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Adam Posen: Good morning, everyone and welcome back to the Peterson Institute for 

International Economics. I'm Adam Posen, the Institute's president. And 
we're having an actually very stimulating and long-term thinking topic 
today, thanks to the visit of Stephen D. King, Senior Economic Adviser at 
HSBC.  

 
 We're here to discuss his new book from Yale University Press, Grave 

New World. I remember the title, I can't memorize the subtitle. The End of 
Globalization, the Return of History.  

 
And I'll go in a minute to talking about Stephen and our distinguished 
discussant, my colleague, Joseph Gagnon, but just to say the symbolism of 
when all of Washington and large parts of the world are very focused on 
the different thing going on in town, that we're still talking about the long-
term trends and the global trends, I think, is important. 
 
The US and its politics can turn and do strange things, just as we have 
done in decades past, but in the end, the US is part of a global economy, is 
subject to the forces of history, is subject to the forces of technology, and 
that all sounds very general, but it's a very far world away from what 
people are focused on in Washington today.  
 
And I'm proud that the Peterson Institute, both in our own Fellows' work 
and in convening discussion of good work by colleagues like Stephen, 
we're able to remind people that there are some underlying things that 
matter, not just today's advantages or disadvantages and political 
discourse. 
 
Stephen King comes to us, as mentioned, he's Senior Economic Adviser at 
HSBC, having in the past, of course, been their Chief Economist. I got to 
know Stephen particularly when I was serving at the Bank of England, 
where Stephen, despite HSBC being a global force, and if anything, not so 
much a UK bank, having a unique business model, Stephen remained an 
outsize force in the public debate in the UK and in Europe. 
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He was also a specialist advisor to House of Commons Treasury Select 
Committee. And he has written books that many of us would be envious to 
claim as our own. When the Money Runs Out, The End of Western 
Affluence in 2013 and in particular, Losing Control, The Emerging Threats 
to Western Prosperity in 2010.  
 
Stephen is, for his generation, or I could say, our generation, one of the 
good guy pundits, who actually does successfully straddle serious thinking 
with market savvy with the ability to reach a large audience. I envy it, I 
admire it, and I'm glad to have Stephen here today to share with us his 
latest.  
 
We're also very fortunate that one of my colleagues here at the Peterson 
Institute volunteered to be the discussant, Joseph Gagnon. Some of you 
have heard that this week was supposed to be Infrastructure Week, others 
think it's Comey Week. Actually at Peterson this week, it's Joe Gagnon 
Week. On Tuesday, we had the release of his and Fred Bergsten's book on 
currency manipulation. Later this afternoon, we're having a joint event on 
US/China relations, where Joe will play a key role, and he's also stepping 
up today. He is the man of all macro seasons. 
 
Joe of course, prior to joining the Institute in late 2009 had a distinguished 
career at the Federal Reserve Board, serving first as associate director, The 
Division of International Finance and then as associate director of The 
Division of Research and Statistics when development of the first QE was 
under way and he played a key role in that. But I'm looking forward to Joe 
living up to the challenge presented by Stephen King's broad sweep and 
thinking about globalization. 
 
And now especially, I'd like to welcome Stephen King to our stage to 
discuss Grave New World. Stephen. 
 

Stephen King: Well Adam, thank you very much for those extraordinarily kind words. 
And good morning ladies and gentleman. First of all, an apology, for those 
of you who were expecting the other Stephen King. I'm sorry. Although 
you'll note from the title of my book, Grave New World, I tried to sort of 
cash in on his reputation for writing horror stories. 

 
 As you heard from the subtitle, it’s The End of Globalization, the Return 

of History. And of course the return of history is a reference to Francis 
Fukuyama's famous paper in 1989, which predicted or talked about the 
end of history. 

 
 But I thought perhaps at the beginning I could think about when history 

began, rather than when it ended, specifically when did we start seeing the 
history of western globalization beginning? The idea of borders coming 
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down, economic exchange increasing, across different countries and 
different geographies around the world. 

 
 And I thought you could start maybe with Bretton Woods in 1944. 

Perhaps you could start with the kind of trade liberalism of the British 
empire of the 19th century, but I thought I'd go back a lot further than that, 
and the clue comes from this photograph here, which is, for those of you 
who've been to Southern Spain, would recognize instantly, is Seville 
Cathedral.  

 
 And the reason why I thought I'd focus on Seville Cathedral is that it 

represents both the past and the future of globalization in around about the 
1400s because the cathedral was built on the site of a mosque, which 
reflected a previous period of globalization, obviously Islamic, 
globalization, which started in one sense in southern Spain in the early 
700s and continued for 500 years.  

 
 And if you'd been born in Seville, let's say in 1200 AD, it was strongly 

felt, I think, that Islamic globalization would naturally have continued, 
because clearly Islam was a much more dominant and effective political 
force than anything Christianity, particularly in northern or western 
Europe, appeared to have to offer at that particular point in time. 

 
 When you look at the architecture of Seville Cathedral, you can also see 

both the future and the past of globalization, because most of it was built 
in the 1400s. But the one big difference is the bell tower, which is known 
as the Giralda. The top of this bell tower, of course, is relatively recent, 
but the bottom of it has nothing to do with the cathedral, it's actually the 
minaret of the mosque that had been there previously.  

 
 And the other interesting feature about Seville Cathedral, popping back, 

it's the biggest cathedral in the world, is that it also happens to house the 
remains of Christopher Columbus, and 1492 was the year in which 
Columbus, of course, discovered the Americas. It's also interesting as the 
year when the final Moors were expelled from Spain through the 
inquisition that had been going on for the previous 200 hundred years. 

 
 My point about this is this story in one sense represents some of the 

interesting forces of globalization. They're not just dependent on the 
advance of technology, they're also dependent on the changes and ideas 
and institutions that govern how the world works.  

 
 And of course, in the 1200s, there was a crisis in the Moorish Spain, 

which was associated with death of the ruling caliph, replacement by his 
10-year-old son. There was no knowledge as to how to run the country or 
the region, in the absence of a strong ruler, and the 10-year-old son then 
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died 10 years later, with a situation which basically meant there was 
complete chaos amongst the ruling Moors.  

 
 It was too good an opportunity for the northern Spanish kings to miss, the 

Christian kings and they basically invaded. Everything changed and the 
power in the world shifted. And the power shifted, partly as a consequence 
of what changed in Spain, the discoveries of the Americas over the next 
200 years, and the result you start to see new trade practices coming 
through around the world, focused primarily on slaves, silver and sugar. 
And of course it was focused very much on the trans-Atlantic trade.  

 
 At that point you saw a dramatic shift in economic and political power, 

basically from the east and the middle east to western Europe and 
everything we think about in terms of globalization subsequently is all 
about a kind of continuation of that western European story, and how it 
spreads through to other parts of the world. 

 
 So when you think about Fukuyama and the end of history, what he's kind 

of saying is that this kind of post-Columbus world has extended so far that 
it's actually engulfed the world as a whole. And that the world could be a 
much better place as a consequence of its story finally reaching the end 
game. 

 
 So the end of history, of course, was associated with 1989, the fall of the 

Berlin Wall, and its worth just thinking back to it. Some of the claims 
made then, which seemed to be so positive for the forces of globalization. 

 
 So the first claim from Fukuyama was the idea that western liberal 

democracy was really the only game in town. The second big claim was 
the idea that free market capitalism was really the only economic game in 
town. And the third big claim was that authoritarian regimes would be 
significantly in retreat, as if they lost the argument and you'd see them 
declining in force over the years that followed. 

 
 And of course, those claims were associated with a very powerful belief in 

the benefits of globalization. The idea was capital could spread around the 
world, become more efficiently allocated, then the other parts of the world 
that, up until now, have been starved of capital and unable to grow, would 
themselves grow more quickly, which was great news for the west.  

 
 Because of course, this would mean that there would be many more 

countries to trade with, and therefore, even as incomes elsewhere rose 
rapidly, western incomes, too, would rise pretty rapidly and we'd all live 
happily ever after. 
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 So I will suggest that in the intervening period, that story hasn't really 
quite worked out in the way that might have been expected with that 
tremendous optimism, almost triumphalism, associated with the events of 
1989. 

 
 My first exhibit is these people here. You may have different views on the 

quality of each of these people, but in many cases, these are examples of 
authoritarian regimes, rather than liberal democracies, not necessarily in 
all cases, but they are representations of authoritarian regimes.  

 
 And one in particular has had enormous success over the last 30 years, 

economically, even though the Fukuyama thesis was you couldn't really 
succeed economically unless you had some kind of liberal democracy, and 
of course, that country is China, which has seen extraordinary gains in 
living standards over the last three decades. 

 
 On the far left, of course, we have Vladimir Putin, and he's of the different 

kind of story. Economically, Russia has not been successful. But you 
could say that in terms of his desire to return Russia to the sort of imperial 
grandeur of the 19th century, an attempt he'd like to expand across his 
borders to increase the influence of Russia into other parts of Asia and 
Europe, is a reflection of a different kind of world from the one we 
thought we were inheriting back in 1989. 

 
 Others you can talk about in many different ways. We had some more 

news about one particular individual at 10 o'clock this morning, of course, 
but nevertheless, this return of authoritarianism was something that wasn't 
predicted in 1989, but it is happening. It's happened quite significantly 
over the last 15 years. 

 
 The second aspect of this story is that the idea was that globalization 

would lift everyone's living standards pretty quickly. But that hasn't quite 
worked like that. And I wanted to show you this slide looking at gains in 
per capita real GDP decade by decade, going back to the mid-1960s and I 
focus here on just five countries, the US, the UK, France, China and India. 

 
 So in the period from '66 to '75, roughly speaking, all these countries had 

similar increases in living standards, but of course, there was a massive 
gap between the three rich countries on the left, US, UK and France. And 
both China and India, of course, were incredibly impoverished, and 
remained impoverished over that 10-year period. 

 
 You advance to the next 10 years, the opening up of the China and the 

Deng Xiaoping. It re-engaged with the rest of the world, China starts to 
move ahead extremely quickly. India is still not doing very much. The 
west is doing roughly the same as it was in the previous decade. 
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 Moving forward another decade and you end up with India moving ahead 

a little faster than was the case previously. That then continues into the, 
sorry, this thing is a little bit sticky, there we are - into the next decade and 
you end up with up both China and India making significant progress. But 
again, the west isn't doing too badly. 

 
 But over the last 10 years, something extraordinary has happened. It's not 

just that China and India carried on growing at an extraordinary rate, it is 
also the fact that the west has slowed down dramatically. So the west isn't 
just not keeping pace with China and India, it is performing very, very 
poorly relative to its own history.  

 
 And that's something which has been a major surprise and it also creates 

tremendous domestic political difficulties, because politicians, of course, 
are very, very good at making promises to people based on the idea of an 
extrapolation of the earlier growth rates.  

 
 And the bigger the gap that opens up between what people expected or 

extrapolated, and we're actually achieving, the bigger the difficulty in 
meeting people's demands for pensions and healthcare and education and 
defense - you name it. These things become politically much more 
challenging to deliver over the course of the last 10 years. 

 
 But then also, not just we've seen this slowdown in growth, we've also 

seen a significant increase in income inequality, which again hopefully 
will come with the next slide, here we go. And this really reveals, in one 
sense, a paradox of globalization, which is that it tends to lead to a 
narrowing of income inequality between countries, that China and India 
catch up with the US or with Europe. 

 
 But at the same time, it seems to increase inequality within certain parts of 

the world, and of course, this is all talked about by Branko Milanovic, 
with the Elephant Chart and so on and so forth. 

 
 I want to make an observation about the US versus the UK and Europe. 

It's people often say well, look at the Gini coefficient in the US. It's come 
up a long way. We haven't seen quite the same story coming through in 
parts of Europe, so maybe this is a specifically US phenomenon.  

 
 I'm not sure that's quite true. It depends on how you cut the measures of 

income inequality. So in the US, yes you can measure it in that way. There 
has been an enormous increase in income inequality over the last few 
years. 
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 But if you take the UK, what we have is a regional problem in a sense that 
greater London has rapidly pulled away from the rest of the UK. Greater 
London very strongly engaged with the rest of the world. The rest of the 
UK, not so much. 

 
 We now have a situation where living standards in Wales, for example, are 

only about 40% of those in greater London. So gaps by region that doesn't 
matter actually when you think about the Brexit vote last year.  

 
 And then within the Eurozone, it's not so much gaps between regions or 

within countries, it's gaps that have opened up across countries. So one 
striking feature here is the relationship between say Germany and Italy. 
Per capita incomes in Italy back in 1999 were about 90% of those in 
Germany. And today they're only about 75% of those in Germany.  

 
 And I'm not suggesting that current trends will definitely continue, but if 

they were to continue, then in 15 years' time if we're down to say 60% of 
living standards in Germany, is that something which is easily, politically 
sustainable? I have some significant doubts, of whether that really would 
be the case. 

 
 So, these things have all happened and you'd have an explanation for why 

they've happened. And of course there are plenty of competing 
explanations out there. They range from technology, destroying white 
collar jobs leading to many people losing their jobs in particular, and 
being forced to compete for jobs in lower level income or productivity 
areas at quite significant difficulties. 

 
 Effects on education. Education shortfalls, perhaps in the US or in Europe, 

which certainly have led to a significant falling back in the COPESA tests 
across the world. You recognize it. Look at the achievements in numeracy, 
literacy, and scientific knowledge in parts of east Asia at the age of 15 is 
streets ahead of what the averages now are in say the US or the UK and/or 
parts of Europe. 

 
 You can look at social mobility measures and say well there's a big 

difficulty there as well. But the problem with each of these measures 
politically is that they don't provide instantaneous answers. And when 
you've got a period of very low growth, you've got rising inequality, it 
becomes increasingly seductive to think of a different kind of answer. 

 
 An answer that says rather than saying you've got big domestic 

difficulties, let's find a new narrative, a kind of fairy tale, in one sense, of 
what you'd hear from Hans Christian Andersen and the Brothers Grimm. 
But a fairy tale that says that the reason why country A is in difficulty is 
because of the behavior of country B.  
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 Or a fairy tale that says that the people in one part of country A are in 

difficulty because of the behavior of another group of people in country A. 
 
 And that I think is quite disturbing, because when you look at the history 

of postwar globalization, I think it has flourished for most of the period 
precisely because we recognized that we are better off integrated with 
each other than we are separate. You could say that the Bretton Woods 
Institution was specifically designed to create rules of the game, the 
integration between countries. And we certainly created a longer lasting 
peace, which certainly created conditions where trade could expand, 
where capital could expand across borders, et cetera, et cetera, et cetera. 

 
 And the new narrative that we're beginning to see endangers all those 

values and becomes a story which I think is potentially quite damaging for 
the long-term health of the global economy. In other words, when you 
look at the narrative we're currently seeing, the blame and counter-blame 
game, we're in danger of losing all the values built up since 1944.  

 
 In danger of creating an entirely new narrative, which either leads to the 

end of globalization or leads to a series of competing globalizations 
emerging over the next few years. And I'll come back to that topic a little 
later in the presentation. 

 
 For now, I wanted to focus on a couple of wild cards that I think have not 

been sufficiently focused on and which also raise some big questions 
about globalization in the years ahead, and there are two I particularly 
want to focus on. The first is technology and the second is demographics.  

 
 Admittedly this is a very, very simple picture, but you can think of 

technology both as positive and a negative. Left hand side which is 
positive, on the right hand side is more of a negative. But I think that 
people sometimes have misinterpreted technology as a process that 
automatically leads to globalization, whether or not we actually want that 
to take place. 

 
 And so I have two objections to this. The first one is actually the impact of 

social media. The social media has created conditions whereby we're no 
longer pursuing the truth any more, we're pursuing a reinforcement of our 
existing belief. So you get kind of herding on social media, whereby 
people no longer have to be tested on what they believe. What matters is 
that other people happen to believe what they believe and that's good 
enough. 

 
 And the problem with that is you end up with huge breakdowns in views 

within society, an inability to fit new agreements coming through. So 
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social media itself I think is a much bigger difficulty than one might have 
thought.  

 
 And the second big difficulty is associated with robotics and the threat that 

they carry to global supply chains. Now I'm aware that Richard Baldwin 
spoke think earlier this year at this event for similar reason. I think he 
favors the idea that the robotics will actually increase globalization. I'm 
not so sure.  

 I think it might actually encourage more in the way of reshoring and 
therefore create the ability to create what be described as gated 
communities that cut themselves off from the world. So rather than being 
a pro-globalization story, it may actually be an anti-globalization story in 
the years ahead. 

 
 And just on the technology point, I wanted to read one small section of the 

book, and you'll be delighted to know that this section I didn't write 
myself. It's a quote from somebody else. And it relates to a typical view 
that you might hear in Davos and in fact this view does come from Davos, 
so it is entirely relevant. The words are as follows: "If technology brought 
nature increasingly under its control by creating new lines of 
communication, by triumphing over climatic conditions, it was also 
proving to be the most dependable means by which to bring nations closer 
together, furthering their knowledge of one another, paving the way for 
people to people exchanges, destroying prejudices, and leading at least to 
the universal brotherhood of nations." 

 
 And that sounds like very much a Davos kind of comment. Apart from the 

fact that this comment actually is fictitious, it comes from Thomas Mann's, 
The Magic Mountain. It's quoted by a guy called Lodovico Settembrini, 
who effectively is the rational optimist of the book and in keeping about 
the book, of course, it was published in 1920s, but it was referring to 1913.  

 
 So although one might sort of think that technology is always a force for 

good, the rational optimist in 1913 might have believed it, because 
ultimately in Thomas Mann's book, is a figure of [inaudible 0:21:32.6]. He 
couldn't work out the changes politically in the institution that were taking 
place, but that the technology itself could be used for very, very bad things 
as well as very, very good things. 

 
 So technology side I don't think is an automatic guarantee of globalization. 
 
 And the other issue the wildcard for the 21st century actually is 

demographics and here there are some really striking results that come 
through from UN projections of population change in the decades ahead. 
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 And so I want to show you first of all the relative size of the Nigerian and 
Italian populations in 1950. The reason for doing this is they actually 
weren't so far apart, so in 1950, the population of Nigeria was about 38 
million and the population of Italy was about 47 million or thereabouts.  

 
 So each of my little figures here is 10 million people in effect. And I want 

to just fast forward to the UN projections for 2050, so 100 years later, to 
give you a sense of the relative change in population size of these two 
countries. And, if this is going to work, there we go, so this is change in 
Italy, a bit smaller and this is the change in Nigeria. In fact, the UN 
estimates that the Nigerian population by around 2050 will be up to 
roughly 400 million before rising to over 700 million by 2100. 

 
 Now you might have some doubts about the precise estimates themselves, 

but of course, these are based on some pretty simple assumptions about 
fertility rates, infant mortality rates and, of course, life expectancy once 
you reach adulthood. 

 
 If you apply this story to the entirety of Africa, because of course its 

demographic story is not restricted to Nigeria alone, you'd end up by 2100 
with Africa accounting for 40% of the world's population, partly because 
of exceptional growth within Africa itself and partly also because of 
shrinkage elsewhere, particularly in parts of Europe and notably parts of 
east Asia, so China, Japan, South Korea and so on. That will be all 
shrinking over the next few decades. 

 
 My point about this is that, first of all, this massive population change 

raises some big questions about global governance in the years ahead 
because Africa is massively under-represented in the institutions that we 
currently have. And also, I think, raises some big questions about 
migration. Because when we think about globalization, it's about treatment 
of goods and services and capital, but also of course, of people.  

 
 And we know from history, go back to the 19th century, for example, 

there are whole range of different reasons why people move from one part 
of the world to another. It might be because of better opportunities. So for 
example, a lot of German and English workers in the mid-19th century 
went to the US because pay was higher, their professional skills were 
required, and there was a significant exodus on that basis. 

 
 But if you were Irish in the 1840s or 1850s, you moved to the US for a 

completely different reason. Because your circumstances in Ireland 
themselves were absolutely appalling, thanks to the potato famine, and 
you went on these things called coffin ships, across the Atlantic, in the 
hope of getting a better life. 
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 My worry here is if Africa itself grows a little bit, but not very much, if it's 
living standards rise a little bit, but not very much, and the ability to move 
rises, the incentive to move rises very quickly, we may see another 
massive wave of migration taking place in decades ahead.  

 
 And when we see the images already of Europe trying to cope with 

refugees from Syria or Afghanistan or whatever, which are relatively 
small in number, compared to what we might be seeing from Africa in the 
years ahead, I think it's worth stressing the west has no idea of how it 
would cope with the likely flows that might come through over the next 
few decades. 

 
 So, when you think about globalization, it's not just about capital and 

goods and services, it's about people, too. That was a dominant force in 
19th century. It may become the dominant force in the 21st century as 
well. 

 
  So, we've got a big difficulty, we've got a political story that's coming 

through in the west which says that globalization is not working quite so 
well for the west as it was previously. There was quite a big difficulty in 
terms of the relationship between different countries and different parts of 
the world, particularly associated with whether you happen to have 
creditor or debtor status at any particular point in time. 

 
 I wanted to think about this actually from the point of view of one part of 

the world, which I think is still struggling, despite the optimism we've 
seen over the last few months, namely Europe. And the way I want to 
describe this is to do a little thought experiment and it's associated with 
what I call the Massachusetts problem. 

 
 So imagine that tonight, Washington DC is entirely abolished, which 

perhaps after 10 o'clock this morning, who knows, but, imagine it's 
entirely abolished tonight, and that each of the US states becomes an 
independent state. And each independent state has all the knowledge of its 
balance and payments positions, knows exactly where money is going, 
where it's coming from, who's lending to whom, who's transferring funds 
from place A to place B. And you end up with what becomes quite a 
significant difficulty. 

 
 Because if you look at, say, per capita incomes in Massachusetts - they're 

dramatically higher than they are in say, Mississippi. If you are someone 
in Massachusetts suddenly face with the ability to run your country on 
your own, you're likely to be less enthusiastic about the tax dollar transfers 
that are currently going to Mississippi. You say, well, they're aren’t our 
responsibility any more, we're not going to provide that support.  
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 So under those circumstances, Mississippi suddenly ends up with a larger 
balance of payment deficit which it can't easily fund, therefore, it's forced 
into some kind of austerity and the economy sort of collapses and remains 
extremely weak ever thereafter. 

 
 Of course the reason why I mentioned all this is that when you look at the 

distance between the capitol of Massachusetts, Boston, and the capitol of 
Mississippi, which is Jackson, it's virtually identical to the distance 
between Berlin and Athens, just as a mere coincidence. And my point 
about this, of course, is that when you think about the institutions of 
governments between different countries, a lot depends on the 
understanding of the obligations and duties we have to each other. 

 
 And within the US, of course, that's sorted out through Federal 

arrangements. But within the Eurozone, it's not, because the Federal 
arrangements don't really exist in quite the same way. 

 
 So apart from the fact that I could propose that Europe needs its own 

finance minister, it needs its own fiscal authority whether in [inaudible 
0:27:47.4] are already talking about. I'd like to go a little bit further. I'd 
like to suggest in the light of the global financial crisis we need to have a 
new global organization. 

 
 Not the IMF. Not the World Bank, but something I'd like to call the 

GOFF. The Global Organization for Financial Flows. And the purpose of 
the GOFF is very simple. It deals with something which Keynes identified 
during the Bretton Woods discussions back in 1944.  

 
 It deals with the issue of who takes responsibility in the light of a financial 

crisis, when things go wrong. Is it entirely the fault of the debtor or is it 
partly responsibility of the creditor? And if it is partly the responsibility of 
the creditor, how do you force the creditor to change? 

 
 So the GOFF would be very simple. The idea would be that in the event of 

a financial crisis, the country that was running a large current account 
deficit and suddenly sees private flows disappearing very, very quickly, is 
bailed out instantly by the GOFF and provides funds for a year, maybe 
two years, provides some sort of stability. And during that period, the year 
or two years, the GOFF then investigates what is the source of the 
imbalance between the creditor nation and the debtor nations. 

 
 So let's take, for example, Germany and Greece. Would you say that it 

was entirely the Greeks themselves borrowing like crazy in a stupid 
borrowing binge that went absolutely mad, or would you say that because 
interest rates were falling rapidly during that period, it was partly the fault 
of the Germans, who were lending too generously in the first place. And 
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therefore had caused some of the imbalances that subsequently came 
through. 

 
 My sense is that if I were in charge of the GOFF, I'd say, well, it certainly 

partly Germany's fault. And then the GOFF would have the right to 
impose sanctions or defaults or whatever on German creditors, who would 
then realize that they had lost out from their stupid lending in the first 
place. 

 
 And it seems to me that the advantage of this particular process is that if 

you know in advance that the GOFF could make this ruling, you might 
think twice about running such a large current account surplus, because 
you might recognize that having run it, it's not quite so safe after all. You 
might decide that rather than, like funneling your savings to somewhere 
else in the world, you'll actually those savings to pay your workers higher 
wagers, or you have more consumption or more government spending or 
higher investment. Something stronger at home.  

 
 And if you did that, you'd end up with a smaller current account surplus, 

which in turn would mean other countries have smaller current account 
deficits. And the world could be potentially a lot more stable than we've 
seen over the last few years. 

 
 The problem, of course, with this, is that although I think that such a 

global organization could work pretty well, I'm also aware of the fact that 
in our latest sort of story of globalization, or anti-globalization, we're 
seeing a return to the safety, the sanctity, the protection of the nation state. 
And therefore the support for this kind of organization is going to be more 
difficult today than would have ever been the case, say 30, 40 or 50 years 
ago. 

 
 So we've reached a kind of catch 22 where we need these institutions, but 

the ability particularly to deliver them, is actually much lower than might 
have been the case previously. 

 
 So I wanted to conclude with a couple of thoughts. The first one is back to 

my pre and post Columbus world. Because it seems to me that if you 
pinpoint an event that suggested that the post Columbus world was 
drawing to a close, that somehow the west had lost enthusiasm for 
globalization. One event you could point to is the end of TPP, or at least 
the US pulling out of TPP, Trans-Pacific Partnership. 

 
 And the reason for saying this is that TPP in one sense was the next 

institution that could have been created to spread western values, western 
governance through to other parts of the world. To be fair, it would 
probably have gone under either Trump or Clinton, so either way, it 
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suggested that the American people, as a whole, had lost their enthusiasm 
for these kinds of deals. No longer was the US quite so willing to be 
engaged with the rest of the world. 

 
 But there are consequences of this, and I think the obvious consequence is 

that it creates a kind of vacuum that other countries will wish to fill. And 
it's very easy to see how this works. That the institutions that we know and 
love from the late 20th century are in danger of being replaced by other 
institutions from the 21st century. And the institutions that I've referred to 
are first of all, the Regional Comprehensive Economic Partnership, this is 
the China led trade arrangement for a big chunk of Asia. It's not quite as 
secure a governance arrangement as TPP would have been, but 
nevertheless, it's opportunity to try to show leadership within the region. 

 
 You can add to that the Shanghai Cooperation Organization, which 

hopefully will come to this chart shortly, if it hasn't completely frozen. 
There we go. Which is an energy and security arrangement between 
China, Russia and the central Asian republics. You can add to that the 
AIIB, the Asian Infrastructure Investment Bank, which is in one sense an 
alternative to ADB and World Bank and it's partly associated with creating 
belt and road initiatives for the 21st century. 

 
 And when you think about this, and look at this map, and you show this 

map to someone who was living in southern Spain in maybe 1000, 1100 
AD, or you show it to someone in the Middle East or in Asia at that time, 
they would say, yeah, we recognize this. This is globalization before the 
west got a hold of it. It's globalization before Columbus set sale. This is 
effectively how the world was pre Columbus. This is a pre-Columbus 
version of globalization. 

 
 And so what I think we're beginning to see is if you like a shift, but there's 

no longer a unipolar version of globalization, there’s the emergence of 
multipolar versions of globalization, which in turn creates possible strains 
and stresses in the years ahead.  

 
 So I wanted to end with a reference to another book, not so much Brave 

New World, which is one sense a weird kind of utopia, which is of course 
is always associated with drugs and sex and not so much rock and roll, but 
nevertheless those things are in Brave New World.  

 
 But the other more dystopian version of the new world, which is 1984, and 

you recall that Orwell talked about these three warring empires, the two 
against one at any particular point in time, which are of course, Oceana, 
Eurasia and East Asia. And if you replace those names with the US, 
Russia and China, you might have something similar to what we perhaps 
will be seeing over the course of the next few decades.  
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 Not so much the end of globalization, but rival globalizations beginning to 

come through, with different views as to what makes the world tick. And 
different values based on their own different histories is what should be 
happening with the world in the years ahead. 

 
 And I've left as a question mark, the future of Europe, because although 

you can talk about Europe in terms of its internal inconsistencies and 
difficulties, but what this story suggests is that Europe is conflicted. 
Conflicted between its values across the trans-Atlantic relationship and its 
economic opportunity that lies to the East. We see this already with AIIB, 
where of course the UK, Germany and France signed up very quickly to 
this organization, even though the American's, the Japanese, were very, 
very cool about it. 

 
 But I suggest that Europe gets caught in a kind of battle between its post-

Columbus instincts and the pre-Columbus opportunities. And that in turn I 
think is a pressure valve for Europe that I find difficult to deal with in the 
years ahead. 

 
 So, I said before that it was a Grave New World. I want to emphasize that I 

think the west has lost its enthusiasm for the international institutions that 
worked so well for it over the course of the last few decades. New 
narratives have emerged, partly because of the weakness of western 
growth and the emergence of much higher scale income inequality. And 
what we're now beginning to see is rival globalizations coming through, 
which are sources of considerable instability for the world in the 21st 
century.  

 
 And on that cheerful note, thank you very much indeed. 
 
Joe Gagnon: Well, thank you all for coming, Stephen's presentation really describes 

what his book is about well, and I'm not going to give my own recap of 
that. But for me one of the more interesting parts of the book was when I 
got to the acknowledgements at the end, where I learned that it was largely 
written back in 2015, over a year ago, when Brexit seemed unlikely, and 
the odds against Donald Trump becoming president were around 100 to 1.  

 
 Of course many of the themes he develops in the book were apparent, 

more than a year ago, of course, but I think most of us were sort of 
woefully … ignorant may be a strong word, but unaware of how important 
these issues have proved to be and I congratulate Stephen on correctly 
identifying some of the key forces that are operating in western societies 
that many of us underestimated. 
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 The overall message of the book took me back to the Occupy Wall Street 
movement of 2011 and '12. You remember the revolt of 99% against the 
1%. There was a lot of that flavor in the book and Stephen deserves kudos 
for its understanding of the deep and persistent drivers of that movement 
that others might have taken for a fleeting after-effect of a deep recession 
that was blamed on a group of greedy bankers. 

 
 One could be forgiven for assuming that the anger would subside, as 

economy recovered, but clearly it did not. It's a little unfortunate, given the 
time that we were talking about just before the presentation, the time lag in 
writing a book is really quite long, and I know well that by the time a book 
comes out in print, it can be six to twelve months since you actually put 
the last - wrote the last bit of it. 

 
 And I think now the ideas that are in this book are out, they're everywhere 

being talked about, and I think Stephen deserves credit for getting this 
book ready and seeing it way in advance. 

 
 My main criticism is that I don't find the connection of this revolt against 

the elites to globalization is that strong in terms of globalization per se. It 
seems to me that globalization is really an ancillary target of this revolt. 
It's under attack mainly because the elites are well known to favor 
globalization and not because it's actually the main bone of contention. 
Although there are important flash points, as we heard, around 
immigration and trade, which I'll come back to. 

 
 And I do accept the book's point, one of the book's points, which is that 

globalization is not inevitable. We saw that it was proved in the early 20th 
century when interconnections collapsed sharply in a prolonged way and 
has only rebounded since then. But I just don't accept that globalization 
itself is the main, or certainly not the only, and probably not the main 
source of this sort of bubbling revolt. 

 
 My own take is that we're going through one of history’s periodic 

backlashes of the proletariat against the ruling class as it were. Even in 
democracies, privileged and powerful groups occasionally have to be 
reminded that government needs to work for everybody and to be seen to 
work for everybody.  

 
 Thomas Jefferson famously said that, "A little rebellion now and then is a 

good thing and is necessary in the political world as storms in the 
physical." And I think he was talking about moments like this. Without 
these occasional rebellions, it's too easy for even an enlightened elite to 
become enmeshed in group think. And the casual assumption that the best 
policies from their point of view, which includes globalization, are the 
best policies from everyone else's point of view. 
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 And I'm more optimistic than Stephen, although he's not totally 

pessimistic, but I'm going to be even more optimistic that western elites 
will heed this wakeup call and reconnect with the needs of the masses. 
After all, we have been through these cycles many times before if you go 
back far enough in history. And western democracy has actually faced up 
to them more successfully than other systems have. 

 
 To some extent, policies do need to be readjusted to better benefit the 

99%, but also to some extent, the elites need to explain policies better, and 
to explain why they actually are the right policies and to engage with all 
levels of society without projecting an attitude of condescension or 
superiority. 

 
 Donald Trump defeated Hillary Clinton, not because his policy proposals 

were objectively better for the 99%, and in my view they were not, but 
because he connected with the anger and the alienation of many people, 
whereas Hillary seemed to be, many, to be the embodiment of the 1%.  

 
 So I think that's a big problem we need to do deal with if we can have a 

political renewal and re-engagement. To do that, I don't doubt that the 
parts of the problems posed by globalization, such as immigration and 
trade could be solved without reversing or perhaps or even fully halting 
globalization. 

 
 For example, on trade, governments, politicians, need to explain more 

clearly that technology and old-fashioned domestic competition are far 
more important drivers of job disruption and inequality than international 
trade. At the same time, there are ways to deal with unfair trade 
imbalances.  

 
 And it's outlined in my new book with Fred Bergsten, Currency Conflict 

and Trade Policy. We talk about how you can do that in a way that isn't 
damaging to trade or globalization. Oh, and by the way, I'm glad that 
Stephen mentioned his GOFF, Global Organization on Financial Flows. I 
thought it was a neat part of the book. I didn't, it's really quite a small 
thing, and I didn't think it would get highlighted, but I think the book that I 
wrote with Fred is kind of an alternative to that. 

 
 Finally, governments do need to, I think, in my view, have more active 

labor market policies to help workers with job training, job search, wage 
insurance, to make disruption of all types less frightening. And I think that 
would really go a long way to addressing the things that are really at the 
source of this.  
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 I think the book concludes on exactly the right note. In pointing out that 
the critics of globalization really do not have good answers to the question 
of how reversing globalization would actually help most people. I 
commend Stephen for that. I think that's exactly the right note to end the 
book on.  

 
 So the book is full of many digressions and economic history, philosophy, 

politics, international relations. Many of these aren't particularly strongly 
connected with the overall thesis, but they can be illuminating. Depending 
on the reader's background, some of them may be familiar already. There 
were three examples that are not important to the book's conclusion that 
weren't discussed, but I'm up here and I have this floor. They were issues 
that pushed my buttons and I want to take an opportunity now briefly to 
just tell it as I see it, which is a little different, but again, they're not 
essential to the book. 

 
 I think first there's a brief mention of the Washington Consensus, which 

was originally formulated by my former here, John Williamson, and 
Stephen correctly notes that the consensus unfairly became a scapegoat for 
policies that it never really promoted. But there's one small factual error in 
the book states that one of the original elements of the consensus was 
"open cross-border capital markets."  

 
 Well, in fact, John Williamson was long skeptical of financial markets and 

deliberately excluded open capital markets from his list. The only 
exception was for inward flows of direct investment, which brings 
technology, skills and productivity to developing economies. But he 
deliberately excluded all other types of capital. 

 
 Second, the book asserts that the Japanese bubble of 1980s arose because 

Japanese policy makers deferred too much to the desires of other 
governments, especially the US government. And it is true that from 
January 1985 to January of 1987, the United States pressed Japan to let the 
yen rise and to stimulate its economy and to increase imports. 

 
 But starting with the Louvre Accord in February of 1987, the G7 agreed 

that the yen had risen far enough and the pressure from the US ceased. 
Nevertheless, the yen continued to rise during 1987, from market forces. 
To fight this appreciation, Japan intervened heavily in foreign exchange 
market and kept interest rates too low for far too long, well into 1989, 
ignoring overheating Japanese economy, massive financial bubble.  

 
 And this was the policy error I argue was made entirely in Japan, not 

because of the US pressure. Japanese policy makers were too mesmerized 
by the yen and not focused enough on their domestic economy and the US 
really wasn't playing a role at that point. 
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 Third, and this didn't come up in the talk, but Stephen has some skepticism 

about quantitative easing, which is obviously an issue I care about deeply. 
It's not the time or place for us to debate the merits of QE overall, but I 
just point out that there's one point where he says it a zero sum game and I 
would just note that there's a body of literature that would dispute the 
assertion that QE is a zero sum game that works only through exchange 
rates.  

 
 Intervention in foreign exchange markets is a zero sum game that 

reallocates demand across countries, but QE, on the other hand, conducted 
entirely in domestic assets, not foreign assets, which may have some 
spillover in exchange rates, mainly supports domestic demand through 
higher bond and stock prices, and you can argue about whether that's 
beneficial or not, but it does support demand domestically, which means 
it's not zero sum. And the IMF has a whole series of spillover reports that 
document this for non-zero sum feature of QE policies. 

 
 So, those three nitpicks in no way overturn the book's broader message, 

about the ongoing tensions in western societies and some other countries 
as well. The book's true contribution, for which Stephen deserves credit, 
lies in identifying the deep roots of some of these tensions. The fact that 
globalization is not inevitable.  

 
 And these, I think, it's a little unfortunate, that now a lot of this has been 

written about a lot in the past, and everyone's talking about it. But I think 
to have written this a year and a half ago, he would have been more of an 
outlier and his prescience deserves credit. Thank you. 

 
Adam Posen: Successfully completed our Laurel and Hardy and Hardy act, I'd like to 

open it up for discussion. But before I do so, I want to press Stephen and 
Joe in a slightly different direction. There has been different literature of 
historians and political scientists who basically said the US dominance 
was a historical accident.  

 
 In fact, that the west dominance was a historical accident because China 

got off on the wrong path and eventually got so weak that the western 
powers and then Japan could exploit it, we had this very unbalanced world 
system. Then you had World War II, and the US was there. And so, in 
other words, whether it was Bob Keohane and Joseph Nye, 40 years ago 
now, or some of the historians of China, it was inevitable that this western 
moment was going to erode.  

 
 And so it arguably it has nothing whatsoever to do with democracy, not 

democracy with angry white men, not angry white men. It's just the ebb 
and flow of history. If that's my null hypothesis, speaking like a social 
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scientist, sort of, if that's my null hypothesis, why do I need all this other 
stuff you write about in the book to understand the world? 

 
Stephen King: That's such a nice question for which an answer is slightly tricky. The 

answer, in one sense, is that that is what the book, in one sense, refers to, 
is that there was a western belief in a kind of supremacy of the western 
model and there was, I think, a sense of competence that unless you 
embraced this western model, particularly the political systems of the 
west, you would not really succeed. 

 
 So even if your argument is right, it's an argument that surprised many 

people over the course of the last 20 or 30 years. I think that's an important 
part of the story. 

 
 The second important part of the story is that the western version of 

globalization and the Chinese version, they intersect in awkward ways. So 
I talk in the book about China's 19th century experience with the west. 
And British schools, where, of course, I went, we learned about Henry 
VIII and his six wives and all these sorts of things, but we never learned 
about the Oaken Wars. We never learned about the treaty ports. We never 
learned about the sorts of things that UK, France, the US and so on were 
engaged in, in China.  

 
 So, part of the claim I'm making in the book is that history matters. That 

your perspective as to what's happened through your country's history or 
your region's history, colors your perspective as to how you think about 
the rest of the world. 

 
 So, oh, they might say, yes, it was almost inevitable that at some point one 

country would catch up with another country, as it does catch up, it creates 
new tensions, because one version of history becomes more important 
globally than was the case previously and competes with another version 
of history. 

 
Adam Posen: Mm-hmm. 
 
Stephen King: And these historical narratives, I think, they matter in terms of countries 

reaching understandings with each other. And in China's case, in 
particular, China has its own issues, high levels of debt, its significant 
income inequality between regions and so on and so forth. And there are 
different models that China can use to try to keep political stability. You 
could say perhaps it moves eventually into a liberal democratic story.  

 
 It could also adopt a nationalist story. And the nationalist story may be 

good for China, but in terms of its relationship with the rest of the world, 
that might be potentially quite awkward. So I think that the process of 
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catch up gives confidence for a new version or different version of history 
and those competing versions of history, in turn, create potential strains 
and stresses that wouldn't otherwise have been there. 

 
Adam Posen: Uh huh. Joe do you want to add anything? 
 
Joe Gagnon: Well, I would say, and this is where I differ from Stephen a bit, as I see 

that the issue would have been there, I mean obviously, as you know my 
own work talks somewhat about the effects of China's rise on the US. But 
could it have been handled differently and take that aside, I think that a lot 
of the pressures inside a lot of countries, the western countries, especially, 
but it goes beyond that, really have nothing to do with whether China's 
rose or not. I mean, people just don't care.  

 
 What they care about is their own perceived living centers. And what they 

see if an elite that seems to be out of touch with them and has gotten much 
richer while they haven't. And that is, to me, driving a lot of these 
pressures. It has nothing really to do with China. 

 
Stephen King: Can I just respond on that? I think that, I slightly disagree on that, if I may. 
 
Adam Posen: You guys are allowed to more than slightly disagree. You can drop the 

modifier. 
 
Stephen King: Okay. I totally utterly disagree with you. 
 
Adam Posen: Good. That's what we want. That's what I was hoping for. 
 
Stephen King: So, what concerns me a little bit is that we know that there are effects of 

globalization, what you might describe as relative price changes. And I 
think this creates a level of ambivalence in the west, in terms of whether 
people think they are beneficiaries otherwise, of globalization. 

 
 So for example, if you have someone working in the Midwest of the US 

and let's say they are paid a wage from their manufacturing company, but 
they also give them some share options in their company, and they happen 
to drive a gas guzzling SUV to work, and they watch lots of TV and 
having flat-screen TVs all over the house, China's rise has consequences 
for all those aspects of their experience.  

 
 The rise of China, the capital mobility that supported China's rise, 

potentially puts downward pressure on people's wages. The threat of 
outsourcing potentially raises equity prices if they got the share in the 
equity market that would be a little bit better. The fact that China, for a 
long time, pushed up energy prices, meant that the price of driving your 
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SUV to work and that went up significantly. The flat screen TV becomes a 
lot cheaper.  

 
 And you say to someone, "Are you a beneficiary or otherwise of 

globalization?" We can talk an aggregate about it and say yes, the US as a 
whole has grown or whatever might be the case. But for the individual 
person, it strikes me that there is a tremendous level of uncertainty, which 
leads to ambivalence and the ambivalence in turn creates some of the 
conditions that we've seen in political movements over the course of the 
last few years. 

 
Joe Gagnon: But I didn't think from the book that you actually believe that trade and 

globalization is the biggest source of some of those things. 
 
Stephen King: No, but, okay, let's spiral back a little bit. So, the first book I wrote, Losing 

Control in 2010, was primarily about these relative price shifts. So I tried 
to cover that issue back then. And I do think that these things matter. That 
a narrative is created which says well, the reason why my village or town 
has seen significant losses is partly because of outsourcing. The 
outsourcing is partly because of capital moving to China. And that may 
have been very good for the profits of the company, but I'm not so sure 
that me individually, I am someone who has done particularly well. 

 
 So I think there is something here about relative price changes and the 

inability to spot whether you individually are a winner or loser. So as a 
columnist, we can say, en masse, something has happened, which has been 
positive or negative. But for the individual, I think you've led to a world of 
perhaps greater uncertainty than was the case previously. Which 
[inaudible 0:55:45.2] other things as well, like technology, but 
nevertheless, it's an uncertainty which I think has created these peculiar 
political conditions. 

 
Joe Gagnon: Actually we don't disagree that much. I think that's an element. 
 
Adam Posen: Well, so now it's my opportunity to disagree a bit. So Stephen you put up 

that slide with your four various dimensions of inequality. 
 
Stephen King: Yep. 
 
Adam Posen: And this exchange where you and Joe converged was basically saying, 

well, people are feeling much more uncertainty, but I think that's very 
misleading, or at least we have to acknowledge a couple other things.  

 
 First, as was argued by Surjit Bhalla, in a book the Institute published 

more than a decade ago, and occasionally people are reminded, individual 
inequality around the world has gone down hugely. Right? The number of 
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people living in absolute poverty, not just in China, but in India and Africa 
has gone way down. And it may be that I only care about what happens to 
me in my job, but I think you have to be careful about [inaudible 
0:56:47.0] this into, oh, people are worried about their relative status 
versus oh, there really is inequality going on. That's not entirely true.  

 
 Second thing is, our colleague Caroline Freund - 
 
Stephen King: To be fair, I won't say there's a paradox of income inequality. I think it 

was narrowing between countries and rising within some countries. 
 
Adam Posen: That wasn't how I read the slide, but okay. If that's what you're saying, that 

would be good. And I don't think the word paradox actually even appeared 
on the slide, so I'm glad to have that clarified. 

 
Stephen King: It was implicit within the slide, I think it's fair to say. 
 
Adam Posen: Ah. Oh good. Went over my head. But as I was about to say, our 

colleague, Caroline Freund here, wrote a very powerful, here at PIIE, 
wrote a very powerful critique of the so-called Elephant Chart - 

 
Stephen King: Sure. 
 
Adam Posen: By Branko as did the Resolution Foundation in the UK. 
 
Stephen King: Yes. 
 
Adam Posen: And so, I'm disappointed that you chose to offhandedly mention it without 

acknowledging the fact that it's wrong. But let's - 
 
Stephen King: Can I just say in the book there's an acknowledgement, not about PIIE, but 

for the Resolution Foundation, I said it in the book that there are some 
debates and disputes about what [inaudible 0:57:49.5] accurate - 

 
Adam Posen: It's not debates and disputes. It's wrong.  
 
Stephen King: Okay. 
 
Adam Posen: I mean, if you go to the data - 
 
Stephen King: Yes. 
 
Adam Posen: The stuff he says is incorrect. 
 
Stephen King: I'm not sure [inaudible 0:57:58.4] 
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Adam Posen: I understand that, but that's his self-interest. That's not a statement of fact. 
 
Stephen King: Okay, fair enough. 
 
Adam Posen: No, I'm just saying, when we're talking about major issues here, you're a 

very influential person, you have a podium, you have a major book. You 
should not be weasel-ly on whether things are right or wrong and say 
there's a debate. You should actually look at the data and make up your 
mind. And it's the responsibility of all of us to push back at these things 
that are vast overstatements and mislead.  

 
 Just like people did with great effort on Piketty. He may have picked the 

right issue, but there were dozens of things wrong with his analysis and 
people did. So I'm afraid I have to call you on that. 

 
 Let me turn it over to the audience for questions or comments. We have a 

traveling mic up front in Jessica's hand. We have a standing mic in back, if 
it's easier to go there. I promise not to correct or interfere with you. That 
gentleman there, please. 

 
Jack Goldstone: Thank you. Hi. I'm Jack Goldstone from George Mason University. I have 

a question about debt and unfunded liabilities, which you haven't 
mentioned. Both China and the US arguably, have risen in that regard 
together. Both of them now have a large debt. So does Japan. So do 
certain parts of the European union. What do you see the effect of these 
debts and unfunded liabilities in the future on this both overall 
globalization and the relative see-saw between Europe and Asia? 

 
Stephen King: So this comes back, in part, to the QE discussion, in a weird kind of way. 

Actually I just want to respond on the QE thing, which is, I didn't think I 
was entirely negative throughout the entire book on QE. All I was saying 
was there clearly is a domestic asset price effect, that the consequence of 
the asset price effect, in terms of lifting investment to be much more than 
people have expected. I think that's fair [inaudible 0:59:50.9] central banks 
had and what we've actually subsequently seen. 

 
 But I what tried to argue towards the end of the book is the idea that if you 

happen to have the world's reserve currency and you borrow from other 
people in your currency, then devaluation can be quite useful. Because 
you basically shift the burden onto the foreign owners of your assets, who 
will then discover … let's say it's the US that devalues, that you end up 
with a whole bunch of devalued dollar assets, which in your own currency 
they're no longer worth quite as much.  

 
 In effect, this would count as almost like a default in the foreign creditor. I 

know at the same time, too, the extent of the devaluation, other things 
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equal might lift growth within the US and boost the level of nominal GDP. 
It wouldn't necessarily reduce the amount of debt, but it might reduce the 
debt income ratio over a period of time, if successful. 

 
 And so I suggest that one possibility here is that if that works for the US 

and the US has got the reserve currency, well then would you not begin to 
see a kind of competition for reserve currency status, because if lots of 
countries have large amounts of debt, and see a way of shifting that burden 
across to other parts of the world, then the obvious thing to do is try and 
turn your country into having reserve currency status.  

 
 And having got that, it then becomes easy to shift the burden onto your 

foreign creditors, as opposed to dealing with the debt within that particular 
country itself. 

 
 Now it doesn't apply for all countries at any particular point in time. But it 

does strike me that this idea of trying to boost nominal GDP to help the 
debt income ratio, is something that works more successfully if you 
happen to have a reserve currency. And so that, to me, is something that 
may be a pressure point, which is where you get into the kind of currency 
war story in the years ahead. 

 
Joe Gagnon: If I could just, a little note on that. I actually think, I mean, I know how 

you define reserve currency, Stephen, but I think it's actually been a trend 
in the past 15 years or so that more countries have been able to do this. 
Borrow in their own currencies and then they can devalue if they get into 
trouble. 

 
Stephen King: Yep. 
 
Joe Gagnon: I mean, I don't know if you think New Zealand has any reserve currency, 

but they don't have significant foreign currency debt. They have a lot of 
debt. They have this luxury, too. So it's a little bit more than reserve 
currency. 

 
Stephen King: Oh, that's fair enough, yeah. 
 
Adam Posen: Right. Another question or comment? Oh, please, at the back mic. 
 
Caroline Freund: Caroline Freund here at the Peterson Institute. I wanted to ask you why 

now? So if you look at the data, the median American worker's income 
hasn't increased since 1990, well before China took off. Why did it take 27 
years for the American worker to suddenly get so upset? And I would 
argue that it really isn't, or maybe one should consider that it really isn't so 
much about economics, it's identity politics is part of it. And, just some 
accidents that may very well reverse.  
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 So, if Cameron didn't make a big mistake, we wouldn't have had Brexit. 

Maybe today it will move from hard to soft. And in the US, Hillary 
Clinton did win, by three million votes, and we have this strange electoral 
system that resulted in this, and more than half of American voters didn't 
even care enough to vote. So, one question is, are these really that big kind 
of changes and why now? Thanks. 

 
Adam Posen: And sorry, Stephen, before you respond, just to give Caroline credit, we 

just published a paper by her and a co-author looking at the data from the 
elections, suggesting that, in the US, the votes for Trump were much more 
strongly driven by identity politics issues than by local economic 
conditions or plant closings. 

 
Stephen King: So first of all, why now? The book's got a big chunk on the consequence 

of the global financial crisis and how I think it revealed things that perhaps 
weren't recognized previously. So, for example, you could arguably say 
that although Americans were able to consume in the years before the 
global financial crisis, even though their wages and incomes weren't rising 
particularly quickly, and they did that through continuous increases in debt 
and leverage.  

 
 And that was fine, so long as your housing asset, for example, was rising 

significantly in value. But when that stopped rising in value and the 
leverage tap was turned off, it became much more visible that there was a 
significant and persistent shortfall of income, which is now necessarily 
constrained to consumption, that hadn't been the case before the global 
financial crisis. 

 
 The second thing is that I think the global financial crisis matters as a kind 

of, almost like a shock, to the prevailing consensus of how policy worked 
before the crisis itself. So I talk a bit about the Great Moderation, in the 
sense that this was something which had, in many policymaker's eyes, had 
reduced the chances of major economic or financial reversals. And the 
whole idea was that low inflation delivered greater lasting economic 
stability reduced the risk of recession. Nothing could possibly go wrong. 

 
 So when the global financial crisis did come through, it clearly suggested 

that something had gone badly wrong the policy maker themselves hadn't 
recognized. Policy makers were part of the elite; therefore, could be 
criticized more easily and there was a lot of confidence from that point of 
view. 

 
 On the identity politics, I guess that I would say this is one particular 

aspect of globalization, which is partly the issue of immigration. And 
when you look at, I'm not so knowledgeable about the situation here in the 
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US, but you look at the patterns of voting in the UK and the justification 
people voting for Brexit rather than for remaining in the EU, many people 
would justify this on a combination of two things. 

 
 First of all, the idea of taking back control, re-establishing the sovereignty 

of parliament in London. And the other issue was frankly the issue of 
immigration. And that, there was a tremendous confusion. Because 
people, a lot of people, in Britain didn't recognize that because we were 
not in Schengen, we didn't necessarily have to take refugees from Syria 
that were arriving through Greece or Italy, going to Germany. They had no 
right to come to the UK because we were not part of Schengen, but 
nevertheless people saw that as a threat, whether it was justified or not, 
and voted accordingly. 

 
 The other thing I would note, to go back to this of identity politics story, is 

that I was at a dinner, hosted by the British Academy a few months ago. 
And there were about 20 of us around the table. And we were all 
discussing the Brexit vote. The whole thing was about Brexit versus 
remaining and why Brexiteers voted what they did.  

 
 And I thought this discussion was sort of vaguely interesting until I 

realized one thing. Which was that every single person at the table was a 
remainder. Every single one. And so we were sort of guessing why it was 
that Brexiteers did what they did.  

 
 I think that reveals, in a sense, that we haven't fully understood, or I 

haven't fully understood, what the motivations are. But I think it is fair to 
say that the motivations I think are stronger than perhaps simply the case 
of Cameron calling a referendum and discovering that he's made a 
mistake.  

 
 Because I don't think he would have called a referendum had it not been 

for the rise of the UK independence party, which was threatening to take 
away a significant number of Tory seats.  

 
 And UKIP at one point, at one stage, remarkable enough, was incredibly 

popular. And so it did, the UKIPs rise, which reflected these anxieties, did 
have an impact on political choice and did force Cameron to call a 
referendum that otherwise wouldn't have happened. 

 
Adam Posen: At the back mic and then here at the front table. Please. 
 
Robert Rogowsky: Thank you, I'm Robert Rogowsky at the Middlebury Institute of 

International Studies. Both of you have referenced repeatedly the elite and 
thinking back to Frank Fukuyama's return to history, it's in some sense a 
redefinition or a rethinking of what the elite means. But could you speak a 
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little bit more to what you mean by the elite and who these elite are and 
how they're supposed to change their message and develop this message? 
Because it seems to me that we're assuming a lot about a particular 
identity group, but it's not clear to me who this identity group really is, and 
is it changing over time? 

 
Adam Posen: Please. 
 
Joe Gagnon: I guess I talked about the elite in my discussion, so there's not a, I'm not 

aware of a real formal strict definition, but it seems to me that, looking at 
the campaign and the coverage of the campaign, I had a sense that Donald 
Trump was in some way connecting the people differently from many of 
the other candidates. I think Sanders and Trump probably both had this 
ability. So the elite isn't every politician, it isn't everyone in Washington. I 
guess there's … but there's sort of a sense of a way of thinking that 
dominates in policy circles and Wall Street and in upper income groups. 
People talk about the bubble. I think there's something to it.  

 
 I mean, all I can tell you is personally from my own perspective, I went 

back to my hometown in northern Maine last summer for a few weeks, 
longer than I had spent in many, many years. And I was shocked at how 
differently, how things had changed, and how differently we were viewed 
in Washington than we used to be. Which to me was a wake-up call. 

 
 Yes, I'm definitely, I would count, yes, I would be part of this elite. And I 

see the views in some places have turned negative. There was always 
some anti-elitism in this country, but I think there's been a shift. 

 
Stephen King: I think also there's a sense of the elite have a monopoly, or did have a 

monopoly of ideas, and the sense that we knew how to run the economy. 
We knew what the rules were. We knew we could avoid recessions. We 
knew that we could avoid financial crisis. There was tremendous faith in 
the idea that free market capitalism could allocate resources effectively, 
that no one would really lose out. 

 
 These were pretty standard beliefs, frankly, before 2007. And so, if the 

elite were believing all these things and propagating those kinds of views 
and then you discover that things go badly wrong, it's hardly surprising 
that people say, well, hang on, these people in charge, they claim to know 
what they were doing, but they actually don't.  

 
 And then you look at, I mean, Davos I used as an example in the book, it's 

not just from the Magic Mountain, it's also current day Davos. And that 
was, in one sense, is like a reflection of the elite, the people that are up 
there, celebrating all manner of things. In one sense, feel that they can fix 
the world every single year and then discover that they haven't done. I 
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mean, it's a classic example. I went to Davos a few times years ago, really 
as an observer more than anything else. It was a very strange experience in 
some ways. Well, you've been there, as well. 

 
Adam Posen: I chose not to go this year. 
 
Stephen King: Well, there you go. But so, basically, we must be part of the elite, because 

we've been to Davos. But I remember one year there was a big discussion 
about solving world poverty and it involved all sorts of great people like 
Bill Gates and Gordon Brown and President Lula of Brazil and so on and 
so forth. And in the Congress Hall, we all, the panel, discussed it and we 
concluded at the end of it, that yes, indeed, we will solve world poverty.  

 
 And then we decamped to the Goldman Sachs champagne reception 

immediately afterwards to celebrate our great triumph. And it's that kind 
of sort of peculiarity that I think people would look and think, come on, 
this is crazy. This is not the real world. 

 
Adam Posen: Okay. We have time for our last question - or we'll take these two 

questions together. 
 
Changyong Rhee: Changyong Rhee, IMF. I have two short questions. One is about the 

mention [inaudible 1:11:44.0] globalization. How different globalization 
led by China different from the work you have been seeing so far? And 
second question is you mentioned the new institutions in addressing 
capital flow management. Why you need new institutions rather than 
relying and renovating the IMF. 

 
Adam Posen: Could you hand the microphone up there? Whoops. Dave. If you could ask 

your question and then [inaudible 1:12:09.3] and answer. 
 
David Smick:  Okay. Quickly with regard to the Goldman Sachs and the champagne, at 

least they're not running the White House. Whoops! Just a quick question 
about, to what extent, when you, well, all three of you, you're looking at 
the future of globalization, where it is now, to what extent if at all, do you 
think that the world is taking on the Japan disease?  

 
 I mean I look at the world and I see public and private debt, 300% of 

GDP, extraordinary monetary expansion, and yet, as Mario Draghi is 
finding out with his announcement that they can't meet their inflation 
targets. You've got … and so despite what looks like tight labor markets; 
wage increases are very, very disappointing; low productivity; I see 
China's now buying the stock market, as the Japanese have for years. Are 
we at risk, the whole world, to one degree or another, succumbing to the 
Japan disease? Is that where this is all taking us? Tell me I'm wrong. 
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Adam Posen: So we have three excellent questions from David Smick and Changyong 
Rhee. I will just use, while my colleagues figure out what they're going to 
say, although they may already be ready, I will just use David's question to 
promote something that Changyong and I and colleagues at the IMF, Asia-
Pacific Department of the Peterson Institute are doing.  

 
 We have a major project under way on the productivity slowdown in Asia. 

And one of the lead off papers for that will be supposedly written by me 
on this, Is it Japan Spreading Across Asia? Is this a syndrome?  Is it 
contagious? Just to say, tune in, we'll be releasing that in the early fall. 
But for today's insights, let's turn to our colleagues. 

 
Stephen King: Okay, so on the different versions of globalization, and maybe the 

[inaudible 1:14:27.3] was lost in translation, to be fair, but President Xi's 
speech in Davos in January talked consistently about economic 
globalization, rather than globalization.  

 
 And if I were to read between perhaps too many lines, it strikes me that a 

US version of globalization is not just about economics, it's about 
universal values that apply to the US currently and they could be absorbed 
by other countries when liberal democracy spreads. Whereas the Chinese 
version would be to say we want to engage economically with other 
countries, but we're not going to have a judgment as to how the internal 
politics of those countries works.  

 
 Now that means in turn that there were some interesting questions about, 

particularly, capital flows and corporate governance and legal structures, 
because, in one sense, the western version was we invest in your country 
so long as you change your conditions in your country to make our 
investment acceptable and attractive. Whereas a Chinese version might not 
make those judgments. It may limit the levels of capital flows that would 
pass from country to country. 

 
 On the GOFF, the Global Organization for Financial Flows, my point 

there really is to say that, as Keynes argued in 1944, it is better to have a 
symmetrical arrangement as opposed to a situation where the creditors 
effectively demand changes continuously the debtors, such that the debtors 
have their sovereignty sacrificed at all times.  

 
 There's actually an example in the book of Britain and France doing the 

same sort of thing that Germany has done to Greece, to Egypt in the 
1870s, after the construction of the Suez Canal. And it's quite striking how 
Egypt reacted to it. There was a military upheaval and God knows what 
else. And so this issue of balancing out the importance of sovereignty as 
both creditors and debtors I think is important. I don't think we're there at 
the moment. 
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 And on the Japanese question, the simple answer is, yes, I think we are at 

risk of seeing a spread of a sort of Japanese problem to other parts of the 
world. For example, the US has had certainly almost the longest recovery 
in the post war period, but it's been by far the weakest recovery. I think the 
inflation story is one that has become increasingly difficult to deal with.  

 
 My suspicion in part is it's partly because of social choice, that you might 

want to have a symmetrical inflation [inaudible 1:16:39.1] half the time 
we had inflation at three or four and half the time you have it at one or 
two.  But when you have an aging population, as we have in most parts of 
the west, the willingness to even think about the possibility of inflation 
being up at 3 or 4% just isn't there, so you end up with a choice by society 
saying we don't want to have inflation any higher than 2.  

 
 If you've got large amounts of debt, it can't be any higher than 2, then 

almost by definition, you end up with a persistent pressure for 
deleveraging. And it also strikes me that when you look at the conditions 
that we've seen in the west, if you said 10 years ago the west was going to 
be faced with virtually zero inflation, no wage increases, zero interest 
rates, QE, fiscal policy which is not really very effective or can't be used 
very much, people would say, come on that's crazy. That's a Japanese 
problem. That's not a western problem. And yet we look today and many 
of those symptoms that we first identified in Japan have indeed come 
through in other parts of the world. 

 
Adam Posen: Thank you. Joe do you want to add anything? 
 
Joe Gagnon: Just two brief points. I mean, it could be that for other reasons such as 

demographics and technology the equilibrium interest rate is lower and 
that can lead to something that looks like Japan. And on Changyong's 
question, I mean, I think the IMF could be the institution, and some ways 
was thought to be initially the institution. There was some disagreement 
about how to do it. That your GOFF could be [inaudible 1:17:57.4] and it 
would need more tools. And then as I said in my book with Fred, we sort 
of talk about alternatives that partway solve the problem. 

 
Adam Posen: Great. Well, thank you all very much for joining us. Thank you, Joe, for 

continuing his record set of appearances at the Institute this week, but 
especially thank you Stephen D. King, of HSBC and author of Grave New 
World. This meeting is adjourned. 

 
 

 


