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Introduction

Does the freer movement of goods, people, ideas and money across national
boundaries mean that, as Charles Kindleberger (1969):207 put it, "thestate is just
about through as an economic unit” when it comes to the provision ofisscicnce
and programs of egalitarian redistribution? Surely globalization will lirotreate the
conditions- economic insecurity and distributions of income widely thougbétunfair
- that initially gave rise to the welfare state. What fowili responses to these
conditions take in a globally integrated economy?

The thesis we will advance is tHisGlobalization is an extension of nationalism

(not its antithesis) with regard to some aspects of culture @rbmic structure: it
promotes cultural standardization and economic integration across hationdaries.
But unlike nationalism, globalization does this without providitigezithe international
cultural solidarity or governmental institutions capable of supportgitarian
redistribution and insurance on a global scale, while weakening tien-haised
institutions for the same. In this respect a globalized world meengate the social
structure of the archetypal agrarian empire: a dominant Ergpisaking class of
cosmopolitans presiding over a heterogeneous and provincial undercldsagpaa
Babel of dialects, with little solidarity across the langugrgeips and weak nationally-
based instruments of social insurance and egalitarian redistribution.

The politics of social insurance may thus increasingly pitcthemopolitans
against the provincials (not capital against labor, or even thednigérs against the low
earners, as many of the cosmopolitans are far from ricihg ré&sult need not be
institutional convergence to a world of uniformly minimalist wedfatates, however,
for the process of specialization induced by greater integratignso@port distinct
institutional arrangements appropriate to each economy’s divergashigbrmixes.
Countries specializing in goods characterized by volatile deraanekquiring high
levels of specific skills may be induced by globalization to sthergtheir systems of

! To appear in Bardhan, Bowles, and Wallerstein (2004). We have beshefitt
from the comments of participants at the Workshop on Globalization gaddeian
Distribution at the Santa Fe Institute, May 16-18, 2002 and siktasD’ Antoni,
Pranab Bardhan, Franco Belli, Marianna Belloc, Michele Di Maichiskel Wallerstein
and Elisabeth Wood. Authors’ affiliations: Pagano, University of SarthCentral
European University; Bowles, University of Siena and Santa FautestWe would like
to thank the MacArthur Foundation, the Santa Fe Institute and theuP®Rd of the
University of Siena for support of this research. The authors lbreagontacted at
pagano@unisi.iandbowles@santafe.edar http://www.santafe.edu /~bowles
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social protection.

It is likely, however, that in many countries the reverse widuocin these
economies, social insurance will be compromised, leaving the proginmgatasingly
vulnerable to industry- or occupation-specific shocks. Where this odsingduction
may take the form of foregoing specialization in occupation- or inglapecific skills,
and maintaining a relatively unspecialized national "portfolio” settors and
occupations to which one may move if one’s own source of livelihood is threatened.

In this case, optimal integration into the global order requirestiala the
marginal gains in expected income associated with greatéakpatton (the gains from
trade) against the marginal losses associated with the enha@sledccasioned by
specialization. This optimum will not be achieved by private decisiakirg, because
the availability of a diverse portfolio of sectors and occupationa pablic good aspect.

We advance this thesis not as the confirmed result of a coherent mode
adequately tested empirically, but rather as a research apahiganot inconsistent with
what is known, and worth pursuing in light of the importance of the isisagdresses.

Globalization: the Highest Stage of Nationalism?

Globalization is typically represented by economists as thegs@t integration
of national economies brought about by the reduction in costs of traatspornd
communication and the removal of impediments to the movement of goods, aa@bple
finance across national borders. But the same processes that simvedfdhe freer
movement of goods, people, and finance are also creating a globag ciliairis a
common language and system of meanings among people in many nations.

Ernest Gellner (1983) defined nationalism as a movement seekingienogr
between the ethnic community and the political community: "onemealtstate, one
national culture!" has been its political mottBecause we are going to claim that
globalism is an extension of Gellner’s nationalism, we will comdigeinterpretation
in some detail:

...nationalism is a theory of political legitimacy which requiinas ethnic
boundaries should not cut across political ones and in particutar tha
ethnic boundaries withing a given state...should not separate the power
holders from the rest. (Gellner (1983):1)

2 His later works (Gellner (1998;(1999)) recognized the continuity lestwe
nationalism and globalism. See also Pagano, U. (2003)
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The standardization of language and culture within a nation that n&marsalught and
largely accomplished is what made it so radical during ity gaars, especially by
comparison with the structure of the agrarian empires and other agaciaties that
it replaced.

The technological stagnation of agrarian society allowed the endpesgion
of the same production process; individuals could perpetuate the samagetd®n the
same skills from one generation to the next. Cultural diversipngrall except the elite
stabilized these roles. It limited both horizontal and vertical litybind allowed the
endless reproduction of the social fabric over time. Cultural diversity h-tdattveen
the elite and the rest, and among the rest -- was both a conditianda result of
societal inertia. It supported the stagnation of society by deprivagg of its members
of the incentives to seek social mobility. At the same timéualldiversity along both
its horizontal and vertical dimensions favored by the unchanging structure of society.

The rudimentary and geographically confined division of labor in thesstiesc
was such that ordinary farmers and craftsmen in one locality littl@edneed to
communicate with their counterparts in other locales. Other than the payhtaxes
or the transfer of a share of their crops, they had even lessmeederact with
members of the elite.

But the broadening scope of goods markets and eventually the emergence of
labor markets and other capitalist economic institutions radiatityed the cultural
requirements of economic life. Again, Gellner:

For the first time in human history, explicit and reasonably peecis
communication becomes generally, pervasively used and important. In
the closed local communities of the agrarian or tribal worlds, wthen
came to communication, context tone, gesture, personality and situation
were everything (33)

Communication “by means of written, impersonal, conteeg-fo-whom-it-may-concern

type messages” required what Gellner termed “exo-educati@t’is, childhood social-

ization by specialists who are not members of one's familyooipgef close associates.
Paradoxically, he wrote,

...industrial society may ..be the most highly specialized soaietyleut
its educational system is unquestionably the least specializethdst
universally standardized, that has ever existed. (27)

This was the process that, in Eugen Weber’s phrase, tBeashnts into Frenchmen
(Weber (1976)) and villagers into citizens around the world wherevienafism took
hold. In many cases, far from being the expression of a unifiedeuttates preceded



the emergence of a nation. Taparelli D'Azeglio (1867) had served as pmiseenof
Piedmont; writing about his country’s unification he observedly‘has been made
Italy, but not the Italians.”

The absorption of local agrarian idioms and symbols into a standanditiedal
culture would have been resisted more forcefully had it not provided iampdetnefits
for those making the transformation Though Gellner did not stress this, exo-education
in a common language and culture is a form of risk reduction, fpves the exo-
educated individual general skills that may be deployed in a vafigyrsuits rather
than the occupation- or sector-specific skills that were passedpardiyts engaged in
the forms of endo-education typical of agrarian sociéties.

To see this suppose that uncertainty takes the form of the occunfezitteer a
status quo state, in which the individual continues his current liveliwdbdncome
y, or a bad state in which there is no demand for individual’s partiowdaof work, and
he is thus must pursue some other livelihood in which he recgites wheresis a
measure of the degree to which his skills are specific tanitie livelihood. Suppose
the status quo occurs with probability> %2.. The individual’'s expected income is

1) EQ) =py + (1)y(1-9)
and the variance of his realized incomp(is-p)(y9)~

The structural and technical dynamism of capitalism arguabisried the
probability of the status quo, but exo-education also lowsreBecause of cultural
homogenization coupled with the spread of mass exo-education, investmiemtsan
capital became more general and (in bad states) more egddyetkin alternative uses
In the process of creative destruction, successful creation wagreatly remunerated
while, at the same time, the costs of destruction and failueesubistantially decreased
by the increased reversibility and liquidity of human skills.

If the emergence of mobility and markets required some minimunee egr
cultural homogenization, their development also implied a dramatiefuricrease in
cultural homogenization that, in most cases, caused a deepeningfeélings of
national solidarity. Cultural homogenization and solidarity withindangll defined
territories are, thus, two complementary aspects of nationalistheAame time, they
are also substitutes in the sense that they can acts natafeemsurance devices against
the risk associated to the specialization of skills in a volatile markietygdb'Antoni
and Pagano (2002)).

% The role of schooling in facilitating relationships among non-kin and eve
strangers is the central argument of Dreeben (1967)
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While the national state originated this self-reinforcing prqaessuld hardly
be contained forever within the boundaries of national states. Someahatates
developed a sense of “global mission” and started doing to other lasguatjeaditions
what the national state had done to the diverse cultures andtslialbin its
boundariedncluded are Britain with its Commonwealth, the Russian Empits last
manifestation as the Soviet Union, and United States with itsalesigstem, with its
frontier and with its melting pot of different ethnic groups.

In many cases, national states -- especially the non-Engliskisg®nes now
find themselves in opposition to the further advancement of the very pafaasdtural
homogenization that a century earlier had been their main taskparmdps, the
fundamental reason for their existentiee former cultural standardizers of the Age of
Nationalism have become the victims of standardization on an even igsaatk a
historical nemesis that threatens the survival of their owntivadi The energetic
defense of the French language and the ongoing battles within tHd WWade
Organization about national subsidization of cultural production teftbts
development.

Cosmopolitans and Provincials

This is the sense in which we mean that globalism is the stigiiage of
nationalism. But the emerging global world order marks a new agédferent from the
nationalisms with which now contends as from the ancient empiith which it is
inevitably compared.

It is different from the empires that had in the past pollficadified large areas
of Europe, Northern India, and even China. The Roman Empire of antiquity and, after
that, the Holy Roman Empire never posed a comparable challengeutaladitersity.
The universal culture and the lingua franca remained the distincéiskeahthe ruling
classes. The same could be said with only slightly less force of the MughakEmpi
the ancient empires, a modicum of political unity was accohmgadisn the absence of
cultural unity. Globalization appears likely to do the opposite.

Modern globalization spreads global culture well beyond a ruling myna&itt
while the economic integration and cultural standardization accsimedl by
globalization may favor greater political integration, politicalty today is mainly
based on the dominance of United States, on local process of patitgakition such
as the European Community, and on the limited governance of some iot@hati
institutions.

In addition to its lack of well defined boundaries, the nature of modtavalgsm
is also fundamentally different from nationalism. The politicalyupiithe national state
made possible a distinctive method of risk reduction: cultural homagemand social



protection combined to reduce the risks associated with the meoketay. Tax and
transfer policies that redistributed income from the lucky to theckgldecreased risk
exposure, while those workers who had acquired job-specific skikstwéfiered from
the vagaries of the labor market by employment safeguards and ogempt
insurance. The willingness of the lucky pay to insure the unlucky etesrifa dice had
been rolled was enhanced by the feeling that “it could have beense#,aiproduct of
cultural homogenization.

Modern globalism not only lacks the international institutions allowsigjal
protection on a world scale, it also makes the traditional fornsoaal protection
offered by the national state increasingly problematic. The isedamobility of capital
and other factors of production owned by the relatively well off hasged\a rationale
for shifting taxation away from these factors, thus raising the cost afgmtiesigned
to redistribute income within the nation statecreasingly competitive goods markets,
along with greater mobility of capital and professional labor lsamsraduced the scope
for trade union bargaining (Choi (2004)) and in some countries weakened gdtiprot

Moreover, cultural standardization-- the other instrument by whidloradt
economies have traditionally insured their citizens againstgkeaf market mobility --
is very limited in the internationally integrated economy. Actetse dominant cultural
standard — English fluency -- is much more unequally distributed on a walédtbat
the national equivalents within national boundaries — fluency in the national ¢ggngua
The resultis adivision between those endowed with mobile ctigdleassets that are
easily redeployed throughout the global economy e€dbmopolitas — and those that
have skills that are less mobile and more specific to the nhtmoaomy -- the
provincials The distinction, roughly, that is between the skills typical oppeworking
in Silicon Valley and Detroit, or Bangalore and Kanpur.

Cosmopolitians- even those with modest incomes -- may prefer to reptasal
protection with cultural standardization as their pretefoem of insurance, withdrawing
where possible from the mutual insurance system that charasteatonal states. Like
financial capital, these workers may become difficult to tax. Theiivelgteasy exit
from a national system of mutual insurance makes it even moraufitbdinance the
traditional forms of social protection supplied by the nationaé saatd worsens the
situation of those workers who lack access to the global cultural standard.

The partial cultural standardization associated with modern globaiey thus
create a world cosmopolitan elite communicating amongst themsehzesew Latin
that cannot be used as a working language by the vast majohi¢adpulations among

* We say “has provided the rationale” because the evidence thatawtry
investment is more sensitive to tax differentials among nati@msgreviously is thus
far lacking.



whom they live. The result would be an information-age equivalent to thgm@idam
societies studied by Gellner, presided over by an elite whose higinecuhites them
around the globe as it separates them from the rest of theiooietiss, who are in turn
separated one from another by the persistence of linguistic andatditvisions. The
fact that many workers of modest incomes will count themsedwesng the
cosmopolitans differentiates modern globalism from the ancieniagsocieties and
empires. But, as we will se, this may also exacerbate thiergpafacing the nationally
based welfare state.

The Politics of Insurance

To show this, we will model the social insurance preferencasciizenry of
identical decreasingly risk averse individuals. Preferences@ugitizens are identical
but, due to differences in the nature of their income earnindsaskey differ in
expected income and risk expostitean individual’s utility as a function of herincome
is U= U(y) then the Arrow-Pratt measure of risk aversiok #s -U” /U’. If the ultility
function is less concave at higher levels of incomeMayck 0, thendecreasing risk
aversionis said to obtain, meaning that the rich are less risk averse than tife poor.

While the concavity of the utility function undoubtedly captures important
aspects of behavior in the face of risk, it certainly misses imgartéuences such as
aversion to uncertainty, ambiguity, and fear of the unknown. We theregmea
framework in which the concavity of the utility function as but onmahy reasons a
citizen may wish to avoid risk. The approach captures the AP@it-logic under
appropriate conditions, but is not restricted to it. The basic ideatisxpected income
as a “good” and the variance of income as a “bad.” Social insusaacedy of reducing
one’s exposure to the bad by trading away some of the good.

Suppose the incomeof an individual with a given set of assets income varies
in response to stochastic shocks according to

(2) y=z+g

> We are here following the work of Sinn (1995) and Domar and Musgrave
(1944)) who modeled the welfare state as a process of redistributiorhigdotky to
the unlucky rather than from the rich to the poor. Our model is anadidapof
D'Antoni and Pagano (2002). Contrary to compelling evidence of widespriead fa
mindedness and concern for the less well off even among higioeme earners
(e.g.Fong (2001)), we assume that our citizens are entirely self regarding.

® Evidence that risk aversion is decreasing in income is presantgaha,
Shumway, and Talpaz (1994)



whereg is expected income arrls a random variable with mean zero and unit standard
deviation. Thusg is the standard deviation of income, a measure of risk. Then tee wri
the individual’s utility function as

3 v=9goc}

With suitable restrictions on its partial derivatives, this fiomctexpresses the
individual’s positive valuation of higher levels of expected incornye 0) and negative
valuation of more uncertain incorfe < 0), without implying that the latter is due to the
concavity of the functiotJ(y). Because of the particular way we have introduced risk,
however, this function is also able to capture the logic of the Arrow-Pratt méasure.

The indifference loci representing an individual with decreassigaversion

High income High/incojne
cosmpolitans inci

Low income
cosmopolitans provincials

Figure 1. Indifference loci of a decreasingly
risk averse citizenry with a taxonomy of
citizens according to their assets and
associated expected income and risk
exposure.

" The general utility functiok/(y) can be expressed as a simple two-parameter
utility function in this case because the variation in income nergeed by what is
termed a linear class of disturbances. The technical detaits &ardhan, Bowles, and
Gintis (2000), drawing on the earlier work of Meyer (1987) and Sinn (1990).
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appear in Figure 1.  They are increasing and convexflat at the vertical intercept
(v, = 0 foroc = 0), become flatter for increasiggvhenc > 0 and become steeper for
increasings. The slope of an indifference locusg,/v, = n(g,0), is the marginal rate of
substitution between risk and expected income. fifwis) is a measure of the level of
risk aversion experienced by an individual faced with a given le\edpEcted income
and risk. It is clear that this measure of risk aversion igasing in the level of risk
exposure (movements to the right in Figure 1) and decreasing in the level dédxpec
income (movements upwards in Figure 1).

Figure 1 also indicates the,f} pairs associated with four classes of citizens
demarcated by their income levels and risk exposure.

Now suppose the citizens may tax themselves at &, fdging to each citizen
an equal share of the proceeds of thetid{d-w), wherey®is mean income and is
the proportional loss in distributed benefits due to administration, deguvesses,
capital flight or other costs of operating the system. The citizentst@osind transfer
expected income is now:

@) g =91 +ty(1-w)
and its standard deviation, , isc(1-t).

Varyingt affects both expected income and the standard deviation of income.
The effect on expected income (differentiating (4) with redpexis -{g - y°(1-w)} and
the effect of variations ihthe standard deviation of income ¢ Thus fore>0 this
“insurance technology” implies a “price of insurange,’hamely the loss in expected
income associated with a reduction in risk exposure, or what mesnhbed the marginal
rate of transformation of expected income into risk reduction. This j@just the ratio
of the two effects of varyingso

®)  p={g-yY(Aw}/o

If she could unilaterally determine the tax rate, the citiZzeoss expected income is less
thany®(1-w) could “purchase” insurance at negative cost gi<.0), benefitting from
both the risk reduction and the fact that her transfer will exbeethx payment. The
price of insurance is increasing in expected income and declmnngk exposure, as
one would expect.

What tax and transfer level would citizens prefer, if theyewsrposition to
determinet? A citizens with g > y°(1-w) would maximize expected after-tax and
transfer utility,v' =v{g'(t), o' (t)} by selecting the value dfthat equates the price of
insurance (the marginal rate of transformation of expected income into riskioagluc



to the marginal rate of substitution between risk and expected inc@me=m. In
figure 2 this optimum is poirat for a person whose assets placed hat. at

A person whose assets placed him at poibetter off than at poir#’ and no
more risk exposed, would prefer a tax rate of zero (if he couldobk\wappily run the
tax system in reverse, settiz and with all citizens paying a given lump sum in return
for a linear subsidy of their earnings, but we will not consider this case). Thuanwe c
divide the citizenry into two classes: those whose asset pogélde a positive optimal
tax rate, and those who would prefer no social insurance.

We know that an individual with no risk exposuse 0) and g =y°(1-w) will

be indifferent to the choice df for it will affect neither his risk exposure nor his
expected income. Now consider a person for whgpaxceeds y°(1-w) by a small
amount. If the person is not risk- exposed, he will oppose social inspipamtgere will
be some level of risk exposure that will make him indifferetvben no tax and a
positive tax rate, namely that for whigl=n . The (ge) pairs for whickp =1 form the
zero tax locus in figure 3. Those whose assets place them abaeedhax locus will
oppose social insurance, while those below it will support some level of taxation.

Figure 2. A citizen’s optimal level of insurance.
The person with assets which the absence of
insurance would yield the outcomeaaprefers to
purchase insurance at the price indicated by the
slope of the “insurance technology” loctts,
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This view of voter preferences receives support from a study bgelveand
Soskice (2001). They estimated the relationship between support fetritedive
measures and the degree of specificity of an individual’'s skitise social survey data
sets in 11 advanced democracies in the late 1990s. Conditioned on other infturences
political preferences (income, sex, employment status, partyaidin, and age) the
degree of skill specificity is a highly significant deternminaf support for redistributive
policies, equal in effect size to income (that is a standardtaevidifference in skill
specificity is associated with a difference in redistribugieferences an equivalent in
size to a standardization deviation difference in income.)

y*(1-w)

Figure 3. Social insurance: Pro and con
Individuals whose assets place them at p@rus

b favor zero social insurance. Individuals above
and to the left o andb oppose social insurance.
Thezero tax locus-the heavy dashed line -- is the
locus of all such points. Thus those above the zero
tax locus oppose social insurance; those below it
support it
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Globalism vs the Welfare State?

Consider three effects of globalism. First, the costs of rédmdisbn may
increase. In our model this is just an increase,iwhich (from (5)) has the effect of
raising the price of insurance, increasing the slope df tbeus in figure 2 and thereby
shifting the zero tax locus downwards. As a result more citesenisicluded in the con
rather than the pro classes.

Second, if economic integration raises incomes (as one may éxjpedb on
average), it will move citizens upwards in figure 3, leadingettuced support of the
welfare state.

Third, globalism may alter the distribution of citizens incfgspace. Rodrik
(1998), Garrett (1998) and others have suggested that openness mag s\qupast for
the welfare state by increasing risk exposure (shifting vaoetise right in figure 3.)
These effects appear to have been at work in a number of counttigdingthose that
pioneered the institutions that we now call the welfare statei@ and Wallerstein
(1995)2

While we believe these effects to be operative in many cesebave above
stressed another possible shift in the distribution of citizenenteegence of a large
class of cosmopolitans, including many with middling incomes. To dizenthe
importance of this shift (through a bit of exaggeration), considérototype 19
century economy”. Itis composed of what Alchian and Demsetz (19%2) taassical
capitalist firms” whose single owner hires (in a daily spotke@ workers with few
firm-specific skills (what Marx termed abstract labor). An owner ofitdeagssets in
such a firmis highly risk exposed, as there is a substhdsain the value of an asset
once it is the installed — in the modern economy typically axadk half of the initial
cost (Asplund (2000)). By contrast, the workers’ job assets — abktbact— make
them much less risk exposed. In this world, the owners would be ctaesad the high
income provincials in figure 1, while the workers would be the low income
cosmopolitans: the distribution of citizens would lie in the “north’eamt “south west”
quadrants. Of course most workers’ expected incomes would be sugk tyfét-w),
so most workers and all but the very rich owners would support the welfare state.

This economy is imaginary, but the contrast between it and mvagtbe the
emerging global order is striking. Workers now receive substaotiieénts, that is, pay
above their next best alternative. These are the result eftivarkers’ firm-specific
skills, or of the widespread use by employers of contingent renewal stgatédabor

8 The study by Iversen and Cusack (2000) of the sources of welfage stat
expansion in the advanced countries finds that technology shocks aotlirair
transformations of the economy unrelated to globalization have larger effects.
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discipline that result in equilibrium wages in excess of workesgrvation wages. And
while industrial assets are still highly specific, many of gsets used in the sales and
service sectors of the economy (far larger than manufacturingost advanced
economies) are quite general (buildings and computers, for exammeowér, in
contrast to the fictive classical capitalist firm, ownersbipthese assets is highly
diversified. Both diversification and the more general nature of thesets have the
effect of greatly reducing risk exposure. Additionally, there is @olarge class of
salaried employees whose high level of general skills, includiirgiteess to the global
cultural standard, greatly reduces their risk exposure. Thetfeearew cosmopolitans.

zero tax locus

g°(1-w) -

9

Figure 4. Changing distribution of citizens and
zero tax locus wunder the influence of
globalization. The dashed contours give the
distribution of voters. The dashed zero tax locus
shows the effect of the increased price of insurance.

Figure 4 illustrates these shifts. The inner dashed contour indeajesater
density of citizens, and the increasingly “north-west, south-easdy &f citizens
suggests a new dimension of support and opposition for social insuramegy tize
degree access to the global cultural standard. One cannot rude Gutin peaks”
distribution emerging, with a concentration of well-to-do cosmopolitaalsiess well
off provincials divided by a ravine of cultural disparity and divergssanomic
opportunity. To avoid unnecessary simplification, we have delibgrade specified
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how the national tax rate will be selected. So one cannot predeaftélseon the amount
of support for social insurance in general.

This is especially the case because the process of econoegaiiin is also
one of specialization, the effect of which is that countriesheittome more distinct in
the kinds of skills and other assets that their product mix req8uppose there are two
goods, grain and plows, and that in the absence of international exchange each of two
countries would employ equal numbers of worker-citizens producing thgdeds.

The demand for plows, as an investment good, is highly volatilg(bportional to the
change in the levaedf demand for grain), while the demand for grain, a consumption
good, is less volatile, depending on kel of income and population. Except for the
very well paid, those employed producing plows will be supporters of mseiravhile
except for the poorest, those growing grain will oppose it. Many motidie process
electoral competition would predict that the resulting social palmyld include some
but not very much social insurance.

Following economic integration, however, one country specializes in plow
production and the other in grain production. As a result, the voters in Riodgie
now almost uniformly supporters of social insurance, while the citizensairii& are
equally opposed (unless, of course, openness has increased risk expGaiaia
sufficiently to offset the reduction in risk associated withcgpation in the less
volatile good). The result is that economic integration may egdeater institutional
diversity, rather than, as is sometimes predicted, institutional homogenization.

Only slightly less transparent is the case where sectors differ impogtance
of specific skills, and integration leads to some countries dz@uipin producing
general-skill goods and others in specific-skill goods. This viasvanced by Hall and
Soskice (2001):38. *“...national institutional frameworks provide nationth wi
comparative advantage. In the presence of trade, these advantagegisieotise to
...Specialization.” In turn, according to Hall and Soskice, specializat those goods
for which a country has a comparative advantage is likely to supystitutional
divergence.

In theses cases, the specialization associated with integraipanhance the
diversity of ‘technology-institutional equilibria’(Pagano, Ugo (1993)ll Bind Soskice
have interpreted the differing social policies of the U.S. and Germany ingthisthe
German product mix requiring high levels of specific skills, phatection of which
through generous unemployment benefits and other forms of job protectipp@sted
by large majorities of the public. The presence of these sootalgpion policies, in turn,
allows these specific skill intensive industries to attraobilaand remain viable in
international competition.
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The presumption that globalism induces institutional convergence is based on
a simple, but wrong model. Global competition is represented as afksadection
pressure operating to force the elimination of inferior designs.gBagraphy and
history combine to make specialization advantageous, and given thahstitaéons
are better able to coordinate the production of some goods, while otltetiorst do
better for other goods, the increase in selection pressure may pdgergence rather
than convergence (Pagano, Ugo (2001). It was economic integration —arét aut
that induced the divergence in institutional structure between thegnagving islands
of the Caribbean on the one hand, and those economies of Central Asgicas
Costa Rica, whose geography is ill suited to plantation érdasother example: the
importance of family owned firms in the Italian economy distingshizom most of
its competitors, and is in turn explained by the fact that due to ecomtegration, Italy
increasingly specializes in those goods for which this form ofrganee is effective.

To the extent that some policies of social insurance are irsilegdly inferior
designs, while other nation’s lack of social insurance are atgaysilawed designs,
globalism will increase the pressures for policy convergencari@utannot say if these
forces will be offset by the persistence of distinct institufianangements associated
with high levels of specialization.

Optimal Specialization?

Investment in general rather than industry- or occupation-spesifis and
assets is a means of reducing risk exposure, and thus may betatsubstthe kinds
of social insurance modeled above. What may be termed a cosmopskteedriction
strategy may become increasingly attractive in those dgesantr which economic
integration creates pressures to reduce the scope of sociahoesaral job protection.
But, unless emigration is a feasible option, even those with gexssedk are vulnerable
in an economy specialized in the production of a limited range of gobiddsbecause
the protection against adverse price shocks offered by genentsl takss the form of
an ability to redeploy these skills in other industries or ocaupatior which the
relevant prices are substantially uncorrelated. The shock-inducedti@toof inputs
from one industry to another will generate adverse price effgetswhen assets being
relocated are entirely general. But in an economy with a diVfgosiolio” of industries
and occupations, these effects will be small as long as the elhadffected sectors are
small relative to the size of the economy as a whole.

® Ortiz (1963) describes the correspondence between the nature of agricultural
crops — tobacco and sugar — and the institutions governing their poyductpre-
Revolutionary Cuba.

15



The existence of such a diverse “portfolio” of industries and occupaspns
however, a public good in the sense that it provides general risk-madbetefits that
are not accounted for in the individual’s utility- or profit-maximgchoices concerning
occupational or sectoral location. For this reason economies guided dntipglyate
incentives will tend to overspecialize. Global economic integratibrewacerbate this
market failuref it increases risk exposure and reduces the scope of substitaseofor
risk reduction such as social insurance. (We have given reasons atbowbttthat these
widely presumed effects of globalization will be uniformly expeced among nations.)

Conclusion

If we are correct, understanding the impact of globalism on napofiaies for
redistribution and social insurance would be enhanced by greatematterttie degree
of specificity of the assets held by people and to the possiblegence of a large class
of cosmopolitans with little interest in traditional socialurace policies and weak
solidarity with co-resident provincials. It would be valuable to knowvaraesmpirical
matter, if among people with similar incomes those with more general sotu¢and
to oppose social insurance. Equally important is the possible divergénational
institutional trajectories as a consequence of more advanced tdvealpecialization
made possible by global integration. Are there empirical gasgkich divergence in
social insurance policies can be plausibly linked to divergent patitspecialization
following economic integration?

Our approach also suggests some interesting puzzles. Why, for exarglhe
children of the relatively well off the cosmopolitans, while thigdren of less well off
tend to become provincials? Given the greater risk aversion ottidegeoup (parents
and children alike), one might have expected the reverse. Of coumsssi countries,
the types of education experienced by the two groups differ, witbogr@opolitans
more likely to gain a classical liberal arts education inclutdinguages, while the latter
acquire occupational skills. But there is a substantial eleofectioice involved in
implementing this difference. Are the general skills ottb&mopolitans complementary
with wealth, so that the asset poor benefit less from learning English, or praggamm
skills, for example, than the children of the well to do? Anotheguntrg puzzle would
be to understand one of the few effective political coalitionssacthe provincial-
cosmopolitan divide, namely the anti-globalization movement in EurngeNarth
America.
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