report
growing revenues and generally rising profits to shareholders,
which in turn do wonders for the prices of their companies’ stocks.
In addition to having the right to vote in their native countries,
capitalists now have access to a convenient exit strategy. For entre-
preneurs, investing at home remains a possibility but no longer a
necessity. Armed with their capital, they can now travel far and
wide. The free capital and labor market have made them free peo-
ple. We can condemn, admire, or envy these entrepreneurs for
their actions, but we should not overestimate them. They, too, are
herd animals, eternally damned to continue trotting along behind
trends. If they refuse to abide by the customs of the global econ-
omy, all they can expect is a speedy demise.

Blue-collar and low-wage, white-collar workers face the new
age with growing skepticism. Who can blame them? Their expe-
riences with it so far have been overwhelmingly negative. Because
labor has become so cheap and abundant worldwide, workers have
lost the clout they may have once had to defend their interests
during wage negotiations. The wage pressure that invariably
springs from globalization is far more beneficial to a company’s
shareholders than to those employees who are being forced to
accept lower wages.

The decline in the real value of unskilled labor is especially evi-
dent in the United States. There is no social class that is permit-
ted to live off of the handouts of others. To wit, there is the
phenomenon known as the “welfare queen,” but she has remained
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marginal, especially since the welfare state is unprepared to offer
anything approaching a royal lifestyle to welfare recipients. To
confront the new reality, yesterday’s industrial workers seek alter-
nate employment. But the new jobs are no longer as lucrative as
the old ones. The former land of factory workers, in which one-
time steelworkers, furniture makers, and computer assemblers
must now toil as masseurs and masseuses, cleaning staff, and mes-
sengers, is not a promised land for those adversely affected by this
shift. American wages in the new professions are lower than those
in the old by about one-third. For this reason, the mountain of
consumer debt is not the consequence of unbridled consumer
spending, as some claim. Instead, it is emblematic of the attempt
by workers to prolong their old lives with the help of credit cards
and bank loans.

Those who have managed to keep their jobs have been living in
a different, happier world. Most members of the middle-class work-
force have been among the winners of globalization for many years.
Many blue-collar and white-collar workers might have considered
the new age with a healthy and, more recently, growing sense of
mistrust. But they have not suffered any damage, at least not until
now. Their incomes might have risen, stagnated, or declined, but
their purchasing power has increased substantially. That has
brought down the real cost to them of television sets and clothing.
In some cases, a new car costs even less than its predecessor, a cir-
cumstance that has significantly helped preserve the buying power
of declining incomes. Many employees have benefited as a result of
the misfortunes of others, but their delight at getting the same
products for less has outweighed any lingering sense of guilt. The
decline in prices, including the price of labor, has suddenly given
them access to inexpensive products. The standard of living, or what
we believe to be the standard of living, has risen.

Those making a living in the export industry have been con-
sidered lucky beyond compare. The attackers from the Far East
have been their most willing buyers. Earnings have blossomed
everywhere, so much so that workers in exporting industries in
fact have seen respectable wage increases. The engineers, lawyers,
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and marketing specialists in these companies have earned a good
living. For a long time, it has even appeared that the winnings of
the winners would more than offset the losses of the losers.

Many have now begun to realize that the cost of cheap imports
is twofold, and that low store prices and declining wages are in
fact two sides of the same coin. The net result for the worker is
the ability to purchase more goods. But in many cases this ability
has come at the cost of lower net earnings for the worker. The
competitiveness of companies and the declining pay of workers
are interdependent, not contradictory. Professor Jagdish Bhag-
wati, a declared proponent of and leading authority on globaliza-
tion, says, “It’s like being in a crowded lifeboat. Only if one of the
passengers jumps into the water can the other nine survive.”

Many Triumphs and One Death: 
The Tragic History of Trade Unions

A tragic death has taken place in American society, but it is one
that has not yet been announced to the public. What makes it
especially tragic is the fact that even close relatives are reluctant
to talk about it. But whether we know about it or not, the fact
remains that the trade unions, at least what we once defined as
trade unions, have died. Today’s unions no longer exist as a pro-
tective cloak for society’s ordinary members, because they lack the
power to provide protection to anyone. In fact, even the unions
need protection. They once viewed themselves as a buffer against
corporate capriciousness. They played a powerful role in achiev-
ing fair wages, and sometimes they even acted as a political coun-
terweight within society. Nowadays these types of unions are part
of history.

The development of a global labor market, the addition of 1.5
billion new workers, and the willingness of millions of other 
people to work at all costs have robbed the brokers of labor, as a
commodity, of their once-powerful position. For decades they
controlled an asset with no equal: the well-trained—and thus 
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irreplaceable—industrial worker. Industrial robots were not yet
sufficiently advanced and most of today’s wage competitors lived
in Eastern Europe behind high walls and barbed wire or were
trapped in the quagmires of Asian slums. They were all people,
but on the labor market they were not full-fledged individuals.
They were barred from participating in the West’s international
division of labor, an impediment that kept the price of Western
labor comfortably high.

Union leaders were powerful enough to continually force busi-
nesses to raise wages. Factory owners had no choice but to use the
unions as middlemen, because all they had to choose from were
their domestic markets, or at best the Western labor market, but
not a global labor market with its unique and abundant supply of
willing workers. Workers were scarce after the two world wars,
and the unions in some industries practically held a monopoly on
this scarce commodity. They took full advantage of their power-
ful position.

To prevent the demise of the unions from being too conspicu-
ous, union leaders today continue to take part in wage negotiations.
Like their predecessors, they still wear leather jackets and plaid
shirts, and sometimes they even give the same rousing speeches. In
recent years, the fickle public could even be forgiven for believing
that the corpse is still alive. The employers sitting across the table
are willing participants in this gruesome game, fearing that the news
of the unions’ death could frighten people and encourage them to
demand a replacement. Employers never liked the unions, espe-
cially in their energetic and courageous days, when they were pow-
erful enough to force companies to jump through hoops. Businesses
are much fonder of unions in the form of corpses.

A closer look reveals all too clearly that the new union leaders
lack the same power as their predecessors. They lack the energy and
drive needed to cause trouble, present demands, and stage strikes.
Unions have long abandoned their traditional task of improving the
working and living conditions of ordinary workers. Their primary
goal today is to prevent things from deteriorating even further.
Union officials are no longer proud workers, but victims.
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The new union leaders are even in the process of jettisoning
the great union achievements of the past. The workweek is get-
ting longer, laws protecting workers against unlawful termination
are filling up with loopholes, real wages are declining, and the
ratio of wages to national income is dropping as profit margins
increase. Autoworkers are even being pressured to give up por-
tions of the retirement pensions they were once guaranteed. The
union, which now supports the dismantlement of social benefits,
once fought bitterly to expand these same benefits.

At issue is not whether the unions have always acted correctly.
Nobody’s perfect. Of course, union officials have sinned, some-
times even acting against the interests of union members. And, of
course, they occasionally have been prone to exaggeration, which
has not done the workers any good.

But there was one thing the unions undeniably had: they were
alive. Unions might have been a thorn in the side of capitalists,
but they were a necessary one. In its unrefined state, the system
of supply and demand was clearly not designed to benefit all. Mil-
lions of workers suffered brutal treatment at the dawn of capital-
ism. They were forced to work until they dropped, and even then
there was no one there to catch them. There was no safety net for
anyone. The elderly remained poor, the disabled were left to their
own devices, and widows could consider themselves lucky if they
received condolences from factory owners. The unemployed were
even worse off than workers, often starving or freezing to death.
Fewer than 80 years ago the global economic crisis was so severe
in the United States and Europe that people there were dying of
starvation. Work accidents were common in mines and chemical
factories, partly because so little value was attached to human life.
The worker was a production factor, not a full-fledged member
of society.

For this reason, the birth of the Western trade union movement
was not just another footnote in world history but instead a histor-
ical necessity. Workers and their representatives formed a commu-
nity of interest, while reckless capitalism and an authoritarian state,
two entities incapable of establishing common ground, were the
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glue that bonded them together. The unions soon began growing
in many countries. In their heyday, Western Europe’s unions
boasted 50 million and American unions 22 million members. They
staged strikes and demonstrations, partly as a show of strength.

Labor organizations took longer to become established in
America, but when they did, they managed to bring about impor-
tant changes. They achieved the eight-hour workday and a legal
minimum wage, first changing the climate and later the commer-
cial basis of the country’s economic system. The predatory nature
of American capitalism never quite disappeared, but it became less
apparent. The Great Depression was a boon to the unions. In the
wake of those dark years, their membership rolls doubled, and
then grew to 15 million people between 1930 and the end of
World War II. The Depression shattered the public’s belief in the
wisdom of business owners, while the call for a counterforce, in
the form of unions, became louder and louder. For the first time
in U.S. history, being a union member was considered modern.
The country experienced a first under President Dwight D. Eisen-
hower: Martin P. Durkin, the former president of the American
Federation of Labor (AFL) Plumbers’ Union, was appointed sec-
retary of labor, although his tenure lasted only eight months.

Working hours declined and wages rose. Companies agreed to
pay their employees’ contributions to retirement pensions. The
unions were able to expand their power base even further, adding
about 100,000 new members per year in the postwar era, until 17
million U.S. workers held a union card. At the unions’ peak in
1953, close to 33 percent of the U.S. workforce was unionized—
giving organized labor a key trump card in wage negotiations.

This game has ended. In fact, if the union success story were a
movie, it would have been running backwards for some time now.
The working week is getting longer, and wages are stagnating or
even declining. The unions have been backed into a corner, and
while there have been sparks here and there, the unions show few
signs of fighting back. Like their Western European relatives,
American unions bit the dust long ago. The disappearance of
industry has robbed them of their strength. Only 8 percent of
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workers in the private sector are members of a union today. Since
its zenith in the mid-1950s, organized labor has lost three-fourths
of its membership.

The unions’ ability to shape wage policy in the United States has
never been immense, but today it is marginal. Eighty-five percent
of all workers in the United States work without collective wage
agreements. Those blue-collar and white-collar workers who are
organized are represented by a wide range of individual unions, the
smallest of which, the blacksmiths’ union, has all of 85 members.
About 100,000 individual wage agreements are currently in force—
an average of one wage agreement for every 160 employees.

The story is similar in Europe, but the time of death varies
from one country to the next. The demise of unions came earlier
in Great Britain than in other European countries. Former prime
minister Margaret Thatcher broke the backbone of Britain’s
unions in the 1980s, with the help of parliament and the police.
Recalcitrant mineworkers, led by Arthur Scargill, offered the
prime minister the opportunity to strike. In fact, it was in this dis-
pute that Thatcher first acquired the nickname “Iron Lady.” In
1984 she ordered the closure of unprofitable mines. Scargill, an
avowed Marxist and experienced hothead, called for a nationwide
strike. In the years leading up to the mine controversy, 2,000
strikes a year were not uncommon, but this time Scargill was call-
ing upon British workers to stage a large-scale attack, leaving
Thatcher with no other choice but to go into battle.

The country faced a mountain of debt, and the government’s
budget, like that of a third world country, was dependent on support
from the IMF. British industry was in the doldrums when, in June
1984, striking mine workers and mounted police faced off in what
became known as the “Battle of Orgreave.” The ensuing year-long
strike in the country’s traditional coal-mining regions ended with
such a crushing defeat for workers that it took them back decades.

During her time in office, Thatcher eliminated many of the key
achievements of the labor movement, including the requirement
that British companies hire only union members. Since then, secret
votes must be held before strikes, sharply reducing the clout of
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union leaders. Nowadays standard wage scales exist only in public
service. Since labor’s most combative days, the country’s unions
have lost close to half their members, an exodus of six million peo-
ple. Despite being a Social Democrat, former prime minister Tony
Blair did not even attempt to revive the union movement.

The retreat of unions was not to remain a British phenomenon.
Nowadays Italy’s labor organizations are little more than clubs of
retirees. More than 50 percent of the members of the moderate and
the socialist union are retired. France’s labor unions seem happiest
when quarreling with one another. In a population of 60 million,
the membership of all labor organizations combined amounts to
only two million, predominantly in the public sector. Unions have
all but disappeared from the French private sector, where 95 per-
cent of employees are not members of any organized labor group.

The declining support of workers for organized labor in the
United States led to a split in the umbrella organization of Ameri-
can unions in the fall of 2005. A few days after the organization’s
50-year anniversary, two top unions representing four million mem-
bers split off from the American Federation of Labor /Congress of
Industrial Organizations (AFL/CIO). They accused the organiza-
tion’s leadership, especially its 72-year-old president, John Sweeney,
of having failed to stem the decline of unions. The renegade unions
formed a federation they called “Change to Win,” but in reality the
move, by dividing labor, has only weakened the trade union move-
ment. A more apt motto would be “Change to Die.”

But this death should be kept a secret for as long as possible.
This is something on which, for once, union bosses and corporate
leaders can agree. The unions are embarrassed by their own pow-
erlessness, while employers fear that singing a requiem could
spark a desire for the rebirth of strong unions.

The Emergence of a New Underclass

Members of today’s underclass are poorer than their predecessors
were at the beginning of the industrial age, despite the fact that
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they enjoy a higher standard of living. They are not starving, have
a roof over their heads, are not afflicted by disease, and even have
significantly more money in the bank. In every country of the
West they are both citizens and customers of the welfare state,
even when its benefits are no longer as abundant as they once
were. In the early days, the poor slept in homeless shelters or male
dormitories. They ate their meals in soup kitchens, sometimes in
the open air. The fortunes of the elderly depended on the gen-
erosity of the young or religious charities.

Nevertheless, workers of days gone by had many things that
today’s poor lack: a uniform and generally valid concept of the
enemy, class consciousness, true opponents, and, in many cases,
even a well-developed cultural life. They sang songs, chanted slo-
gans, established organizations, and worshiped the great theorists
of the day, even if they never quite understood what they were
talking about. They were often able to choose among political
groups that vied for their approval. Looking back on the past, it
is by no means an exaggeration to declare yesterday’s poor the
subjects of history. But poor people today are little more than vic-
tims of circumstance. Their predecessors stood on the perimeter
of society, but today’s poor have been excluded entirely.

We now know a great deal about the members of today’s lower
classes, even though they are a largely silent group. They choose
to remain inconspicuous, burrowing ever more deeply into their
ghettoes, hotly pursued by scores of sociologists. Their living
habits have been researched like those of wild rabbits. We have
developed a carefully mapped out typology that enables us to bet-
ter identify these strangers in our own countries.

This is why we know that today’s underclass people have more
money than the workers of past generations. They also exhibit
clear symptoms of intellectual decay. The new underclass mem-
bers spend half of their day watching television, have a copious and
high-fat diet, and often are heavy smokers and drinkers. They have
many children but tend to lack a stable family life. They expect
next to nothing from politics. Indeed, a modern-day Martin Luther
King would be hard-pressed to recruit more than a handful of 
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followers. The depoliticization of the working class is already well
underway. Those who are cut off from the U.S. welfare machine
become increasingly apathetic when it comes to taking part in the
democratic process.

Today’s poor people are no reincarnation of yesterday’s poor
people. Their lack of interest in education is one of their most
defining characteristics. They have no education, and yet they
make no effort to acquire one. Unlike the workers of the early
industrial age, who joined workers’ organizations, which often
offered the additional benefit of providing vocational training, it
appears that modern members of the underclass have already
given up on themselves. They even make little effort to help their
children find a better future. Their language education is as poor
as their ability to concentrate. As illiteracy grows, the opportuni-
ties available to the working class to become more integrated into
society shrink.

The new underclass class has only developed as a homogeneous
class within the last decade. None of the industrialized nations
that call themselves the world’s leaders are immune. The modern
economy apparently has nothing to offer people who have either
no knowledge or scant knowledge that is often flawed.

It is no accident that the emergence of the new underclass coin-
cides with the loss of jobs to emerging nations. The process of
deindustrialization may very well be more significant to the
United States than the fall of the Iron Curtain was for Europe.
The processes of disintegration within society pose a greater
threat to the United States as a whole today than international
terrorism, despite politicians’ propensity to focus on fighting the
latter. Poverty is also color-blind. Indeed, the majority of the
roughly 38 million Americans living below the poverty line at the
end of 2007 are white, not black.

Bombs can shake democracy and the market economy but not
eliminate them altogether. The economic erosion process we are
discussing here is far more destructive. First, it eradicates a soci-
ety’s jobs, then it eats away at its financial underpinnings, and, in
the end, it deprives society of its democratic legitimacy. How
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much is it worth to be citizen of a country in which other citizens
are shut out of the working world? What good are civil liberties
if the right to leading an independent life is lost? Is it acceptable
that only the educated are able to effectively exercise their con-
stitutional right to participate in society, by voting, for instance?
And what happens if another 40 million white-collar jobs do in
fact go offshore in our lifetime, as Princeton professor Alan
Blinder has predicted?

Questions of fundamental importance are now coming to the
fore. Can a democracy truly accept that some of its people are per-
manently excluded from the chance to acquire wealth? And if it
does accept this state of affairs, will we witness the serious conse-
quences of this decision in our lifetimes? Will we see wars erupt
between nations because the underprivileged classes will need an
outlet to vent all of their bottled-up rage, or will the poor ulti-
mately challenge conditions in their own countries?

Both scenarios are possible. More unrealistic is the notion that
nothing will happen. The “two Americas” that 2008 Democratic
presidential contender John Edwards made a central theme of his
campaign are a reality today. It would be pointless to question their
existence. This raises another fundamental question: will the two
Americas clash, or will society manage to come to terms with itself?
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C H A P T E R 6

Aggressive Asia
A Threat to World Peace?

203

Rich and Rowdy

In private life we say: money makes you wealthy, not happy. Trans-
lated into the political life of nations, this means: wealth makes
you powerful, but not necessarily peaceful.

The man I had a chance to observe during his visit to New York
last September was living proof. His country is beautiful and
wealthy. Its businesses have tightly woven relationships with trad-
ing partners the world over. Its economy has grown twice as fast
as the U.S. economy for a number of years, and its young people
are motivated and well educated. But the man who represents this
beautiful and wealthy country is aggressive to the core.

He stood at the podium in front of the U.N. General Assem-
bly in New York, the collar of his white shirt open, his black hair
freshly parted. Heard at close distance, his voice sounded soft,
almost silky.

But these external features were deceptive. Iranian President
Mahmoud Ahmadinejad was there to provoke, especially to pro-
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voke the West. The sentences he was hurling at his audience were
as fiery as they were calculated. He said the countries that claim
to be the greatest champions of human rights are in fact the worst
violator of those same rights. He told the delegates that he was
pleased to see that many nations are resisting this aggressor. Of
course, he was referring to the United States. The world’s major
powers, he said, are incapable of solving the problems of today. A
day earlier, in an appearance at Columbia University, he ques-
tioned the mass murder of six million Jews during World War II.
When asked about his government’s harsh treatment of homo-
sexuals, Ahmadinejad said: “In Iran, we don’t have homosexuals
like in your country.” 

The man wouldn’t be worth our effort if he were a savage
among civilized people. But he is in fact a crackpot among the
naïve. Indeed, the most surprising thing about his speech was the
resounding applause at the end. His gaze traveled across the main
United Nations assembly hall until it had reached the visitors’ sec-
tion, where I was sitting. I couldn’t believe my eyes and ears.
Everyone around me was clapping: men in suits, women in busi-
ness attire, young people and somewhat older men were cele-
brating the man who wants to wipe Israel off the map, as he had
announced in one of his earlier hate-filled speeches.

I should note that no one in the visitors’ section was wearing a
headscarf, a turban, or a Palestinian scarf. My fellow human
beings have rarely been as foreign to me as they were in that
moment. The most generous interpretation is that many in the
audience simply wanted to show their respect to the guest speaker.
Or perhaps many simply lacked the imagination to realize that
actions can follow words, and that the current era of relative peace
could be nothing but an interlude on the road to the next war.

It is a common misconception that intensive trade and close
economic cooperation make the world a more peaceful place. The
captains of industry believe this, as do many politicians. And it is
no less a misconception when great thinkers fall prey to it. John
Stuart Mill, the famous economic theorist, once said, “The great
extent and rapid increase of international trade are principal guar-
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antees of the peace of the world.” In 1910, Sir Norman Angell,
who would later become the publisher of Foreign Affairs, even said
that a war between the major powers had become unthinkable,
because of the “complete economic senselessness of conquests.”
World War I began four years later. Within months, previously
close trading partners became bitter enemies, trading nothing but
cannonballs and bombs, and eventually dumping phosgene and
mustard gas on one another’s heads. 

Did the nations of the world learn any lessons from the expe-
rience? There is good reason to believe that they did not. Eco-
nomic relations had barely normalized after the war before the
losing power, Germany, began instigating the next conflict. The
Japanese, following Hitler’s example, also reckoned that war was
the best way to rake in a handsome profit. On the morning of
December 7, 1941, they launched an aerial bombardment of the
U.S. naval base at Pearl Harbor. Instead of the usual oil shipments,
the United States returned the favor by dropping two atom bombs
on Japan. If there was a lesson to be learned, then it would be this:
when war approaches, merchants are forced into the passenger
seat while politicians and military men take the wheel. 

Today’s globalization of our economies is also not a work of
peace. It can produce wealth and well-mannered political inter-
action, but it can also achieve precisely the opposite effect—and
with great force. The world is home to more than Ahmadinejad.
And there is a relationship between wealth and the eagerness to
go to war, one that many overlook.

For national governments, the world’s economic interdepend-
ence is primarily an opportunity to increase power and wealth.
Although peace creates trade, the reverse does not apply. Trade is
no guarantee of peace among states, nor does globalization estab-
lish some pacifistic international order. As difficult as it is for econ-
omists the world over to accept, human beings are driven by
motives both more exalted and lowly than engaging in trade.
When interests change, so does the flow of goods. The prospect
of a nation’s trade being interrupted for a period of time has never
stopped it from going to war with others.
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Two seemingly contradictory sets of circumstances come to
mind. The world’s economies have never been as interdependent
as they are today. The volume of world trade has grown twenty-
five-fold in the last 100 years. Yet these surging flows of goods and
wealth are making the world more dangerous, not more peaceful.
In fact, in many ways accelerated globalization even increases ten-
sions in the world because it heightens inequality, both within and
between nations. 

A threat to world peace is unlikely to come from Africa, Latin
America, or Russia. African countries lack the economic strength
to wage major wars, while the Russians and their military cur-
rently lack the self-confidence, even if their vast reserves of natu-
ral resources enable them to regain the status of a world power.
Latin America’s heads of state do not pose a threat to one another.
In fact, they are united in their struggle to keep up with Asia. Even
Islam is not at its most dangerous where most Muslims live.
Indonesia’s 200 million Muslims are poor and angry, and although
they may frighten the West, they are not a threat.

In truth, the most threatening combination of risk factors for a
continental war has developed in the countries that have had the
most economic success in the past few decades. One of the reasons
mullah-controlled Iran is such a threat is that its economy has been
growing twice as fast as the United States’ and Europe’s for years.
Instead of frittering away their oil billions, the Iranians are pump-
ing the money back into their economy. That has enabled them to
develop self-confidence and aggressiveness in equal measure.
Without his country’s overflowing war chest, Iranian President
Mahmoud Ahmadinejad would be little more than a loudmouth. 

Nor are success and cockiness far apart throughout Asia. The
continent has experienced a virtually unheard-of expansion of its
economic zones, fueling the ambitions of its leaders. Who would
have believed it was possible that Japan, after emerging from
World War II a shattered country, would recover so quickly; that
hopelessly backward China would come as close to the West as it
already has; that India would join the race to catch up with the
West; and that a city that rivals New York would rise from Sin-
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gapore’s once malaria-infested swamps? The Asian era is no longer
a prophecy today, but a reality. Asia’s productive core has become
larger within only a few decades. It is red-hot today where it once
only smoldered. But although it provides growing prosperity, it
also produces the explosive material that can turn into war.

When we think of Russia we think of oil. When we think of
China we think of toys and Wal-Mart. But it would also be a good
idea to think about tanks and missiles at the mention of these two
neighbors. In the fall of 2007, China and Russia held a joint mil-
itary exercise, “Peace Mission 2007,” that involved the deploy-
ment of 6,000 troops along the Asian-European border. Chinese
Premier Hu Jintao and Russian President Vladimir Putin watched
the tank maneuvers through binoculars. The two men stood
peacefully together on a temporary command post, overlooking
abandoned houses that were being bombarded from the ground
and by air. As smoke engulfed the battlefield, the red color of the
Chinese flag on the tanks was the only bit of color in the other-
wise grayish-green landscape of the battlefield.

The two Red leaders may distrust each other, but they share
the common goal of curbing U.S. influence in the region. This is
the political glue that holds the two powers together. Oil is the
economic glue. Russia is the world’s second-largest producer of
oil, while China is its second-largest consumer. This creates a rela-
tionship not unlike that of the junkie with his dealer: one needs
the other to survive.

Business between the two countries only became possible as a
result of globalization. The currency that changes hands between
the Chinese and the Russians is the U.S. dollar. Much of the cash
in the registers at U.S. retailers like Home Depot, Wal-Mart, and
Safeway goes to Beijing, and from there it travels to the coffers of
the Russian military industry. In return, Putin’s corporations sup-
ply the Chinese with submarines, tanks, fighter jets, and aircraft
carriers. Seen in this light, “Peace Mission 2007” was also a shop-
ping spree of sorts for the Chinese.

The exercise was no spontaneous idea, but is in fact part of a
Sino-Russian cooperative effort that has become institutionalized,
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largely unnoticed by the Western public, in the form of the
Shanghai Organization (SOZ). A few smaller countries are part
of this regional alliance, while a number of larger countries like
Iran, Pakistan, and India are associate members. Ahmadinejad,
coming from a visit to Baghdad, attended the most recent meet-
ing of the SOZ member states, in Kyrgyzstan. Ahmadinejad spoke
a great deal about common interests, while Putin nodded his head,
clearly liking what he was hearing. In its combined territory, the
SOZ and its associate members can claim 45 percent of the world’s
population, 50 percent of its natural gas reserves, and 17.5 per-
cent of its oil reserves. Experts consider the SOZ an “OPEC with
bombs.” Iran is interested in becoming a full-fledged member.
The Russian military wants to see the alliance expanded into a
counterforce to the North Atlantic Treaty Organization (NATO),
and in fact has already presented the Chinese with plans to that
effect. But Beijing has hesitated, reluctant to jeopardize the influ-
ence of the dollar, which has made this political game possible in
the first place.

What this shows is an aggressive side of globalization that has
gained little public attention until now. The steeper the growth
rates and the greater the successes achieved in the economic
world, the greater the risk of political failure. The tremendous
acceleration of Asia’s emerging economies affects their societies
in two ways. 

First, tensions are growing within Asian societies, because not
everyone has benefited from this rapid modernization. Some have
become affluent while others have not. The differences between
up-and-coming residents of Bangalore and those of Indian slums
are enormous, and the gap between Shanghai’s nouveau riche and
the farming communities in the Chinese hinterlands couldn’t be
wider. Tensions are building in populations that were once regu-
lated by bureaucracy. The authorities, in China and elsewhere,
tend to offer their less fortunate citizens an aggressive national-
ism as a substitute for wealth. 

Meanwhile, the people also flee into the arms of religion.
Another of today’s paradoxes is that the road to modernity takes
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many on a direct path to the spirituality of their ancestors. The
Asian continent’s four major religions—Islam, Hinduism, Bud-
dhism, and Daoism—are all growing, which by no means lessens
the tensions in social life. All nations may be subject to the same
laws of economics, but their cultures have remained separated.
Modernization in Asia doesn’t mean Americanization or
Europization, even if many in the West had hoped this would be
the case. What it really boils down to is the development of a new
group of people we might call Americasians. Later on we will see
what this means and how this process of becoming an Americas-
ian changes our everyday lives.

The second effect of rapid globalization on Asian societies is
that, in the wake of great economic success, relations between
countries have become more tense instead of less so. Fueled by
gains in technology, foreign currency reserves, and political self-
confidence, the leaders of the emerging economies are suddenly
seeing the world map from a new perspective. Some believe that
there will be a redistribution of power in the foreseeable future,
and that they will soon assume a leading role in this changed world.

This new confidence has led to a new and threatening arms
race, with Asian countries stocking up on submarines, midrange
missiles, frigates, destroyers, cruise missiles, and—as a badge of
special potency—nuclear weapons. Asia’s leaders are taking Mao’s
motto to heart: “All political power comes from the barrel of a
gun.” Stalin had the same idea when he asked, cunningly: “How
many divisions does the pope have?”

Before beginning their ascent, these nations were busy organ-
izing their own affairs. But now, their ambitions have expanded
onto the geopolitical map as they attempt to divide the world into
spheres of interest, just as the Americans and the Russians did
before them. Some Asian countries are already attempting to
dominate their smaller neighbors, turning economic success into
political rivalries.

We can see imbalances developing throughout Asia, though
they may not always be readily apparent. This is what is so dan-
gerous about the early phase of globalization. These imbalances
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lack the palpable drama, clarity, and directness of a military threat
and are easily overlooked, and yet they contain the seed of war.

Where Is the New Sarajevo?

Asia’s future could look like America’s past: big, glowing, and com-
pletely untouched by the boots of foreign soldiers. But Asia’s future
could also look like Europe’s past: dark and blood-stained, a poor
and yet productive breeding ground for all sorts of violent acts. What
began in Sarajevo in the spring of 1914 with the assassination of
Crown Prince Ferdinand triggered a chain reaction of violence.

There are more indications today of a brewing Asian horror
scenario than many believe. In fact, there are too many of these
indications to be attributed to chance. Today’s situation in Asia
bears similarities to the Europe of the early twentieth century,
similarities that have not been given the attention they deserve.

Up-and-comers have always tended to be cocky and likely to
overestimate their strengths. World War I, which was essentially
a European war, was triggered by political stupidity beyond com-
pare, although stupidity alone, no matter how great, cannot ignite
a war. Large doses of two things—stupidity and wealth—are in
fact needed to produce a truly dangerous mix. In the last century,
ambitious powers set a European civil war into motion that would
soon expand into a world war. The two ingredients were political
aggressiveness and economic wealth.

In Asia, rivals fluctuate between a feeling of superiority and a
feeling of threat. And as in early twentieth-century Europe,
today’s Asian rulers have long been prepared for armed conflict,
although no one seems determined to go to war at the moment.
There are no realistic war objectives that would make fighting
worthwhile. China unquestionably wants to get Taiwan back, but
not immediately. Pakistan would like to be in charge in Kashmir,
and so would India. But both countries have time.

And yet the situation was similar in early twentieth-century
Europe. There was no objective important enough to be worth
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the risk of a world war. The powers that clashed in the summer
of 1914 had nothing to show for themselves that could justify or
even explain the massive war that ensued in the eyes of the rulers
of the day. It was a war without an objective.

War can be an extension of politics by other means, but this is
not a requirement. In many cases war is nothing more than an
extension of human idiocy with military means. France wanted
Lorraine, but not at the price of well over a million dead French
people. Germany wanted to spar with Great Britain over Euro-
pean dominance, but did this goal justify the risk of total defeat?

Within a short time during the Industrial Revolution, Europe’s
nations had transformed themselves from agrarian to industrial,
just as the Asian countries with large amounts of land are doing
today. Their newly acquired economic strength gave the Euro-
peans financial and political wings. It made them confident and
increased their willingness to take risks. On top of that, hardly any
European leader was answerable to his people. For the powerful
of the day, being voted into office was the exception.

During this transformation, feelings of national superiority
with a sense of feeling threatened and hemmed in began surfac-
ing in Europe’s states. At the time—just as in Asia today—there
was no natural leading power accepted by all. This provoked a
need for alliance, which in turn led to the shaping of counter-
alliances.

Ultimately, it was two things that, because of their simultane-
ous occurrence, led to World War I: mutual mistrust and elation,
fear and heroic courage. In the end, the rulers and generals could
hardly wait to position their military machines opposite those of
their neighbors. Sixty-five million soldiers were mobilized, more
than ever before and more than would ever be mobilized again.
“The warring industrialized states had transformed themselves
into monstrous foundries and Vulcan-like forges,” the writer and
soldier Ernst Junger later wrote.

A new coarseness gradually became part of the way of thinking
of an entire generation, one that had learned to live with the lan-
guage of war: mobilization, war on two fronts, positional warfare,
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war of attrition. In the end, the concept of total war was on every-
one’s mind, because the war was no longer just a battle between
military forces, but had also drawn in the civilian populations.

In Asia today we see a similarly robust urge to stick it to others
before being done in by them. Mutual mistrust is deeply rooted in
Asia’s history. The dramatic interactions among Asian nations in
the past few centuries are not unlike those the Europeans experi-
enced in the nineteenth and twentieth centuries. One nation could
hardly turn its back on another before being attacked and subju-
gated. The traditional animosity between the French and the Ger-
mans corresponds to the rivalry between the Japanese and the
Chinese. The friction between the Indians and the Pakistanis is
comparable to the aggressive suspicion between the English and
the Germans in the second half of the nineteenth century.

The Japanese have attacked a number of their Asian neighbors
on several occasions. They occupied Manchuria in 1931. In World
War II, they drew a trail of blood through more than half a dozen
countries. “Asia for the Asians,” was their battle cry, but what they
meant was: Asia for the Japanese. Their soldiers were stationed in
Saigon, Hong Kong, Manila, and Singapore. They marched into
Burma and New Guinea, and they also occupied China, a largely
defenseless nation at the time. “Let their heads swing,” students
in Shanghai and Beijing say today when they are reminded of
Japanese atrocities.

In Beijing, both the people and the government look to the
island nation of Japan with revenge in their hearts. The Japanese,
for their part, have yet to issue an apology for past atrocities—or
at least one that would be considered suitable in China. The dis-
pute between the nations over the correct form of apology is like
a fight between quarreling spouses. In August 1995, reconcilia-
tion seemed imminent. Thanks to some diplomatic legwork, the
Japanese prime minister expressed his “feelings of deep remorse”
and his “heartfelt apology.” 

And yet there was a big “but” at the end of the story: Japan
refused to issue this apology in writing, which was precisely what
the Chinese had demanded.
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Conversely, few in Tokyo have any warm feelings toward the
Chinese, which is something the Japanese have in common with
almost all of China’s neighbors. The Chinese are not liked any-
where, perhaps because of their sheer numbers and the fact that
they have been too proud and successful recently. Chinese living
in Thailand are forcefully assimilated, and are required to assume
Thai names to eliminate their Chinese identity. Malaysia, in an
effort to prevent “infiltration” by Chinese, has introduced quotas
in filling government jobs. Indonesia has seen repeated pogroms
against ethnic Chinese, who are perceived as playing too power-
ful a role in economic life.

These aversions against the Chinese are not without justifica-
tion. China’s more recent history includes a series of recurring
aggressions against neighboring countries that cannot simply be
dismissed out of hand. In the early 1950s, China intervened in the
Korean War and helped to install the Stalinist regime in North
Korea. The Chinese military was involved in border wars with
India in 1959 and 1962, and in the late 1960s Chinese and Russ-
ian troops clashed along the Ussuri River. There have also been
repeated disputes in the South China Sea, whose islands and atolls
are claimed by a number of countries. The Beijing leadership set
its sights on Vietnam twice in the 1970s. Chinese Premier Deng
Xiaoping called the second invasion an “educational campaign.” 

Distrust of the Chinese has lasted through the decades. Even
Deng Xiaoping’s announcement of a peacefully worded foreign
policy doctrine was generally interpreted as a sign of treachery. To
avoid jeopardizing the growing Chinese economy, Deng advised
that his country take a cautious and reserved approach. China, he
said, should “hide its light under a bushel.” This seemed reason-
able, but it also sounded unsettling to neighboring countries. The
wolf, in full view of everyone, had donned sheep’s clothing.

Since then Asia has lived with growing tensions but has lacked
adequate safeguards. The overlapping interests and ideological
alliances are to those of Europe before the first World War.

Today’s Sarajevo could very well lie on the Korean peninsula.
Since its division into a Stalinist north and a capitalist south, this
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territory jutting into the East China Sea has been home to a polit-
ical powder keg that could explode in response to even just a few
sparks. Since partition, the side-by-side existence of North and
South Korea has been characterized by enduring and, over the
years, growing aggressiveness.

One of the most pointless wars of the modern age erupted
between the two halves of the Korean peninsula in 1950. Neither
of the two nations gained territory as a result, but more than three
million people died. Since then the North has kept the South in
check with its constantly recurring threats and missile tests. The
North owes it survival to the construction of nuclear warheads
and midrange missiles, which, in order to obtain hard currency, it
has even sold to enemies of the United States. The economy is in
a sorry state, the population is starving, and the government is too
poor to keep the lights on in the capital Pyongyang. And yet the
elite remains politically in control.

China has remained loyal to the North Korean regime, help-
ing it with components for its nuclear facilities and by providing
rice imports, so that the elite is not threatened by starvation.
North Korea’s ability to build a nuclear bomb has proven to be an
effective instrument of blackmail against the West, compelling
even the United States to repeatedly accommodate Pyongyang. A
few years ago former U.S. secretary of state Madeleine Albright
attended a parade in Pyongyang to mark the fifty-fifth anniver-
sary of the Korean Workers’ Party, a move that can only be char-
acterized as political prostration before the world’s last remaining
Stalinist state. The result of such expressions of submissiveness
was hardly surprising: mounting tensions with South Korea.

Or perhaps the new Sarajevo could be a border town along the
435-mile line of demarcation between India and the Islamic
Republic of Pakistan. Hindu-dominated India and the Islamic
state accuse each other of disregarding each other’s religious sen-
timents. There have been repeated skirmishes between the two
countries, as well as religiously motivated massacres. Even before
the two states became independent, Hindus and Muslims were
sending each other trains filled with corpses. Indians killed a train-
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load of Muslim refugees and sent the corpse-filled cars back to
Pakistan with the words “Gift to Pakistan” scrawled on the engine,
and the Pakistanis responded in kind.

With the help of their Russian friends, the Indians launched a
nuclear program that was mainly intended to impress their neigh-
bor. India detonated its first atom bomb in 1974. Pakistan, aided
by China, followed suit. “We will eat grass or leaves, perhaps even
go hungry, but we will have our own atom bomb,” said then Prime
Minister Zulkifar Ali Bhutto. It would take another 24 years, but
Pakistan eventually joined the nuclear club.

It was U.S. president Bill Clinton who reminded us that this
sort of muscle-flexing has already led the world into disaster once
before, namely in Europe. Clinton said that he couldn’t believe
that the Indian subcontinent is “entering the twenty-first century
repeating the worst mistake of the twentieth.” But Pakistan has
been ignoring the warnings of the West for a long time. Today
the mountainous region between Pakistan and Afghanistan is seen
as a safe haven for terrorist leader Osama bin Laden and his fel-
low murderers. 

India’s security also depends on the mood of the Pakistani lead-
ership. But even the word leadership is misleading. Who in the
country is following, and who is leading? Fundamentalist forces
already hold a larger share of power in Pakistan today than can
possibly suit the West. Nevertheless, Pakistan is an indispensable
ally of the United States, but it’s an awkward partnership. The sur-
vival of U.S. ally Pervez Musharraf is no longer a matter of course.
Radical Islamists are seeking to gain power in Pakistan. Indeed,
they have already made inroads toward achieving that goal.

The Taiwanese capital Taipei could also be the new Sarajevo.
Beijing insists on reintegrating what it calls its “renegade
province,” although it is in no hurry to do so. “We have a hun-
dred years’ time,” Mao once said. America recognizes the posi-
tion of the Chinese leadership, while at the same time supplying
Taiwan with weapons and military equipment. Militarily, the
small, obstinate state, founded by Mao’s opponents during the
course of the Chinese civil war, is under a U.S. protective shield.
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If this shield were suddenly lifted, Taiwan’s days would be num-
bered. So far, Taiwan’s powerful friends in Washington have made
sure that this will not happen. For many Americans, Taiwan is a
thorn in the side of China’s communists, which they would like to
see pushed in even a little farther.

And yet all of the U.S. military commitments and promises to
the Taiwanese are presumably not worth the paper on which they
are printed. Washington cannot afford a military conflict in the
region. America is currently too isolated in Asia, both politically
and culturally, to pacify a rebellious Asian nation. Its military first-
strike capability is undoubtedly enormous, but this is not enough
to be able to successfully wage an entire military campaign. The
Iraq invasion is a case in point, where the war after the war is the
real problem facing the United States.

American experiences in this corner of the world are not
encouraging. In the Korean War, many U.S. soldiers lost their
lives, not to mention the enormous casualties the Vietnam War
claimed. During the eight most intense years of that war, from
1965 to 1972, the U.S. Air Force dropped more than six million
tons of bombs over Vietnam—three times as much explosive
power as the country detonated in Europe, Africa, and Asia com-
bined during World War II. But it was to no avail. The poorly
equipped but highly motivated rebels in the Vietnamese civil war,
the Viet Cong, eventually managed to expel the superpower.
Absent a miracle, the United States could face a similarly humil-
iating defeat in Iraq and possibly in Afghanistan.

The United States is practically without friends in Asia today.
The U.S. military maintains bases here and there, its aircraft car-
riers crisscross the South China Sea around the clock, and it has
respectable allies in Japan and South Korea. But unlike the Euro-
peans, no one in the region sees the Americans as friends and
peacemakers. Japan relies on the United States, but the United
States would be ill advised to rely on Japan.

The American leadership, regardless of who captures the
White House, also has relatively little influence on the rulers in
Beijing. The Western world power supported Mao’s adversaries
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in the Chinese civil war. After that, the only time that the United
States seriously sought closer relations with the Chinese was dur-
ing the Nixon/Kissinger era. America distanced itself from Bei-
jing after the Chinese authorities’ bloody suppression of student
protests on Tiananmen Square, and both the right and the left in
Washington demanded an immediate cooling of relations. Deng
defended his actions by claiming that he was combating chaos, not
democracy. But it didn’t do him much good.

Both Republicans and Democrats want to be standing on the
right side of the barricades should the Chinese people act on their
fundamental desire for freedom. Many Americans still hope that
economic liberalization will eventually bring about change in the
political system. Inequality in the country and corruption within
the Communist Party could speed up this process, or so they
believe. But it is precisely this hope that comes packaged with the
worst of fears. The Chinese Communist Party will not give up
power voluntarily. A civil war in a country with continental
dimensions—China’s population is almost twice as large as that of
the United States and the European Union combined—would
shake the entire world.

Just how high the pressure is in China today can only be con-
jectured, not measured. Even the Chinese leadership probably has
no reliable assessment of when the patience of millions who are
not benefiting from the economic miracle could be exhausted. But
because the key to the success of China’s economic policy consists
precisely in focusing government investment on the export indus-
try, thereby promoting inequality, some concessions may be
expected in the foreseeable future, but no fundamental correction.
According to Western estimates, the current situation is as fol-
lows: 3 percent of the Chinese are immensely wealthy, while 17
percent have modest retirement savings, and 80 percent have
none. In no other country on earth has inequality between peo-
ple progressed as rapidly as in China.

What the Communist Party is doing in China is nothing short
of an outrageous human experiment. It appears to want to test the
limits of how much inequality people can bear and determine when
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a downtrodden populace will strike back at its tormentors. There
are already rumblings in the country. The global public is rarely,
if ever, made aware of the demonstrations, strikes, and minor
armed rebellions taking place in China today. For the Chinese,
there is too much temptation to divert internal pressure outward,
that is, against neighbors. In the course of world history, the pow-
erful of many nations have already succumbed to this temptation.

A Continent of Bomb Makers: Asia Arms Itself

If the virus of a world war can even develop nowadays, it will find
a favorable breeding ground in Asia’s heated climate. No one can
calculate this probability, because we can only make out parts of
the equation. However, a look at military expenditures has always
served as an indicator of what heads of state expect to see in their
futures. If they are spending less on weapons, they are probably
in a peaceful mood or simply weary of war. If they are beefing up
their military might, they may not have written off peace alto-
gether, but they want to be prepared should circumstances change.

The difference between these types of leaders and terrorists is
obvious. Strapping on explosives can be done in secret, but ramp-
ing up military spending for large populations is a virtually pub-
lic affair. Wars are prepared well in advance. They do not erupt
as spontaneously as many may sometimes believe. In fact, it is even
possible to observe generals and commanders-in-chief as they
make their preparations, which go hand in hand with both signif-
icant increases in military spending and costly test runs involving
human beings and materiel.

The first and second world wars were preceded by an arms
buildup that went on for years. It began at a leisurely pace in the
1880s and accelerated throughout the next decade. From then until
the outbreak of World War I, Britain’s annual military expendi-
tures doubled. Even the planned military strategy was reflected in
the country’s defense budget, so that anyone who was familiar with
it could predict whether he would be attacked by land, air, or sea.
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The British navy was growing at the fastest pace at the time. Its
annual budget quadrupled between 1885 and 1914, the first year
of the war. The message to the rest of Europe was that the British
were preparing for a naval war.

Even the general population, which may not be as well-versed
on military matters, cannot help but notice when its leadership
begins sharpening the knives. Citizens, after all, pay for the arms
buildup during the preparatory years with higher taxes. They also
notice traditional weapons manufacturers rapidly turning into
huge conglomerates within a very short period of time. In 1873,
German arms manufacturer Krupp employed only 16,000 work-
ers. That number increased to 45,000 by the turn of the century
and 75,000 by 1912—a jump of more than 450 percent. Arms
expenditures in Germany at the time far outpaced growth in the
rest of the economy—an unmistakable sign of the government’s
hostile intentions.

The same, transparent preparations took place before World
War II. Adolf Hitler had hardly come into power before he began
diverting government revenues into weapons production. The size
of his military ambitions was clearly reflected in the growth of his
military budget. In 1937, two years before it went to war, Ger-
many spent 23.5 percent of the national income on the armed
forces. By comparison, military spending was only 1.5 percent of
government revenues in United States, 5.7 percent in the British
Empire, and 9.1 percent in France. The military budgets of the
other belligerent countries were also noticeably high. Italy was
spending 14.5 percent of its national income on arms, while
Japan’s military expenditures at the time were a whopping 28.2
percent. In all three countries, a deadly fruit was ripening that
would devastate half the world a short time later.

And now to twenty-first-century Asia, where the situation is sim-
ilar but by no means identical. New economic opportunities have
prepared the way for an arms buildup unprecedented in the region.
Japan’s military expenditures are as high as those of the French and
the British, and exceeded only by those of the United States. China,
India, Pakistan, and the two Koreas are also investing heavily in
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their militaries. Experts estimate that total Asian expenditures for
missiles, tanks, and aircraft carriers will exceed the European
defense budget by 2010. Based on the dollar’s real purchasing power
in Asia, the countries in that part of the world are already not far
behind the West when it comes to military spending.

A number of bilateral arms races are taking place in which the
two respective sides seek to outdo each other when it comes to
ordering deadly weapons: South Korea versus North Korea,
China versus Taiwan, Pakistan versus India, China versus India,
and Malaysia versus Singapore. Seen as a whole, these countries
seem to be preparing for a naval conflict, because among all
weapons manufacturers, the ones selling frigates, submarines, and
sea-based guided missiles are reporting the greatest demand for
their products. 

America has already pricked up its ears. According to the most
important planning document in American defense policy, the
Pentagon’s “Quadrennial Defense Review,” the Pacific Ocean is
the most likely theater of war in the near future.

Nuclear technology has gained great popularity in Asia. The
nuclear age supposedly ended with the end of the cold war, and
yet it appears to have just begun in Asia. Seventy percent of all
new nuclear power plants are being constructed in Asia. The num-
ber of countries with nuclear weapons in their arsenals has dou-
bled worldwide since 1960, and three-quarters of the new nuclear
powers are on Asian soil. Both the Indians and the Taiwanese
shocked the global public in July 2006 when they conducted mis-
sile tests that were nothing but thinly veiled threats.

While the Americans, Russians, and Europeans have reduced
their armed forces in the past decade, Asian countries have contin-
ued to maintain large conventional ground forces. Taiwan currently
has about 200,000 troops under arms, Pakistan commands an army
of 550,000 soldiers, North Korea’s armed forces number 950,000,
while the Indian military, with 1.1 million soldiers, and Chinese mil-
itary, with 1.6 million soldiers, are the largest of them all.

The new Chinese military doctrine expressly mentions the like-
lihood of regional instability and limited wars, conflicts for which
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the giant country clearly aims to be prepared. Nowadays, China
is not just an important buyer of industrial equipment and oil.
Within the last five-year period, China has been the world’s
largest importer of weapons. Politicians in Beijing are making a
concerted effort to convince the European Union to lift the
weapons embargo it imposed after the Tiananmen Square mas-
sacre. They seek to attract weapons manufacturers with an
impressive military budget, which will have exceeded government
social spending by close to 50 percent for 2006. A government
could hardly document its priorities more clearly.

It is apparent that, once again, there are no international insti-
tutions capable of reducing the imbalances and alleviating the ten-
sions in Asia. The organizations created after World War II are
not suitable, because they do not reflect the new balance of power
in Asia. The United Nations Security Council is a living World
War II museum. As if preserved in time, the four Allies of the war,
the Americans, French, British and Russians, sit opposite the Chi-
nese in that body. Asia’s other large regional powers—India, Pak-
istan, Indonesia, and Japan—are not even part of the club.

This United Nations is better than nothing, but it can provide
no safeguards against an uncontrolled discharge of energy in such
an overheated region. Unless we manage to transform the world’s
architecture of security, which also means developing it in many
places where it has been nonexistent, the rivalries between the
world’s rising and falling empires could easily erupt into a new
war. It has always been the case that political and economic con-
flict soon leads to gunfire, and that gunfire, technology permit-
ting, soon leads to bombing.

That was why the Americans and Western Europeans devel-
oped a policy of détente against communism in the 1970s. They
wanted to prevent the cold war from turning into a blazing
inferno. The maxim of the day was simple: where there is talk
there will be no gunfire.

A large number of treaties, conferences, and panels have devel-
oped among the hostile blocs in the West and East, all of which
have served one overriding purpose: to recognize and diminish
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conflicts in their early stages. This was followed by various disar-
mament efforts, including the Nuclear Non-Proliferation Treaty
and the Strategic Arms Reduction Treaty. The Conference on
Security and Cooperation in Europe (CSCE) made its way through
Europe like a traveling circus. A number of proxy wars erupted in
Asia and Latin America at this time. It was an era of threats and
negotiations, but major conflict was avoided. There was much talk
between the Americans and the Russians, but little gunfire.

A comparable architecture of détente is absent today. The
Asian house is everything but fireproof. There is no single
alliance with responsibility for the entire continent. The new
emerging nations live in a world that is marked by instability sim-
ilar to that which prevailed in the days of the League of Nations.
This precursor of the United Nations championed the principles
of nonviolence and national sovereignty with verve, but without
relevance. It was not created to be capable of issuing threats or
putting offenders in their place, which is why Hitler, Mussolini,
and Japan’s war-hungry leaders felt not the least bit intimidated
by the League of Nations. And why should they have? 

The aggressors had an easier time of it, because although the
years they had spent building up their militaries were noticed, they
were not met with any appropriate political response. Politicians
lived from one day to the next, a circumstance that British Prime
Minister Ramsay MacDonald openly confessed to his successor:
“We were so distracted by our day-to-day problems that we never
had the opportunity to examine the overall situation and develop a
suitable policy; instead, we lived from one excitement to the next.”

Today’s politicians bear an uncanny resemblance to their fore-
runners. They like to talk about the opportunities of globaliza-
tion. But many fail to appreciate what is brewing above their
heads. Like their forerunners, they live from one excitement to
the next.
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The United States 
of the West

It’s a Journey, 
Not a Destination
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What the Future Is Made Of

Human beings have already deciphered close to everything there
is to decipher. Even our genetic code has been laid bare, like the
circuit plan of some electronic device.

Only history remains inscrutable, refusing to let itself be boxed
into predictable formulas. In the history of one country, high
unemployment led to a New Deal—in another, to the rise of Adolf
Hitler. History shows us that reason usually prevails in a democ-
racy, as is the case in contemporary Europe. But historical events
can also lead to the triumph of lunacy, as they did in Germany in
the last century.

The past denies us absolute certainties, which is why we can-
not treat the writing of history as a science in the classical sense.
We would be more honest with ourselves to admit that history
bears a closer resemblance to literature.

When we try to use the past to draw conclusions for the future,
things become even more complicated. Another word for this
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activity is speculation. The best we can do is to take ourselves a few
steps closer to the future. But even if the attempt is bound to be
fraught with error, predicting the future is at least worth a try. We
look into the past hoping that it will enable us to see into the
future. We want to be able to look around the next corner and
catch a glimpse of the future, as fleeting as it may be.

The future, of course, is more a variation of than a direct exten-
sion of the present. We even have the luxury of choosing among
several versions of the future. Much depends on how ordinary
people behave, whether they produce smart and effective leaders,
and how much effort they are willing to undertake. A nation’s cit-
izenry must have enough confidence in itself to fight for its own
future.

The Shock Scenario: A Design for Disaster

In overly simplified terms, we can imagine three future scenarios
that globalization may bring. Let us begin with the shock scenario,
the most horrific of them all. It’s a classic worst-case scenario. It
describes what happens if nothing happens, an impasse in which
politicians are unable to find a way to reduce the current tensions
in the global economy. In this instance, the leaders of the United
States, Europe, and Asia simply go with the flow, hoping that the
future will be much like the present. But they forget the most
important tenet of history: if everything remains as it is, in the end
nothing will be the same as it was.

The shock scenario is filled with doom and gloom. At its cen-
ter are people who cannot live up to the enormity of their tasks,
people who speak self-importantly of leadership while in reality
doing nothing to lead. Those few politicians who even have a
sense of the coming radical changes in history will anesthetize
themselves with successes of the moment and devote themselves
to the minutiae of political life, from fund-raising to nominations
to party conventions. Their lives become a permanent political
campaign. In the end, they lack the endurance and strength to
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build the consensus that can overcome the status quo. Finding
consensus is as cumbersome in a democracy as it is in a dictator-
ship. The powers of stagnation are undeterred by boundaries
between political systems.

The shock scenario is a lose-lose situation that would revolve
around China and the United States. One of the two countries—
and it doesn’t matter which one comes first—would be unable to
withstand the pressure of economic circumstances and would
begin to falter, dragging the other one down with it. In China, a
blatant disregard for the environment and a workforce denied
political rights are the key ingredients in a powder keg that could
explode easily. America’s problem is that its high growth is based
on a production system that is no longer rooted in high domestic
performance. Instead, growth is increasingly fueled by foreign
debt, a system of readily available consumer debt, and a gradual
frittering away of assets.

All other differences between the two countries aside, there is
one important similarity between growth in the United States and
in China: it is not sustainable in either country. This lack of sus-
tainability is so explosive because the two economies have unknow-
ingly entered into a diabolic pact with each other. The one borrows
against its own environmental capital. The other lives on borrowed
capital being pumped into it by an environmental polluter. The
lunacy of the current situation is that each of these two giant
nations depends on the madness of the other. China needs Amer-
ica’s greedy consumption, while America needs China’s obsessive
growth. Greed and obsession are the two motors of today’s global
economy. If one of them fails abruptly, one of the longest periods
of prosperity in human history will come to an end.

If this were to happen, Beijing’s once-impressive growth rates
would snap as quickly as trees in a hurricane. The standard of liv-
ing of millions of people on all continents would plunge. While
some people would seek to compare this process with the world
economic crisis in the late 1920s, the difference is that this time
the crisis would affect the entire world, not just the Western
Hemisphere.
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As a result of economic collapse, the political system in author-
itarian China would face serious challenges. No one knows if, and
in what condition, the leadership would weather the storm. Nowa-
days, Chinese leadership is made up primarily of technocrats with
no experience in crisis management, a deficiency that makes them
the flower children of the country’s economic wonder. 

In China’s system, an economic disturbance would quickly and
adversely affect a society that is now being held together only by
the hope of further growth. Political demands, which are still
trumped by the desire to succeed economically, would come to
the fore. The word that so terrifies the Chinese elites today could
spread like wildfire in the streets of Beijing, Shanghai, and Hong
Kong: democracy! Away with the one-party state! This, in turn,
would set the country’s military and security machine into motion,
which would quickly respond with tanks and machine guns. 

The dictatorship would hold up its ugly face to the cameras of
CNN. Many people in the West would be horrified. But those in
the know would have no trouble seeing traces of Mao in the faces
of China’s leaders. In the worst case, China would go from being
the commercial state it is today to a warrior state.

America would not come away unharmed in this scenario. The
country would have nothing to fear militarily, but its global influ-
ence would suffer and it would be facing a new problem: domes-
tic strife. Current U.S. society, which consists essentially of three
classes—an affluent upper class, a middle class that is fighting
decline, and a growing underclass—could be shaken to its very
foundations by a severe economic crisis. The inequality that has
grown in recent years and is already a hot topic of conversation
today would suddenly be visible to all. Poverty would turn into
squalor and frustration into fury, with grave consequences for the
cohesiveness of American society.

The superpower would face a painful process of self-assurance,
in which business, academic, and political leaders would be forced
to account for their actions in the early years of the new age of
globalization. Wasn’t what Hillary Clinton called the “happy talk”
and former Federal Reserve chairman Alan Greenspan the “rosy
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assumptions” of the Bush years nothing but self-deception? A new
generation would be asking old questions, but this time the tone
would be angry and perhaps even irreconcilable:

Did you really believe that you could live, in the long term, on
borrowed money?

Who actually claimed that such a large nation doesn’t need an
industrial base?

Where are the men and women who made us believe that a neg-
ative balance of trade is a sign of strength?

Why did no one on Wall Street sound the alarm bell when the
U.S. dollar became eroded and lost intrinsic value for such a
prolonged period of time?

Is it possible that no one could have noticed a country that was
once the world’s biggest lender selling off its assets to others?

How could the entrenchment of economic inequality in a demo-
cratic nation have been tolerated for so long?

What happened to the upward mobility that was once this coun-
try’s trademark?

And, last but not least: why did democracy, which is supposed to
react more quickly to malfunctions than other forms of gov-
ernment, fail so miserably?

From the standpoint of power politics, this scenario comes with
one saving grace. Neither of the two rivals could triumph over the
other. The old superpower and the rising superpower would both
be weakened. The world in which they exist would emerge from
the turbulences relatively unharmed. America and China would
become partners in disaster.

The Asia-Above-All Scenario: When the 
American Dream Turns to Dust

In the Asia-above-all scenario, America would continue its relative
decline while Asia would continue its ascent. Americans still do not
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perceive this ascent as the central challenge of the twenty-first cen-
tury. Since 9/11, the country has been otherwise occupied. The so-
called War on Terror, which is being waged as a major ideological,
military, and political conflict, consumes much of the public’s atten-
tion span. The superpower is not, as historian Paul Kennedy once
feared, “imperially overstretched.” It is simply distracted.

Contemporary Asia no longer fits into any of the tried-and-true
valuation models. India is still seen as a developing nation, because
its ascent is accompanied by poverty and suffering. Many con-
temporaries take a mild view of China’s brand of communism, in
which the leaders utilize the methods of capitalism to preserve
their power and increase wealth. The idea that this combination
of communism and capitalism is so dangerous precisely because
it makes China more powerful, more stable, and more expansive
has somehow been left out of the political debate.

In this scenario, Asia would manage to keep its people content
even while denying them involvement in the political process. In
a time of rapid growth, this is no great feat. Most Asians are more
interested in cars than election ballots, preferring freedom of con-
sumption over freedom of speech.

Society would continue its current imbalances as long as the
economic miracle continues. A 7.5 percent growth rate translates
into a doubling of the national income within 10 years. But China
has been even more successful than that, growing at rates of about
12 percent a year for some time—and generating tremendous
material wealth to satisfy material interests. 

The political leadership in China, which has already shown an
interest in the social systems of the West, would have many
options. It could take advantage of its unbroken stranglehold on
the economy and its unquestioned authority to embark on a pol-
icy of reforms. In other words, China’s national and party leader-
ship would manage to take the rudimentary capitalism of
modern-day China to the next stage of development. Production
would become more environmentally compatible and the fruits of
prosperity distributed more equitably. From the standpoint of
China’s leaders, the trick would be to structure the transforma-
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tion process in such a way that neither the export machine nor the
party would falter.

Under these circumstances, the United States would continue
to fall behind in the international race. Its share of the gross world
product would decline, its balance of trade would remain deeply
in the red, purchasing power would shrink, and its rate of inno-
vation would not keep up with that of its Asian competitors. There
also would be a noticeable decline in the Americans’ tendency to
keep their old lifestyle afloat with more and more debt. In an
effort to keep attracting fresh capital to a weakening economy, the
Federal Reserve System would be forced to raise interest rates and
the government to raise the yields of Treasury bonds. Everyone
would begin to realize what has been concealed for years: when
the supply of outside blood comes to an end, this once-proud
country will collapse. America will be exhausted.

Simultaneously, China would begin to make itself independent
of the United States. China’s economy, once fixated on exports,
would use its handsome profits to develop itself into an impressive
domestic economy. The demand coming from 1.3 billion people,
whose purchasing power has grown considerably, would be China’s
guarantee of growing independence. Instead of having solely an
export economy, the Chinese have been becoming consumers.

On the foreign stage, this even more powerful China would
become a role model for much of Asia. Beijing likely would
assume a leadership role in both international and new Asian
organizations. The government would continue to strengthen ties
with Russia and India—ties based on a shared skepticism toward
the United States as a superpower. If neither of these two com-
peting powers beats the Chinese to it, the People’s Republic of
China will become a giant within the next two decades. For the
first time since the demise of the Soviet Union, the United States
would find itself facing off against a world-class rival.

This powerful China would encounter an American society
that, beneath a veneer of national pride and joie de vivre, is in fact
deeply insecure. The internal difficulties of the United States
would be further aggravated by the baby boomers reaching retire-
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ment age and by continued immigration pressures from Latin
America.

What we see today is only the beginning of this tremendous
shift. The working segment of society is shrinking relative to the
number of retirees. Only 17 million Americans were 65 or older
in 1960. This number had almost doubled, to 31 million, by 1990
and, according to the most recent estimates, will increase to about
70 million by 2020. That means that the number of producers of
wealth is declining relative to the number of consumers of wealth.

As the baby boomers retire, both risk averseness and the desire
to preserve the status quo grow as well. Politicians are tempted to
pander to the wishes of millions of new retirees, and the willingness
to change suffers. America will bear a closer resemblance to the
Europe of the 1990s than can possibly be good for the country.

Additionally, according to recent surveys, for the first time
more people take a negative (35 percent) than a positive (30 per-
cent) view of the country’s future prospects. The rest are unde-
cided. Although these surveys say nothing about the probability
of these expectations, they do testify to a change in the general
mood. Aging societies that come under pressure have a tendency
to become pessimistic and sentimental.

Despite all this, there is no natural expiration date for major
powers. If the United States can somehow come up with the polit-
ical will and each individual citizen can again become involved in
the nation’s direction, a great deal is possible—even another tri-
umph over a formidable adversary.

The American Renaissance Scenario: 
How to Remake History

In the best-case scenario, America reacts—energetically, intelli-
gently, and with great resolve—to changes in the age of global-
ization. The new generation of political leaders will go about its
work with a refreshing absence of ideology, even if the election
process tempts many to descend into the usual politics of mud-
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slinging. But in truth this generation will have left political parti-
sanship behind and will feel bound to pursue a new objectiveness.
For these men and women, serving their country will come before
serving their party. They want to convince people instead of cajol-
ing them, and their approach to politics would be to work with
and not against others. They will not pursue a “progressive” or a
“conservative” agenda, and they see themselves as the leaders of
their nation, not as the warriors of their respective parties.

That would allow the country to continue its tremendous
achievements of the last 250 years, a period in which giant steel
mills and automobile plants were built, literally out of nothing,
followed by banks and software corporations. The greatest super-
power in world history grew on this economic foundation, and
both political parties had their share of the success. The conser-
vatives were not obsessed with the preservation of tradition, while
the progressives were not insistent on attacking traditions.

This balance between renewal and preservation was lost. Nowa-
days, the country’s relevant political and social forces are attempt-
ing to restore the U.S. economic foundation and repair the damage
that has been done abroad. They know that economic growth and
international recognition will best serve America’s security.

The unproductive, vicious circles that characterized the polit-
ical discussion for years finally will have been broken. After real-
izing its fundamental pointlessness, the ritualized, never-ending
debate between good and evil, liberals and conservatives, the East
Coast and the West Coast, nationalists and multinationalists, Wall
Street politicians and Main Street politicians, supporters of small
versus big government will have ended. After a decades-long
struggle, one of the country’s most important and symbolic
debates has been decided—in favor of a pragmatic, third way.

Neither the die-hard free traders nor the protectionists can pre-
vail. Millions of people finally will recognize the growing trade
deficit, the country’s shrinking industrial base, and the continu-
ing rise in inequality. But the most important thing they will see
is the connection between these phenomena. Americans will
understand that what is touted as free trade is not free at all. In
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fact, it costs a lot of money. Of course, Americans will also remain
unconvinced that closing off the borders is a good idea. A return
to economic autonomy was never an option.

In this best-case scenario, a pragmatic trade policy would gain
the upper hand. Trade policy once again would be based on inter-
ests, not dogma. Its objective would be to politically influence the
terms of trade, which have deteriorated almost continuously for
the United States in the last two decades. The United States will
have started defending itself in the war for wealth. 

A new economic policy would aim for a shift back to traditional
industry, which, as it turns out, isn’t so traditional after all. Auto
manufacturing, machine building, consumer goods production,
the aviation industry, the food industry, as well as the media indus-
try, banking, insurance, and software manufacturing form, at a
constantly changing technological level, the foundation of the
American economy. This is where innovations are created that are
more than just another franchising concept.

What used to be called “old industry” will have transformed
itself—and the new government will help out where it can. It will
eliminate the tax benefits of offshoring. It will support companies
with an ambitious technology policy, although its ambitions are
not necessarily expressed in dollars. Strict antipollution regula-
tions for U.S. automakers would work wonders, because they
would force an entire industry to rely on its technological cre-
ativity to innovate instead of devoting its inventive spirit to the
work of lobbyists. The individual states’ would establish ambitious
energy conservation goals to promote the rise of an independent
efficiency industry, which changes virtually all production
processes, and by extension, the entire economy.

The new America and the other industrialized western nations
would engage in a multilateral trade policy. The goal would be to
integrate rising nations into the existing global economy instead
of allowing them to integrate us into their system.

In this integration process, America would depend on interna-
tional bodies such as the World Trade Organization—but not
exclusively. Immediately after coming into office, the new gov-
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ernment would seek to establish closer ties with the European
Union. The Americans and the Europeans would develop a strate-
gic partnership to address their shrinking shares of world popu-
lation, global industrial potential, and gross world product. In the
war for wealth, the nations of democratic capitalism would join
forces to form a confederation that would address the challenges
and opportunities of the new age.

The blessings of the new policy would soon be reflected in the
country’s balance of trade. The import quota would decline as
America suddenly has products and services to offer its citizens
and those of other countries. The new America could finally ben-
efit again from the worldwide prosperity boom. The news spreads
like wildfire: the United States, a proud industrial and trading
nation, has two important commodities in stock once again: the
hardware and the software.

America’s resurgence is the result of a change in awareness, which
in turn becomes the trigger for new policies. The country’s tri-
umphant comeback is based on a six-point plan, as outlined below.

Step 1: Rethinking Globalization

We can thank Nobel laureate Ivan Petrovich Pavlov for his sen-
sational discoveries on the behavior of dogs. At the beginning of
the twentieth century, Pavlov, a biologist, conducted experiments
with puppies in his Physiological Laboratory for Experimental
Medicine in St. Petersburg, Russia. He discovered that the ani-
mals have an innate reflex, which is triggered when food is placed
in front of them—almost as if at the press of a button, saliva begins
to flow in dogs’ mouths at the sight of food.

Pavlov began to manipulate this natural reflex. When he rang
a bell, the dogs showed no reaction at first, except perhaps a cer-
tain curiosity. Then Pavlov combined the two stimuli, food and
the sound of the bell, until the dogs understood. The sound of 
the bell meant food, and food automatically meant the flow of
saliva. As soon as the dogs had reliably learned the reflex chain bell
sound = food = salivation, Pavlov modified the experiment again.
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He shortened the reflex chain by removing the food. The dogs
continued to salivate, even when feeding no longer followed the
bell tone. In other words, the reflex chain bell sound = food = sali-
vation could also be shortened to bell sound = salivation. Thus, it
had lost its original meaning. The dogs were frustrated and hun-
gry, but they were salivating nonetheless.

What Pavlov showed is that reflexes can be manipulated. An
experience, once stored in memory, becomes stronger than real-
ity. The past dominates the present in a way that incorporates
physical reflexes.

Fortunately, we also have Pavlov to thank for the discovery that
false reflex chains can be repaired. If the test animal is exposed to
the sound of a bell for an extended period of time without being
fed, the reflexive salivation gradually disappears. The animals
learn to recognize the new reality. History fades away and so does
the false reflex. Pavlov called this process “deletion.”

It is precisely this “deletion” that we are about to face in the
West. It is the first, mental step toward the politics of renewal.
Our political reflexes behave in a similar manner to the physical
reflexes of dogs. Most of all, they can be manipulated and abbre-
viated in a very similar way. In the age of globalization, many of
the reflex chains that were once learned throughout the history of
Western societies are proving to be false or only true under cer-
tain circumstances. What made sense yesterday no longer makes
sense today.

The key questions for the dog are: Does food follow the bell
tone? Is it worthwhile for the body to activate salivation, or is this
a waste of time that could be put to much better use in other ways?
The key questions for human beings are: Do the things that
worked yesterday still work today? Have we reacted sufficiently
to a change in reality by modifying our behavior?

The collective memory of voters today is filled with abbrevi-
ated forms of conditioning. For decades, free trade meant grow-
ing prosperity. As a result, free trade was like a button that could
be pushed to generate political approval. Because the relationship
between free trade and prosperity was so clear, both parties incor-
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porated free trade into their canons of fundamental beliefs. The
old world of the West was in order. When someone rang the bell,
food would appear on the table.

But this automatic behavior no longer works. Reality has abbre-
viated the reflex chain, so that now, in people’s minds, free trade is
no longer immediately followed by the thought of rising wealth
for everyone. As the rules of engagement have changed, free trade,
for many members of the workforce, has come to signify the deval-
uation of their labor—and thus the loss of their standard of living.

If we want to change this situation, we must change our behav-
ior, which means that we must first change our perspective. For
example, we should stop expecting to see our wealth increase,
because this is no longer an option, at least not in the way to which
we are accustomed. As we have seen, nowadays trade can also lead
to a decline in wealth. For millions of Americans today, the bell
may be ringing but there is no food on the table.

We are also dealing with abbreviated reflex chains in financial
policy. For decades, the standard equation went like this: tax 
cuts = economic growth = prosperity for all. Thanks to the
trickle-down effect, a tax cut would even benefit those who were
not directly affected by the tax cut. The money that was returned
to citizens would essentially flow downward, ultimately reaching
the poorer segments of society. The beneficiaries of tax cuts
spend their additional cash on shoes, furniture, and cars. They
may even feel sufficiently stimulated by the windfall to launch a
new business.

In the days of a networked global economy, this equation is no
longer automatically correct. In fact, we are increasingly witness-
ing a trickle-out rather than a trickle-down effect. The money the
government returns to citizens trickles out sideways, flowing into
the economic cycles of other countries. Investment and con-
sumption are worldwide activities today. A tax cut no longer auto-
matically benefits the domestic economy. Because the government
generally spends its money within the country—on road con-
struction, teachers, and defense—government spending stimulates
economic growth. But nowadays the return of government funds
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to private households can also trigger domestic economic decline.
This is still no reason to be opposed to tax cuts. But it is certainly
a reason to reexamine our old thought patterns. A tax reform
meant to stimulate the domestic economy must be structured dif-
ferently today than it would have been 20 years ago.

The political candidates in both parties find it exceedingly dif-
ficult to delete their reflexes. It seems that politicians across the
political spectrum have decided to deceive the public over the true
extent of global shifts in power. They aren’t doing this out of mali-
ciousness, but probably out of fear that voters could be offended
by too much openness. As many politicians have learned, honesty
doesn’t always pay off in the voting booth. In gauging the public’s
mood, modern politicians assume that voters don’t want to be pro-
vided with solutions to problems, but are in fact satisfied with
politicians who are adept at suppressing problems—hence the
advent of the now-fashionable obligatory lie.

Anyone who hopes to end America’s relative decline must first
recognize the dangers. Truth is a powerful force, and to be able
to judge a situation correctly we must remain true to the facts.
Perhaps we should proceed the way the early environmentalists
did. They made sure that, in addition to financial accounts, bal-
ance sheets were prepared for pollutants, energy, and waste. That
practice exposed the previously invisible consumption of
resources, making this information accessible to the political
leadership and exposing reality. A tangible value was assigned to
the environment. The word sustainability celebrated its global
premier.

Dying rivers, fruit soaked in pesticides, and polluted air were
still the generally accepted by-products of industrial society until,
almost overnight, the public suddenly perceived them as scan-
dalous. The malodorous chemicals that were once accepted as a
necessary evil were now unacceptable. The pressure to bring
about change affected both the political sphere and ordinary peo-
ple, who began reforming their habits. Recycling came into fash-
ion, automatic thermostats were installed in heating systems, and
the first shimmering, bluish solar panels began appearing on
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roofs—only to be ogled by an awe-struck public as if they were
landing pads for extraterrestrial spacecraft. 

Laws to protect the environment began popping up in every
state. Waste and energy management programs were introduced,
and solar, wind, and biomass came to represent the world’s new
energy reserves. Previously unknown words like recycling entered
the language.

The United States must understand that the country’s gradual
deindustrialization, so clearly reflected in the trio of deficits in the
balance of trade, current account, and government budget, is a
process as momentous as the environmental outrages of earlier
years. Depletion is just as much a catchword today as it was then,
but this time we are depleting ourselves. We are playing fast and
loose with the future once again, even though the current wave of
destruction doesn’t taste like anything or give off an unpleasant
odor. Once again, we are enjoying the present at the expense of
the future, this time, with our economic standing, not just the
environment.

The decline of the American production is such a grave threat
that it should be a burning issue for a new generation of politi-
cians. They know that balance-of-trade deficits are never an
expression of strength. They also know that shrinking production
potential always means declining wealth. Finally, they know that
there can be no free trade with state-controlled economies. 

They should insist that the obligatory lie be exposed. To some
extent, all that is necessary is to reactivate the original reflexes.

Step 2: It’s the Rules and Regulations, Stupid

What do you need to play a game of football? Most people would
say: all it takes is two teams, a playing field, and a ball.

But they overlook the two other things needed to get a game
going: a common set of rules for both teams and mutual trust in
the validity of these rules. If trust is lacking, perhaps because one
team is known for pulling out knives after a game, that game will
not materialize.
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It’s the same thing in the economic world. It needs rules and
the confidence that the rules will be observed. “When truth is
lost,” says Alan Greenspan, “a nation’s ability to transact business
is palpably undermined.” Even Milton Friedman admitted, shortly
before his death, that he had been mistaken when he recom-
mended one thing above all else to the countries of the former
Soviet bloc to overcome socialism: “Privatize, privatize, privatize.”

“I was wrong,” he said in an interview published in 2002. “It
has become clear that the rule of law is probably more important
than privatization.”

Today’s globalization is by no means a lawless environment. But
many of the laws being made today are little more than laws of
the jungle—the law of the cheapest, the dirtiest, and the fastest,
or, in many cases, simply the law of the most unscrupulous.

The global economy has produced a new sphere, a huge, non-
governmental space in which markets are solely responsible for
setting prices and developing standards. It is filled with financial
investors, lobbyists, lawyers, and corporate strategists and, in the
case of the major Asian corporations, the governments that are
all-too-apparently behind them. This sphere is not only largely
unregulated and lacking tradition, but devoid of trust and com-
mitment as well. The rules that apply in it have no firm consis-
tency. In fact, they are volatile and subject to constant change.
Most of all, they are unreliable, and not everyone plays by them.

For example, look at the food industry. Between 1990 and
today—a period that parallels the boom in imports—the number
of food-borne illnesses reported by the U.S. Food and Drug
Administration (FDA) almost tripled. Importers held a 50-
percent market share in the late 1990s; now it is 83 percent.
Today, a staggering 13,916 foreign seafood processors deliver
their products to roughly 400 U.S. ports. Understaffed and lack-
ing adequate authority, seafood inspectors are poorly positioned
to control this sensitive segment of the food industry. A proposal
to have U.S. inspectors travel to source countries to inspect prod-
ucts there failed in the face of overwhelming political opposition
in those nations. 
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Experts agree that the food market has become global while
food inspection has remained local, leading to a decline in food
safety in the United States. In a story on October 15, 2006, the
Wall Street Journal writes: “Now the industry is looking to
strengthen regulation, including broadening the use of preventive
controls. Apparently realizing that a weak FDA affects consumer
confidence—and their bottom line—several trade groups, such as
GMA and National Fisheries Institute, are lobbying for more
funding and authority for the agency to oversee food safety.”

Even those who have always lobbied for less government inter-
vention find the volatility in this newly created sphere unsettling.
Many industrialists clearly sense that they have lost the power to
set standards. In the course of a global price war, others are
increasingly making decisions over the quality of products sold in
the United States. But who exactly are these elusive “others”? One
thing we do know is that these nebulous entities take no respon-
sibility for their decisions. The U.S. food industry is blamed for
contaminated food products, not its suppliers from the Far East.
Hazardous toys are made in China, but they harm Mattel. Chi-
nese corporate executives are responsible for environmental
degradation in the Yangtze Delta, but Land’s End and other U.S.
clothing retailers are the ones whose images suffer.

After a summer of scandal, U.S. industry seems to be rethink-
ing the way it does business. In a front-page story on September
16, 2007, the New York Times reported on what it called a “broad
tactical shift” in American industry: “After years of favoring the
hands-off doctrine of the Bush administration, some of the
nation’s biggest industries are pushing for something they have
long resisted: new federal regulations. The tactical shift is moti-
vated by a confluence of self-interest: growing competition from
inexpensive imports that do not meet voluntary standards.” 

Industry demand for worldwide standards should be a wakeup
call for politicians. The message is loud and clear: the government
is in demand once again. It’s not about big versus small government,
the issue that Republicans and Democrats have been debating for
decades. What companies want is a modern government—smart,
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streamlined, and strong—a government whose role is to modify
rules and regulations to conform to new realities. International
financial markets are calling for international standards to protect
investors. An international value creation chain in the food indus-
try requires international rules and regulations, as well as a system
for monitoring compliance. Antitrust laws designed to fight cartels
and monopolies must also be globalized. The increase in state-
owned investment funds in Asia and the Middle East, where coun-
tries are buying companies, creates the need for new rules to
regulate the transparency of such investments.

When Western democracies enter the new sphere in the space
between nations, they tend to do so with hesitation and, more
often than not, temporarily: at G-8 summits or global economic
summits, for example. They arrive with their large entourages,
only to abandon the playing field the minute the meeting ends.
Political leaders get together for meetings in this newly created
nongovernmental sphere, in places like Gleneagles or Heiligen-
damm, but these are places where no one lives.

The real decisions about our wealth are being made today in
that supranational space devoid of foreign ministers and presi-
dents. Statespeople specialize in questions of war and peace, and
diplomacy is their métier. But they avoid the broad field where
American and European economic interests reside. 

But globalization has tremendously expanded the need for reg-
ulation, standardization, and agreements between nations. The
world of business has become a borderless world. Those who wish
to influence the social and economic conditions under which peo-
ple work and live (and vote!) must adjust their range of action to
accommodate new possibilities. Politicians must do the same thing
major corporations have already done: they must become global
players.

Democratic capitalism also has trouble accepting the fact that
markets set the rules, because this devalues the term “democratic.”
Virtually all standards that play a role in guaranteeing the well
being and advancement of citizens are currently being pushed
aside by a seemingly invisible hand.
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But there is no reason to feel despondent. It is not the most
populous nations—countries like China, India, Pakistan, and
Brazil—that have the greatest power to regulate, but the repre-
sentatives of the largest consumer markets, that is, Europe and the
United States. The power of consumers in private life translates
into the power of consumer nations in political life. These nations
have many rights, especially the right to say no at their interna-
tional borders. The customer is king, even when it comes to inter-
national trade relations. 

Step 3: Let’s Level the Playing Field

The modern state is not a market vendor selling his or her wares
directly, but it is a strict custodian of markets. Goods may come
from all over the world, but the airports in Paris, London, and
New York, and the seaports in Rotterdam, Amsterdam, and
Boston are the points of entry and control for these goods. 

It is important to distinguish between trade and trade policy.
Merchants look at the world and see the flow of goods pushing its
way through the continents like some primeval river. This current
should remain untouched by human hands, they believe, because
that interference would only impede the rate of flow.

Trade politicians see the same current, but they sense the polit-
ical need to give it structure. They want to increase the wealth of
their nation, not the assets of importers. They know that the com-
mon good is greater than the sum of individual interests.

Protectionism is not the fundamental idea behind trade policy.
Those who isolate themselves end up losing their wealth. Instead,
the fundamental idea of trade policy is a worldwide, peaceful bal-
ancing of interests designed to smooth out an uneven world and
create a level playing field for workers and their bosses, con-
sumers, and producers, a field in which global competition can
take place in a free and fair manner.

The state should keep its fingers out of the flow of trade. It can
only cause trouble by intervening. That has been the position in
Brussels and Washington until now. Anyone with even a rudi-
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mentary understanding of the politics of our day must admit that
this concern is not entirely unwarranted. The state has often
proved that it could not live up to high expectations. The state as
manager of international trade is not an entirely pleasant concept.

And yet it is a necessary concept. Although the state does not,
for the most part, intervene in trade in the United States, it cer-
tainly does so in India, Singapore, Japan, Korea, Malaysia, and
especially in China. The state has a strong presence—as the
biggest promoter and protector of exporting industries—every-
where in the world where the most spectacular successes are being
celebrated today.

As a result, the West today faces a phalanx of controlled mar-
ket economies for which it was not prepared. They may look
like our economies, but they are not the same. Indeed, to this
day this economic phenomenon, this mixture of state-controlled
and market economies, lacks a name, a theory, a textbook, a
symbol, or an interest group. It doesn’t even have any promi-
nent proponents who could be invited to interviews in televi-
sion studios.

The Chinese economy is irrigated by a banking system that
does not operate under the criteria of profitability. Tariffs sur-
round entire industries like protective walls. As a shoe exporter,
China has no interest in importing shoes. To preserve the status
quo, the domestic market is sealed off against countries that pro-
duce even cheaper shoes with a 27 percent price markup.

What is most obvious about China is the resoluteness with
which it defends its interests. In the summer of 2006, the World
Trade Organization (WTO) was confronted with a new Chinese
customs law that pressures the Western auto industry to outsource
all of its production to China. Under the law, manufacturers who
assemble more than 60 percent of a vehicle outside China are
slapped with a 25 percent punitive tariff on parts they import to
China. The Chinese leadership hopes to use this strategy to force
foreign automakers to shift their entire production to China or
purchase their parts from local suppliers. This sort of punitive 
tariff is strictly prohibited under the rules of the World Trade
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Organization, as is any regulation stipulating that a certain per-
centage of value be produced domestically. 

China is aware of this, but it also knows that Western democ-
racies are slow to make decisions. It can take a number of years
before this sort of violation of the rules turns into an official com-
plaint proceeding before the committees of the WTO.

The West seems spellbound as it observes the goings-on in
Southeast Asia. When it comes to economic policy, today’s Amer-
ica is a pacifist, uneasy at even the thought of having to put up a
fight. Those members of the business and economic policy worlds
who consider themselves so rational are in fact our biggest dream-
ers today.

The question today is not: should we put an end to global free
trade? The real question is: when will the West acknowledge that
there is no such thing as flawless free trade? For China and most
other Asian nations, the conditions of trade are a question of use-
fulness, not faith. America and Europe would be well advised to
adopt this way of thinking.

The liberal economic order is only liberal within a regulatory
framework. The market is not automatically free. Indeed, its free-
dom depends on authorities having the power to both monitor
and penalize.

The state must be allowed to show an interest in what happens in
its markets. Who is delivering a given product? Under what condi-
tions? How did the price of the product materialize? And what rea-
sons to benefit domestic production exist other than the price list?

It was disputed for 50 years, but today every child knows that
without NATO there would be no free West. If the Western
defense alliance had not, repeatedly and with great resolve,
paraded, modernized, and periodically beefed up its bomber
squadrons and tank divisions, Soviet communism would not have
imploded but would have expanded toward the West. By the end
of the cold war, even the last skeptics had grasped the bottom line
of history: the noblest achievements were defended by a willing-
ness to accept the greatest of atrocities. The dove of peace sur-
vived because the hawk was perched on the ramparts.
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The global war for wealth demands a no-less-contradictory
response. Those who want to secure free and fair trade must be
willing to defend it. The integration of the Asian economies into
the global economy will not happen automatically. It will be a
process involving arguments, threats, incentives, and negotiations.
And it will ultimately revolve around the following questions:
Who is integrating whom into his economic and value system?
Will we permit our social and environmental agreements to be
invalidated? Will we look on as government funds are used to
establish new monopolies elsewhere that will later be in a posi-
tion to dictate prices and terms of delivery? Are we willing to
achieve economic growth at the cost of humanity? Will we all
become Americasians?

Throughout Asia, we encounter a similar indifference to West-
ern values, even though no one would be willing to put it quite as
directly. It is precisely the unspoken that divides our worlds. Free
trade unions are not ridiculed, but they also happen to be pro-
hibited. The environment is held up as an asset worth protecting,
and yet it is being systematically dismantled like a totaled car.
Child labor is condemned in theory yet tolerated in practice.
There are many laws to protect Western inventions, but most of
them are not applied. What we consider to be fundamental is
often nothing but window dressing in their eyes. They see the
state (India) or the party (China) as playing the decisive role in
setting prices, promoting technology, obtaining natural resources,
and protecting and encouraging all sorts of economic and politi-
cal activities. They perceive the triumphant success of their export
industries as a judgment of history—and one that doesn’t merit
an appeal.

Americans and Europeans could regard these attitudes toward
human beings and the role of the state—attitudes that are so for-
eign to us—with the requisite liberalism, if it weren’t for the enor-
mous reaction this would produce in the current world of
international commerce. Where there are no mechanisms in place
to enforce compliance with the same rules and regulations, the
controlled economies are forcing the West to play by its own less-
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than-savory rules. The West, unless it wants to come away as the
clear loser on every trading day, must also domesticate its work-
ers, loosen its environmental laws, and trim its system of social
safeguards.

The West believes it is selling machinery, automobiles, and air-
planes. But it also happens to be selling a piece of itself.

Step 4: It’s Time to Think about Job Protection

Nowadays the state is interested in all kinds of things. It makes
sure that no dirty money crosses its borders. It uses every possi-
ble method in the sophisticated arsenal of modern criminology to
track down the millions of dollars earned through drug smug-
gling, human trafficking, and illegal weapons deals. It sniffs
around and it confiscates, putting stress on money launderers. And
while all this effort doesn’t automatically translate into victory for
the state, at least it isn’t avoiding the issue. Its message to crimi-
nals is clear: be alert, because so are we. There is no hinterland
where the rule of law does not apply.

When it comes to the importation of technical devices, at least
the government takes a second look. Vietnamese regulatory laws
for toasters, refrigerators, and nuclear power plants apply in Viet-
nam. They don’t have to be of any further interest to us. But
import regulations determine what devices can be connected to
the power grid in American households and cities. Their purpose
is to protect citizens at home, because there is a consensus that
life has a value and not just a price. Customers can put their minds
to rest when they see toasters made in the United States, Canada,
and Korea on the shelves at their local retailers. All are subject to
the same laws. 

Access to virtually every sensitive market is regulated in this
manner. The sale of pharmaceuticals is not left up to the discre-
tion of Indian pharmaceutical companies. A nuclear power plant
made by the Russian company that built Chernobyl wouldn’t
stand a chance of receiving approval anywhere in the West. We
do not permit cars without modern catalytic converter technol-
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ogy to drive on our roads. For good reason, the environmental
and safety standards applicable to a given product are written by
the country in which that product is sold. No one would think of
lowering our safety standards for pills, power plants, and cars to
support Asia’s young economies and improve the lot of its
poverty-stricken rural populations. 

This is how America protects its citizens and educates its sup-
pliers. The customers decide. But whenever customers are some-
how unable to make that decision, the nation protects them, and
without making much of a fuss about it.

There is only one exception: labor. Labor, as a commodity, is
subject to virtually no regulation. In international commerce,
labor is at the whim of capitalism in its most rudimentary form.
The labor component of every product can be as cheap as the
market wants it to be, and it can be provided under inhumane con-
ditions and with complete disregard for all domestic standards—
from occupational hygiene to equal rights for women to
prohibitions on child labor—and yet no one at the customs office
is evenly remotely interested.

Of all goods that can be traded, labor is the most liberated. It
enters our countries freely, and we are only too willing to suspend
our ideas about value and price to allow it unimpeded entry. 

A customer eyeing two mobile phones on a store shelf isn’t
interested in the fact that they were produced under different
social conditions. The first phone contains all of the social obli-
gations of a developed, industrialized nation, from regulated
working hours to maternity protection. The second phone was
produced under the conditions of a primitive capitalist society, in
which workers have no more rights than a farm dog.

It should also be the responsibility of modern global economic
policy to develop minimum standards for labor as a commodity,
the goal being to initiate a convergence on the global labor mar-
kets and reduce the widening gap in the cost of labor around the
world. The level playing field that major banks seek for themselves
and their investments should also be the objective in the labor
markets. Only a gradual harmonization of working conditions and
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wages can put an end to competition based on undercutting com-
petitors on the basis of wages. 

For this reason, allowing free trade unions is not a purely polit-
ical demand, as it was in the days of Poland’s Solidarity Union.
Nowadays it is an economic condition for the harmonization of a
widely disparate global labor market. Without free trade unions
there can be no free formation of prices. Without free pricing, the
wage drift will only continue on the most important of all mar-
kets, the labor market.

So far, the WTO’s rules and regulations have excluded basic
labor norms like free unions, minimum hygiene standards, and
acceptable ranges for a global minimum wage. The WTO refuses
to even discuss a contractual framework for a global labor mar-
ket. This refusal destroys the validity of all national minimum
standards, on the one hand. On the other hand, it uses precisely
the mechanism that was once intended to protect domestic work-
ers against those very same workers. That’s because the American
minimum wage is by no means applicable to all American com-
panies, only to those that actually produce in the United States.

Former U.S. president Bill Clinton was the first to at least
attempt to establish minimum standards for working conditions
within the WTO. His efforts failed, partly as a result of European
opposition. Brussels, at the time, sought to justify its noncooper-
ation by arguing: “Economics takes place in the economy.” A new
approach is now long overdue.

Step 5: The Social Welfare State Is Dead; 
Long Live the Social Welfare State!

No one should be shedding any crocodile tears over the demise of
the social welfare state. But this is also no reason to feel discouraged.
The minimalist state as a response to globalization is not an
inevitability. Globalization doesn’t prevent the West from main-
taining a social welfare state of its own design. It can be more 
substantial or more streamlined, more generous or on the parsimo-
nious side. No one can prevent the Europeans from expanding their
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social welfare state into every conceivable aspect of life. The health-
care system can be costly or cheap, privately managed or govern-
ment-run, and even if the U.S. government decided tomorrow to
make drinking herbal tea, applying leg compresses, and attending
yoga classes mandatory for everyone, there would be plenty of rea-
sons to object, but globalization would not be one of them.

The globalized world does not act universally as a standardiza-
tion body with the goal of prescribing uniformity for everyone on
earth. Societies can consume large amounts of gasoline, as the
Americans do, or they can conserve gasoline, as the Germans do.
Like the British, they can invest 7 percent of their national income
in their health-care system, or they can take the American approach
and invest significantly more in health care. The products on which
they spend their money are not important. For an economy, it is
completely irrelevant whether the majority of a population travels
by train or by air, whether it builds nice houses or prefers to invest
the same amount of money in an impressive system of masseurs and
nurses for the elderly. The difference lies in the fact that money is
being spent, not what it’s being spent on. This is where the global-
ized world is strict and practically dictatorial in its methods. In this
world, nations that persist in employing their old financing meth-
ods are penalized in the form of declining wealth.

For example, in the United States, big corporations are still
largely responsible for keeping the social welfare state afloat. This
approach stems from the days when Western economies were
competing among equals. After World War II, both work and
workers were abundant. There was almost no unemployment
when these company-based social systems were conceived and
developed. At the time, it made abundant sense to divert a rela-
tively small percentage of workers’ earnings into funds to support
retirees, war widows, and the disabled. The social welfare state was
as national as the labor market when President Franklin Roosevelt
and the corporate executives of the day created the social welfare
state we know today. 

Nowadays politicians and unions battle over the continued exis-
tence of these social contracts of the past, and yet the conditions
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under which they were introduced no longer exist. That is why
the social welfare state funded by corporations does not make
labor more costly, as is so often claimed. It only increases the cost
of American labor. When it comes to mobile phones from Korea,
refrigerators from Taiwan, and computers from China, these
added costs of labor are nonexistent, which is why the U.S. com-
pany-financed social welfare state is in a crisis.

For importers, labor is unaffected by the U.S. social welfare
state system. In fact, it even makes their products cheaper in rel-
ative terms. The American model of the social welfare state is
actually a huge import promotion program. It attracts foreigners
and their goods to the country and it even provides them with
special treatment. Meanwhile, it remains unrelenting in requir-
ing local manufacturers to pay a steep surcharge on the cost of
their labor.

It would be easy to destroy the importers’ advantage and at least
achieve parity. There are two ways it could be done, both signif-
icantly more effective than the current system. The first is to
finance the social welfare state through a consumer tax, that is, a
national sales tax. This method of raising money for the state
would not differentiate in the least between domestic and foreign
entities—both would pay the same sales tax. A sales tax would
affect the price of a Korean-made car in exactly the same way as
it would a Chrysler or a Ford. Consumers would be the ones pay-
ing for the social welfare state, not American workers.

The second approach would be for the government to regulate
the social welfare state by requiring, for example, mandatory
health insurance and retirement insurance for every American.
But insurance companies are private enterprises and, as such, are
only subject to the requirement that they may not refuse to insure
anyone. In cases in which children and their parents could not
afford their own insurance, the government would become their
insurer. Under this model, companies would also be relieved of
their social burdens.

But, some might ask, why should the state be so accommo-
dating to corporations? The answer is that the government
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would be motivated not by any charitable sentiments toward big
business but by the realization that a company-based social
insurance system is causing serious damage to the domestic
economy under current conditions. This system may seem to be
socially minded, but under the current conditions of competi-
tion it is in fact inhumane.

Step 6: The Grand Design: A Journey 
to the United States of the West

The days of a unipolar world are numbered. Different powers will
shape the face of the twenty-first century, and the United States
will become one of several superpowers.

America has nothing to fear from Europe in this respect. The
ghosts of the last century are not about to return. The real threat
to the U.S. sphere of influence stems from the rise of Asia and the
Middle East. America’s economic strength is declining relative to
that of these emerging economies, just as its share of the world’s
population is also slightly shrinking. 

Let us take a closer look. In East Asia, we are seeing the
coming of age of new powers armed with extraordinary eco-
nomic performance and a burning determination to succeed.
The sheer force with which India and China are surging ahead
is unprecedented in world history. The shift in the interna-
tional balance of power is quietly creeping up on us because
the new powers are not claiming any power for themselves at
the present time. Our political radar system, developed during
the cold war and later revised to address the threat of Islamic
terror, is programmed to deal with leaders like Stalin,
Khrushchev, and the current Iranian president, Mahmoud
Ahmadinejad. But the small, quiet blips appearing on that out-
dated political radar screen are going unnoticed or are being
registered with considerable delay. This lack of awareness is all
the more troubling because China’s development into a major
power, when it occurs, will eclipse any comparable phenome-
non of the last 500 years.

250 GABOR STEINGART



Cooperation between the Americans and the Europeans could
act as a counterforce to the new, rising economies. A closing of
ranks among Western democracies could also serve as a peaceful
and yet unmistakable response to China’s cultural and political
expansion. The West would expand its effectiveness, as Europe
and America developed a significant political counterweight to
Asia’s increasingly wealthy nations.

History in its embryonic state is often little more than an idea.
If it matures and gains stature it can change many things, includ-
ing the lives of people. There is no great power that does not owe
its prominence to a great idea. Power follows ideas, not the other
way around. It makes sense to pursue the idea of a transatlantic
alliance, as implausible as it may sound. The idea is unreal—as
unreal as the idea of a European Union after the end of World
War II. The concept is eccentric—as eccentric as the thought of
British, Irish, German, and French settler families establishing the
cornerstone for a new global power.

Today’s commonalities between the two continents are more
than an accident of history. If the Atlantic and its algae, fish, and
endless volume of water weren’t there to separate the two conti-
nents, Europe and America could very well have become an
alliance of nations, though perhaps not a single nation, long ago.

Let us indulge, for a moment, in a thought experiment. Imagine
that the Atlantic Ocean disappeared overnight and continental drift
occurred. Instead of being on the ocean, Lisbon would border on
Boston, it would be a short drive from the town of Plymouth in
Great Britain to Maine or Massachusetts, and the fishing ports of
Alesund in Norway and Halifax in Canada would become neigh-
bors. The West would no longer be a primarily cultural and polit-
ical place, but also a geographic entity. Its people would quickly
come together, first physically and then constitutionally.

There are many conceivable scenarios. Perhaps the majority of
today’s 25 EU member states would want to become new states
in the United States of America. Or perhaps it would be abun-
dantly obvious that the United States be counted as one of the
founding nations of a new European Union. The country’s wealth
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of experience in forming consensus could certainly have benefited
the original signatories of the 1957 Treaties of Rome that estab-
lished the European Economic Community.

The ocean remains where it is, but the distance between the
two continents has diminished in recent decades. Contrary to
what essayist Robert Kagan once wrote, Americans and Euro-
peans do not live on Mars and Venus. Instead, they reside on the
two sides of a single moon. They breathe the same air, stand on
the same geological subsoil, and look out at other galaxies from
the same distance.

All the differences that are held up to characterize Americans
and Europeans are in fact the result of differences in the way the
sun shines on these two parts of the world. Before the shadow of
two world wars darkened everything, Europe was on the sunny
side. The Europeans were obsessed with their archaic visions of
power. From their vantage points in Paris, London, and Berlin,
they firmly believed in their own, natural superiority and were
unable to imagine the rest of the world as anything but a zone
dominated by Europeans. More than just conscious of their power,
European governments were obsessed with it and unafraid of
enforcing it militarily. Mars, the Roman god of war, might as well
have been their original ancestor. The Americans, for their part,
were peaceable—a trait many would now consider to be a part of
the genetic makeup of Europeans. Some European governments
were obsessesd with collecting colonies, while others were happy
to be left alone. Venus, it seems, is of American descent.

With the failure of the European nations’ power-hungry poli-
cies, the sun moved on and since then has been shining on the
country located on the other side of the moon. Europe’s cockiness
disappeared, and the use of violence has been proscribed ever
since. Contemporary Europeans favor the methods of diplomacy. 

But America blossomed. Under the warming sun of history, the
nation became self-confident, resolute, and pugnacious—but also
arrogant. What we see in America today is the same quest for
dominance that once characterized the other side of the moon,
almost as if the gods had traded allegiances.
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The angle of the sun changed again a few decades after the war
ended. The darkness of the postwar era eventually disappeared
from everyday life on the old continent, as Europe reemerged
from the shadow of history. A new normalcy is developing that is
now bringing the two sides of the moon closer together. Although
the “strategic divide” between the old and the new world that
Kagan mentioned has not been closed, it is becoming smaller. The
trauma of Europe’s battles among nations is finally subsiding.
With its involvement in the military campaigns in the Balkans,
Africa, and Afghanistan, Europe has found its way back to the path
of realpolitik.

Europe and America have probably never been as close as they
are today; for example:

1. Americans and Europeans share many of the same ancestors.
More than one in two Americans is a descendant of a gener-
ation of settlers that came from Europe. Americans and
Europeans have the same genetic code. They are basically
the same species.

2. Americans and Europeans are also kin in spirit. They share all
essential political, cultural, economic, and philosophical
values. The differences are minute when we compare the
United States and Europe with societies in the Arab, Latin
American, and Asian regions. The human rights
declarations of the late eighteenth century were the result
of transatlantic cooperation, and together the two regions
established the basis for the political project of the West.
They were brought together for the first time, in a legally
binding manner, in the U.S. Bill of Rights, which became
law in 1791. In the Declaration of Independence of July 4,
1776, written in large part by Thomas Jefferson of Virginia,
human rights are summarized in a single, brilliant sentence:
“We hold these truths to be self-evident, that all men are
created equal, that they are endowed by their Creator with
certain inalienable rights, that among these are life, liberty
and the pursuit of happiness.”
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3. The historian Heinrich August Winkler, author of the
standard work Long Road to the West, concludes: “There are
no European values as such, only Western values.” The
same thing can be said for the United States. There are no
American values that are not based on European
antecedents. The early Americans wanted to be better
Europeans. 

Europeans and Americans have traveled down the same
political roads since the end of World War II, close to one
another on both good and bad days. They defied Soviet
communism together. If a European and an American were
to host a slide show today, the images they would project
onto the screen would be the same: the Berlin airlift; the
building of the Berlin Wall; the Cuban missile crisis;
Kennedy, Brandt, Nixon, and, eventually, Reagan, Kohl,
and George Bush. The final image would be of people
dancing on top of a wall. The lights would hardly have been
switched on in the room before people on both sides of the
Atlantic would be looking, with collective concern, to
Tehran, Kabul, Baghdad, Darfur, and with one eye trained
on Beijing.

4. Since the establishment of NATO, Americans and Europeans
have also been comrades-in-arms. In the Balkans, in
Afghanistan, on the Horn of Africa, and in Iraq, American
troops have joined forces with the militaries of virtually
every European country, although the distribution of labor
to date has demanded far more of the United States.
Writing in the New York Times, Roger Cohen wants to see
the Germans serve up a mixture of the old Wehrmacht and
today’s Bundeswehr: “A touch of Bundesmacht would be
welcome.” And yet it is precisely this European and
American military cooperation that is so remarkable. Far
from standing between the United States and Great Britain,
the American War of Independence against the British
colonial power actually serves as the basis for the special
relationship between the two countries today. The bloody
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crimes of the Germans under Hitler no longer engender
suspicions in America against modern-day Germany. And a
large majority of Germans perceive the former occupiers as
liberators and friends today.

5. The American and European economies are tightly interwoven.
Democratic capitalism serves as their shared basis for doing
business. Since the Social Security Act of 1935, the states on
both sides of the Atlantic have been social welfare states
worthy of the name. The West is a flat world, economically
speaking. In contrast to Asia and the species of authoritarian
capitalism unique to it, employees in America and Europe
are also citizens, and not subjects, in their working lives. As a
result of a multitude of mergers and joint ventures, as well as
a dense network of branches and subsidiaries, the identity of
most corporations is essentially transatlantic. After acquiring
Bankers Trust, Deutsche Bank is also an American bank.
And when General Motors bought German carmaker Adam
Opel AG, it also became a German company.

6. Americans and Europeans have formed a shared popular culture
on a level that has never existed between two continents before.
We discuss the same issues, listen to the same music, and
watch the same films, from the East German Stasi drama
The Lives of Others to the latest Hollywood blockbuster.
There is also a great deal of cross-fertilization when it
comes to high culture. Writers like Philip Roth, Jonathan
Franzen, and Susan Sontag are part of our joint cultural
heritage. Briton Sir Simon Rattle directs the Berlin
Philharmonic, and German Kurt Masur was with the New
York Philharmonic. Intellectuals like Ralf Dahrendorf,
André Glucksmann, Herbert Marcuse, and Samuel
Huntington are part of a Western intellectual culture that
cannot possibly be divided along national boundaries. We
still have uniquely American, Italian, French, and Polish
cultures, but a common Western culture is developing
alongside them. Indeed, it seems that it is this part of the
culture that is growing in leaps and bounds.
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7. Americans and Europeans are approaching the same future. This
is the most important commonality. They will either
succeed together in dealing with new challenges—from
climate change to terrorism—or not at all. There is no
threat confronting America today that does not confront
Europe at the same time. Conversely, there is no European
challenge that is not an American challenge as well. Neither
of the two would be well advised to seek its fortune at the
expense of the other. Europeans and Americans will either
march together or be defeated separately.

Henry Kissinger’s fear that the new Europe could be
yearning for an “identity through confrontation with
America” has proven to be unfounded. Nowadays (almost)
everyone in Europe knows that a future worth fighting for
can only be achieved together with America. Today more
than ever, Europe and America form a community of destiny,
even if the threat no longer emanates from Russian tanks.

The United States of the West would have to be a confedera-
tion of independent nations, an alliance based on common values
and interests. Anyone who looks hard enough can already recog-
nize this new, supranational entity taking shape on the horizon.
And if we look even more closely, we can even see it approaching.
We would be wise to start taking a few steps in its direction.

The values of this confederation are those of the Enlighten-
ment—notwithstanding the many differences among the partner
nations. The system of government in the United States and Ger-
many is more federal than that of the French and the British. Indi-
vidualism is more pronounced in America than in Scandinavia.
The Americans believe in God, and the Europeans in the social
welfare state. But these differences become trivial in the face of
an outside world that considers virtually everything that is impor-
tant to us to be unimportant or even harmless; a world that
ignores, ridicules, or fights our values.

The separation of church and state is by no means a matter of
course in Asia and in the Arab world. In many parts of the world,
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democracy is ostracized, while those who support it populate the
prisons and not the parliaments. Free trade unions are almost
nonexistent, and the freedom of speech is only valued as long as
it doesn’t get in the way of the business dealings of the powerful.
They perceive as offensive our Western system of checks and bal-
ances, power and countervailing power, speech and contradiction,
as well as our system of government, which only grants authority
for a limited period of time and in which those granting the
authority are not kings, generals, rebels, or religious leaders, but
the masses of ordinary people, regardless of education, gender,
religion, or race. Indeed, it is probably as sinister in their eyes as
the one-party state or the caliphate is in ours.

This brings us to the second pillar of an American-European
identity: interests. There is a massive, and increasingly urgent,
common Western interest to colonize this intermediate space into
which the global economy is expanding its radius of activity, the
goal being to establish Western values in this still largely apoliti-
cal sphere because others establish theirs.

The West’s advance would be worth the effort. Globalization
needs a regulatory framework, just as an apartment building needs
tenant rules and the roads need traffic rules. We can only rid the
global economy of the archaic, raw, and even brutal elements of
its current character by establishing universally valid rules and
regulations.

In the global competition with Russia, the Arab world, and
Asia, common Western interests form a highly complex system
that includes interests in security, natural resources and the envi-
ronment, protections against child labor and product piracy, as
well as the enforcement of common standards on the future mar-
kets for biotechnology and nanotechnology. Millions of people
look forward to the day when the prevalence of justice, the social
obligations of wealth, and the protection of natural resources
become firmly ensconced principles in this new economic world.

This United States of the West would be open to all nations
that share its goals. Values and interests would form the basis 
of this confederation, not language, religion, ethnic origin, or 
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sovereign territory. Anyone who shares its values and interests
would be welcome. Those who expressed an interest in becoming
a part of it would receive every conceivable form of support. This
is the new and revolutionary aspect that allows us to refer to this
concept as the foundation of a new form of state. The United
States of the West would be cosmopolitan in the truest sense of
the word. Its guiding principle would be inclusion, not exclusion.

Establishing this entity would be the challenge of the century,
comparable only with the founding of the United States or the
development of a united Europe. We would need politicians who
are prepared to look beyond their national horizons without
betraying their national identities. There would be no lack of
opportunities for a new generation of pragmatic visionaries. Its
first task would be to inspire enthusiasm, preferably among mil-
lions and millions of people. A speech to promote this new, com-
mon future of Americans and Europeans could sound something
like this:

As this effort for independence, inspired by the American Decla-
ration of Independence, now approaches a successful close, a great
new effort for interdependence is transforming the world about us.
And the spirit of that new effort is the same spirit which gave birth
to the American Constitution.

That spirit is today most clearly seen across the Atlantic Ocean.
The nations of Western Europe, long divided by feuds far more bit-
ter than any which existed among the 13 colonies, are today join-
ing together, seeking, as our forefathers sought, to find freedom in
diversity and in unity, strength.

The United States looks on this vast new enterprise with hope
and admiration. We do not regard a strong and united Europe as
a rival but as a partner. To aid its progress has been the basic object
of our foreign policy for years. We believe that a united Europe will
be capable of playing a greater role in the common defense, of
responding more generously to the needs of poorer nations, of join-
ing with the United States and others in lowering trade barriers,
resolving problems of commerce, commodities, and currency, and
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developing coordinated policies in all economic, political, and diplo-
matic areas. We see in such a Europe a partner with whom we can
deal on a basis of full equality in all the great and burdensome tasks
of building and defending a community of free nations.

It would be premature at this time to do more than indicate the
high regard with which we view the formation of this partnership.
The first order of business is for our European friends to go for-
ward in forming the more perfect union which will someday make
this partnership possible.

A great new edifice is not built overnight. It was 11 years from
the Declaration of Independence to the writing of the Constitution.
The construction of workable federal institutions required still
another generation. The greatest works of our Nation’s founders
lay not in documents and in declarations, but in creative, deter-
mined action. The building of the new house of Europe has followed
the same practical, purposeful course. Building the Atlantic part-
nership now will not be easily or cheaply finished.

But I will say here and now, on this Day of Independence, that
the United States will be ready for a Declaration of Interdepen-
dence, that we will be prepared to discuss with a united Europe the
ways and means of forming a concrete Atlantic partnership, a
mutually beneficial partnership between the new union now
emerging in Europe and the old American Union founded here
175 years ago. All this will not be completed in a year, but let the
world know it is our goal. 

In urging the adoption of the United States Constitution,
Alexander Hamilton told his fellow New Yorkers “to think conti-
nentally.” Today Americans must learn to think intercontinentally.

Acting on our own, by ourselves, we cannot establish justice
throughout the world; we cannot insure its domestic tranquility,
or provide for its common defense, or promote its general welfare,
or secure the blessings of liberty to ourselves and our posterity. But
joined with other free nations, we can do all this and more. We can
assist the developing nations to throw off the yoke of poverty. 

We can balance our worldwide trade and payments at the high-
est possible level of growth. We can mount a deterrent powerful
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enough to deter any aggression. And ultimately we can help to
achieve a world of law and free choice, banishing the world of war
and coercion.

For the Atlantic partnership of which I speak would not look
inward only, preoccupied with its own welfare and advancement.
It must look outward to cooperate with all nations in meeting their
common concern. It would serve as a nucleus for the eventual union
of all free men—those who are now free and those who are vow-
ing that some day they will be free.

John F. Kennedy delivered this address on July 4, 1962, Amer-
ica’s Independence Day, in Philadelphia. It was his great vision to
expand the transatlantic partnership beyond cooperation within
NATO, to give it a political, an economic, and a cultural dimen-
sion, and to shape it into the nucleus of a new and better world of
free nations. It was preceded by Winston Churchill’s idea of a
“United States of Europe.” Kennedy borrowed from Churchill’s
vision without mentioning him by name. He referred to his con-
cept of an interdependent West as a “Grand Design.”

Forty-five years after this exceptional speech by an exceptional
man, it seems that the time has come to revive his legacy. The
European Union is now a reality, and one can only hope that the
same will one day apply to Kennedy’s “Grand Design.” 

The West is unfinished. But it doesn’t have to stay that way.
Those who seek to forge a new political alliance with both sides
of the moon have much to gain. The crucial questions to the
potential members of this alliance and their leaders are deceptively
simple: Do they want it in the first place? Will America and
Europe allow themselves to continue to fall or will they intervene
once again, with great determination, in the course of their own
history? Is the political class strong enough to abandon its inten-
tional ignorance? Are the nations and their people willing to set
aside their national egos for the greater good?

Complete freedom of choice is part of the West’s fundamental
view of life. This freedom also includes the freedom to fail.
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Professor Samuelson, do you remember the America of your early
childhood?
SAMUELSON: Yes, my childhood memories go back very far. For
most people, memory starts when they are about four years old, but
I remember some things from even before that. I should explain
that I was born on the frontier, because Gary, Indiana, was a brand-
new town created by the largest steel company in the world, US
Steel, at the very bottom of Lake Michigan where Appalachian soft
coal met Minnesota iron ore. People were living in tents when my
family arrived there along with many other settlers. 

Where did your parents come from, and what brought them to
this remote area?
SAMUELSON: My father was a registered pharmacist, and it
proved a lucky coincidence that my parents, who had emigrated
as youngsters, both came from the part of Poland that borders on
East Prussia. As a registered pharmacist, my father was predes-
tined to benefit tremendously from World War I even before
America entered the war. By that time, being in America was cer-
tainly better than life in troubled Europe. The workers in the steel
company in Gary—most of them from Slavic countries—didn’t
know any doctors, and so my father, who could speak Slavic lan-
guages in some basic way, would be their doctor. 

Did you or your father ever see the interior of the steel company?
SAMUELSON: That was impossible. It was like a military camp,
with a guard. I never visited. No schoolchild in Gary, Indiana, ever
visited the steel company. But we had a good idea of the working
conditions.

By seeing the injuries and illnesses of the workers? 
SAMUELSON: As I said, my father was a pharmacist and in
some way their doctor. If a steelworker’s leg got caught in the hot
molten steel, they couldn’t afford to stop the shift and you would
lose your leg. From the age of 17 months, really a baby, until I
was 5 years old, I spent half my time in twentieth-century rural

262 GABOR STEINGART



Indiana. So you may think I am 90, but I am really 140. No indoor
plumbing, no indoor electricity. And in the steel company nearby,
we are talking about 100 percent capitalism. 

You began your studies at the University of Chicago. While you
rose through the academic ranks, did you follow the development
of Gary, Indiana? 

SAMUELSON: Oh, yes. A few years ago, I got an honorary
degree from a nearby Lutheran university, Valparaiso University.
It wasn’t given to me for any merit, but just because I came from
that region. So, I thought it would be a good opportunity to look
for my roots, but there weren’t any roots left. The house I had
lived in was now a parking lot. The wonderful library, Carnegie
Library, was gone. Gary, I think, has become the murder capital
in America. It was like Rotterdam, like bombed-out Rotterdam. 

You lived the American dream. A son of immigrants, you became
part of the academic and political establishment. What drove
you?

SAMUELSON: I had my intellectual awakening in my father’s
library. Adam Smith’s Wealth of Nations—I hadn’t known it was
there, so it had never occurred to me to open it up, and when I
finally did, it was a whole new world to me. And I started eco-
nomics at a perfect period to study—in the 1930s, at the Depres-
sion’s bottom. On January 2, 1932, at 8 a.m. in the morning, I
walked into my first University of Chicago classroom. That was
almost the low point of the Great Depression, when in Germany
at least one-third of the working population was unemployed. And
tied with Germany were the United States. We had almost the
same number of unemployed. This meant that every middle-class
family felt it. It wasn’t like recent recessions where the Harvard
graduates, the graduates of the Stanford Business School, hardly
know that there is a recession. This affected everything. All the
banks in my part of the country substantially failed, and when the
banks failed, the amount of money that the depositors recovered,
with any luck at all, would be 10 cents out of the dollar. 
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In this period, many Americans died from hunger. Personally,
did you experience the suffering of the working class? 
SAMUELSON: No. But I do remember how in an urban section
of Chicago a big truck that had just left the slaughterhouse would
go down the street, and suddenly out from behind the fences 50
people would come and turn the truck over on its side, and 10
minutes later there was not a single person to be seen in the street
and none of the hams and pork shoulders were left. 

That was during the presidency of Herbert Hoover. 
SAMUELSON: Hoover was certainly a man with a high IQ. But
he was a man of principles, wrong principles for the times—ortho-
dox. And so he would be shocked if a government program
designed to produce grain for mules—part of agriculture—was
abused to fill the stomachs of human beings instead. They would
actually prosecute people for that. He believed in principles that
I also learned in the classroom—that the presence of unemployed
people would bring down the wages of all people and then the
market would stabilize. However, I could not quite rationalize this
with what I saw was happening on my way to the university each
morning and on my way back from the university each evening. 

You think the crisis turned into the Great Depression because
politicians ignored the symptoms and failed to tackle the causes?
SAMUELSON: The fiction is that there was a big stock market
crash on October 29, 1929, and this was the Great Depression.
The truth, however, is that this was what started it, and by 1930
it just looked like a more serious recession. But then it became a
major depression because nothing was done about it and because
of the way things looked like internationally.

How did your family cope with the situation?
SAMUELSON: By this time, my family was prosperous but not
rich. How do you think I spent my four summer vacations at the
university? At the beach. Now, did I feel guilty? Not at all, because
I had classmates who were poorer than me and who would apply
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at 400 different firms and report that there were no jobs. So, I
knew it was pointless for me to learn the hard way that there were
no jobs, and that is why I went to the beach instead. 

Today, many governments adhere to the ideas of British econo-
mist John Maynard Keynes. One of the side effects is enormous—
even irresponsible—federal debt. Would you consider massive
public spending still an appropriate macroeconomic tool to fight
off a recession?

SAMUELSON: Politicians need to react to concrete challenges
or they will miss their goals. Back then, the Western economies
got caught in the liquidity trap because the economy had con-
tracted. Millions of workers were fired, which made the contrac-
tion even worse. The situation in contemporary Europe and
America is a completely different one.

In your seminal economic textbooks, the problem of a “liquidity
trap” is explained in great detail.

SAMUELSON: Yeah, we’ve put it back in. I always included it
in my textbook, but the publisher revised the book on a regular
basis, and the last time they cut out the paragraph 5 on liquidity
traps. They said: “A textbook is like a cancer. It will grow to be
more than 1,000 pages if you let it. So if there are a lot of new
things to be taught, you have to go ahead and cut out old things.”
The publisher then said: “Get rid of the liquidity trap and get rid
of the Keynesian notion that the desire to save, by the paradox of
thrift, instead of leading to more investment may actually kill off
purchasing power and leave it less.” And I said: “In economics,
what goes around comes back around. Please, to please me, let’s
put back the liquidity trap and so forth. Because the example of
Japan has taught the world what a liquidity trap is.” 

As a young economist, did Keynes’s ideas fascinate you? 

SAMUELSON: First, I was against Keynes because he was con-
tradicting what all my wonderful professors believed. But finally
I decided, am I going to let reality take over or am I going to let
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ideological reverence prevail? My teacher at Harvard University
was Joseph Schumpeter, the famous Austrian economist who had
come to Harvard from Weimar Bonn University. Schumpeter was
erroneous on the Great Depression. He saw it as a healthy thing.
His diagnosis was that the Great Depression was a good thing
because it was going to improve productivity. Well, of course it
didn’t. Of the 40 most gifted graduates in the physical sciences
and the 40 most gifted graduates in the biological sciences, in my
first year none had a job for the next year. What good was that
going to do for the productivity of the subsequent U.S. economy?

Did you ever discuss your doubts with Schumpeter?

SAMUELSON: Of course. But it wasn’t of much use. It used to
be said that Schumpeter’s nose was out of joint, that he was kind
of jealous of Keynes. He said to me: “You are in favor of Keynes
because you are a socialist.” I said: “Professor Schumpeter, I come
from the University of Chicago—the citadel of capitalism! When
was I ever a socialist? You don’t have to be a socialist to be in favor
of Keynes.” And he said: “Well, you are a socialist in the sense that
you don’t revere the capitalist system.” Well, that was true. I spent
my first 15 years under the rule of pure capitalism, and it had lots
of advantages and lots of disadvantages.

The pure capitalism has been transformed into a welfare-state
economy, even in the United States. Why did your scepticism 
persist?

SAMUELSON: Yes, yes. But notice that since 1980 Reagan and
Bush policies seek to weaken the welfare state. And notice that,
when we talk about globalization we are going through the same
problems that I just outlined. Globalization also has lots of advan-
tages and lots of disadvantages, as I pointed out in a much-cited
article for the Journal of Economic Perspectives. 

The reactions were mixed . . . 

SAMUELSON: The article was met with great excitement—
both great admiration and great opposition. The former chair-
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man of the Council of Economic Advisers, Gregory Mankiw,
wrote a 48-page rebuttal. He said that “Samuelson gives comfort
to the enemy.” He said: “I am not saying that what he says is not
true. But I believe you shouldn’t really say it.” Well, I think it is
better to tell people what is really going on in the world.

Among economists, the mainstream opinion is that globalization
is a win-win situation for every nation participating in it. Your
point is that that is a big misperception!

SAMUELSON: The globalization leads to a win-win situation for
people in China. That’s true for the poor people in China and for the
wealthier people in China. In the United States, the development
appears to be very different. Highly specialized and professional
members of the workforce will profit, while the run-of-the-mill work-
ing-class people will be the losers. It’s a win and lose situation.

But globalization allows poorer citizens to shop for less. Cars, toys,
clothes, computers, and vacations are cheaper than ever before.

SAMUELSON: Go to a Wal-Mart store in America and you can
see the contradictions of globalization with your own eyes. In the
stores, you see poor Americans buying these cheap products, and
this means a tremendous boost to their living standard. At the
same time, they are afraid of losing their job or having to change
from one job to a lower-paying one. It is not true that everything
that enhances globalization is automatically good for everyone. 

So, globalization is a zero-sum game? One side wins, the other
one loses? 

SAMUELSON: No. Only in warfare is it a zero-sum game. Just
think about the German-French war of 1870–71 for example: if
Bismarck goes up, Louis Napoleon goes down. In postwar times,
it’s different on both sides of the Atlantic. Your generation has
lived better than your parents’ generation, and your parents have
lived better than theirs. We couldn’t have such a strong economic
increase around the world without the dynamic force of global-
ization. But at the same time, not everybody benefits from it—
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large groups in each society will lose and can’t offset their losses.
The big question facing any developed nation will be this: is there
a fair balance of wins and losses? And even more importantly: how
do we offset one with the other?

And your answer? 

SAMUELSON: The reason why I wrote this article was that I
had come up with a new way of measuring just how much the win-
ners will win when the prices at which they can buy are lower and
how much the losers will lose. Today, we find ourselves in a win-
lose situation when we compete with Asian nations. Some of our
workers win, others lose. 

What are the drivers of this development?

SAMUELSON: The expansion of knowledge worldwide made
the West lose its comparative advantage. We lose market shares
when China fosters its productivity by its own creativity or by
copying our products. Where we lose a trade advantage and China
wins one, that will affect both labor markets—it’s as if plenty of
cheap and well-educated workers came into our country. 

So, developed nations are starting to feel the downsides of glob-
alization?

SAMUELSON: Well, the process of globalization has always tipped
the scales in economic history. It’s stupid to think every country will
profit from changes. Economically, Great Britain has never recov-
ered from losing its hegemonic position in World War I. Actually,
the United States had even surpassed them in terms of production
earlier, in 1900. In 1946, however, we reached our climax. Five per-
cent of the world population were Americans, and they produced
half of the world’s output. Of course, that wasn’t sustainable. It was
only possible because Europe was devastated, Japan was devastated. 

While China slept . . .

SAMUELSON: Now, just look at what happened 10 years later—
the Marshall Plan. Europe then was our present-day China. The
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dollar became overvalued, and we used to joke that it pays to be
defeated because the countries that were doing best in, say
1950–1965, were Germany, Italy, and Japan. Ford, Chrysler, Gen-
eral Motors had been absolute kings. Well, then Mercedes, BMW,
Volvo caught up and surpassed the American companies. Toyota
and Nissan followed. So that what is happening now is only a rep-
etition of what you could have seen if you had the right glasses to
see through. I see a Wagnerian leitmotiv in world history, catch-
ing up toward still-growing U.S. influence.

You see world history as a story of permanent rise and demise?

SAMUELSON: Winners and losers alternate; nobody can stay
on top forever. In the year 1000, China was probably the wealth-
iest country in the world. Then the Netherlands, in terms of per
capita real GDP. Some time later the British predominated—until
their kids that had immigrated into the United States later took
over. 

What’s your assessment of the rise of China, economically and
politically?

SAMUELSON: We are probably at the beginning rather than
the end of the Chinese story. They have more than a billion peo-
ple. Only a fraction of them are competitive right now. But I don’t
think the others have dumber DNA. They will also come into this.
So, China can thumb its nose at us 100 times, and if you come
back in 25 years China will not necessarily be equal to the United
States in a per capita degree of affluence, but it will be way big-
ger than the United States in the total. And that is of course what
counts in geopolitics. China is like an 800-pound gorrilla already
standing in the living room. 

But even if it takes a long time, the rise of China should be a real
turning point in world history. What will be its biggest impact
for the West? 

SAMUELSON: The changes on our labor markets. Unions are
about to disappear from our lives. They started to dissipate a
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long time ago. Strikes have become a U.S. rarity—and every vic-
tory that a union won against one of the big companies was a
pyrrhic defeat. It speeded up the rate at which Japanese suppli-
ers would get the business. Nowadays, unions can’t make the
companies fulfill their pension obligations. Every time I open
my newspaper I learn of a new company which has reneged on
its retirement benefits. All this is happening according to the
new law. The early success of the union movement is beginning
to be reversed. 

Are you expecting the coming century to be the Chinese century? 

SAMUELSON: That is hard to predict. Human nature is so
imperfect. China could have three generations of political chaos.
That’s what happened in Latin America. In 1945, if somebody like
you had come to me and said: “What part of the world is proba-
bly going to grow most of all? Fastest?” Do you know what I
would have said? Argentina and Chile. Do you know why?
Because they killed off all the native Indians, they had a temper-
ate climate, and so forth. They were ripe to do it. But populist
antibusiness leaders killed that hope.

One and a half billion new workers are entering the global labor
market. People from China, India, Eastern Europe. How will
that expansion of the global workforce affect life in the West? 

SAMUELSON: In the globalized society, we will see a deeper
split within the developed nations. I think the lower half of the
income distribution will be the losers. Globalization means two
things: in all probability it means an increase in inequality, and in
all probability it also means a loss of serenity. Globalization brings
us more prosperity, but it also leads to more uncertainty, tension,
and enhanced inequality. In America, it has already led to a cowed
workforce. Even for an MIT graduate, things have changed. 

Please describe these changes.

SAMUELSON: It used to be like this: you graduated from your
college, you got a job, if you kept your nose clean, you could count
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on getting promoted, you would earn even more when you were
50 than when you were 40, you would earn more when you were
60, and at 65 they would give you a watch and you would retire
with a safe pension. That is completely different today. My six
kids, for instance, can’t lean back and relax. Nobody knows what
is going to happen next to his or her career. It is a tenser world, a
more “anxious” world. After all, what is the actual value now of
large corporations like General Motors or Ford? Maybe they are
completely worthless unless management manages to cheat the
workers of their pension funds. Many economists are still trying
to downplay the contradictions of globalization. 

Should governments try to fight the trend? Or should they give
up? And how can they continue to intervene at all? 

SAMUELSON: They have to focus on research and develop-
ment to stay ahead in the game. What a government can do is help
the people who suffer from the consequences. We could use the
power of the fiscal system to transfer from the very wealthy to the
less wealthy people and it would not slow down our rate of growth
in a noticeable way. My hope is that in America as much of
Franklin D. Roosevelt’s and John F. Kennedy’s New Deal as pos-
sible may be preserved in order to alleviate, but not wipe out, the
inequalities. The current Bush administration is doing the exact
opposite with their tax cuts for the superrich—that only exacer-
bates the negative aspects of globalization. These tax cuts will
sharpen the tensions, the inequality, and the “anxiousness” in our
society. Whenever Germans, Italians, or French ask me what to
do, I tell them: don’t follow all the American examples—that will
fire up only one thing for sure: people’s anger.

But Americans consume more than ever. Their shopping sprees
have become a pillar of the global economy. How does that go
together with your diagnosis of growing fear and anxiety? 

SAMUELSON: American losers from globalization perforce
work longer hours, more weeks per annum, and more years before
retirement at the only low-wage jobs they can find. Our society
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has an extremely self-centered attitude: always me, me, me, and
now. The workers should have been saving like the devil, but all
they do is spend. We are actually using the savings of countries
much poorer than ourselves who recycle their trade surpluses into
very low-yield U.S. government bonds. Currently, the Chinese
are happy to give unlimited credit to the United States for now.
But this could change. So, the road ahead of us is bumpy. We
Americans no longer serve as role models. We should rather look
at European countries with low unemployment rates. 

The Scandinavian countries?

SAMUELSON: Look at Denmark. Now, that is strange, because
Denmark has a pretty good welfare state. But when I inquired,
what happens is that in Denmark you can fire people, even with
union consent, and for about a year you can get unemployment
insurance. However, after that you have to attend reeducation.
Even more important, you have to accept the jobs that are offered
you, and these jobs can be a lot worse than the jobs that you had
previously. 

Critics say that that is nothing but a race to the bottom. 

SAMUELSON: No, it is a race toward the reality of what is
going to happen to you in a globalized economy. The labor mar-
ket remains functional and the Scandinavian welfare state—much
more generous than the American one—remains affordable.
That’s what they need to survive and grow. 

But why is America better off than Europe in nearly all economic
statistics?

SAMUELSON: Because these statistics focus on income and
money. Countries like Germany or France have lost ground in
statistics because they choose to take it out in leisure. You know
what I am talking about—five to six weeks of vacations a year, a
35-hour workweek. Germans need to reconsider their work ethic.
It’s pointless to preserve outdated structures. It will simply lead to
stagnation while the world around you keeps growing. Many Ger-
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mans should get used to the idea of having to accept jobs that pay
30 percent less than their old ones. 

For decades, economic growth and democracy went hand in hand
in the West. What do you think of slowing down globalization
instead of pushing for even more free trade in new political ini-
tiatives?

SAMUELSON: Maybe we should slow down the process of
globalization a bit, but you can’t stop it and you shouldn’t. You
ought to use the fiscal system more ethically. What you can’t do
is go outside of the market and by legislation equalize. You can’t
make the poor rich, or you will kill the goose that lays the golden
eggs. But you can try to alleviate the consequences of the process.

What advice would famous late economists give current admin-
istrations? Karl Marx, for instance? 

SAMUELSON: I don’t consider him a good economist. I know
his picture hangs on the wall in my institute here, but that’s only
because we are fair-minded people at MIT. He shunned pragmatic
advice. He was full of unearned self-confidence.

And Joseph Schumpeter?

SAMUELSON: I was actually the last economist to talk to him
10 days before he died, at the 1949 American Economics Associ-
ation. I knew his mind pretty well. He would have said that the
recent burst of energy released essentially by the computer is fully
consistent with his 1912 book The Theory of Economic Development.
He would have liked it all the way. He wasn’t going to waste a lot
of time, as I might, brooding about the fate of the poor—and he
never appreciated the productivity of economic systems with a
strong private sector and a strong public sector. 

What about Keynes?

SAMUELSON: The reason Keynes would be okay is that he
changed his mind all the time. It is better, by the way, to change
your mind all the time than to stand still—like a stopped watch.
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If you could give advice to those currently in power, what would
it be? 

SAMUELSON: My first piece of advice would be: choose the
middle way. There is no substitute for the market mechanism—
but the market mechanism has no brain, it has no heart. Without
political programs it will inevitably breed inequality. My second
piece of advice would be: globalization in its current shape and
speed makes the world a more insecure and nervous place. We
should try to slow down, and, in our own long-run interest, try to
be less aggressive.
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