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Abstract:  Global economic expansion has occurred with a distinctly Western character.  There is a strong bias by many conservative business leaders and politicians that if developing nations are to reduce poverty and create the kinds of economic opportunities that they desire, they must adopt US-like business practices and institutions.  (In effect, capitalism and democracy, which they see as codependent philosophies, are the answers to the problems of the world.)  At the same time, US corporations have come under massive public scrutiny for their lack of effective governance, with legal and ethical violations creating outcries for reforms.  

Backlash to economic globalization and the idea of “Westernizing the world” has ranged from protests at meetings of the WTO and the Economic Forum, to declarations at the World Summit and other UN-sponsored meetings, to kidnappings of employees and terrorist attacks.  Destruction of the World Trade Center was apparently an assault on the ultimate icon of Western arrogance.  On the other side, pro-Western business advocates can be found throughout Asia, Africa and Latin America, just as anti-globalization protestors are found throughout the US and Europe – creating a complex, international web of strange bedfellows.  

Global business leaders need stable political environments and sound economic and educational institutions, amongst others, in order to succeed.  Political leaders often live or die, professionally, on the prosperity which they bring to their people, in the form of jobs and future opportunities.  Effective governance must now encompass both socio-political and economic concerns across the spectrum of cultures and nations.  

Typical reactions to this dilemma have called for egalitarian forms of governance.  But simply having diverse representation, such as adding labor representatives and other stakeholders to boards of directors, often impedes decision-making more that it resolves problems.  The alternative approach has been “strong leadership” – which is efficient, but often not effective.  Many current leaders (CEOs, board members, etc.) want to assume that acquiring a global perspective is only a matter of becoming informed and/or traveling widely.  In reality, future governance will most likely require “global citizens” who appreciate the many aspects of diversity (racial, cultural, socio-economic, ideological, etc.) at an intuitive level, outside the bounds of typical Western executives.  
Paper:

Inherent in governance is the notion of regulation.  The term traces back to the Greek, kybernan, meaning “to steer,” and very close to the Greek kybernetes, meaning “helmsman,” from which the term cybernetics was derived (Webster’s New World Dictionary, 1980.)  
Recently, governance has become almost inextricably linked in popular media as part of “corporate governance,” as both the blame and necessary remedy for financial scandals that have plagued corporations, financial institutions, and regulatory bodies in the U.S.  As of January 2004, trials and other legal proceedings were just underway, or preparing, for former corporate executives of Enron, WorldCom, Tyco, Adelphia Communications and others.  Accounting firms, who were supposed to provide independent audits of the corporations’ financial records, were implicated and investigated as a result.  Wall Street financial firms followed, including recent allegations of “market timing” being used to make money for the firms, at the expense of mutual fund investors.  Finally, the chairman and CEO of the Securities and Exchange Commission was replaced, following an uproar over his compensation.  In Europe, financial scandals have been reported involving Parmalat in Italy, and Adecco in Switzerland.  
The response in the US has been to call for more transparency and more accountability.  The Sarbanes-Oxley Act of 2002 required that senior corporate executives verify and take legal responsibility for the financial reports of their organizations.  Boards of directors focused on audit committees as key to improvement.  The US Congress also created the Public Company Accounting Oversight Board.  In an interview with USA TODAY’s editorial board, January 13, 2004, William McDonough, chair of the board, explained that the reason for this was that “congress and the president decided that a previously self-regulating profession, [accounting], could no longer be trusted to be self-regulating.”  When asked how accounting oversight had gotten so out of hand in the first place, McDonough explained that it was convergence of two developments.  One was the dramatic rise in the pay of executive compensation.  The other was “the belief that you could predict earnings and there should be an ever-rising upward trend in the earnings report.”  Exceeding analysts’ predictions, of course, drove up the stock price of the company, which increased the value of stock options.  This led to an environment in which many players benefited from subtle, behind-the-scenes collusion.  
Concern about executive compensation was echoed by New York Attorney General Eliot Sptizer in a speech an investor gathering hosted by Kroll, Inc., reported by Reuters News Service on January 13, 2004.  According to the report, he told the audience that the rapid rise in CEO compensation actually indicated a failure of governance on the part of corporate boards of directors and institutional shareholders.  According to Spitzer, the ratio of average worker salary to CEO compensation in the US in 1980 was 41 to 1.  Presently, the ratio has risen to 411 to 1.  The failure of corporate governance has created “imperial CEOs.”  
One possible explanation for the lack of an earlier response, by the public, regulators, or political leaders, is that the majority of citizens have a strong, vested interest in the rise of value in the market.  According to information from the Federal Reserve (as reported by the Securities Industry Association, www.sia.com ), nearly three-quarters of Americans’ liquid assets are invested in securities-related instruments, including stocks, bonds and mutual funds.  In 1975, 55 percent of individual Americans’ assets were held by banks.  A rise in the stock market is good news for political leaders as well, since credit for the overall economy is nearly always claimed by those in power at the time.  (Poor economic news, of course, is always blamed on a carry-over from the previous administration.)  
The Spread of Capitalism 
Concern about governance and corporate scandals is not just an issue of Americans’ wealth and jobs, or even the implications for other investors and markets.  Since the fall of the Berlin Wall, there has been pressure for market capitalism, and specifically the “American success story”, as a model for economic growth throughout the world.  It’s not to say that the world has wholly embraced Americanism – that’s obviously not so.  But it has been the easiest visualization of individual potential for people around the world.  
The dominance of American-style capitalism has been reinforced through institutions such as the World Trade Organization (WTO) and the World Bank (both of which are accused by some of being only tools of American politicians and ideologues.)  As part of its accession to the WTO, for instance, China had to agree to a 900-plus page legal document, requiring significant changes in its legal and financial systems.
  It would appear, from at least one perspective, that the required changes have been quite positive for China, since it is now one of the fastest growing economies in the world.  China began its economic reforms in 1979, though, and has focused on economic progress as primary goal for some time.  

Reforms related to World Bank and International Monetary Fund (IMF) requirements have not paid off so well in Latin American, where numerous countries have defaulted on loans and refinanced to the point that risk levels are almost beyond what investors are willing to tolerate.  While there is potential for optimism, dramatic improvement is not likely to come about quickly.  
The issue of concern is what, if anything, the recent problems indicate about the model itself.  It is not just a question of economics.  The changes assumed to be needed by developing countries affect almost all aspects of societal structure – where people live and how they spend their days, how their political and legal systems are structured, what educational systems are required, and ultimately how they relate to each other as a society.  The same questions also have to be asked of the “developed” countries, as the nature of work and structure of organizations changes rapidly.  
The economic system envisioned by Adam Smith relied on a dynamic balance – a state of equilibrium – between buyers and sellers.  Forces of supply and demand drove prices up or down in general, but individuals were free to set the prices for specific transactions.  Freedom and responsibility rested with the individual, with an implicit understanding of caveat emptor (buyer beware) and caveat venditor (seller beware).  
In order for the marketplace to function, there had to be a larger sense of trust; that transactions could be made in good faith and enforced, that basic security of individuals would be protected (e.g., sellers and buyers would not be subject to violent attacks by thieves when they showed up to make exchanges) etc.  Therefore, a “rule of law” was necessary, including some system for settling the inevitable disputes about transactions themselves, as they arose.  Within these very limited bounds, though, there should be as little direct control or intervention as possible, so that the “invisible hand” could regulate the system.  Individuals working for their own best interests would create a greater good for all.  
The 19th and 20th centuries saw the rise of monopolies and “trusts” as resourceful individuals capitalized on their own good, through the efficiency of organizational size and control of resources, and to the detriment of consumers and the public.  Political response came in the form of anti-trust laws, which mandated competition.  Nonetheless, corporations continued to be driven by dominance of market share and economies of scale.  Through most of the 20th century, regulations on businesses increased significantly, with respect to labor laws, environmental standards, safety regulations and whole industries that served the public interest (e.g., airlines.)  The 1980s saw the beginning of a reversal of this trend, with deregulation of industries taking precedent.  By the 1990s, world-wide free trade had become the goal, with passage of the North America Free Trade Agreement (NAFTA) and work towards more open agreements between all countries.  
The free-market system, of course, developed in contrast to the centralized planning of socialist and communist economies.  But the differences have turned out not to be as dramatic as might have been assumed.  As noted by British economist John Kay, the 1960s were the peak of centralized planning, both in national economies and corporations.
  By the 1970s, the inefficiencies of centralized planning had become apparent, and started being replaced by the notion of visionary, heroic leaders – a concept still dominant today (as witnessed by the desperation of corporate boards to keep their CEO “superstars” through exorbitant compensation.)  As explained by Kay, “If you have an aggressively individualistic perception about how the world works, then it is hard to understand that it’s the corporation as a sort of organism and entity that is the strength of market economies.”
  
Questions About the Model of Capitalism
Kay describes what he calls the four myths of the American business model: 

1. Greed is the most important motivation in economics 

2. As few restrictions and limitations as possible should be imposed on the operation of markets 

3. Successful businesses need minimal state authority 

4. There is need for minimal taxation
 

According to Kay, the countries that actually operate closest to these principles at present are Nigeria, Haiti, and modern Russia.  Obviously, these don’t present a story of the success for the idealized model.  
Hormats provides an interesting comparison between modern issues of globalization and the issues faced by the US in the 19th century.  With respect to regulation, he notes the development of the railroad industry.  As he explains: 
The railroads successfully resisted – in court and in Congress – curbs on their growing economic power.  The resulting unregulated competition led to over-building, stock market crashes, corruption, and ultimately an oligopolistic industry.  For leaders of emerging economies, the American experience with railroads is a good lesson in the dangers of providing government support for an industry without also putting in place sufficient or effective regulation.

Economic Systems
The perceived functioning of any system begins with where the boundaries are drawn, and therefore what constitutes “the system” versus the elements of “the environment.”  At present, there is considerable conflict and confusion regarding boundaries in the world, which complicates the understanding of how, and whether, systems are governed.  
Political boundaries still form the most distinct and important lines of demarcation in the world today.  They define the environments within which legal systems exist, as well as citizenship, taxation and so forth.  National political borders also support notions of sovereignty and military authority.  International organizations and alliances, of course, have existed for some time, but remain subject to the agreement of member nations.  Within the European Union, though there is one currency, there are still separate, national economies.  In the US, states rights remain a significant issue, and though state borders don’t restrict employment or commerce (generally), they do affect the beneficiaries of economic development (as supported by the ongoing passage of “pork barrel” legislation to benefit local voters and constituents.)  
By contrast, 51 of the world’s 100 largest economic entities in 2000 were multinational corporations rather than countries.
  Political parties and multinational corporations, as distinct types of social systems, operate on different principles.  They are quite interdependent, though, in the generation and regulation of resources throughout a society.  While corporations and their respective executives remain subject to both national and international laws, economic development is a cornerstone of political stability, and the foundation on which progress is hoped and promised for the developing world.  
The development of economic systems, largely through their co-evolution with data technology, has far outpaced the development of political systems.  Goods and services (especially in electronic forms, including voice transmission), as well as capital, flow easily and quickly across international borders.  It would seem apparent that whatever the shape and scope of economic systems, they will have to be defined more and more separately from political systems.  
Free Trade vs. Protectionism 
One of the more significant public debates today involves free trade versus protectionism.  The US, of course, has long seen itself as the champion of free trade.  That position was questioned (again) recently, though, when the US imposed tariffs on steel in 2003 – a position which it had to retract soon afterwards, due to international backlash.  The free hand of free markets is a wonderful theory, but one very hard to live by when it is “others” who appear to be the beneficiaries, at the expense of local jobs and decreasing wage scales.  
Agricultural subsidies are probably the most controversial trade issues at present.  They have been at the center of protests against the World Bank for some years, most intensely at the recent meeting in Cancun, Mexico.  As explained by James Wolfensohn, President of the World Bank Group in an address to the board of governors of the World Bank and IMF (September 2003), “It is inconsistent to preach the benefits of free trade and then maintain the highest subsidies and barriers for precisely those goods in which poor countries have a comparative advantage.”

Intellectual property rights are probably close behind in terms of magnitude – and growing rapidly.  Theft of music, movies, computer software, and other forms of digital information are estimated to have cost the US $9.4 billion in 2001.
  Intellectual property and agricultural rights converge when discussing hybrid seeds and genetically modified crops, issues that push the edge of the concept of ownership.  
Ownership and Inclusion
A free market system requires an understanding of rights of ownership.  This was expressed to me most recently by a young entrepreneur in Bangalore, India, who explained that no such understanding or protections existed in rural areas of India, and therefore no incentive was present for those with new ideas who wanted to turn them into products or services.  Another person would simply copy the idea and begin competing for customers.  On the other side, of course, is the restriction of trade which equally limits new ideas and businesses.  
International economies have long histories of imperialism – essentially, the economic dominance of weaker persons and nations.  Colonies were established both as sources of supplies and materials, and as consumers for goods, but with no intent that they would compete economically against the “mother country.”  Developing countries of the world are still recovering from artificial boundaries and imposed forms of political systems.  

In an article originally published in 1998, Prahalad and Lieberthal described what they call “corporate imperialism,” which is functionally a continuation of the same mindset.  As explained in their article, “When large Western companies rushed to enter emerging markets 20 years ago, they were guided by a narrow and often arrogant perspective.  They tended to see countries like China and India simply as targets – vast agglomerations of would-be consumers hungry for goods and services.”
  As a result, they typically focused on selling existing goods and services to the most affluent and Western-like consumers, missing the great majority of potential customers.  Prahalad and Lieberthal speculated that, “Success will require more than simply developing greater cultural sensitivity.  The more we understand the nature of these markets, the more we believe that multinationals will have to rethink and reconfigure every element of their business models.”
  
The breakdown of traditional markets can probably best be seen through the development of “black” markets or “shadow economies.”  Naim describes what he calls the “five wars of globalization.”
  These are: drugs, arms (weapons), intellectual property, people (smuggling of illegal aliens), and money laundering.  In addition, he cites trade in human organs, endangered species, stolen art and toxic waste as huge sources of international profits.  His prediction is that these “industries” will continue to grow, given that technology is often as easily available to criminal networks as it is to law enforcement agencies.  In addition, he points out four common characteristics that reinforce these illegal activities: 1) they are not bound by geographical barriers, 2) they defy traditional concepts of sovereignty, 3) they juxtapose governments against market forces, and 4) they pit bureaucratic organizations against networks.  
An Alternative View of Governance
The central question for this paper, then, is how we should govern in a global marketplace.  From one perspective, markets appear to be out of control – or at least currently out of balance.  That perspective is being addressed through corrections by “helmsmen” in the form of new laws and regulations, and the prosecution of wrong-doers.  From a broader perspective, though, it may be that markets are only in the process of a self-correcting evolution.  It may well be that they are involved in self-governance.  

Entrepreneurs provide the seeds of innovation and growth in market economies.  They are by nature and by necessity, risk-takers.  The same basic motivations can be seen in the activities of corporate executives and successful large-scale criminals.  Both play the “rules of the game” to their own advantage, and have outwitted or outlasted competitors to get to where they have.  Born to different lives and opportunities, it is hard to speculate how differently they might have acted.  From this perspective, it is the “playing-field” of the environment that may be in question.  As Kay explains, “markets actually operate – and can only operate – through an elaborate social, political, and cultural context.  While some of that may be government regulation, a lot of it is self-regulation – the ways people expect to behave.”

At present, the global marketplace is one of vast inequities.  As explained by Wolfensohn: 

In our world of six billion people, one billion own 80 percent of global gross domestic product (GDP), while another billion struggle to survive on less than a dollar a day…Over the next 25 years, 50 million people will be added to the population of rich countries.  About one and a half billion people will be added to the population of the poor countries.  Many will experience poverty and unemployment, as well as disillusion with what they see as an inequitable global system.  A growing number will leave their home countries to find work.  Migration will become a critical issue for us all.

In such an environment, continued conflict, unrest and violence are easy to predict – all negative aspects for political, economic, and broader social systems.  But the implications of an imperial model go much further.  Workers in developed countries have long found their efforts primarily benefiting those at the top, with the hope of rising themselves in the hierarchy.  The demands for being included as part of successful organizations has only continued to increase, and the marketplace for even skilled labor is likely to drive demands higher and wages lower in the near term.  Theoretically, this is just a result of market forces.  
Wolfensohn, though, reports in his speech on a meeting with youth leaders in Paris representing 120 million members worldwide, of all descriptions – young leaders he described as global citizens.  (“They have grounding in their own cultures, but they respect others.”
)  The message he heard was their desire to be part of the future, but not one based solely on economic issues.  They challenged existing values and beliefs.  As Wolfensohn noted, there will be 3 billion people under the age of 25 by 2015.  Most of these will be in developing countries, primarily in Asia (and in India, specifically.)  
American culture and its icons of individual freedom and prosperity are infiltrating the high-tech office and call centers of developing countries.  Young workers wear jeans, watch American television shows and movies (often as a way of learning to communicate with American customers) and are beginning to emulate American patterns of behavior (sometimes to the vehement protests of their parents.)
  But no longer do the best and the brightest of the world contribute just to the American dream.  They dream their own dreams, and are helping to create economies in their own countries to fulfill them.  The freedom of world markets is taking jobs and work to them as fast as it can.  
Undoubtedly, international institutions will continue to grow, setting standards and regulations for global trade, and attempting to provide a sense of trust and fairness (and thereby reduced risk) for markets. In many ways, this is the trend being set by powerful countries and MNCs, which control prices and access to markets at present. In a fluid, global environment, though, governance as most Americans envision it is not likely to predominate indefinitely.  More likely is a turn back towards the more open, self-governance of truly free markets, in which sellers own their products and services, including the rights to exchange these at negotiated rates.  (The work of individual employees, for instance, would not be wholly the property of the corporations or institutions which employed them.)  In the short term, this could well look like chaos and anarchy, resulting in mass inefficiencies in costs and production.  In the long term, governance would gravitate to the level of individuals, requiring cooperative self-discipline by all, and possibly the emergence of true democracy.  
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