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THE LEVELLING


Brexit, Trump, Noise, and Disruption


THAT OUR WORLD IS CHANGING AT A TECTONIC LEVEL IS CLOSE TO UNDENIABLE, yet we often do not seem able to see beyond headline-grabbing events of recent years—the election of Donald Trump, Brexit, and new governments in Mexico and Italy, to name a few. These events simply represent the smashing of the old order; they are the detonators, the wrecking balls of the system that has grown up since the fall of communism.


The Levelling is about how the center of gravity in our world, societies, and economies is changing, the confusion those changes create, and the ideas that will help bring new structure to what is a disordered world. At the time of writing, the debate in countries as diverse as the United Kingdom, China, the United States, and Brazil is focused on uncertainty and the breakdown in well-established ways of doing things. Many people feel that their countries have strayed off the path to progress, and many more feel that the road ahead is an uncertain one.


My aim is to provide the frameworks and ideas that can help breathe new life into politics, policy making, and economic growth. They are not magic bullets but simply ways of focusing attention on fundamentally important issues, such as what makes a stable society and how to think through important political issues of the twenty-first century, including the role of intangible infrastructure in generating economic growth, the demise of international institutions, the rise to power of central banks, and the legal aspects of genetic engineering. The world we live in today, be the reader in Shanghai or Santiago or Stockholm, is very different from that of any other point in history. Forms of human interaction like social media didn’t exist before. In economics, central banks have never before exerted so much influence on the world economy. In markets, the United States used to be the locus and architect of stability across emerging markets, either through the International Monetary Fund (IMF) or the US Treasury Department; now it is the provocateur of volatility. This time, as they say, is different.


There is also a sense that the cycles of the rise and fall of nations are repeating themselves and that, as over the past four hundred years, we are again grappling with basic issues such as the quality of public life, equality, and the workings of democracy. As a result, history can help prod today’s debate in the right direction. It also provides ammunition for many scaremongers, and warnings—with some reason—that the world will soon revisit the bleak 1930s are now commonplace.


There is plenty in our history books to both inform and mislead us as to what might happen next to our societies. However, one period I am drawn to is the middle of the seventeenth century and its momentous events. The end of the Thirty Years’ War through the Peace of Westphalia gave rise to the concept of nation-states as we know them. It was also a moment when laws and institutions were formed and began to be respected.


In England and, later, the United States and France, the first stirrings of democracy arose, along with the notion of popular rule. My own country, Ireland, is bounded by these three Atlantic powers, and much of its history has been determined by its relationship with them. I have spent my life moving between Ireland, England, America, France, and Switzerland and am naturally biased toward this corner of the world and its heritage. One thread that runs through all four Atlantic-facing countries is the idea of the republic. In simple, modern terms, a republic is a state that is run by its people, with equality among them. I would add strong institutions and laws to this mix.


The echo of this idea still courses powerfully through the twenty-first century. In France, the currency of the “republic” is still strong and prominent. In America, the institutions and checks and balances created by the Founding Fathers are still working and relevant. One of those Founding Fathers, Alexander Hamilton, will make a guest appearance later in this book.


The American and French Revolutions represent the explosion into life of democracy and what we understand as the republic, but their seeds were sown a century earlier, in the mid-seventeenth century. A hidden gem in English history—which gives its name to this book—is a good basis for the repair of politics, economics, and finance today. Later in the book, we will discuss this gem in full, and at the risk of perhaps sounding a bit like the writer Dan Brown, I will take you on a tour of old churches, missing manuscripts, and historical intrigues.


To give a quick glimpse, the inspiration for this book came from running alongside the River Thames, frequently passing St. Mary’s Church in Putney. Having heard of the Putney Debates, which took place there in 1647, I eventually stopped to explore the church and, by extension, the Putney Debates. The debates have recently been acknowledged as one of the most important moments in English history and as the crucible of modern constitutional democracy. More than a year earlier, King Charles I had lost the English Civil War—a conflict fought over how England would be governed—to forces led by Oliver Cromwell. The debates took place between the officers and the rank and file of Cromwell’s New Model Army to discuss the future constitution of England following the imprisonment of Charles.


The largest group involved in those debates, the Levellers, crafted arguments for equality and constitutional democracy, arguments that they framed as the “Agreements of the People.” Those agreements resonate today as the first popular, written expressions of constitutional democracy. With democracy now under attack, it is to the Levellers we must turn for inspiration.


As political ruptures occurred across Europe during and after the eurozone crisis and as the 2016 US presidential campaign intensified, the Putney Debates and the Levellers who inspired them kept coming to my mind. One of the first texts on the Levellers I read was The World Turned Upside Down, by the historian and former master of Balliol College Christopher Hill. In it Hill tracks the emergence of radical political groups in mid-seventeenth-century England as they played a formative role in the emergence of democracy as we now know it. It is hard not to draw comparisons between the Levellers’ demands and the strong desire by many people in many countries today for more satisfying political choices and more balanced economic circumstances.


The Levellers’ story and the agreements they crafted deserve to be dusted off and reexamined. Their aims, their sentiments, and the forces that propelled them are relevant to the world in which we live and provide an apt starting point for processing and ordering the many changes percolating through the international political-economic order today. Their achievement was to set out a contract between the people and those who represented and governed them. Today there is little sense that such a contract is in place.


In fact, today the contract people thought they had with politicians, governments, institutions, and potentially each other is disintegrating. If anything, the order of the last thirty years is crumbling. Across politics, economics, finance, and geopolitics, the world has been and is increasingly dogged by a series of strange events, puzzles, and rising tensions. In economics, for instance, we have growth with low productivity, high profit margins but tepid wage growth in the United States, and record indebtedness at the same time as odd, multicentury lows in interest rates in countries like France and Spain. Wealth creation and wealth inequality are both at all-time highs, though many business leaders and politicians don’t seem to mind this contradiction. These phenomena are rare historically and have tended to be followed by social, political, and economic crises. Predictably, I can cite the late 1920s as an example.


Additionally, central banks, now more powerful than governments, own enormous pools of assets, which they bought in an effort to keep the side effects of the global financial crisis at bay. As they unwind these holdings, this will make financial markets more jumpy and fragile economies more vulnerable.


In politics, there is Brexit, the election of Donald Trump, and the emergence in Europe of new, mostly right-wing political parties that are starting to disrupt traditional parties and politics. The rise of radical politics is spreading to emerging nations, notably Brazil. Voter volatility, apathy toward established political parties, and distrust in politics have risen to levels not seen since the Second World War. Gravely, democracy as a political choice looks as if it has peaked. More countries are now veering toward rule by strongmen, or to be more polite, toward “managed democracy.” Other countries no longer see democracy as an indispensable part of the road map of progress and development.


In geopolitics, the rise and fall of nations is playing out at a seemingly accelerated speed. The election of Emmanuel Macron now gives France a leader with the ideas and energy to lead Europe, at a time when Angela Merkel’s domination of European politics draws to a close. Internationally, the United States is no longer seen as a leader, and some places see it as an aggressor. Syria has used chemical weapons, there are calls for Germany to have nuclear weapons,1 North Korea has fired missiles over Japan as part of its “path to disarmament,” and the internet has entered the arsenal of warfare.


If Crisis or War Comes


Smaller countries are not immune to this upheaval and are perhaps emblematic of the new fears and geopolitical threats that nations face today. For example, in May 2018, Swedes were issued a booklet entitled If Crisis or War Comes.2 They have not had such an alarming communication since 1961, when the fear of a nuclear war was very real.3 The aim of the booklet is to teach Swedes how to respond in the event of total war (cyber and propaganda attacks as well as military conflict), terrorist attacks, and extreme climate change. Sweden, alert to risks from Russia, has increased military spending, introduced conscription, and begun holding full-scale military exercises.


Beyond Europe, one of the world’s other megatrends is the Chinese Dream.4 China’s quest is to regain the level of economic and geopolitical power it enjoyed up to three centuries ago and “make China great again.” However, it is likely to face a reality check over the next five years as its economy slows, its citizens begin to desire more social and political self-expression, and America’s elite seeks to check China’s geopolitical progress. There was a time when emerging markets like China would sit quietly while Western nations and institutions told them what to do, but in the post-global-financial-crisis world, the West is no longer in a position to do so.


The sense of topsy turvy is not restricted to economics and international relations. The structure of our everyday lives is more volatile than ever before. The way we use our time and socialize has been utterly changed by social media. Obesity is now a significant health issue for nearly one in three Americans. More broadly, in a number of developed countries, the level of what the United Nations calls human development (e.g., life expectancy and education) is stalling and in some cases reversing. To cap it all, sixteen of the seventeen warmest years on record have occurred since 2000.


Though my intention is not to be pessimistic or to scaremonger, there is plenty of scope to heap more misery on the outlook for the future. What is astonishing is that so many of these trends are ignored. To brush them off ignores some very deep undercurrents—such as lack of political accountability, inequality, rapid social change that fuels a profound dissatisfaction with the political class, the diverging fortunes of large corporate actors and households, and the slowing of globalization*—and barely recognizes the concerns and issues that everyday people now grapple with and express through increasingly contorted political choices.


As at other turning points in history, many policy makers act as if a continuation of the glorious and happy past is the only way forward. A large number of politicians, academics, policy makers, business consultants, and writers still believe that globalization as we have experienced it over the past decade or so will persist in more or less the same fashion, or better.


For instance, recent work from the McKinsey Global Institute points to soaring digital globalization and stable financial globalization, but in my view, finance and technology will soon run into the reality of a more fractured, multipolar world. For example, China increasingly controls its internet space, partitioning it off from the global internet.


Many politicians and commentators still dismiss voter behavior as populism while failing to recognize that ordinary people feel increasingly confused and uncomfortable about the world they live in. Their consensus attitude might be summed up by a quotation attributed to Winston Churchill: “The best argument against democracy is a five-minute conversation with the average voter.” Already, the example of the Levellers looks apt—the key social division in their day was that between the elite (the Grandees) and the ordinary people (the Levellers), which chimes with political debate today.


The same complacent mind-set sees financial markets thriving despite many structural economic risks. It also presumes that the liberal democratic order will continue to act as a beacon to emerging nations. It is in the interest of many politicians and commentators to believe that nothing will change.


This book sets out a different view, one of the world entering a new era, a fundamental transition phase. On almost every vector, the world is turning away from globalization and toward a multipolar order. This process is undercut by many risks—debt is too high, humans are less productive, trade and military tensions are rising, to name a few.


The exciting and challenging element of the new era is that it is one where new political templates and parties are either in the process of being created or will need to be created, a world in which a new framework for organic economic growth will need to be discovered, and a world where many artificial stimulants to growth—such as indebtedness and central-bank asset purchases—will need to be pared back. In this emerging multipolar world, many of the international institutions of the twentieth century will become redundant as new formations of nations and new institutional arrangements spring up.


In this “levelling,” Brexit and Trump are the first catalysts. More signs will come, and we will be less and less able to ignore them. We are at a turning point similar to that of the late 1980s, when many people focused on the fall of communism itself and few saw that a bigger trend, globalization, was about to take hold. In today’s world, what initially appear as isolated events are beginning to form a pattern breaking down what we might call the old order.


An Interconnected World


It is important to understand how interlocked and connected the spheres of economics, politics, finance, and geopolitics shaping the changing world are today. The economic crises of the past ten years demonstrate that the world is not siloed and that actors in one area (e.g., politics) do not have the luxury of isolating themselves from the impact of other fields (such as finance).


This interlocking and connection happens in many fascinating ways. Technology is a good example. For instance, it complicates diplomacy through the rise of cyberwarfare and what could be called diplomacy by tweet, and it accelerates economic change and changes the way central banks look at inflation (what could be called the Amazon effect of apparently driving retail prices lower). Then, the sheer size of technology companies like Facebook and the pervasiveness of technology in society is one of the new challenges to law and philosophy (biotechnology is another). In financial markets, new data and algorithmic trading are changing the ways in which markets operate.


The Levelling will fully illustrate and synthesize the transition going on in world politics, economics, finance, and international relations. It will also show that as globalization falters and gives way to a more multipolar form of world order, the relative power between countries and regions will level out, and then new constellations will emerge.


At this juncture, some readers might comment, This is all very interesting, but what has it got to do with me? Most people can be forgiven for thinking that terms like “globalization,” “quantitative easing,” “trade protectionism,” and “international diplomacy” have little to do with their everyday lives. In fact the opposite is true. Our mortgages and pensions, the stresses on our working environments, what we are pushed and pulled to view on the internet, the prices and quality of the goods and services we consume—all are driven by these factors. The trouble is that they are presented and discussed in technical and abstract ways, partly, I suspect, to hide their true impact.


This also opens up the possibility for the misuse and abuse of these terms. Though a politician might fail to win many votes with a call for “more globalization,” he or she might do better with a demand for “China to give us back our jobs.” The distance between the technical aspects of some of the tectonic changes in our world and their impact on our lives is large. Climate change is an example. We feel it happening, but most of us do not understand the complex science behind it. That gap also helps explain why some people apparently tire of experts who don’t speak the language of everyday people. Equally, the tenor of public debate and of policy discussions on social media is at times appalling and, for many people, uninspiring and demoralizing. The divide between expert and layman is also a challenge for political leaders, who often struggle to bridge it. What we really need to ask is, Are the forces acting on our societies and economies good or bad? And what can constructively be done about them?


In this sense, the goal of this book is to jump to the next stage in the debate and to set out some ideas and frameworks that will help tease out how public life will evolve in the next fifteen years, what kind of society people in developed and developing countries really want, and how their wishes can be better represented by their elected leaders.


One of the most prominently discussed policy fault lines is inequality, together with a broader sense of a world divided between insiders and outsiders. The extent of income inequality and its social and economic implications are increasingly well understood, but wealth inequality is perhaps a more serious issue. Wealth inequality means that many people are cut off from the positive effects of rising property and asset prices, in a way that makes their social standing and the opportunities they enjoy (or not) permanent. Many other markers of the way we live now are also stretched. For example, sugar, artificial foodstuffs, and drugs have permeated our diets and have changed our behavior and health to such an extent that they have provoked a global crisis of obesity (eight of the twenty countries with the fastest-rising obesity rates are in Africa) and declining health.5 Furthermore, aging and demographics will have complex effects on growth and investment. Older populations consume less and work less, demonstrably lowering the rate of economic growth and placing a burden on younger generations. “Gray” generations also invest more conservatively.


The World Turned Upside Down


There are other elements of “the world turned upside down.” The West appears to be in decline and the rise of liberal democracy is slowing. The component parts of globalization—the flow of ideas, people, and money—are retreating, and the United States is now erecting barriers to trade with Europe and Asia. At a more sinister level, technology—which was once regarded as an outright positive—is breeding more-sinister threats in cyberspace and in new forms of warfare, such as cluster drones.


Many of the extremes now evident across technology, economics, and politics mark the end of a period in history, or even bookend a period in history. The last thirty years have been kind in terms of growth and progress (advances in technology and human development are just two areas of development). The average level of economic growth has been much higher than the historical norm, poverty has been eradicated in many parts of the emerging world, and there have been no major wars. The next thirty years, however, will not be so kind and easy. There is great complacency about this, and many politicians, consumers, and investors seem to assume or internalize the prosperity of the last thirty years and expect it to be reproduced.


There is plenty more. Imagine if political dislocation, extremism, and volatility become the norm. If racism becomes more overt and more accepted. If productivity plunges because of triple crises in obesity, poor education, and drug dependency. If wealth inequality grows and if, for many, unfunded pensions turn retirement into purgatory. If protectionism rises, not only in the realm of trade but also in the sense that the flow of ideas and internet access between countries becomes more bounded. If, in the emerging countries, governments become more authoritarian as growth slows, more dismissive of the West, and more dangerously innovative in the areas of internet censorship, military adventurism, and genetic engineering. This kind of nasty end to globalization has happened before, in 1913. It was followed by world war, depression, financial crashes, and political extremism. Although the probability of disasters of this magnitude is still low, very few consumers, investors, or politicians are attuned to the long-term implications of the changes facing the world.



Four Challenges Ahead


I would like to strike a different, more constructive note. There are at least four problems that need solutions if we are to avoid the darker scenarios that threaten the world we live in. Each represents a way of levelling out the many imbalances that face our world, and they provide new ideas that form the basis for future political-economic structures.


The first problem relates to political discontent, expressed initially through Brexit and then in the US presidential election of 2016. It is now cropping up in Europe in the form, for example, of the rise of the right-wing party Alternative für Deutschland (AfD) in Germany (not to forget the rise of Aufstehen on the left); the Catalan independence movement; high political turnover in Australia (where the style of politics is especially brutal and which has now had six prime ministers in ten years); battles against corruption in African countries, including Kenya and South Africa; and the general rise in aspirations toward more political openness in emerging markets.


There is a broader crisis of democracy in that voter turnout is dropping, voters are more fickle, and elections seem to be less predictable. The rise of social media as a political tool and the accompanying voter polarization are among the underlying currents here, as is the reality that lower economic growth and the aftermath of the global financial crisis have had a delayed, disruptive impact on politics. Much of this is now well documented. What is less obvious is how positive, grassroots-based solutions can be found to overcome discontent and produce a better form of politics.


This is where the Levellers come in. They were a key part of the Putney Debates, held in order to discuss what a new, modern British constitution might look like. Remarkably, ordinary men (and notably in some cases, women) were allowed the chance to express their views on what a new, less unequal political system might look like, which makes the debates one of the most important episodes in the history and development of democracy.



The Agreement of the People


The Levellers will strike a chord with many people who are disenchanted with politics and world affairs. For one thing, they were ordinary people, soldiers and tradespeople, men and, remarkably for the period, women. They were angry at a world where Parliament had lost touch with the people, where the law was applied differently to the rich (“Grandees”) and the poor, and where there was little sense of fairness in social and economic affairs. Unlike in much of the political debate on social media today, the aim of the Levellers was a tangible, constructive solution to a political problem. Their methods would also be recognized today. They canvassed opinions across society and used pamphleteering in the same way we use social media today.


Their great contribution was the Agreements of the People. The agreements (three of them evolving from 1647 to 1649) set out the remedies proposed by the Levellers to the problem of what we might call political-democratic recession.6 The agreements are recognized as the first popular attempt to craft democratic constitutions. The agreements called for elected officials to be more responsive and responsible to those who elected them, the simplification of the law in plain English, an end to onerous indebtedness procedures, suffrage for most males, religious freedom, and political and electoral reform. They demanded an end to corruption in politics and within the judiciary.


The Levellers wanted a political system that fostered responsibility to the people on the part of their leaders, a system where these leaders or representatives were accountable, and a political-legal environment where there was no uneven distribution of outcomes. Imagine then, if, using the Levellers as an example, an “Agreement of the People, Twenty-First Century” were to be struck across countries through social media. Imagine the way it could frame the responsibilities of political leaders. Imagine the ways it could make for a more positive, focused political debate that will be led by new parties and new political blood. Imagine the way it could help structure principles that could guide how societies and governments approach indebtedness, trade, diplomacy, and economic development.


Running Out of Steam


The second challenge is economic growth. Since the turn of the twenty-first century, economic growth worldwide has been running out of steam; only stimulants in the form of very high levels of debt and aggressive central-bank action have kept it going. This does not stop politicians, however, from promising a return to prosperity or, in more glorious terms, pledging to make their country great again. The Trump administration is a case in point, demanding, as the basis for its economic model, large tax cuts for corporations and high earners rather than reskilling and education for workers threatened by the rise of technology.


My strong view is that countries (and companies too) should focus on stable, organic growth—growth that comes from factors such as the skill base of the labor market, innovation and technology, intangible infrastructure, and the system of laws and institutions that form the backbone of a nation. A truly great country is a resilient one that does not need to bully its neighbors in order for its economy to grow. Neither does organic growth come from accounting tricks, the ramping up of large levels of debt, or spurious tax breaks that cause economic imbalances. The next recession will lay this bare in a very bleak way.


In truth, what governments need but often avoid is a framework for rediscovering long-term growth. This requires careful, long-term policy making that often doesn’t lend itself conveniently to rhetoric. This is a question not of probing economic theory or of coming up with new mathematical models but of setting out a coherent framework for growth and of providing politicians and those who vote for them with an understandable and tangible policy checklist. Success for a country comes not necessarily as a result of its military might or the size of its gross domestic product (GDP) but rather from its capacity to stimulate human development, to withstand economic shocks, and to have a stable society. One of the central ingredients in such an approach is a country’s “intangible infrastructure,” that is, “the set of factors that develop human capability and permit the easy and efficient growth of business activity.”7


These factors can be essentially political, legal, or socioeconomic in nature. Political factors include the degree of political stability or the strength of a country’s institutional framework. The rule of law, tax policies, and the protection of intellectual and physical property rights are important legal factors. Examples of socioeconomic factors include research-and-development capabilities, business processes or employee training, and education. Stating that governments should focus more on education and should prosecute it in a clever and progressive manner is, to the ears of cynics, rehearsing the obvious. However, the reality is not so easy. Many countries get education wrong. Greece is an example. Many, if not all, of my Greek friends have had the privilege of a third-level education outside Greece, usually at universities in the south of England: the City University of London, the University of Essex, Oxford University, and the London School of Economics. There is an apparent aversion among Greeks to their own educational system. An extreme case in point: the two individuals who dueled over Greece’s future in the heat of the eurozone crisis—George Papandreou, leader of the Panhellenic Socialist Movement (PASOK), and Antonis Samaras, leader of New Democracy—were roommates together at Amherst College. The cause and the effect is a poor education system, which is, correspondingly, held in very low esteem among Greeks. The consequence is that many young Greeks, once educated abroad, stay abroad. They are not invested in their country. Other examples abound: Italy, for example, has no major university in the top two hundred universities in the world,8 whereas Germany has ten in the top one hundred.


Conversely, one of the successes of some American cities (such as Pittsburgh) is that they have succeeded in keeping the graduates of good local universities (such as Carnegie Mellon University and the University of Pittsburgh). With Greece now finally emerging from the eurozone crisis, I can think of few better investments than an overhaul of the Greek secondary and tertiary educational system (with a very large helping hand from the European Union) so that promising Greek students feel they can have as good an education at home as abroad.


Education is just one vital ingredient in the system of factors that produces organic economic growth. Yet before we can set off on an unencumbered path to steadier, organic growth, as I hope The Levelling will make clear, the obstacles and detritus of previous crises first need to be removed. I have two obstacles and two provocative solutions in mind. I conceive of them as “a Westphalia Treaty for Finance,” and they make up the third idea in this book.


The two obstacles are debt and central banks. It seems the world has learned little from the 2009 global financial crisis or, indeed, the long history of financial crises going back to the tulip mania, the South Sea Bubble, and the Mississippi scheme. Debt levels (global debt to GDP) today are higher than at the beginning of the financial crisis. China, emerging-market governments, corporate America, and select European countries (that is, France) have taken on most new debt. Most of this debt is not productive, in that it doesn’t fuel growth; rather, it has been taken on to patch up economic holes, fuel financial engineering, and buy time rather than to fund new investments. In China, for instance, the impact on the GDP of a dollar (or renminbi) spent on investment (mostly infrastructure) has fallen steadily in the last five years. If interest rates rise, as they are beginning to as of this writing, the burden of this debt will weigh down economic activity and fuel future crises.


One cause of so much debt accumulation since the 2009 crisis is the monetary policy of “quantitative easing” (QE), that is, the buying of bonds and other securities by central banks, something that would have been unthinkable to earlier generations of central bankers. Quantitative easing is the financial equivalent of morphine, helping take pain away. Medicinal morphine is not supplied to patients on a continuous basis, and it is not known to cure cancer, heart disease, or other ailments. Central bankers, however, appear to have a different view of the uses of financial morphine.



A Westphalia for Finance


Since 2009 central banks have aggressively pursued quantitative easing (and “zero” interest rates) in the hope of lowering borrowing costs and pushing up investment by companies and households. This has helped forestall financial crises but has done little else. It has not cured underlying economic problems and at the same time has fostered an addiction to low interest rates and accommodative central banks. Even the start of QE decommissioning by the US Federal Reserve is proving difficult for markets to digest.


My proposal for provoking change is a framework to level debt and risk taking through a global conference leading to a treaty on debt and risk. The assumption, unfortunately, is that the only way governments would agree to this is if they were in the midst of a nasty market crisis and were facing a deep recession.


This kind of conference, though not unprecedented in history (think of the 1924 and 1953 debt conferences that allowed Germany debt relief), would be highly unusual and would be both a sign and an acknowledgment of how bloated debt levels have become. Such a conference would be part of the laying down of the initial rules of the game for a multipolar world. Like the system put in place by the historic Peace of Westphalia (1648), it could be one where nation-states bear greater responsibility, in this case for their financial health. The overriding aim would be to encourage risk bearing rather than risk sharing of debt, in much the same way that Westphalia encouraged individual states and statelets to bear political and identity risk.


This world treaty on financial risk could be crafted along the lines of existing large-scale environmental or nuclear weapons deals. Under this agreement, the world’s major central banks would agree—or rather, their political masters would agree for them—to use extraordinary measures like quantitative easing only in truly exceptional preset conditions of great market and economic stress. The effects would be that markets would properly price economic and political risks, politicians would therefore act to address those risks and fault lines, and, when extraordinary monetary policy needed to be launched, it would be more effective.


By prohibiting quantitative easing or such extraordinary uses of the monetary toolbox (central banker speak for the many options they have invented to express their power), such a treaty would attune political leaders to the fact that the monetary comfort blanket could not be deployed against every threat and that governments would thus have to adopt a more proactive approach to avoiding and curing economic crises.


Multipolar World


The final idea in The Levelling relates to geopolitics. Many people remain attached to a world that has been globalized by the United States. The debate over America’s place in the world under President Trump is testament to this. The same is also true of debates in the United Kingdom and Europe. As these debates are raging, my own experience is that US and British citizens are still in denial about the way their countries’ international influence is slipping. Europeans do not yet recognize the urgency with which their community needs to better align and organize itself. Similarly, the almost exclusively Western commentariat does not countenance the possibility that globalization as we know it is over and is giving way to a multipolar world dominated by three to four specific regions that increasingly do things in a distinctive way.


Geopolitics will be dominated by three significant players: Chinacentric Asia, the Americas, and Europe. India may constitute a fourth pole, but its time has not yet arrived. These will be the players in the Great Game of the twenty-first century. (Peter Hopkirk’s book The Great Game: On Secret Service in High Asia, on the strategic battle between Britain and Russia in the nineteenth century, is a must-read as background.) For example, China’s One Belt, One Road infrastructure and trade project is a definitive Great Game–like maneuver. Each of these blocs, poles, or great powers will take a distinct approach to economics, society, the military, and the internet, to name a few areas. As regards the internet, for instance, the United States owns the companies that have built it, Europe will regulate it, and China has already erected a cordon sanitaire around its internet space.


If the world comes to be dominated by three great intercontinental powers, several things may happen. Countries that fall between the cracks of these great power blocs, such as the United Kingdom, Japan, Russia, and Australia, will be forced to redefine their place in the world. Countries that lack the economic power to match the military might of the big three, such as Russia, may have to rethink their national development models. Countries with vast economic potential, such as India, may have to remake other facets of their power base, such as India’s military. And new coalitions may form.


One potential new coalition could be made up of the small developed countries of the world (e.g., Switzerland, Sweden, Ireland, Singapore, and New Zealand), which in many cases represent the canaries in the coal mine of globalization and which increasingly suffer similar policy challenges and seek to compare notes with each other. In general, these countries represent enlightened democracies that in many cases demonstrate best practice in policy making. As all this happens, some regions may be increasingly left behind. More importantly, many of the institutions set up in the twentieth century—the World Bank, IMF, World Trade Organization (WTO), and North Atlantic Treaty Organization (NATO)—may become defunct. In many cases they may be replaced by great-power diplomacy.


The relevance of geopolitical change to the notion of levelling is twofold. First, it will involve a decades-long process of changing power distribution, or levelling out of power and wealth between countries. Second, it will provoke a swell of nationalism, regionalism, and friction and, in turn, a great swirling competition of ideas. Consider China and India. India is behind China militarily and economically but arguably ahead of it in terms of its democracy.



What Would Hamilton Say?


Finally, one of the fascinating trends of the next decade or so will be watching how regions and countries change and evolve and how this drives political change within them. In the spirit of the Levellers, it is to be hoped that this happens in a progressive, constructive way. One figure in history who, in terms of intellectual outlook, is relevant to the idea of this levelling is Alexander Hamilton. I single him out because, like the Levellers, he was interested in both democracy and the idea of the classical republic (i.e., its institutions and laws) and was keenly aware that they served different purposes. Hamilton was an architect and implementer of intangible infrastructure to such an extent and level of excellence that few historical figures can match him.


So I use “Hamilton” as shorthand for the establishment of institutions, laws, and skill sets needed for countries—or here, regions—to be able to enjoy durable economic growth, high human development, and a stable public life. In the last part of the book, I use Hamilton to tell the story of what needs to be done in institution building and diplomacy so that the “levelling” may become reality.


The levelling will happen in many ways: The levelling of political accountability and responsibility between political leaders and “the people” (Grandees versus Levellers, insiders versus outsiders, elites versus masses). The levelling of institutional power—away from central banks and defunct twentieth-century institutions such as the WTO and IMF and toward new treaties (on risk and monetary policy) and new institutions (e.g., a truly effective and powerful climate body and an institution or agreement that oversees cybersecurity). The levelling out of wealth—between rich and poor countries and between the very rich and “the rest,” preferably with “the rest” enjoying both better organic growth and a greater share of this growth. Then the levelling out of power between nations and regions is what the concept of the multipolar world is about, and within it, different regions will have different reserves of power.


There is so much change and challenge ahead. It is important that we, and notably the media, move beyond the symptoms of a changing world and focus on the tectonic shifts happening under our feet. My objective with The Levelling is to try to set the world we live in in some context and to draw out reference points that people may find useful in addressing the many changes that face us. I propose new ideas—from new political parties to new rules for the way finance functions—that are essential in moving on from the sense of disorder today.





* We can define globalization as the increasing interdependence and integration of economies, markets, nations, and cultures.















TWO



THE TIDE GOES OUT


Running Out of Breath Economically, Losing Patience Politically


I SPEND QUITE A BIT OF TIME IN FRANCE, AND ON A RECENT TRIP OUT OF Paris to Versailles I unexpectedly came across a stand selling evangelical books, which carried the following sign: “The World Is Out of Control.” Two thoughts came to mind. One is that doomsaying is always a good advertising strategy, and various religious organizations have been guilty of using this ploy through the ages. That the stand was in Versailles underlined this history, since the town has seen quite a few “out of control” periods. Versailles is an echo from history that serves to remind us that absolute power, and absolute inequality, can have violent and unpredictable consequences.


My second thought was to ask whether the world is really “out of control.” In absolute terms, world GDP and wealth are at all-time highs, unemployment is at a decade low in many large countries, technological advances are spellbinding, and there has been a sharp fall in poverty at a global level in the past twenty years. So it seems that things are really not so bad.


However, if we scratch beneath the surface, it all looks very different.1 The world economy has so strained and contorted itself to arrive at a postcrisis recovery that debt levels and intervention by central banks are at record highs. Though growth through 2018 has been positive despite trade tensions, forecasts from bodies like the IMF and the US Federal Reserve show that trend growth—long-run average rate of growth—in the next five to ten years will be considerably lower than the average of the past thirty years. It seems that households already sense this, and the stock and bond markets have become more nervous. More importantly, the sources of growth we have come to rely on are reversing. Productivity, the world’s ability to generate growth, is pallid, and most notably, globalization and open trade are under attack and retreating. President Trump’s trade dispute or trade crusade has begun to cleave apart the world order and to decouple trade flows between large economies. One memorable image of 2018 comes from the June G7 meeting, where Trump is surrounded by disapproving counterparts. Beyond the G7, America’s role in the world is also being reconsidered. Historically the United States has resolved emerging-market crises, but in the summer and fall of 2018, trade tariffs deployed against China and Turkey risked causing one. The long-term effect of such trade disputes will, I believe, make investment by other countries into the United States less rather than more likely.


In another echo of Versailles, a deepening fault line is the distribution of the spoils of economic growth and wealth within and between countries. At one end of the spectrum, the share of the economy that companies have—corporate profits relative to GDP—is at an all-time high. But at the other end, the share that workers have—wages relative to GDP—is at a low. Reflecting this, in the United States the ratio of the average wage to the value of the stock market is at a multidecade low. In practical terms, this shows why many people face greater financial difficulty in building up their pensions. At a grander level, this contrast between Wall Street and Main Street sets out a stark conflict between capital and labor. With wealth inequality worldwide at a high, this tension will begin to play on people’s expectations.


In developed markets, expectations of income, life expectancy, and social mobility are flattening out and in some areas falling. This creates generationally rooted disappointment, which in turn drives political attitudes and leads to a poverty of expectations. In contrast, emerging countries face a dilemma of expectations—in emerging markets people expect more: higher incomes, better consumption choices, and more interesting lifestyles. The 2018 film Crazy Rich Asians is an extreme illustration of this. The film captures the rise of the new wealthy in Asia and shows how that rise has conditioned lavish consumption habits and attitudes to the West. I am tempted to say that, like the 1987 film Wall Street, Crazy Rich Asians has a dangerously totemic air to it. Though wealth creation across Asia is on an upward trend, any falloff in this growth will translate into political volatility. Globally, wealth inequality between countries is also shifting, though it is improving as emerging countries catch up on the wealth levels. For example, from 2002 to 2016, wealth per adult increased by three times in India but by only 50 percent in the United Kingdom.


In general, the more one interrogates the way the world has developed under the steam of globalization, the more we see that extremes are emerging, that new stress factors and risks are touching the lives of ordinary people, and that these contribute to a sense of a “world turned upside down.” To make matters more complicated, the tide of easy prosperity is going out. The further it retreats, the more it exposes fault lines that were hidden by the onward march of globalization.


In this context, the aim of this chapter is to set the scene for the rest of the book by sketching the consequences of the tide’s going out: showing that the world has run out of breath economically and run out of patience politically, and that in places the long-term expectations of wealth and income are tapering downward and the established rules of the road for our world are being undercut.



“The Pace of Change Has Never Been This Fast”


The reader might respond by asking, Won’t technology solve all of these problems? Today, there is such a dazzling array of new problem-solving technologies—from gene editing and digital health care to sleep masks to cryptocurrencies to lifestyle apps—that we might consider most of our material problems to be solvable. For instance, French author Nicolas Santolaria has written a book, Comment j’ai sous-traité ma vie (How I outsourced my life), in which he describes his attempt to outsource as many chores and lifestyle tasks as possible to apps, including dating apps that let him pay to have someone “pre–chat up,” if that’s the right phrase, partners he is interested in dating.


My rejoinder is that technology, when gushingly described by flashy futurologists, seems breathtaking, but for the majority of ordinary people it can prove confusing, intimidating, and vexing. For example, at the 2018 World Economic Forum, Canadian prime minister Justin Trudeau said, “The pace of change has never been this fast, and yet it will never be this slow again.”2 This will have delighted “Davosians,” but it is also the kind of statement that strikes fear into most ordinary people. My feeling—supported by the way people vote and by the rise, for instance, of new mental-health disorders such as video game addiction and acute attention deficit disorder—is that the majority of people are experiencing more change than they are comfortable with and would rather slow down than accelerate the pace of change. For example, many executives will testify that there is an enormous gap between the promise of technology for corporations and the willingness of workforces to adopt new technologies.


I do not want to sound too old-fashioned, but the reality is that many people will increasingly feel that things are not the way they used to be. This sense of dislocation seems to be pervasive in the political debates across Europe and the United States and may be the result of economic angst having reached the bounds of people’s patience for change and of the perceived side effects of globalization.


This feeling of anomie comes from different sources, though there are a few common threads. One is a widely expressed sense that political processes are not working well in Western countries. Another, to parse much of the media, is a growing impression of existential threat: terrorism, the fate of the euro, climate change, and disease. For instance, in 2014 the onset of the Ebola crisis in western Africa led to a surge of mentions on social media, reaching six thousand mentions per minute, which in turn in the United States led to a wave of people being tested for the disease, even though the number of positive cases in the United States was ultimately miniscule.3 In many countries people feel they are losing touch with the values and behaviors that shaped their societies, a sort of loss of heimat. (Heimat, very simply and I hope uncontroversially, refers to a place or society that a group of people find familiar, trustworthy, and consistent with their culture, a place where people feel at home and at ease.) In certain cases, loss of heimat is not a bad thing—consider how Western societies have become more tolerant and open, or how the place of women is changing. However, in other cases, a loss of heimat leads people to lose their bearings and then to instinctively act against the forces they perceive to have disturbed them, such as technology and immigration.


Let me give a personal example: for much of my life I have been a passionate supporter of Manchester United, a football club with a unique history and with what used to be a distinctive attitude and a squad of players with cultural roots in Britain and Ireland. The club’s history is marked by both poignant moments (such as the 1958 Munich air disaster, in which over half the team died in an airplane crash on takeoff from Munich Airport) and dramatic moments, and for a long time the club had a never-give-up attitude. Following the retirement of longtime manager Sir Alex Ferguson, all of this has now changed, and, like many other football clubs who used to express the ethos of their local regions, Manchester United has now largely become a consumer brand, with a global base of supporters and a set of players disparate in background and spirit. It has lost touch with its roots, its culture, and its winning ways. What is most galling is that the old United was much better than the current, made-for-TV version: under Ferguson they won two European Champions Cups, five Football Association (FA) Cups, and thirteen UK Premiership Leagues, while under his successors (up to José Mourinho) they have a total haul of one FA Cup and a Europa Cup.


I have titled this chapter “The Tide Goes Out” because there is a sense that, as with Manchester United’s form, more and more negatives—social, economic, and politic—are coming to the surface. As the saying goes, it’s only when the tide goes out that we can see who’s swimming naked. So as globalization ebbs, its discontents become more obvious. For the rest of the chapter, I want to emphasize three things: First, globalization has been a force for good but is now receding. Second, as it retreats we become more aware of its perceived side effects, such as inequality, the changes in our lifestyles and our diets, and generally “the way we live now,” to borrow Anthony Trollope’s words. Relatedly, the aftermath of the global financial crisis and the responses to it have left a range of imbalances in place. Third, people are now reacting to these imbalances and side effects. This is manifest in growing political volatility, which in my view will bring about a revolution in politics as people search for more accountable and responsible forms of governance.


As it stands, many people like to place blame for the ills of specific countries at the door of globalization. Radical political leaders—such as Nigel Farage, formerly of the United Kingdom Independence Party (UKIP); Marine Le Pen, formerly of France’s National Front; and the Five Star Movement in Italy—and media pundits like Sean Hannity of Fox News have spoken out loudly against globalization. The notion that everything is the fault of globalization is very convenient. It makes for an expedient culprit, and it is so pervasive that we have lost sight of its meaning and implications. In some respects, the world is now so well connected in its financial and information flows that globalization is everywhere, so much so that we have become much less conscious of it.


Globalization has few defenders, as it is now unfashionable and politically unprofitable to show support for it. It has no outright owner, though some international research bodies and thought leaders like the Organisation for Economic Cooperation and Development (OECD) and the World Economic Forum (WEF) are closely associated with it. Similarly, many economic, political, and social stresses, such as inequality, poverty, and the decline of agriculture, are ascribed to the evils of globalization, regardless of the true origins of those stresses (in fact, during globalization the world poverty level has collapsed from 35 percent of the world population in 1990 to 11 percent in 2013).4 In addition, the public understanding of globalization is not strong. Understandably, few people take the trouble to sift through trade reports or examine the flow of labor around the world. Thus, as with the issue of “Europe” in British politics, where few politicians have said or can say anything positive about Europe, globalization is vulnerable to becoming a catchall for the negative aspects of economic growth and so functions as a sort of political doormat.


There is, however, a strong case to be made that globalization, the most powerful economic force the world has witnessed in the past twenty years, has been a force for good. It is now so pervasive in its effects and has produced so many startling outcomes—for example, the rise of Dubai, the successes of small states like Singapore, growing wealth in emerging economies (from 2000 to 2010 wealth per adult in Indonesia increased sixfold), the emerging-market consumer, and fast-changing consumer tastes (as I write this in late 2018, yoga mats are replacing smartphones as a must-have item)—that we risk taking it for granted. What is material today is that globalization is slowing, and in many instances its side effects are now more obvious.


Good-Bye to All That


In 1929 the English writer Robert Graves published his book Good-Bye to All That, with which he achieved acclaim and some notoriety. The book deals largely with his experiences as an officer in the First World War (during which he was injured so badly that his family were incorrectly informed of his death). More broadly, the book is a wry reflection on the passing of the British Empire, a very specific way of life and moral framework. Its title keeps coming to mind today, and it seems a good starting point from which to reflect on a period marked by Brexit, policy mishaps over world trade, and the disintegration of the world order.


These events are just a few of those leading us to say good-bye to globalization. A growing number of stress points—trade, political, institutional, and corporate—now undercut globalization. Unfortunately, there is not yet a deep debate on the future of globalization. Many writers and periodicals such as Foreign Affairs seem fixated on the choice between slightly different flavors of globalization “as we know it” rather than a radical departure from it. This is an enormously complacent error. Many of the success stories of the last thirty years have been driven by globalization. If it halts, then so too will many of the things people have come to rely upon and enjoy.


Yet data relating to many of the trends underlying globalization warn that an inflection point has been reached. We can see this in various ways. The component parts of globalization—flows of trade, finance, ideas, services, and people—have ebbed since 2015,5 and while some of them (i.e., services) are still at historically high levels, it is hard not to have the impression that globalization is on the verge of a downward path, especially once we consider some of the underlying dynamics such as trade protectionism and regional exceptionalism.


The most basic representation of globalization is trade, which after plateauing in recent years is now dipping. From 2011 onward trade had rebounded from the relative lows of the global financial crisis and had again attained the level reached in 2008–2009, which historically is the highest level in at least fifty years. However, from 2016 to today and in the context of an upturn in broad economic activity, the openness of the world economy (ratio of trade to GDP) has fallen sharply, and this measure is back down to the level seen in 2011. Indeed, in late 2018 the OECD reported that the level of trade between G20 nations had dipped sharply.6


Another way to consider the pace of globalization is to look at the aggregate activity in the world’s most open, globalized economies. If we add together the GDP for the likes of Ireland, Switzerland, Belgium, Singapore, and the Netherlands—small, open economies that in many respects are the canaries in the coal mine of the world economy, in the sense that they are the first to pick up a new trend—we see that their trend growth is slowing and is below the average level of growth enjoyed over the past twenty years.


Trade Wilting


There are several reasons why trade openness has diminished. For example, a shift in economic structure in China means fewer capital-expenditure-driven goods are traded. In addition, habitually weak demand from the eurozone has removed an important support for world trade. The rise of new technologies in manufacturing and supply-chain management has meant that many goods require less capital investment, and the trade dispute between the United States and China is fracturing international supply chains. Here technology has enabled some Western companies to relocate operations back to their own countries.


Other indicators of globalization paint a more negative picture: cross-border flows of financial assets (relative to GDP) have continued downward from their pre-financial-crisis peak, probably because of the effects of regulation and the general shrinking of the banking sector. Foreign direct investment has recovered in the past two years, but it too is now well below the levels reached in 2009, according to the World Bank. Restrictions on foreign (mostly Chinese) investment in the United States and Europe, together with capital controls in China, have also sharply curtailed cross-border investment flows.


Similarly, the profits of multinational companies—which, though not strictly an indicator of globalization, are a useful gauge of the health of the actors who have driven globalization—now look as if they have peaked. Profit margins for large US companies are very high historically, at close to 10 percent, but are now slowly contracting. In China, profit margins are not as grand as those in the United States and are also contracting, and furthermore, they are vulnerable to an economic correction.


At this stage, proponents of globalization might well conclude that it is pausing for breath or that it is in a transitional phase while new technologies and new economic actors emerge. This may prove to be the case. But data suggest that we should be more worried by rumblings in the engine room of globalization, which hint that the plateauing in globalization may be more structural than cyclical, and to an extent these rumblings are reminiscent of some of the behaviors seen in the early twentieth century.


The sense that globalization and trade have stopped growing is bolstered by a narrative claiming that the globalization pie has stopped expanding. The rise of protectionism means that the debate on globalization taking place today is really about who gets the slices of the globalization pie and how large and tasty those slices need to be. Some of this concern not to be left with too small a piece is justified, but it does introduce a beggar-thy-neighbor element to the conversation on globalization. It may also help explain why politicians who vocally stand up for their constituencies or “corners” in trade-related debates are being rewarded by electorates. For example, in the United States, senators approaching an election tend to take on a more protectionist stance on trade and immigration, especially where they are not certain of being reelected.7


What is troubling about the current narrative on globalization is that instead of proposing ways it can thrive or can grow in a more sustainable way, many countries, politicians, and commentators propose ways in which to borrow, reclaim, or take over somebody else’s slice of globalization. Trade policy is becoming the proving ground for this hypothesis, and the trade dispute between the United States and China, a dispute that has also embroiled most of America’s allies, is emblematic.


Few genuine trade agreements have been struck over the past ten years (the United States–Mexico–Canada Agreement [USMCA] is simply a cosmetically scrubbed-up version of the original North American Free Trade Agreement [NAFTA]), and in some cases, opportunities for better trade relations between countries have been spurned. Neither the original Trans-Pacific Partnership (TPP) deal between the United States, Japan, and a group of Asian countries (notably, China was not included) nor the Trans-Atlantic Trade and Investment Partnership (TTIP) between the United States and the European Union (effectively a partner deal to the TPP) gained approval, which means that there has not been a major international trade agreement since the General Agreement on Tariffs and Trades (GATT) Doha Trade Round in 2001. Before that, the 1990s were replete with trade-friendly agreements: the establishment of the WTO, the European Union single market taking effect in 1993, and the creation of the euro.


From an American point of view, the TPP would have been an ideal starting point strategically, as it would have presented China with a united front made up of the United States and a number of Asian economies. Its aim was to construct a trade alliance between the United States and a group of Latin American and Asian countries, notably Japan. Besides lowering trade tariffs between those countries, the objective of the deal was to create a trade alliance around and excluding China. Negotiated during the administration of Barack Obama, the partnership was rejected by the Trump administration.


Against this backdrop, the Trump administration’s haphazard and ill-thought-out approach to trade relations with its neighbors, allies, and China has for the first time in decades elevated international trade to the top of the economic policy worry list. The administration’s handling of trade relations has sowed distrust, suspicion, and risk aversion on the part of America’s many trade partners. The uncertainty created by trade-related rhetoric has already had an economic impact, on inflation, profit margins, and investment.


There are other concerns for trade. In areas where there is scope for gains in efficiencies of scale under the auspices of existing trade agreements, some countries are holding back on implementation. There is also a creep toward more overt, traditional protectionism. One of the authorities on the matter, the Global Trade Alert center, launched in 2009 to monitor the extent to which cross-government policies liberalize and restrict trade in the aftermath of the global financial crisis, notes that trade-defense measures and bailouts or state aid are by far the most popular measures implemented to “protect” trade, followed by import tariffs and trade finance.8 Trade liberalization has been declining since 2009 and is now at its lowest level since then (for example, in 2018 there were over three times as many trade-discriminatory as trade-liberalizing measures announced internationally).


Interestingly, it is the United States that implements the greatest number of trade-protectionist measures (outnumbering trade-liberalizing measures by a factor of nearly nine to one), followed by Russia and India. It is also worth commenting that the United Kingdom, Spain, Germany, and France have each implemented more traditional trade-protection measures than China, though China does have more discreet ways of tipping trade relations in its favor.


Luddites Awaken


With the growth of trade so limited, it is inevitable that trade, its consequences, and its side effects will be live political issues. Trade in goods, in particular, is an attractive target for politicians, conjuring tangible images of cars, fridges, and phones crossing borders—unlike financial transactions and data flows. Reflecting this, in the first televised debate of the 2016 US presidential race, the words “trade” and “NAFTA” were used twenty-four times. The current sensitivity of American politicians to trade with China may reflect the fact that as China develops its own goods and consumer brands (China crafted a “Made in China 2025” plan to produce its own high-end consumer goods and technologies and to effectively become self-sufficient in these areas), it becomes a tougher market to sell into, and at the same time, the barriers to trade with it, such as technology sharing, remain high. At a deeper level, there is of course now a realization in Washington and beyond that China is drawing level with the United States as a geo-economic player.


That China or other countries can apparently supplant American manufacturing capacity must be bad for American jobs, or so the logic goes. There is some evidence to support this. For instance, a leading academic on the intersection of technology, trade, and labor markets, David Autor at the Massachusetts Institute of Technology, has undertaken work on how falling wages and rising joblessness in parts of the United States are linked to the inflow of goods from China. He and his colleagues have produced wonderful graphics that show the areas of the American economy (mostly the Southeastern states) that, according to their analysis, have been negatively affected by the switch in manufacturing capacity toward China.9


Similarly, Peter Schott and his colleagues find that economic areas of the United States that are subject to greater competition from China via a change in US trade policy tend to be more politically “agitated.”10 Those areas exhibit relative increases in voter turnout, increases in the share of votes cast for Democrats, and a higher probability of being represented by a Democrat. The researchers point out that the historic tilt toward Democrats (over Republicans) is consistent with the fact that Democrats have been more likely than Republicans to support legislation limiting import competition or favoring economic assistance. This historic bias has now changed, perhaps as a result of the perception, or even the cultivation of the view, that American jobs have been exported and that Democratic politicians have allowed it to happen. President Trump exploited this view through 2018 in the run-up to the midterm elections, not to mention during the 2016 presidential race, notwithstanding the costs of the tariffs to the US economy.


Academic studies, however thorough, will only tell part of the story about the link between competitiveness, trade, and politics. To add greater color here, I highlight J. D. Vance’s book Hillbilly Elegy, which does a superb job of synthesizing the forces and influences that have led many lower-middle-class Americans to change their allegiance from the Democratic Party to politicians on the right. I find myself recommending his book to anyone interested in American politics today. It is honest and charming, though I am somewhat suspicious of the way it was received and lauded by Washington, DC, elites for apparently showing that large segments of the American population were “falling behind” and that traditional Democratic voters turned toward Donald Trump. Accounts of the demise of the white lower-middle-class and lower-class population are plentiful in social science, literature, and music in the United States, but few policy makers and corporate leaders appear to have paid attention to this demise.


In his book, Vance tells how he turned his life around through enlisting in the Marines, seeking an education (Ohio State and then Yale Law School), and playing golf (his grandmother had advised him that playing golf would help him understand how wealthier people socialize and do business). Importantly, he also lays out the reasons why relatively poorer white Americans feel neglected economically and politically. In my view, what his book achieves in this regard is to show the socioeconomic decay associated with small government and, to a degree, with the regional and distributional economic consequences of globalization. In that respect, the risk for America is that globalization will be replaced by something far less bountiful, and far less prosperous, so that the social problems outlined by Vance go neglected. To step back and take the long view, globalization has been the driver of high growth for the last thirty years and has recently lost momentum. My sense is that globalization is beginning to eat itself as countries and companies compete for what they now perceive to be a fixed pie of economic growth. The narrative on globalization is dominated by two, perhaps three positions.


The first is what could lazily be termed the position of the global elite, who rightly point out the dangers of protectionism but, in my view, refuse to recognize that globalization may simply have run its course and, in the course of geopolitical change, will be replaced by something else. The second position is that of a vocal commentariat that strives to underline the downsides of globalization and, mischievously or deviously, gives it as the cause of more everyday economic ills.


And third, though the vast majority of people understandably have no fixed, clear, or explicit position on globalization itself, they will feel the detailed ways in which it touches them in their everyday lives (e.g., the price of coffee, the attractiveness of global brands, and the ways in which employment is changing). It is very difficult to synthesize all of globalization’s component parts in a balanced way without the benefit of a few hours’ study of the websites of the likes of the OECD, which contain reams of data on trade, employment trends, and education quality.


Taken all together, this means that the debate on globalization takes place largely in the international press, is subject to wild distortion, but, perhaps most importantly, needs to be much better grounded in terms of its impact on households. The view that households have of globalization and of what the world is evolving into is colored by the many social, cultural, and economic changes that are materializing. Chief among them is inequality.


Is It Really Inequality?


Inequality is rightly a prominent policy issue, though the link between it and globalization is only partial because inequality depends on many different factors. Inequalities have strong structural causes, and in most cases they emanate from social policy choices within countries—for example, decisions about access to education, taxation policy, and the ways in which mortgages are structured—rather than from the impact of globalization on economies and societies per se. In fact, there is a weak correlation between the extent to which a country is globalized and its level of inequality, and many of the more highly globalized countries have decent social welfare systems that mitigate inequalities. For instance, Ireland is more globalized than its close neighbor England but has a lower inequality score.


The most commonly used measurement of inequality is the Gini coefficient, which measures how skewed or unequal the distribution of income is across a society. It has a value of zero if there is complete equality and of one if a single household has all the income. Typically, a score of above 0.31 signals higher inequality. According to the OECD website, the United States has a score of 0.39, which is very high compared to other countries. Mexico has a Gini of 0.46. In contrast, Canada has a lower inequality score (Gini coefficient of 0.31) partly because it has a very different approach to policy making.


Inequality is a concern in the developed world because it is persistent. In the context of low growth in incomes and wealth, the tensions associated with inequality are exacerbated. In emerging countries, inequality in income seems to be much less of a political and social issue, because with incomes and wealth growing at a relatively fast pace, people continue to expect to do better in the longer run, which is not the case in developed countries. Also, in emerging countries there is the sense that once the economy becomes less underdeveloped, inequality will drop as a result (i.e., a middle class will form).


In this regard, attacks on globalization appear to stem from the simple fact that its winners have largely been in developing countries and its relative losers have been in countries like the United States. The notable trend is that the middle to lower classes in the West have in general seen stagnant real income growth.11 According to the McKinsey Global Institute, from 2005 to 2014, over 90 percent of the working population in Italy, 80 percent in the United States, 70 percent in the United Kingdom, and on average 75 percent of the working population of the twenty-five advanced economies saw stagnant or falling real incomes.12 As a consequence, those people feel that politics, globalization, and perhaps governance in general are not working for them.


Thus, to put it very generally, the beneficiaries of globalization have been the lower to middle classes in emerging countries like China and Indonesia and the wealthier classes in the developed world. These uneven benefits are reflected in a World Economic Forum survey’s findings that over 70 percent of people in the Philippines, Vietnam, India, and Thailand thought globalization was a force for good, whereas only 40 percent of respondents in America and France felt the same.13 Emerging countries are now in the process of levelling out the distribution of wealth globally relative to the likes of the United Kingdom and the United States. Infrastructure is an example. Consider the rapid rise in the wealth of the United Arab Emirates—the jewels in the crown of globalization. The high quality of their infrastructure has been part of this rise, and in many cases, transport infrastructure in emerging countries is far better than that in the “old” world.


Other survey evidence also confirms the divide between the perceived winners and losers of globalization. For example, a Pew Research Center Spring 2016 Global Attitudes Survey showed that 50 percent of people in Western economies (Japan, France, the United States, and the United Kingdom) believed that the economic situation in their own country was bad,14 though the vast majority of respondents in the two most populous countries in the world (China and India) held that the outlook was positive.


The reality that there are winners and losers from globalization has exposed the narrative of the upper echelons of Western society, for whom inequality is now a preoccupation. For example, the IMF, the World Bank, and the McKinsey Global Institute all profess alarm that inequality is too high. This newfound sympathy for the less-well-off may have several motivations, not least the popular reception of Thomas Piketty’s book on inequality, Capital in the 21st Century, which has managed to stir interest in an arcane topic.15 In general, the lion’s share of evidence shows that inequality is at historically very high levels, especially in the larger economies of the world such as the United States and, to a growing degree, China.16


In recent years, inequality has not risen sharply (though the number of news reports on it has done so), but it has been persistently high. This persistence is perhaps the key link to sociopolitical tension in that continued inequality conditions people’s long-term expectations of the world around them. The political consequence is that people form a view that the system is against them and vote against the system.


Evidence from a range of sources—the World Bank, OECD, and Branko Milanovic, a leading academic in the areas of development economics and inequality—shows that across the developed world inequality is high, with the United States and South Africa in the lead in this respect, followed by Turkey, Chile, Israel, the United Kingdom, and Spain.17 Among other countries, Sweden has become slightly less equal though its Gini coefficient is nonetheless at a very low level, close to that of France, the Netherlands, and Canada.


There are other ways of examining differences in income distribution. For example, according to the Economic Policy Institute,18 income inequality as captured by the share of income of the top 1 percent is now back to levels not seen since the 1920s. In New York, the ratio of the income of the top 1 percent to that of the other 99 percent is 45 to 1. A good portion of this gap is driven by high executive pay, which across the range of industries in the United States averages three hundred times the pay of the average worker. It is hard to find such an extreme relationship at any other time in history. In Rome in AD 14, for instance, the income of a Roman senator was one hundred times the average income, and legion commanders received an income of forty-five times the average!


Against this backdrop the political sensitivity to inequality has heightened for a number of reasons: conspicuously high salaries at the top end of the labor market, lower overall economic growth, and persistently low income growth. Such persistent inequality causes people to form permanent views about the state of the world and its relative justice. Real incomes have until very recently (in the United States at least) stayed low, which has manifestly hurt purchasing power, and many people have not participated in the rise in asset values seen in the postcrisis era. In fact, with large pension deficits mounting, inequalities may now be carried into the future.


Another striking way of examining how average people are faring compared to previous generations is to measure their real incomes compared to what they might have been ten years earlier to get a sense of how incomes are growing. In the United States there has been a sharp decline in real per capita income relative to where it was in 2008. In fact, between 2010 and 2017, growth in per capita real income was easily the lowest in over sixty years. This is a useful way of picking up the sense that people feel much less well off, especially those who may have been working long enough to recall periods of stronger income growth.


In the developing world the picture is somewhat different, reflecting Branko Milanovic’s assertion that though inequality has in many cases increased within countries, it has narrowed when between-country relationships are accounted for. Here the positive effects of globalization are the clearest: it, together with national growth dynamics, has lifted hundreds of millions out of poverty into relative prosperity.19


More generally, in the last twenty years wealth and incomes have exploded in many emerging countries so that sensitivity to inequality is lower. For the moment, household expectations of prosperity across emerging markets are rising, despite stark inequality in some cases. If these aspirations are checked, as has happened in Mexico and Brazil, then other emerging countries may witness the same political volatility seen in the developed world.


Wealth of Nations


However, income inequality is only half the picture. Wealth is a more important metric, because it is the key factor that motivates people’s large-scale purchasing decisions. When someone wants to buy a new car, she doesn’t necessarily think of the expected GDP growth of her country; she tends to think in terms of the stock of their wealth. Wealth inequality, compared to income inequality, is important because shifts in wealth are typically slower moving but longer lasting in their effects on consumption behavior. Arguably, income inequality can be fairly easily affected by tax policy and redistribution by governments, but wealth inequality is harder to tackle across the board. Though the likes of Piketty and Milanovic have grabbed headlines for their work on income inequality, the internationally recognized experts on wealth are Professors Tony Shorrocks and Jim Davies, who have worked at institutions such as the United Nations and the London School of Economics.20 Their research is noteworthy because, unlike the study of income inequality, the examination of wealth, and by extension wealth inequality, is hampered by the lack of detailed data across countries. However, Shorrocks and Davies have compiled the most comprehensive data set available.


Recent trends in wealth inequality are stark and show that globally, with a focus on the United States, wealth inequality remains close to a multidecade high. In fact, the share of total world wealth (financial assets plus property less debt) held by the top 10 percent of wealthy people has risen steadily to levels not seen since the 1930s. The top 1 percent of wealthy people now own over 47 percent of the world’s wealth.


At the country level, the United States is joined by Switzerland and Hong Kong in having very high wealth inequality (top 10 percent own over 70 percent of the wealth). Switzerland differs from the United States in that although its wealth inequality is high, its income inequality is low and it scores very well on social stability factors such as health-care availability. In the developing world, Argentina, Brazil, India, Turkey, and South Africa all have similarly high wealth inequality scores. China, where the top 10 percent hold over 60 percent of wealth, also has relatively high wealth inequality. It currently has over sixteen thousand individuals with a net wealth of over USD 50 million,21 which is more than the number of individuals with wealth over USD 50 million in Germany, the United Kingdom, and France put together. In contrast, many European countries—France, Italy, the United Kingdom, Ireland, Spain, and Greece—have what academics would consider moderate levels of wealth inequality (top 10 percent owns over 50 percent of wealth).


My own sense is that the vast majority of wealth is generated by entrepreneurship, the success of family businesses and property markets. In recent decades there may be two new factors in wealth creation. First, in some emerging markets, the early stage of wealth creation has allowed individuals and families with close ties to governments or ruling structures to profit to an enormous degree. James Crabtree makes this point with respect to India in his book The Billionaire Raj. Second, senior executives in large companies and financial institutions are able to gain enormous wealth through generous equity-based compensation. Unsurprisingly, the Anglo-Saxon countries—that is, the United Kingdom, the United States, Canada, and Australia—feature prominently here.


The picture of wealth inequality broadens if we take in other data sources. In the United States, wealth is also unevenly divided between generations. According to the Survey of Consumer Finance, which is produced every three years by the Federal Reserve to shed light on the quality of household balance sheets, 30 percent of households have no wealth, and the vast majority of wealth is held by those over forty-five years of age. Several Pew studies reflect this also. The report “American Middle Class Is Losing Ground” highlights the “squeezed middle” and reports that the number of people considered to be middle class (roughly 120 million people) is now outnumbered by the combined lower and upper classes and that, importantly, the share of total income of the middle class has fallen from 62 percent in 1970 to 43 percent in 2015.22 In fact, America’s wealthy middle class (close to 92 million people, with net wealth of USD 50,000 to USD 500,000) is now surpassed by China’s middle class (over 102 million people, who, in relative terms, have wealth of USD 20,000 to USD 200,000).23


The trend toward greater inequality is clear. What is more difficult to measure, though arguably less demanding on intuition, are the many other ways in which inequalities reinforce and manifest themselves. A great many of them are deeply rooted in socioeconomic networks, such as access to professions, justice, and education. These are the factors that typically differentiate the insiders/elite from the rest. One could build a picture of a (Western) world where class mobility is slowing and where access to education, capital, and health care, to name a few, is increasingly restricted. Each of these sustains inequalities in different ways.


Access to capital is one route by which wealth inequalities are perpetuated and around which sociodemographic changes occur. In more recent years, those with access to capital have been able to take advantage of low interest rates and the flatteringly positive effect of quantitative easing on asset prices, while also being less exposed to some of QE’s negative consequences (such as rising pension deficits).24 This has fueled explosive growth in property prices in prestigious metropolitan areas, which, among many other things, now means that middle wealth / middle income households are being forced out of city centers. One example appears in a letter of resignation written by Kate Downing, a Palo Alto, California, transport and planning commissioner,25 whose salary did not enable her to live in the area she was responsible for overseeing. In fact, if she were to buy the apartment she rented, the mortgage payments would amount to her entire before-tax salary. The same is true in many other cosmopolitan cities around the world, from Sydney to Tel Aviv to Hong Kong to Boston, and many readers, especially younger ones, may have faced this acute problem of affordability.


Education is another area where emerging inequalities show themselves. In most countries, the educational experience is often as valuable for the social networks and conditioning it provides as for the knowledge and skills it produces, and free online courses have little to offer in this regard. The difficulty and cost of accessing the best schools in global cities such as London and New York are extreme examples of this educational inequality. And the same thing may be coming for people in other cities and countries who do not yet have to confront this kind of contest in their everyday lives. In France, for instance, there is a growing divide between the relatively large number of decently educated middle-class students, most of whom achieve good international test scores, and an underclass of students who—for a variety of reasons—struggle to attain a basic level of education.26


Yet another vital manifestation of inequality is uneven health care. An important paper by Anne Case and Angus Deaton, “Rising Morbidity and Mortality in Midlife among White Non-Hispanic Americans in the 21st Century,” highlights the deterioration in health conditions, especially those relating to mental health, for middle-aged white men and women in the United States. The mortality rate for this cohort has increased sharply owing to drug and alcohol poisoning, suicides (the United States is seeing a sharp rise in suicides, according to the Centers for Disease Control and Prevention),27 and related diseases such as cirrhosis of the liver. Groups with lower levels of education saw a sharper rise in mortality. Deaton, a professor at Princeton University, won the Nobel Prize in Economics in 2015 for his work linking topics like welfare, health, and poverty.


The worsening of health conditions is a sign that politicians should pay much greater attention to health care in public policy, especially in the United States, where life expectancy is on average four years below that of other developed countries such as Canada, Germany, France, and Spain. There is also evidence to show that in other countries with arguably better or more widely available health-care systems (such as France), health-related inequalities (such as in infant mortality) are much lower than in the United States. Janet Currie, also at Princeton University, has, together with other researchers, shown that public policy can make a difference to health- and mortality-related inequalities.28 Effectively, an American from a disadvantaged background would be healthier if he or she moved to France at birth (or before!). In coming years health-care inequality in the United States may get worse. One particularly troubling development is the opioid crisis, which is claiming tens of thousands of lives and is estimated by the Council of Economic Advisers to have cost 3 percent of US GDP in 2015 alone.29


Another more detailed example of health-care inequality is in dental care. Mary Otto’s book Teeth shows the startling differences in dental health across social classes and reports that they spring from differences in education, diet, and upbringing. In her book Otto tells of a boy who died when a tooth infection, undetected because his parents had no dental-care insurance, spread to his brain. Another trend she highlights is the growing lack of attention by dentists in the United States to basic dental hygiene, in favor of higher-paying procedures such as dental surgery.


Technology is another factor that may help cement existing inequalities. For example, in her book Automating Inequality, Virginia Eubanks describes how automation of welfare services through the growing use of algorithms to sift welfare recipients, and in areas like medical insurance assessments, can lead to institutionalized inequalities (the algorithm throws out the more needy welfare applicants) and injustice. She describes a regime of data analytics that, through design or error, denies assistance to those in poverty, with low education levels or poor computer literacy, or with a history of mental health issues. Minor glitches in computer databases or overlays by algorithms (such as circuit breakers for suspected fraud) have the effect of cutting people off from benefits—which happened to Eubanks’s partner and alerted her to this potentially systemic problem.


The computerization of welfare benefits also allows more detailed monitoring of recipients and their lifestyles. One example Eubanks mentions is the Allegheny County (Pennsylvania) Family Screening Tool (AFST), which is designed to screen 131 variables that help predict whether children in a family are in danger of abuse. The tyranny of this system is that disadvantaged families receive high AFST scores because of their regular interactions with social services, and they are denied assistance as a result. Eubanks’s overriding fear is that algorithms are designed to reinforce existing prejudices within the US system, where many people presume that people are poor because they have made bad choices rather than because they are disadvantaged. The same process is probably increasingly true in more commercial applications such as credit screening and access to education. It has the effect of hardening inequalities and making social stratification more rigid. Another example of technology-driven inequality comes from Joy Buolamwini, the founder of the Algorithmic Justice League, whose research initially discovered that facial recognition software was much more accurate at recognizing white faces than black faces. Inaccuracies in algorithmic-based identification can translate into denial of access to social welfare, or misclassification of an innocent person in criminal records.


Inequality is deeply rooted, and in the United States it is pushing extreme levels. A valuable data resource here is the National Longitudinal Survey of Youth, which tracks the lifestyle of a control set of young people across America. It details the rise of obesity, of incarceration (showing that one-third of Americans have been arrested by the age of twenty-five), of interracial relationships, and of health-care issues.30 Inequality is a recurring theme in the research based on this data set.


These blockages in social advancement and behavior are important because they condition people’s expectations of their future and of the world around them. If people are faced with a reality in which income and wealth growth are capped, and in which educational and professional advancement may no longer be as fluid as they have been historically, it can produce a sense of disappointment that is then manifest in political attitudes.


Trends in social mobility also reflect a sense that the “American Dream” is less attainable than it was historically. For example, one academic study identifies a “grandparent effect” in the United States, meaning that people’s roots, or the socioeconomic position of their grandparents, determines their standing in society.31 The study uses long-term generational data going back to the 1910 census (so it includes data on grandparents and great-grandparents) and asserts that US society is less mobile than many think. Another fascinating study based on Italian data—but one that makes me think of the Gore, Bush, and Kennedy families in US politics—uses tax records for family dynasties in Italy going back to 1427 (twenty-four years before Christopher Columbus was born).32 Broadly speaking, the top earners in Italy today are found to have already been at the top of the socioeconomic ladder six centuries ago. This is striking and shows that despite the changes brought about by the Renaissance and upheavals such as two world wars, family prosperity in Italy has carried through the centuries. As an aside, family businesses have a particularly successful track record in Italy.


Still, inequality itself may not explain the degree of change in political attitudes displayed across a range of countries. There is a greater sense of a world turned upside down, or a sense that something is not right. One startling place where the world we are used to is slipping away is in our bodies. The last ten years have probably seen the biggest change in human body/skeletal form since the nineteenth century. On balance people exercise less, and when they do employ their body in work it is often in the hunched form of the “texter,” which is producing a multitude of new skeletal and repetitive-strain injuries.


Obesity rates are a clear manifestation of these bodily changes: the OECD notes that in some countries (such as the United Kingdom, Mexico, and the United States), obesity rates are close to 30 percent (with Korea, Japan, and India having among the lowest obesity rates) and that, more broadly, in the United States and the United Kingdom between 60 and 70 percent of the population qualify as being overweight or obese. In China, the prevalence of overweight or obese people has shot up from 20 percent in 1991 to 45 percent in 2011.33 A driver of this is sugar consumption, which in many countries has spurred a rise in conditions such as diabetes. In tandem with this, calorie consumption in the United States has risen from 3,200 calories average per day in 1981 to 4,000 in 2005 according to the US Department of Agriculture (USDA). Other ailments are also telling, such as high levels of hip and knee osteoarthritis because of sedentary lifestyles.34 Similarly, arthritis-related repetitive-strain injuries are on the rise in the United States.35


The behavior of the climate is another area where change is becoming more alarming and extreme. In the last fifteen years, there has been a rising magnitude in international temperature anomalies, on a scale not seen since the 1880s (when temperature anomalies were to the downward/cold side). In particular, in the last one hundred years, nine of the hottest years on record have come in the twelve years from 2006 to 2018, and there are growing numbers of climate-driven disasters and accidents. With flash fires and droughts (from California to Chad to Sweden) now more commonplace, NASA satellite-based research shows growing extremes in the displacement of freshwater around the world.36 This research—illustrated by some interesting graphical representations—shows that climate change and human behavior are causing wet areas to become wetter and dry areas to become drier.37 This hydraulic shift will affect cities, economies, and agriculture and in extreme cases—as is now being seen in Africa, where there are freshwater-based tensions between Egypt and the Sudan and between Kenya and Ethiopia—could lead to wars.


Irregularities in the flowering of plants and trees and in the migratory patterns of animals and birds help confirm the sense that all is not as it should be. For instance, the World Bank estimates that in and around the United States there are 250 threatened species of fish and that there are 100 threatened species of birds in China. There are also a growing number of accounts of ecosystems that are destabilized.38


Old World Recedes


The way we communicate is also changing. In 1990 close to 270 million letters passed through the US Postal Service on a daily basis, but this had dropped to close to 150 million by 2014.39 At the same time, the number of email accounts globally has risen from close to 3 billion in 2011 to nearly 5 billion in 2017. On a similar trajectory, social media users have grown from fewer than 1 billion in 2010 to 2.5 billion in 2017, and the average time spent on social media has risen from 96 minutes daily to 118 minutes daily in 2016.40


Attitudes toward marriage are also changing. Pew surveys show that, in 2006, 52 percent of Americans felt it very important that a male/female couple be legally married, but this had dropped to close to 40 percent by 2013. This reflects changing demographics: nearly 25 percent of men and 17 percent of women aged over twenty-five have never been married, compared to 10 percent and 8 percent, respectively, in 1960s America. Views of relationships are changing in other ways. In 2004, according to the Pew Research Center, 30 percent of US adults favored allowing same-sex marriage and nearly 60 percent opposed it, and by 2016 this had changed to 55 percent in favor and 35 percent against. There is quite a bit of difference in attitudes between age groups on the question of same-sex marriage, with millennials strongly in favor and older generation (grandparents) against. In addition, technology is dramatically changing the ways in which people meet each other and interact romantically. One interesting outcome is that dating through social media appears to be producing more couples with disparate backgrounds.41


The pattern of the average day may also be changing. According to the US Bureau of Labor Statistics, Americans spend roughly three hours a day watching television and less than thirty minutes on sports and other recreation-related activities.42 In many countries wasted time is also increasing. According to the TomTom Traffic Index, travel time during peak traffic hours in the United Kingdom and China takes nearly 40 percent longer. Chinese people waste the most time in travel congestion, on average losing 161 hours per year (in 2015), with those in the United Kingdom losing 149 hours and Americans losing only 117 hours.
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