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INTRODUCTION

As I am writing this book!, we are in the midst of the Russia-Ukraine
war, the worst military confrontation since the Second World War. How
did we get here? Can’t the world do better than this? So much suffering,
so many deaths, so many resources wasted, when there are still so many
poor people dying of hunger around the world.

Some foreseeable dangerous trends for the future, consequence of the
Russia-Ukraine war, can already be identified such as: 1) the remilitariza-
tion of Europe; 2) the possibility to lose control of the global nuclear plan,
particularly in countries like Iran and North Korea, due to the heightened
US-Russia confrontation; 3) Russia’s isolation strengthens the Russia-
China economic relation, which creates further partitions of the global
economy; 4) Russia’s isolation increases the dictatorial power of Putin,
and increases the likelihood of future military problems in the region; 5)
framing the confrontation as a fight between “freedom” and “autocracy”
is the wrong approach, that will only serve to increase the ties between
the so-called dictatorial autocracies.

The Russia-Ukraine war has multifactorial causes?. Among them, we
consider the following as the crucial ones: 1) A conflict created with the fall
of the USSR because Russian speaking population and Russian economic
mnterests remained i other ex-USSR countries. 2) Russia’s long-term in-
volvement in Ukraine’s and Georgia’s history. 3) Eastern Ukraines political
support of Russia. 4) The pro-Western populations in ex-USSR countries
looking to become NATO members, to create a line of defense against
future Russian military invasions. 5) The pro-Western populations in ex-
USSR countries looking to become EU members to reduce their economic
dependency on Russia. Thus, there was an acute conflict in Ukraine’s rela-
tion with Russia and with the West that required solution. But the questions
are: 1) Why did it result in the Russian military aggression to Ukraine? 2)
Why was the conflict not managed diplomatically and in democratic terms

' T thank Dorothea Schael for her valuable comments on the content of this manuscript.

2 See Obregon. C. 2022., Conflict and Resolution. Amazon.com. Also available at Research
gate.com.

(6]
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— for instance, as suggested, holding elections in conflicting zones? Why,
even after two previous Russian invasions to Georgia and to Ukraine in
Crimea, the world could not find a diplomatic-democratic solution? And 3)
Why after the fall of the USSR, the West did not help Russia and the rest
of the former USSR countries to recover, integrating them to the West’s
economies? Why did the West isolate Russia? Why did it not accept Russia
to become a NATO member in 2001, when Putin proposed it to Clinton?

The answer to the first question is that the Russian aggression is a
consequence of an authoritarian military empire in Russia, with a ruth-
less powerful leader. And there is no doubt that the main responsibility
of the war lies in Putin and the Russian government. But then: How did
Putin become so powerful? Why is Russia relatively isolated from the
Western economies? Why was Russia unwilling to listen to the West?
Putin became very powerful because, after the failed attempt of the neo-
classical economists to rescue the Russian economy in the nineties, he led
the Russian economic recovery based on an inward-looking, populist old
communist model, that isolated Russia and in appearance was successful.
Russia was unwilling to listen to the West because of three reasons: The
West did not have an orchestrated negotiating voice, the isolated Russia
did not depend enough on the West’s economy, and there persists an
ideological battle with the West.

The answer to the second question is that it was a minor problem
for the West, and the weak international institutional arrangements was
uncapable to negotiate peacefully the international conflicts. There were
no powerful international institutions capable to intervene on time in a
diplomatic negotiation.

The answer to the third question that: “the West did not help Russia’s
and the former USSR’s recovery because of an ideological battle” must be
rejected, because the Marshall Plan after the Second World War helped
Nazi Germany and the Imperial Japan, with which there was also an
ideological battle. The real answer is that the West followed the neoclas-
sical model in its advice to Russia in the 1990’s, and the model failed; and
nobody even raised the question of the relevance of a second Marshall-
like plan to help the USSR to recover, because it was not in the cards of
the accepted neoclassical economic vision of the West at the time. The
West did not understand the consequences of isolating Russia. Isolating
a country only fosters stronger local authoritarian dictators like Putin.

If the world had had a strong integrative system — defined power-
ful international institutions — and another vision of global economics,



8 CARLOS OBREGON

it would have understood the opportunity to help Russia and the other
ex-USSR countries in their economic recovery in the 1990’s. Economic
mtegration of cultures with different ideologies is a good beginning to
establish a common -even if restricted- integrative system. It happens
today between the US and China and between the US and Saudi Ara-
bia; and it happened with Germany, Italy, and Japan after the Second
World War. Old enemies may become new friends and allies. However,
instead of promoting an integrated global economy, the West left Russia
alone, by itself. And after the crisis of the lost decade 1990-2000 Russia’s
economic recovery was inward-looking, with the consequence that it re-
inforced Russia’s autocratic, imperialistic tradition, which in turn made it
more difficult to achieve an effective international diplomatic solution to
the real conflict happening in Georgia and Ukraine.

Power conflicts are a consequence of weak integrative systems. The
collapse of the USSR destroyed its integrative system and left many unre-
solved real conflicts in the ex-USSR countries. The war, the people killed
on both sides, and the human tragedy in Ukraine is a responsibility of
Putin and of Russia; but the West’s diplomacy could have done better
than it did. Three times, in 2008, in 2014 and in 2022, the conflicts have
had the same outcome, a military confrontation — both Russia and the
West should have learnt from the first and the second experience. If good
diplomacy had happened in the first two cases, the 2022 Russia-Ukraine
war would not have happened. This third war will not improve the ne-
gotiating position of any of the participants. It is a lose-lose game with no
winners. Russia will lose a lot. Ukraines losses will be enormous. And
the Western world will also lose. It is a tragedy that we have been unable
to understand the enormous cost of not having a better developed global
Integrative system.

The purpose of this manuscript is to argue that the world can in fact do
better. That the best path to obtain global peace is economic interdepen-
dence; and that for this, it is required to have stronger global institutions.

The economics of global peace proposes that: Economic interdepen-
dence is the key to global peace; that for the global economy to work prop-
erly, trust between the economic agents and the nations is required; that
such a trust requires common, strong, global institutions — including the
ones directed at expanding the global middle class; and that for these global
mstitutions to operate properly, ideological diversity needs to be tolerated.

In the aftermath of the Second World War, peace among the main
developed countries was kept due to several factors such as: the absolute
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leadership of the US in the non-USSR world, and the advances in nuclear
warfare technology, which transformed a potential military confrontation
between the US and the USSR into the Cold War. The leadership of the
US is greatly diminished due to the economic recovery of Europe and
Japan and the emergence of China as an economic power. And instead
of replacing the lost US leadership with stronger global institutions, the
world has been weakening the functions of the ones it used to have. The
IMF and the World Bank have lost global relevance in the developed
world and have become more and more involved with developing coun-
tries. The WTO has become so weak lately that no serious candidate
would accept being nominated to lead it. The weakness of the WHO has
been appreciated with the COVID pandemic. And NATO, which was
created to confront the powerful USSR and should have disappeared
with its collapse, survived and now it is being used as mechanism to iso-
late Russia. But NATO is no longer uniquely lead by the US, and the iso-
lation of Russia happens in the new world of relatively higher economic
interdependence mainly between Russia and Europe - and therefore it’s
1solation has high global economic costs.

The disarray of the world’s international institutions is particularly
costly due the rapid increase in economic interdependence due to the
ICT (Information, Gommunications, Technology) revolution, which has
fragmented the industrial production in several developing countries,
while maintaining in the developed countries the management control.
Such growing global economic interdependence should have required
stronger international institutions, instead they have become weaker.

Moreover, since the 2008 GFC (Global Financial Crisis) the world has
experienced a new wave of nationalism, that manifested itself in the elec-
toral winning of populist governments around the world, which prom-
ised protectionism. (The most significant of which was Donald Trump’s,
in the US). And it is remarkable that the Biden administration has re-
mained protectionist on several fronts such as: 1) Its trade confrontation
with China; 2) the new trading rules regarding electrical cars, for which
the US is being sued by Ganada and Mexico; and 3) its policy that the US
government will only buy goods made in America. And unfortunately,
this rising protectionism, both in the US and in the EU, happens with the
World Trade Organization losing its former leading role.

Rising economic interdependence due to recent technological devel-
opments, growing protectionism to stop it, weak international institutions
and the absence of a clear worldwide economic leader is not a good mix
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for global peace. The First World War was a consequence of growing
economic interdependence, the UK losing its previous economic leader-
ship, and the lack of global institutions. The Second World War was a
consequence of growing nationalism and protectionism. The stability of
the world today is at risk, and global political leaders have shown that
they do not have a clear vision of what to do. For the first time, the Rus-
sia-Ukraine war has made the risk of a nuclear war to be non-zero; and
has created economic tensions that will reduce economic global trade,
with the high costs in global economic productivity and global economic
growth that it entails.

We argue in this manuscript that, as of today, the world does not
have a proper strategy for global peace. The dominant liberal proposal,
that global peace and progress will be reached by exporting political and
economic freedom to all the countries of the world, is not only scientifi-
cally incorrect, but unattainable in practical terms. And the Marxist alter-
native to the liberal proposal is based on untenable views about the actual
dynamics of human history.

It is proposed that the economics of global peace must be based on
four pillars: 1) Allowing the ICT technology to display its beneficial po-
tential through maximum possible economic interdependence. Which
entails restraining economic protectionism, and a creating new reinforced
WTO. 2) Stronger international mstitutions — including the ones directed
at expanding the global middle class - capable of guaranteeing mutual
trust and to serve as a forum to negotiate national economic interests.
Which implies, amongst other institutions, crafting a common legal
framework: including the law, the judges, and the enforcement mecha-
nisms. 3) Ideological tolerance. Peace will not be built by imposing an
ideological perspective on others. Peace must be the consequence of eco-
nomic interdependence that fosters global economic growth, with trusted
global institutions and ideological tolerance. 4) A global demilitarization
and a nuclear control strategy that guarantees safety, and a balance of
powers at a low economic cost. Since I am not an expert in the fourth pil-
lar, in this manuscript we will mainly focus on discussing the first three.

It is argued that, due to the fast speed of the drastic changes that the
ICT revolution has brought about, the global conceptual system (and its
corresponding institutional arrangement) has lagged behind. Against a
nationalistic background, and without proper global mstitutions, these
drastic technological changes have generated all kind of global conflicts,
such as: a global financial crisis, global crime, a global health crisis, a glob-
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al climate crisis, unresolved poverty and underemployment, and wars
— of which the largest since the Second World War is the one between
Russia and Ukraine.

The reasons for which nationalism is here to stay for the foreseeable
future are explained; but at the same time, it is asserted that the globaliza-
tion in communications, lifestyles and economic production processes is
already a reality due to the ICT revolution. Moreover, the advances in
nuclear technology have made nuclear wars impossible, or at least aw-
fully expensive. And fighting traditional wars involving nuclear-power
countries, like Russia, is extremely risky for the world. It is in the interest
of all to reduce the likelihood of a nuclear confrontation to almost zero.

Chapter one discusses economic interdependence and progress. Econ-
omists have learned since Adam Smith that economic interdependence
can certainly foster economic growth, because the enlargement of the mar-
ket is decisive for technological development. However, economic inter-
dependence must be promoted with the right economic model - it must
be based on using worldwide frontier technology and directed towards in-
creasing savings and local production in developing economies. It implies
a reversal in national protectionist policies in developed countries; and
the compensation of losers in these countries (affected by the new trade
scheme) through tax, transfers, and educational redistribution policies.

The economic mterdependence must include all the countries in the
world. Isolating economies only fosters local authoritarian dictatorial re-
gimes. A worldwide economic interdependence implies involving every-
one, regardless of distinct ideologies or a different level of economic de-
velopment. What the Marshall Plan after the Second World War showed
is that there are no economic enemies - the economic development of
imperial Japan and of Nazi Germany finally made them Western allies.
The strategy of a global economic interdependence implies a new look at
mternational economic relations, in which global poverty and underde-
velopment must be addressed given the potential benefits in global pro-
ductivity and economic growth that they entail. In summary, what this
first chapter proposes is that the first pillar of global peace is interrelated
global economic progress.

Chapter two discusses the need of stronger international institutions.
Information economics, game theory and institutional economics have
shown theoretically that a stable unique economic equilibrium does not
exist. Instead, there are multi-equilibriums, some of which may imply
underemployment and underdevelopment; and many of which could be
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non-Pareto optimal. This chapter discusses Keynes’ global views and ar-
gues that he was right in the sense that an intentional proper global insti-
tutional arrangement is required. When one compares the consequences
of the institutional arrangement of the post First World War with the
ones of the post Second World War, one realizes that Keynes was vi-
sionary. As he argued in The Economic Consequences of the Peace, the
work that made him famous, the arrangements after the First World War
were inappropriate, and in retrospective they proved to be very costly for
the world. Instead, the arrangements made in Bretton Woods, partially
under Keynes’ influence, were more adequate and produced significantly
better results for the world.

In the world to come of high economic interdependence, due to the
ICT revolution, stronger global institutions capable to inspire trust in
global relations will be a key ingredient for peace. There has to be a
commonly accepted international law, globally recognized international
courts, and acknowledged enforcement mechanisms. In a purely rational
world, with full information, and in which agents trusted each other,
wars would not exist. Wars are basically a consequence of mutual dis-
trust, lack of information and poor institutions. Strong global institutions
will never fully resemble a rational world, but can certainly increase trust,
provide information and a stable framework for international relations;
and therefore, they are a key ingredient to foster peace.

Chapter three discusses the origins of ideologies, social conflict and
social change, and the need of ideological tolerance. The prevalence of
a unique global ideology is contrary to the evolutionary makeup of hu-
mans, it will not happen. Ideological diversity is a human reality, and the
only way out to establish global peace is to foster ideological tolerance.
There are already many examples of such an ideological tolerance; Saudi
Arabia being an ally of the US, India being a partner with Russia, China
being so economically interdependent with the West, and so on. In fact,
without ideological tolerance the worlds functionality would be at risk.
But we emphasize the need of basing ideological tolerance on the scientifi-
cally known fact that none of the ideologies is essentially right. The eco-
nomic isolation of authoritarian states is a mistake, which ends up in radi-
cal nationalisms that very often create dictators. Today the world is at a
critical crossroads because the ICT revolution is rapidly globalizing the
mnternational life. And this globalization is happening within the historical
reality of an international arrangement based on nations with particu-
lar interests that belong to diverse cultures with distinct ideologies. The
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world’s conceptual system and institutional arrangement is ill-prepared
for the technological changes brought about by the ICT revolution. That
is why we need to build strong international institutions capable to serve
as arbitrageurs of national interests and of developing mutual trust be-
tween the nations. Global institutions capable to ensure the nations, as far
as possible, that whatever is agreed will be respected — a globally accepted
international law, global judges and penalty mechanisms have to be de-
veloped. But mutual trust cannot be established based upon ideological
mtolerance, which creates the distinction between “us” and “them”, be-
tween the “in-group” and the “out-group”. Such distinctions create mis-
trust and invite conflict, as several experiments and theories in social
psychology have shown. To see the world as divided between humanistic
democracies and non-humanistic authoritarian states is incorrect. Only
13 % of the global population lives in liberal democracies, and it is not
true that the other 87% is not humanistic and must be liberated. In dis-
tinct cultures there are diverse conceptions about what human freedom
means. We all should learn to be more ideologically tolerant, nobody
has the final truth, and we can all learn from each other. And above all,
ideological tolerance is a must if we want to stand a chance to properly
manage the globalization brought about by the ICT revolution.

Finally, the conclusion discusses the likelihood that this manuscript’s
main thesis could be implemented. We understand that our proposal
will not be accepted soon. Nationalistic interests and ideologies have
predominated in human history, and they will continue to do so in the
foreseeable future. However, what is new in human history is that there
are critical global forces that question the viability of the nationalistic
approach. Forces such as: The globalization of information, communica-
tion, office technology, lifestyles and economic production brought about
by the ICT revolution; and the rise of the powerful nuclear technology.
The nationalistic approach does not guarantee anymore global stabil-
ity and functionality. For the functionality of the world to be supported
something has to change. Our proposal must be understood as providing
directional guidance for the long run, and not short-term policy recom-
mendations; but we defend that this kind of guidance is becoming an
imminent necessity for the proper functionality of the world to come.



CHAPTER ONE: ECONOMIC INTERDEPENDENCE
AND PROGRESS

In this book we argue that economic interdependence generates global
progress and that it is a key pillar of global peace, but it only works well
if two other pillars, strong international institutions, and ideological toler-
ance, are also in place. In this chapter we discuss the relationship between
economic interdependence and progress, leaving for the next two chap-
ters the analysis of the other two pillars.

Adam Smith was the first to point out in The Wealth of Nations that a
large market was key for technological development. The idea is very
simple: mass-scale production simplifies the “production operations” and
makes technological innovation possible. This idea was taken up later by
neoclassical economists, who have argued that free trade fosters econom-
ic development. At the global level this proposal seems to work very well.

The best indicator of economic interdependence is what is known as
the “trade openness index”. This index is defined as the sum of world
exports and imports, divided by world GDP. The indicator is presented
in Table 1.1. As can be seen, there have been two globalization waves.
The first one starts in the nineteenth century, around 1820, and ends
in 1913, before the First World War. The second wave starts after the
Second World War, around 1950, but remarkably it does not get to the
economic interdependence index level that the world had in 1913 untl
1970. The second wave of globalization continues until today and has
been particularly fast after 1990 due to the ICT revolution; but after the
2008 GFQ it has slowed down.

[14]
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TABLE 1.1. GLOBALIZATION: ECONOMIC INTERDEPENDENCE

Year Index
1500 14
1600 34
1700 34
1820 5.8
1870 14.7
1890 20.7
1913 25.0
1920 19.0
1944 10.8
1950 19.9
1970 25.9
1990 38.3
2000 49.1
2008 61.0
2018 59.5
2019 58.2

Source: The Average of the indexreported in https:/ourworldindata.org/grapher/globalization-over-
5-centuries?time=1988

As it can be seen in Table 1.2 the first wave of globalization implied
a high annual rate of growth of GDP per capita. As the trade index goes
from 5.8 in 1820 to 19 in 1920, the GDP per capita increases 103% in
these one hundred years, from $1,102 to $2,241; at an annual growth
rate of 0.7%, which was significantly higher than the 1-1500 and 1500
-1820 annual rates of growth. And the second wave of globalization im-
plied an even faster rate of economic growth of 2.25%; in only 68 years,
from 1950 to 2018, the GDP per capita increased 353%, from $2,241 to
$15,212.
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TABLE 1.2. GDP PER CAPITA ANNUAL RATE OF GROWTH % GDP PER CAPITA

Year Year 2011$
1-1500 0,01 1820 1102
1500-1820 0.05 1870 1498
1820-1920 0.71 1920 2241
1920-1950 1.35 1950 3351
1950-2018 2.25 1970 5952
1990 8222

2010 13179

2018 15212

Source: 1820-2018 https://www.rug.nl/ggdc/historicaldevelopment/maddison/releases/maddison-project-
database-2020

1-1820  https://www.rugnl/ggdc/historicaldevelopment/maddison/releases/maddison-project-database-2010?
lang=en

The difference between the first and the second waves of globalization
is not only the faster economic growth in the second wave, but also that
the first wave led to the First World War. The first wave of globaliza-
tion created economic progress, but the rising economic interdependence
resulted in war; therefore, clearly progress does not necessarily bring
peace. The First World War happened because Europe was unwilling to
accommodate the rapidly rising economic power of Germany, which was
due to its key participation in the second steel industrial revolution that
started in 1870. Figure 1.1 shows the deaths both of civilian and military
population in armed conflicts per one hundred thousand since the year
1400. As it can be appreciated, there is a sharp increase after 1913 with
the start of the First World War, and a sharp decrease after 1950 with the
end of the Second World War.
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FIGURE 1.1. GLOBAL DEATHS IN CONFLICTS SINCE THE YEAR 1400
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The second wave of globalization has been related to a decrease in the
number of deaths in conflicts. The questions become: Why have we had
this relative peace? Which are the risks of losing it? Why in addition to
produce peace up to now, the second wave has generated more economic
growth? The liberal thesis is that economic freedom (free markets) gener-
ates economic growth, and that political freedom (democracy) generates
peace3. Is it true? We will start by answering why the second wave of
globalization has generated more economic growth. And then we will
discuss the liberal thesis of free markets and democracy as the solution
for the world’s progress and peace. We will leave for the next chapter the
discussion of why we have had so much relative peace and which are the
risks of losing it.

? For the argument that democracy causes peace see: “there is enough evidence to con-
clude that democracy does cause peace at least between democracies, that the observed
correlation between democracy and peace is not spurious”. Reiler, Dan (January 25,
2017). “Is Democracy a Cause of Peace?”. Oxford Research Encyclopedia of politics. doi:10.1093/acre-
Jore/9780190228637.013.287. ISBN 978019022863 7. Archived from the original on June 15, 2017.
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WHY THE SECOND WAVE OF GLOBALIZATION
PRODUCED MORE ECONOMIC GROWTH

First, let us obtain a trade productivity index to compare the two global-
ization waves, which is shown in Table 1.3. It is calculated by dividing
the GDP per capita annual rate of growth, presented in Table 1.2, by the
annual rate of growth of the economic interdependence index displayed
in Table 1.1. As it can be seen, trade was significantly more productive in
the second wave. Thus, in addition to Adam Smith’s and the neoclassi-
cal school’s thesis that trade stimulates economic growth, something else
has happened that distinguished the first wave of globalization from the
second.

TABLE 1.3. TRADE PRODUCTIVITY INDEX

1820-1920 0.59675883
1950-2018 1.38551346

Source: Own calculations based on tables 1.1 and 1.2.

If we continue with Smith’s thesis that the size of the market defines
the technological possibilities of technological development, and therefore
of economic growth, the question then becomes: What else increased the
market size, in addition to trade? I have explored this issue in previous
works, and the answer is in the growth of the middle class, which not
only increases the market size, but whose dynamic preferences provide
the key guideline for the world’s frontier technological development'.
Figure 1.2 shows how this economic growth process works:

* See Obregon, C. 2018. Globaliation: Misguided Views. Amazon.com. Also available at Re-
search gate.com
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FIGURE 1.2 THE MIDDLE CLASS AND ECONOMIC GROWTH

Infrastructure investment that creates economic growth

and support for science and technological development

Larger government size

Higher Growth
More Social Expenditures

Higher Savings

Higher Taxes

T

Middle Class Growth Dynamic changing
(Due to initial trade growth ——® preferences guide
and democracy consolidation) technological development

l

Increased market size, allowing
technological development

and further increasing economic growth

The middle class’s growth was an outcome of the trade growth that
generated a faster economic growth in capitalism; and it explains the suc-
cess of capitalism in the long run in the Western countries. But it was
particularly decisive in the second wave of globalization, due to the con-
solidation of the Western democracies. In other works, I have defined
the middle class as the population that fulfills two conditions: it consumes
goods produced with worldwide frontier technology, and has the will and
capacity to challenge the high class over the political control of the coun-
try’. The middle class’s growth or lack of it, is the key factor that differ-
entiates the success of the Western economic model in the US after the
Second World War, and the failure of the communist model in the USSR.

Let us first understand the long process by which the growth of the
middle-class market was key for the development of the Western world.
Due to its geographical position, and the density of its population, Eu-
rope had already had for several centuries an intense trade within a small

® Obregon, C. 2018. Globalization: Misguided Views. Op.cit.
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geographical area, and with the species trade to the East by sea and the
gold trade to the West, in the XV century it consolidated its position.
And it was the growth of the middle class within the Western world what
consolidated a large European market. The West, contrary to previous
empires that grew conquering new markets, expanded mainly due to the
growth of its internal middle-class market. Table 1.4 shows the consoli-
dation of the Western middle-class market in an economic sense. The
middle-class market is defined by the GDP per capita of the region mi-
nus the GDP per capita of South Africa, which is considered basic needs
consumption like food and clothes, where technological development is
slower. The Western middle class (defined by Maddison as Europe 30
+Western Offshoots + Eastern Europe) represented a growing percent-
age of the global middle class; it goes from 32% in 1500° to 91% in 1950,
and then it starts to go down until 48% in 2018’. What happened in
1950? Mainly, that the Western middle-class market opened up to Japan,
and later on to certain other Asian economies; and this fostered the rapid
economic growth of a selected group of Asian countries, and the creation
of their own middle class.

Due to the Marshall Plan, Japan was reconstructed after the Second
World War, and it started its rapid economic growth. And when the US
imposed trade restrictions on Japan, this country responded modernizing
Korea, so that this country could in turn export to the US. Japan export-
ed to Korea full industrial plants facilities, which later would export their
production to the US. Together with Japan’s and Korea’s development,
Hong Kong became modern by trading between the UK and China, and
Taiwan due to the investments of the leaders of the Kuomitang, when they
left China. And when the salaries increased in North Asia, Singapore (led
by a Chinese minority) developed through incorporating the lower-salary
South Asian countries to North Asia; this process also modernized Ma-
laysia and Thailand. All the previously mentioned countries developed
following the Asian growth model. This model consisted in exporting to

5 The 32% for 1500 comes from table 4.1 in Obregon, C. 2017 Globalization Misguided Views,
available at Research Gate.com, which uses a similar but different method of calculation,
and it is based on Maddisons original data — which goes until 2008; and therefore, it is not
strictly comparable with the data in table 1.4 in this book, which comes from Maddison
2020 data — which starts in 1820. The results for the years of 1820 and 1950 in table 1.4 in
here are however not far off from the results obtained in table 4.1 in Obregon 2017. In table
1.4 in here 1820 is 91%, while in table 4.1 in Obregon 2017 is 94%j; and in table 1.4 in here
1950 is 57%, while in table 4.1 in Obregon 2017 is 53%.

72018 is the last year of Maddison 2020 data.
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the Western middle class, restricting imports, managing the exchange
rate, increasing savings a lot, and promoting local investments to create
“champion” companies able to compete in the international market. And
recently China developed using the Asian growth model, in addition to
an efficient incorporation into the ICT revolution. The economic success
of certain key Asian countries, and their growing middle class, is the main
reason why the share of the Western middle class went down after 1950;
although there are other factors like the failure of the communist model
in the Eastern European countries and the increased middle class in the
Middle East, which benefited from the higher oil prices due to the grow-
ing global industrial production.

There have been only two successful economic growth models, the
Western and the Asian. And it is critical to understand that the Asian
growth model is a “dependent model”, which thrives by exporting to
the Western middle class. Thus, the critical role played by the West in
the global economic growth should not be underestimated. There have
been three failed economic models: the import-substitution growth mod-
el, the communist growth model, and the neoclassical model. The first
two failed mainly because of their inward-looking development, which
meant that they were producing with second-class, obsolete technology
that could not compete with the frontier technology being developed in
the West (under the guidance of the dynamic changing preferences of
the Western middle class). The success of the Asian growth model is due
to the fact that it produced with worldwide frontier technology, since
their development was based on exporting to the West. The case of the
failure of the communist model in the USSR is particularly relevant to
understand why producing with second-class, obsolete technology is so
expensive in terms of the foregone sustainable long-term growth. The
USSR had most of the elements that the neoclassical theories of economic
growth consider essential, such as: a large market, high education, high
quality labor, science, technology, learning by doing, research and devel-
opment, and very high savings. And despite this, the USSR’s GDP per
capita 1950-2000 grew less than Africa’s. The USSR failed, why? Because
it did not trade enough with the West (where the frontier technology was
being developed); and it did not have a large middle class of its own®. The
obsolete technology was the critical difference between the USSR’s post
Second World War failure and the success of the US in the same period.

8 Neither free local markets that could have allowed for the changing preferences of this
absent middle class to guide the technology as it happened in the West.
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The Asian growth model was successful because it used first-class,
worldwide frontier technology to export to the West. And this shows that
the Asian growth model is a dependent model, it depends on the market
signals provided by the Western free middle-class markets.

Western freedom has had a fundamental role in the growth of the
world economy. Economic freedom has increased global trade and al-
lowed flexible free markets to transmit the dynamic changing preferences
of the growing middle class. And political freedom and the consolidation
of democracy implied the growth of a political middle class that chal-
lenges the high classes’ political control of a country, votes for increases
in taxes, and for a larger government size (in the twentieth century, West-
ern governments share in GDP increased from around ten percent to
forty percent). Larger governments implied increases in infrastructure ex-
penditures, increasing support for science and technology, and increases
n social expenditures (they increased in the twentieth century from two
or three percent to around twenty to twenty-five percent). The middle
class’s rapid changing preferences, transmitted through a free market,
were the key guide for the West’s technological development.

But although the Western economic model has been extremely suc-
cessful, that does not mean that it can be exported to developing econo-
mies. The only successful model in developing economies, in the history
of the world, is the Asian growth model. And although it is a model that
depends on exporting to the West for its success, it has very particular
features that clearly distinguish it from the Western model.

Table 1.4 shows that in the first wave of globalization, the Western
model was the successful one. From 1820 to 1950, the West’s (West-
ern Europe + Western Offshoots + Eastern Europe) share in the global
middle class GDP grew from 57% to 91%, which means that almost all
the middle-class consumption capacity was in the West. In the second
wave of globalization, the Asian model was very successful; East Asia’s
share went from 0% to 24%, and South Asias (including Southeast Asia)
went from 0% to 11%. East Asia’s success 1950 — 1980 was largely due to
Japan, and its success during 1990 - 2018, to China.
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TABLE 1.4. REGIONAL MIDDLE CLASS GDP AS % OF GLOBAL MIDDLE CLASS GDP

West Asia (East)  Asia South  Latin America Middle East ~ Global

1820 57 32 9 1 2 100
1920 87 5 3 5 0 100
1950 91 0 0 7 2 101
1960 88 2 0 8 2 100
1980 74 11 0 10 5 100
1990 67 17 4 8 4 100
2018 48 24 11 7 9 100

Source: Maddison 2020. Asia South includes South East Asia.

Middle Class GDP is defined by (regional GDP Per Capita minus Subsahara Africa GDP Per Capita)*
(regional population)

Global middle class=west+Asia(East)+Asia(South)+Latin America+Middle East

FREE TRADE AND ECONOMIC PROGRESS

Liberalism argues that free trade, which promotes economic interdepen-
dence, is the source of economic progress, and the assertion is correct
— free trade is critical for economic growth, but there are also other key
factors to consider. The market expansion that allows technological de-
velopment and fosters economic growth is not only due to free markets,
it is also the consequence of a growing middle class. Besides free trade,
the economic growth in the West 1950 to 2018 was due to several in-
stitutional changes, consequence of the middle-class’ expansion such as
democracy, larger governments, and larger social expenditures. And the
world’s economic growth 1950 to 2018 was also critically influenced by
the success of the Asian growth model. This model, although it is based
on exporting to the West’s middle class, is not, as we have mentioned,
a neoclassical model. In the second wave of globalization Latin America
had two dominant models: the import-substitution model and the neo-
classical model. The import-substitution model was temporarily a suc-
cess, 1950 to 1980 this regions share in the middle-class global market
mcreased from 7% to 10%; but since the model was based on an inward-
looking, obsolete technology, it could not sustain itself, leading to the
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financial crisis of the eighties, and as a consequence the share went down,
in 1990 it was 8%. 1990 onwards Latin America followed the neoclassical
model (particularly Mexico) and it was not successful either, so its share
went down further and in 2018 it was only 7%.

The Mexican case is particularly relevant because 1990-2018 it fol-
lowed the neoclassical model recommended by the Washington Consen-
sus: free trade, free internal markets, small government and privatization
of public enterprises. The model failed. Mexico’s economic growth in per
capita annual rate of growth 19902018 was 1.6 %, while South Korea’s
was 6.9% and Chinas was 14%. This means that in 2018 the GDP per
capita in Mexico was 1.3 times the one of 1990, while in South Korea it
was 6.9 times and in China it was 14 times®. Mexico’s failure happened de-
spite the fact that it had a trade agreement with the US, that linked it to the
ICT revolution and the use of frontier technology; the reason of its failure
is that it did not save enough and that it did not join the ICT revolution
as efficiently as China did". The neoclassical model argued that in a neo-
classical economy, like Mexicos, foreign investment was going to come
because of the lower salaries. Thus, theoretically, high internal savings
were not required — that is why Mexico did not save enough. However,
foreign investment did not go to developing economies, because of the
presence of institutional barriers like the political system, the judiciary sys-
tem, the infrastructure —including administrative infrastructure- and so on.
Instead, due to the IGT revolution, production was fragmented in several
developing countries, with central command remaining in the developed
countries, and this changed everything. The “neoclassical” quality of the
country to be chosen was no longer relevant, the only decisive element
became the particular conditions granted by the developing country to
take over the fragment of production to be made in this country: and in
offering such conditions, China did a much better job than Mexico.

In terms of a look at the future, and what the proper political and eco-
nomic policies are to follow both globally and in non-Western countries,
it is fundamental to separate the scientific explanation of the Western
economic success from the explanation provided by the ideological lib-
eral proposal. The case of China versus Mexico is a critical example: a
closed autocracy that followed the Asian growth model, versus Mexico,
an electoral democracy that followed the neoclassical model. The liberal

9 This data comes from https://databank.worldbank.org/source/world-development-indica-
tors# consulted April 11, 2022. Estimated in $2017 constant international dollars.

19 Obregon, C. 2018. Globalization: Misguided Views. Op cit.
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experiment in Mexico has been a full-blown failure. Its poor economic
growth has had all kind of negative consequences including the rise of
crime and the surge of a populist regime. While the success of China
is undeniable; its rapid economic growth has taken almost one billion
people out of extreme poverty, and China has become a major player
in the global economy. Moreover, China has been the key factor in the
global costs reduction behind the low inflationary era that has fostered
the rapid growth of the global economy in recent decades.

The neoclassical model also failed in the USSR and in Russia 1990
to 2000. In the USSR, the GDP per capita in 2000 was 25% less than in
1990, a negative annual rate of growth of growth of 2.9%. In Russia in
2000 the GDP per capita was 15% less than in 1990, a negative annual
rate of growth of 1.6%". The reason of the neoclassical failure in this case
was that, as these economies opened up, their lack of competitiveness,
due to the previous use of obsolete technology, surfaced. What these
countries needed was a recovery program based on a second Marshall
plan, not a neoclassical model.

Liberalism is not a good guide for global progress for several reasons:
1) It fails to reproduce even the Western growth model, which besides free
trade and free local markets in the first wave of globalization had a large
growing middle class, the advantage of the proximity of the countries in
Europe, and democratic institutions already in the process of consolida-
tion; and in the second wave of globalization, it had a more consolidated
large middle class, democracy, large governments, large social expendi-
tures, spending in infrastructure and support for science and technology, a
free press and consolidated democratic mstitutions, particularly on the leg-
islative and judicial side that gave institutional stability. 2) The presence of
the already developed West makes it impossible for other countries to copy
the West’s growth model; because the global frontier technology is already
defined in the West, and therefore any development with obsolete technol-
ogy in the developing economies would not be able to face open trade with
the West. This is, as we have mentioned, what explains the failure of both
the import-substitution model and the communist model. 3) The logic of
the neoclassical model is that free borders will facilitate capital going to
the low-wage salary underdeveloped countries; which, given the world-
wide frontier technology, would increase global productivity and maximize
global product'? - while getting rid of underdevelopment and poverty. But

I From Maddison 2020. Estimated in $ 2011 constant international dollars.

2 The available global capital is more productive with low salaries because the same prod-
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this logic does not work, as we said, because there are institutional barriers
in the developing countries. These countries lack the large middle class
that provides stability to the political system; they do not have proper ju-
dicial and legislative systems, free press and proper infrastructure - includ-
ing administrative processes; and corruption creates uncertainty and slows
down the economic process. Therefore, capital did not go in large quanti-
ties to the developing countries. 4) The way out was the ICT revolution;
which worked very well with the Asian growth model, and badly with the
neoclassical model, mainly because of two reasons: a) The stitutional
requirements needed in the developing countries for the expansion of the
ICT revolution are much less than the required for the neoclassical model
to work. And b) For fast economic growth large savings are required, but
given the institutional barriers foreign investment (foreign savings) did not
come as required to the neoclassical developing countries. While large local
savings was a key characteristic of the Asian growth model.

But if liberalism is not a good guide for global progress: What is the
alternative? The success of the Asian model and the failure of the neoclas-
sical model taught us an important lesson: while free trade is needed, it
1s not enough - institutions are critical. Economic progress does require
free trade to be able to enjoy the productivity that can be obtained by
incorporating developing economies into the ICT revolution. But large
middle-income developing countries must follow an Asian growth model,
which means having their own industrial policy - to protect and develop
local production, very high savings, and exporting to the international
middle class. And low-income developing countries would need the help
of the West through an international developing program like the Mar-
shall Plan. Global economic progress requires: a) Free trade; b) proper
global institutions; ¢) adequate mstitutions in the developing countries to
join the ICT revolution; and d) the concurrence and aid of the Western
and Asian developed economies.

Before we finish this section, we must emphasize that, while the neo-
classical liberal model has failed, the Marxist model is not the alternative.
Within the Marxist tradition, it is often argued that developing countries
must create their own middle class, because that - the argument goes - will
generate more local demand and spur a national industrial and economic
growth. Thus, the distribution of income is seen as the miracle that will
provide economic justice, economic growth and even reduce local violence

uct per man is produced at a lower cost; which means more product could be produced
with the same budget.
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by improving the standards of living of the most needed. I have dealt ex-
tensively with these issues in other works, so here I will only summarize
some of the main conclusions. I) Income distribution policies are helpful
to improve the living conditions of the most needed only when they are
joined by a proper economic growth program. Otherwise, what has hap-
pened in most leftist distribution programs is that the sacrifice made in
terms of economic growth largely outweighs the benefits obtained by the
redistribution of income; so that the true real income of the most needed
ends up being worse off in relative terms to the countries that did not re-
distribute but that had proper economic growth policies’. II) Crime and
violence in a given country cannot be stopped by income redistribution
policies, first of all because crime has other determinants'; and second
because, as we said, those policies unless coupled with a proper economic
growth program will not improve the standard of living of the most need-
ed. II) Income distribution policies do not create economic growth. First,
because, as we said, income distribution policies whenever not coupled
with proper economic growth programs do not actually improve the stan-
dard of living of the most needed. And second because, even if they were
able to create a larger local middle class capable to expand local demand,
this will only foster the development of a second-class industry based on
obsolete technology, which will be unable to compete in the future with the
frontier international technology and will eventually collapse. Any inward-
looking model is condemned to fail. An economic growth program to be
sustainable in the long run has to be based on frontier global technology,
and that can only happen by exporting to the global middle class.

IS IT TRUE THAT DEMOCRACY GENERATES PEACE?

Democracy, as we have pointed out, has been crucial for the development
of the world economy, not only because it is the mechanism by which the
middle class challenges the political control of the higher classes, which
meant among other things higher savings and higher economic growth;
but also, because it is associated with individual freedoms that supported

12 Obregon, C., 2020. Three Lessons from Economists That Policy Makers Should Never Forget.
Amazon.com. Also available at Research gate.com.

4 Obregon, C., 2019. Social Order: Harmony and Conflict in Human Societies. Amazon.com. Also
available at Research gate.com
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the spread of human creativity in hard sciences, technology and in social
sciences. But despite its historical relevance, as we will see, it does not
seem to be true that democracy necessarily generates peace.

The relationship between democracy and war has been under close
scrutiny by the global academic community largely because its ideologi-
cal implications. In the eighties Robert Doyle, and others, initiated serious
empirical work to show that democracy brings peace. The mspiration came
from Kant'’s Project for a Perpetual Peace, the central argument of which is that
republics (reinterpreted today as liberal democracies) that need to ask for
the approval of the pubic on whether go to war or not, are less likely to
do it. Today among Western scholars, it is widely accepted that while it
cannot be shown that democracies are less likely to enter wars, it can be
proven that democracies are less likely to fight amongst themselves. What
the research has shown is that even though inter-State war has been a rare
event in the post Second World War period, it has been even rarer be-
tween democracies. Todays explanation of why peace amongst democra-
cles exists is based on two arguments: 1) that it is in the democratic culture
to settle disputes by peace; and 2) that the balance of powers within each
democracy prevents the executive power to unexpectedly declare war to
another State. The “democratic peace” thesis is a key cornerstone of liber-
alism and has been very influential in the foreign policy proposals of both
the democratic and the republican parties in the US and, also, of the EU.

Is it true that democracy generates peace? The first problem to an-
swer this question is: what do we mean by democracy? In general de-
mocracy has to do with electoral rights. We follow a classification of
countries into four categories proposed by Anna Lihrmann, Marcus
Tannenberg, and Staffan Lindberg: 1) Closed autocracies: in which there
are no electoral rights. 2) Electoral autocracies: with electoral rights
to choose the chief executive of the government and/or the legislature
through multi-party elections. 3) Electoral democracies with additional
freedoms like freedom of association and expression that guarantee
meaningful, free and fair multi-party elections. 4) Liberal democracies
in which citizens are equal before the law, there are further individual
and minority rights and the actions of the executive are constrained
by the legislative and the courts15. Based on this classification figure

15 This classification comes from: The Regimes of the World (RoW) classification by po-
litical scientists Anna Lithrmann, Marcus Tannenberg, and Staffan Lindberg. Lihrmann,
Anna, Marcus Tannnberg, and Staffan Lindberg. 2018. Regimes of the World (RoW):
Opening New Avenues for the Comparative Study of Political Regimes. Politics and Gov-
ernance 6(1): 60-77.
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1.3 presents a long history of democracy. Whatever one wishes to call
democracy, it seems clear that the percentage of countries in the world
with electoral and democratic rights has increased since 1820. Thus,
democratic and electoral rights increased in the two waves of globaliza-
tion. But the first wave of globalization led to the First World War, the
hyperinflation of the 20’s, the 1930’ GD (Great Depression), the Second
World War, and a growing number of deaths in conflicts per one hun-
dred thousand inhabitants. While the second wave of globalization is
related not only to a higher global progress than the first wave, but also
to relative peace, as the decrease in the number of deaths in conflicts
per one hundred thousand inhabitants shows. The liberal literature has
mainly focused on the second wave, in which both democracy grew
and peace (mainly between large, developed countries) was achieved;
but a longer-term view does not support the liberal thesis. In the first
wave increased democracy was associated with less peace. Moreover,
if one looks at figure 1.1 one can appreciate that the very low number
of deaths in 2000, is similar to many historical periods in which all the
countries were closed autocracies.

The argument that it is in the democratic culture to settle conflicts
by peace, as opposed to the authoritarian culture, is unconvincing. The
historical fact is that the European democratic countries and the US have
started many wars against other countries to protect or expand their im-
perial interests. From 1801 to 1922, Great Britain participated in 94 wars
(excluding the First World War), and from 1922 to the present in 41 wars
(excluding the Second World War); and most of these wars were fought
against countries that could never have invaded Great Britain'®. The US
participated in 57 wars between 1801 and 1922 (including many Indian
wars, and excluding the First World War), and in 30 wars from 1922 to
the present (excluding the Second World War); all of them against adver-
saries that could not invade the USY. While China only participated in
10 wars between 1801 to 1922 and in 14 wars from 1922 to the present'®.
Thus, democracies are not necessarily peaceful.

1% See Laycock, S. (2012). All the Countries We've Ever Invaded — And the Few We Never Got
Round To. The History Press. ASIN 0752479695. See also https://en.wikipedia.org/wiki/
List_of_wars_involving_the_United_Kingdom

17 see https://www.thoughtco.com/american-involvement-wars-colonial-times-present-4059761.

See also https://en.wikipedia.org/wiki/List_of_wars_involving the_United_States

18 Graff, David Andrew, and Robin Higham, eds. 4 military history of China (University Press
of Kentucky, 2012). See also https://en.wikipedia.org/wiki/List of_Chinese_wars_and_battles
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We maintain that the empirical fact that recently less wars are fought
between democracies is not explained by the argument that democracies
are peaceful, but by other factors such as: 1) The Second World War
created a singular leader, the US. 2) The lessons of the First World War
created the possibility of creating global institutions in the West. 3) The
Marshall Plan, conceived for the recovery mainly of Europe and Japan.
4) The new nuclear power prevented a confrontation with the USSR,
thus instead of a military war, a Cold War with the USSR started which
was a reason for the consolidation of NATO, which largely explains why
less confrontations between democracies have happened. This will be the
topic of the next chapter.

The question that we are exploring is whether liberalism is an ad-
equate international policy to promote peace and progress. We already
saw in the previous section that although free trade is needed, liberalism
it is not a good guidance for economic progress. In this section we have
discussed whether the liberal thesis that a world with only democratic
countries would be a peaceful one is true. The answer that we have found
is that there is no basis to sustain this thesis. Democracy 1s nationally
bounded. And democracies do go to war whenever their national inter-
ests are at jeopardy. Moreover, even if the liberal thesis was true (which
is not the case); it still would not be a practical guide for international
policy. In the real life, the ideal of a world of only democratic countries
is not achievable. In 2021 only 19% of all the countries of the world were
liberal democracies; and only 13.3% of the global population was living
in liberal democracies®. Democratic values are far from being universal,
there are many distinct ideologies and ways of living in the world, and
one of the keys to global peace is ideological tolerance; which will be the
topic of the third chapter.

Y If we include both liberal and electoral democracies: 48.7% was living in democratic
countries in 2021; but still the population living in these countries was only 29.2% of the
world’s population.
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FIGURE 1.3. SHARE OF DEMOCRACIES, WORLD

Political regimes based on the criteria of the classification by Lihrmann et al. (2018) and the assessment by
V-Dem’s experts.

100%

Closed
autocracies

80%

Electoral
autocracies

60%

40%

Electoral
democracies
20%

Liberal
democracies

0%

1789 1850 1900 1950 2021

Source: OWID based on Lithrmann et al. (2018) and V-Dem (v12)
Note: The share of closed autocracies increases a lot in 1900 because V-Dem covers many more countries since then, often colonies.

Source: https://ourworldindata.org/democracy

CONCLUSION

The ICT revolution has created a critical opportunity for the world to
increase its productivity and its economic rate of growth; to be able to
seize this opportunity free trade in the world is a must. The importance
of free trade for economic growth was discovered by Adam Smith and
has been extensively documented by the neoclassical school, it is a solid,
well known empirical and theoretical proposition. It is unfortunate that
after the 2008 GFC the world has seen a revival of nationalism and pro-
tectionism, that is shown in the trade battle between China and the US,
the US policy for the government to buy “made in America”, Brexit,
and so forth. As I have written elsewhere, the 2008 GFC did not have
anything to do with the increase in global trade and the large savings
of China and other countries®’; the world was in the right track before

% Obregon, C. 2018. Globaliation: Misguided Views. Op.cit.
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2008, and should continue in it. Losers due to the ICT revolution should
be compensated through tax and government transfers policies, and not
through protectionism. Nationalism and protectionism are bad news in
terms of global peace, they were critical causes of the two world wars of
the twentieth century.

But free trade, while critical, is not enough to obtain global economic
progress, there are also other fundamental issues involved, such as: the
growth of the middle class, the role of the governments in increasing sav-
ings and promoting science and technology, the quality of the global insti-
tutions, the use of large social expenditures, the economic model adopted
by large middle-income developing economies, the recovery and devel-
oping plans to incorporate developing economies to the global economy,
and so forth.

The success of the Western model of growth is undeniable, but global
progress cannot be based on reproducing such a model in the develop-
ing economies; because they do not have the historical institutions that
the West developed, and because the presence of the West in the global
economy changes the global conditions under which an economy has to
develop. The neoclassical model was a failure in developing economies,
while the Asian model was a success.

The Asian growth model is based on a managed economy. The
model has two historical phases. The first one was led by Japan and the
second one by China. In the first one, the keys to its success were: the
use of frontier technology guided by the exports to the West, high local
savings, management of the exchange rate, protection of local mdustries
and development of champion local companies able to export to the West
in competitive terms. In the second wave, in addition, it was critical to be
properly integrated to the ICT revolution by creating all sort of facilities
for the foreign investors to produce the fragment of production that they
chose to do in the developing economy.

The Asian growth models main goal was not to generate a national
middle class, in fact in some countries it was associated with a worsening
of the income distribution; but in the long run, the fast rate of economic
growth of these countries has created an economic middle class, and in
some of them even a political middle class.

Economic progress has to be based on increasing trade and growing
economic interdependence in the world, but within a proper institutional
framework that must accommodate distinct models of economic growth,
such as the Western, the Asian and the development model that could
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result from aiding the poorer countries on earth.

The goals for the world are progress and peace. But they will not
be achieved with promoting unreachable ideals such as: 1) The Marxist
proposals of a global proletariat revolution; or that the income distribu-
tion will produce national economic progress, justice, and national peace,
or 2) the liberal thesis that economic and political freedom will create
progress in all the nations, which will then live in peace with one another.

In reality, the global proletariat revolution never came, and the in-
come distribution policies which are not part of a proper economic growth
program are condemned to fail, like all the inward-looking models have
failed such as the communist model and the import-substitution model.
And in reality, a world of only democratic nations is an ideological pro-
posal which does not have any foreseeable possible pragmatic implemen-
tation, moreover nothing guarantees that such a world of democratic na-
tions would be peaceful.

World progress and peace require free trade. Free trade is one of the
key ingredients needed for progress, and it has the advantage to bring
people from different nations together. But bringing people from diverse
nations together may end up in conflict like in the first wave of globaliza-
tion, or in peace like in the second wave of globalization. The difference
were strong international institutions. Thus, institutions and trust are re-
quired for progress with peace; this is the topic of our second chapter.
And for trust to be developed ideological tolerance is needed, which is
the topic of our third chapter.



CHAPTER TWO: GLOBAL INSTITUTIONS AND TRUST

The liberal promise (understood as the proposal that political and eco-
nomic freedoms in all the countries on earth will bring global progress
and global peace) is not a scientific proposition, because it cannot be prov-
en wrong. It is an ideological preconception, which is not even achievable
in pragmatic terms. There is no real scientific support for the use of the
liberal promise as a guide for global policy, or for policy within non-
Western countries.

The main problem with the liberal model is that it is an essentialist
idealistic conception, that ignores the key institutional historical factors
which explain both the success of the Western model and its limitations.
Factors which are critical to be taken into account, for an international
policy that pretends to be implemented in the real world.

One of the key factors that is ignored by liberal idealism is the histori-
cal presence of the nations. Human rights and democracy are bounded
by the national interests. The school of realism in international relations
has been arguing, in opposition to liberal idealism, that nations confront
cach other based on their own selfish interest; and therefore global peace,
they insist, can only be obtained by a balance of powers between the
diverse nations. In the US today the two main international relation’s
schools of thought are liberalism and realism.

Liberalism is idealistic, and it does not capture the complexities of the
real world; in which distinct countries and cultures have developed with
different conceptual systems and institutional arrangements that are not
necessarily compatible with the one of the West. And realism is simplis-
tic, international relations go well beyond the balance of power between
different countries. Global peace has to be built within a solid conception
of the complexities that characterize international relations.

Realism has argued that the idealism of liberalism has prevented it
to explain the true reality in international relations — dominated by diver-
gent national interests. The Russia-Ukraine war for example, according
to the realist school, is inexplicable in liberal terms. Their criticism of
liberalism is sound; and at first glance it seems that this war can be better
understood with the realist position. However, in other works we have

[34]
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argued that even the realist position is insufficient to explamn this war -
the explanation as we have shown is multifactorial®..

As an alternative to both liberalism and realism, we present in this
chapter a third position as a guidance for international relations: insti-
tutionalism. Kenneth Boulding defined the social system as consisting
of three systems. The economic, the integrative and the power system.
The economic system includes the production and exchange of goods
and services. The integrative system includes the set of values, religious
beliefs, ethical principles, customs and laws that glue the society together.
And the power system includes the complete set of mechanisms related
to the use of force. We argue in here that neither liberalism, nor realism
provide adequate guidance for international politics. While it is true that
liberalism seriously undermines the importance of national mterests in
mternational issues, it is also true that realism sees the international world
as being dominated by the power system and ignores the importance of
both the integrative and the economic global systems. The alternative is
to have a realistic vision of the mternational world based on the three
systems: economic interdependence and free markets in the economic
system; solid global institutions developing mutual trust that act as a fo-
rum to negotiate national economic interests; an international conceptual
system that fosters ideological tolerance within a new integrative system;
and an international nuclear policy and global military arrangement that
guarantees a global balance of power.

Realism explains international relations based upon the power sys-
tem alone, and leaves aside the integrative and economic international
systems. But nations besides having confronting interests, also have eco-
nomic relations and a tradition relating to each other. International peace
could never be established only through the balance of powers, because
such a balance is by its nature very unstable. What we have learnt re-
cently, for example, is that balancing nuclear powers does not prevent
traditional wars between powerful nations and powerless nations. Game
theory shows that any game which does not include shared information
and mutual trust will result in a suboptimal outcome, m this case war.
This is so because the lack of trust implies the risk of a party exercis-
ing unilateral moves that may make it better off at the expense of the
other; and therefore, there is a high incentive to be the first to exercise
such moves, and the game easily degenerates into a suboptimal solution.
Global peace to be achievable, besides a balance of powers has to include

1 See Obregon, Carlos., 2022. Conflict and Resolution, op.cit.
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global mstitutions capable to foster mutual understanding along the three
social systems: the power, the integrative and the economic one.

However, realism, despite its limitations, is right in its claim that liber-
alism is too idealistic, and that it does not take properly into account what
is happening in reality. In the real world, there are institutional differenc-
es between distinct cultures and nations that are the outcome of their own
particular history. The main problem with liberal idealism is that it leaves
aside these institutional particularities; and as a consequence, argues for
the establishment of an ideal world - which does not correspond with the
actual institutional historical features of the real world.

We propose that any solution for global peace has to take into ac-
count the complexities of the real world. Samuel Huntington argued in
the Clash of Civilizations®® the existence of distinct cultures, and he was
right in this point; although, as I argued elsewhere, they do not nec-
essarily have to clash as Huntington maintains in his book*. In other
works, I have shown that distinct societies have historically differentiated
themselves along diverse divergent conceptual systems and institutional
arrangements such as: 1) The Hindu, predominating in India and South
Asia. 2) The Neo-Confucian, still highly influential in North Asia. 3) The
Muslim, predominating in Arab countries and those countries with a large
Muslim population. 4) The Latin American, which is a hybrid culture. 5)
The Western, predominating in the Western world. And there are many
other, more specific differentiations like: 6) The Russian predominating
in many areas of the old USSR. 7) The Turkish; and so on*. Of all these
historical diverse routes of differentiation, the only one that differentiated
the individual based on his rights is the Western one. This is why, in
2021, only 13.3% of the worlds population lived in liberal democracies®.
Liberalism is mainly a Western phenomenon. But that does not neces-
sarily imply that a clash of civilizations has to happen. Since a long time
ago, many of these divergent cultures have learnt to live with each other,
there are traditions and integrative common values between them. Just
to cite some examples, we may think of the relationship between Arabs
and Christians all throughout Spain’s history; or recall that in India the

» Huntington, Samuel P. (1993). “The Clash of Civilizations?”. Foreign Affairs. 72 (3): 22—
49. doi:10.2307/20045621. ISSN 0015-7120. JSTOR 20045621

% Obregon C., 2022. Conflict and Resolution, op.cit.
2 Obregon, C. 2009. La Soledad y el Amor. Amazon.com. Also available at Research Gate.com

% Own calculation, based on the information contained in figure 1.3.
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Hindu, the Muslim and the Western traditions have existed together for
a long time; or remember that the old empires were formed of many
cultures living together. The route to peace is to strengthen the interna-
tional integrative and economic systems, and to develop a globally shared
power system based on a commonly accepted law and judiciary process.

In the first section of this chapter, we discuss the West’s historical
institutional reality; and its key differences with liberalism. In the second
section, we present the developing economies’ historical institutional real-
ity; and explain why the liberal model has been a failure in democratic
countries, while the Asian growth model has been a success even in au-
thoritarian countries. In the third section, we present the world’s present
global institutional reality; and we show that if the world is contemplated
as “one society”, it looks like an underdeveloped society. In the fourth
section, we briefly discuss the reason why the liberal proposal does not
have adequate scientific support. And finally, in the fifth section, we pres-
ent our own institutional proposal to guide future international relations
and to achieve global peace.

THE WEST’S HISTORICAL INSTITUTIONAL FEATURES

The Wests success was due to its particular historical institutional char-
acteristics, among which the most important one, as we have argued ear-
lier, is the long process of consolidation of the middle class. As already
mentioned, in other works I have defined the middle class as having two
properties: 1) It consumes goods and services produced with worldwide
frontier technology; and 2) it defies politically the high class for the politi-
cal control of the country®. It is critical to understand that the lack of a
middle class in the developing economies is the main reason why liberal-
ism (the neoclassical model + democracy) has not worked well.

On the democratic front, the middle class is the political support re-
quired for other key democratic institutions to work properly, such as
a free press and independent judicial and legislative branches of power,
able to establish boundaries to the executive power. Without the political
support of the middle class, formal electoral democracies actually may
disguise authoritarian populist regimes that base their power on the eco-

% Obregon Carlos, 2008. Teorias del desarrollo economico. Amazon.com. Also available
at Research Gate.com
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nomic benefits they give to a large uneducated low class. This has been
the case for example in Venezuela, Bolivia and other countries. Even
Mexico, which is a middle-income country, is today under the menace
of populism. Mexico is of particular interest, because it is an electoral
democracy that adopted the neoclassical model; and not only it has not
grown properly, but it is nowadays being governed by a populist gov-
ernment elected through a democratic process. However, there many
other, more radical examples of electoral autocracies, and even electoral
democracies, in which the electoral process is used to justify populist non-
democratic movements. Think for example of many African countries,
or of the recent elections in Hungary. In summary, without a middle class
the democratic process does not work. Then the question becomes: How
is a political middle class formed? The answer is that it takes a long time
and particular historical circumstances. In the West, it took around three
centuries: from Cromwell’s civil war in England in1649 to the consolida-
tion of liberal democracies after the Second World War. In figure 1.3,
before 1950 only Switzerland, Norway, Denmark, Australia and New
Zealand are classified as liberal democracies. In the same figure 1.3, in
2021 there are only few non-Western countries that are classified as liber-
al democracies: Chile, Uruguay, Botswana, Buthan, Cyprus, Seychelles,
Japan, South Korea and Taiwan. Moreover, liberal democracies are not
necessarily stable, they may retrocede into electoral democracies — as it
happened recently to South Africa?.

On the economic front, of the non-Western countries classified as
liberal democracies only Japan, South Korea and Taiwan have a signifi-
cant middle class that consumes products and services produced with
global frontier technology. Chile, Uruguay, Botswana, Buthan, Cyprus
and Seychelles do not have a worldwide class industry; they operate, as
many developing economies, by exporting mainly primary goods, tour-
ism or services. Japan iIs an interesting case, despite having an electoral
democracy after the Second World War (imposed by the US)*, for fifty
years it had “free” elections in which only one party won. Only recently
has Japan become a truly multi-party liberal democracy. South Korea,
despite having early formal democratic signs since 1948, was basically
an authoritarian regime until 1987 when the first democratic elections
were held. In figure 1.3 South Korea appears as a liberal democracy since

% The data mentioned here, and later in the text, corresponding to figure 1.3 comes from
https://ourworldindata.org/democracy.

2 Japan is classified in figure 1.3 as a liberal democracy since 1952.
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1993; however, The Economist’s Intelligence Unit only classified South Korea
as a full democracy until 2020. Taiwan is also a very recent democracy,
its first democratic election happened in 2000, the year in which it ap-
pears classified as a liberal democracy in figure 1.3. These three Asian
countries are a good example of how hard is for a country to consolidate
a liberal democracy, even after having many decades of economic success
that have formed an economic middle class. Thus, “exporting” democ-
racy to the the whole world is an impossible task in pragmatic terms.

In what follows we will describe the particular circumstances that led
to the development of a middle class in the West, and why it did not hap-
pen in other regions. It is important to understand the particular histori-
cal characteristics that explain why development first happen in the West,
because this allow us to understand why democracy cannot be exported
to other regions and cultures that do not have a historical middle class.

The First Phase, 1500 to 1820. Due to its geographical position, its
population density and its early trade with the East, Western Europe
already had in 1500 a GDP per capita 86% higher than the average of the
world®. It can be appreciated in table 2.1 that Western Europe 30 in 1500
had 31% of the global middle class market. Europe in 1500 was a very
attractive market; table 2.2 shows that the European market (Europe 12)
was already 6 times more attractive than the China’s market. As Table
2.1 shows, in 1500 almost all the West’s middle class was in Western
Europe, but in 1820 the Western Offshoots and Eastern Europe already
had a meaningful middle class.

TABLE 2.1. MIDDLE CLASS MARKET % WORLD

Region Year
1000 1500 1820
Western Europe 30 0.68 30.68 40.18
Western Offshoots 0.00 0.00 343
Eastern Europe 7 0.00 1.66 3.74
Total west 0.68 32.34 47.35

Source: Maddison 2010

Methodology: Middle class market=((Region GDP per capita-Africa GDP percapita)*Regionpopilation)/
(world GDP per capita*world population)

2 Maddison 2010.
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TABLE 2.2. 1500 WORLD RELATIVE MARKET RICHNESS

. GDP per . Market richness
Population %’ . Market %° Territory %* . )
capita’ index 3/4
Europe 12 17.3 797 54.0 12.8 4.22
China 36.9 600 31.1 43.4 0.72
West Asian
. 6.4 590 4.6 28.3 0.16
countries 15
India 39.4 550 10.3 15.6 0.66

Source: Angus Maddison 2009, sece Table 1.1.
! Population of each region as percentage of the sum of all. These regions together represented 63.6%
of the total world population.

GDP per capita of each region. The world average was 566. Together, these regions represented 69%
of the world GDP. Very important note is that Italy had 1100 GDP per capita.

3 Percentage of the market that each region has from the market they conform as a whole. Market is
defined as GDP per capita minus 528 dollars. This amount represents the average between the 3.10
poverty line and the 1.90 extreme poverty line of the World Bank. But, since both are expressed in
2011 PPP international dollars, we have to convert the average into 1990 PPP International dollars as
defined by Maddison. The idea of subtracting the 528 dollars is that they represent almost subsistence
level. Thus, the market size that counts for development is GDP per capita minus 528 dollars.

Percentage of the common territory of each region. Together, they represent 14.8% of the worlds territory.

®  Measure market richness comes from dividing market percentage by territory percentage.

Its particular position in 1500 allowed Europe to be the main ben-
eficiary of the ship technology. Portugal went east to Asia, and Spain
went to America. The big global market established by the trade of
gold and species created an opportunity for manufacturing production
in a large scale. Which was developed in those countries, for example
the UK, that were not rich due to the gold or the species trade. This
was the beginning of large burgos or cities. The migration from the
feuds to the cities, that had already started centuries before, increased
substantially and large cities were created — which implied the ur-
gent need of a new form of government of the citizens. Initially, cities
strengthened the power of the kings (Hobbes), which used to be only
powerful feudal lords. But as the cities became more powerful, they
became eager to exercise an independent power based on the citizens
(Rousseau). However, the battle for the middle class to rise to power
was a very long one. In England, Cromwell, belonging to the chamber
of commons, in 1649 led the civil war that ended up hanging the king
and giving control of taxes and military expenditures to the parlia-
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ment — but after that, the chamber of the lords (which is elected non-
democratically by the English elites, even today) nominated all the
prime ministers. It is not until the beginning of the twentieth century
that the chamber of the commons is able to nominate again a prime
minister. In France, the revolution of 1789 was followed by the rule
of kings and emperors until 1870, year in which France loses the war
with Germany and has to give up the key steel production areas of
Alsace and Lorraine. And it is not until after the Second World War
that a true democracy starts in France. In the US, women were not al-
lowed to vote nationally until 1920, and black people were restrained
from free vote until the 1960’s.

The Second Phase, 1820 to 1950. The second phase corresponds
with the first wave of globalization + the years from 1920 to 1950. In
this second phase, the worlds GDP per capita accelerated drastically,
it had a 0.86% annual growth rate® - compared with a 0.05% during
the period 1500-1820 *'. This second phase is characterized by the fast
growth of the middle class’s market in the West, which dominates the
growth of the global market until 1950; in this year it represented 91%
of the middle-class global market (see table 1.4). The consolidation of
the middle class in economic terms is the actual precedent that gives
rise to the consolidation of liberal democracies in the West after the
Second World War.

The Third Phase, 1950 to Today. All along the economic devel-
opment of the West the middle-classs growth was decisive; but it was
particularly so with the consolidation of the West’s liberal democra-
cies after 1950. In the third phase (the second wave of globalization)
-1950 to today, the political participation of the middle class was criti-
cal in the increase in government and social expenditures in the West.
Table 2.3 shows that social expenditures in the West in 1900 were
almost inexistent — only 0.5% of GDP on average for the countries
shown in the table; in 1960 they were already 9.5%, which shows the
increasing political power of the middle class; but by 2010 they were
24%, which demonstrates the consolidation of the political power of
the middle class in this third phase.

30 Based in Maddison 2020.
31 Based in Maddison 2010.
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TABLE 2.3A GOVERNMENT EXPENDITURES %GI)P

Year
Countries 1900 1950 1960 2010
Germany 194 27.4 23.4 50.4
Italy 16.8 18.3 17.6 54.7
France 14.1 25.1 23.3 59.1
Netherlands 13.5 26.6 21.8 53.1
United Kingdom 11.9 37.3 36.8 53.5
Sweden 7.7 194 25.6 53.9
Canada 7.3 17.3 16.9 47.5
United States 2.9 154 29.8 45.1
Average 11.7 23.3 24.4 52.1

TABLE 2.3B SOCIAL EXPENDITURES % GDP

Year
Countries 1900 1950 1960 2010
Germany 0.59 N.A. 15.37 25.92
Italy 0.00 10.72 27.63
France 0.57 6.10 30.66
Netherlands 0.39 9.60 22.09
United Kingdom 1.00 9.70 22.79
Sweden 0.85 10.37 26.27
Canada 0.00 8.12 17.55
United States 0.55 6.20 19.35

Average 0.49 9.52 24.03
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TABLE 2.4C GOVERNMENT EXPENDITURES-SOCIAL EXPENDITURES % GDP

Year
Countries 1900 1950 1960 2010
Germany 18.78 N.A. 8.02 24.45
Italy 16.79 6.86 27.04
France 13.53 17.17 28.41
Netherlands 13.08 12.21 31.02
United Kingdom 10.88 27.13 30.66
Sweden 6.87 15.24 27.65
Canada 7.31 8.81 29.97
United States 2.36 23.55 25.72
Average 11.20 14.87 28.12

Source: https;//ourworldindata.org/government-spending

In the third phase, the growing government and social expenditures
plus the development of certain key Asian countries creates the condi-
tions for a serious expansion of economic growth. The world’s GDP per
capita annual economic growth 1950 to 2018 was very high, 2.25% (see
table 2.4). This rapid global economic growth is partially due to the fast
Asian growth; but it is also a clear consequence of the larger governments
and larger social expenditures that characterized the second globalization
wave. As can be seen in tables 2.4 and 2.5 all the Western countries had a
higher rate of growth in the second wave of globalization versus the first;
mncluding the Western Offshoots that had a very fast rate of economic
growth i the first wave of globalization.

What is critical to understand is that the Western world as we know it
today* is very recent ~1950 to today. And it is also important to realize
than during the third phase we also had a very fast Asian growth in cer-
tain key countries. As we have shown in table 1.4, in 1950 Asia (including
East Asia, South Asia and Southeast Asia) had 0% of the middle-class
market, and in 2018 it had 35%. Which means that of the 43% global
middle-class market lost by the West almost all of it went to Asia (the
other 7% went to the Middle East due to the relevance of oil in industrial
production and transportation).

The Western models success in the real world did include free mar-
kets and democracy as liberalism argues; but in addition, it was charac-

 With consolidated liberal democracies and large social expenditures.
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terized by a large middle class. A middle class which i the process of its
consolidation created the democratic imnstitutions that were key for the
well-functioning of the democracy such as an independent free press and
solid judicial and legislative branches of government, capable to refrain
the power of the executive. In addition, as we have seen, the middle class
by defying the political power of the high class was able to increase taxes
and therefore the governments size, which created: a) the high savings
required for fast economic growth; b) the government expenditures that
created imfrastructure and support for scientific and technological devel-
opment; and c¢) the large governments required to guarantee financial
stability. Moreover, the growth of the middle class enlarged the market
and the large investment available (due to the high savings) was guided
by the dynamic changing preferences of the middle class, which created
a very fast process of technological change.

DEVELOPING ECONOMIES ARE IN A DIFFERENT INSTITUTIONAL
REALITY THAN THE HISTORICAL ONE OF THE WEST

Assuming that introducing democracy and free markets to the rest of the
world will create progress and peace is incorrect. First, because in the
other countries there are no mstitutional conditions like the ones that the
West has had. And second, because the presence of the developed West
establishes the new conditions under which the development of the other
regions takes place. Since the world’s frontier technology is defined in the
West, the regions and countries that do not export to the West develop
an obsolete technology, and will collapse whenever trade starts with the
West, as it happened to the ex-USSR, Russia, East Germany, Latin Amer-
ica and all the countries that followed an inward-looking development
model, like the communist model or the import-substitution model. This
means that growing a national middle class with an inward-looking model
does not generate sustainable economic growth. Neither expanding trade
between countries that do not export to the West will generate sustainable
economic growth. In addition, given institutional barriers and the ICT
revolution the neoclassical model has failed in the countries in where it has
been applied and it is not the theoretically recommended model.

Free markets and democracy by themselves are not able to create
neither a fast economic growth, nor a stable democratic system, as the
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Mexican case has shown. The main difference between the “idealistic lib-
eral proposal” and the “real successful Western model” were the West’s
mstitutions — mainly the middle class — which did not exist in the Mexi-
can case, nor in any other developing country, and neither do they exist
at the international level. There has not been one single case of a devel-
oping country that has been successful applying the liberal model (the
neoclassical model + electoral democracy). Instead, some Asian countries
have been successful with either the Asian growth model + autocracy or
the Asian growth model + electoral democracy (although once developed
some of these Asian countries have become liberal democracies). What ex-
plains the failure of the liberal model and the success of the Asian growth
model (whether combined with autocracy or democracy) is whether the
country has had -or not- the proper institutional arrangement. The lesson
learnt is that the liberal model cannot be applied to countries with differ-
ent historical mstitutional arrangements than the one of the West, and
that there are other alternative institutional arrangements that are better
at fostering the development of developing countries.

The liberal ideology promises that democracy and free markets will
bring progress and peace. The promise is based on the history of the
Western world after the 1950’s; in which there is a correlation between
political and economic freedoms and progress and peace. However, a
detailed analysis reveals that there are no scientific reasons to support the
liberal promise.

The main reason is that the correlations in the history of the West hap-
pened in a given historical framework with a particular mstitutional arrange-
ment. Therefore, extrapolating the historical correlations found in Western
history to the world as a whole or to other countries is scientifically incor-
rect. Freedom does not necessarily generate progress and peace; it all de-
pends upon the institutional arrangement under which freedom happens.

Looking at the ways countries are classified in figure 1.3 it is interest-
ing to compare Latin America and Asia. In Asia in 2021, South Korea,
Japan and Taiwan are liberal democracies; Singapore, Malaysia and India
are electoral autocracies; and China, Hong Kong and Thailand are closed
autocracies. In Latin America in 2021, Argentina, Brazil, Colombia and
Mexico are electoral democracies; while Chile, Uruguay and Costa Rica
are liberal democracies®. As we have pointed out Latin America represents
a failed economic model (first it followed the import-substitution model

% As we mentioned before, data referred to figure 1.3 comes from https://ourworldindata.
org/democracy.
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and then the neoclassical model or some hybrid models in some countries)
and Asia a successful economic model (the Asian growth model).

Finally, an interesting question is whether economic growth by creat-
ing an economic middle class will generate or not a political middle class.
Five Asian countries have become advanced economies (according to the
IMF classification), three of them are liberal democracies: Japan, South
Korea, and Taiwan. One - the richer one - is an electoral autocracy: Sin-
gapore. And one is a closed autocracy: Hong Kong. As classified in figure
1.3. Japan became a liberal democracy in 1952 (although one party won
elections for fifty years), South Korea in 1993 and Taiwan in 2000. Thus,
these three countries seem to confirm that once a large economic middle
class is formed it creates a political middle class. Hong Kong however,
has always been a closed autocracy, even after being taken back by China
in 1997. And Singapore, the most successful of the Asian countries, has
always been an electoral autocracy. Thus, Singapore and Hong Kong do
not confirm the previous thesis.

THE INSTITUTIONAL REALITY OF THE WORLD LOOKS LIKE
THE ONE OF A DEVELOPING COUNTRY

In 2020, the worlds GDP per capita was $16,198 dollars®, slightly higher
than the one of Latin America & the Caribbean of $14,826 dollars; and it
is almost one third of the one of the high-income countries of $48,028 dol-
lars. Thus, while capitalism has been successful in drastically accelerating
the rate of economic growth of the world, the worlds GDP per capita
still is the one of an underdeveloped economy. Gapitalism has been un-
able to solve the problems of income distribution, underdevelopment and
poverty at the global level®. The world’s income distribution is quite un-
equal; it is very similar to the one corresponding to very underdeveloped
countries. The world’s income distribution between countries, once we
exclude China and India, is still worsening. And the income distribution
within countries has worsened in the last thirty years in some Western
countries due to the ICT revolution; a deterioration that has generated

342017 PPP constant 2017 international dollars. Source: World Bank, WDI Data Bank.
Last Updated 04/08/2022.

% For a good analysis of today's global problems see Obregon, C. 2020. 4 New Global Order.
Amazon.com. Also available at Research gate.com.
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protectionist policies, instead of adequate distribution policies to compen-
sate the losers. Poverty is still a major problem in many countries around
the world. And underdevelopment has not been resolved except for a
few Asian countries that were successful due to the Asian growth model.

At the global level liberalism has been bounded by the national interests.
"The world as a whole does not have a global democracy, nor a large middle
class, nor free press or an accepted international law or judicial system. The
WHO (World Health Organization) is very small — it has a budget that
is equivalent to the one of a large US hospital; and was unable to manage
properly the 2020 GP (Global Pandemic). The climate crisis is being man-
aged poorly. Uncontrolled financial flows due to fiscal paradises promote
tax evasion and illegal transfers of criminal money. International crime has
been confronted by national polices with all the limitations that this implies.

The history of Western capitalism and democracy has been bound-
ed by the national state. Democracy is not a worldwide phenomenon,
the mere thought of a true global democracy, with a worldwide elected
president is unthinkable today in pragmatic political terms. And while
democracy was a success story in the Western developed nations, it has
not been necessarily so in other countries which experienced all kinds of
mixed results. While there are success stories like Japan or South Korea,
there are other failed experiments like Venezuela or Bolivia; and many
mixed cases like Mexico or Argentina.

THEORETICALLY THERE IS NOT AN ECONOMIC
LIBERAL SOLUTION

That free markets do not have a unique stable optimal equilibrium has
been theoretically established by information economics, game theory,
Keynes’ economics and institutional economics. Information economics
has shown that there are multi-equilibriums, some of which are associated
with unemployment and/or underdevelopment. Game theory has proven
not only that there are multi-equilibriums, but that many can be subopti-
mal, as for example Nash equilibriums. Keynes economics has established
that a monetary economy may produce financial crises and unemploy-
ment. And mstitutional economics has shown that the economic equilib-
rium does depend upon the institutional arrangement. As I have explained
these theoretical results recently in another work, I will not dwell on this
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topic here®. That democracy does not work without the proper demo-
cratic institutions has been established by political science, and it is the
main distinction between electoral autocracies, electoral democracies, and
liberal democracies. In sum, the liberal idealistic model does not have an
economic solution. The successful Western model happened because of
the presence of proper political and economic institutions.

At the theoretical level, it has been shown that free markets do not
necessarily generate neither a stable relationship between the economic
agents, nor economic progress. At the empirical level, in developing econ-
omies increasing economic interdependence has not necessarily been asso-
ciated with faster economic growth (again the perfect example is Mexico).
This empirical result reinforces the theoretical discovery that the econom-
ic equilibrium does depend upon the characteristics of the institutional
arrangement under which the economic interdependence is created.

Keynes argued that: 1) At the national level neither full employment
nor financial stability can be obtained with free markets, unless the prop-
er institutions exist; and 2) at the international level, to avoid wars and
drastic global inflation-depression business cycles, proper institutions are
also required.

The 1930 GD, the 2008 GFC and the 2020 GP have shown us that
even the Western countries are not able to produce full employment and
financial stability (as the liberals argued that they would - according to the
rational expectations school) without the proper institutions; thus, Keynes
was right. In the 2020 GP the economic response of the governments has
been a huge increase in government expenditures, as Keynes would have
recommended. Today, the liberal idea of stable markets in the developed
Western economies is gone, it has been shown wrong by economic reality.

Free markets while necessary for global progress, are not sufficient.
Proper national and global mstitutions are required. The first wave of
globalization, given the lack of adequate global institutions, ended up in
the First World War. And as Keynes wrote in The Economic Consequence of
the Peace, the aggressive agreements imposed by the winners on the los-
ers after the war were the main cause of the hyperinflation of the 1920’s.
The central banks'monetary contraction to fight the hyperinflation of the
1920’s created a recession, which in turn stimulated protectionist policies
aimed at reducing the impact of the recession. But these protectionist
policies backfired, creating the 1930’s GD. And in turn the 1930’s GD
generated nationalistic-populist policies, among them communism and

3 Obregon, C., 2020. New Economics. Amazon.com. Also available at Research Gate.com
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Nazism, which were a precedent of the Second World War. It is not until
after the Second World War that a relative peace between the main pow-
ers is established due to four factors: 1) The USs unquestionable leading
role; 2) The new global institutional arrangement of the West — partially
a consequence of Keynes recommendations; 3) The Cold War between
the West and the USSR could not easily become an open war due to the
new nuclear power capabilities on both sides.

The USs leading role officially ended in 1971, when the agreements
reached in Bretton Woods were changed into the new global system of
free-floating exchange rates and free capital flows (under Bretton Woods
exchange rates were fixed and capital flows were controlled). Since 1971
the disintegration of the global institutions started, and was particularly
accelerated in the eighties, under the influence in political economy of the
neoclassical thinking in monetarism and the school of rational expectations.
At the end of the eighties the ICT revolution began and the world started
a long period of economic growth that did not end until the 2008 GFC.

In the last 14 years the world has seen three major global crises. The
2008 GFC, the 2020 GP and the Russian-Ukraine war. Additionally, the
world has accumulated many unresolved critical issues: the climate crisis,
the loss of control of global financial flows through the presence of global
paradises, the empowerment of international crime, partially fostered by
the lack of control of financial flows, unresolved and unacceptable lev-
els of global poverty, and the subsistence of underdeveloped economies
that have only marginally benefited from the global capitalistic economic
growth What is going on? Why so much global disorder? The answer
is that the world lacks an adequate global institutional arrangement and
that free markets do not operate well without one.

AN INSTITUTIONAL PROPOSAL FOR INTERNATIONAL
RELATIONS AND FOR GLOBAL PEACE

We have so far already introduced enough elements that can be used in
the construction of an institutional proposal for international relations and
global peace. First, national interests are a reality, and therefore the use of
power to solve conflicts between nations is always a possibility. Second,
while a military balance of powers - as proposed by the realist school - is
required, it is an unstable and insufficient solution. Third, the solution
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must also mvolve the integrative and the economic systems. Fourth, the
liberal model is an abstract ideology that does not explain well what re-
ally happened in the history of Western economic growth, it misses the
importance of institutions, particularly the role of the middle class. Fifth,
the liberal model (neoclassical model + democracy) did not work well
in developing economies and neither in the ex-USSR countries. Sixth,
the Asian growth model worked well in developing economies; it is the
only model that has created advanced economies from developing ones.
Seventh, the Asian growth model is a dependent model - it requires ex-
porting to the global middle class. Eighth, the world’s economic growth is
defined by the economic interdependence and the size of the global eco-
nomic middle class’s market (the middle class is understood in economic
terms as the one who buys goods and services produced with worldwide
frontier technology). Nineth, theoretically it has been shown that free
markets do not generate a stable, unique, optimal equilibrium. The eco-
nomic solution depends upon the mstitutional arrangement. Inadequate
mstitutions will generate financial crises, unemployment, underdevelop-
ment and poverty, wars, and in general suboptimal and inadequate glob-
al solutions for many of the world’s problems like the climate crisis, or
international crime. This i1s what has happened i the real world. Tenth,
contemporary wars are lose-lose games —in general, they are fought to
decide who loses less; they are the outcome of inadequate settings of the
game - or, in another language, an inadequate institutional arrangement.

Taking these elements in consideration, our proposal is that the best
path to obtain global peace is economic interdependence, but for the latter
to work properly it requires a framework of stronger global mstitutions.

The economics of global peace proposes that: 1) Economic interde-
pendence is the key to global peace; 2) however, for the global economy
to work properly and in order to avoid open conflicts, trust between the
economic agents and the nations is required; 3) such a level of trust re-
quires common, strong global institutions - including the ones directed at
expanding the global middle class; and 4) for these global institutions to
operate properly, ideological diversity needs to be tolerated.

Point 4) is central in our proposition and will be discussed in the
next chapter, therefore our full recommendation will only be outlined
completely until the conclusion of this manuscript. In the remaining of
this chapter, we will explore two key issues of the proposal: why trust is
required for optimal solutions; and which specific global mstitutions are
required for developing trust between nations.
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Trust and Optimal Solutions

Contemporary economics, using game theory, has shown that the
amount of resources under dispute depends both upon the institutional
settings of the game, and the specific strategies adopted by the agents in
the game. Therefore, the focus has changed to the understanding of the
quality and properties of the institutional arrangement.

Game theory provides an interesting lesson for conflict theory, because
it has shown that even if the conflict is analyzed in dynamic terms, the
result may still be suboptimal®”. The reason why this can happen is that a
given economic agent does not know what the others will do. And even if
we hypothetically assume that: a) all economic agents are informed of what
the optimum potential solution is; and b) communication between them to
announce their future actions is allowed; it can still be the case that the opt-
mum solution does not occur, because in addition to be informed about the
other economic agent’s future actions, the economic agent has to trust than
they are saying the truth — knowing than the others may benefit from lying.

But trust is not a feature neither of the economic system, nor of the
power system, it is a feature of the integrative system?. The main lesson
learnt with game theory is that economic conflicts do not have a solution
within the economic system itself*’; the solution requires an institutional
arrangement bolstering trust, that necessarily involves the integrative sys-
tem. Now, what happens when there is not an adequate integrative sys-
tem? Since economic conflicts do not have a solution within the economic
system, then the solution of the conflict will often involve the power sys-
tem — the use of force or the menace of it.

At the international level, this implies that the lack of a common in-
tegrative system implies that economic conflicts may easily have subop-

% Even if the agents have full dynamic information as to the moves of each one that will
take them to the optimal solution; it will not be achieved, unless the agents trust each other.
Because otherwise, they may be afraid that the other agents may not comply with the op-
timal required moves, because by cheating these other agents may get extra benefits at the
expense of the ones that did comply; therefore, they will cheat first.

% In this manuscript we follow Kenneth Boulding’s framework of institutional economics,
according to which the interactions of individuals within a society are not only explained
by the existence of an economic system, but also by the prevailing norms of an integrative
system and by the use of force or the menace of it within a power system. For definitions
and further discussion of these three social systems see figures 3.3 and 3.4.

% Obregon C., 2022. Conflict and Resolution, op.cit. Chapter one
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timal solutions that probably will involve the power system - the likeli-
hood of wars increases substantially.

The balance of power proposed by the realist school is a solution to
economic conflicts based on the menace of the use of power. But such a
solution is unstable, because it can easily be shown in game theory that
it is to the advantage of the participants to anticipate the other (whom
they distrust not to attack them first) by starting a military aggression
first. This explains, to a large extent, the wars all through the history
of humanity, up to the Second World War. After the 1950’s, the de-
velopment of nuclear-power countries has changed what the balance of
power means. The balance of power between nuclear-power countries
has made war very expensive for those involved; but the way out has
been for nuclear powers to involve themselves in wars with small, non-
nuclear countries, under the premise that none of the nuclear power
countries will rescue the non-nuclear, small country given the potential
high costs of a nuclear war. This however increases the possibility, as
we now have seen in Ukraine, that the other nuclear powers come
to the rescue of the non-nuclear small country by providing it with
non-nuclear traditional arms and know-how (Russia also supplied ar-
mament to Iraq and Afghanistan in the corresponding wars). But this
situation is unstable and dangerous for the world. As I am writing,
Putin has announced the launch of a new intercontinental missile and
has publicly declared that it is a warning for those countries that wish
to threat Russian interests.

There is no solution for economic or power conflicts within the power
system that are stable, the only way out is a common integrative system®’.
That 1s why global institutions are required. And there is an important
lesson to be learnt from this discussion: mstitutions have to be global
and be inclusive — able to include everybody; otherwise, whoever is left
out will distrust the institutions and conflict will be generated. This al-
ready has significant practical implications. It implies, for example, that
not eliminating NATO after the collapse of the USSR was a mistake. It
also implies that if NATO was not going to de dissolved, Clinton should
have promoted the inclusion of Russia into NATO, as Putin requested
i 2001. And it also implies that Nixon and Kissinger were correct in
opening diplomatic relations with China. That Putin attempted to iso-
late Russia and its interests is a huge mistake. That Biden declared the
Russia-Ukraine war as the war between autocracies and democracies is a

# See Obregon, Carlos., 2022. Conflict and Resolution, op.cit.
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mistake. Creating the EU and preventing countries from joining is a mis-
take; Russia should have been a European Union member. Dismantling
the WTO is a huge mistake. Global organizations such as the WTO, the
IMF, the World Bank, the WHO, and others must be strengthened and
new, broader roles should be assigned to them.

In simple terms, the only road to peace is to develop a worldwide,
mnclusive, integrative system. As long as there is a distinction between
us and them, between the “in-group” and the “out-group” there will be
conflict and wars. However, a global integrative system will always be
insufficient given the presence of national interests, and in a broader
sense the conflicting evolutionary nature of humans. Conflict is evolu-
tionary built-in in human societies, and to some extent it is required for
societies to change and be able to confront endogenous and exogenous
parametrical changes like technology, climate conditions, exhaustion
of resources and so on. Therefore, together with the integrative sys-
tem there has to be a global power system with executive capacity to
implement, for example, the resolutions of global judges. And again,
given the existence of powerful nations the global power system will
always be insufficient. But although the solution will always be far from
optimal, the direction is clear: to strengthen the global integrative sys-
tem and the executive capacity of the global power system. Common
laws and judges must be accepted, and global endorsement mechanism
should be created and respected (like for example those that have been
imposed in the past by the WTO).

Either one believes, as liberalism defends, that institution must be
dismantled or one believes, as we are proposing, that institutions must
be strengthened. However, it must be clear that our institutional pro-
posal does not imply that institutions can substitute the markets. If
we have learnt anything, it is that free markets, economic interdepen-
dence, and a large middle class are the keys for economic progress.
And while economic progress by itself does not guarantee peace, to-
gether with strong, inclusive institutions developing common inter-
national trust, it will go a long way to promote peace. Conflict will
always be there and wars most likely will continue to happen; but they
can be reduced in extent and global relevance by following our institu-
tional proposal. This proposal is not the magic cure for progress and
peace. But it changes our view of the world about how to deal with
conflict, how to stimulate progress and how to promote peace. And as
Boulding used to say, we should not look for the optimum, we should
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just watch whether we are going up or down. Our institutional pro-
posal will take us in the upward direction. Liberalism and communism
will continue fostering conflict, menacing progress and peace and tak-
ing us in the downward direction. Thus, our institutional proposal is
not an ideal-optimal solution, it is just a pragmatic change of view that
will take us in the upward direction.

Towards Inclusive Global Institutions

Under Keynes’ influence, and with leaders that were aware of the fail-
ure of the negotiations of the First World War, Bretton Woods was a
success. It created inclusive institutions (excluding communist countries)
aimed at fostering the economic recovery of enemies and allies alike. The
Marshall Plan aimed at the recovery mainly of Europe (including Ger-
many and Italy), and Japan. As table 2.4 shows, 1950 to 1970 were the
best annual growth rates in the period 1820 to 2018, not only for Europe,
but also for the Western Offshoots (which include the US) and for the
World. As table 2.5 shows, these years were particularly good for the
former enemies (Germany, Italy and Japan) because they needed more
reconstruction.

TABLE 2.4 REGIONAL GDP PER CAPITA ANNUAL GROWTH RATE % (2()1 1 PRICES)

Eastern Western Latin Asia
Years Western Europe .
Europe Offshoots America (East)
1820-1950 0.89 1.24 1.37 1.05 0.02
1950-1970 4.08 3.58 2.28 2.67 5.12
1970-2018 1.89 1.49 1.77 1.69 3.56
1950-2018 2.53 241 1.92 1.98 4.02
Asia (South and Middle Sub-Sahara
World
Southeast Asia) East Africa
1820-1950 0.11 0.69 0.39 0.86
1950-1970 1.86 3.54 1.98 2.91
19702018 2.3.39 2.84 1.24 1.97
1950-2018 2.94 3.05 1.46 2.25

Source: Maddison 2020
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TABLE 2.5 GDP PER CAPITA ANNUAL GROWTH RATE % (201 1 PRI(IES)

Years United States UK France Germany
1820-1950 1.35 0.93 1.18 1.06
1950-1970 2.29 2.22 4.02 5.27
1970-2018 1.76 1.67 1.58 2.07
1950-2018 1.91 1.83 2.29 3.00

Italy japan USSR China
1820-1950 0.57 0.65 n.a. -0.08
1950-1970 5.24 8.44 343 2.84
1970-2018 1.67 1.93 1.66 4.77
1950-2018 2.71 3.80 2.17 4.20

Source: Maddison 2020

The key mstitutions for the Marshall Plan were the World Bank, in
charge of the reconstruction loans, and the IMF, in charge of maintain-
ing the global financial stability. Since the monetary regime of Bretton
Woods consisted in fixed exchange rates, controlled capital flows and au-
tonomous monetary policy, the IMF oversaw that the recovery happened
with macro-stability, so that the external balance of the countries was
healthy enough to maintain the required fixed exchange rates. Excep-
tions had to be authorized by the IMF, which could provide the liquidity
needed for the adjustments required.

Despite its undeniable success, Bretton Woods had two problems.
The first problem was that it was based on a dominant country player
- the US, which should have guaranteed financial stability by main-
taining a fixed gold-dollar parity, so that other currencies could have
a fixed parity with the dollar. This of course implied macro-prudency
in the USs government finances. As we know, Nixon - looking for his
reelection - increased government expenditures with his famous dictum
that “we all are now Keynesians” (he abandoned monetarism because it
was creating too much underemployment and was politically unappeal-
ing for the political reelection); and a as consequence in 1971 France
(Europe had already recovered due to the fast 1950-1970 economic
growth) asked the US to convert the dollars France had into gold; the
US refused, and this was the end of Bretton Woods and the beginning
of the actual monetary regime of flexible exchange rates, free capital
flows and autonomous monetary policy.
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The second problem was that Bretton Woods was built under the
Cold War spirit. Therefore, it excluded countries that were members of
the USSR and those with which the West did not have political relations -
like China, or Cuba later. The Cold War is one of the tragic events in re-
cent history. It started due to Stalin’s unsatisfiable ambition and Truman’s
inexperience in international political affairs. Winston Churchill warned
Truman that Stalin was moving Russia’s military forces into Eastern Eu-
rope and suggested that the UK and the US should stop him by mov-
ing their troops eastwards; Truman refused, because he wanted the US
soldiers to go back home as soon as possible, and he argued that later,
in a diplomatic table the territorial disputes with Russia could be settled.
But Churchill was right, and Truman was wrong, Stalin never gave back
an inch of territory, and an angry Truman started the Cold War. The
Cold War has had an enormous cost for the world’s economy, it meant
that large, key populations did not participate in the economic recovery
1950-1970. The USSR grew fast during this period, at an annual rate of
3.43%; but, because it was dissociated from the West and it did not have
a large middle class of its own, it grew with obsolete technology. And
the consequence was the collapse of the USSR at the end of the eighties.
The USSR today has the same problem, an inward-looking economy
growing with obsolete technology. The costs for the world of the Cold
War have been on four fronts: 1) The foregone economic growth associ-
ated with incorporating the large USSR market; 2) The large investments
made in obsolete technology in the USSR which finally collapsed when
the USSR opened to the West; 3) The large expenditures in military
nuclear and non-nuclear armament; and 4) Traditional wars involving
small countries that reflect the confrontation between the superpowers.
This includes today’s Russia-Ukraine war, which likely will signal a new
round of increasing costs on these four fronts.

The historical difference between China, on one side, and the USSR
and Russia, on the other, illustrate the difference between inclusive ver-
sus exclusionary institutions. In 1970 Nixon, under Kissingers advice,
opened the relations between the US and China. Only ten years later,
China started repositioning itself to trade with the West and at the end
of the eighties joined the ICT revolution (with an Asian growth model)
and had the huge success that we have witnessed. During 1990-2020
the annual growth rate of China has been 12.97%, while the one of the
Russian Federation has only been 1.05%*. But the difference is not only

' WDI, World Bank last updated 04/08/2022.
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in the rates of growth, but in the technology they are using. China is a
dominant exporter of machinery and transport equipment to developed
countries, Russia does not participate in this market. China has frontier
technology while Russia continues to grow with obsolete technology.

The benefits of the Chinese economic growth for the West have been
huge. China has increased global productivity for years, and it is be-
hind the long wave of low inflation that the world has had in the last
decades. Meanwhile, Russia continues isolated, arming itself, and what
it has brought to the world is the Russia-Ukraine war with all the future
costs that it will imply.

It was a mistake not to use the collapse of the USSR to introduce a
second Marshall plan to modernize the USSR. The argument for not
doing it because they were communists was never a good one; in the
first Marshall plan the West successfully helped imperial Japan and Nazi
Germany. Moreover, China is still a communist country. The real reason
why the West did not do it was because the then dominant liberal econo-
mists’ thought was that it was not needed, they were convinced that free
markets would do the job of recovering the USSR, and they were wrong.
And the failure of the liberal model produced as a response an inward-
looking recovery in Russia, that isolated this country again.

It was also a mistake not to include Russia into NATO when Putin
asked Clinton to do it in 2001. It is a mistake to maintain exclusionary
institutions. Whoever is left out will become a resentful adversary, if not
an enemy.

What is our proposal? It is a change of mind. Instead of having as
a goal exporting liberalism, and protecting it through exclusionary insti-
tutions, create inclusive institutions that “include everybody”, practicing
ideological tolerance (the topic of next chapter) and looking forward to in-
creasing economic interdependence and the size of the global middle class.

What does it mean concretely? Let us briefly discuss what it means in
terms of the WTO, the IMF, the World Bank, the WHO, NATO, and
fighting the climate change crisis and international crime. The follow-
ing notes only pretend to briefly indicate the directional change that our
proposal entails.

The WTO. The World Trade Organization is critical in our pro-
posal. It is the key for a healthy development of free trade and economic
interdependence, and therefore for the economic growth of the world.
Bilateral trade agreements should be precluded, and large nations should
obey the WTO dictums. The developed countries’ defense of agricultur-
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al products import tariffs is unjustified. And the growing protectionism
in the US, the UK and the EU in unacceptable, and it has huge costs for
the global economic growth. The US-China bilateral agreements are the
wrong way to go. Trade penalties approved by the WT'O in fact can be
an instrument for global justice. A case like Russias invasion to Ukraine
could theoretically be sanctioned through a strong WTO. But the key
point is that the WTO should be inclusive of everybody — with the same
rules. The ICT revolution entails the potential of an enormous increase
in global productivity, but it requires a strong WTO. Instead, today the
WTO has lost prestige, influence and power, to the point that nobody
with an international solid curriculum in the developed countries wants
to be nominated to preside it. We are going in the wrong direction.

The WB. Besides free trade and economic interdependence (which
should be the goal of the WTO), the other element on which global
economic growth depends is the size of the global middle class. There
are two ways to increase the global middle-class market. The first one
is to increase the imports of the successful Asian countries that followed
the Asian growth model, this slowly happens because they are becoming
wealthier, but in addition it could be a task for the WTO that should
stimulate free trade. The second one is to increase the middle class in the
developing countries — this should be the goal of the World Bank. How?
Promoting the development of the world through an economic new Mar-
shall plan. The developed countries will benefit enormously by the new
middle-class markets in the developing economies, and their insertions
mto the global economy may imply an increase in global productivity
well beyond what happened with the insertion of China.

The IMF. The International Monetary Fund will be in charge of glob-
al financial stability and should be the final authority in the matter. Fi-
nancial sanctions like the ones applied to Russia should never be imposed
unilaterally by a given country or group of countries, it should be the
duty of the IMF. The IMF should provide financial support for the coun-
tries’ long run growth programs, and not only for short-term economic
cycles, as it does it today. This implies, for example, backing countercy-
clical policies in the developing economies, as the ones that are applied
in the developed ones. The IMF should be in charge of legalizing global
financial flows by gaining control of the activities of fiscal paradises.

The WHO. The World Health Organization’s budget is equivalent
to the one of a large US hospital. The world paid dearly for this during
the 2020 GP. As late as May 2020, the WHO was still not recommending
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wearing masks. The WHO should be strong and should have real com-
mand in global heath issues.

NATO. The North Atlantic Treaty Organization should disappear
and be substituted by a global security agency that should include all the
countries in the world. This organization should be the cornerstone to
maintain a balance of powers, while reducing the military armament and
the nuclear power of the countries involved.

Climate Change. Climate control should not be the consequence of
multilateral agreements between countries. There should be an mterna-
tional agency with political stature, financial possibilities and authority to
penalize the countries that do not achieve the targets assigned and agreed
by them.

International Crime. It will never be stopped unless there is control
of financial flows by the IMF, an efficient worldwide police and an ac-
cepted international law and international judiciary system.

International Courts. The US is asking for the condemnation of Rus-
sia’s and Putin’s war crimes by the international courts — but it faces the
contradiction that the US does not officially recognize the international
courts (it has been avoiding their recognition, among other issues, for
example to prevent childcare demands to US soldiers from non-US na-
tionals). This contradictory behavior has to stop; if we want to build an
mternational community able to aim at progress and peace, it is necessary
to have recognized international courts, an international law accepted by
everyone, and consensual enforcement mechanisms.

CONCLUSION

Liberalism has dominated global policy for the last decades; and it has
been mistaken on many fronts: 1) It defended the wrong view about the
2008 GFC; contrary to the argument of the liberal economists, the pri-
vate markets did not do their job, and a local real-estate subprime crisis,
unresolved by the US government - that did not intervene, under the
advice of the liberal economists-, became unneeded the 2008 GFC. 2) It
was unable to solve the problems of poverty and underdevelopment. The
only countries that tackled these problems were the ones that followed
the Asian growth model. 3) It has been unable to solve the global climate
crisis. 4) It has been unable to regulate global financial flows, which have
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benefited substantially the expansion of international crime. 4) It was un-
able to solve both the 2008 GFC and the 2020 GP, both of which were
confronted with non-liberal policies like the Keynesian expansion of the
governments’ expenditures and the central banks entering directly into
the credit markets in what is known as quantitative easing. 5) The 2020
GP required the massive intervention of the governments for vaccine
production and application. 6) It was unable to export democracy, even
after decades of the US being present in Iraq and Afghanistan it failed in
bringing democracy to these countries.

Free markets and economic interdependence do work well, and they
are most needed; but they only work well within a Keynesian institu-
tional world that has a key role for the governments. The Wests success
1s explained by free markets and economic interdependence, but within a
very specific institutional arrangement that includes a large middle class.
Free markets and economic interdependence do not work well within a
liberal world lacking proper imnstitutions; there are many examples, the
first wave of globalization ended up in the First World War and the lib-
eral recommendations of what is known as The Washington Consensus
did not work well in the developing countries that adopted them. Liberal-
ism has not brought democracy to the world, only 13.3% of the popula-
tion lives in liberal democracies. What liberalism has done is to create
unneeded global tensions that have been one of the negative influences
that explain the Russia- Ukraine war. It is time for us to abandon liberal-
ism as a guide for international relations.

The only known alternative is realism. The criticism of the realist
school to liberalism of being idealistic and leaving aside the reality of
confronting diverse national interests is adequate. International relations
cannot ignore the historical reality of nations with divergent interests; na-
tionalism has been a constant in the last millennia of human history. But
the solution proposed by realism, of an international balance of powers,
is too unstable; and will lead to frequent military confrontations. Realism
1s based in the power system; and there is no doubt that the power system
is critical, but international relations include also the economic and the
integrative systems.

In this chapter we have introduced a third alternative to guide interna-
tional relations: institutionalism. Institutionalism argues in favor of strong
international institutions. We have summarized the institutional proposal
for global peace as follows: 1) Economic interdependence is the key to global
peace; 2) for the global economy to work properly and in order to avoid open
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conflicts, trust between the economic agents and the nations is required; 3)
such trust requires common, strong, global institutions — mcluding the ones
directed to expand the global middle class; and 4) for these global mstitu-
tions to operate properly, ideological diversity has to be tolerated.

The new technology of the ICT has globalized the economic system
and fostered an economic interdependence that accelerates free trade and
increases global productivity. The ICT revolution is the key for global
economic progress, but it requires free markets which will only work
properly under the guidance of strong global institutions. Bilateral trade
agreements will end up in protectionism and will jeopardize the productiv-
ity possibilities of the ICT revolution - what is needed is a strong WTO.

The progress of the world depends critically on its economic interde-
pendence and on the growth of the international middle class. Both of
which increase the market size that allows for a fast technological devel-
opment, guided by the changing preferences of the middle class. While
the WTO is required for adequate economic interdependence, a strong
WB and FMI are required to develop an international middle class and
foster the financial stability required for economic development.

Economic progress however, given national interests’divergence may
become unstable and lead to military conflicts. The only way out of this
is to build solid international institutions that foster mutual trust. Thus
the WTO, the WB and the FMI have to be supported by an international
law and international accepted courts and mechanisms for enforcement.
It is under an accepted common legal framework that a new Global Se-
curity Agency must operate, with the aim of establishing an adequate
balance of powers directed at reducing the military armament and the
nuclear power of the diverse countries in the world. And it is under an ac-
cepted common legal framework that problems like global health, global
climate and international crime can be addressed.

The new mstitutionalisms guide for international relations is not an
ideal proposal, it is a required response to the globalization brought about
by the ICT technology. We live today in a globalized world; the ICT
revolution has globalized the economic system, and the nuclear technol-
ogy has globalized the potential consequences of a traditional war. The
Russia-Ukraine war must alert all of us that something is going awful-
ly wrong in the way we manage the world. Not only today everybody
around the world can watch the war and the killing of innocent people
in their homes TVs. But everybody is suffering the consequences. Many
people around the world are starving because of the food scarcity pro-
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duced by the lack of exports of Ukraine and Russia. Many others are
suffering the inflation caused by increased energy prices. People in Wash-
ington are buying food to store home, afraid that Putin may decide to
launch an intercontinental missile; and they are not crazy - although is
unlikely, it is for the first time a possibility with a probability higher than
zero. Moreover, the increase in energy prices and of food brought about
by the war add up to the supply-chain problems consequence of the 2020
GP and the high global demand created by the expansionary government
adjustment programs, also due to the 2020 GP. The increase in energy
prices and of food triggered by the war may be the last drop that spills
over the glass of water and creates the possibility of inflationary expec-
tations that force the central banks to an aggressive increase in interest
rates, that may take the world into a recession, that would be absurdly
costly. We are just too interdependent in the modern world. And even
crisis in relatively isolated countries like Ukraine and Russia may have all
sorts of negative consequences for the global economy and maybe even
for the global peace. We do not even want to imagine what could occur
if China invades Taiwan.

The institutionalism’s guide to international relations does not ignore
the difficulty of creating strong international institutions, given the preva-
lence of the national interest of powerful nations. There will never be
an optimal solution for global progress and global peace. The pragmatic
question however is: What should be the guide for international rela-
tions? Marxism should not even be mentioned, not only because it does
not stand any real possibility, but because it is also theoretically mistaken
(see next chapter). Liberalism has failed, it is too idealistic, and it does not
stand a real chance in a world in which only 13.3% of the population lives
in liberal democracies. Realism is restricted only to the power system, the
solution it proposes is not stable and will lead to vey suboptimal solu-
tions, with frequent military confrontations and the consequent damage
to economic progress. Thus, we need to do something else, something
new. We need to change our minds, to understand that we truly live in a
globalized world. One that will never be dominated by just one ideology;
thus, as we argue in the next chapter, ideological tolerance is required.
We should move in the direction of strengthening the international insti-
tutions. It will be a slow process, and it will take a long time; but it is the
only possible pragmatic route for a world whose technology is growing
so fast, that it is becoming ever more interconnected, in economic, cul-
tural and military terms.



CHAPTER THREE: EVOLUTIONARY CONFLICT,
SOCIAL CHANGE, AND IDEOLOGICAL TOLERANCE

To understand the origins of ideologies, it is critical to realize why the
world could never be dominated by just one ideology, whether be it liber-
alism, Marxism, Christianism, Islamism, Confucianism or Buddhism. In
the first section of this chapter, we discuss how the mind forms images of
reality, how conceptual systems are developed, and how they relate to in-
stitutional arrangements; what glues societies together, and why diverse
societies create distinct ideologies that may confront each other. In the
second section, we show why conflict is endemic to human societies, and
how it is the basis for a healthy evolutionary social change. We introduce
theories of social change and how they explain today’s international real-
ity. In the third section, we discuss why ideological tolerance is required
in today’s globalized world, and why it is a critical ingredient of the msti-
tutional proposal defended in this manuscript.

CONCEPTUAL SYSTEMS AND INSTITUTIONAL ARRANGEMENTS:
THE ORIGIN OF IDEOLOGIES

The human mind does not have access to the “true” external reality.
Humans only know the images of such a reality that they have in their
brains. We capture information through our senses, process it and file
it in the form of neural maps - which are images of the external reality.
When needed, we retrieve these images and may combine them. Science
help us to interact better with reality, and to get to know it more. But
science is a consequence of mental and mathematical models of reality
which are not the “true” external reality. Take for example the notions of
time of Newton and Einstein, they are very different one from another; in
Newton time is an absolute dimension, and in Einstein it is relative and a
geometrical dimension. Now, “true” reality is just one. But what is “true”
time? Newtons or Einstein’s? The answer is: none of them. Both New-
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ton’s physics and Einstein’s physics explain rather well macro-physical
reality for almost all events, but they are not “the physical reality” - they
are models of reality. And different models of the same reality may inter-
act in distinct productive ways with it.

From the beginning, humans had to confront the need to survive, and
therefore they have to create images of reality that interact in productive
ways with it. Thus, societies created conceptual systems that had as a
counterpart an institutional arrangement that implemented in pragmatic
life the ideas contained in the conceptual system. And distinct societies
created different conceptual systems with their corresponding institution-
al arrangements. In other works, I have distinguished three very large
conceptual systems in human history: magic, rationality and harmony;
which correspond to the primary society, the traditional society and the
Western society respectively. But these are only artificial, abstract catego-
ries, created with the intention to show the particularities of the West-
ern society; that is the only society that has differentiated the individual
mn terms of his/her rights. All the traditional societies, whether past or
contemporaneous, are particular - singular — differentiations away from
distinct primary societies. But all the traditional societies have in common
that the individual is only differentiated based on his/her duties. Hindu-
ism, Buddhism, Confucianism, Christianism and Islamism are concep-
tual systems that correspond to traditional societies — in none of them the
individual has rights, he/she only has duties.

In primary societies, humans living in small groups did not differ-
entiate the individual. The whole universe was ordered by a universal
cosmogony - magic. In magic, things are just the way they are, and hu-
mans do what they are designed to do. As societies get more sophisticated
and larger, in the traditional societies, they become hierarchical and it
becomes necessary to differentiate the individuals by their duties. And it
is not until the contemporary Western societies, due to their particular
historical characteristic that gave rise to the citizens as the central force of
the political system, that individuals are differentiated by their rights. The
reader interested in the in-depth discussion of these topics may review
them in my previous works*2. What is relevant for our purpose here is
that there are distinct conceptual systems that imply diverse institutional
ways of living, and lead to very different lifestyles; particularly, that the
Western society’s conceptual system is a drastic departure from other tra-

2 Obregon, C., 2021. The Philosophy of Belonging. Amazon.com. Also available at research
gate.com
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ditional conceptual systems, because it is the only one that differentiates
the individual based on his/her rights.

Therefore, the notion of human rights that seems like an unquestion-
able truth from a Western perspective, is not understandable from a tra-
ditional perspective. Why? Because evolutionarily we basically are social
beings, not individual beings. We were evolutionary designed to live in
a social group. And from an evolutionary standpoint the group$ survival
is prior in relevance over the individual’s survival. This principle is still
alive even in Western societies, that is why they send soldiers to war — it
is a social duty, among others that the individuals have. Individualism
has to be understood for what it is, a Western ideology. How did it start?
From an institutional perspective, with the growth of large cities, due to
the increase in global trade, that eventually gained power and needed a
political system based on the citizen. From a conceptual perspective, it
is an inheritance of Christian thought. Saint Thomas argued that moral
truths were in God’s mind and that they could be understood by the hu-
man mind, a position followed later by Kant and Locke and most mod-
ern Western philosophers. For these philosophers, human rights reside in
the mind of God; and humans have them because they are the children
of God. But this particular institutional and conceptual differentiation
that happened in the Western traditional society (and that gave rise to
the contemporary Western societies), did not occur in other traditional
societies. These societies followed distinct differentiation routes of their
own, compatible with their specific history.

In India, the cast system organized the hierarchical society and the
Hindu religion was developed as a support for the differentiated indi-
vidual to perform his duties. Hinduism was later developed into Bud-
dhism. In China, the need of integrating a large territory with diverse
cultures could not be satisfied by Buddhism (which was a personal reli-
gious philosophy)®. Therefore, rational Confucianism emerged, which
is a rational order for society based on the individual’s duties. In the
Islam, the need was military survival, and the religious conceptual system
became very specific regarding the individual’s responsibilities. In the
Islam, religion has never completely dissociated itself from the State as it
happened in the West. Marxism is a Western ideology that rebels against

# That is why Buddhism as a social philosophy was not approved in China, in which it
remained only as what it really is, a personal religion. Chinas conquest of the Tibet is ex-
plained for this reason, as well as China’s refusal to dialogue with the Dalai Lama. The Tibet
was not seen well in China and still is not.
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what was happening with Western individualism and goes back to tra-
ditional values by defining individual freedom as the traditional societies
have done: the individual is free when he performs his social duties (in
Marxism individuals performing their social responsibilities satisfy their
true nature of “species beings”). This is why Marxism has been adopted
by some traditional societies.

What glues the individual to the society? Belonging. We are evolu-
tionarily designed as social beings; therefore we belong to the society.
And when the society becomes more complex, we belong both to the so-
ciety and to the small group of people near to us that we love. Belonging
1s a necessary feature for evolutionary survival. In other works, I have
defined belonging as the evolutionary capacity to identify ourselves with
the external world. There are three basic ways of belonging: 1) Love -
belonging to the people near to us; 2) Social Significance — belonging to
the society at large; and 3) Existential Significance - belonging to the ex-
ternal, material and biological universe that surround us. Belonging gives
us meaning - significance - as individuals; that is why social belonging
is called social significance and existential belonging is called existential
significance. There exists a large scientific empirical literature on the rel-
evance of the three ways of belonging for evolutionary survival*. But the
point that is of our interest here is that the three ways of belonging have
to be defined by a conceptual system and implemented in real life by an
institutional arrangement. Therefore, although belonging is an evolution-
ary requirement for survival, it is expressed in diverse ways in distinct
cultures. Why? Because societies are built bottom up, they develop from
small groups that join each other in distinct environments, and diverse
historical times and characteristics, that shape both their thinking and
their living.

Since social life is the expression of social belonging, the three social
systems described by Kenneth Boulding are contained within social be-
longing. In fact, these three systems specify what social belonging is. The
whole picture of the relationship between the individual and the society is
presented in table 3.1 and the corresponding definitions are in table 3.2.
But it must be emphasized that the individual in figure 3.1 is already from
the start a social individual. Individualism is just a specific social differen-
tiation of a particular society — the Wests. But even in the Western soci-
ety, individual freedom is a concession from the society to the individual
(again, as the right of the society to send the individual to war shows).

# Obregon, C., 2021. The Philosophy of Belonging, op.cit.
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TABLE 8.1 SOCIAL INTERACTION

Love
individual Social significance Institution: Conceptual System and
Institutional Arrangement

Existential significance

Integrative System
Social significance: Economic and Trade System

Power System

TABLE §.2 DEFINITIONS OF CATEGORIES OF ANALYSIS OF SOCIAL BELONGING

Institution: is the sum of a Conceptual system and its corresponding Institutional Arrangement.

Conceptual System: it is a mixture of knowledge, beliefs and habits that fully explain the social

and physical reality, and guide and direct social and individual behavior.
Institutional Arrangement: The set of institutions that make operative the Conceptual system.

Integrative system: traditions and customs and social obligations, for example: established rules,
the law; values and social beliefs in general; ethical principles; religion; benevolence; and indi-

vidual commitments individually socially sanctioned.

Economic and Exchange System: the production and distribution of economic goods and the

selfish exchange in any social relations, including economic exchange.

Power System: the social use of force

Once it is understood that the human mind does not have access to the
“true” reality and much less to eternal moral truths, it is easy to under-
stand that human rights are a particular ideology of the Western society
- and therefore, they do not have a real chance to become universal. No
ideology will ever become universal. Societies are built historically bot-
tom up, conceptual diversity and mnstitutional differences in the way of
living of diverse societies are part of our evolutionary makeup.

The problem with liberalism and Marxism (like all the other “isms”:
Christianism, Buddhism, Hinduism, and Confucianism among others) is
that they are based on preconceptions that are @ priori assumptions that
are not derived from scientific knowledge, nor can they be deducted from
their philosophical system. Thus, they are ideologies based on “beliefs”,
that is why they cannot be reconciled between them.



68 CARLOS OBREGON

Marxism starts with the assumption that the human essence is to be a
“species being”. And then it introduces two more assumptions: that all eco-
nomic value comes from labor, and that the social sciences can get to know
the laws of human history. With these three assumed preconceptions the
rest follows. Proletariats are alienated from their true essence as “species be-
ings” because what they produce with their labor accrues to the capitalists
— therefore the capitalists profits are exploitation. Once the assumptions are
made, the only way out is the proletariat revolution, so that the proletariats
can own the means of production (communism); and it will necessarily hap-
pen because of the given laws of history. Once communism exits, it will
evolve by itself into the humane society — in which all the individuals will
satisfy their true nature as “species beings”. Progress is guaranteed because
value comes from labor, and peace because humans are universal “species
beings”. To a large extent Marx’s human society is heaven on earth®. Notice

* Marxism has to be understood for what it is: a ramification of Western ethical humanism.
To understand Marx’s thought, one has to go back to his early manuscripts and his initial
works in philosophy. Following Feuerbach, Marx turns Hegel’s idealism upside down and
transforms it into Marxist materialism; but maintains from Hegel the notion that human his-
tory has “telos” (an ultimate purpose) and that it can be understood by the human reason
through the study of history, philosophy, and the social sciences. For Marx the global nature
of economic production in capitalism reveals at once the true nature of humans as “species
being”. And it is from the the philosophical presumed understanding of this true nature of
humans that the rest of Marx’s social though is deduced. Marx’s philosophical preconception
of humans as “species being” is the perfect example of what Derrida has called @ priori philo-
sophical preconceptions that cannot be explained philosophically or scientifically, but which
are assumed from the start and provide the basis for the deduction of the rest of the proposed
philosophy. In Marx, given the “species being” nature of humans it follows that whatever
they produce is produced as a “species” (a common production) and therefore must be owned
by the whole species. Marx found in the labor theory of the classical economist the piece he
was looking for to further advance his philosophical thinking. Since labor is the fundamental
source of economic value and it must be “social necessary labor” — it has to be ratified by the
market (because the hours of labor to produce a good that cannot be sold, do not generate
economic value — Marx’s critique to Proudhon); it follows that social labor is what generates
value. Thus, the capitalist’s appropriation of the surplus left after paying labor is exploitation.
Workers are alienated from their true nature of “species being” and do not receive what they
truly deserve - the whole value of their production. The only solution is for the workers to
own the means of production, and for this to happen a proletariat revolution has to occur.
Since humans are a “species being” and since in capitalism production has been globalized, for
Marx the proletariat revolution was going to be global. the proletariat revolution would install
a communist society whose main goal was to create the conditions for the “humane society”
to flourish. A “humane society” is one in which all the individuals are truly free, exercising
their true nature as “species being” - the promised land.

It is critical to understand that Marxism is an ethical humanitarian proposal, because that is
why it has become so popular. People who defend Marxism do not do it because they defend
an authoritarian society; but because they see it as liberating humans from the tyranny of the
capitalists. Marxism is a substitute for a religious ethics. In Christianity, humans (due to the
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the Christian influence on Marx’s thought. In Christianism, humans are
thrown into history so that they can, with their labor, redeem themselves
from the original sin. At the end of history, humans will live like brothers
and sisters in heaven as children of God. And although some individuals
may be condemned in the final judgment, and sent to hell, it is written that
humans as a species will go back to live with their father in heaven.

Liberalism starts with the initial assumption that all individuals have
human rights; among them the political rights of free vote and free ex-
pression, and the economic rights of private property and to produce,
buy and sell goods and services as he/she so wishes. The second assump-
tion is that social science can prove that free markets optimize economic
welfare. And the third assumption is that social science can prove that
democratic countries are peaceful. From these three assumptions (none of
which can be proven scientifically), it follows that global capitalism with
free markets and democratic nations is both the goal and the end of his-
tory, because it will guarantee individual freedom, progress, and peace.
Notice again the similarity with Christianity. Humans have a given es-
sence, and when they realize it they are truly free; and once this happens
the social system will have peace and progress. Capitalism and democ-
racy (in the liberal’s conception) is the liberal version of heaven on earth.

The difference between Marxism and Christianism*® on one side, and
liberalism on the other, is the individualism contained in the latter ideol-
ogy. Marxism with its version of the “species being”, as we mentioned,
is compatible with the traditional societies that did not differentiate the
individual on the basis of his/her rights; that is why Marxism became
popular in Russia and China. The main traditional version of Christian-
ism — Catholicism, was not fully compatible with the differentiation of
the individual based on his rights made historically in the real life in the
Western societies; that is why, as Max Weber beautifully has shown",
Protestantism emerged together with Western capitalism.

original sin) are condemned to work for their living, and through history redeem themselves
to finally (after the final judgment) reach the promised land - “heaven” — in which they
can freely enjoy and exercise their true essence (nature) as “children of God”. In Marxism,
humans work to transform their living environment and through history unfold their true
nature (essence) as “species being”, the end of history is communism which will end up in the
“humane society” in which humans can freely exercise and enjoy their true nature.

16 Christianism was initially developed in traditional societies as Judaism, and Catholicism;
both of which described the individual’s duties.

¥ Max Weber; Peter R. Bachr; Gordon C. Wells (2002). The Protestant ethic and the “spirit” of
capitalism and other writings. Penguin. ISBN 978-0-14-043921-2.
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Morecover, these “isms” are incompatible among each other, because
cach ideology starts with different preconceptions, developed according to
the historical reality in which they emerged®®. And precisely because they
are incompatible, in a globalized world ideological tolerance is required;
otherwise, the incompatibility will be transformed into confrontation.

SOCIAL CONFLICT AND SOCIAL CHANGE!:
WHERE ARE WE TODAY?

Evolutionary survival requires both social functionality and social change.
Functionality is required for daily survival, and social change to be able
to cope with the endogenous and exogenous shocks that characterize so-
cial life. Among the endogenous shocks we may find: scientific discover-
ies, technological advances, population growth, and new ways of living
and thinking. The exogenous shocks are related to weather changes, epi-
demics, earthquakes and so on, and the interaction with other societies -
“out-groups”. Social change implies social conflict within the society and
between societies. It includes among others independence movements;
revolutions; racial, sexual, and other rights movements; and wars.
Social conflict will never end because it is an evolutionary requirement
for social change and survival. But functional stability is also required for
survival. Thus, conflict is always, one way or the other, resolved; and
gives rise to a new functional structure. But this process may happen in
distinct ways, some more optimal than others in terms of diminishing hu-
man suffering. Rigid institutions will force open conflicts, including wars,
which are very costly in human terms. Flexible institutions, on the other
side, may be able to accommodate conflict, and allow for social change
while minimizing human cost. We propose that the reason why we have
had so many wars is the presence of rigid ideological essentialisms, which
ideologically justify a military balance of powers strategy, that in reality is
oriented to protect long-term economic interests of the nations involved.
Wars are the ultimate consequence of a selfish, scarcely institutionalized
global game, that, in contemporary wars fought in a globalized world,
result in a lose-lose solution. In contemporary wars everybody loses.
Contemporary wars are, in fact, fought to see who loses less. That is why

* For a description of the preconceptions in Buddhism and Confucianism see Obregon, C.,
2021. The Philosophy of Belonging, op.cit.
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strong credible international institutions are essential for global peace and
they necessarily need to imply ideological tolerance.

A satisfactory social theory must be able to explain: 1) social stabil-
ity; 2) social change; and 3) the role of social conflict in social change.
Moreover, the explanation must be based on the microanalysis of the
interaction between individuals and groups. And any macro-perspective
must be understood as based upon ad /oc abstract constructions by the
analyst which serve the purpose to illustrate better the social dynamics,
but caution must be exerted in that different abstract constructions could
be built by diverse analysts. And at the end the usefulness of the abstract
macro-categories must be judged by their capacity to illustrate social dy-
namics, which is always based on the micro-interaction between individu-
als and groups. Whatever social theory is proposed must be compatible
with: 1) Scientific knowledge in neuro-evolutionary biology and in social
sciences; and 2) the fact that social dynamics in distinct societies has been
historically very diverse.

Human beings started living in social groups, and what characterizes
them as a species is that they intensified furthermore their social life.
Thus, humans are social beings. Any social theory based on the free
individual of the Western society as the key element of social dynamics
must be refused, the key element of social dynamics is always a social
group. Groups of course are formed of individuals, but a distinction must
be made between individuality and individualism. Individuality is a bio-
logical reality, individualism is the particular differentiation in Western
societies of an individual that has human rights: among them, political
and economic freedom. The rights of individualism however, at the end,
are given by the society.

Scientifically we know that humans do not have access to essential
eternal truths. Therefore, there is no way to know the true essence of
humans. Humanism is a socially constructed concept about humans. We
must reject any essential vision of the nature of humans such as: the neo-
classical free independent individual; the neo-institutionalist free individ-
ual with limited rationality; and the Marxist species being. Language is of
social origin. Therefore, what Veblen called habits of thought and habits
of life" are of social origin — the true agent of social stability and change is

¥ Veblen’s “habits of thought” correspond to what we have called the conceptual system,
and his “habits of life” to the institutional arrangement. For a discussion of institutional-
ism see Obregon, C., 2008. Institucionalismo y desarrollo. Amazon.com. Also available at
Research Gate.com.
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a social individual, who has a physical individuality but always exists in a
social group that defines both his/her conceptual and institutional reality.

Different social groups have formed different conceptual systems and
mstitutional arrangements, in which the power to define the social chang-
es that are needed to adapt to external and internal shocks may reside
cither in democratic decisions (made by the free Western individual), in
group decisions (like in primary societies) or in a selected group chosen
by the elites (like the Roman senate).

Individualism is only one of the many social differentiations in human
history, and even today it is not of general acceptance. Around eighty
seven percent of the population of the world today lives in societies where
social stability and social change are defined by traditional conceptual
systems and institutional arrangements that have diverse characteristics
amongst them — but which have the commonality that the individual dif-
ferentiation of human rights is not the axis of social stability and change.

Scientifically we know that rock technology played a decisive part in
the evolution of human beings, because it allowed extended groups to ex-
ist and the development of an erected human that used the hands, a larger
brain, a sophisticated language, and the capacity to read other’s emotions.
Thus technology, as Marx, Veblen and North argued, is a fundamental
element of social change. But we also have enough evidence that hu-
mans since the beginnings have constructed conceptual systems, burial
ceremonies are documented at least two hundred thousand years before
the Homo Sapiens. Therefore, symbolic interactionism is also right, in-
dividuals interact with one another to create symbolic worlds, and these
worlds mfluence the individuals behavior. These individuals are already
social individuals, not isolated ndividual social agents; there is no doubt
that conceptual systems do exist in human societies and that they have
a dynamic of its own, as North has argued. And that, independently of
who takes the decisions, social engineering responding to external and
internal shocks is a required survival characteristic of human societies.

Although individualism is a particular social differentiation of the West-
ern society, individuality is an evolutionary biological reality consequence
of the evolutionary requirement to diversify as much as possible the genetic
pool. And individuals to survive need survival instincts such as hunger,
fear, sex, and aggression®. Therefore, although individuals are always so-
cial, there is also always a tension between the individual and the group

%0 This is our animal heritage, as Lorenz shows in his book: On Aggression. Lorenz, Kon-

rad, On Aggression. New York: Harcourt, Brace and World. 1996.
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that 1s never fully resolved. As we have argued before, and as it has been
largely documented in psychology, belonging failures bring back individ-
ual aggression as the main form of social relation between individuals®.

Moreover, evolutionarily human beings were made to belong to
small groups of around one hundred to one hundred and fifty mem-
bers®. In these groups, social belonging occurs through physical inter-
action between the members, and therefore it is still partially based on
limbic connections®™. As societies are extended, and they are composed
of many small groups, social belonging within the groups is still limbic,
but between the groups it is not. Thus, there is an evolutionary potential
conflict not only between the individual and the social group; but also,
between the distinct groups that constitute the extended society. Conflict
is particularly strong between societies that do not share a common con-
ceptual system or mstitutional arrangement.

Social conflict is an evolutionary feature of human societies because
social belonging always has failures. A full integration between the in-
dividual and the group, and between the distinct groups that constitute
the society is an evolutionary impossibility. Social conflict in fact is a
healthy feature in human societies. If, as an example, one looks at the
recent history in Western societies, many positive features that are ac-
cepted today and that functionalism argued to be highly valuable adap-
tive features like democracy, black voting or female voting, were the
result of social conflict.

Social conflict however has to happen within an institutional arrange-
ment that provides unity and functionality. If social life was only guided
by social conflict, nothing would guarantee social survival. Thus, al-
though on occasions social conflict destroys the old institutional arrange-
ment and creates a new one, an institutional arrangement is needed for
the functionality of the society -in this point functionalism is right. Na-
ked power cannot provide social stability for long. In order to provide
long lasting stability social power has to be functional. But the differential
characteristics of the agents that constitute the society (whether individu-
als or groups) do play a key role in social conflict, which is a fundamental
element in the process of social change. Social change based on social
conflict may on occasions end in the total destruction of a particular so-

ot Obregon, C., 2021. The Philosophy of Belonging, op.cit.
%2 Obregon, C., 2021. The Philosophy of Belonging, op.cit.
% Obregon, C., 2021. The Philosophy of Belonging, op.cit.
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ciety, but in most cases, this does not happen because social conflict is
guided by social belonging, and therefore at the end a new form of func-
tional stability is institutionalized.

Social belonging is defined by the three social systems: the integrative,
the power and the economic system. These systems, as we have argued,
are abstract constructions, useful for social analysis, that might be substi-
tuted for other ones. We use them because they have the advantage to
point out that economic power is only one of the features of social stabil-
ity and change. Integrative power and the power system itself also play a
fundamental role in social stability and change.

Social stability and social change happen in different ways in distinct
societies, in this ethnomethodology is correct®. We have used the ab-
stract categories of the primary society, the traditional society, and the
Western society to exemplify this diversity. But in the real world there
are, of course, many different societies within these abstract general
categories; and the boundaries between them are not clearly defined
either. However, an undeniable scientific fact is that the social differen-
tiation made in in the West, particularly as it relates to human rights
and democracy, is only one of the several routes of differentiation his-
torically taken.

Social stability and change happen in different ways in distinct so-
cieties. There are however some common features: 1) social belonging
and social conflict always exist; 2) social belonging in general guides
social conflict; 3) all societies develop functionality; 4) social change is
the consequence of external and internal shocks, among which social
conflict is an important one — because it provides social flexibility in
the response to the shocks suffered®; 5) all societies develop a concep-
tual system and an institutional arrangement that adapts and changes
through time; 6) social change happens both at the level of the institu-
tional arrangement and at the level of the conceptual system; 7) because
of evolutionary individuality the agent of change has to be the indi-
vidual; but in all cases, even in Western individualism, the individual is
always a social individual.

The micro functioning of the society is extremely relevant in any society,
and the microanalysis is particularly relevant for Western societies. But
such micro functioning always occurs within a historical context which im-
plies a given conceptual system and an institutional arrangement. The agent

* See Obregon Carlos., 2022. Social Power. Amazon.com. Also available at Research Gate.com.

 See Obregon Carlos., 2022. Social Power. Amazon.com. Also available at Research Gate.com.
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of change is always the individual, but it is a social individual influenced
by the conceptual system and its corresponding institutional arrangement.
Change happens both in the institutional arrangement and in the conceptual
system, and there is social creativity at both levels.

The economic development of the West is due to several factors such
as: 1) technology, as Veblen and Marx state; 2) free markets, as the neo-
classical thinkers defend; and 3) individual innovation, as North argues.
But it is also consequence of the consolidation of the middle class, which
was the one that definitively enlarged the market and whose dynamic
preferences guided and fostered technological development. Thus, social
change is always the consequence of a complex interaction between the
three social systems: the integrative, the power and the economic.

The price system as a transmitter of information does not have a spe-
cific relevance in Veblen. In North instead, it is essential to transmit incen-
tives for individual creativity. In the view proposed here, the price system
is crucial to transmit the changing needs of the middle class, which provide
the central guidance for the fast technological development in capitalism®.

The economic development of Asia is not well explained neither by
Veblen nor by North. The view presented in here explains it in terms
of institutional policies that: a) reflect the institutional strengths of these
cultures; b) recognize the need for an endogenous savings policy; and c)
establish an investment policy aimed at producing for the mass consump-
tion of the Western middle class — and therefore requires using worlds
frontier technology.

Underdevelopment in North is the consequence of institutions that do
not promote individual creativity and innovation. In Veblen it is explained
by obsolete institutions that do not allow technological development. In
the view presented in here, underdevelopment is the consequence of: a)
a non-competitive local institutional arrangement; and b) an inadequate
global institutional arrangement®.

The worlds global problems are explained in Veblen by the preva-
lence of old habits of life and thought, in North they are the consequence
of not having proper institutions that free human individual creativity in
all the countries; in the view presented here they are the consequence of
an improper global institutional arrangement.

% See Obregon Carlos., 2022. Social Power. Amazon.com. Also available at Research Gate.com.

%7 See Obregon Carlos., 2022. Social Power. Amazon.com. Also available at Research Gate.
com.the ch dynamic preferences are theible, m, nor realism are the solutions for the com-
plex interational relations Institucionalis.
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Diversity and conflict in the society are welcome, as they make it
more plural and flexible. But too much conflict without institutional
functionality results in social chaos. Therefore, what is needed for
proper social change is a strong institutional setting, which however
is flexible enough to incorporate changes fast; changes due to the so-
cial diversity allowed, and the conflict of ideas that propose distinct
paths to accommodate to endogenous and exogenous parametrical
changes. The flexible institutionalization of diversity is a critical ele-
ment for a society to have the capacity to have an adequate process
of social change.

Where Are We Today?

In Veblen’s terms, the problem of the world today is that the old habits
of life and of thought have not yet adapted to the new technological
changes brought about by the ICT revolution. In our language, wile the
ICT revolution has globalized the world, the international institutional
arrangement has lagged behind. The old conceptual systems still used
today are no longer useful to understand the reality of the contempo-
rary worlds society that has been globalized by the ICT revolution.
Liberalism belongs to the conceptual system of the modern Western
society; but it is ill suited as a reference for today’s globalized world and
its future dynamics. Realism rightly points out the difference between
distinct national interests and national points of view; but its proposal,
of maintaining a balance of powers between nations, is restricted to the
power system and is unstable and insufficient. Although nations consti-
tute an undeniable reality, and any global perspective must deal with
the interest of powerful countries, the view of a world defined by na-
tional interests is conceptually behind the globalized reality imposed by
the ICT revolution. The only way out to move forward is to strengthen
global institutions capable of responding to the needs brought about
by the new global reality. If we do not do it, the unresolved conflicts
between national interests confronted in an intense global interaction
brought about by the ICT revolution could be the cause of continuous
acute problems and suboptimal solutions.
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IDEOLOGICAL TOLERANCE, A MUST IN TODAY’S
GLOBALIZED SOCIETY

The West, the communist world, and other regimes are guided by
ideological essentialisms that propose non-achievable paths towards
global peace, and that blame their enemies for breaking the peace.
Each one of these essentialisms argues that they defend the “good-
ness” in humankind, and that the others represent the “dark side” of
humans. Battles are presented as “good” versus “evil”: The crusades
were fought about defending the “true” God. Nazis condemned the
Jews. The allies in the Second World War saw the Nazis as repre-
senting “the evil” in humans. In the Cold War, NATO condemned
the communist world. Communists condemn capitalists as dirty pigs,
abusing of the masses of poor proletariats. Once and again wars are
fought in the name of national freedom and independence. And in
their name aggression and repression, truly motivated by selfish “na-
tional interests”, are justified.

As we said before, the conceptual system and the institutional ar-
rangement of a society correspond to one another; therefore, economic
mnterests always correspond to ideological explanations. Societies operate
along the three large social systems: the power, the economic and the
integrative. Wars between two societies are guided by the power system
of cach of the societies in the military confrontation; but they always
mvolve the other two systems. There is always an ideological explana-
tion of the war. And wars always involve the pursuit of advantageous
diplomatic gains in the peace negotiations, that reflect long-term national
economic interests. However, in the contemporary interrelated global
world it is no longer true that wars are fought to benefit a nation or a
group at the cost of another nation or groups disadvantage (as it could be
the case in the old empires) — because, most often, in contemporary wars
everybody loses. Thus, wars seem to be fought to see who loses less. In
an interrelated world, the pursuit of national interests cannot any longer
be fruitfully accomplished through wars. However, as game theory has
taught us, this does not guarantee peace. Lose-lose games are common
in human life and in human societies. Thus, despite its potential destruc-
tion, as we are seeing vividly with the Russia-Ukraine war, contemporary
wars can occur. Peace is not guaranteed by a growing global trade, nor
by increasing economic interdependence; as we mentioned before, the
first wave of globalization led to the First World War.
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Peace will not be built imposing an ideological perspective on
others, because ideological intolerance creates mistrust and makes it
impossible to have credible strong global institutions. Ideological in-
tolerance in itself creates the distinction between “us” and “them”,
between the “in-group” and the “out-group” which has been shown in
many social psychological experiments to be the basis of social con-
flict. Ideological tolerance, on the other side, coupled together with a
common institutional arrangement creates an overreaching umbrella
- a “superordinate goal” that puts everybody within an “in-group”
category. Disentangling the discussion of national interest from an
ideological battle, and accepting international institutions to act as ar-
bitrageurs, does not guarantee peace, but it certainly is a step in the
right direction

I have discussed elsewhere the importance of the categorization of
“in-group” and “out-group” for social conflict®®. Therefore, here I will
just briefly describe a classic experiment that illustrates this principle.

Realistic Gonflict Theory (RCT) started with the Robbers Cave
experiment which was part of a series of studies conducted by so-
cial psychologists Muzafer Sherif, O J] Harvey, and his colleagues
in the 1940s and 1950s°. In these studies, they showed how groups
of normal, well-adjusted boys at summer camps interacted in a hos-
tile manner with a rival group having conflicting aims. The partici-
pants in the Robbers Cave experiment were boys approximately
11-12 years old, who thought that they were participating in a typi-
cal summer camp, which took place at Robbers Cave. They arrived
in two separate groups. For the first part of the study, they spent
time with members of their own group, without knowing that the
other group existed. The groups chose names (the Eagles and the
Rattlers), and each group developed their own group norms and
hierarchies. After a short period of time, the boys became aware
that there was another group at camp and, upon learning of the
other group, each of the camper groups spoke negatively about the
other group. At this point, the researchers began the next phase of

% Obregon, C.,2021. Poverty and Discrimination. Amazon.com. Also Available at Research
gate.com.

5 Sheriff M. and O] Harvey (1961), Intergroup Conflict and Cooperation: The Robbers Cave Ex-
pertment, Norma OK, University of Oklahoma, Institute of Intergroup Relations. Sherif, Muzafer. “Ex-
pertments in Group Conflict.” Scientific American vol. 195, 1956, pp. 54-58. https://www jstor.org/
stable/24941808.
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the study: a competitive tournament between the groups, consist-
ing of games such as baseball and tug-of-war, for which the winners
would receive prizes and a trophy.

After the Eagles and Rattlers began competing in the tournament,
the relationship between the two groups quickly became tense. The
groups began trading insults, and the conflict quickly spiraled. The
teams each burned the other group’s team flag, and raided the other
group’s cabin. The researchers also found that the group hostilities
were apparent on surveys distributed to the campers. During this
time, the researchers noticed a change within the groups as well: the
groups became more cohesive.

To determine the factors that could reduce group contflict, the re-
searchers first established contact between the campers, bringing them
together for fun activities; such as having a meal or watching a movie
together. However, this did not work to reduce conflict; for example,
meals together evolved into food fights. Next, Sherif, Harvey, and
his colleagues tried having the two groups work on what psycholo-
gists call “superordinate goals”, goals that both groups cared about,
for which they had to work together to achieve. For example: 1) the
camp’s water supply was cut off intentionally by the researchers, and
the Eagles and Rattlers had to work together to fix the problem; 2)
deliberately a truck bringing the campers food would not start, thus
members of both groups had to pull on a rope to pull the broken
truck. These activities did not immediately repair the relationship be-
tween the groups. In the beginning, the Rattlers and Eagles resumed
hostilities after a superordinate goal had been achieved. However,
working on shared goals eventually reduced conflict. The groups
stopped calling each other names; perceptions of the other group,
as measured by the researchers’ surveys, improved; and friendships
even began to form with members of the other group. By the end of
camp, some of the campers requested for everyone to take the bus
home together, and one group bought beverages for the other group
on the ride home.

Donelson Forsyth® explains that the Robbers Gave study demon-
strates how readily people engage in social categorization or dividing

5 Forsyth, Donelson R. Group Dynamics. 4th ed., Thomson/Wadsworth, 2006. https://books.google.
com/books/about/Group_Dynamics.html?id=VhNHAAAAMAA]. See also, Konnikova,
Maria. ‘Revisiting Robbers Cave: The Easy Spontaneity of Intergroup Conflict.” Scientific
American, 5 Sept. 2012.
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themselves into an in-group and an out-group; even before the actual
competition for scarce resources starts, which of course aggravates
things as realistic group conflict theory would predict®.

Realistic group conflict theory explains how intergroup hostility
can arise as a result of conflicting goals and competition over limited
resources. It also offers an explanation for the feelings of prejudice an
d discrimination toward the out-group that accompany the intergroup
hostility®®. Groups may be in a competition for a real or perceived
scarcity of resources such as money, political power, military
protection, or social status. The length and severity of the conflict is
based upon the perceived value and shortage of the given resource.
The Robbers Gave study also shows that conflict is not inevitable or
intractable, as the researchers were eventually able to reduce tensions
between the two groups. The Robbers Cave experiment allows us
to evaluate social psychology’s contact hypothesis; the latter suggests
that contact is not always enough to reduce conflict. Instead, the key
may be to find a way for the two groups to work together. According
to this theory, positive relations can only be restored if superordinate
goals are in place.

John Duckitt expanded the theory to include competition between
groups of unequal status and showed the resulting correlation with
prejudice®. When group conflict extends to nations or tribes, the
theory argues that the collective danger leads citizens to start having
strong feelings of national or tribal identity, preferring a strong, hier-
archical political system, adopting strict discipline and punishment of
deviants, and expressing xenophobia and strict religious and sexual

morality®.

S Khan, Saera R. and Viktoriya Samarina. ‘Realistic Group Conflict Theory.” Encyclopedia of So-
cal Psychology. Edited by Roy F. Baumeister and Kathleen D. Vohs, SAGE Publications, 2007, 725-
726. http://dx.doi.org/10.4135/9781412956253 n434

52 Jackson, Jay W (1993). “Realistic Group Conflict Theory: A Review and Evaluation of the Theoreti-
cal and Empirical Literature”. Psychological Record. 43 (3): 395-415

Baumeister, R.F. & Vohs, K.D. (2007). “Realistic Group Conflict Theory”. Encyclopedia of Social
Psychology. 2: 725-726.

Sidanius, 7. & Pratio, F. (1999). Social Dominance: An Intergroup Theory of Social Hierarchy and
Oppression. Cambridge, UK: Cambridge University Press. pp. 17-18.

% Duckitt, J. (1994). The Social Psychology of Prejudice. Westport, CT.: Prager. pp. 157-179.

% Fog, Agner (2017). Warlike and Peaceful Socicties: The Interaction of Genes and Culture. Open
Book Publishers. doi:10.11647/OBP.0128. ISBN 978-1-78374-403-9.
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Psychologists Michael Platow and John Hunter connect the Rob-
ber Cave experiment to social psychology’s social identity theory®:
the theory that being part of a group has powerful effects on people’s
identities and behaviors.

Ideological intolerance by itself generates social conflict, and
ideological tolerance coupled with a common strong institutional ar-
rangement is the way to reduce conflict. Therefore, ideological toler-
ance is one of the pillars required for our institutionalism proposal.

However, ideological tolerance does not mean to give up ones’
own beliefs; which besides not being required, would be impossible
to achieve in pragmatic terms. In fact, ideological tolerance is com-
patible with promoting ones’own values, as long as one respects the
others”as valid.

Being born in the West, it is difficult not to believe in the impor-
tance of human rights and individual freedom. And Western indi-
viduals, like anyone else, have the right to promote their values. But
it is important for them to realize that such values are not necessarily
the “end of history”, nor that they have to be the values of the future
global society to come. And just as them, others have the right to
promote distinct values.

It 1s important to dig deeper into the question: What does it mean
to be a liberal? To be liberal is in fact a gradient, that goes all the way
from the extreme of believing, as liberalism does, that democracy and
free markets must be exported at all cost to all the countries on earth
(because they will create progress and peace), to the other extreme of
believing that individual freedom is valuable for human societies, and
that it must be promoted, respecting the others’ right to promote their
own different values. In the sense of this latter extreme, I count myself
as a liberal. Table 3.3 describes the gradient that being a liberal may
imply. As it can be seen in the table in a very restricted sense our in-
stitutional proposal has a liberal spirit, in that it believes in promoting
individual freedom as long as other ideologies are respected and their
right to promote their ideals is also granted.

% Platow, Michael . and John A. Hunter. “Intergroup Relations and Conflict: Revisiting Sherif’s Boys’
Camp Studies.” Social Psychology: Revisiting the Classic Studies. Edited by Joanne R. Smith and S.
Alexander Haslam, Sage Publications, 2012. https://books.google.com/books/about/Social_Psy-
chology.html?id=W CsbkXy6vZoC
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TABLE §.3 THE LIBERAL SCALE

A) Types of Liberalism by Its Consequences:

Level IV (what we have been referring to in this text as liberalism): Free markets + democracy in
few countries + democratic promotion = global economic progress + democracy in each country

+ global peace

Level III: Free markets + democracy in few countries + democratic promotion + large govern-
ments + global institutions = global economic progress + democracy in each country + global

peace

Level II: Free markets + democracy in few countries + democratic promotion + large govern-
ments + large social expenditures (social justice) + global institutions = global economic progress
+ democracy in each country + global peace

Level I: Our institutional proposal. Economic interdependence based on free markets + democ-
racy in few countries + large governments + large social expenditures (social justice) + worldwide
inclusive global institutions promoting ideological tolerance and global social justice + democratic
promotion + promotion of other ideologies = global economic progress + future larger middle
economic class + unknown future but one with likely better chances of both: 1) global and na-

tional respect of certain individual freedoms; and 2) better chances of global peace

B) Types of Liberalism by Origin
Level IV: Human rights residing in God’s mind, which can be grasped by the human mind.

Level III: Human rights are implanted by God in the human heart, and they are learnt through
life by practicing social virtues.

Level II: Human rights’ origin is unclear; but still, they are an unquestionable human value - they

are universal.

Level I: Our institutional proposal. Human rights are a specific historical differentiation of the
Western society; therefore, they are not universally valid. The West however has the right to
promote them, as other societies have also the right to promote their own different values.

Humanism did not start with the Western notion of human rights.
Humanism has a long tradition in humans’philosophies. It starts long
before Christianity. In the Indian religion and in Buddhism loving
other humans is a natural consequence of the interconnectedness of
anything that exists. The two Buddhist truths that are supposed to
be achieved through illuminations are: 1) That everything that ex-
ists starts to exist in its interconnectivity with everything else; and 2)
that individual existence is therefore an illusion. In Buddhism humans
learn to love animals, nature and other humans, because they are exis-
tentially interrelated to them. In Confucius’ philosophy human beings
are social by nature, and must develop virtuous relationships among
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them; relationships of excellence. These relationships are dominated
by the principle of “Shu”, reciprocity. The center of Confucius’ ethics
is the “Xiao”, family feeling. The most important social relationships
for Confucius are five: ruler and ruled, father and son, husband and
wife, elder and younger brother, and friendship. The objective of the
ethics of Confucius is to develop social harmony between individual
interests and those of society. Always giving priority to the common
interest. The two basic virtues for this author are “Ren” (humanism
or kindness) and “Li” (act properly). The virtue of “Ren”, leads to the
“Shu”, reciprocity, of Confucius: “Do not do to others what you do
not want them to do to you”®. In Greek philosophy, humans become
a key player in a universe ordered by rationality and understood by
human reason. And it is through using their reason and through ethi-
cal practice (Aristotle) that humans understand their ethical duties to
other humans. In Christianity humans are conceived as children of
God and they gain therefore a special place in the existential universe
that sustains the Christian humanist thought. Christianism, Hindu-
ism, Buddhism, and Greek humanism belong to traditional societies
in which the Western human rights are not respected. And it is pre-
cisely these humanisms that created the precedents for the Western
philosophy to emerge. But what is important to realize is that Western
thought is only one of the routes taken by humanism.

We can distinguish four main incompatible routes taken by politi-
cal humanistic philosophies; their incompatibility partially explains to-
days’global social disarray. Each one of these four routes, has built-in
an initial assumption which one way or another assumes that humans
have access to understand the essential nature of the universe and of
humanity.

The first route is a mystical social order inherited from the primary
society, but culturally modified by the specific history of each society.

% The difference between the “Shu” reciprocity of Confucius and the golden rule of Kant, is
that the second is proclaimed attached to the duty imposed by reason, and the first in terms
of the development of virtuous conduct in moral praxis. The virtue of “Li” is the concrete
individual application of the virtue of “Ren” in individual behavior, “Li” is learned through
the rituals of the community. “Li” is the individual’s own behavior that explains the social
order, beyond the strength of the State to impose it. The superior person “Junzi”, is the one
who cultivates the moral virtues, and the one who behaves in the appropriate way “Dao”.
Mencius, a disciple of Confucius, developed an idealistic Confucianism in which man is by
nature good, and being virtuous implies developing that innate nature; but this idealism
is not present in the iitial thought of Confucius. The ethics of Confucius is an ethic of
responsibilities that promote social order.
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This explains: 1) The Hindu religion, which largely defines social order
in India and South Asia. Social order in contemporary India, despite the
democratic influence of England, is still mostly explained by its tradition-
al roots®’. 2) Social order in most of Africa; Africa has a high degree of
social disarray because the conquest destroyed largely the traditional
social order, by creating new artificial frontiers which created new
territories that did not correspond to the traditional ones. 3) Social
order in the indigenous cultures of Latin America. Latin America is a
similar case to Africa, but its traditional social order was less disrupted
by the conquests. From the perspective of this first route, the Western
individual appears as isolated from his natural surroundings and as
incapable to develop his/her true mystical being.

The second route is Confucius’s rationality, which still today
significantly explains social order in China, Japan and North Asia.
However, religious and personal life continue under the influence of

%7 In Hindu thought the universe is an integrated whole. The Vedas, the oldest Hindu
text of philosophy written 2000 years ago, describes the cosmology of the universe as
repeated cycles of creation, destruction and rebirth with each cycle lasting 4300 years.
The mythical conception characteristic of the ancient cultures such as the Incas, Ma-
yas, Hopi and other indigenous tribes, as well as the Egyptians, Babylonians, Greeks,
Hindus, Buddhists and other cultures, conceives time as cyclical, producing an end-
less repetition of ages and entities, birth and extinction. Essentialism in these initial
philosophical thoughts, however, is not rational. The essential character of the existing
cannot be understood through reason, but only via illuminated ritual and meditation.
The cosmogony principles of the Hindu religion are a legacy of primary magic. Life is
cternal, and every living being is subject to a continuous cycle of birth and death. The
influence of our actions goes from one life to another, and transcends life and death.
The Karma - the individual destiny, is defined by the behavior performed in previous
lives. The Hindu cosmogony vision defined the political philosophies in India, Bur-
ma, Thailand and most of South Asia. In all these societies social order is established
through old traditions inherited from the primary society. In the case of India, a very
strict cast system is established. This social order defines the first two ways of belong-
ing: love and social significance. And they are both guaranteed just by being a member
of the society. Existential belonging, however, is not guaranteed any longer as it was
in the primary society; it becomes an individual responsibility, but Buddhist teachings
show the way. In India, each individual confronts his existential significance in a differ-
ent way, depending upon his cast, and his own characteristics such as age, intelligence
and so on. Therefore, nobody practices, for example, the same yoga.
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a modified Buddhism®, and of mystical Taoism®. China today is a
communist country, and one cannot deny the influence of Western
Marxist thought; however, China is not understandable without its
traditional roots, which still are the key to explain its social order.
Japan is influenced by Western democracy, yet its social order is also
mainly traditionally explained. It is interesting to note that China’s
and Japan’s social orders, despite one being communist and the other
capitalist, have many similarities. The reason China could so easily
transform its communism into a communist capitalism, is that its true
social order has never been explained by communism; it has always
been mostly explained by its traditional roots. From the perspective of
this second route the Western individual appears as too self-centered,
mundane and incapable to develop properly his/her true social and
existential being.

% Buddhism is the proposition that the differentiated individual actively, by meditation and
illumination, becomes conscious of his true irrelevance and inexistence. The two main prin-
ciples of Buddhism, only accessible through illumination, are: the inexistence of any particular
and the interconnected existence of everything. Buddhism is a moral religion, which promotes
love between the individuals, and as such it cannot be scientifically corroborated. It is a reli-
gion based on the individual’s illumination, that requires long hours of individual training.
Social order in India, as we said, was due to strong inherited traditions, and therefore it did
not have to be the task of the Buddhist religion. Buddhism, by itself, does not guarantee social
order in large societies. This explains why, when Buddhism was exported to North Asia, it
entered in open conflict with Confucianism; and why, even today, the Dalai Lama is seen as
a menace in China. The historical problem of China was always the integration of its great
territory and the establishment of social order in it. For this Buddhism, which is an ethic for
individual behavior, as we have already pointed out, was inappropriate.

% In Neo-Confucianism, however, as well as in the Greek thought, rationality is not the
only method of access to the essentials. In Neo-Confucianism the essence of social life is ac-
cessed by reason along the lines of Confucius; while, the essence of the existential universe
is accessed both by Buddhist enlightenment, and by Taoist mysticism. China today is still
heavily influenced by traditional Neo-Confucianism, which imposes unique characteristics
to the capitalist-communist system that defines this nation. Neo-Confucianism is the politi-
cal philosophy also in Japan and most of North Asia. Where, like in China, love and social
belonging are defined by rationality, and existential belonging by Buddhism and Taoism.
In Japan, however, Neo-Confucianism arrives in the middle of a feudal military age, and
therefore social belonging is more determinant than in China where feudal militarism has
been left behind. In China, family, education, individual cleverness, and intelligence, were
praised; and military virtues were disdained. While in Japan, social ties are everything, and
military virtues are praised. The military tradition brought the custom to take group deci-
sions, avoiding individual ones. In Korea and Vietnam, militarism also made social belong-
ing prevalent. In traditional Japan, there is nothing that the individual would not do for his
society. This explains the Kamikaze’s behavior in the Second World War. Japan today is
the consequence of its traditional, particular form of Neo-Confucianism, and the influence
of the Western political philosophy.
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The third route is the Greek rationality, which was first modi-
fied into Christian religious rationality, and later into Western har-
mony. Greek rationality defines political life in Greece, and later
in the Roman empire”. The Roman senate, clected by the elites,
reflects the Greek’s belief in the rule of the wisest, and was the most
powerful institution in the Roman republic. The senate’s power was

7 The Greceks, as previously the primary societies, showed concern for the nature of the

material universe. But there are two fundamental changes. The first change is a greater
dominion over the external universe, due mainly to: a) the consecutive revolutions of cop-
per, bronze, and iron; and b), the development of mathematical, technical, and pre-scientific
knowledge. The second change is the increasing complexity in daily tasks, due to economic
progress and population expansion, which leads to the differentiation of individual roles;
and it becomes necessary to define specific obligations to the differentiated individual. In
the controversy of the Greek thinkers, the great political-ethical dilemmas that would be the
subject of discussion until our contemporary era are already raised. The central discussion
is about human'’s ability to access universal truths. On the one hand Protagoras, and in gen-
eral the sophists, reject rationalism, emphasize the importance of emotions, and argue that
cthical judgments are relative. On the other hand, Socrates, Plato and Aristotle (protago-
nists of the triumphant school) conceive the universe as rationally ordered and susceptible
of being understood through reason; and therefore, defend the rational capacity of humans
to understand universal ethical truths (the Stoics would also emphasize the importance
of restricting the passions and of living an austere life following the principles of reason).
For Socrates, vice is a consequence of ignorance; and knowledge imposes ethical duties,
which in the long run should lead to the harmonious development of human nature. Ethics,
for Socrates, defines the social obligations of the individual. Socrates distrusts democracy,
because he doubts the ability of the crowd to reach true knowledge. The world of Plato’s
ideas is a logical consequence of Socrates’ desire to reach the truth. Plato venerates reason,
because only through it can the true and infallible knowledge of stable objects be reached:
perception of the senses often fails. The ideas or forms are immutable, and constitute the
essence of things, and they are the objective references of our universal concepts, the goal
of scientific inquiry, and the solid foundation of moral knowledge. For Plato, reason must
be the judge of pleasures; and should decide which arts should be admitted and which ones
should be rejected. The justice of the State, for this author, resides in that each one fulfills
his duty, without interfering with the one of the others. For Plato the democratic principle
has no meaning. The State must be governed by the knowledge of the truth; and the man
who possesses such knowledge, is the philosopher. Ethics, for this author, is consequence of
the goodness in man. But the goal of life is to be happy, not being ethical. Happiness must
be compatible with reason; but much depends, for Aristotle, on the feelings or actions in
question. The work of Aristotle is less radical than that of Plato, in his thought there is room
for emotions, and his opinions about the changes to be made in the State are less extreme.
Aristotle builds a bridge between the sensible objects and the ideas of Plato, by introducing
the formal principle that organizes form and matter; and thanks to him, the rational world
of Plato’s ideas is reconciled with the real world. Due to Aristotle, Plato’s essences have
had a decisive influence on later Western thought. The Roman republic, with the senate
as its main guardian, chosen among the elite, and not by a democratic process, reflects the
political thought of Socrates, Plato, and Aristotle. The objective of the legislators and the
constitutional establishment of collective life, should be to promote the virtuous life of citi-
zens (remember that in Greece, neither women not slaves were citizens).
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however substantially reduced later, with the venue of the all-pow-
erful emperors, supported by the military. Rationality and authori-
tarianism do not necessarily go together, but they might. Rationality
has always been suitable to be taken by military force; as Sparta in
Greece, and Julius Gaesar in Rome did show. Greek rationality was
transformed into religious rationality and sustained the power of
the Christian church through the Middle Ages. However, as com-
merce grew and the new burgos or cities started their consolidation,
they supported the power of the rising kings, which until then had
only been one more feudal lord. In England, where commerce was
stronger, the new rising power of the citizens initially consolidated
that of the kings; to the point that the latter even dared to defy the
church, as Henry the Eighth did”'. And later, the citizens defied the
power of the king; Cromwell led a revolution that finally cut off
the head of king Charles in 1649. The king’s power was initially
thought of as having a divine origin, and later - with Hobbes - was
conceptualized as reflecting the interest of the citizens, through his
famous implicit social contract’?. As the power of the citizens grew
stronger, it soon would be recognized as the true source of power;
and the implicit contract of Hobbes would be transformed into the
explicit contract of Rousseau. This was the beginning of harmony,
todays’ Western conceptual system. Harmony is a particular kind of
rationality, where the existential universe is still accessed by reason,
and the ethical laws in God’s mind can also be accessed by reason
alone (Catholicism) or by the mystical understanding of God’s will
(Protestantism); but social order cannot be established based upon
reason, it can only be the consequence of the will of the people. This
was a major fundamental change away from traditional rationality.
However, harmony was developed under five constraining historical
conditions. First, it was nationally bounded. Second, it was not uni-
versally accepted; all through its history it has been challenged by
military rationality, whether in fascist Germany, in Franco’s Spain,
in military movements in Africa, or in Latin America’s military
coups. Third, Marxism challenged democracy as the true source of
the will of the people. And it proposed revolutions that never hap-
pened in the developed Western world, but that changed the faith
of large populations in other regions and countries such as Russia,

! Henry VIII was King from 1509 to 1542.

7 Hobbes’ Leviathan was originally published in 1651.
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China, and Cuba. Marxism, where revolutions did happen, became
a source of new centralized regimes, whose leaders proclaimed that
they understood the true will of the people better than the people
themselves (as it happened in all traditional societies). These leaders
distrust democracy. Therefore, communism has become a new form
of traditional rationality, in which the communist leaders think that
they know best. Fourth, in those countries where harmony was not a
natural historical consequence of the growing political power of the
middle class, the lack of a powerful middle class has produced very
weak democratic results, often manipulated by the high classes than
corrupt the democratic process. Therefore, a sense of injustice has
been associated with democracy, that has favored the leftist claims
for social justice. Fifth, as we said before, despite its global influence,
harmony only explains around one sixth of the political systems of
the world.

The fourth route is the religious rationality of Islam, which today
explains mostly the social order in the Muslim world. The Islam’s
rationality is alike the Catholic rationality in Western feudal times,
it gives the State’s political power to the religious leaders. But Islam
rationality is even more specific defining everyone’s duties; and it
has survived almost intact. The influence of the Western harmony
in the Muslim world has been the last. From the perspective of this
fourth route the Western individual is seen as sinful, and as lacking
the respect for the religious life that it deserves.

There are, therefore, several humanisms, each one with its own
perspective of what is best for the human being. The world is not di-
vided between the West which is democratic and humanistic and the
rest which is autocratic and not humanistic, this is the wrong view
of the world. Other humanisms are respectable and have a view of
humanity that is different and critical of the West’s view; and tak-
ing them seriously may enrich the West’s view, while the West’s
view may enrich theirs. None of the humanisms is the right one, all
of them are historical differentiations of specific societies based on
preconceived assumptions. We do not know what other humanisms
the future might bring. But what we know today is that ideological
tolerance and strong accepted international institutions are required
to eliminate the conflict between the “in-group humanism” and the
presumed “out-group anti-humanism”; a requirement needed, given
the new globalization brought about by the ICT revolution.
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CONCLUSION

Philosophical essentialism, characteristic of the nineteenth century West-
ern philosophers, was built around philosophical preconceptions that
cannot be deducted from their philosophies (as Derridas deconstruction-
ism has argued), nor can they be based on sound scientific discoveries.
These preconceptions gave philosophical validity to their ideologies. But
at the end, despite the philosophical sophistication of these thinkers, the
preconceptions are themselves contained within the ideologies. Ideolo-
gies that developed due to particular historical characteristics — those of
the West. The differentiation of the individual based on his rights did not
happen in other traditional societies that followed their own routes of dif-
ferentiation like: Hinduism, Buddhism, Confucianism or Islamism. Each
one of these different conceptual systems has its own preconception of
humanism, which is as valid as the one of the West. Marxism goes back
to the traditional view of humans as social beings —the critical preconcep-
tion introduced by Marx is that humans are a “species being”. That is
why, as we said, Marxism, which was not successful in the West, was
easily adopted in traditional societies like Russia and China. Marxism,
as all the other philosophies, has its own way to understand humanism.
There is not one ideology that can be called superior to the others, and
none of them will ever prevail in the whole world (although most of them
have aimed to do so), because ideologies are simply conceptual systems
formed with particular institutional historical characteristics. Conceptual
systems developed bottom up, from small groups to larger societies, and
once they consolidate into “a grand ideology” they remain in human
thought influencing societies for a very long time. The future will cer-
tainly bring new ideologies with new conceptions of humanism. There
is no end to human history, both Marx and Fukuyama were mistaken.
Today the world is at a critical crossroads because the ICT revolu-
tion is rapidly globalizing the international life. And this globalization
is happening within the historical reality of a global arrangement based
on nations with particular interests, that belong to diverse cultures with
distinct ideologies. The world’s conceptual system and institutional ar-
rangement is ill prepared for the technological revolution brought about
by the ICT revolution. Proper international relations are more critical
than ever, but they cannot be guided by an essentialist-universalist ideol-
ogy that pretends to unify the world’s ideologies, the diverse conceptions
of humanism and the distinct lifestyles in different cultures. This is why



90 CARLOS OBREGON

liberalism cannot be the guide for international relations. Ideological di-
versity 1s a historical reality; and therefore, any pragmatic guide for inter-
national relations must include ideological tolerance. As we have argued,
the military balance of powers in unstable, the world needs an adequate
integrative system — but it must be built on the historical reality of nations
with diverging interests and distinct ideologies. That is why we need to
build strong international institutions capable to serve as arbitrageurs of
national interests and to develop mutual trust between the nations that
whatever is agreed will be respected — globally accepted international
law, global judges and enforcement mechanisms have to be developed.
But mutual trust cannot be established based upon ideological intolerance
which creates the distinction between “us” and “them”, between the “in-
group” and the “out-group”. Such distinctions create mistrust, and invite
for conflict, as several experiments and theories in social psychology have
shown. To see the world as divided between humanistic democracies
and non-humanistic authoritarian states is incorrect. Only 13 % of the
global population lives in liberal democracies, and it is not true that the
other 87% is not free and must be liberated. There are in distinct cultures
diverse conceptions about what human freedom means. For example, Ci-
cero in Rome gave his life in defense of freedom. Despite being a personal
friend of Caesar, Cicero opposed him in the name of freedom and paid
with his life. But for Cicero freedom meant the Roman republic, based
on the power of the senate that was not elected democratically — but by
the elites (as - by the way- still today, as we previously mentioned, the
chamber of the lords in the UK is elected). Romans, alike the Greeks
before them, were suspicious of democracy, because they argued that
it represented the mistaken rule of the ignorant masses. The distinction
between authoritarian dictators and freely ruled States is critical but not
equivalent to the distinction between liberal democracies and other, non-
democratic States. We all should learn to be more ideologically tolerant;
nobody has the final truth; and we can all learn from each other. And
above all, ideological tolerance is a must, if we want to stand a chance to
properly manage the globalization brought about by the ICT revolution.

Since each institutional arrangement necessarily has its corresponding
conceptual system, the creation of strong global institutions aimed at
maximizing global progress and guaranteeing fairness and global justice,
creates common accepted rules and goals for the international society,
which will necessarily be the beginning of a worldwide accepted envelope
conceptual system. It is true, however, that given the ideological diversity
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and distinct national interests, particularly of dominant nations, such a
conceptual envelope will always be fragile. That is why ideological toler-
ance must be promoted intensively, and the global institutions should be
strong. An although all these efforts will never fully guarantee peace and
progress; they are the best route, given today’s globalization, to move the
world in this direction.



CONCLUSION: A PEACEFUL FUTURE?

The world’s ICT revolution is not yet fully understood by the domi-
nant ideologies. On the one hand, due to the ICT revolution, the West’s
productive alliance is with China. On the other hand, China’s political
regime is condemned as authoritarian and illegitimate. On one side, free-
dom reflected in free trade is praised, on the other, the WTO is dis-
mantled, and nationalistic and protectionist policies are on the rise in
the West. On one side Europe increases trade with Russia, on the other
rejects Russia from becoming part of the European Union and of NATO.
All these inconsistencies can be explained by the fact that the global con-
ceptual systems and their corresponding institutional arrangements are
lagging behind the technological reality imposed by the ICT revolution.
The ICT revolution has brought about a fast technological change in
the international production of goods and services, as well as in the life of
many individuals around the world. Just think of what you do yourself
every day, and its relation to the ICT revolution. Do you use a Micro-
soft software in your personal or business computer? Do you have an
1Phone, or a similar cellular phone? Do you watch Netflix, or any one of
its competitors? Have you used UBER, or any of its competitors? How
many products have you bought recently made in China, or another
Asian country? The list is endless. From the 2022 perspective, 1990,
when the ICT revolution started, looks like a very remote gone past. The
ICT revolution touches every aspect of human life, and involves a large
part of the global population. Even in rural areas in developing countries,
people own a cellular phone and use internet. More and more political
battles, all over the world, happen in the social networks. The ICT revo-
lution has been an abrupt technological worldwide change, and the global
society conceptual system’s adaptation has been ill suited. Conceptual
system changes occur at many levels, from micro-individual and group
behavior to large changes in legislation or social frames of reference. The
problem with the world society is that capitalism is being rapidly global-
ized, and there is not a global democracy capable to respond properly;
and the global institutions either are too weak or have been dismantled
already. The global scene of today, as it happened before the First World
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War, is more and more defined uniquely by national interests, and this
is dangerous.

Global progress does not necessarily bring global peace, nor is it
necessarily self-sustainable. We must not forget that the first wave of
globalization resulted in the First World War. Thus, as we learnt then,
whenever global institutions do not rise to the challenge of the new global
technological changes, progress may be followed by dark ages. We al-
ready have had three major crises in the last decade and a half: The 2008
GFC, the 2020 GP and the Russian-Ukraine 2022 war - which is the larg-
est one since the Second World War. It is not fortuitous, the ICT revolu-
tion started in 1990 and rapidly accelerated globalization, and the global
institutions are not up to the task. In the 2008 GFC the globes financial
leaders thought that the sub-prime crisis in the US was a local crisis, that
would be solved by the local markets - this was, for three years, the of-
ficial statement of the Economic Report of the President. They never
understood the deep globalization of the financial flows brought about
by the ICT revolution, and their potential to generalize the crisis to the
whole developed world”. The 2020 GP was consequence of the intercon-
nectedness between China and the rest of the world, and was confronted
by a WHO with a budget similar to a large US hospital — which was
just not up to the task. In the Russia-Ukraine war, people all over the
world are following it through the web and the TV networks. President
Zelinsky has spoken to many parliaments around the world asking for
help, and has been heard by millions of people. And as a consequence,
politicians are facing political pressure, from the public in their countries,
to intervene in favor of Ukraine, beyond what they would do otherwise.
A local war, consequence of Russia’s invasion of Ukraine, has been inter-
nationalized, and has risen to a global dimension that creates for the first
time the risks of a nuclear war. It is true that the risk is still low, but it is
no longer near to zero as it used to be, and this is very worrisome.

Despite all its virtues, the ICT revolution creates risks that the world
needs to confront such as: the changes in the global climate, or the exploi-
tation of natural resources in developing countries with polluting indus-
tries, or the rapid growth of international crime due to the ease of global
communication and transportation.

However, instead of witnessing the building of strong global institu-
tions to confront the challenges of the ICT revolution, we have seen an

8 See Obregon, C., 2017. Globalization Misguided Views. Amazon.com. Also Available at Re-
search Gate.com
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international rise of populist nationalism that explains the Brexit move-
ment in the UK, Trump’s influence in the US, Brazil oscillating between
the right populism of Bolsonaro and the left populism of Lula, Lépez
Obrador winning the elections in Mexico, Le Pens recently renewed
popularity in France and Biden’s policy that the US will only buy “made
in America”. This is not good news for the world. At best, a populist
nationalism will endanger progress, and hinder the world of reaping the
benefits of economic growth that the ICT revolution could produce. It
will reduce global trade and worldwide economic interdependence, and
delay substantially the growth possibilities of a large global middle class.
At worst, a populist nationalism will seriously endanger global peace.

The world is at a critical crossroads. If we do not act decisively, the
globalization brought about by the ICT revolution will likely continue
exacerbating all kind of global problems. And new, serious global crises
will occur, which will foster new waves of populist nationalisms, and may
create the negative vicious cycle that brought about the world’s dark age
between 1914 and 1945. Strengthening the global institutions is not an
option, it is a must — it is the pragmatic way for the world to face the ICT
revolution.

In this book we have presented the reasons for which, given the glo-
balization brought about by the ICT revolution, both liberalism and real-
ism are ill suited as guides for international relations. And we have been
arguing in favor of istitutionalism, as a third viable option to guide in-
ternational relations. But institutionalism is not a panacea either, there are
no ideal solutions. The promised humane global communist society of
Marxism will never come. And the liberal world with progress and peace
brought about by free markets and democracy in all the countries will
not be the future of the world. There is not and end of history™. Strong
global institutions are likely the best possible replacement for the lack of
a truly global political system (like for example, the impossible dream of
a worldwide democracy). But they never will work in an optimal way;
they will always be challenged by the interests of the powerful countries.
Institutionalism 1s not an ideal nor an optimal solution. It will not end
military conflicts around the world, and global progress will continue to
be challenged by populist nationalisms. But institutionalism is a call for
a change of direction. It is a call to leave aside ideological proposals that
only serve, at best, to guide us to wrong global policies, and at worst to
disguise national imperialistic interests. It is a call to be congruent with

7 Like Marx and Fukuyama asserted, although for opposite reasons.
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the globalization brought about by the ICT revolution. The world is
facing a gigantic technological opportunity, and it must reap as much as
possible its benefits. Institutionalism is a call to free ourselves from rigid
ideologies, and to promote ideological tolerance.

The institutional proposal is based on four pillars: 1) Allowing the
ICT technology to display its beneficial potential, through maximum
possible economic interdependence. 2) Creating stronger international
nstitutions - including the ones directed at expanding the global middle
class - capable to guarantee mutual trust and serve as a forum to nego-
tiate national economic interests. 3) Fostering ideological tolerance. 4)
Developing a global demilitarization and nuclear control strategy that
guarantees safety, and a balance of powers, at a low economic cost. We
are convinced that this is today the best possible route to guide interna-
tional relations.

Will we have a peaceful future? Most likely not. But we must do what
we can to obtain it.
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