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The Globalization Paradox 
  Rodrik, Dani (2011), New York: W. W. Norton & Company  

 

Capitalism’s longevity is due to its almost limitless ability 
to adapt. 

We cannot simultaneously pursue democracy, national 
sovereignty and economic globalisation. 

When emerging countries are in crisis, we blame them. 
When developed countries are in crisis, we blame the 
system.  

Trade globalisation differs from financial globalisation. 
With the former, corrosion of the system does not spark a 
crisis but rather a slow deterioration 

 

Basic idea and opinion 

Rodrik analyses economic globalisation (basically finance and trade) and concludes 
that there is a paradox. It is that while globalisation creates benefits for society in 
general, it requires strong national democracies and norms that protect socio-
economic players yet allow sufficient international interaction and scope for 
manoeuvre. This starkly contrasts with the prevailing belief, which demands root-and-
branch globalisation accompanied by world public institutions. The author considers 
that globalisation cannot simultaneously combine: (1) democracy; (2) national 
sovereignty; (3) economic hyper-globalisation. He argues that some has to give and 
that democracy and national sovereignty can only be squared with a limited form of 
globalisation 

The author        

Dani Rodrik is Professor of International Political Economy at the John F. Kennedy 
School of Government at Harvard University. He writes widely on the fields of 
international economics, economic development and political economy. What 
constitutes a good economic policy? Why do some governments implement better 
economic policies than others? These are key research questions. He won the Social 
Science Research Council’s first Albert O. Hirschman Prize in 2007. He is member of the 
US National Bureau of Economic Research and of the Council on Foreign Relations. 
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Markets and Institutions  

How could the 2007 crisis have hit without warning? We know that markets create 
bubbles and that State intervention in an ailing financial market needs to be quick. 
Even so, the crisis took us by surprise. According to Rodrik, it is because the prevailing 
‘narrative’ over the last few decades—especially among economists—has been that: 
(1) markets are efficient; (2) financial innovation optimally allocates risk; (3) self-
regulation works; (4) State intervention is inefficient. 

Economists wield enormous influence in today’s socio-political arena. The problem is 
that economists are just as prone to cognitive limitations, flawed reasoning and 
partisanship as any other group of mortals. Thus they too create common narratives 
and visions that help them simply the complexities of the real world. Such narratives 
can prove hopelessly, not to say disastrously wrong.  

Today, the pendulum of economic wisdom has swung back to the idea that markets 
require non-financial mechanisms (public institutions, external supervisors) to work. 
History illustrates the need for regulation. World trade grew greatly in the 17th Century 
with the creation of private monopolies such as The Netherlands’ Vereenigde Oost-
Indische Compagnie (VOC) [United East India Company] or England’s The East India 
Company. These private companies were granted a State monopoly in some of the 
colonies in return for regulating trade whether by fair means or foul.  

These private monopolies were given special privileges in return for setting up the 
infrastructure needed to conduct trade. As time wore on, when private monopolies 
were unable to keep their side of the bargain, the State stepped in to provide the 
infrastructure to make the market work. 

The premise that the market needs public institutions to work accords well with the 
world as it is now. Today, there is a strong positive relationship between the State and 
economic development. Those countries that have the most open, internationalised 
trade are also those with the highest per capita GDP (e.g. The Netherlands and 
Scandinavian countries). Markets and States are complementary, not exclusive. States, 
in addition to making sure market rules are followed, also perform another key task: 
they legitimise the market and protect citizens from market risks, hazards, externalities 
and abuses. Unemployment benefits, employment programmes and pensions are 
examples of public safeguards that are designed to cushion market-induced social 
costs.  

World State or Nation State 

As things now stand, most economists agree that the market needs the State. Almost 
all of them argue that economic globalisation needs to be completed through greater 
international institutionalisation to curb the influence of Nation States. This majority 
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view holds that the public institutions needed for a global economic system must be 
world-wide in scope. Such economists argue that while Nation States are indispensable 
for domestic economies, they are a source of transaction costs for the global economy, 
given that they create multiple institutional frameworks for a single world market.  

The greatest contribution made by Rodrik’s book is precisely on this point. According 
to the author, the uncompromising pro-globalisation economic narrative and the bet 
on world institutions is yet another crass error. Rodrik argues that what is needed is 
slight easing of economic globalisation, not further undermining of Nation States.  

Hence the paradox alluded to in the book’s title: to save economic globalisation, we 
need to limit its scope and strengthen national public institutions. 

This is so because it is impossible to have all three of the following: (1) the institutions 
of the Nation State (and hence national sovereignty); (2) untrammelled globalisation; 
(3) democracy. In other words, something has to give. Thus, hyper-globalisation and 
ruthless international competition boil down to imposing decisions on Nation States 
and curbing national sovereignty. Such decisions (for example, cutting corporation tax, 
health standards and labour rights) are of a political nature. If such decisions are taken 
undemocratically, it will be impossible to implement them and globalisation will suffer 
as a result. 
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The Argentine case of Peso-Dollar convertibility in the 1990s illustrates this point 
nicely. The country pegged the Peso to the US Dollar in 1991 at parity in order to put 
an end to the wild swings in Argentina’s currency. In effect, the electorate chose to 
end the Peso’s non-convertibility. This brought Argentina’s hyper-globalisation to an 
abrupt halt, breaking its financial and trading links with the rest of the world.  

We could choose to create a global democracy, as advocated by the proponents of 
globalisation. This would involve throwing the Nation State to the wolves and making 
all public institutions world-wide in nature. However, this would not be viable for two 
reasons: (1) world-wide mechanisms and democratic institutions would be required 
that currently lie beyond the bounds of possibility; (2) the differences between Nation 
States are too great for a world government to work. The EU’s fragile democratic 
legitimacy in a grouping of what—in a world context—are fairly similar nations gives an 
idea of just how far off global government is. 

One option is to set up world agencies that are more powerful than the existing ones 
(IMF, WTO, Bank for International Settlements, G20). However, that would create 
another kind of problem, namely the lack of accountability of these hypothetical 
systems for world government. At the State level, politicians are usually elected every 
four years. Delegation of power to technical agencies is only possible where there is a 
high degree of political consensus. World trade and financial globalisation do not meet 
this criterion: both are political hot potatoes and there is no general consensus on 
either, as the current deadlocked Doha round of the WTO negotiations (opened back 
in November 2001!) shows all too clearly.  

The author ends by suggesting the foundations for a new approach to economic 
globalisation. These are: full incorporation of markets within governance systems; 
governance based on national political communities; countries having the right to 
defend their own regulations and institutions; no country having the right to impose its 
institutions on others; international economic agreements that set the rules for 
managing interaction with national institutions; non-democratic countries should not 
enjoy the same rights and privileges within the world economic order as democracies.  

The book is a delight to read, is well-documented and suitable for the layman. Its 
thesis is both courageous and innovative, breaking with prevailing orthodoxy. Even so, 
it is not without flaws. In particular, it does not reveal how one can make practical 
distinctions between limited globalisation and hyper-globalisation. Nor, for that 
matter, does it indicate the minimum international rules needed to forge satisfactory 
economic links between the world’s Nation States. As Rodrik himself recognises, the 
author’s solution does not tackle the notion of shared worldly goods (such as the 
environment), which require world-wide institutions. Last but not least, Rodrik, in 
proposing the Nation State as guarantors of democracy, ignores the crisis of legitimacy 
these are currently experiencing.  
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