GLOBALISATION - TO WHAT END?*

Harry Magdoff

By the end of 1990, foreign direct investment — that is, investment in
manufacturing, real estate, raw material sextraction, financial institutions,
etc., made by capitalists of all lands outside their national borders -
reached over $1.5 trillion. Actualy, this official estimate grossly under-
statesthe case becauseit is based on book values. But even asaminimum
estimate, what issignificant about this number isnot only itssize but the
unprecedented speed with which it hasgrown in the last two decades: the
amount directlyinvested in foreignlands nearly tripled in the 1980sal one.
Moreover, thisinvestment went far beyond manufacturing and the extrac-
tion of raw materials. To an ever larger extent foreign capital spread to
such fields asfinance, real estate, insurance, advertising, and the media.

This upsurge and diversification of globalisation has been introducing
new economic and political features in the countries of both the periphery
and thecore. In the periphery, foreigncapital has penetrated more widely
and deeply than ever before. In the core, the change of direction has
helped produce in the world's key money markets an extraordinary
spiralling of credit creation, international flows of money capital, and
speculation.

This new stage of globalisation has meanwhile given rise to questions
about itslonger-run significance. A widely accepted theory visualisesthe
erosion of national sovereignty at the centres of capitalism, presumably to
be replaced by an'international’ of capital that will make and enforce the
rules of international relations. The more thoughtful members of the
ruling capitalist class are well aware how chimerical the notion of arising
international of capital is. Itistruethat in view of the growing complexity
and the many pitfalsin the world of global finance, they seek ways to
strengthen, or create new, international institutions which can help to
minimise the potential chaos they face. But as much as the need is

* A shorter version o this essay has appeared in Monthly Review, February and March
1992.
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understood in the abstract, and as many steps as have been taken in the
hope of greater cooperation, there is no letup in the drive of nations to
acquire more power and weadth. The upshot is that the speeded-up
globalisationdf recent yearshasnot led toharmony. Onthecontrary, aswe
will try to show, it isitself a product of growing disharmony. Contrary to
widespread expectations, sources of tension among the leading capitalist
powers have increased side by side with their growing interdependence.
Nor has the geographic spread of capital reduced the contradictions
between the rich and poor nations. Although a handful of third-world
countries, benefitting from the globalisation process, have made note-
worthy progressin industrialisation and trade, the overal gap between
core and periphery nations has kept on widening.

For the sake of perspective, it is worth recognising that the recent
splurgein globalisationispart of an ongoing processwithalonghistory. To
beginwith, capitalismwasborn in the processof creatingaworld market,
and the long waves of growth in the core capitalist countries were associ-
ated withitscenturies-long spread by conquest and economic penetration.
In the past asin the present, competitive pressures, theincessant need for
capital to keep on accumulating, and the advantages of controlling raw
material sources have spurred business enterprise to reach beyond its
national borders. Thetempo and natureof expansion hasaf coursevaried
over time, influenced by changesin political and economic conditionsand
the available technology for making war, transporting goods, and
communicating.

While the expansion of capitalism has aways presupposed and indeed
required cooperation among its various national components — with re-
spect to transportation facilities, weights and measures, monetary and
credit arrangements, etc. - there never has been a time when these same
national components ceased to struggle each for its own preferment and
advantage. Centrifugal and centripetal forceshave awayscoexistedat the
very coredf the capitalist process, with sometimes one and sometimesthe
other predominating. As a result, periods of peace and harmony have
alternated with periodsof discordand violence. Generally, themechanism
of this alternation involves both economic and military formsaof struggle,
with the strongest power emerging victorious and enforcing acquiescence
on the losers. But uneven development soon takes over, and a period of
renewed strugglefor hegemony emerges.

Therise and declinedf hegemonic powers

If welook back over the two centuriesor sosincethestart of theindustrial
revolution, we find two periods which were clearly dominated by a
hegemonicpower: the British ascendancy in the middle of the nineteenth
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century and the US predominance in the middle of the twentieth. Inter-
estingly enough, there werestriking similaritiesin the riseand fall of both
of these hegemonies.

Dating of historic erasisawayssomewhat arbitrary, but roughly speak-
ing wecan say that British hegemony lasted from thelate 1840sto theearly
1870s. Its rise was clearly associated with what was for that period an
unprecedented boom, during which time Great Britain was by far the
largest and strongest industrial and trading power. The military underpin-
ning for its supremacy in foreign trade and colonial acquisitionswas the
unquestioned mastery of seapower. Lacking a sufficiently large army to
control the continent, British rule was buttressed by asystem of alliances
designed to maintain a balance of power in Europe. The ideological
backup came from the vigorous advocacy and promotion of the gold
standard and the principlesdf freetrade. Theinternational gold standard,
managed by the Bank of England, wasin effect a sterling standard. As
such, it was animportant pillar of British economic superiority. And free
trade clearly conferred an enormous advantage on the country with the
most advanced manufacturing capacity.

The daysof British glory, however, were numbered as the manufactur-
ing capacity and exports of countries on the continent and the United
States began to catch up. Although British predominance did not vanish
overnight, itsslide from the top was clearly marked asthe Great Depres-
sion of 1873—189%6 took itstoll. Competition in foreign trade grew to the
point where protectionism began to replacefree trade. Intensified rivalry
for additional economic and military space resulted in amad scramblefor
colonies. Thecolonial powersacquired an average of some240,000square
miles per year between the late 1870s and 1914, amost three times the
averagefor thefirst 75 yearsdf the nineteenth century. The German mark
increasingly made inroads on the pound sterling's privileged role, threat-
ening to unseat the London money market as regulator of the world
financial system. Even Britain's naval preeminence declinedin an acceler-
ated arms race. Under these conditions, the traditional balance-of-power
arrangements no longer served as a reliable guarantor of peace. And for
three quarters of a century after the peak of Britain's hegemony world
affairswere characterised by chaos and disharmony: two world wars, the
Great Depression of the 1930s, abandonment of the gold standard, and the
breakup of the international system into separate trading and currency
blocs.

Eventually, however, a new international capitalist world order was
once again built, thistime out of the ashesadf the Second World War. And
again under the auspicesof a hegemonic power — onewith unguestionable
primacy in arms, productive capacity, and finance, sufficient to whip the
rest of thecapitalist worldintoshapeandrunit. In placedf theearlier gold
standard, the USdollar wasenshrined by the Bretton Woods Agreement
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(1944) as the leading international currency, underpinned by Wash-
ington's undertaking to redeem dollars held by central bankersfor gold.
Sittingin thedriver's seat, the United Statespromoted, ashad the British,
the ideology of the free market and free trade. International institutions
were initiated and adapted to sustain a more or less unified imperialist
network aimed at enlarging the scope of free trade, keeping reinson the
former colonial world, and restraining by war or other means nations
seeking to break out of the network. In military terms, American su-
premacy wasmaintained with an ever growing stockpile of nuclear bombs
and military forces spread around the globe, especially surrounding the
Soviet Union. Under these circumstances, the USforeign affairsagenda
did not need balance-of-power diplomacy. Instead, it assumed the role of
theworld's policeman, expecting and when necessary insistingthat alied
powersand client states follow in lockstep.

US hegemony, like Britain's before it, lasted less than three decades.
And similar to Britain's experience, this period was characterised by a
major and unusual economic boom. Further, the hegemony withered
when the boom petered out. By the late 1960s, the economic strength of
other advanced capitalist nations (notably Germany and Japan) was
rapidly catchingup with and ableto challenge USprimacyinforeigntrade
and finance. Harmony among the leading nations was further disturbed
because of the way the United States took advantage of the privileged
position of the US dollar. An uncontrolled and enormous volume of
dollars flowed into foreign lands to wage wars,' operate military bases,
finance client states, and invest in foreign branches of multinational
corporations, with total disregard for the promise the United States had
made to back up the dollars abroad with gold. In effect, the United States
initsfinancial asinitspolitical and military affairswastellingtherest of the
world to like it or lump it. But emerging rivals, acting either to demon-
stratedefianceor merely in self-defence, took up thechallengeby convert-
ing masses of dollarsto gold. With its gold supply rapidly shrinking, the
United Stateseventually choseto renege unilaterally on itspromise under
the Bretton Woods Agreement, the linchpin o what wasto have been a
new erain financial harmony.

The end of dollar convertibility in 1971 was a watershed in the
hegemonicrole of the United States. Watershedsin history are of course
rarely marked off precisely. The tension that led to Washington's closing
the gold window started earlier in the 1960s. Nor wasthe downward slide
after 1971a precipitousone. Theend of undisputed US hegemony did not
mean the complete abolition of US rule, since military preeminence
remained (and of course wasfurther enhanced by thelater breakup of the
Soviet Union): US nuclear stockpiles, widespread military bases, and
other military resources remainintact. And although American product-
ive strength is relatively weaker than after the Second World War, it is
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nevertheless still very large. But thingsare definitely not what they used to
be. The United Statesfaceschallengesfrom itsallies, increasinglimitson
itsfinancial ability, and thelesseningfreedom to dictatein foreign affairs.
Thefeaturesof the present economic and political disorder unfolded one
after another in the past two decades. a spiralling inflation gripped the
world economy in the1970s; athird-world debt crisiserupted in the 1980s;
foreign exchange rates fluctuated wildly; international money flows ex-
ploded to feed a growing mountain of debt and speculation.

The changing economic environment

The causal connections among these interrelated changes are not easy to
sort out. But underneath it dl is a common underlying phenomenon,
namely, a generalised lowing down of the economiesat the centre of the
capitalist world. The pattern of thisoverall dowdownisshownin Table 1L

Table 1. Gross Domestic Product per Capita of the Zndustrialised Nations

Year Dollars Average annual percent change
(at 1980 prices)
1950 3,298 —
1973 7,396 From 1950t0 1973 3.6%
1989 10,104 From 1973t0 1989 2.0%

Note: Thedollar figuresarein 1980international dollars; that is, they are adjusted
by World Bank techniciansto eliminate exchange rate distortions. The countries
included in the above: Australia, Austria, Belgium, Canada, Denmark, Finland,
France, West Germany, Italy, Japan, Netherlands, Norway, Sweden, Switzerland,
United Kingdom, and the United States. The dollar data are smple averagesof
GDP per capita. The percentageswerecal culated from the datain the World Bank
Report.

Source: World Bank, World Development Report 1991 (New York: Oxford
University Press, 1991), p. 14.

Ascan beseeninthelast columnof thetable, per capita Gross Domestic
Product grew at an unusually high rate during the twenty-three yearsfrom
1950t01973. This, of course, isonly an average, some countriesbegan to
dow down in the late 1960s, others later. The overal dowing down,
however, was sharp and universal from 1973 to 1989. The change in
average growth rate between the two periods - from 3.6 to 2.0 percent a
year — amountsto adrop of 45 percent. Put another way, had the leading
capitalist nations continued their earlier growth rateinto the 70sand 80s,
their average per capita product in 1989 would have been $13,000(in 1980
dollars), or 30 percent higher thanit actuallywas. Weare of coursetalking
about goods and services produced, not the income that workers and
others receive. Still, the sizable decline in growth is a measure of lost
potential of jobs aswell as goods and serviceswhich, in addition to the.
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wastage of war and armaments, are resources that under other circum-
stances could have been made available for socially useful purposes:
homes, welfare, and environmental protection. In essence, what the
significant decline in growth rates revealsis that the advanced capitalist
world has been running out of steam. The special factorsthat stimulated a
long wave of rapid growth in the 50s and 60s have lost much of their
effectiveness, while new stimuli - e.g., computer and communication
innovations—have provento beinsufficient to bring about full utilisationof
availableresourcesor to regain past growthrates. In thefina analysis, the
sowdown portrayed in Table 1 reflects a narrowing of profitable oppor-
tunitiesfor capitalist investment.

Thisisdemonstrated even moreforcefullyin Table 2, whereweshow the
ratesof changeinindustrial production over three decadesin six leading
industrialised nations. The information in Table 2 isin many ways more
meaningful than the growth rates presented in Table 1. Gross domestic
product is a catchall of diverse activitiesthat ishard to measure reliably.
Themeaning of industrial production, on the other hand, isclear enough,
itsmeasurement hasfewer pitfalls, anditisakey sourced thesurplusthat
could beavailablefor the benefit of the rest of the economy. Here, too, we
seethat differencesbetween countries can sometimes be startlingly large:
note especially Japan's almost 16 percent average annual growth between
1960 and 1970 as compared with those of other countries. Nevertheless,
except for the 1980s pickup in the United Kingdom after aseriousdropin
the 1970s, there isa marked consistency: the growth of industrial produc-
tionslowsdown fromdecadeto decade- intheréatively strongaswel asin
the relatively weak nations. It may be argued that the reason for this
pattern is the severe recessions suffered in the early 1970s and 1980s.
Actually, thedirection of causation runsthe other way. Deeper recessions
aretheproduct and not causedf weakness; they areindeed a distinguishing
feature of stagnating economies.

Table 2. Industrial Production: Average Annual Percent Increase

1960-70 1970-80 1980-90(a)
United States 49% 3.3% 2.6%
Japan 159 41 39
West Germany 5.2 23 18
France 6.0 3.0 1.0
Italy 7.3 3.3 13
United Kingdom 29 11 18

a) Except for the United States, the production data for 1990 are based on the

firg half of that year.

Source: Calculated from indexesin the Economic Report of the President, 1986

and Economic Report of the President, 1991
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The dowing down, which has now lasted for at least two decades,
spurred capital to seek and create new profit opportunities. One conse-
guence has been an upsurge of protectionism and the move toward
bilateral agreements, such asthe Canada—USand Mexico-UStreaties, and
long-range thinking in Washington about extending such arrangementsto
al of Latin America. No doubt for similar reasons, the continuing eco-
nomic unificationof Western Europe hasmet so much support in business
circles there as well as concern by business elsewhere. Meanwhile, al-
though lip service is often paid to the principle of free trade, ingenious
waysaresought to createimport barriers. Thus, the 1988 annual report of
the Bank for International Settlements observed that 'so-called “grey-
area’ measures comprising voluntary export restraints, market-sharing
arrangementsand other non-tariff barriersdesignedtocircumvent GATT
rules continued to proliferate, bringing to an estimated 50 percent the
sharedf world merchandisetradethat isin effect " managed™ in oneway or
another’. So muchfor thefreedom of marketsand thespirit of cooperation
presumably devel opingamong ruling classesdf different nationsin conso-
nance with higher levels of globalisation.

Therisng tide of foreign direct investment

Asamatter of fact, it would be proper to concludethat one key measure of
globalisation—thespeeded-up flow of direct investment from onecountry
to another - isitsalf areaction to the stagnation described above. Capital
needs no extra-specia stimulus to seek out profit opportunities, and the
export of capital hasbeen atool for growthover theages. Still, any dowing
down of economic growth intensifiesthe competitive drive in foreign as
well asdomestic markets. It should therefore comeasnosurprisetolearn
that there has been an unusually great leap in foreign investment in the
1980s. The Economist (December 22,1990) highlightedwhat washappen-
ing: 'In the last three years of the 1980s, the flow of direct foreign
investment measured in 1980dollarswasmore than $100 billion ayear, ten
timesasmuch asit had been in thefirst ihree yearsof the1970s (again in
1980dollars)’. Thecomparison madein arecent United Nationsdocument
(UN Centre on Transnational Corporations, World Investment Report
1991), with reference to the last seven yearsof the 1980s decade, illumi-
natesthe samepoint. Thus, between 1983 and 1989, the outflowsof direct
investment to other countries increased almost 29 percent ayear, whereas
world exports rose much moredowly at about 9 percent ayear, and world
domestic product even less.

Although the upsurge of foreign investment after the recession of the
early 1980s was remarkably strong, its growing importanceisnot new. In
fact, capital exports have helped shape the evolving global economy ever
since the end of the Second World War. In the early postwar years the
vanquished nations, of course, werenot in the picture. They had too much
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to do on the domestic front and in any event lacked resources to send
abroad. Except for such former large capital exporters as the United
Kingdom and the Netherlands which could reinvest earnings from pre-
vious investments, other countries, also needing to get their postwar
housesin order, weredow in getting back in the game. It wasthe vigorous
expansion of the US multinationalsin the 1950s, part and parcel of US’s
hegemonicroleat thetime, that led the way to the new stage of globalisa-
tion. By doing so, they created an environment in which giant corporations
of dl nations, driven by motives of self-defence as well as by their
eagerness for new accumulation opportunities, had to turn multinational

and widen their international base. By theend of the 1950s, foreign assets
of USfirms accounted for hdf of the world's direct foreign investment,

comparabletotheshare held by Great Britain beforethe First World War.

But when capital export became animportant way of lifefor businessesof

other lands, therelativestatus of the United States dropped. Table 3tells
the story. There we see the percentage distribution of foreign assets held
by leading nationsin each of thethree years. Note that the datareport only
relativepositions. Theforeign holdingsof each oneaf these countries kept
onexpandingthroughout the period. But someincreasedtheir assetsfaster
than others, and therefore their percentagesrose. Thus, even though there
was no lessening of interest by US capital in continuing to expand its

Table 3. Where Direct Foreign | nvestment Came From

Country of origin 1960 1973 1989

— percent of total—
United States 471 480 283
Canada 3.7 3.7 4.8
Europe 452 390 50.2
United Kingdom 183 130 167
Germany 1.2 5.6 9.1
Italy 1.6 15 3.8
France 6.1 4.2 5.3
Netherlands 10.3 7.5 6.1
Other Europe 7.7 7.2 9.3
Japan 0.7 49 115
All other 32 44 52
Tota 100.0 100.0 100.0

Note: Here asin other tablesin thisarticle detailsmey not add up to thetota's
becaused rounding.

Source: Internationd Trade Administration, USDepartmentd Commerce. For
1960 and 1973 data, Direct Investment Update: Trends in International Direct
I nvestment, Sff Report, September 1989; for 1989data, Trendsin I nternational
Direct Investment, Saf Paper No. 91-5, July 1991
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overseas investments, the US share of the world's foreign direct assets
declined from 47 percent in 1960 to 28 percent in 1989. What isespecialy
significant is the speed with which Japan and Germany have been getting
intothe act. The percentagedf the two combined wentfrom 1.9 percentin
1960 to 20.6 percent in 1989 - or arise of close to 19 percentage points.

Thelatest widespread and persistent risein export of capital, it should
be understood, was overwhelmingly due to an increased flow from indus-
trialised nations to each other — between and among Western Europe,
Japan and the United States. The urgetoget established in Europe before
the scheduled 1992 advanced unification of the European Economic
Community hasno doubt acted asan added spur inthelast few years. But
that isonly part of thestory, for contrary to popular impressions, a much
greater shareof foreigninvestment hasadwaysgonetoindustrialised rather
than third-world nations.

The first wave of foreign investment after the Second World War
concentrated on raw materials and other primary products. Apart from
investmentsof thiskind, capital flowed to the third world for manufactur-
ing enterprises to profit from the exceptionally low wages and to take
advantage of the demand generated by the local rich and middle classes.
But the capital absorption power of many o these countries is strictly
limited compared tothat of theindustrialised countries, wheremarketsare
far more opulent and diversified. The normal export route to these
markets, however, isfrequently blocked by the existencedf local competi-
torsenjoyingspecial advantages:. giant corporations with established trade
structures, political and financia ties, and protective import barriers.
These are among the major incentivesfor foreign multinational sto estab-
lish affiliatesin such areas, and they have been continuously increased by
pressures stemming from ongoing domestic stagnation and the speeding-
up of thetrend toward the creation of trade and currency blocs. The result

Table4. Where Accumulated Foreign Direct | nvestmentis Located

1967 1973 1980 1989
— percent distribution—

Developed Countries 694 739 780 808
Underdevel oped countries 306 261 220 192
Total 100.0 100.0 100.0 100.0

Source: US Department of Commerce, International Trade Administration,
Trendsin International Direct | nvestment, Staff Paper No. 91-5, July 1991

of these changes shows up clearly in Table 4. Investment from abroad
continuesto flow to both areas, but the emphasis keeps on shifting. The
accumulation of direct foreign investment located in the third world
declined from 31 to 19 percent between 1967 and 1989, whereas cross
investment among the advanced capitalist nations went up from 69 to 81
percent.
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The changing composition of direct foreign investment

In discussions of foreign investment, attention has traditionally been
focused on resource extraction and manufacturing, and this tends to
obscure the fact that there has been an important shift to investment in
services. New forms of economic interpenetration have occurred at
variousstrategic levels—infinanceand insurance, communications, adver-
tisingand the media, etc. Not al of thisshowsup on statistical summaries;
sufficient detailsare not availableasyet to get thefull picture. But we have
two tables—- oneon Japan and the other onthe United States—whichreved
aspects df this development.

The Japanese Ministry of Finance providesdata onforeigninvestment,
shownin Table 5. Thedataonly start with 1951, but that haslittle bearing
on comparability with data for other countries since Japanese foreign
investment before that date was insignificant. Problems about com-
parability do arise because the statisticsdo not include assets obtained by
reinvesting profitsmade abroad. On thisground and becauseof variations
in industrial classification, the data for Japan and for the United States
which will follow are not strictly comparable; but these differences, in our
opinion, should not interfere with our present purpose, which isto get a
genera view of the increasing diversity of the globalisation process.
Japanesefirmsdidindeed invest beyond their bordersin awideassortment
of manufacturing enterprises— mainly in electrical equipment, transporta-
tion equipment, machinery, chemicals, and steel. Nevertheless, their total
assetsin thisareaaccount for lessthan 30 percent of all overseasholdings.
On the other hand, the amount invested in finance, insurance, and real
estate exceeds that in manufactures. And if we add the percentage for
commerce, we reach atotal that is not far from haf of the accumulated

Table5. Japanese Direct Foreign | nvestment By I ndustry

Total invested from 1951 to 1988
Billionsof dollars Percent of total

Manufacturing 49.8 26.7
Mining 139 75
Commerce 20.0 10.7
Finance and 419 225
insurance
Real estate 20.6 111
All others _d4.2 218

1864 100.0

Sour ce: Japan External Trade Organisation, Nippon 1990 Business Factsand
Figures(Tokyo, 1990)
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Japanese investment overseas. This, we believe, is not an aberrational or
unusual situation, but one that complementsthedowdownof productive
investment.

A similar picture appears when one examinesthe datafor US foreign
investment. There isan added feature to theinformation avail ablefor the
United States, since the data in Table 6 enable us to observe a trend
coveringmost of the post-Second World War period. What issignificantis
not only the changes but the timing of their occurrence. The fluctuations
needed to be handled with care, for somedf them are primarily statistical
phenomena. Thus, the decline of investment in oil, due to the OPEC
nationalisations of 1973-75, and the buying up o several countries of
foreign-ownedpublicutilitiesautomatical ly affect the percentagesin other
areas. But this does not alter the fact that total US direct foreign invest-
ment grew at a rapid rate during the four decades covered in the chart.
Hence, even when the figure for manufacturing remains at 40 percent
between 1966 and 1990, the absol ute amount sent abroad for such activity
advancedsignificantly during those years. Furthermore, in many areasUS
firmsaswell asthosedf other countriesextended their interestsand profit-
making in such fieldsas manufacturing, mining, and oil extraction without ,
increasing their investments. This was done by licensing technology,
contractingfor research and development (often, asin oil, amajor device
for contral), etc.

Table6. US Direct Foreign | nvestment By Industry

(percent distribution)

1950 1966 1990
Manufacturing 32 40 40
Petroleum 29 27 14
Wholesale Trade 5 7 10
Banking {a) (a) 5
Finance and Insurance 4 9 24
All other (b) 30 4 "4
Totd 100 100 100

Notes: (a) included in all other. (b) 'All other' includesmining, transportation,
publicutilities, retail trade,agriculture,and avariety of services. T heimportance
of this sector decreased as US capital sold off public utility firms in Latin
America.

Source: Survey d Current Business, February 1981 and June 1991.

Where attention needs to be focused in Table 6 is on the lines for
banking and finance and insurance. There we observe an extraordinarily
sharp rise after 1966, with investment in banking, finance, and insurance,
reachingamost 30 percent of thetotal directinvestment overseasin 1990.
Even morestrikingisthefact that in 1990, asshownin Table7, theamount
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invested in finance, insurance, and banking in the underdeveloped coun-
trieswas $43 billion, almost one-third higher than in manufacturing. And
it is equally noteworthy that US investment in the third world is more
heavily weightedtoward banking, finance, and insurance (40 percent) than
itisin theindustrialised countries (25 percent)! There are, however, two
provisosthat need to be considered in judging thiscomparison. First, the
competitive struggle of the corporate giants is hottest in the developed
world, which leads to a greater concentration there on manufacturing
relativetofinance. And second, afew third-worldcountries areconvenient
tax havens and hence are particularly attractive to financial capital. But
even taking account of these factors, the emphasis on investment in
financial ingtitutions in the third world is impressive. It affords a clear
indicationadf how far financial globalisation hasin general spread and how
deeply it has penetrated the daily economic life o the periphery.

Table7. US Direct Foreign I nvestment in 1990

Total Developed Under-
countries  developed
countries
—$ billions—
All industries(a) 419.4 312.2 107.2
Manufacturing 168.2 134.7 33.6
Banking 214 11.0 104
Finance and Insurance 100.5 67.9 326
Petroleum 47.2 41.6 15.6
Wholesaletrade 414 339 75
All others (b) 30.7 23.2 7.5
— percent of total—
All industries 100.0 100.0 100.0
Manufacturing 40.3 43.1 313
Banking 5.1 35 9.7
Finance and Insurance 237 21.7 304
Petroleum 137 13.3 14.6
Wholesaletrade 9.9 10.9 7.0
All others (b) 7.3 7.4 7.0

(a) Does not include Netherlands Antillesand $3.6 billion of investment which
cannot be properly distributed by country.

(b) Includesservices, public utilities, transportation, construction, etc.
Source: Survey d Current Business, June 1991.
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The globalisation of finance

The internationalisation of finance capital is a notably distinguishing
attribute of the modern globalisation process. It istrue that between the
last quarter of the nineteenth century and thestart of the First WorldWar,
European money markets, and most especialy the City of London,
experienced an unprecedented degree of internationalisation. But looking
backward. one can see that international financial marketswere then still
onlyintheirinfancy. By the1980s, under theimpact of changingeconomic
and political pressures, and assisted by new el ectronic and communication
technology, atotally new stage of ghkabal finance had emerged - one with
'the freest-flowing and most sophisticated (that is, complicated) financia
markets the world has ever known - Currencies, commodities,
government and corporate bonds: all are nowissued and traded around the
clock and around the world’.2

An outstanding devel opment of thismost recent stageisthe utterly new
roleaf bank lending acrossnational borders. In the past, such activity over
and above 'normal’ international business, was directed toward control
and influence over other nations or to preparing for and conducting war.
But taken asawhole, cross-country banking wasaminor part of theworld
economy. For example, in the mid-1960s the volume of international
banking equalled about one percent of the gross domestic product of the
combined market economies of the world. But that percentage increased
rapidly during the 1970s and 19870s. By the mid-1980s, the volume of
international banking activity reached 20 percent of the GDP o the
world's market economies. The comparison with world tradeiseven more
striking. A normal function of international bankingisto facilitateworld
trade, and as late as the mid-60s the volume of banking activity across
national borders amounted to around 10 percent of the volume of world
tradedf the market economies. During thelast two decades, however, the
growth of cross-border banking swelled out of al proportion to the
expansion o international trade: by the mid-1980s, the volumeof cross-
border lending by banks actually exceeded the volume of international
trade of al the market economiescombined.’ Transcendingitstraditional
role, global banking becamethecentredf aself-generatingfinancial boom,
spreading in ever-wider circles during the 1970s and 1980s. Not
surprisingly, this ballooning of international banking was tied in with a
host of new methodsdf financial speculation and manipulation.

At first sight it may seem paradoxical that the global financial boom
coincided with ageneral economic dowdown and growinginstability. But
there is logic behind this paradox: actualy the explosion of debt and
speculation became an increasingly important prop for the fatering
economies of the West. Government budgetary deficits, along with an
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upsurge of business and consumer debt shored up demand and hel ped
sustain the production of goods and services. And as other sources of
stimulus weakened, debt became an increasingly important part of the
economy. Meanwhile, thefinancial operators, scurryingfrom onecountry
to another for funds, became increasingly addicted to speculation.
Money markets grew in size and diversity to accommodate the
skyrocketing demand for debt. New financial instruments wereintroduced
whichwidened the base of the credit system and at the same time opened
wide the gates to speculation. For example, financial futures markets
(where wagers are made on what interest rates will be at a later date)
emerged in theearly 1970s, beginningin the United States, spreading next
to London and Sydney, and then to Tokyo, Paris, and Frankfurt.
Although only an infant in swaddlingclothes at the start of the 1970s, the
financial futures market is now one of the giantsdf international finance.
At the start of 1990, open interest positions (the value of the contracts
traded on these markets) totalled $1.2 trillion worldwide. An even faster
increasetook placein what are known asinterest and currency swaps. This
financial novelty consistsof exchanges between two parties who possess
interest-bearing securities or future-currency contracts, the purpose being
to hedge and/or seek additional profit. Explaining the mechanicsof these
mani pul ationswould take ustoo far afield: the reason we mention them at
al is smply to illustrate how rapidly new instruments balloon in
international financial markets. Swaps wereamost unknown before 1980;
by 1991 there were $2.5 trillion worth of such contracts outstanding in
global financial markets. These data are from a Morgan Guaranty Trust
Company publication, which also contains the following relevant
observation:
Thefeconomic and financial ingtability of the 1970s] eneender ed gover nment deficitsand
external imbalancesthat requir edfinancing on ascale unprecedented in peacetime and that
exceeded the capacity or willingnessof the traditionally fragmented financial marketsto
cover. Thesefinancingneedsjoined with advancesin technology and communicationsto
spawn a host of innovations, ranging from securitisation in place of intermediated bank
credit to new derivative instruments, including swaps. Taken together, these financial
innovationshave helped overwhdm traditional and regulatory segmentation of national

markets and thereby have contributed much to the effective integration of financial
mar ketsgledsally, 1

In sum, on anational aswell ason an international scale, the financial
sectors of the advanced capitalist countries took on a life of their own.
They prospered from the expansion and the accel erated circulation of the
economic surplus. The expansion was achieved artificially by inflation of
commodity and service prices and of asset values. And that in turn
enforced a redistribution of wealth from the lower-incomeclassesto the
wealthy, in particular the elite of world finance.

For thefinancial boom to continue on aglobal scale, asufficient supply
of internationally acceptable money wasaf course necessary. Wheredidit
comefrom? The answer isthat in the beginningit came from the flood of
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US dollars poured out on the world by Washington, American
multinationals, and US financia institutions during the period of
unchallenged US hegemony when the dollar enjoyed the good-as-gold
status conferred on it by the Bretton Woods accords. It might have been
thought — in fact many peopledid think - that when Nixon took the dollar
off gold in 1971 thiscosy (for the United States) arrangement would come
to an end. But it didn't. By the time dollar accumulations abroad,
especialyinthecoffersof central bankswherethey constituted the bulk of
reserves underpinning most of the world's currencies, had grown so large
that no country could afford to do anything that might threatenthedollar's
value. The result was that after 1971. as before. the United States
continued to pour out dollars and foreigners continued to accept them.
Between 1969 and 1977 the number of dollars owned outside the United
States multiplied by afactor of 4.5 and has continued to grow ever since.
The collapse of Bretton Woods thus set the core countries of the
capitalist world economy on aroad that soon led toaninflationary burst of
liquidity and adifferent kind of havoc. Itistruethat for ashort period after
theend of dollar convertibility, thetop-dog countries sought tofind a new
route to stableforeign exchangerates, which wereseen asessential to the
normalisation of the world economy. But a meaningful agreement was
hard to come by, given the conflicting interests of the powers and a
reluctance to submit to continued US domination. By March of 1973they
gave in to the inevitable and moved to floating exchange rates, thereby
opening the floodgate to rampant speculation in foreign exchange
markets. The blame for the disorder of the 1970s and the accompanying
inflationary spiral isgeneraly attributed to OPEC, but in reality the causal
connection runsin the opposite direction: the largerisein the price of ail
can more reasonably betraced to theinstability in international economic
relations and the inflationary pressuresthat emerged in the aftermath of
the end of dollar convertibility. Professor Robert Triffin's comments on
this period are particularly relevant:
Worldimportand exportprices, measuredindollar s,roseby lessthanoneper centayear in
the1960s, but by mor ethan six per cent ayear from 1970thr ough 1972, and by asmuch as30
percent in thelast 12monthsbeforethe explosionof oil pricesin thefall of 1973. Thiswas
not unconnected, to say the least, with the enormousand mounting US deficitsabroad
which flooded theworld monetary system, doubling world r eser vesfrom theend of 1969 to

theend of 1972. . .i.e.,increasingthem by asmuchin thisshort span of threeyear sasin all
previouscenturiesin recorded history.s

The disarray has continued to this day, with new twists. The price
inflation of the 70s and early 80s shifted from goods and servicesto the
valuedf assets(real estate, art objects, stocks, financial instruments). This
was part and parcel of the growing importance of the financial
superstructure throughout the advanced capitalist world:

[World tradein goodsand ser vices| amount toaround $2.5trillion to $3trillion ayear. But
the L ondon Eurodollar market,in which theworId'sfinancial institutionsborrowand lend
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toeach other, turnsover $300 billion each workingday, or $75trillion a year, avolumeat
least 25 timesthat of world trade.

In addition, therear e foreign exchangetransactionsin thewor ld'smain money centres,
in which one currency istraded againg another. These run around $150 biltion a day, or
about $35 trillion a year, 12 timesthe worldwide tradein goodsand services.

Of cour se,many of these Eurodollars, yen, and SW ss francsarejust being moved from
one pocket to another and may be counted more than once. A massivediscrepancy till
exists, and thereis only one conclusion: capital movementsunconnected to trade - and
indeed lar gely independent of it — greatly exceed trade fmamce . #

So much for the sheer magnitude of the burgeoning financial
superstructure. Hardly lessimpressiveisitsinstability, aconcept easier to
understand than to measure. Among many possible indicators, perhaps
the most comprehensiveistherecord of exchange-ratefluctuationsamong
theworld'smagjor currencies. Theideal of exchange-ratestability remains
a subject of discussion among theorists who dream of a day when
governments will cooperate voluntarily in harmonious fashion. But the
realityisonedf extremeand unrelenting volatility. Chartsl andIT arevivid
illustrationsof this point. From 1970to 1978the number of marks needed
to buy one dollar fell 40 percent. As can be seen in Chart |, the roller
coaster continuesto thisday. The mark/dollar ratiofell another 15 percent
from 1978t0 1980 and then rose back toitsold high by thefirst quarter of
1985. Between then and the first quarter of 1987 it began amajor slide -
thistime falling by 50 percent, and has continued to move up and down
sincethen. Therate of exchange between theyen andthedollar (Chart IT)
showed even more volatility between 1978 and 1985, had the samefast 50
percent fall between the first quarter of 1985 and early 1988, and has
followed the yo-yo path ever since.

These charts clearly depict afinancial world in disarray, surely not an
orderly, let alone integrated, global system. According to the economics
textbooks, reflecting today's worldwideruling ideology, free markets are
self-adjusting. Fluctuations in exchange rates and international capital
flowsare supposed to becaused primarily, if not exclusively, by alterations
in the balance of imports and exports. When imbalances are large and
more than of very short duration, they are presumably automatically
brought into balance by mild self-correctivechangesin exchangeratesand/
or capital flows. Instead, what we have these days are enormous capital
movementsthat receivelittle guidancefrom Adam Smith's invisible hand.
Speculation on a grand scale (trading in currencies are a major source of
profitsfor many of theworld'slargest banks); government interventionsin
currency markets in an (often vain) attempt to put a lid on extreme
fluctuations; and changing domestic interest rates in competition for
money capital — these are among the leading factorsthat contribute to the
substantial swings in capital movements between countries and the
volatility of exchangerates.
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The disorder that developed in step with the decline of US hegemony is
aso reflected in the rising role of the German mark and Japanese yen as
international currencies. As discussed earlier, a critica aspect of
Americas rule in thefirst couple of decades after the Second World War
wastheroled thedollar asthe key international currency. What has been
happening on that score shows up in the changes of officia holdings of
foreign exchange, as shown in Table 8. Each country needs to keep
reserves either in gold or internationally accepted foreign currencies in
order to settle imbalances generated by trade and other international
transactions. In essence, the data in this table reveal a drift of the world
economy to a multicurrency monetary system. Although the US dollar so
far remains the major reserve currency for international transactions, its
prominence hasbeen dropping rather sharply. Aslateas1975, themember
countries of the IMFstill kept almost 80 percent of their foreign exchange
reservesin USdollars. By 1989, that percent had dropped to 60 percent.
Aswasshown abovewith respect to the shiftsin foreign direct investment,
the declinein the dollar asareserve currency was matched by the growing
importance of Germany and Japan.

Table8. Shareof National Currenciesin Holdings d Foreign Exchange by
Central Banksor Treasury Departments

1975 1983 1989

— percent distribution—

UsDallar 794 714 60.2
Pound sterling 3.9 25 2.7
German mark 6.3 118 19.3
Japanese yen 0.5 51 7.9
All other 9.9 9.3 _99
Tota 100.0 100.0 100.0

Source: I nternational Monetary Fund, Annual Report, variousissues.

Thevolumeodf Germany's merchandise exportsisnow roughly equal to
that of the United States. In addition, Germany has been assuming a
leading rolein the European Monetary System. An important measure of
acurrency'sinternational roleisits usein exchange-market intervention
by central banks. In this respect, the mark has been rapidly growing in
influence. Thus, in 1979-82, US dollars accounted for approximately 72
percent of the money used by central banksto intervenein the European
Monetary System, while 24 percent of the interventions were then made
with German marks. I n 1986-87, on theother hand, thedollar rolefell to
26 percent, while that of the mark rose to 59 percent.'

The information in Table 8 also reflects the internationalisation of the
yen, itsuseasareservecurrency risngfromone-half of onepercentin1975
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to 8 percent in 1989. The rise is noteworthy, but hardly reflects Japan's
growth as a world banker. Japan is in fact still playing a modest role
compared to the United Statesand Germany. Germany's relativeimport-
ance, asnoted, hasbeen enhanced by thelead it hastakeninthe European
Community.

In Asiano formal alignment of countries comparableto the European
Community hasasyet emerged, but it issignificant that theyen's roleasa
reserve currency is much higher there than on the world scale (18 percent
of official holdingsof reservecurrencies by selected Asian countries). 'The
yen's emergence as an essential component of theinternational monetary
system,’ statesarecent study, 'isdirectly related toitsroleasakey currency
within Asia.'

Thedrift toward the polarisation of three key currencies coincideswith
tendencies toward the emergence of clustersof nationsin which each one
of the three major capitaist powersis especially prominent. But before
entering on that topic we need to examine where and how the third world
fitsinto the global system.

[l

The third world in the global system
Despite the striking transformations in the world capitalist system since
theend of the Second World War, two major distinguishingfeatures of the
third world did not change in general, and in a fundamental sense, the
chains of dependency binding the periphery to the centre remain. Sec-
ondly, the gap between the periphery and the centre, as throughout the
history of capitalism, keepson widening. Theevidencefor the most recent
period is presented in Table 9, where the grossdomestic product (GDP)
per capita of the third world is compared with that of the advanced
capitalist countries. What standsout clearlyisthat withonly oneexception
the gap between the two keepson getting wider—in prosperousaswell asin
stagnating periods. Asshownin thefirst line of the table, in 1960 the per
capita GDP o the underdeveloped countries combined was only 8.7
percent of that of theindustrialised nations. But eventhat abysmally small
percentagefell during the prosperous 1960s(to 7.4 percent), and then still
further (to6.1 percent) during the stagnating yearsfrom 1970to0 1987 (the
latest year for which complete data are available at the time of writing).
This trend was true not only for the third world as a whole, but for
practically every region, in the better-off as well as the poorer aress.
Although the trend is clearly pronounced for the whole period shownin
the table, there were some departures from the trend in interim yearsfor
particular countries, brought about by short-term changes in terms of
trade and most dramatically by the OPEC price boostsin the 1970s. But,
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except for the Middle East, the improvementin the reative standing of
other oil producerswasd brief duration. Beforelongthey wereback inthe
widening-gaprut along with the non-oil producers. The oneexception, as
noted above, wasthe Middle Eastern oil producerswhoseréative position
improved significantly between 1970 and 1987.

Table9. Gap Between Devel oped and Underdevel oped Market Economies

Gross Domestic Product Per Capita:
Underdevel oped Countriesas a Percent of Developed Countries

1960 1970 1987
All Underdeveloped 8.7% 7.4% 6.1%
Market Economies
Africa(a) 6.9 56 35
Latin America (b) X3 17.9 125
Oil Producers i1.3 26.3 12.0
Others 20.0 15.3 12.7
AsaMiddleEast 167 149 196
Oil Producers 18.9 16.7 278
Others 15.2 135 11.8
Asia-East and Southeast 5.3 45 38

(a) South Africa not included.

(b) IncludesCaribbeanregion.

Source: Calculated from (a) 1960 data-United Nations, Yearbook of National
Account Statistics, 1974, Vol. III, and (b) United Nations, National Accounts
Statistics: Analysisof Main Aggregates, 1987.

The story for the rest of the third world is clear enough. During the
decades o intensified globalisation and the increasing dominance of
market economies, the per capita GDP d Africa (other than South
Africa) asapercent d the per capitaGDPd the corecountrieswashdf of
what it had beenin 1960, and the rel ativestandingin 1987 of eventhe more
favoured countriesd Latin America was only three-fifthsof what it had
been in 1960.

Anexaminationd thetableshowsthat thegapdid not widen asmuchin
east and southeast Asaasin the other major third-world regions. And the
reason for thisis the progress made in China. According to the World
Bank’s World Development Report 1991, China, with 40 percent o the
region's population, had a per capitagrowth rate of 5.7 percent between
1965 and 1989, which compares with much lower ratesfor other large
countriesin the region, for example, India's 1.8 percent and Pakigan's 2.5
percent. The 'four tigers (South Korea, Taiwan, Singapore, and Hong
Kong) experienced higher annual rates than did China (6 to 7 percent
during the same period). But their impact on the last linein Table 9 is
minor, because their combined population is less than 3 percent o the
entire region.
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Astheforegoing makesclear, there can be no doubt about thereality of
the widening gap between the living standards of the core capitalist
countriesand those of the underdeveloped countries of the periphery. At
first sight, however, this may seem strange. After all, the post-Second
World War period was, by historical standards, oneodf rapid and sustained
capitalist expansion, and it was characterised by a new worldwide aware-
ness of the deeply rooted disparities which existed between the rich
countries and what came, precisely in this period, to be caled the third
world. The colonia peoples had been awakened by the Russian and
Chinese revolutions and were struggling for their own freedom and a
chance to develop their economies. The Communist countries and their
supporters elsewhere were singing siren songs, and the imperialists were
responding with their own promises based on the supposedly scientific
discoveries of a new discipline called ‘development economics. The
governments of the industrialised countries set ambitious targets for
foreign aid and joined with their lessfortunate third-world 'partners’ to
push through the United Nations resolutionsand programmes looking to
theelimination of evilsinherited from an unenlightened past. Whiledl this
wasgoingon, wasit really possiblethat the gap between the rich and poor
countries was widening? And if that was indeed so, how could it be
explained?

Well, it was so, and the explanation, while not ssimple, is certainly no
mystery. The truth isthat a system built oninequality in the command of
human and natural resources worksin many ways not only to reproduce
itself but toincreasetheextent of thein-builtinequality. The mechanisms
of this process vary in different communities ranging from the loca
through the national to the global. At aglobal level, the most important
can be encompassed under three headings: foreign investment, money
lending, and international trade. These are matters of urgent concern to
governments, central banks, and various international agencies (IMF,
World Bank, UN), with the result that comprehensive statistics are
gathered and published which enable usto observe and quantify some of
the critically important aspects of the relationship that exists between the
coreand the periphery. In what follows, wefocuson thefirst two. Touse a
favourite expressiondf thelate Paul Baran, that iswherethe dogisburied
in thisage of burgeoning globalisation.

A bare outline o the main facts to which we want to call attention is
presented in Table 10. Balance-of -payment statistics, on whichthistableis
based, summarise a country's foreign transactions. They are generally
constructed in two parts. The first is caled the balance on current
accounts. This covers the day-to-day economic transactions between
nations — primarily imports and exportsof goodsand services, transfer of
money betweenindividuals(for exampleworkerswith jobsinforeignlands
sending money back to the family), and payments connected with invest-
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ments (such as profits, royaties, and interest on borrowed money). The
second part of the balance of payments deals with capital transactions —
investments and loans.

Now in the normal course of events, when a country is faced with a
deficit in its current account (when what it owes for goods and services
bought abroad exceedsmoney earned there), it hasto come up withfunds
to settle the balance. Few can do what the United Statesis able to do,
whichisto pay with their own currency. (Eventually, a persistent current-
account deficit can create serioustrouble even for acountry asrich asthe
United States. If the rest of the world resiststhe acceptance of more US
dollars, thelikelihood isthat the international value of the dollar will fall
precipitously and create havoc in financia markets.) If those in the
periphery do not have enough gold or foreign currency in reserve, they
have to get hold of 'hard’ money - in other words, universally accepted
currency. For that reason, adeficit country can only copewith itsdeficit by
borrowing abroad or attracting foreign capital.

L et usnow look at Table 10, which presentsacombined current-account
balance of payments for third world countries other than South Korea,
Taiwan, Singapore, Hong Kong, and mgjor oil producers. Thefirst line of
the table summarises the balance of al day-to-day payments to and
receipts from abroad - except for payments to foreign corporations and
banks (includingthe World Bank and IMF). Notethat in each onedf the
last five years, the balance was positive, more was received than was paid

Table10. Selected Underdeveloped Countries: Current-Account Balanceof
Payments(a)

1986 1987 1988 1989 1990
—billionsof dollars—
Balance of paymentson al
current transactions except
net payments abroad of
interest, dividends, and fees
toforeigners +5.8 +149 +16.8 +12.4 +18.9
Net payments of interest,
dividends and feesto

foreigners -41.0 -41.8 -46.1 -49.5 -50.3
Current-account balance of
payments -35.2 -269 -29.3 -37.1 -314

(a) Total of all underdeveloped countries except South Korea, Taiwan, Hong
Kong, Singapor eand countrieswhoseexpor tsof fuel aremorethan 50 per cent of
all their exports.

Sour ce: Calculatedfromdatain Bank for I nter national Settlements, 61 st Annual
Report (Basle, 10 June 1991)
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out. Now et usmovetoline 2, which recordsthe profits, royalties, and fees
sent to the home officesof multinational corporations, interest on debt to
foreign bankers, bondholders, the IMF, and the World Bank. There we
find not just negative numbers (money flowing out) but ones that far
exceed the surpluses shownin line 1.

If therearen't enough foreign-exchangereservesinthetreasury to cover
shortfalls, the affected nations must borrow still more or attract additional
foreigninvestment. Thisin turn will make the negative numbersin line 2
gtill larger in subsequent years. If this continues, a critica point is
eventualy reached when the deficit burdens become unmanageable, as
occurredin the1980sdebt crisis. TheIMF and the World Bank then come
forward asrescuers— rescuersnot only of the borrowing countriesbut also
of the lending banks whose profits and stability depend on their loans
continuing to be serviced. As the crisis evolves, international lenders
become more restrictive in their lending and more heaw-handed in the
restraintsimposed on the borrowers. Loans are made on condition that
borrowers adopt policiesaimed at forcinglarger positivebal ancesbetween
exports and imports (line 1). What these policies mean in practice is
usuallyfewer social benefits, asqueezeonwages, and adrastic reduction of
imports. But since a large proportion of imports is needed for domestic
production, the import cutback affectslargely goods needed to meet the
people's basic needs. The result of these restraints, compounded by sharp
declinesin pricesdf many primary productsexported by thethirdworld, is
aseveredecline of income during the 1980sin Latin America and Africa,
wheresomedf the heaviest borrowing from abroad took place. Inthe case
of Latin American countries, the physical volume of exports increased
substantially but the money receiveddid not because of thedropin prices.
At the sametime, the cost of importsincreased - thetermsof trade (ratio
of export prices to import prices) went against them just when they
desperately needed improvement. For thethird world asawholetheterms
of trade fell 16 percent between 1980 and 1988.

To cope with the crisis, private and publiclenders continuelending to
indebted countries just to make it possible for the latter to continue
servicingpast debt. But theinfernal logicof debt servitude hasitsway, as
shownin Table11. Thedata, asreported in the 1990 Annual Report of the
World Bank, summarise thedebt situation in the 111 countriesthat report
to the World Bank. The first column showsthe actual amounts of long-
term debt disbursed each year in the 1980s by private and publiclenders.
Although lending continued, in order to prevent a wholesale collapse of
banksin the main capital markets, the emphasisturned more and moreto
discipliningthe borrowers, chiefly through the agency of the IMF. Asthe
amount of new money lent declined from year to year (column 1}, any
benefitsof the newfundstotheborrowers kept on diminishing. Thereason
is the fast growth of the funds needed each year to pay principa and
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interest on theaccumulated debt (column 2). Thekey columnis, of course,
thefifth. Asthe new debt issuedwent down and the debt servicingwent up,
by 1984 and thereafter more money went out of the periphery every year
than camein.

Table 11. Long Term Debt: Amount Issued to Borrowers vs. Amount
Repaid & billions)

Year New Debt Repaymentsfor Debt Service Net Received

issued Total Principal Interest by Borrowers

[col. 1-col. 2]

) @ @ @) )

1980 1064 75.8 437 321 30.6
1981 1234 869 462 40.7 36.5
1982 1164 9.2 483 57.9 202
1983 953 908 440 46.8 45
1984 908 100.7 478 52.9 -9.9
1985 87.6 107.3 531 54.2 -19.7
1986 884 1121 59.7 524 -237
1987 883 1225 689 53.6 -34.2
1988 957 1333 729 604 -37.6
1989 86.9 1208 703 59.5 —429

Note: The data are for 111 indebted countriesin the World Bank’s reporting
system. Column 1 representsthe loans made each year by public and private
lender stother eportingcountries.Column 2 presentsthetotal paymentsby these
borrowers for interest and repayment of principa on their total debt
accumulation.

Source: TheWorld Bank Annual Report 1990, p. 32.

With debt as with foreign investment by the multinationals, while the
foreign funds might be used for developing productive resources, the net
result, in theshort asin thelong run, is (1) atransfer of economicsurplus
from the underdeveloped countries to the centres of capital, and (2) an
entrenchment of dependent tiesfrom the weaker to the stronger nations.
Thus the third world as a whole remainswhat it has been throughout the
history of capitalism, thelocusfor capital accumulationand profit-making
by giant corporations and financial institutions of the advanced capitalist
nations.

The export solution

According to the conventional wisdom, there is a way out for the third
world if only its economies were further oriented to exports - in other
words, becomefurther tied to the global economy. But in reality, asnoted
above, international tradeisoneadf the main mechanismsfor perpetuating
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the gap between the core and periphery. Moreover, the globalisation
processhasresultedin even greater dominance of foreigntrade by thegiant
multinationals. The dominance takes various forms, ranging from the
crudest typeof exploitationtothe'normal’ operationsof thefree market's
invisible hand.

An instructive illustration of the former was recently provided in a
World Bank research report, which contained astudy of the pricespaid by
former coloniesin Africafor imports of iron and steel products between
1962 and 1987. It turned out that 'for the full 26-year period, the [prices
they paid for standard products] adways exceeded those of developed
market economy countries. It isestimated that the consequent losses by
ex-French coloniesin Africa during the period studied 'exceeds the long-
term debt of 12 of theformer coloniesin 1987 and approximately equals
the combined debt ($2.2 billion) of Burkina Faso, the Central African
Republic, Chad, and Mauritius. Sales by Britain, Belgium, and Portugal
to former African coloniesexhibited similar patterns of overpricing.®

This and other types of unequal exchange have not been alleviated by
increasedglobalisation. Nor hasthegrowthof themultinational simproved
traditional areas of third world exportsof raw materials. It istruethat in
the early decades after the Second World War, both the demand for and
pricesof many raw materials grew substantially. But it hasbeen the other
way around since the onset of stagnation in the world economy. A
weightedindex of commoadity prices (other than energy) recordsadrop of
more than 50 percent between the early 1970sand 1990. At thesametime
the demand for many commodities has also been declining, because of
improved efficiency in the manufacturing processaswell asincreased use
of substitutes (plastics, ceramics, optical fibre). These changes, on top of
the customary widefluctuationsin demand and prices, demonstrate once
again the unreliability of primary products as a trustworthy source of
growth, let alone stability.

The popular answer to thisdead end has been tofollow in the footsteps
of thefour 'tigers. They provide theinspiration and the romance of what
might be possible. Usually South Koreais picked asthe ideal model for
escape from underdevelopment. Echoes o this theme are heard with
greater frequency these days also in Beijing, Warsaw, and Moscow. The
engine of growth and escape from the debt trap, according to thisline of
reasoning, isto befound in amajor expansionof exports of manufactured
goods.

Leaving aside what the Korean model has meant for the health and
welfare of the Korean people, it is clear that its achievement of an
impressively high growth rate wastied in with the ability to produce and
find export marketsfor steel, machinery, autos, and other manufactured
products. And, indeed, South Korea's exportsof manufactured goods per
capita has started to resemble that of the industrialised countries. Even
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though its $1,364 manufactured exports per capita in 1989 is well below
that o Germany, France, England, and Japan, it belongsin that league,
far removed from the typical third world country. ThusKorea's per capita
level of manufactured exports is 100 times larger than India's; 50 times
Pakistan's; and over ten times Mexico's and Brazil's, two countries who
have looked to export of manufactures as their engine of growth. The
guestion therefore arises, if South Korea did it, why not every other
underdeveloped country?

Table 12. Third World Exports as a Percent of World Exports of
Manufactured Goods

1966 1982 1986
All underdevel oped
countries 11.2% 13.3% 13.8%
Latin America 37 30 29
Brazil 0.9 1.3 1.2
Mexico 04 0.3 0.6
Other L.A. countries 24 1.3 1.1
Africa 24 0.9 0.7
Asia—Middle East 0.3 0.8 0.7
Asia—East and Southeast 4.1 84 Q3
Hong Kong 0.7 12 1.3
Korea, Republic of 0.1 1.9 2.2
Singapore 04 11 1.0
Taiwan 0.3 19 2.6
Other 0.7 0.2 0.2
Underdevel oped countries,
excluding the 4 Asian
countries or territories 9.6 7.3 6.8

Source: Magnus Blomstrom, Transnational Corporations and Manufacturing
Exports from Developing Countries (New York: United Nations, 1990), p. 11.

An examination of Table 12 will help to get some perspective for an
answer to this question. The data show the share of world exports of
manufactured goods sold by the third world. Asia(other than the Middle
East) clearly had phenomenal success along these lines — more than
doublingitssharefrom 4.1 percent in 1966 t0 9.3 in 1986. That obviously
wasentirely dueto the performance by thefour 'tigers. Apart from these
four, Mexico and Brazil showed a degree of improvement. But when you
look at the picture as a whole, the result isfar from impressive. In the
twenty yearscovered by Table 12, the underdevel oped countries' share of
the world's exports of manufactured products rose by 2.6 percentage
points, from 11.2 percent in 1966 to 13.8 percent in 1986. Why then so



T THE SOCIALIST REGISTER 1992

little, in fact insignificant, change in face of the great leap in Asia? The
answer shows up in the bottom line. Other than the four countries or
territoriesin Asia, the periphery's shareof worldtradein manufacturesfel
by almost athird between 1966 and 1986. Wewould havetogotoofar &field
at this time if we were to examine al the aspects of both the very dow
growth of the third world's share of manufactured goods exports and,
within the thud world, the shift to the Pecific. The overall picture is
nonetheless significant in bringing down to earth the idleillusions about
the windowsaf opportunity for the third worldin the processadf globalisa-
tion, especially in view of the experience revealed in the above table and
considering the extent to which the giant multinational corporations
narrow the trade channelsfor independent rivals. Moreover, competition
isboundtointensify, and government-imposed trade barrierstospread, in
timesof general economic dowdown. Clearly, obstaclesdo not mean that
al doors are tightly shut. There is no reason why here and there some
export markets will not be penetrable by some countries. What factsand
history show, however, are that degrees of freedom are very much
restricted.

Theissuedf limitsto the third world becominga more or lessindepen-
dent participant in the globalisation processarisesin full forcein consider-
ing the question raised above, why can't al other third world countriesdo
what Korea did? For that we propose a simple numbers exercise. Let us
assumethat therest of theunderdevel oped countrieswereableto carry out
the Korean model - that is, attain South Korea'slevel of $1,365exportsof
manufactured goods per capita. (Koreds ratio is by far the lowest of all
four tigers.) The population of the rest of the third worldisover 4 billion.
Hence, if wecan let our imagination go, and assumethat the4 billion could
successfully export at the same ratio as South Korea, they would need to
sell abroad $5.5 trillion of manufactures. But the entire world trade in
manufacturesthese daysislessthan haf that amount, about $2.1trillion.
To whom would the extra $5.5 trillion be sold? Where are there markets
for such an enormous leap in business, or anything conceivably near that
number? Let us consider once more the data in Table 12. With al the
energeticexpansionof manufactured exportsfrom 1966 to 1986 by thefour
'tigers and other newlyindustrialisingcountrieslikeBrazil and Mexico, all
that the underdeveloped nations were able to latch on to was below 15
percent of theworld total. In 1989, themost recent year for whichsuchdata
are available, the third world's share of the $2.1 trillion foreign trade of
manufactured goods was no more than 13 percent.

There is an instructive paradox in Korea's and Taiwan's ability to
industrialise and penetrate the privilegedtrade preservesof theindustria
countries. (We are omitting the city-statesof Hong Kong and Singapore
from this discussion because their history and structure make them espe-
cialy exceptional.) For their start was made during a hiatus in direct
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foreigninvestment and other economicties-inother wordswhen their ties

to theimperiaist network of investment and trade were at a minimum:
For the twenty years between the end of World War IT and the mid-1960s, transnational
corporationswerevirtualy absent from the scene. Japaneseinvestmentswere confiscated
a theend of World War IT and did not reappear asanimportant factor until themid-sixties.
Nor were US companiesimportant actors during this period. North American transna-
tional were busy taking over the fledgling consumer durablesindustriesdf Brazil and
Mexico, dominating them throughtightly concentrated setsof oligopoalistic, wholly owned
subsidiaries; but they showed littlecomparabl einterestin East Asia. Not only were Taiwan
and South Koreasmall and poor, they had no history as previousmarketsfor US markets
and little familiarity with the consumer durables on which import-substituting indus-
trialisation was based in Latin America. Even more important, previoudy successful
Communist armiessitting just north of thethirty-eighthparallel and just the other sidedf
the Formosa straits made Taiwan and South Korea very unattractiveinvestment sitesto
political risk analysts.

In theearly 1960s, their colonial trade patternsdisrupted by the Japanesedefeat, South
Koreaand Taiwanembarked on what Bruce Cummings calls'remarkably similar import-
substitutionsprograms in which key industrieswere'protected by and nurtured behind a
wall of tariffs, overvalued exchangerates, and other obstaclestoforeignentry'. Thisearly
period of withdrawal from international markets was critica to the constructiondf an
industrial basein both countries. Nor wasthe tendency toignore the apparent logicd the
international market smply a passng phase.

There are undoubtedly other factors that distinguish the experience of
Koreaand Taiwan. But it would be hard to underestimate the importance
of the loose links to the imperialist centre in the early days of their
industrialisation, and thelater offsetting pressuresof thetwo powersinthe
Pecific, the United Statesand Japan. The situation today isobviously very
different from the early postwar years. Accelerated globalisation in the
midst of stagnation stimulatestheindustrial powerstoseek evencloser ties
with third world countries, which serve asassetsin the search for a higher
rung in the hierarchical ladder.

A"

The road to trade, investment, and currency blocs

The competition for privileged positionsleads to the formation of blocs
and clusters of weaker nations centred on one or more of the major
powers. Theseformationsarestill in an early stage of development, but the
tendencies in that direction are becoming increasingly clearer. It isthere-
fore not surprising that several recent UN publicationshave called atten-
tion to these developments. Reportsby UNCTAD and GATT discussed
the development of tripolar trade blocks and trade centres. The UN
Centreon Transnational Corporationsadded to thetitle of itsmost recent
report (World Investment Report 1991): 'The Triad in Foreign Direct
Investment'. TheTriad refersto thethree maineconomic polesininterna-
tional economic and financia relations — the European Community,
Japan, and the United States. The European Community as a whole is
treated asa polein view of the vast amount of crossinvestment that has
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taken place within the community. The question of the European Com-
munity having its own internal pele in Germany iSnot discussed.
TheTransnational Centre study concentrates on the clusters connected
with global flows of foreign direct investment, but also takes note of the
connections between the latter and trade and currency groupings. We
discussed earlier the growing international role of the German mark and
the Japanese yen. With respect to currency blocs, thisreport focuseson the
dollar bloc:
Over the past two decades, devel oping countriesappear to be movingtowardsasystemin
which their currenciesappear to be linked, more or lessclosely, with currenciesd major
home regions, depending upon the strength of their trade, investment and financia
relationships. Thus, adollar bloc appearsto exist, composed largely o countriesin Latin
Americaand the Caribbean, along with afew other countries, such assome oil-exporting
countrieswhosetiesto thedollar are undoubtedlydueto the fact that theworld priced oil

is quoted in dollars. In most cases, those countries operate a managed float versusthe
dollar, or afloat tied to economicindicatorswhich are themselveslinked to the doliar.!

The Latin American dollar blocisdf course aproduct of the history of
US penetration o Latin America. Although European and Japanese
businessfirmsare a soactive here, the United Statesremainsthe dominant
foreign investor and trader in a number of Central and South American
countries. At present, Mexico is the magnet for US investment in Latin
America, andislikely to becomeeven moresoif theUS/Mexico freetrade
is put into effect. Establishment long-term planners visualise the forma-
tion of a US—Canada—Mexico free-trade bloc that will evolveinto onefor
al the Americas, whilesome aready speculate about thedollar becoming
the currency of the entire area.

Asiswell known, relations among the powersare shiftingin the Asian
Pecific. Although the US military machineisfirmly planted in the Asian
Pecific, accompanied by an extensive presence in the political and eco-
nomic affairs of that area, Americas status is not what it once was. It
remains the major investor and economic influencein itsformer colony,
the Philippines, and isa prominent influencein the political and economic
affairsaf other countriesin that regionaswell. Itsrole, however, is being
eroded by the activerise of Japaneseinfluencein theregion. Japan is now
the top trading partner with South Korea, Singapore Malaysia, and
Indonesia. It isthe dominant foreign investor in South Korea and Indo-
nesia and since the mid 80s appears to be fast approaching that statusin
Thailand and Hong Kong. Moreover, as pointed out in astudy for the US
Congress (Congressional Research Service, Japan's Expanding Role and
Influence in the Asia-Pacific Region, September 7,1990):

Although Japan's role asan exporter d manufactured goodsand an importer of primary

products from Asia-Pacific countries is long-standing, its post-1985 emergence as the

leadingsourced capital and technology, and asagrowing market for manufactured goods,
has made Japan the ‘core economy' and financial nerve centre o the region.
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A seeminglycoordinated policyisdiscerniblebehind thesechanges, one
that includesforeign aid, firm trade ties, foreign loans and investments,
and the shifting of manufacturing operations to low-wage countries.
According to The Economist (July 15, 1989), the underlying strategy is
aimed at integrating the 'four tigers and those aiming to join the ranks of
the'tigers (Thailand and Malaysia) into something that would look alot
like a greater Japan Inc.' The same article describes The New Asian
Industries Development Plan, sponsored by the Japanese Ministry of
International Trade and Industry (MITI) and a related ASEAN-Japan
Development Fund as'at the cutting edge of Japan's initiativeto organise
theindustrial integration of East and Southeast Asia.

Thethird cluster of currency, trade, and investment isof course centred
on the European Community. For the most part these are ties that were
generated in former European colonial possessionsin Africa and Asia.
But new windows of opportunity have arisen for the EC in Central and
Eastern Europe. Since 1985, EC members are the dominant foreign
investorsin Y ugodavia, Czechoslovakia, Hungary, and Russia. Thestra-
tegic outlook for the European Community — an outlook that has deep
historical roots, especialy in the case of Germany - is the creation of a
periphery in Central and Eastern Europe, resembling the regional net-
works of investment, finance, and trade being built by Japanin Asiaand
the United States in the American continents.

Noneof thisshould beinterpreted to mean that the major powershave
any intention of withdrawing from the world scene. Quite the contrary.
The United States, to be sure, wantsto see the entire globe asitsdomain.
And while Germany and Japan do not havethe military might tostalk the
world, they are major playersin the global arena of trade, finance, and
investment. Things may change if and when firm trade and investment
walls are erected around the several regions. But in the absence of such
sharp separation, competitive economic struggleswill no doubt continue
on aglobal scale. In the absence of the kind of breakdown asoccurred in
the 1930s, it isreasonabl e to expect acontinuation of the tension between
globalisation, on theonehand, and furtherance of blocs, ontheother. The
latter serve both offensive and defensivestrategies. They can be assetsin
thestrugglefor apositionat thetop of thehierarchy of nations. Apartfrom
that, ties with peripheral dependencies can be especialy useful to core
countriesintimesof stagnation, financial turbulence, and potential major
crises. It should come as no surprise that when domestic economies lose
steam and internal problems accumulate, the stronger nations turn more
energetically to external expansionfor relief.

The pressuretoward expansion necessarilly produces political aswell as
economic strains among nations, as is evident in the thrust by major
powers for greater independence from the United States. Note, for
example, the following dispatch in the Wall Street Journal:
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Acrossawiderangeof issues,from tradetoforeignaid tointerest rates,theUSand Europe
increasingly find themselvesat odds. And the Europeans, confident in the strength of a
unified Eur opean economy and freed from the Soviet threat, arelesswilling than ever to
bend to US presaure.

Listen, for instance, to German Chancellor Helmut K ohl speakingtoagroupof business
studentsin Switzerland.' Eur op€ sreturntoitsoriginal unity meansthat the 90swill bethe
decadeof Europe, not Japan', hesaid in arecent 45-minutespeech, which madeonly one
brief referenceto the US. 'Thisiswhat we'ved| dreamed about. Thisis Europeshour'.
(July 15, 1991).

Thisisof courselargely bravado. The unified Europe Kohl anticipatesis
gtill in a process of formation. There are stumbling blocks along the way
which may prevent itsrealization. Neverthel ess, what isinteresting hereis
that these remarks are not out of harmony with the aspirations and long-
run strategies of the German ruling class, which, judgingfrom history, are
firmly rooted. In recent times, that strategy shows up in Germany's
assumption of the leadership role in Western Europe, its thrust towards
Central and Eastern Europe, aswdl asawideningof thedistancefromthe
United States. Its regiona economic predominance can be seen in the
central roledf the mark inthe European currency unit andin the nature of
the negotiations for further unification of Western Europe's currency
system. Asfor the movestowards growing assertiveness, the most recent
example at the time o writing was the way Germany pressured the
European Community to recognise the independence of Croatia and .
Slovenia, towhichthe United Statesand the UN accededin order to avoid
a clash with Bonn.

Japan too hasbeen movingdecisivelyinthedirectionof greater indepen-
dence. During the first decades after the Second World War, Japan
operated under the US umbrella. Beginningin the 1970s, Japan has been
increasinglymoving away fromitsearlier subserviencetothe United States
in diplomatic matters, advancing its own political as well as economic
interests in the region, even when they conflict with those of the United
States.

Although history does not repeat itself in precisefashion, it is worth
noting that these centrifugal tendencies echo similar developments that
emerged (a) between the Great Depression of the nineteenth century and
the First World War, and (b) between the Great Depression of the 1930s
and the Second World War. Carrying such anaogies too far and in
mechanical fashion can be misleading. Neverthel ess, they merit attention,
because the resemblancesare not mere accidents. Rather, they arise from
similar economic and political forces.

The process o globalisation has produced much that is new in the
world's economy and politics, but it has not changed the basic ways
capitalism operates. Nor has it aided the cause of either peace or

prosperity.
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NOTES

Itislittle recognised howsignificant the warsweretoJapan and Germany in jump-starting
their economies during the Korean War and strengthening their upswingsduring the
Vietnam War. The influencedf the Korean War on the Japanese takeoff wasespecially
noteworthy, as summarised in an interesting recent book: 'Just twomonthsafter . . . the
Korean tinderbox burst into flames . . . as the only nearby industrialised nation with
adequate manufacturingcapacity, Japan's underempl oyedfactoriesand work force bene-
fited enormously from Korea's misfortunebetween 1950 and 1955, first assuppliersof war
material sand servicesfor United Nationsand after the July 1953 armistice, assuppliersof
materials needed for the reconstruction of South Korea. Former Economic Planning
Agency officia Tatsuro Uchino estimates that special procurement, broadly defined,
during the period pumped between$2. 4and $3.6 billioninto the capital -starved Japanese
economy and accounted for an amazing 60 to 70 percent of all of Japan's exports. Also
significant for Japan's postwar economic devel opment, this unanticipated expansion of
demand was strongest in industries such as textiles, steel products, and automotive
equipment, the very sectorsthat wouldlead Japan's export driveduring the 1950s and the
19%." (Robert C. Angel, Explaining Economic Policy Failure, Japan in the 1969-1971
International Monetary Crisis, New Y ork: ColumbiaUniversity Press, 1991 )

. The Economist, April 27, 1991.
. Ralph C. Bryant, International Financial I ntermediation,Washington D.C., The Brook-

ings|Institution, 1987, p. 22

Morgan Guaranty Trust Company, World Financial Markets, April 1991
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