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INTRODUCTION
Raghuram Rajan is the Katherine Dusak Miller Distinguished Service Professor of Finance at the
University of Chicago Booth School of Business. He was the 23rd Governor of the Reserve Bank
of India between September 2013 and September 2016. Euromoney magazine named him Central
Banker of the Year in 2014. Between 2003 and 2006, Dr. Rajan was the Chief Economist at the
International Monetary Fund. He co-authored Saving Capitalism from the Capitalists with Luigi
Zingales in 2003. He then wrote Fault Lines: How Hidden Fractures Still Threaten the World
Economy, for which he was awarded the Financial Times-Goldman Sachs prize for best business
book in 2010.

The Three Pillars

WHY DO I CARE?
This book is broken into three parts. The first is titled “How the Pillars Emerged,” which is an
extremely comprehensive history of the dynamic process by which the walls of Europe’s feudal
system were dismantled and reassembled into the post-Westphalian, free-market economy that we
are familiar with today. The feudal manor the effective consolidation of what would eventually
become the three different pillars (the community, the state, and the market) all under the
gestational roof of the community. The main players involved were the church, merchants, kings,
the landed gentry, guilds, towns, and the bubonic plague, which was a crucial catalyst for the
empowerment of the individual serf and later worker.
In some sense, this process feels similar to descriptions of the early universe by physicists, where
combustion or phase transition creates new systems or forms of matter. The driving force however,
seems to have been the wealth generated from the initial action of freeing the market. The growth
in power of the community and the state have been a consequence of the negotiation for power
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among the three pillars. After all, markets cannot exist without a community from which to source
labor and meet demand. Neither can markets scale effectively without agreeing to certain “rules of
the road,” which are most prominently featured in the structure and purpose of the nation state and
which has vested in it the sole legitimacy to enforce contracts, protect boarders, and ensure the
personal rights and freedoms of its citizens.
Besides being a wonderful synopsis of the last one thousand years of development in political
economy, the book shows just how detrimental (and inescapable) periods of imbalance between
the pillars can be. Populism, for example, has emerged many times in history. It is, in some sense,
the population conducting a manual override of the controls it has given to the state in order to
tame the market or drain the swamp (or both). The fear of a mass revolt or populist revolution is
enough to scare monopolists back to the negotiating table, irrespective of whether they are market
or state actors. This explains how America underwent a series of regulatory waves throughout the
first half of the 20th century. The unwillingness of the British to heed the calls of the colonialists for
more independence is a good example of what happens when the popular will is ignored. In this
sense, the notion of “legitimacy” is essential, as it is the community which sits in judgement of the
pillars of market and state.
So, while the wealth created by markets drives the dynamic process forward, it is the axiomatic
legitimacy of the community (the progenitor of the other two pillars), which is the ultimate authority
on matters of balance or legitimacy. What then, is the unique role of the state? If markets are
responsible for growth, and communities for legitimacy, what does the state provide? The role of
the state is to maintain the peace and protect the gains created by the market. The state is the
depository institution of power, so to speak. If the type of power vested in the state were up for
grabs in the daily exchanges of the marketplace, we would never arrive at the sort of stability
required for wealth creation over the long-term or for the equitable distribution of liberty. The need
for such governance coupled with its imperfections is the paradox that drives political renewal.
While the theory that has just been put forward is interesting, the utility derived by its application to
world history and current affairs is what makes it useful as both an analytical tool and as a tool for
diagnosis, prognosis, and possible restoration. In this conversation with Raghuram Rajan, I intend
to explore the history and framework described above as it relates to the United States (market
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liberalization and financial crisis), Europe (the rational for and misalignments caused by more than
fifty years of integration), China (market liberalization vs. communist control), India (state weakness
vs. community strength), and Russia (authoritarian consolidation and imbalance). I also want to
engage Dr. Rajan on the way forward, and how strengthening the community (as is his argument)
will lead us towards a more balanced and sustainable society, both within and outside our boarders.

YOUR REASONS
The Book ― You write, at the outset, that you “intend this book to be comprehensive, but not
exhaustive.” You certainly achieved this. Q: How did you get the idea to write this book and how
long was the process? Q: Why did you feel the need to write it?

FIRST, THERE WAS DARKNESS
The Big Bang ― You begin the first part of the book with a one-thousand-year history of western
liberal democracy and market capitalism. Q: Why did you choose to begin this section with the
period of classical feudalism in Europe? Q: Was this the most decentralized, anarchic, gaseous (to
borrow from Safi Bahcall) phase from which you could begin? Q: Was this “base society?”
Debt Market ― Q: How important was the invention of a secondary market for the buying and
selling of third-party debt for the development of the market pillar?
Market Forces ― Q: Is it fair to say that the incentives created by the market dynamic were the
driving force of disruption with which the community and state were forced to contend? Q: Is it also
fair to say that, knowing how powerful the market is in its ability to “grow the pie,” the community
and the state are incentivized to find compromise?
State Forces ― Q: Is it fair to say that if the market’s job is to create wealth, it is the state’s job to
protect it (and the community?). In fact, you title Chapter 3: “Freeing the market, then defending it.”
Community Forces ― Ultimately, it is the community that has the axiomatic power and legitimacy,
not the markets or the state. Q: Is it fair to say that just as the markets have the power to create
the wealth that the state protects (and that everyone covets), it is the community that is in a position
to arbitrate any final dispute?
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Are we out of balance, both within and outside of the nation state?

THE PILLARS IN ACTION
Striking a Balance ― Q: Could you give us
some examples of when, in the history of the
United States (or Britain, maybe), we have
struck the best balance?
Rebalancing ― Q: Could you give some
examples of prominent periods of rebalancing,
driven in each case by the community, the
markets, and the state? Q: Does the state
ever initiate balance, or is it always either the
markets or the community?
Out of Balance ― Q: Where does a country like Russia tilt in respect to the power dynamics
discussed above? Q: What about the European Union? Q: How about China and India?
Global Order ― The United States played a central role in guiding the development of the postwar order, serving as the security guarantor for Europe and the breast at which France, Germany,
Britain, etc., would suckle themselves back to health. This was unprecedented in the history of
foreign affairs. Truly, the US is unique in having played a dual role as both father (protector) and
mother (progenitor). Q: How unique was this period and what lessons can we apply from it today?

THE CENTER AND THE PERIPHERY
It seems to me that there are two countervailing, social forces of disintegration at work in the world
today. The first is internal (a symptom of which is nativism) and the second is external (a symptom
of which is nationalism). I would like to explore both.
The Two Faces of Populism ― You spend a good amount of time in the book exploring the
reasons for populism, as well as dissecting its two dominant strains. You label one “right-wing
populism” and the other “left-wing populism.” Q: What is the distinction and why is it important? Q:
What does a rise in populism mean or imply? Q: What is the correct response of governments in
the West to rises in populism?
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Do we really want higher fertility rates just so we can pay back debt and maintain otherwise unsustainable levels of GDP growth?

Multipolar World ― It seems to me that the real turning point for the unipolar consolidation of the
world that America was embarking upon in the post-Cold War era was the decision to invade Iraq.
Since then, the international consensus has progressively frayed, beginning at the periphery (most
notably with the so-called BRICS), and now, moving into the center (with European nations like
Britain, France, Germany, and Italy, breaking with the US) I look at Russia’s move into Venezuela,
which is an open provocation reminiscent of the Soviet’s involvement in Cuba and an open rebuke
of the Monroe Doctrine. I look at Italy’s recent acceptance to participate in China’s Belt and Road
Initiative (BRI) or India’s recent antisatellite missile test and feel that we may be at a new, significant
inflection point. Q: Am I correct to feel that disintegration on the global stage is starting to accelerate
noticeably, for the first time?

DEBT & DEMOGRAPHICS
Debt & Unfunded Liabilities ― Q: How
immediately relevant is the level of
indebtedness (both public and private) to
the stability of Western societies? Q: Do
you have any opinions on how it should be
dealt with? Q: Are you less concerned with
public debt? Q: Do you have any thoughts
on the sudden popularity that MMT has
garnered in the Democratic party?
Demographics ― We have dedicated multiple prior episodes to the subject of demographics and
the demographic time-bomb of all major developed – and in some cases like China – developing
countries. Q: Is the problem of demographics a problem only insofar as we have large liabilities
that require an able-bodied workforce to fulfill? Q: Otherwise, isn’t a drop-in population, given the
rising levels of automation and the developing environmental crisis a potentially good thing (e.g.
the bubonic plague was quality-of-life positive for survivors in medieval Europe). Q: Are we too
wedded to GDP as a measure of how “well” we are doing?
Immigration ― The issue of immigration come up quite a bit in your book. It is a double-edged
sword. On the one hand, immigration can be a source of relief for the structural demographic forces
that are threatening growth and impairing our ability to repay debt and fulfill liabilities like social
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Immigration: Europe, US, & Japan
Hereditary Meritocracy
Is it any different this time?

MARKET PHENOMENA
Technological Disruption ― Paradigm shifting technologies have always been massively
disruptive. The late 18th and early 19th centuries saw the collapse of the southern plantation
economies (in part by what was enabled through northern industrialization), the opening of the west
and the annihilation of the last free tribes of America’s great plains, the electrification of the country,
the transformation of time and space through the telephone and telegraph, the mass migration from
the countryside into the urban centers…I could go on and on… Q: What is different about today?
Q: Are the gains less equally distributed? Q: Is the rate of change greater? Q: Is the type of change
more detrimental or disruptive to our psyches?
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Inclusive Localism

security and Medicare. On the other,
too much (or poorly managed)
immigration is tearing at the fabric of
our national identity and internal
cohesion. This is a much bigger
problem in Europe and certainly was
a major contributor to Brexit. Q:
What is your view on immigration?
Q: How should a country like the
United State handle it? Q: What are
the pro’s and con’s? Q: Is Europe at
a place where it is already swamped
with too much immigration, and
needs to hit the stop button?
The Big Sort ― There has been a trend of self-segregating in the US and Europe that the left has
used as evidence of racism and white nationalism, but you take a much more constructive and
conciliatory view of this phenomenon, and it’s a big part of your proposal of “inclusive localism.” I’m
not sure how much we want to discuss this now or later with your solutions. Q: What do you propose
we do about people’s desire to self-segregate? Q: How do we not end up creating “hereditary
meritocracy” as you call it, where children from smarter and wealthier families keep clustering closer
and closer, benefiting from the network effects, while poorer and less gifted families experience the
opposite (positive vs. negative feedback loops lead to greater heterogeneity and discontent)?

winner-take-all-individuals
measuring the cost of trade

Winner-take-all Markets ― Q: How new is this “winner-takeall markets” phenomenon? Q: What is the difference between
what the great monopoly men (like John D. Rockefeller, who
was able to buy-out or bankrupt his competitors in the refinery
business) did and what some of these internet platforms are
doing today? Q: Is the problem that this dynamic has moved
from the individual corporation to the individual human being?
(winner-take-all athletes, winner-take-all executives, etc.)
Globalization, Trade, Tariffs ― The neo-liberal globalization
of the 1990’s has been seen as a great betrayal of the
promises made to workers by Bill Clinton, the Democrats, and
the political establishment writ large. Q: How do we measure
the benefits of trade, if it has caused such acute pain and
dislocation in vulnerable, concentrated communities across
the country? Q: What has been the political impact today of
decisions taken 25 or more years ago?

GOLDILOCKS POLICY & REGULATION
Intellectual Property ― Q: How important is reforming our intellectual property laws? Q: What are
the most significant improvements we can make, and what is standing in our way? Q: How does
the US compare to the EU in this regard?
Occupational Licensing ― Q: How important is reforming occupational licensing in the United
State so as to level the playing field of entry and eliminating what are effectively subsidies for
existing market participants? Q: What industries are most in need of tackling first?
Market Regulations ― Q: What are some of the most important, common sense regulations that
America needs to pass? Q: How do you feel about Basel III and Dodd-Frank?
Market Deregulations ― Q: What are some of the most important, common sense regulations
that America needs to cut?

PUBLIC SERVICE
Education ― Q: How can we reform our educational system in a smart, affordable way that takes
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Teacher Coach
Putting a Floor on Failure

advantage of the idle support that the community
can offer, while minimizing the impact of resource
segregation that creates negative feedback
learning loops for less affluent communities?
(Your comparing teachers of the future to coach
remind me a great deal of the approach taken by
Fred Swaniker and ALU. I’m a BIG fan of this.)
Health Care ― You are in favor of universal
healthcare. Q: What can someone read in order
to understand the challenge facing this field and
why we haven’t been able to achieve this? I have
not been able to find good sources…
Safety Nets ― Q: What other safety nets are you
proposing?
Drugs & Disability ― Q: How do we deal with
an epidemic of drug use, poor health, and abuse
of social programs?
UBI ― Q: It seems you are opposed to Universal
Basic Income. Q: Why? Q: Will it not work in your
view?

How will central banks fight the next recession, and what is in store for us?

2008 CRISIS: WHERE ARE WE NOW?
Easy Does It? ― When global central banks, led
by the federal reserve, began slashing rates,
expanding base money, and monetizing illiquid
bank assets between 2008-2012, we were
promised that they would (and could) normalize
when the time came. Well, the time came and
went, and it seems increasingly likely that they
may have missed their window (if they ever had
one to begin with). Markets have interpreted the
Fed’s recent comments as dovish, with implied
odds on a rate rise plummeting, while odds on one
or more cuts rising. You were famously prescient
in the summer of 2005 at Jackson Hole when you
warned against what you saw as unappreciated
risks in the global financial and economic
landscape, in a speech titled “The Greenspan
Era: Lessons for the Future.” Q: Is it fair to say
that you felt the Fed was too accommodative prior
to 2008? Q: Do you feel the Fed waited too long
to raise after 2008? Q: What do you think they
should do now? Q: What happens if asset
markets drop another 20 or 50 percentage points
or if the economy experience two or more
consecutive quarters of negative growth and
rising unemployment? Q: What tools do central
banks have at their disposal?
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Inflation vs. Deflation

Currencies ― Q: Do you have a view on the dollar?
Inflation, Deflation, or Stagflation? ― Q: Might we be on the verge of reentering the great
“inflation vs. deflation” debate? Q: Which is more likely? Q: What would prevent us from following
the path of the Japanese?
Leveraged Loans, Corporate Bonds and Emerging Markets ― One of the areas of the market
that may be hiding some significantly impaired paper are the leveraged loan and junk bond markets.
Q: Do you think investors should be concerned about some of the lending practices of banks in
leveraged loans, middle market lending, corporate bonds, and emerging markets?

COUNTRY PILLAR PROFILES
US ― As the 1960s ended and the post-WWII growth model began to enter the choppy seas of the
1970s, the Anglo-American approach was to deregulate markets and look for efficiencies in the
private sector in order to make-up the difference. The market pillar overtook the other two. Now,
with the ICT revolution in full swing, wealth and income inequality is accelerating the destruction of
the state and the community. Q: What happens if the market is left unchecked?
EU ― The response of Europe to eurosclerosis, as its 1970’s analogue was dubbed, was to doubledown on integration, with the hopes that a European Common Area and Market (ECA & ECM)
would create the types of efficiencies that the US was looking to generate through market
liberalization, but without sacrificing social programs. Q: What will be the fate of the EU?
China ― The Chinese Miracle, as it has been dubbed, truly is unprecedented in history. The
Chinese Communist Party has not so much innovated in type but in size. It has applied the
mercantilist growth model of
other Asian economies who
were much smaller at the time
(and the west was much richer
and able to absorb their exports)
to its own large economy. It is in
the difficult position of trying to
create a free-market oriented
economy while still looking to
maintain control. Q: Can the
Chinese escape the middleincome trap?
Russia ― Modern Russia
resulted from the corrupt
mismanagement of the transition
from communism to capitalism. It
is the most authoritarian of the
large, developed or developing
economies. Q: What is the future
for Russia and US-Russia
relations?
Additional Nations – Brexit,
Yellow Vests in France, Italian
Debt, North Korea, Venezuela,
India/Pakistan, Erdogan/Turkey.
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SYNOPSIS FROM THE PUBLISHER
The text below, with minor adjustments made by
me (the added pictures for example), comes from
the press kit provided by the book publisher.
Although I think any material from this book is
worth having, I must say that I did not find that this
material tracked the narrative structure of the book
particularly well, or that it captured the reasoning
that Raghuram so comprehensively delivered. This
said, I can only imagine that having it would be
better than not for those of you who are interested
in learning more or digging deeper. Simply
scanning the text might give you some ideas or
further your sense of what the book is about.

HOW THE PILLARS EMERGED
Escape from Feudalism: Under feudalism, everyone except the king held his share of land in trust
from his overlord. The feudal manor thus constructed was a closed, hierarchical community,
producing much of what it consumed. Markets and the state were enclosed within the community
and this structure was essential for providing ordinary people with both physical as well as
economic security.
Freeing up the sale of property eventually led to the consolidation of feudal manors into larger
communities, creating greater opportunities for trade and positive economic effects for the vassals.
As markets also began to expand beyond the manor – markets for debt, as an example – the feudal
community came under pressure. A common response then, and now, has been to shut down
markets – through usury laws then and through trade tariffs today. Yet markets are difficult to
suppress for long. Throughout history, natural or economic catastrophes and technological
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progress are the big drivers of societal change. For example, in the 14th century, after the bubonic
plague wiped out a third of the population of Europe and changed the ratio of laborers to land—
followed shortly by groundbreaking innovations such as gunpowder, printing, and the compass—
Western Europe saw an expansion of markets and an erosion of the feudal system.
These changes also heralded the emergence of the nation state. As the nation state became
powerful but, checked by private players, started respecting private property and obeying the rule
of law, markets flourished. Interestingly, one of the biggest land grabs in history, Henry VIII’s
dissolution of the monasteries, led to a strengthening of property rights in the United Kingdom.
Agriculture became more commercialized as feudal structures were no longer necessary to protect
property holdings physically.
This period saw the emergence of markets and the state from the original single pillar of the
community. This was a time of intense, dynamic power negotiation between the state, the
community, and the markets.
Freeing the Market: The commercialization of agriculture broke up many traditional villages,
resulting in masses of unemployed peasants who migrated to towns in search of work. Community
eroded further under urban living and industrial work conditions.
The expansion of voting rights gave the ordinary individuals some control over the state, the market,
and the relationship between them. Broader suffrage in the 19th century was followed both in the
US and the UK by an increase in local public spending: on schools, healthcare and public health
necessities such as sewage. The democratically empowered community was essential for another
reason: Power prefers permanence—something true of both the markets and the state.
Unregulated markets tend toward monopolization by a few as the successful try and entrench
themselves by pulling up behind them the ladder of competition that they themselves climbed. And
the politically powerful are tempted to suppress any competitive threat to their future posed by
elections. Democratic community-based movements like the populists in the late 19th century, and
the progressives from the mid 1890s to the end of WWI, helped check corruption, preserve an open

11

competitive market, and create opportunities for the small businessperson. The state’s role
expanded, with new functions like antitrust and product safety. Democracy became the mechanism
through which the organized and vigilant community could constrain the unfettered market and
influence the state in order to make them work for the forgotten common man.
Community in the Balance: Most anti-market movements start or gain steam in economic or
financial downturns where the productive efficiency of markets is hard to see, while the damage
they do is quite clear. But if the downturn is clearly temporary, a liberal market democracy is usually
self-correcting. Problems arise when there are large permanent changes in the environment—such
as the advent of new technologies. In these situations, people need help to adapt their skills and
support to cushion the economic blows. Otherwise their despair combines with their fear of the
future to create widespread anti-market revulsion.
In the late 19th and early 20th century, the pace of technological change and the frequency of
economic calamity increased. Once again, communities were overwhelmed by the enormous pace
of change. People, protected by the nation state, no longer worried primarily about physical
security. They now wanted economic security. A new equilibrium emerged. The state had to
expand, both in aiding the community in providing capabilities like schooling, as well as in
supporting people with a safety net when they were hit with adversity. However, greater state
intervention came at a cost: For instance, the expansion of public education in the US with state
funding and greater oversight also meant that schools lost local involvement and support. These
effects mattered little initially, but have contributed to weakening the community today.
Many of the features of today’s liberal market democracies were in place soon after World W ar I.
The politically engaged community acted as a watchdog, pushing the state to reduce cronyism and
preserve competition in markets. In turn, competitive markets forged a confident and efficient
private sector, which stood independently of the state and could check it when it tended toward
authoritarianism. The state helped the community provide education and safety nets to its
members, thus giving them incentives to support the system. In these ways the pillars reinforced
each other.
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IMBALANCE OF THE PILLARS
Promises and Revolutions: The Great
Depression and the Second World War
enhanced the standing of the state and
diminished that of markets. The post
war miracle —the unprecedented
economic growth after World War II—
further enhanced confidence in the
state, but it was because of a special set
of conditions that dissipated over time.
In the postwar years many developed
countries made substantial promises of
social security to their populations.
Many also expanded immigration and
civil rights for both their minority and
immigrant populations. To deliver on all
these implied promises, developed
countries needed reasonable growth.
But then growth stalled in the 1970s.
The pushback against the outsized role
of the state gained strength. Country
after country liberalized to re-energize
markets. They opened their borders to
trade and capital flows. Unfortunately,
as the Information and Communication
Technologies (ICT) revolution started
affecting jobs and trade, neither the
debt strapped, overcommitted state nor
the disempowered community were
able to respond to the needs of the
people. The ICT revolution has not just followed previous technology revolutions by displacing jobs
through automation. It has also unified markets further and has increased the degree of cross
border competition, first in manufacturing and now in services. It has had widely varying effects
across productive sectors in a country. The tech revolution hasn’t meant less jobs, in fact
unemployment is at historic lows. However, employment opportunities have been redistributed.
Data shows that there has been an increase in higher paid managerial, professional, and technical
jobs as well as lower-paid service jobs while middle-wage jobs have disappeared—both in the US
as well as across Europe. (p. 163) Good jobs are increasingly in cities, while semi-urban and rural
areas are getting hollowed out economically.
By enhancing the wage premium that goes to those with relevant skills, the ICT revolution has
further strained community cohesion. People with the incomes and the choice often move to
communities of people like themselves, where surrounded by well-prepared students in better
educational facilities, their children will build the capabilities they need in the present market.
Therefore, even as job opportunities become more unequal, the preparation children get for those
jobs has also become more unequal.
The ICT revolution is creating a meritocracy, but unfortunately a hereditary one. Residential
segregation by income has increased over the last four decades in the US, even as the ICT
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revolution has increased the wage premium associated with capabilities. Sociologist Ann Owens
finds that neighborhood sorting by income increases only for families with children, suggesting that
a big factor in sorting is the parental desire for their children to be surrounded by well-prepared
classmates in good schools. The responsibility to family has therefore proven stronger that ties to
the community, as the capable leave mixed and failing communities to form communities of their
own. Communities, hit hard by the forces of technology and globalization, are further weakened by
the secession of the successful. As we’ve seen repeatedly through history, the demands of the
market weaken the community.
With incomes stagnating for many, and with policy makers bereft of new ideas to enhance
economic growth, governments in the early years of the 21st century bet that borrowing in
liberalized financial markets could be the engine of broad-based sustainable growth. Despite
working initially, debt-fueled growth is not sustainable and eventually the gamble failed culminating
in the Global Financial Crisis. Consumers were overly indebted, governments had mounting debts
and the electorate became fearful of change and distrustful of the upper middle-class elite.
Interestingly, those who have been sliding down the ladder of income and status are not as
perturbed about those with high status as they are about those with proximate status—after all,
status is relative. Obamacare became a trigger for today’s conservative populism (p.216) as those
struggling to pay for healthcare found that many “undeserving” others—typically minorities,
immigrants, but also ne’er do well relatives -- would be helped by the government. In Europe, waves
of immigration into working-class neighborhoods became the trigger for protest as native workers
felt the quality of neighborhood institutions like schools were under threat.
Reemergence of Populism: Populist movements—fueled by the belief that the ruling elite are
corrupt and undemocratic and the masses have been treated poorly—can play a valuable role in
bringing transparency and democracy to governance. When focused and temporary, populist
movements can be very healthy. On the other hand, they can also be sectarian, delusional, and
dangerous.
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Both the left-wing and right-wing populists are right in their diagnosis—the elites have betrayed the
people’s trust. Looking forward, there is a very real fear that workers are not prepared for the
changes that are coming but the elite establishment doesn’t see that the actions of its own class is
part of the problem. Moderately educated male white workers have experienced a dwindling in
decent middle wage job opportunities. To these workers, immigrants and newly empowered
minorities are competition for scarce good jobs. A decade after the financial crisis, the world
economy has recovered, in part by pumping up debt once again. But financial vulnerabilities are
once again building and technology continues to progress with many people still unprepared for
the new economy. Society needs to rebalance. Both the state and community pillars have to give
people the support they need to engage in global markets. These are dangerous times. If people
have lost their ability to compete in markets, if their communities continue to decline, if they feel
that the elite have appropriated all opportunities for themselves (by monopolizing the markets as
well as capability building), popular resentment can turn to rage. A movement that pushes for
reforms and includes rather than excludes, that tackles cronyism and the usurpation of opportunity
by the elite—as did the Populist and Progressive movements in the 19th-Century US—would be a
healthy corrective for restoring balance. But Populist national movements that seek to exclude tend
to skew rather than restore balance between the three pillars and could lead to a disunited world
which could revive the specter of global big power conflict.

RESTORING THE BALANCE
Strengthening the Community: How do countries reconcile the prospect of increasing national
diversity with the majority group’s genuine fear of losing cultural coherence and continuity?
Inclusive localism may well contain many of the answers large, diverse nations need.
As markets have globalized, power and resources have drifted up from the community to the region,
the state, and even the international arena. Far too much is centralized. Localism means returning
power and agency to the people, from the international sphere to the nation, and within nations
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from the federal to the regional to the community level. However, newly empowered localities
should not wall themselves as there are many benefits of being situated in diverse nations and
belonging to an integrated world. Both markets and the state will be very important in keeping
communities inclusive.
The very diversity of immigrants and minorities adds substantially to the pool of talent in a county.
Countries that can attract the most capable people from within the country and around the world to
work for them will have a competitive edge. (p. 258). And increased immigration could help in
countries like Japan with a larger aging population and shrinking workforce. Will Populist
nationalists ever retreat from their mission of taking over the country and remaking it in their image?
If some in the majority genuinely fear being swamped culturally, inclusive localism offers them a
way to maintain their culture through mono-cultural communities, even while the rest of the county
celebrates multiple cultures. We need to bring back the largely self-governing community as the
locus of self-determination, identity, and cohesiveness, taking pressure off the nation to fulfill that
role. The benefits of a vigorous local community include: less diviseness in nations with diverse
populations; greater social engagement in community institutions; a greater sense of selfdetermination for ordinary citizens, stronger local bonds that allow neighbors to fill in the gaps in
formal structures of support; more room for political and economic experimentation, as well as
political influence; and a structure to create meaningful local work that is not remunerated by the
market. It’s important that we have an inclusive nationalism that unites these separate
communities—where the ultimate loyalty of the citizen is to the principles and ideals enshrined in
the nation’s constitution and a shared historical narrative, and not to their different ethnicities or
cultures. Such a civic nationalism, where one is a citizen provided one adheres to common national
values, seems to work in nations that have a lot of internal diversity.
Immigrants should integrate, learning the language and going along with important local customs
and manners. But ethnicity and some aspects of culture, (which Populists care greatly about)
should predominantly be expressed at the local community level instead of the national level. Some
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communities will have a specific ethnic concentration, others will be more mixed. Populist
nationalists can emphasize the ethnic aspects of nationalism they care about in communities where
the majority group is concentrated. Having monocultures may be as important as having multicultures in allowing for choice, until citizens start seeing that kind of choice as less important. How
does one enable the disadvantaged? From an economic perspective, it is not very helpful to see
affirmative action as a righting of the historical wrongs suffered by an ethnic group. Instead, it should
be about righting current disabilities that hold groups back— and affirmative action should also
apply to struggling subgroups with the majority. More powers should devolve from state to
community—enhancing localism. At the same time, the state as well as legislation governing
markets should ensure the community cannot wall itself off.
For instance, communities should set local rules such as minimum wages or the form of business
establishments permitted (big box or local mom and pop retailers). They should have more control
over local schools, libraries, and even local welfare structures. But they should not have the ability
to exclude people such as poorer residents through zoning laws – or through violations of civil
rights. They should not have the ability to exclude goods and services coming from other parts of
the country. Policies should discourage residential sorting, which is a blight on communities. Apart
from limiting the scope of zoning laws, the state could offer rewards for students coming from lesswell-to-do communities – such as a guaranteed place in the state university for any amongst the
top 5 percent of students in any high school in the state. This would make it more attractive for
good students to stay in not-so-good schools, thus helping to elevate their standards. The state
can also help by assuring access to infrastructure (such as broadband) and connecting the
community better through roads and railway lines to national markets. As technology advances,
many utilities and services (such as renewable power) can be provided locally. One traditional
concern about decentralization is that local community officials may be less competent and more
corrupt than officials from the federal government.
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Yet technology (such as the SeeClickFix app) allows community members to monitor local
government and be more informed about its funding and activities. Technology allows for more
democratic engagement and citizen empowerment. Technology also can help overcome some of
the problems that arise when schools have to cater to children with different abilities. Rather than
having teachers focus on the smartest, the least able, or the middle, today’s technology allows
teachers to tailor material to the capabilities of each individual student. So even as technological
change creates the incentives for the successful to secede from economically mixed communities,
it can also reduce the necessity for them to do so. It can put the teacher back in charge of the
curriculum, and make coursework more responsive to local needs. This is not techno-hype – it is
being implemented in some of the poorest school systems in the world. Ultimately, though, while
the state can help, the community has to pick itself up when it is down. Three examples of
community revival illustrate what is possible; the Pilsen neighborhood in Chicago, Indore in India,
and Galena, a town in Illinois. Common themes in community revival include finding good leaders;
identifying, reviving, or even attracting new assets; treating people as assets and bringing together
a coalition of the willing from within the community and from outside; and engaging the community
so that it becomes a collective effort. While technology can hurt community interaction – people
watching TV at home instead of chatting with neighbors, or playing video games instead of pick-up
basketball – it can also help enhance interaction. Controlled experiments, such as the Netville
community in Toronto, where one half of the community was linked via Internet and the other half
not, suggest that, on balance, technology helps rather than inhibits people coming together. The
proximate community is unlikely to be an anachronism. Indeed, it may be where the jobs and human
experiences of the future lie.
Responsible Sovereignty: How does all this focus on empowering the community sit with an
increasingly globalized world? Are we at risk of sacrificing the benefits of global markets? We need
to manage globalization, where we get the most from global markets while retaining domestic
democratic control over how we engage with them. How does all this focus on empowering the
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community sit with an increasingly globalized world? Are we at risk of sacrificing the benefits of
global markets? We need to manage globalization, where we get the most from global markets
while retaining domestic democratic control over how we engage with them.
To benefit from global markets, countries should remain open to trade in goods and services.
However, they should be free to determine how much they want of other cross-border flows like
capital or data. Also, even for goods and services, they should be free to set local standards for
what they will accept so long as the standards are not purely protectionist in intent. We should
resist attempts to harmonize rules and practices across countries any more than absolutely needed
to preserve global markets. For instance, common rules on patents, on bank capital or unionization
are probably unwarranted– they are not necessary for the free flow of goods and services, and
interfere in a country’s ability to chart its own policies. But when one country’s macroeconomic
policies affect another, we need to devise international rules on what is allowed to ensure that they
do not inflict harm on one another. For instance, monetary policies in an increasingly integrated
world may need more rules—fences so to speak, to ensure that countries are good neighbors.
Also, countries have to come to a common agreement on issues like climate change or allocating
refugees from war-torn countries, where there is a collective global responsibility to achieve better
outcomes.
Nations need the sovereignty to make choices in an open world, but also must take responsibility
for achieving outcomes that are beneficial for the world. Responsible sovereignty is the international
counterpart to what inclusive localism aims to achieve domestically. Once again, this means a
balance.
Reforming Markets: Large corporations have lost the trust of the broader population, in part
because of their focus on shareholder value maximization. Corporations can regain some of the
lost trust if they focus on maximizing value for a broader set of stakeholders, not just financial
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investors but also long-term employees and suppliers who make substantial investments in the
firm. Given the demands the technological revolution will impose on workers—especially the need
for constant retraining—this change in objectives will allow corporations to help their workers cope
with change. It will also maximize the value the corporation will add to society.
How much should corporations go beyond focusing on their business? Corporations are a
substantial repository of power. Typically, that power should not be used for political ends (other
than understandably lobbying for their preferred business policies). Yet, when the state attempts to
slip outside the constitutional limits that typically bind it, corporations have a duty to preserve the
liberal society on which they collectively depend. They must stand up against a state that turns
authoritarian.
It is not good, however, that any corporation have too much power—in part because it becomes
easier for it to collude with a state that has authoritarian tendencies. Today, many industries have
become monopolized by a few firms. Some of this is because new technologies allow firms to reap
substantial economies of scale, but some of it is because anti-trust regulation has taken a back
seat amid the anti-state fervor, even while intellectual property and data offer far more market
power than traditional assets. We need anti-trust. Limiting the extent to which industries can
become dominated by a few firms, allowing people to own most of their data, and forcing most
platforms to become interoperable are steps the state should contemplate to preserve competition
between firms.
Finding a New Balance: The new balance we need to strive for reverses the seemingly inexorable
diminution of the community, even while preserving the open access that markets provide us. The
essence of this new balance is inclusive localism within a country (and responsible sovereignty as
it looks outward). We can use the tools we have obtained through the ICT revolution to empower
communities more, to give people more of a sense of control over their futures, in the process
creating and distributing economic and political power. At the same time, I argue for a national
framework that is inclusive, in that all ethnicities are seen as part of the nation, and the nation does
not entrench differences in economic opportunity between ethnicities or classes. Inclusive localism
breaks down gigantic walls protecting privilege, while encouraging tiny walls to preserve community
character.
The strengthening of proximate communities will not just allow a diversity of views, including the
most tribal and the most cosmopolitan, to exist. It will also allow us to preserve direct social
interaction, which may well be where more of the jobs of the future lie, as automation depletes jobs
in sectors that produce commercial goods and services.

QUOTES:
Capitalism does live by crisis and booms, just as a human being live by inhaling and exhaling. First,
there is a boom in industry, then a stoppage, next a crisis, followed by a stoppage in the crisis, then
an improvement, another boom, another stoppage, and so on…the fact that capitalism continue to
oscillate cyclically…merely signifies that capitalism is not yet dead, that we are not dealing with a
corpse. So long as capitalism is not overthrown by proletarian revolution, it will continue to live in
cycle, swinging up and down. Crises and booms were inherent in capitalism at its very birth; they
will accompany it to its grave. – Leon Trotsky
The hand mill gives you society with the feudal lord; the steam mill society with the industrial
capitalist. – Karl Marx
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