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Abstract 

We examine the effect of globalization on the range of policy choice available to 

governments in different countries and to parties representing different constituencies within 

particular countries. It is not easy to find reasons policies would differ across and within similar 

countries even if they were economically autarkic and politically sovereign. Economic openness 

may increase income inequality in at least some countries, leading to higher tax rates and larger 

partisan differences, but tax competition reduces inter- and intra-country differences, so that the 

net effect of globalization is indeterminate. Emulation and conditionality may cause policy 

convergence even when national conditions remain different. In the end, there is probably little 

for globalization to narrow. The dissatisfaction with democracy in the globalized world may be 

due not to the narrowness of the space between the constraints but to the policies feasible under 

these constraints. 
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1    Introduction 

We examine the claim that globalization narrows policy choices, thus 
depriving citizens of the ability to decide through the democratic process. 
By now a conventional story is that “globalization,” whatever it is, 
sharply restricts the capacity of national governments to pursue policies 
preferred by citizens of their countries. Moreover, since the external 
constrains are overwhelming, parties representing different interests 
within each country are forced to propose the same policies or at least to 
pursue the same policies if elected. Hence, the democratic process is 
impotent. Here is how The Economist (27 September, 2001) sees the 
current public opinion: “The institutions that in most people’s eyes 
represent the global economy - the IMF, the World Bank and the World 
Trade Organization - are reviled far more widely than they are admired.... 
Governments, meanwhile, are accused of bowing down to business: 
globalization leaves them no choice. Private capital moves across the 
planet unchecked. Wherever it goes, it bleeds democracy of content and 
puts 'profits before people’.” 

Note that this claim is twofold. Globalization may push governments 
in different countries to follow similar policies. It may also compel 
parties representing different constituencies within particular countries to 
propose and implement similar policies. Another way to make this 
distinction is to think that globalization may reduce policy differences 
across economic conditions or may reduce partisan differences under the 
same conditions. These effects may operate in conjunction: if all 
governments have to pursue the same policy, then it makes no difference 
what parties propose in elections. But they need not to: national 
governments may have a choice but parties may still offer the same 
proposals. Moreover, the implications of these two effects for democracy 
are not the same. 

To study the impact of globalization on the differences among 
politically sovereign countries, one can rely on the workhorse of political 
economy, the median voter model. Even if (two) parties within each 
country represent different interests, as long as they know the distribution 
of voter preferences, they converge to the ideal position of the voter with 
the median preference. With regard to policies that entail any kind of 
redistribution, this preference depends on income inequality and on the 
shadow cost of public funds. Hence, if each country autonomously 
chooses policies through the democratic process, the impact of 
globalization can be decomposed into its effect on income distribution 
and the effect on tax competition. This is, however, not the end of the 
story, since national policies can be coordinated voluntarily at the 
international scale or imposed from the outside independently of country-
specific conditions. By forging a widespread opinion about best policies 
or by conditioning investment, loans, or aid on particular policies, foreign 
actors may either alter the preference of the decisive voter or insert a 
wedge between the preferences of less well informed electorate and better 
informed governments. 

The impact of globalization on partisan differences within countries is 
much more  difficult to determine.   Clearly,  if everyone knows that 
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whichever party is elected will be subject to overwhelming external 
constraints, either parties will propose the same policies or their electoral 
proposals will not be credible. Suppose, however, that national 
governments have some margin in choosing policies. Does purely 
economic interdependence reduce the difference between policies of 
parties representing different interests? 

To answer this question, we need to understand why parties would not 
converge to the same policies in politically sovereign countries, which is 
not obvious. Even if parties represent different interests, policies are 
constrained by incentive considerations originating from private 
decisions to save and to work, and these constraints may be sufficiently 
tight that in the end, as Clark (forthcoming) puts it in the title of his book, 
it may be “Capitalism, not Globalism” that forces different parties to 
adopt similar policies. Electoral constraints also push parties to converge: 
after all, to pursue policies, parties must win elections, and to win them 
they must receive support from the same group of marginal voters. 
Moreover, to the extent to which money influences political outcomes, 
political parties are more likely to win and to retain office if they pursue 
policies that generate financial support (Miliband 1970, Grossman and 
Hellman 2001). Hence, there are good reasons to expect that, even in 
completely isolated countries, parties with different ideological 
orientations would propose and implement similar policies. Indeed, a 
cursory glance at the history of economic policies in Western Europe 
shows that most of the time they did (Przeworski 2001). Hence, it is not 
easy to find something for globalization to restrict. 

The paper is organized as follows. First, we conjure a counterfactual 
of an autarkic, sovereign country and examine reasons parties would 
converge to the same policies even under such conditions. To establish a 
benchmark, we introduce a model in which parties do not converge. Then 
we lift the assumption of economic autarky, by allowing commodity and 
capital flows, and examine their impact on cross-country and intra-
country policy differences. Subsequently, we relax the assumption of 
political sovereignty, allowing policies to be coercively transmitted 
between countries through various mechanisms. We end by claiming that 
no conclusions about the impact of globalization on policy choice can be 
drawn given the current state of knowledge and then speculate about the 
impact of globalization on democracy. 

2    Benchmark 

The first difficulty is raised by the question “compared to what?” If 
globalization restricts the range of choices, we need to know first what 
this unrestricted range is. Hence, we need a benchmark. 

Consider a world composed of countries in which governments are  
not  subject  to  any  external  constraints:  autarky  in  the  economic  
realm  and sovereignty  in  the  political  realm.  No  goods  are  traded,  
neither  capital  nor  labor  moves  across  borders,  there  are  no  
international  credit  markets,  no  international  organizations  or  
agreements,  and  no pressures  by  external  actors  to  influence  policies 
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The equilibrium tax rates increase in income inequality and decline in 
the deadweight costs. But, in this model, parties converge to the same 
platform even if they represent different constituencies. 

As the preceding discussion suggests, even if countries were 
completely autarkic economically and sovereign politically, the range of 
choice of governments in capitalist democracies would be limited by the 
constraints originating from private property and from electoral 
competition. Private property implies that decisions about the allocation 
of resources are made privately and that they are sensitive to relative rates 
of return. Since policies affect rates of return, governments must 
anticipate the effect of their policies on the rate of utilization and the 
allocation of resources. Electoral competition, in turn, forces parties to 
anticipate the effects of their proposals and of actual policies on their 
chances to be elected and reelected. If they share beliefs about the 
distribution of voters and about the effects of alternative policies - and 
they have ample opportunity to learn from experience - parties are pulled 
toward the same platforms and policies. 

2.2    Choice under Sovereign Autarky 

To examine the effects of globalization on the range of policy choices, 
one cannot begin on the assumption that in a non-globalized world parties 
would represent citizens who want different things, would propose 
different policies, and implement them if victorious. Parties may 
represent different constituencies, but they face constraints originating 
from their local economy and they must win elections to pursue policies. 
Moreover, if they learn from experience, most of the time politicians of 
different stripes believe the same. As a result, most of the time, they do 
the same while in office. Hence, even in a world of autarkic economies 
and sovereign states, we would expect to find only limited differences 
between parties within each country and, if learning transcends borders, 
only small differences among governments of different countries facing 
the same conditions.

2
 

Given this conclusion, we might as well end the paper right here, just 
with a rhetorical question: “What is there for globalization to narrow?” 
But since we would not have fulfilled our assignment, we need to 
investigate under what conditions parties would offer different proposals 
and pursue different policies in an autarkic, sovereign country. We know 
from Roemer (2001) that divergence is to be expected in an electoral 
equilibrium if parties represent different interests and if they are uncertain  
about   something.

3
   The  former   assumption  is   realistic,  indeed,  

more plausible  than  the  Downsian  idea  that  parties  care  only about 

 
 

2 Testing whether partisan control over the government affects policies and 

their outcomes is an industry that dates back to Hibbs (1977). This is not the 

place to summarize the results: our general conclusion is that they are highly 

unstable, depending on the policy realm, model specification, the treatment of 

econometric difficulties, and samples (all of which, by the way, are limited to the 

OECD countries). 
3 Divergence should be also expected if the incumbent is satisfied with the 

status quo policy, while challengers innovate (Bendor, Mukherjee, and Ray 
2001). 
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3    Globalization 

Globalization may work in two ways: indirectly on conditions and 
directly on policies. Through trade and capital flows, globalization 
affects economic conditions in each country, so that even if policies are 
locally determined, they are affected by globalization. When countries 
lose some of their political sovereignty, national policies are directly 
influenced by fióme outside agents, whether or not they reflect national 
conditions. We consider these mechanisms in turn, first lifting the 
assumption of economic autarky and then of political sovereignty. 

3.1    Economic Interdependence 

3.1.1    Inter-country Differences 

Let us begin again in a world in which all countries are economically 
autarkic and politically sovereign. All countries have identical 
distributions of income, so that the median voter dictates the same 
redistribution policy in all countries. Now lift the assumption of economic 
autarky, assuming that all countries open their borders to flows of 
commodities and of capital. Suppose that trade increases inequality in 
some countries (more developed or less developed: whichever you 
prefer), thus generating inter-country differences in income distribution. 
By the median voter mechanism, one expects a higher degree of 
redistribution in a country that became more unequal. But tax 
competition, arising from capital mobility,

4
 increases the costs of 

redistributing incomes, thus driving down the electorally optimal rates of 
redistribution in all countries. The combined effect of trade and capital 
openness will thus cause policies to diverge (via the inequality-
redistribution path), while the net effect on the rate of redistribution in the 
now less equal country will depend on the relative magnitude of these 
two effects. A story of two countries may look as follows: 

 
 

4Note that capital mobility may increase as a result of liberalizing the capital 
account but also as a result of increased trade, invention of new financial 
instruments, and developments in information technology. 
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within a particular region and exhibit strong risk aversion when 
governments look at the rest of the world. They are driven primarily by 
policy coordination (or emulation) and they are adopted when countries 
participate in TMF programs. 

Presumably, even sovereign governments would learn from the 
experience of other countries. They might also emulate fashionable 
policies, even if one can suspect that increased international interactions 
make emulation easier. But to the extent that the number of other 
countries that pursue a particular policy indicates policy coordination or 
an anticipation of the policy preferences of donors and investors, 
emulation constitutes evidence of foreign influence over domestic 
policies. The impact of IMF, finally, is a piece of hard evidence that 
countries open themselves to trade under external pressures. 

4    Conclusions, or absence thereof 

First, a summary: 

(1) There are reasons to expect that redistributive policies would differ 
little between similar countries and between parties representing different 
constituencies even if the world consisted of autarkic and sovereign 
countries. 

(2) The effect of economic openness on policy differences between 
and within countries depends on its impact on income distribution and on 
tax competition. If inequality increases in the more unequal countries, tax 
rates diverge; otherwise, they converge. Tax competition dampens 
redistribution everywhere. When parties represent different constituencies 
and are uncertain about something, rising inequality increases partisan 
differences but tax competition reduces them. 

(3) Direct external influences on national policies-whether in the form 
of a general opinion climate or explicit conditionality-seem to be highly 
policy-specific. Policies concerning central banks independence are not 
transmitted across borders by learning, emulation, or conditionality. On 
the other hand, trade policies entail all the three mechanisms. There are 
reasons to believe that international pressure forced some countries to 
trade: as more countries traded, keeping trade barriers became more 
costly: and governments learned from experience that lowering trade 
barriers is superior for growth. 

This entire analysis is based on two assumptions: (1) that the relative 
income of the decisive voter-her percentile in income distribution-does 
not depend on income inequality and (2) that this voter demands more 
redistribution in more unequal societies. Given these assumptions, 
conclusions concerning the impact of globalization on policy choice are 
contingent on economics: the impact of openness on inequality. 

Unfortunately,  the  conclusions  should  be  even  more  contingent.   
Both statistical  analyses  of  the  OECD  countries  (Rodriguez  1998)  
and anecdotal  evidence  from  less  developed  ones  show  that  more  
unequal  countries  may   in   fact   redistribute   less,   rather   than   
more.   The   decisive   voter   may  be  relatively   more  affluent  in 
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or pursue similar policies, bells toll alarms about the functioning of 
democracy and about the legitimacy of electoral institutions. Elections 
are seen as pointless: “Tweedledum and Tweedledee,” “bonnet blanc et 
blanc bonnet.” When parties propose the same policies, there is nothing 
to choose: when they follow the same policies in office, electoral choices 
are inconsequential. Democracy is anemic. Observing democratic 
governments in Western Europe since World War T, one is struck how 
old is this complaint: 

(1) During a 1922 budgetary debate in the Swedish parliament, the 
Liberal leader, Eden, observed that the Social Democratic government 
was “bourgeois to an unexpectedly high degree,” to which Hjalmar 
Branting, the Prime Minister replied, “I believe that amongst the Swedish 
labouring masses who have given their votes to our party there exists a 
high political training and an insight into the exigencies of the situation. I 
think that in relying upon this we have dared to put into practice a policy 
that is (to quote Herr Eden) as ‘bourgeois’ as it could possibly be, in 
accordance with his own description.” (Tingsten, 1973: 251). Leftist 
analyses of the MacDonald government as well as of the Front Populaire 
blamed them for not breaking with the standard economic wisdom of the 
time, accused them of “selling out,” and questioned whether elections can 
make a difference in a capitalist economy (Miliband 1959, Lefranc 1965, 
Weil 1970, Greene 1969). 

(2) The “Keynesian welfare state” evoked the same reaction, which 
exploded in 1968. The Cohn-Bendit brothers (1968) saw electoral 
competition as a choice between “gin and tonic and tonic and gin.” The 
complaint that parties make no difference was passionate: “The working 
class is lost in administering its imaginary bastions. Comrades disguised 
as notables occupy themselves with municipal garbage dumps and school 
cafeterias. Or are these notables disguised as comrades? I no longer 
know.” (Konopnicki 1979: 53) 

(3) Now again, the perception that choices facing all governments 
follow similar policies is widespread. Even The Economist (2 May 1995) 
triumphantly observed that “the differences between New Labour and 
watered-down Thatcherism are far more of style than of substance.” The 
diagnosis is shared by critics of globalization: “Two things tend to 
happen: your economy grows and your politics shrinks.... The Golden 
Straitjacket narrows the political and economic choices of those now in 
power to relatively tight parameters.... Once your country puts on the 
Golden Straitjacket, its political choices get reduced to Pepsi or Coke.” 
(Friedman 2001) 

Is globalization responsible for the withering away of democratic 
choices? To the  extent that  national  policies  are  directly  influenced  
by outside actors -say governments follow IMF request to reduce 
spending in  the  face  of  glaring  inequality - the  inability  of  citizens  
to  determine national  policies  through  a  democratic  process  is  
apparent.   Even  if  a unique  policy  is  optimal  for  everyone  given  the  
external  constraints,  citizens  have  no  say  in  the  determination  of 

 
 

in a given country the question must be asked, not “Who votes?” but “On what 
issues can one vote?” (1989: 157). 
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policies. If not joining the WTO or not obeying the dictates of a 
Washington “consensus” subjects a country to stiff economic or political 
sanctions, all governments will find it in the best, albeit constrained, 
interest of their country to join and obey. True, citizens may vote out of 
office a government that pursues this policy. But, if the incumbent 
government adopted this policy because it had to, then all governments 
will do the same. Hence, the political processes within each country will 
be just inconsequential. Whatever parties propose and whoever gets 
elected, policies will be the same (Stokes 2001). While the democratic 
process is internal to each country, the real locus of decision making is 
external. At most, citizens will be able to decide which party would best 
implement the same policy. Conditionality often breeds riots, emulation 
generates the perception that local policy makers blindly imitate wisdom 
of foreign origin.

13
 When the policy advice is accompanied by a dose of 

hypocrisy – “do as we say,” rather than “do as we do” (Stiglitz 199x) - 
these perceptions turn bitter. The only way to empower national citizens 
would be to subject international relations to direct democratic control, a 
doubtful possibility according to Dahl (1999). 

Globalization may also provide an excuse for the Left uses to escape 
its constituency. Claiming that redistribution is costly advances the 
interests of constituencies of right-wing parties. In turn, once right-wing 
parties proclaim that governments are limited in what they can do, the 
best response of left-wing parties is to say the same. Otherwise, the Left 
would be setting for itself a higher bar than the right. Hence, there may 
exist some kind of collusive electoral equilibria (Harrington 1993) in 
which parties plead impotence in the face of globalization. As Rodrik 
(1997-98: 16) put it, “Employers are doing so because it is in their 
interest, at least in the short run; politicians are doing so because it is 
convenient to plead helplessness in the face of the global economy.” 
Forced to choose between globalization and the irresponsibility of the 
Left, The Economist (27 September 2001) predictably opts for the latter. 
In an article entitled “A crisis of legitimacy: People are fed up with 
politics. Do not blame globalization for that,” the writer observes that “In 
all kinds of ways, again and again, governments and their political 
opponents have used the supposed demands of globalization to deny 
responsibility. If you tell people you are helpless often enough, they will 
start to believe you.” The Left is the culprit: 

One of the principal themes in western politics of the past 
ten or 15 years has been the ‘modernisation’ of the left. Ex-
socialist and moderate left-of-center parties alike have moved 
to the centre, and in some cases past it.... ‘The world has 
changed,’ Tony Blair tells his traditional party supporters, ‘but 
our values have not.’ In other words, if we only could, we 
would  still  like  to  do  all  the  things  leftist  parties  have 
traditionally  done.   We cannot,  because  the  world  now 

 
 

13 See Bresser Pereira (2002) for the claim that Brazilian economic policy 
makers naively accept theoretical wisdom originating from outside instead of 
thinking autonomously what is in the best national interest. 
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