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I. The Global Political Economy and the Emerging World Order

The dialectic of integration-disintegrationand world order
Transformations in the global political economy of the 1970s and the
1980s, includingthe momentous eventsin Eastern Europe and the former
Soviet Union, have created a set of conditions now linked to a renewed
impetus towards the economic and political unification of the EEC.
Beyond thisimmediate horizon, discussionsare under way concerning the
prospectsof afuture enlargement and deepening of the EEC’s geograph-
ical, social, economic and political potential.

This might, in the long-term, lead to the possibility of Europe, under-
stood as a collection of states, coordinated through the institutions and
processesdf the EEC, becominga morecoherent politico-economicentity
and actor in the emerging world order, with sufficient capability and
resources to offset American and Japanese power in the global political
economy, a proposition that | would wish to chalenge here. However,
looking at the question of Europe in thisway abstracts from many of the
key social forces which are simultaneously integrating and disintegrating
setsof socio-economicstructuresand institutions, not just in Europe, but
world wide. Thus what seems to be emerging is a recomposition of
dominant socio-economicforcesand associated political forms withinthe
global political economy, and a corresponding fragmentation and division
of many other social forces, reflecting an intensification of global ine-
quality, and a restructuring of global power relations.

As we approach the twenty-first century what we may be witnessing,
therefore, isakind of 'patterned disorder': movement towardsthe attempt
to consolidate a new form of hegemony within the core of the system,
although one which has a quite different social basis to the one which
preceded it, that is from 1945 to around 1970. In thislight, the discussions
at the July 1991 Group of Seven (G7) summit are of considerableinterest,



158 THE SOCIALIST REGISTER 1992

not only becauseof thescopeand nature of the agenda (whichincluded the
restructuring of the USSR, the reconstituting of the United Nations, an
abortive attempt at amajor ecological initiative, involving a massivedebt-
for-nature swap to save the Brazilian rainforests, and the usual questions
relating to trade protectionism and macroeconomic rel ations between the
G7 and the rest of theworld). It isimportant becauseit helpsto highlight
the vanguard forces within the emerging world order, and how they serve
to configurewhat might be called ‘the pyramidsdf privilege' in the world
order structuresthat the G7 seeksto bestride. The G7 hasnow supplanted
theformer US-USSR summits as the major focusaf world attention and
highlightsthe conditionsfor entry into the 'core’ institutions in the global
power structure.

G7 attempts to mobilize a new consensus around President Bush's
concept of a 'new world order' reflects the complex interplay between
ideas, ingtitutions, and material capacities (production and military
power), and the way, under certain conditions, these might be synergized
into acoherent concept o action. However, the divisionswithin the ranks
o the G7 on a number of questions (e.g. on how to respond to first
Gorbachev'sthen Y dltsin's pleasfor assi stance, with France, Germany and
Italy, plusthe EEC ranged against Canada, Japan, the USA and the UK
on the nature and scope of assistance; the USA and the EEC disagree-
ments on GATT negotiations) show that struggles continue even within
the ranks of the privileged. Whilst, therefore, there appears to be a
movement towards the reconsolidation of the core of the system, we
simultaneously see the break up of previousforms o state, economic and
political crisis, war, famine and ecological disaster.

Thisdialecticof integration-disintegration isassociatedwithwhat | call a
triple crisisof world order, operating at the economic, political and more
broadly socio-cultural 'levels, in the 'First', 'Second' and "Third Worlds.
Thepurposeof thispaper isto probethenatureof thisworld order, insofar
asit can be understood by focusing on the abstract entity which we call
'Europe’. Thus with regard to questions of the unification of (western)
Europe, | attempt tosituate selectively,from apolitical economy perspec-
tive, somedf these social forcesand processesdf change. | will endeavour
to placethesewithin adiscussion of the deeper dialecticsand dynamicsof
global change, especiallyin the period since1971. Moreover, sinceorder is
a political concept, we need to ask 'order for whom, and for what
purposes?

In thislight, the G7/EC debates concerning the changing policiesof the
World Bank and the IM Fwith regard to the control of arms proliferation
reflect areconsideration of the question of how the'North' istoincorpor-
ate the 'South’ in a reconstituted hegemony, that is how to spread
hegemony beyond the 'core. Here it is worth noting that Gramsci's
concept of hegemony involved both coercive and consensual aspects of
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power: that isto say power relationswhich were perceived aslegitimate or
acceptablewerenecessarily underpinned by material power and acoercive
apparatus. Thustheinitiativesconcerning the Third World discussed here
should also be related to the development of new concepts of military
mobilizationand intervention onthepart of the USA anditsNATOallies:
the USRapid Deployment Force, acentrepiece of USmobilizationfor the
1991 Gulf War (the RDFwascreated after the Iranian Revolution) is now
to have a European counterpart.

That the post-war schemes for incorporating Third World countries
have been flawed is now more recognized, as, perhaps, are thelimitsand
contradictions involved in supporting (cynically) any right-wingdictator-
ship for Cold War reasons, or else for reasons of access to strategic
resources. In thislight, the strengthening of state structuresin the South
(and not simply the privatization of state structures and the pressure to
liberalizemarkets) will becrucial, for example, in providingmoreeffective
environmental management and better control over weapons prolifera-
tion: issueswhich directly orindirectly affect G7 interests. L essweaponsin
the Third World would, moreover, add to the effectiveness of Rapid
Deployment Forces. These developments, in so far as they reflect any
coherent responseon the part of international organization, can berelated
to the wider aspects of the 'new constitutionalism' which | discuss with
reference to Europe in the second haf of this essay, that is the politica
project of attempting to makeliberal demaocratic capitalismthe sole model
for future development, with the military forces of the major, 'core
countries reconfiguredin ways which, in conjunction with the deepening
and spread of commoditization and market forces, add afurther disciplin-
ary aspect to the emerging order.'

Global restructuringand transnational capital

Here | focus on selected aspects of the global restructuring of socio-
economic and political relations. An assessment of the recomposition of
social structures and political arrangements during the 1960s, 1970s and
1980siscrucial to understanding the complexitiesof the'new' Europeand
for the redevelopment of a social ontology of the world order. In particu-
lar, 1 highlight the importance of the growing (structural) power of
internationally-mobile capital. This is a development with enormous
implications, not only for the European Community (and morespecifically
the operation of the EM Sand its possible development into fully-fledged
monetary union), but for the world order in roto.

The recessionary conditions of the 1970sand 1980sgaveriseto greater
demandsfor socia protection and mercantilism, asuncompetitive'smoke-
stack' industries were either eliminated or placed under considerable
competitive pressure, often from more efficient foreign firms. The ad-
vanced countries moved towards more information-based, high-
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technology, 'post-Fordist’, and more'flexible’ formsaof production. Tradi-
tional forms of organized labour were placed largely on the defensive.
Sensing they were gaining the upper hand, right-wingforces pressed for
policieswhichwould begintoreversethetendencies towardsthegrowthin
thesizeand resourcesdf thestate, partly toeliminate thetendency towards
fiscd crisis. Their arguments were strengthened by many of those on the
left, which criticized the corporatism and Keynesianism of the welfare-
nationalist capitalist states, showing how its development was contradic-
tory, and beset by tendencies towards not only fiscal (and economic), but
aso, in Habermasian terms, rationality and legitimation crises.

Inthisvein, the utility of thewelfarestate wasincreasingly questioned as
stagflation and recession, with growing unemployment, began to place
financial constraints on state budgets, as well as growing strains on the
post-war political consensus built around, in Charles Maier's phrase, the
'politics of productivity', that is aseries of corporatist bargains between
labour and capital.” These bargains took different forms in the metro-
politan capitalist countries but involved similar industrial structures and
formsof conflict resolution. Moreover, each set of arrangements presup-
posed consistent economic growth and an international division of labour
organized primarily between countries, understood as 'national econo-
mies, or national producers, interacting and competing internationally,
withthe US pump-primingthe system's liquidity through theinternational
usedf thedollar.

By the 1970s the era of cheap energy seemed to be over, the rise of
transnational companiesand theriseaf the newly-industrializingcountries
heralded the onset of dramatic changes in the international division of
labour aswell asthe collapse (or erosion) of corporatist bargains, and the
possibility of Keynesian policies on a national level was increasingly
undermined by thesechangesand thegrowingscal e, power and mobility of
financial capital, in particular, the movement of speculative capital as a
force to destabilize domestic economic activity and to exacerbate balance
of paymentsand exchangecrises. Thiswasthefundamental lessonlearned
by the British Labour government in 1976 whenit had togotothe | M Ffor
a loan to meet its financing needs. In accepting IMF conditions, the
Labour party wassplit and Denis Healey became Britain's first monetarist
chancellor, a step which split the Labour party and heralded the era of
Thatcherism and the end of corporatism in Britain.

This political change in 1970s Britain proved to be significant for the
conjunctural restructuring of Europe in the 1980s. Whereas corporatism
varied throughout Europe — with West German corporatism less statist
than that in France, in many major west European countries, banks and
financial capital were highly integrafed with industrial capital, and finan-
cia services and banking were closdly regulated (as was the casein the
USA following the Glass-Steagall provisions). When the Conservative
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government under Thatcher came to power in 1979 with its neo-liberal
mandate, it moved quickly to eliminate exchange controls and towards
financial deregulation in response to US deregulatory initiativesin the
mid-1970s.Moreover, theroleof London asacosmopolitan world-city,the
axisof the pax britannicaisimportant here, and needsto be understood in
Braudellian terms. London markets and their financial centrality were
central to the spread and extension of world capitalism, at least since the
late eighteenth century. Given the current placeaf the City asthe centre
for the Euromarkets, and the key financial centrein Europe more gener-
aly, in the 1980s, at least in the European context, Britain's deregul atory
movescan be seen asakin toa 'Trojan horse' for transnational capital to
penetrate the national corporatist structures of continental Europe. This
argument is consistent with the policies of the Thatcher government
relativeto the EEC, for example, with regard to the Social Charter, which
isdiscussedin part two of thisessay.

How do we understand the nature of some of the forcesof integration/
disintegration noted above, and their effectsin terms of transformations
occurring in the post-war world order? My starting point isto examinethe
new dynamicsof the capitalist global economy. Heretheforcesdf transna-
tionalization and globaization (for example, transnational companies
favouring and embodying international production and exchange and
capital mobility) have steadily expanded, and have been engaged in-
creasingly in astruggle vis avis more nationalist and protectionist blocsof
forces, that is those seeking to assert or maintain some form of social
control over key aspectsof economicand political lifeat the national level.
The latter are associated with what might be called national capitalism,
that is systems premised on the protection (or promation) of domestic
social interests from (or relative to) international competitors, both
through the development of systemsof military and social security, and
through control over production and finance through state capitalism and
nationalized banks. These forces serve to restrict capital mobility, and
tend to focus international economic activity on export-led growth.

The struggle between internationally-mobile and more nationalist (or
parochial) political, economicand social forcesintensifiedon aworld-wide
basisfollowing the global recessionof 1979-82, the most severesince the
1930s: a gpecific conjuncture which served to crystallize and intensify
trends set in motion during the 1950s and 1960s. The recession catalyzed
widespread restructuring of capital (massive bankruptcies and mergers)
and a declinein the power of organized |abour in the metropolitan states,
particularly that associated with declining sectors of production. Partly
because of Reaganomics and the unleashing of a processof supply-side,
competitive deregulation, the 1980s saw the beginningsof a period of tax-
cutting, very high real rates of interest and a scarcity of internationally-
availablecapital (mainly becausethevast mgjority of thiswassucked into
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the US). Thesum of these very complex changeswasaperiod in whichthe
profileof themajor capitalist states began toshift politicallyaway from the
politico-economic consensus between labour and capital, and away from
theformer balance between thedomestic and international economy. The
regimedof high rates of interest, allied to inflation (which waslower after
the purgative effects of the 1979-82 recession) and the intensification of
competition was linked to a growth of indebtedness of various kinds
(personal, corporate, sovereign). Thegrowth of indebtednessreflected, in
part, alossof control by theauthoritiesover credit creation, partly because
of the existence of Euromarkets and financial innovation. Lossof control
over credit expansionimpliesthat the control of inflationis more difficult.*

Apart from the rise and fall of the 'Second' Cold War, and war in the
Middle East, the decade was characterized by international financial
fragility, an international monetary system in crisis, and more generally,
macroeconomicinstability and economic crisisin most parts of the world.
Some commentators, such as Susan Strange, in her book Casino Capital-
i smsuggested that finance and money were becomingdecoupled from the
system of production and trade, causing major contradictions for eco-
nomicdevelopment. Accordingto Strange, the world economy was being
destabilized in part because o short-term time horizons and speculative
flows of capital in afinancial system whichincreasingly resembled a game
of (Russian) roulette. State action, led by the USA, wasneeded to redress
this central problem in global macrseconomics.”

In this context, then, the deregulatory and macroeconomic policies of
the USweregenerally identified as bearing heavy responsibilityfor global
instability, along with the gyrations and generally economically perverse
behaviour of the international financial markets (which the US govern-
ment had refused to regulate). However, it was a'so market forces which
had driven the dollar through the roof in thefirst hdf of the 1980s, raising
the political costsof 'malign neglect' of the dollar in USdomestic palitics,
by stoking the fires of protectionism. The rest of the world seemed
powerlessto influence substantially the policiesdf the US administration
until 1985, when for example, the US responded with the so-called Baker
initiativesat the Plaza meeting, attempting to co-ordinate policieswithits
Group of Seven dlies on exchange rates and Third World debts. Even
here, there was evidence that the dollar had aready begun to fal in
February (the Plaza meeting was in September 1985), and the Baker
moves were probably primarily motivated by domestic politics, and by
strategic considerations, since many o the key debtor states werein the
Americas. Insum, for the US case, market pressuresseem to haveforced
the Administration into increased political management of the exchange
rate: the UScaseshowshow increased capital mobility can sometimes|ead
toa'disciplining' of state policy viaan overvaluation of theexchangerate.
This G7 macroeconomic coordination process has continued, but with
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very mixed results so far. For exampleit is not clear whether under G7
pressure, Japan expanded itsmoney supply and lowered interest ratesafter
thecrash, resultingin the asset inflationin the stock and property markets
thereafier.”

At the heart of this issue, however, is a substantial growth in the
structural power of internationally mobile capital (partly reflected in its
relative scarcity: this was by contrast with the 1970s, when, because of
petro-dollar recyclingandlow real ratesdf interest, therewasaglut of such
capital). Competition to attract such capital, by both governments and
producers intensified, in the form of attempting to provide a regulatory
and general politico-economicenvironment which would be attractive to
international investors and internationally-mobile capital. This develop-
ment occurred at the moment when there was an apparent declinein the
ability of most governments in the system to control economic activity
withintheir own borders. Although thisisan over-simplification,it seems
largely the case that the traditional mercantilist and statist forms of
capitalist development (associated with the Bretton Woods order, which
placed some restrictions, for example, on the mohility of financial capital)
were placed on the defensive by the growth in the power of the most
mobile, knowledge-intensiveand competitivefirms. Theresult hasbeen a
new, more outward-looking form of mercantilism, with states competing
to provide macro- and micro-economic, regulatory and broader political
frameworksto induce long-term direct investments, aswell as short-term
portfolio capital (with some long-term portfolio capital, such as 20-year
bonds) to finance government operations.

Taken together, these developments are symptomatic of a deep struc-
tural crisisor transformation in the emerging global political economy.
Thisislinked, directly or indirectly, to domestic socio-political crisesin all
categories of state within the system: the Third World, the (former)
Communist States and, in a somewhat different way, the heartland of
metropolitan capitalism.

11. European Economic and Political Union: Limitsand Possibilities

The transformations occurring in Western Europe can be understood in
terms of the imperatives of a more globalized, competitive, dynamic and
mobilecapitalist system, aswell astherelatively poor performance of west
European economies (including West Germany) in 1979-85. Some com-
mentators wondered if western Europe was too socia democratic and
welfarist, when compared to the US, especialy in the context of the US
economy's ability to create new jobs. Given the trends of the 1970s, this
prompted a concerted political response to re-establish the competitive
position and coherence of European social and economicforcesinaperiod
of global restructuring. Thesoganfor thisprogrammeis, of course, '1992.
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I ndeed, thishas become morethan aslogan, sinceit hastaken on theform
of a social myth suggesting a more dynamic, forward-looking pan-
European political and economicidentity inthe next millennium, implying
that the twenty-firstcentury will be the European century, rather than the
'Pacific century'.

Tograsp thetotal nature of the monumental transformations occurring
in the European political, strategic, economic and social landscape, we
need to think dialectically. Crucial to the explanation of the changesin
Europe during the 1980s and 1990s is an examination of the forces
operating both globally and within and acrossthe two systemsand logicsof
socio-economic development of East and West (although perforce my
discussionfocuseson the EC and Germany). Similarly fundamental isthe
change in the strategic relations between the Soviet bloc and NATO, a
changewhichisalso bound up with theinception of economicentropy and
a corresponding socio-political impassein the successorsto the USSR. By
reviewing these changes we can evaluate the likely potential for an
integrated Europe to emerge as a global superpower in the twenty-first
century.

Western Europe: political union and the'new constitutionalism'
Although uneven initsimpact and trajectory acrossWestern Europe, the
unfoldingeconomic crisisof the 1970sand 1980slargely explainsthe 1992
progranme. West European growth rates in the 1970s and early 1980s
weremuch lower than the world average, and the EEC asawholeseemed
to be faced with a future of continuing relative decline. Thus the 1992
initiative needs to be understood as a concerted response to the neo-
Spenglerian 'Europessimism' of the 1970s and early 1980s. It can be
understood as an attempt to revitalize Jean Monnet's goal of a United
Statesaf Europe, at least for its most enthusiastic proponents, although in
a quite different form, and under new conditions in the global political
economy.

The key to this aim was the creation of an integrated economic space
with its own central banking institutions and to move politically towards
increased economic convergence and co-ordination among the 12 member
states. This space would be premised on two things: first a regional set of
political institutions which could consolidate and protect this region vis a
visEuropean and East Asian challenges. Second, theincreasedsalience of
market forces and the spread of micro-economicrationality: in thissense
'1992' equals 'marketization’. Thisimplied, then, a further move away
from theeradof Keynesianismand thesocial contract which, together with
the Cold War structures, had constituted the basisfor the post-war political
order in Western Europe, inorder tocreatethe pre-conditionsfor renewed
European competitiveness.
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Although it took the form of atransnational political initiative, a key
catalyst for the 1992 initiativewastheformation of the European Round-
table, acoalition of big European transnational companies (TNCs) led by
Phillips. Along with the European Commission, the Roundtable pro-
moted the Single European Act (the main|egal statute mandating the 1992
programme), aswell as, in concert with private and central bankers, the
DelorsPlanfor Economicand Monetary Union (EMU). Wayne Sandhol z
and John Zysman show how the 1992 process has been shaped and
promoted by atransnational alliance or historic blocinvolving the Euro-
pean Commission, pan-European TNCs and neo-liberal governments
within the 12. This process contrasts with the earlier phases of EC
integration, which were shaped in the era of 'national champions, state
capitalism, national corporatism, and social and economic protection, co-
ordinated through the processesd intergovernmentalism.’

So far, considerable progress has been achieved at both the level of the
single market (with the deregulation of financial services probably the
most significant element in the context of thisdiscussion)and the devel op-
ment of the economic-institutional superstructures which will supervise
and regulate the new enlarged economic space. German unification ap-
pears to have generally accelerated this process. Common to these EEC
initiatives, then, was economic necessity, or the growing perception and
reality of international economic challenges. Thus a massive effort was
made to synergize European forces to meet the competitive challenge
from high-technology US and Japanese firms, and to unify public eco-
nomic institutions so as to countervail better the effects of US and
Japanese power and policies, as well as incipient challenges from their
firmsand those from the newly-industrializingcountries (NICs). A situa-
tion of divide and rule was of benefit, not only to the US and Japan, but
aso to internationally-mobile capital, relative to the less competitive
European companies and their governments.

Reflecting a kind of synthesis (or series of bargains and trade-offs)
between, on theone hand, German social market ideasand French statism
and instutitionalism, and on the other, Anglo-Saxon free market ide-
ologies, the debates over the monetary and macro-economic and other
aspectsdf the EC hasbeen premised, in so far asthey haveasinglefocus,
onwhat can becalledthediscoursedf the'new constitutionalism'. By thisl
mean the move towards construction of legal or constitutional devicesto
remove or insulate substantially the new economic institutions from
popular scrutiny or democratic accountability. Tendencies towards the
wider adoption of thisposition can beseenin thedebates, for example, not
only over Economic and Monetary Union of the EC (with most of the
critical comment in thisregard aimed at the European Commission, rather
than the principles associated with EMU), but aso the roles of central
banksin East and Central Europe, the monetary constitution of afuture
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Canada, as well asin more general arguments made by bankers, econo-
mists and some politiciansin favour of the need to constrain state auto-
nomy over fiscal policy, etc. Thisdiscourse can also be seen asserving to
constitute the debate over the role of international organizations, such as
GATT and the IMF/World Bank, and the new European Bank for
Reconstruction and Development (EBRD).

Nonetheless, akey problem for thefuturedf West European integration
(apart from the German Question to which wereturn below) isthe general
lack of political legitimacy and democratic accountability acrossthewhole
panoply of European institutions (with the possible exception of the
European Court): what isgenerally termed the'democratic deficit'. Thisis
mainly because each member state (especially Britain) isreluctant to cede
more control to the supra-national institutions of the European Com-
munity, and there has been little support until recently to increase the
weight and representativeness of the European Parliament. Not sur-
prisingly, given its increased population since unification (as well as a
concern for issues of legitimacy and the support for deeper political
unification of Europe), the German government has begun to press for
greater political weight to be assigned to the European Parliament.
However, the problem of popular legitimacyisstill along way from being
solved, especially in Britain, where suspicion and parody of all things
European, and of Brusselsin particular, runs high despite the fact that a
wider range of economic and political interests have come to the conclu-
sion, to use Mrs Thatcher's favourite phrase, 'there is no aternative' to
closer union with Europe. The British government dislikes the word
‘federalism' which, it argues implies dirigisme, by French énarques and
polytechniciensled by the likes of Jacques Delors, and centralization of
powersin the Brussels bureaucracy and unwelcomejudicial review by the
European Court.

Part of thereason for thisisthe way in which theinstitutional develop-
ment of the EEC proceedsthrough theincrementalismaf the Intergovern-
mental Conferences, with political union the key agenda item at
Maastricht 9-10 December 1991. In thissense, when | speak of the 'new
constitutionalism' | do not mean the construction of aFederal Constitution
for the EEC from something akin to first principles, like the Founding
Fathers of the American Constitution, although there has been much
pressurefor thistypeof approach in the press, such asthe Economist and
the Financial Times, newspaperswhich reflect the vantage point of liberal,
transnational capital . Their position may find awider resonance, sincefew
citizensin Europe are able to distinguish clearly between the European
Council (summit meetingsdof Headsdf State), theCouncil of Ministers, the
European Union (nine of the 12 coordinating military policies) and the
European Parliament. Thusthereispopular confusionover the division of
powersand responsibilitiesin the EEC, their possiblereordering between



STEPHEN GILL 167

institutions and across different levels of government: European, 'na-
tional' or local.

Nevertheless, the debates over political union have sharpened the
guestions concerning the future of the EEC, and the outcome of the
negotiations will determine the outcome of EMU, since Chancellor Kohl
hasmadeit clear that he has made political union the pricefor surrender-
ing the autonomy of the Bundesbank. The questions raised by EMU are
difficult ones, and any timetablefor EM U (now targeted for compl etion by
1999) must clarify the degree of economic convergence needed prior to
monetary union, and the degree of economic disciplineit can impose on
the 12, especialy with regard to fiscal deficits, as well as institutional
guestions. The Maastricht summit appearsthen to haveagreed toincrease
moderately theimportance of the Parliament (givingit co-decisionpowers
withthe Council of Ministerson limited questionsandtheright to approve
the Commission President and the rest of the EEC executiveevery four
years, but littlesay on EM U and foreign policy); to extend the principl e of
majority voting to cover the environment and other issues (with social
policy a key exception), and it encourages, though does not mandate,
common foreign and defence policies. Thisreflectsthe fact that it is very
difficult to bridge the divisionsover many of the key issues, for example
over foreign and defence policy cooperation and therelationshiptoNATO
and the US.

I will now discussthe two key 'economic elements' in European union,
and then address the issues related to the development of a common
foreign and defence policy.

Economic and monetary union: discipline and policy convergence

It is perhaps no accident that many transnational companies are at the
vanguardfor EM U, asit will reduce or even abolish certain exchangerisks
(and will generate some gainsin lower transactions costs). Theserisksare
associated, on the one hand, with the uncertainty involved in floating
exchange rate systemsin the context of very high levels of international
capital mobility, and the way in which speculative movements of capital
tend to exaggerate exchangerate movements. On theother hand, sincethe
deregulation of financial markets has radiated from US initiatives, and
because of the links between US and European rates of interest and
exchangerates, the second aspect of uncertainty concerns the consistency
of USmacroeconomic policies, and the propensity of the USA (e.g. inthe
early 1980s) to engage in unilateral, as opposed to coordinated interna-
tional economic policy. The USA has had frequent recourse to the dollar
weapon (its own currency is the key currency for international transac-
tions, giving the USthe ability toimpose seignioragegainsand aninflation
tax ontherest of theworld, that istotransfer real resourcesinto the USA),
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both to improve the competitiveness of the US economy and to force the
burden of adjustment aaito other countries.

Thustheinternational rationalefor EMU, aswasthe case at the outset
of the European Monetary System (EMS), is partly defensive (the offset-
ting of risk) and partly to synergize European political potential to offset
(and thusto discipline) USunilaterlismin mattersof money and finance. It
issignificant, therefore, that many European bankers are lesswedded to
the pure market philosophy associated with many of their fraternity in the
USA, and have been concerned at the impact of US policiesfor much of
the period since the late 1960s. Seen in a dightly different way, then, as
early as1979, at the instigation of first Roy Jenkins, the President of the
EEC, and, more importantly Chancellor Schmidt of West Germany and
President Giscard of France, theinauguration of EM Swasmeant toreduce
the vulnerability of European economies to the whims of short-term
mobile capital. Underlying the EMU idea is the notion that increased
capital mobility implieslarger optimum currency areas. In effect the US
policiesaf benignor'malign’ neglect o the exchangerate question during
periods of the 1970sand 1980sreflectsthe relativesize and self-sufficiency
of the US economy when compared with even thelargest EEC countries,
or the EEC asawhole. An EMU can also be seen asa political insurance
policy relativetotherisedf Japanesefinancial and money power, astheyen
becomes increasingly used as a reserve currency and as Tokyo financial
markets become deeper, more flexibleand more international .’

At the heart of these developmentsis, as | have called it, the 'new
constitutionalist' discourse. More specificaly,itiscrucial tosee how many
of the debates have been framed around the growing hegemony of a
reformulation of concepts of sovereignty and discipline, in matters of
political economy. The discourse concerns institutional arrangements
designedtoinsul ate key economicagencies, especially central banks, from
theinterferenced elected politicians, who, itisargued, haveatendency in
liberal democraciestoinflatethe economy for electoral purposesor to use
the'inflation tax' toindirectlyimprovethegovernment'sfinancial position.
For example, theformer UK Chancellor of the Exchequer, Nigel Lawson,
whoengineered aninflationary boom to win the1987 General Election for
the Conservativesin Britain, isnow in favour of independent banksand a
strengthening of the GATT and IMF surveillance.

Key elements in the new hegemonic discourse concerning desirable
macroeconomic policiesare the concepts of market efficiency, discipline
and confidence, and policy credibility and consistency, viewed from the
standpoint of both theideology of sound money aswell asnew theoriesin
neo-classical economics, such as rational expectations theory.” At the
heart of the debatesover EM Sand EM U isaconcern at theimplications of
the massivegrowth of capital mobility (e.g. the offshoremarkets), and the
implicationsof destabilizing speculative movementsaf capital for balance
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of payments discipline in individual European countries. In the 1970s
these effectswere somewhat contradictory from the viewpoint of financial
discipline, since borrowing on the Euromarkets was an option that many
governments could turn to for financing deficits, and thus avoid painful
adjustments to 'shocks such as the risesin oil prices. This was possible
because of aglut of internationally-available capital caused by therisein
oil prices and the need to recycle petrodollars, in large part through the
Euromarkets. The latter grew massively in size during the next two
decades."

By the 1980s, however, with higher real ratesof interest and atightening
of credit conditions for most countries (the USA being a notable, abeit
partial exception), nearly al deficit governments came under increased
pressureto adopt anti-inflationary, tight money policies, in order to avoid
sustained outflows of capital and a substantial loss of foreign exchange
reserves. This has also put pressure on the taxation regimesin different
countries, especially with regard to (not increasing) withholding taxesand
more generally those affecting the rate of return on capital: this partly
explainsEEC initiativesto harmonize value-added taxes. | n the European
context, the configuration of the EMS around the deutschmark (the
anchor currency) and the hard money anti-inflation stance of the Bun-
desbank served to reinforce this discipling, with the result that it is
generally accepted that the EMS has had a deflationary bias. However,
German positions appear to be unchallengeable, although the idea of a
morefully-fledged monetary union isseen by other member governments
(notably the French), as a means of offsetting this economic power in
political institutions.

Thus the Delors Report of 1989 stressed the need to adopt 'binding
procedures to constrain national authorities, and the need to reinforce
commitments to price stability, and advocated the setting up of a Euro-
pean Reserve Fund withitskey objective 'to bethe symhol of the political
will of the European countries and thus reinforce the credibility of the
process towards economic and monetary union'; with a system of Euro-
pean Central Banks, 'committed to theobjective of price stability’, and
'independent of instructionsfrom national governments and Community
authorities’; in macroeconomic policy it meant that countries would have
to submit to imposed policy constraints.” Thisis understood to mean the
commitment of monetary (and fiscal) policy to a particular substantive
direction, irrespectivedf thedesiresof elected policy makerstoinflatethe
economy for electoral reasonsor else to impose seigniorage gains and/or
an inflation tax as a means to ease public financing problems and/or
devalue existing government debt. A binding exchange-rate constraint,
would, of course, aso simultaneously eliminate the option of devaluation
of the currency for reasons of international competitiveness. In practice
thisislikelyto mean Bundesbank standards, dwaysassumingthat political



170 THE SOCIALIST REGISTER 1992

support for these arrangements is sustained in EC member countries (a
severe exchange crisis for a member country might swiftly lead to a
reimposition of exchangeand credit controls and an abandonment of EM S
membership). So far EMS rules have been non-binding, athough in
practice, member countries have behaved asif they were, withthe changes
in French policy between 1981-3 as dramatic evidence of French commit-
ment to both the EMS and its foreign policy goa of greater European
integration.

A good example of theimpact of such constraintsis Sweden, which has
shifted away from the famous 'Swedish model' towards neo-liberalism.
Thus, in anticipation of EC entry in the mid-1990s, Sweden pegged the
kronato the deutschmark, and thus subordinated its monetary policy to
that of the Bundesbank. There was a sudden flight of capital out of the
kronain early 1992. Thisfollowed the failed coup and final demise of the
USSR, which had provoked a massive Finnish devaluation (given the
dependencedf the Finnisheconomy on trade withthe USSR) amidfearsof
a collapse in the Nordic banking systems. Sweden was then forced to
increaseitsnominal rate of interest by six per cent andimpose adraconian
financial squeeze to defend the parity of the krona and stem the capital
outflow.

Thereal challengeto EM Scohesionislikely to emergein the aftermath
of 1992, that is after complete financia liberalization in the EEC, given
that both France and Italy — two of the countries with traditionally weak
currenciesin the EM S— haveabolished capital and exchangecontrols, and
in many countriesthere arestill substantial fiscal problems(anditisworth
emphasizing, the EMU process mandates tight constraints on budget
deficits), with high levels of government indebtedness. Moreover, full
EMU would mean that some countries would have to forego substantial
seigniorage gains: the main cases here are Greece, Italy, Portugal and
Spain, whereit accounted for 6-12 per cent of government revenuesin the
late 1980s." The other main challenge will come from the behaviour - or
misbehaviour — of the dollar relative to the deutschmark, which (apart
from sterling, which is decliningin international importance) isthe only
world-classcurrency in the EMS. In the casedf Italy, alot will depend on
the government's ability to reduce government budget deficits.

Inthislightitissignificant that Italy hasdismantled the system of wage
indexation, scdlamobile, has'divorced' the Treasury and theCentral Bank
(relievingthelatter from the obligation to buy unsold T-bills, although not
of its obligation to finance up to 14% of public expenditure through an
overdraft facility). In 1987 the Italian government served notice that it
intended to makeliberalization of capital flowsirreversiblesoastotiethe
hands of any future parliaments.” In effect, the liberalization of capital
markets meansthat it becomesimpossibleto impose different regulations
on financial intermediaries, lowering regulationsto their lowest common
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denominator, leading to a decline in reserve holdingsand a fal in seig-
niorage. Only through capital controls can asinglecountry sustain itsuse
of theinflation tax and maintain higher reserve requirements for banks.
Thereissomedebate astotheresultsof thesepolicies. Somearguethat the
long term gains to tax revenue for the state will be higher in a liberal
regime, because they will tend to maximize government revenue in the
long run, in so far as they are associated with higher rates of capital
accumulation and economic growth, and thus a widening tax base.

Stage One of EMU has begun, and it has been agreed that Stage Two
will begin by 1994, partly because the Germans wish to sustain the
deutschmark asthe anchor for monetary stability and disciplinein Europe.
ThelGCon palitical union is paralleled by a Monetary | GC, which also
met in Maastricht. The monetary questions cannot, of course, be separ-
ated from thefisca questions, and much discussion hastaken placeduring
1991 concerning the limitson budget deficitsand the structure of taxation,
issues of profound importance to the management of the macro- and
micro-economic policy alternatives open to future governments. German
unification has given a breathing space to other EEC countries on this
question, given the high budget deficits associated with the costs of
transition. The conditions surrounding phasingin of Stage Two of EMU
will in practice probably include the following: fisca sanctions by the
Commission could be applied to member states, but in all likelihood this
would require unanimity in the Council of Ministers; the accountability of
the European Central Bank (Eurofed) would involve obligations to con-
sult the Ecofin (Council of Finance Ministers), rather than subordination
to Ecofinguidelines; the governments (notably Germany) will determine
exchangerate guidelines, in conjunction with acentral advisory roledf the
Eurofed; the ecu would be hardened in line with the appreciation of the
strongest EM Scurrency, but will not operateasaparallel, 13th currency as
proposed by Britain; the final phase of EM U will be entered by mutual
agreement, not in accordance with predetermined criteria; entry would
depend on 'convergence’ of inflationrates. Thusthe stageisset for a two-
tier EMU, with an inner group of low-inflation countries, with exchange
rates relative to each other that are virtualy fixed (France, Germany,
Belgium, Luxembourg, the Netherlandsand possibly Denmark) pressing
ahead, with the door left open for others (e.g. Britain). Other countries,
such asSweden, will manage their exchangeratesasif they arein theinner
coreof EMU.

The two-tier or multi-tier solution is a compromise which reflectsthe
hierarchy of discipline which an EMU would impose: the high-inflation
and poorer countries will have to adjust much more than their wealthier,
low inflationcounterparts. Thisiswhy the Spanish government threatened
torefusetosignthe EMU Treaty at Maastricht without some guaranteed
transfers from rich to poor areas. The Spanish position also reflectsthe
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problemsfor political union, andfor the design of EEC institutions, which
stem from the disparities in economic conditions across Europe, dis-
paritieswhich are intensified by higher capital mobility.

Single market restructuring: labour, capital and the'new protectionism'
The move towards capital liberalization in Europe necessarily impliesa
shiftinthestructure of taxation, towardsalarger revenue burdenfallingon
indirect, regressive forms of taxation, such as VAT, athough full con-
vergence of VAT rates will not be in place until at least 1996. This is
because direct taxes on incomes (personal and corporate, on wages and
interest) will necessarily tend tofall to alowest common denominatorin a
situation of mobility of capital and labour. In practice, labour isrelatively
immobile, although skilled labour isgenerally more mobilethan unskilled
labour. Thismeansthat it will tend to the upper level of incometaxeswhich
fall by the largest proportion, since lessskilled workers tend to earn less
and are lessable to move around between different countries than higher
income, highly educated, skilled and linguistically proficient workers.

The European situation seems likely to gravitate towards that in the
USA, where post-tax incomedifferential sfor workers have been widening
sincethelate 1960s, and whereincomeinequality hasintensifiedsince the
deregulatory push of the Reagan administration in the early 1980s. Itisin
this light that we might also note that in most of the EC states laws
governing the level of minimum wages have been amended downwards,
and wage indexation regulations are being undermined, in line with the
Italian scala mobile discussed above. Differences in the structure of
collective bargaining, levels of unionization and the segmentation of
|abour market regulation along national lineshaveserved to dividelabour
and thus contribute politically to an (uneven) weakening of regulations
concerning working conditions and relativeincome share of labour.

Attemptsat reform of labour conditions by the European Commission
in 1981 and 1982 were blocked by a number of member states in the
Council of Ministers, with Britain at the vanguard of opposition. The
macroeconomic debates and developments discussed above were thus
paraleled by attempts to water down the counterpart to the 1992 single
market programme, the Social Charter, to provide minimum guarantees
concerning socia welfareprovisionand health care, andto protect workers
from the worst abuses of market and employer power. The neo-liberal
thrust of the 1992 programme, in practice, isthusto avoid any propensity
to intervene substantially in the free working of labour markets. Thisis
becausethe changes are premised on the need to extend market discipline
at both the micro- and macro-economiclevels, and astrong Socia Charter
would mean less'flexibility' in labour markets.

As has been noted, crucia to all this has been the role of the British
government under Mrs Thatcher, which consistently made allianceswith
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businessand the peripheral nationsof the EC to oppose the transnational-
ization of welfare and employment rights according to a new European
standard. What is already an unbalanced relationship between (trans-
national) capital and certain forms of labour is thus likely to be exacer-
bated by not only thetransition to EM U, but also by the push o capital for
moreflexibleand deregul ated |abour markets, in some casessupported by
national governments, again, partly for reasons of political ideology, but
more importantly, for reasons of international competitiveness.

Thus these developments need to be placed in the context of the
restructuring of global production and the re-organization of production
relations along post-Fordist lines. They also need to be understood in the
context of the debatesconcerningsocial policy harmonization or coordina-
tion. AsElizabeth Meehan hasindicated, theformer impliesuniformity of
provision, whereas the latter allows for nationa variations, and thus
corresponds to the transnational/national dial ectic with regard to produc-
tion structuresand macro-economicco-ordination both withinand outside
theEEC." Thuswhilethe EEC 1992 programme appearsto bedesigned to
promote the transnationalization of European production, social and
labour market policy appear to be national in nature, allowingfor labour
movements to be fragmented rather than integrated on a pan-European
basis.

Anotherway tolook at somedf theseissuesisto deconstruct the concept
of '‘protection’. Most of thelanguaged G7, |M Fand EEC communiquesis
built, axiomatically,on neo-liberal discourseconcerning thedesirability of
free movement of factorsof production and efficiency of markets. Protec-
tion is thus seen as politically undesirable and economically inefficient
intervention in the economy. Thus we need to ask, 'protection for whom
and for what purposes?

Thetype of 'protectionism’ which really seemsto characterize 1992 and
other recent initiativesin theworld economy (such asthe North American
Free Trade Area negotiations) is that accorded to the interests of trans-
national capital from domestic interference. For example, the liberaliza-
tion of servicesin the GATT (which can be highly intrusive, since they
often involvemovement of peopletosupply suchservices) and new GATT
regulationsto liberalize public procurement are meant not only to guaran-
tee access to TNCs and financia firms, but also further to erode the
conditions of existencedf the welfare-nationalist state(vi z welfarism and
national allocation of government contracts to preferred local firms, or
national champions).

In this context, a consistent policy of the European Commissionsince
the 1970s has been to shift the terms of debate, and the focus of action,
away from the promotion and protection of national champions, towards
the promotion of European transnationals. Thusthe ESPRIT (informatics
research and collaboration among 12 European TNCs) and EUREKA
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programmes, aong withthe ERASM US programmein higher education,
are part of a genera initiative to make European high-technology,
knowledge-intensivetransnational s more competitive visa vis their over-
seasrivals. Thusinternal market liberalization and policy co-ordination is
a form of macro-regionalism in a more competitive and knowledge-
intensive global political economy, and is offset by the need of European
firmsto gain access to markets and knowledge world-wide. For similar
reasons, the 1992 initiatives have been accompanied by large numbers of
mergers and link-ups between European and US firms, as wdl as those
from other countries.

As has been noted, the Single Market Act was enthusiastically sup-
ported by many major European TNCs (such as Phillips, Fiat) and the
1988 Ceccini Report promised substantial gainsfor businessin terms of
one-off savingsand new businessopportunities. Faced with the realitiesof
rationalization in an eraof harsher competitive pressures, it now appears
that there is a counter-tendency among some members of the European
businessfraternity (especialy in France and Italy), to sustain subsidies at
either the national and European level. A report by David Ernst of
McKinsey and Co, suggests that many European sectors face a similar
future to that experienced by the US airline industry following deregul a-
tionin the 1970s. There the number of companiesinitially expanded, with
over 200 new carriersentering theindustry. By thelate 1980s, half of them
were bankrupt or taken over by the bigger carriers, with profits down
substantially acrosstheindustry.

Thusa period of intense competition, mergers, and a recomposition of
capital seems to be ahead in Europe, with European companies dividing
on the question of market liberalization, with the European Commission
pushing hard for the elimination of subsidies, state preferential treatment
and reduction of the public sector:

. . . theCommissiondoeshavepower ful allies. Eur opean businessmen whoarefed up with
competingagaing - or having to operatealongside- abloated public sector wish it well.
Carlo de Benedetti, an Italian industrialist,complainsthat Italy 'isin the second tier of
Europe thankstoitsheavy handed state. . . International pressureswill alsoforcetheEC
government to bemorestingy with aid . . . The anti-statebrigade will also be helped by
economics.Heavy social security paymentsand thecost of the Gulf War havemadeit hard

for governmentsto balance their budgets. . . Some countriesarealready sdlingaraft of
state businesses. !

On the other hand, little progresshas been made on the harmonization
of standards, VAT levels, and the opening o public procurement, whichis
worth perhaps 15 per cent of European combined GDP. Only about 2 per
cent of public sector contractsflow acrossEEC frontiers. In addition, the
electronicsindustry in Europe, and itsinterface with the European high-
technology programmes noted above suggests that, in consumer elec-
tronics at least, the EEC seems to be attempting to promote European
champions; thisisalso the casein semiconductors. There are also substan-
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tia frictionswith Japan, over the propensity to subsidizethe European car
manufacturers, where Europeanfirmslagfar behind the Japanesein terms
of productivity.

Thus the clash between national (or European) and transnational
capital looksset tointensifyin comingyears.** Uncompetitive firmswill be
forced out of business, and some management consultants predict arapid
rise in unemployment when 1992 really takes hold. Nevertheless, asthe
fearsof many European businessessuggest, the general trendisfor greater
market liberalization, along both internal and external dimensions.

Immigration and 'widening' the EEC: economic, political and security
aspects

Perhapsthe key political issuein the EEC today concernsimmigration. By
early 1992it appeared possibleto discern someof the broader terms of the
political debate over this volatile question. These seem to involve the
reconstruction of a discourse of 'Europeanness rooted in the mythical
originsof Europe (i.e. in Grzco-Roman and Judao-Christian myth) and
related to the historical idea of 'Christendom'. This concept implicity
constructs the political and socia boundaries for the expanding EC, and
providesacriterion of inclusion/exclusion which can be used to keep out
‘'unwelcome' immigrants (e.g. from the Mahgreb, the Levant, and the
Orthodox and Islamic regions o the former USSR). In the rest of this
section, | examine the immigration issuefrom a narrower political econ-
omy perspective.

Internal market liberalization may not go with the free movement of
people, which are treated in neo-classical economicsasafactor of produc-
tion. As has been noted, whilst, for example, the EEC Single Market
initiative, or '1992' involvesthefreer movement of capital, goods, services
and labour (labour mobility is very low within the EEC when contrasted
with the USA), a key political issue for the 1990s will be immigration
policy. Thisisapoliticallyexplosiveissueaready in anumber of countries,
especialy in Italy, France (where the Prime Minister, Edith Cresson,
suggested in June 1991 that she wasprepared tofly illegal immigrantsback
to their place of origin) and to alesser extent Germany and Britain, and
needsto be considered in the light of current negotiationsto ‘widen' the
EEC to incorporate Scandinavian countries, and other EFTA countries
such as Austria and Switzerland, to say nothing of the three 'vanguard
states' of central Europe: Czechoslovakia, Hungary and Poland, and of
course Turkey with its NATO pedigree.

(Illegal) immigration is already a key issue in the EEC, the USA and
increasingly in Canada. What isdrivingthelatest phase of migrationisthe
disparitiesin economic conditionsacrosscountries and therestructuring of
production more generally. The problem of labour migration within
Europeislinked to thedeclineof older, Fordist-styleheavyindustries such
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ascoal, steel, shipbuilding, textilesand relatively economically-backward
regions dependent on agriculture (e.g. in the Mediterranean countries,
Ireland). Declining heavy industries are found mainly in Northern Eu-
rope, in regionsof high unemployment. The wider context is the restruc-
turing of global production, wideningdisparitiesin economic conditions,
includingenvironmental decay (e.g. the'lost decade’ of the 1980sfor most
of Africaand Latin America), and the political chaosand collapsein many
parts of the world, with the attendant threats of political violence and
persecution.

In thiscontext, the erosion of some typesaf 'protectionism' rather than
othershas both a political and asecurity dimension. Thisisfirst because of
thewaysin whichinfluxesof immigrantsmay cause political problemsand
divisionsin thelabour forcewithinaparticular state (the more established
workers may see guest-workersand other migrantsasathreat totheir jobs
and living standards, or contributing to the growth of the black economy
and thus the erosion of the state's tax base. or at worst as welfare
scroungers. the rise of neofascist parties in France and Benelux are
symptomsaf this). Second, theinternal policing of populationsisan aspect
o national security, and intrusiveformsaf policing may belegitimated on
grounds of the suspect alegiance of newcomers to a given country.
Applicationsfor membership of the ECfrom central European countries,
as well as more specifically from Turkey (and possibly Morocco) will be
affected by these issues. Thus the European Commission's attempts to
createaconsensuson theneed for atransnational social policy are blocked
not only by neo-liberal parties and governments and TH{s, but also by
coditions including the security apparatus, some elements in organized
labour, and occasionally right-wing parties.

From a more traditional political economy perspective it is worth
remembering that many protected national capitalist firms are in the
military-industrial sectors, and to alarge extent, US military producers
have cost advantagesover their foreigncounterparts (asisal so the casefor
US media and masscommunications, and also to alesser extent informa-
ticsfirms) and with the Cold War in eclipse, they can be expected to push
for further liberalization of overseasmarkets. Thisissuecan alsoberelated
to thetraditional concern of governmentsto secure and to sustain a set of
'strategic industries’ within the territories, for purposesaof economic and
national security. Traditionally thishasinvolved control over communica-
tionsgrids, newspapers, televisionand other elements of the information
society. All of these elements of protection are under attack in the 1992
programme, and sofar aconsiderable degreedf progresshasbeen madeon
many of these questions, both in the EEC under the rubric of 'national
procurement’, and in the GATT negotiations. In the case of the EEC,
agriculture has dways been accorded a special 'strategic status, in the
sense that it provided a means to stabilize the rural populations and to
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provide aredistributivesocial policy (although now itsmajor beneficiaries
are large-scale agribusiness and the mafia,and of course, the relatively
economically-backward regions of the EC dependent on agricultural
production).

Disciplinary neo-liberalism: efficiency, rationality and the ‘new
consgtitutionalism'’

In other words, the new 'protectionism’, albeit in sometimescontradictory
ways, isdesigned to sustain economic openness and theforces of interna-
tional economic competition, acompetition inwhichthelargest andfittest
arelikely tosurvive,and thisappliesas much to the position of states asit
doestofirms. Thusthe arguments about the further institutionalization of
GATT rules, and the widening of its ambit to cover services, including
financial services, can be seen,-to a significant extent in terms congruent
with neo-liberalism, and in some important respects, attempts to recon-
stitute USnational power. A key rationalefor strengthening GATT inthe
waysproposed isso that mobile (productive) capital will beableto planfor
long-term investment with more of a sense of security concerning the
future, and underpinning the 'exit' option for mobile capital more gener-
aly (freedom of movement impliesexit as wdl as entry).

All thisisdesigned to create amacro- and micro-economicenvironment
which is geared to the maximization of market or X-efficiency, with
competition the key drivingforce in generating dynamism. This competi-
tion is seen as occurring between states (i.e. a new, outward-looking
mercantilism, involving, amongst other things, a competition to provide
an attractive investment climate for capital) as well as other economic
agents.

There is, of course, contestation over the concepts espoused in the
disciplinary neo-liberal discourse (which is not by any means homo-
genous). For example, some freedoms are prioritized at the expense of
others (the freedom of capital in transparent markets seen as maximizing
individual choice). Some concepts o efficiency (i.e. X-efficiency and
micro-efficiency) and discipline are prioritized relative to others (e.g.
macro-efficiency, and socia efficiency). Thusin a book on EMSonly one
of the contributors(out of about 40 economists) pointed out the deflation-
ary biasand welfarelossesassociated with the operation of the EM S, thus
implying that the EMS and EMU could be viewed as flawed from the
viewpointof macro- and social-efficiency. The same economist noted that
there had been no net jobcreation in Europetospeak of duringthe 1980s."
Nevertheless, the thrust of the Ceccini Report, aswel as someindepen-
dent analyses made by the Centre for Economic Policy Research in
London, argue that 1992 and EMU-will serve to generate considerable
gains in dynamic efficiency (permanently adding as much as 0.25 to 1
percent to annual European GDP), abeit through a Schumpeterian
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process of ‘creative destruction'." The latter epithet certainly seems to
apply to the process unleashed in east Germany after unification, and
Poland since the application of IMF-style shock therapy since late 1989.

Moregenerally, theseissuesrelate to different conceptsof rationality in
the social sciences, such as those discussed in Jon Elster's Ulysses and the
Sirens.” Neo-liberalsare pressingfor aset of binding constraints on state
power and democracy, either indirectly through market forcesasin pure
liberalism (e.g. Hayek and the Austrian school, who cdl for the full
privatization of monetary creation and regul ation through market forces),
or through some consgtitutionalist device which is more typical of the
liberalsof the Freiberg school (which characterizes Bundesbank thinking,
and more generally, the conceptualization of the social market economy),
arguing for autonomous central banks, or some combination of the two.
For the new constitutionalists, market rationality is seen as preferable to
the vagariesof political discretion and/or the collectivewill of the polis.

A key problem for constitutionalist arrangementsin sofar asthey might
beapplied globallyisthe United States, sinceit issimultaneously the most
economically central aswel as the most inward-looking of all the major
capitalist countries, reflecting a contradiction between 'subjective’ and
‘objective’ aspectsaof the USpolitical economy. TheUSA, especiallygiven
the record o its unilateralism over the last 20 years, needs, according to
this discourse, to be like Ulysses eschewing the temptationsd the sirens,
'bound to the mast', like other nations.

However, the domestic constitution of the USA itself would be vitiated
by any subordination of the Congressin key areas of economic policy,
reflectingthat what isat stakeisaquestion of sovereigntyintwo senses: the
sovereignty of anation inthe conduct of itspolicy relativeto other nations;
and the sovereignty of the people expressed either directly or indirectly
through voting into power elected representatives who are expected to
fight for the interests of their constituents.

However, the problem goesmuch deeper, sincethevery structure of the
USpolitical economy, and the attitudesof the massdf the politically active
population mean that the US popular consciousnessis ethnocentric and
inward-looking, and the economy partly reflects this in the way that a
country of about 252 million people devours about 60% of the world's
annual consumable resources. In thissense, akey problem for neo-liberal
congtitutionalist strategy (aswel asfor asolution to global environmental
and ecol ogical protlems ) isthelack of internationalization of theUSA ina
broad sense: the issue is not just the need for the USA to forego its
unilateralism.

AsDavid Law has pointed out, the relativedecline o the US economy
will probably have to go further before the USA isforced to accept the
constraints on policy autonomy that other countries have to cope with.™
This lies at the heart of the limits of the G7 as an institutionalized
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directoratefor the world economy, and also setslimitsto the transforma-
tion of itsrolein a more politicallyfocused set of collectivestrategies vis a
vis Soviet reconstruction, Third World issues and environmental
guestions.

Thus, even within the context of the terms of the debate as defined by
Eurocrats and theforcesdf theright (who have made most of the running
in the debates), there are substantial disagreements about the pace and
phasing of, for example, the implementation of the Delors proposals and
theinternal and external impact of EMU and greater European integra-
tion. In consequence, although German unification appears to have
injected political momentum in the processof West European unification,
the problem of thelegitimacy and in somesensethelogicof the processis
till not being addressed fundamentally. Political overload (i.e. avast and
complicated agendafor political |eaders) merely compoundsthisproblem.
Thus it is a savage irony that whilst democratic institutions are being
painfully (re-)constructed in theeast, partly inspired by Western traditions
of liberal democracy, attempts to establish more democratic foundations
for supra-national West European ingtitutions are notable by their
absence.

Germany and the new Europe

Notwithstanding the new importance of the socio-economic laboratory
experiment in Poland, and the political skirmishesover the Oder-Niesse
line and the border with Poland, the most important changes in Europe
outsideadf theformer Soviet Union concern Germany. Thecollapsedf the
German Democratic Republic occurred when East German peoplesimply
voted with their feet and then at the ballot box to terminate the old
communist order and to accept the economic and political de facto
annexation of their nation by West Germany.

Now thereisa new social and political landscapein Europe. Thelong-
term consequence of unificationislikelyto beamoreeconomicallycentral
and more powerful Germany. As a footnhote to this probability, when
compared with Poland, unificationis a case of the extreme application of
(IMFstyle) conditionality: the Economic, Social and Monetary Union of
the two Germanies was premised on the acceptance by East Germany of
not only the currency, but the entire gamut of socio-economic principles
andingtitutions of the West, and, of course, thesocial market economy of
the Federal Republic.

Sofar thecostsdf thisprocesshave been massiveand have continued to
rise, such that they are creating great fiscal strains with little evidence of
positiveresultsintermsof newinvestment and economicgrowthin theeast
of the new Germany. Indeed, OECD economistshave observed privately
that the macro-economicstance of the united Germanies during 1989-91
was very 'un-German'.  The macroeconomic profile of the new Germany
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resembled that of Reaganomicsin the first half of the 1980s. high budget
deficitsand aregimedf tight monetary policy, thusconfoundingtheclaims
of the Bundesbank President Karl-Otto Poehl made in early 1989 that
monetary unificationwasa 'fantastical and phantasmagorical idea’ that he
would never see in his own lifetime, and when he saw it, he called it a
'disaster’. This reflects the subjugiation of the supposedly independent
German central bank tothedictates o the political mastersin Bonn. What
we can expect in economic termsfrom al this, in the short- and medium-
term is that the union will act as a drag on the very impressiveeconomic
performance of the German economy which characterized the 1985-90
period. German economic plannerswill have to work very hard to ensure
that eastern German does not become another Mezzagiorno.

Recent evidence suggeststhat thiswill be very difficult indezd.* There
was a 43 per cent fall in east German industrial production between July
1990 and February 1991 (west German output rose by 8 per cent between
July 1990 and April 1991); arisein east German unemployment (up from
2.81t0 8.6 per cent between late 1989 and May 1991) and short-time (up
from 6.7 to 20.1 per cent in the same period) work in east Germany has
risen very rapidly; the east German GNPfell by 15 per cent between 1989
and 1990, and OECD economists predict a similar decline between 1990
and1991. The Truhandanstalt (the German privatization agency) hasonly
privatized12 per cent of the most viablekombinate; thereisconfusionover
property rights and a backlog of claims. East Germany is now dependent
on fiscal transfers for half of itstotal income. Only in the level of wages
have the two Germaniescometogether: theratio of wagesper employees
in east to west rose from 32 per cent in the second half of 1989, to 73 per
cent at theend of 1990. Theresultsof unification thusfar indicate the size
of the problem involved in transforming a communist planned economy
into a capitalist and competitive one. If the process fails in Germany,
where, one might ask, can it succeed?

In line with the devel opment of the USexternal balance under Reagan,
thefiscal costsof theunification/reconstruction processmeansthat thevast
balance of payments surpluses of the former Federa Republic have now
disappeared and Germany has moved into deficit and will probably
become a substantial net borrower on international capital markets for
sometime. One consequence will beto divert scarcesuppliesdf capital (in
1991 there was a substantial global shortage of capital, partly because of
the re-orientation of Japanese economic expansion in the direction of
domesticgrowth). Thiswill hit hardest the poorer countries, andin Europe
these are on the European periphery, particularly those countries border-
ing the Mediterranean, such as Greece, Portugal and especially Spain,
which was the beneficiary of substantial investments o German capital
during the 1980s.

Thus whilst unification might give a long-term boost to the (west)
German, and perhaps European economy, its effects, like Reaganomics,



STEPHEN GILL 181

will be globally contradictory. For example, Spain may have to raise its
interest rates (or cut costs, including labour costs) to sustain capital
inflows. Similar effectsarelikelyto befeltin other membersof theEC, and
financial conditions may tighten in Europe (As well as world-wide, not-
withstanding monetary easing in the US since 1991, following the end of
the Gulf War, for counter-cyclical reasons, and because of the liquidity
problems in the US financial system). In Britain this has made it more
difficult (especialy since EMS entry) to cut substantially interest rates
during the recession which started in early 1990, worsening its general
effects (unemployment has risen rapidly). This threatens the post-
Thatcher Conservative Party with defeat in the forthcoming UK General
Election.

Again, the conditions which explain these effects relate in part to the
mobility of capital in theintegrated financial markets, many of which are
now offshoremarketsoutsideof formal governmental control. Thesecond
and more specific condition is of course the economic centrality of Ger-
many in Europe. Here then, global as well as regional and German
conditionsinteract to create the macroeconomicenvironment for German
unification, and its wider economic effects. Long-term interest rates rose
by 2 per cent following unification,sothat real ratesof interest in Germany
inmid 1991 wereat about 56 per cent, with short-terminterest rateshigh.
The German current account surpluswhich peaked at 5 per cent of GNPin
1989, became a deficit of 1.5 per cent of GNP in mid-1991. Martin Wolf
summarizesthe changes well:

A year after [unification] a new Germany is coming into view: a fiscally expansionary

Germany, a Germany whose monetary policy isunder pressure and a Germany with a

current account deficit. But most importantly, it isa Germany with a deep and perhaps
enduring division [with the prospect of] an embittered eastern population.2

At a deeper level, German development is crucia for the future of
Europe, not least because of the power of the German economy, the
centrality of the deutschmark in the EMS, and the likely centrality of
German models of macro- and micro-economic management in the new
political and economic configurations of post-1992 Europe. Here the
dimensionsdf past, present and future, integration and disintegration are
particularly apposite aswaysto examinethe dialecticsof the 'Europeaniz-
ation of Germany' and the'Germanization of Europe'. Thelatter refersto
theway that both the German model, asan ideaand asocial practice, and
the actual effectsof Bundesbank monetary disciplinehave configuredthe
socio-economic conditions in neighbouring countries. This includes not
just those in the deutschmark-zone (which includes Austria), but also
France since1983, which hasbeen 'more German than the Bundesbank' in
pursuing monetary and fiscal disciplineand a hard-franc policy. Asthe
above discussion indicates, the macroeconomic aspects of this are in
danger of being undermined because of the costsof German unification.



182 THE SOCIALIST REGISTER 1992

Thiswasfurther underlined in early 1992 when German interest ratesrose
to their highest post-war levels as the Bundesbank attempted to control
domestic inflation and to face off union demands for substantial pay
increases. This meant, of course, further deflationary pressure on high
unemployment countriesin the EEC, such as France and Britain.

At the level o ideology, enthusiasts for modell Deutschland have
characterized West Germany as a dynamic society which combines Jap-
anese growth dynamics, North American-styleinnovation and ingenuity,
Swiss currency stability, Scandinavian living standards and social welfare
provision, aswell astime-honoured German efficiency. They alsoclaim a
new quality, at least as far as German modern history is concerned:
political stahility, avaluewhich its politicianshold obsessively,and which
is underpinned by, and embedded in, the 'social-market' economy.

The historical evaluation of the (west) German model hasinvolved a
shift of its political centre of gravity from social-liberal to conservative-
liberal since the early 1980s. This has gone with a crisisin the old-style
Fordist strategies of accumulation, adiminution of thelevel and extensive-
nessof social welfare provision(at least until unification meant substantial
transfers to the new east German lander). In Ralf Dahrendorf's phrase,
this may herald the 'end of the Socia-Democratic Century' in German
political life, and with it, perhaps, the end of the social democratic
Keynesianstate, a processwhich may be slowed by theshort-term costsof
unification.? Thusin the German case, thecrisisof post-war hegemony has
not gone as far as in Britain, Holland, France and Belgium, but has,
nonetheless, still occurred.

However, the ideology and practice of modell Deutschland, standsin
substantial contrast to the neo-liberal model of Thatcherism, although
there are points of agreement concerning the importance of financial
discipline, market transparency and liberalization, and the emphasis on
global competitiveness. The advocates of this new vision for Germany,
which span the conventional political spectrum, see Germany as the
politico-economic gyroscopefor future socio-economicdevelopment in a
unified Europe. Germany would form not only the crossroads between
East and West (its traditional economic role) but also, and more funda-
mentally, the political and economic, and perhapstheideological centre,
from the Atlantic to the Urals.

The possibility that thisdream might become areality (or a nightmare)
provoked considerable, if sometimes politicaly stifled reaction in other
major European countries, as when Mrs Thatcher's longstanding confi-
dantin the cabinet and ardent Thatcherite, NicolasRidley, wasforced to
resigninJuly 1990after stating that the Germansweretryingto 'take over'
Europe. Widespread distrust of German intentions isstill afeature of the
European landscape, on both sidesof what was the Iron Curtain.

Nevertheless, and partly in responseto this, theindicationsarethat the
mainstream political forces, and perhaps more fundamentally, key ele-
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mentsin German industry and banking, see benefitsin the Europeaniza-
tion and globalization of the German economic position, the latter re-
flected, for example in the trilateral link-up between Deutsche Bank,
Daimler-Benz, Mitsubishi and United Technologies. Similar types
strategy practised by other German companies suggest that, in a similar
way toother giant transnationals headquartered in the USand Japan, only
aglobal strategy and stance isfeasiblefor long-term growth and survival,
and the power of these interests will prevent any substantially inward-
looking mercantilism, or economic nationalism, on the part of the new
German state.

German |leaders have seemed much lessconcerned with direct political
hegemony or indeed, international political visibility, particularly in the
wake of gaining acceptance from the aliesfor unification (the German
government has generaly allowed the French to make the running on
economic and political union in the EC —in the form of Jacques Delors—
and its reaction was muted to the Gulf War and to the putting down of
rebellionsinthe Baltic Republicsby Gorbachev). Germany extended huge
creditsto the USSR, despite thefact that the Soviet Government had not
ratified the 4 + 2 agreement and as of April 1991 still had over 300,000
troops in east Germany (many of whom wish to stay there because they
could not hopeto haveacomparabl e standard of livingwhenthey returned
home).

At the pan-European level, mgjor German electronics firms such as
Siemens have led the way in helping to forge pan-European strategies of
restructuring and co-operation in research and development (as with the
EC’s EUREKA programme). Germany isof course the key playerin the
negotiations over economic and political union and is making most of the
running in sketching the details for the proposed European System of
Central Banks.

Both of these typesaf evidencesuggest a Europeanizationd Germany,
aswell asthe spread of German methodsand policiesthroughout Europe.
Germany's state-supported key economic power bloc (based in machine
production, electro- and production technol ogy and other basicindustries,
aong with itslarge banks) is pursuing international strategies which are
geared towardsimproving the competitive position of German producers
in high-technol ogystrategicindustries, inthe context of amacro-economic
regimed monetary disciplineand fisca expansion; and a micro-economic
policy which fuses supply-side policies with corporatism at the firm,
industry and national levels. In this context, the Kohl leadership has
sustained many elementsof continuity in the German political economy,
and has harnessed them to the widely-based support for qualitative
modernization and organizational innovation. This has occurred in the
context of an economy whichishost to asmall number of large, efficient,
profitable and innovative transnational corporations, and a gaaxy o
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smaller satellite producers. Thisgeneratesan impressivelevel of product-
ive power: it is something that the so-called 'vanguard' states of central
Europe, to say nothing of somedf the membersd the EC, canonly dream
about.

Post-Fordist modernization and the social market economy are being
increasingly characterized by both the centralization and the transna-
tionalization of German capital. Thisis, of course, also true of French,
Italian and British capital, thelatter of which hasalong history of thistype
of strategy. German strategy isbeing extended into eastern Germany, and
some of the former regime's kombinate are being absorbed into the
process, albeit with limited successso far. I n businessterminology thisisa
synthesis between economic synergy and political strategy: transnational
aliancesare designed to help guarantee accessto economic opportunities
overseas, particularly North American and East Asian markets (and
capital), and the global posture means that Germany cannot be con-
strained within the confines of the EC nor shackled too directly in a
Franco-German entente. German strategy is, in other words, a new path
towards advancing German corporate, and national interests, in a global
context. If it choosesto forge an aliancewith the globalist perspective of
theinterests of the City of London and thelargest UK transnationals, and
indeed the UK government, Germany can obviate any Euro-mercantilist
tendencies (coming from within the European Commission bureaucrats
and possibly the French government), and prevent the emergence of a
fortress Europe. This idea perhaps lies partly behind the emerging rap-
prochement between Germany and the UK in the EEC, with several key
membersof Prime Minister Magjor's cabinet singing the praisesof aspects
of the German model (this move also has the virtue of outflanking the
Labour Party before the 1992 General Election: Labour hasmovedin the
direction of praising the social market economy and the virtues of mone-
tary disciplineand central bank independence).

The EEC, theWest and the Eastern Question: economic strategy and
foreign policy

Whatever the pace of the attempted reforms in eastern and Central
Europe, and now in Russia and the Commonwealth o Independent
States, under a programme of what can only be called 'disciplinary neo-
liberalism' (i.e. a modified version of the medicine applied during the
1980s in some Latin American countries under | M F conditionality), the
social transformations involved are such that, following Braudel, we
should expect their efforts to be contradictory, and to transform only
dowly the embedded social structuresto create the conditionsfor a truly
market capitalist society. German unification and the costs of the Gulf
War, plus changes in the rules governing the allocation of international
finance under the auspicesof the Bank for International Settlements(in
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effect downgrading the credit ratings of developing and east European
countries) all suggest that the processwill bedow and tortuous, if indeed it
succeeds at all.® The Russian reform programme was beginning to meet
fierceinternal resistanceby February 1992, and the hungry areincreasingly
in astate of bewildered revolt at the massive price increasesand elimina-
tion of subsidies which had once provided some degree of economic
security.

Moreover, whereas Poland's Solidarity government appeared at one
point to have had the degree of legitimacy to provide the political pre-
conditions to absorb the necessary social dislocations and restructuring
involved in preparing the economy for its subjugation to the power of
capital, this has dways appeared much less the case for both the in-
creasingly authoritarian leadership of the USSR, and the Russian govern-
ment under Boris Y eltsin. Moreover, both the Soviet and now Russian
governments have been internally divided on the direction of change and
its purpose.

In January of 1991, Gorbachev was suspected by many in the West of
being on the verge o mental breakdown, and himsdf proposed the
suspension of glasnost and press censorship was renewed. However, the
Union was racked by centrifugal tendencies which the iron fist cannot
contain. In this sense, from a longer-term world order viewpoint, the
collapse of the USSR poses substantial problems, given the fact that the
Republics seem determined to go their own way politicaly (e.g. the
struggle between Ukraine and Russia over the control of the Black Sea
fleet). Only under stable political conditions will the former USSR (or
indeed any of itsRepublics) attract thelevelsof investment and technol ogy
they need from the rest o the world, or repay its debts to the rest of the
world: thesearelarge, especiallyto Germany. The Sovietleadershipwere,
until their removal, attempting to cope with three major problems, on a
scale probably never faced by any previousempirein history: substantially
transforming and reconstructing the economy, re-ordering the political
and constitutional structure, and retreating from dominance andcontrol
over avadt territory.

As| argued in an earlier version of thisessay, a controlled break up of
the USSR into its constituent republics and territories (either through
formal sovereignty or el sethrough substantial decentralization of powerin
aloose confederation) would open it up to the deeper penetration of the
power of capital, sinceit would createnew boundaries and thusterritoriesl
populations competing to attract suppliesdf international capital. That is,
of course, dwaysassuming that thisoccurred under stable political condi-
tions. By mid-1991 there were aready many indications that this was
aready happening, that iswell in advancedf thefailed coup. For example,
the Ukraine government was actively discussing the introduction of a
separate Ukrainian currency, and discussions were taking place concern-
ing thedivisionaof powersbetween the centre and the republicsconcerning
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powers of taxation and other economic questions. The speed of these
discussions accelerated in the first hadf of 1991, partly because of the
collapsein Soviet economic activity (with massivefood shortages, plung-
ing oil production and vanishing foreign exchange reserves) and partly
because of the need to appear to have solved the internal political and
congtitutional questions of the USSR before Gorbachev's attendance at
the G7 summit in London in July 15-17,1991."

However, capitalists are unlikely to plan long-term investments in any
substantial measure whilst there are continued fears o civil war through-
out the CIS, and if the climate for investment is too politically or
economically uncertain. One might tentatively conclude, therefore, that at
best the post-Soviet future looks bl eak, with substantial adjustment falling
on the weakest members of society if the IMF/World Bank/Yavlitsky
formulae are implemented in one form or another, with no guarantee of
success. At worst, the post-Soviet political future seems to be one of
growing contradictions and deepening crisis, especialy since the West,
particularly the USA, seemsreluctant to providethe quantity and quality
of assistancerequired to managethetransition to capitalismin an effective
way, ‘from Ottoman-style superpower to functioning market economy’.
The USA, for example, was consistent in itsopposition to aswift entry of
the USSR into the M F and World Bank, whereasthe EEC wasin favour
of this. Now that the USSR has collapsed, the USA hasagreed to process
Russia's application quickly in 1992. Both the US and EEC are aware,
however, that it will be very difficult to eradicate 70 years of Soviet
Communismwithout substantial internal political struggle: acontinuation
o the present i npasse isthusfar from being an unlikely possibility.

The consensus view which crystallizedin the West in 1990-91 concern-
ing Soviet economic and political reform wasthat the best help that could
be offered was in the form of expertise and knowledge. In the words of
David Mulford the US Under-Secretary of Treasury for International
Monetary Affairs, the USSR would have access to 'thousands of man-
hours' of western, especially US expertise. These experts, we can besure,
will seek to develop ingtitutions and initiatives which will involve the
application and extension of what | have earlier termed 'disciplinary neo-
liberalism', along the linesinvolved in the social restructuring of Poland.
Thisis strategy at its highest level, in ways which are reminiscent of the
post-war reconstruction of Western Europeand JapanintheMarshall Plan
days. What we have at work here is the coming together of a range of
institutions and what Gramsci calls 'organic intellectuals' concerned not
just with minor economic reforms or adjustments, but with the politica
management of a socio-economic transformation, not just of a minor
central European country, but with a magjor country, a post-war super-
power. Asthe situation in the CIS has become increasingly tense in the
winter of 1991-92, there has been much more effort at compensatory and
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humanitarian suppliesdf capital and goods, especially food, although on
overal termsthe combined initiativesseem to fall very short of anything
which could be compared to the Marshall Plan, and appear to have been
coordinated badly. Indeed, despite thefact that Y eltsin's Russian govern-
ment has been over-suppliedwith economic gurusfrom not only Bonn and
London, but also Harvard and Santiago, the execution of thefirst stagein
Russids efforts to create afunctioning market capitalism has been politi-
cally and economically inept (the | M F now hasan officein Moscow).

Again the blueprints for both Poland and the Soviet Union have
elements of the 'new congtitutionalism' stamped upon them, with some
compensatory liberal elementsin theform of transitional financingto help
ensure the political survival of the Russian state, which is of course
necessary for thestrategy to have any change of working, sincethe costsof
adjustment will continue to be tremendous and will generate further
political unrest.

Assuming that the post-Soviet CISis able to sustain itself politicallyin
thistransition we can expect to see, perhapsin 20yearsthe emergence of a
more confederal political structure, and the risein inter-republic competi-
tion to attract overseassuppliesdf capital. Thusthechangesin theformer
Soviet Union will further extend and deepen the power of capital on a
worldscale, in sofar asoneaspect of thispowerinvolvesthedivisionof the
globeinto rival political sovereignties, and another isthe spread of market
relations and the monetization and commodification of everyday life.
Finally, what the plansfor the Soviet Union appear toillustrate isthat the
USA iscrucia to any major international initiative, especially since both
the IMF and EEC were charged with developing plans after the 1990
Houston Summit, and Germany had by far the biggest stake in political
and economic stability in the USSR: the Sovietswere massivelyin debt to
the Germans. The USplans, devel oped with the agreement of Gorbachev,
were designed initially to preempt the IMF and EEC initiatives.

Thisargument isreinforced by other developmentsrelating to strategic
realignments and military planning in the wake of the Gulf War. At a
moment of deep internal crisisfor the Soviet Union, wesaw the useof US
and alied military power in Third World contextsand the devel opment of
new concepts to reconstruct and to redevelop NATO. A key recent
example is the creation of a smaller, harder and more mobile European
flank of NATO and a Euro-counterpart to the US Rapid Deployment
capacity seen at work in the1991 Gulf War (which might beused not justin
Y ugoslavia, but perhapsin North and West Africaand the MiddleEast: it
isnosurprise that the UK, given itsexperiencein the war against I rag and
earlierintheFalklands/Malvinas War, wasput in chargeof the EDXRF).™ In
addition, the Gulf War retarded the momentum towards a more unified
foreign and security policy for the EEC, and with it dowed down the
impetus towards Economic and Political Union. The USA andthe UK are
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closely aligned on the necessity of makingsecurity policy in atransatlantic
frame dof reference. The Gulf War once again dramatized the political and
military limitsto Japaneseleadership in global politics. All this meant that
Germany and Japan appeared to have little choice (along with the Saudis
and the Kuwaitis) but to finance the US (and coalition) war effort.

Sincethe primary public rationale for USglobalism since 1945, i.e. the
containment of and struggle against (Soviet) communism is how being
eroded, then we must conclude that the other key (and historically more
frequent deployed) purpose of US military power, policing the Third
World, is now more important than ever before. This aspect of US
globalismiscrucial toreviewingtheimplicationsof recent developments: a
renewed capacity for intervention seems to be central to containing the
‘adverse’ political repercussions of the deepening of marketization and
monetization and associated trends of capitalism (as well as problems
attendant on the transition towards capitalism in former-communist
states). More specifically, it isan added means to negotiate the contradic-
tionsin Third World countries' development which the debt decade has
brought into profileduring the1980sand early 1990s(andissupplemented
by plansadvocatingthe prohibition of certain armsexportsto Third World
countries). In the Third World thisseemsto offer a parallel mechanismto
the efforts of the IMF/World Bank to encourage state-building and
marketization. In eastern and central Europeit can be seen asreinforcing
demands that the political transitions involve political pluralism aong
liberal-democratic lines, aswell asmarketization ¢ la Polanyi’s arguments
onthecreation of amarket society in nineteenth century Britain (where of
course, the democratic element was notable by its absence, and palitical
revolution had not occurred).”

Thus the new politico-military configurations and initiatives might be
seen as central to the reproduction of a (disciplinary) neo-liberal order.
The neo-libera state is concerned to police not only markets but aso
populations more generally. Here it isworth noting the tremendousrally
whichtook placeintheglobal stock marketswhenit becameclear that the
USA was prevailingin the Gulf War: a USvictory waswidely interpreted
asboosting confidencesinceit was performing itsroleasaglobal enforcer
and guarantor of private property rights, as wel as stabilizing the oil
markets through the use of the Strategic Petroleum Reserve.

Seen from a more national viewpoint, the US government is keen to
sustain its primacy vis a visitsallies. The military advantagesit has partly
enable the US government to offset US relative economic decline and
sustain US political primacy. G7 proposals to strengthen the military
capacitiesdf the United Nations, the introduction of economicissuesinto
theremit of the UN Security Council and military-securityissuesinto both
the G7Headsand G7 Deputies(central bankersand Ministersof Finance)
forums might be a means for the USA both to internationalize and
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institutionalize the'tributary' arrangementsof paymentsfrom other coun-
trieswhich paid for USexpenditure in the Gulf War (the latter organized
by G7 deputies). Thiscouldinvolveamore permanent systemaf global tax
collection to pay for the 'international publicgood' of collectivesecurity.
Much more thinking on this and related security questions needsto be
doneby International Relationsscholars, andinthislightthefinancia and
broader macroeconomic constraints surrounding the financing of US
military expenditures and expansion are crucial.

To conclude, European debates on future security arrangements and a
possible shared foreign policy are likely to be sharpened then, because as
yet thereisvery little to suggest that the USleadership isfully consciousof
the need to reconstruct a more co-operative, consensual and co-ordinated
form of international leadership, at least with its key alliesin Western
Europeand Japan. TheU Sseemsdetermined to useitsvast military power
tosustainitsglobal primacy, and showsawillingnessto attempt to extract
resources in the form of tribute from its allies and clients to pay for it.
Given the domestic inhibitionsin Japan, limiting the scope andextension
of the Sdf Defence Forces, Japan is perhapsthe most vulnerable target for
this type of ‘tributary’ strategy.

II1. Conclusion: LimitsTo, and Prospects For, European Hegemony

All these considerations suggest that the possibilities of European
hegemony, assomething which could supplant USdominanceintheglobal
political economy, arelimited. Thiswould perhapseven be morethecaseif
the European Community were enlarged in the next century (with the
addition of Austria, Sweden, Switzerland, and possibly Hungary and
Czechoslovakia). Part of the reason for this is the narrow, economistic
visononwhich theinitiativesare generaly based, thelack of congruence
between political and economic aspectsdf theintegration process, and the
distinct lack of any clearly mobilized popular support for anything approx-
imating thistype df visionon the part of European peoples. In thissense,
the EC initiativesare being forged against the grain of history, if we take
this to involve democratization and the control of market forces by the
state and society in post-war western Europe.

At the regional level, what this will mean for the contours of the
emerging Europeis, of course, far from certain, although weare currently
witnessingsubstantial momentum in the processaof European unification.
Nevertheless, integration, eveninitscurrentform, hasalongway togoina
number of areas, particularly in the formation o a common defence
identity and policy, and moregenerally acommonforeign policy (the Gulf
War hasrevealed substantial divisionshere, for example between German
reluctance, British pro-Americanism and traditiona French
independence).
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Progressin economic and monetary unioniscontinuing, and isproceed-
ing more rapidly than most commentatorscould have imagined even two
years ago, initially accelerated by German unification (and perhaps now
being dowed asthe costsof unification comeinto focus), developmentsin
eastern and central Europe, by growing American protectionism, and the
acutesensitivity to theJapanese challenge. However, becauseof theforces
o transnationalization and globalization, and because of the heavy de-
pendenceof nearly all the European economiesoninternational tradeand
increasingly, international production, it seems unlikely that we will see
fortress Europe in the future, although the EC’s growing economic
integration will alow it to develop more countervailing bargaining power
relative to the US and Japan (e.g. the recent deadlock in GATT negotia-
tions between the EC and the US, which in part reflected the budgetary
and socia impassein the EC caused by the Common Agricultural Policy,
aswell as competitive differencesover services, intellectua property and
government procurement regulations)."

More fundamentally, and this perhaps is the crux of the problem in
termsof further integration in the EC, we are muchfurther away from the
development of both a common European identity and a set of political
ingtitutions which can gain democratic legitimacy and the capacity to
mobilize substantially the European peoples. This constraint operates
more powerfully than the pull of the German model, the push of French
politicalinitiatives, or theshall-we, shall-we-not hesitationsand misgivings
of the British (reflected, for examplein the lament of the Prince of Wales
that the comingof the Channel Tunnel would hasten the destruction of the
'island identity' and cultural separatenessof Britain). In other words, the
level of pan-European political devel opment, alongwith anintegrated and
independent military-strategic apparatus is till far from complete. In-
deed, it might be said that Europeisstill, to usethetitle of the anthology
edited by the Swiss philosopher Denis de Rougemont, in many respects
simply the'idea of Europe.” Itisgtill far from beingacompleted economic
and political redlity.

What Hegel once called the 'ruined fortress and the 'diadectical
crossroadsof mankind', modern Europe asan integrated entity isperhaps
till more an entity of themind, of theideal realm: aset of ideas, proposals
and arguments perhaps rooted in Judeo-Christian and Graco Roman
myth, at least when compared with its major economic and perhaps
political rivals, the US (200 yearsof political development) and Japan (at
least 1200 years). In this sense, Europe, in the form of the EC, has the
potential to become a rival to the US, if it could be understood as
something more coherent and integral. Inverting Hegel, and applying
Marx, wemight suggestthat material pressures, and especiallycompetitive
struggles involving transnational capital, and those embodied in the
European security problematic, arelikelyto bethe motor forceswhichwill
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create the conditions for the dream one day to become a readlity. In this
sense, perhapsthe next catalyst for adeepening of this processadf integra-
tion will be the political dynamicsand conflicts caused by the disintegra-
tion of the USSR.

This does not mean, then, that the twenty-first century will be the
'‘European century'. There are smply no clear rivals to supplant US
primacy, which involves integral capabilities in the economic, military,
political, and in some senses cultural fields. Yet thisisto think of global
hegemony in terms of the primacy of one state, or collection of federated
states, relativeto others. What isa more fundamental issueiswhether the
global order hasa hegemonic quality, in the sense used by Gramsci. This
means that we need to think through the implicationsof asystemwhichis
gravitating towards something akin to one in which the pure logic of
capital, operating on an increasingly global basis, isatomizing pre-existing
social and political arrangements, and commoditizing and reifying ever
wider spheresof social life, from health careto publicservice broadcasting
to amateur sports.

One implication is to make the 'game' of socio-economic life, to use
Susan Strange's metaphors, resemble either snakes and ladders or rou-
lette, where effort bears little relationship to reward, and where the time
horizons of the system become shorter and shorter. At the heart of the
problem isthe way in which thesocial basisof political participation inthe
emerging world order system appears to be narrowing, largely because of
the tendency for the purelogic of capitalist market relations to intensify
social inequality and to empower the strong at the expense of the weak,
vulnerable or disorganized. This problem takes on added importance
because of the pacedf organizational and technol ogical change driven by
the intensification of competitive pressures. Such pressures force com-
panies and governments to cut costs (including the costs to business
stemming from heath and safety, environmental and other forms of
regulation and taxation). Governments, firms and workers now in-
creasingly compete to attract scarce suppliesdf capital from their rivalsin
other localities, regions, and countries. A harsher, perhapslessdemocratic
and legitimate order seems to be emerging, with a reconcentration of
power in favour of large-scale capital.

At the popular level, failing substantial counter-hegemonic mobiliza-
tion involving local, national and transnational efforts, we can expect an
acceleration towardsthe re-institution of the self-regulating market, and
thefurther restriction of the historical tendency towardsgreater democra-
tization. If the 1992 programme isan indicator, any European super-state
which might emerge, will probably in practicebemorelikealarger version
of the nineteenth-century liberal states, with their limited franchise and
dominance by the aristocracy and the bourgeoisie. Thisisto say that the
form of state, and its relationship to civil society, according to the Euro-
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integrationist path, will be lessbased upon a politicsd inclusion, welfare
and corporatism, and increasingly on the logic of the self-regulating
market. Instead of socialism, the workersdf the future Europe are to be
persuaded to aspireto the German social market model, astheir Panglos-
sian best of al possiblein the best of al possibleworlds. This, as noted,
goesagainst thegrain of history, and standsin contradiction tothere-birth
of democracy in eastern and central Europe. In thissensethe new 'Europe
1992' will probably be less'hegemonic' than the more politically divided
Europe of the 1950s and 1960s. The embedded liberalism and social
hegemony of the transatlantic economic system which flourished after
1945 has, it would seem, begun to disappear, to be replaced by aform of
disciplinary neo-liberalism, particularly dramatic in its effects in the
poorer countriesof the world.

The economic logic of neo-liberalism can be queried even in its own
terms. Indeed, it iseconomically contradictory. Thisisespeciallyso given
the deflationary thrust of neo-liberalism now being applied in the context
of the deepest global recessionsince the 1930s. Many commentatorshave
noted that severa parts of the world are enduring economic depression,
e.g. Latin America (for about the last 10 years), most of Africa (for
perhaps15years) and eastern and central Europeand the Cl S(sinceabout
1987). This points to what Keynesians cdl a massive drop in aggregate
global demand, and what Marxists call a realization problem for the
further accumulation of capital. Moreover, the international financia
system, both as cause and effect of globalization, isfragile and isonly as
strong asitsweakest link, asthe recent panic over the collapse of Drexell
Burnham L ambert revealed. Of course, thereisgreater internationaliza-
tion of policy and corresponding support networks between central banks
than was the case at the time of the Wall Street Crash of 1929 which
precipitated the Great Depression of the 1930s.

Nevertheless, aglobal financia collapsein the 1990sisby no meansan
impossibility, and one would need to be a Candideto be optimistic about
the global economic outlook for the next few years. Following Polanyi's
analysisdf the 1930s, global liberalization and recession/depression were
the immediate conjecture for the remobilization of state and society
against the logic of the self-regulating market. The repercussionsin this
period, it will be remembered, involved not only attemptsto deal withthe
crisis through Keynesian policies (as in the New Deal), but also the
imposition of neo-orthodoxies of sound money as well as Fascism and
Nazism (phenomena which are beginning to resurface in a substantial
manner in Germany and France). This problem would seem to be espe-
cidly acutein east and central Europe and in partsof the CIS. Polanyi's
‘double movement' may well recur in the very different conditions of the
1990s, that iswhenthereisapartial, though undevel oped internationaliza-
tion of authority, and a set of globalizingand homogenizing economic
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forces, which are much more deep seated and integral to contemporary
capitalism than was the case in the previousera o widespread interna-
tionalization of capital in the late nineteenth and early twentieth century.
The qualitative transformation this has brought will also mean changesin
the terrain of political struggle to contain the worst excesses of these
forces, and to democratize their power.

Reflecting outmoded concepts concerning the nature of the contempo-
rary world order, it further seemsthat the leaders of United States have
decided that the form of hegemony preferred is less Gramscian (i.e.
consensual, legitimate) and more narrowly Realist (i.e. based upon domi-
nance and supremacy, and US power relative to that of other states and
socio-economic systems, e.g. Japan, Iraq, the challenge of Islam).
Whether thiscan be the foundation for astable, let alone morelegitimate
and authoritative world order is, in my view, rather doubtful. Given the
collapse of the USSR, the EC may have no aternative but to develop its
own military capabilities, independent foreign policy and economic de-
fences to offset the dominance o the US in the security and economic
structures by acceleratingitsunity,faute demieux. Japan, in the absence of
creative imagination on the part of its political leaders and the lack of
substantial democratization, may be destined to remain very much a
second-level political power, despite its formidable economic prowess, a
prowessincreasingly based upon workingitspopulation into theground, as
the working week gets longer, and the level of knowledge and labour
intensificationin the vanguard production facilitiescontinues to rise. The
failure to think globally on the part of the Japanese ruling classes means
that the schizophrenia of Japan's relationship with the USA seems set to
continuefor theforeseeable future. Japan may, in due course, givensome
of the domestic changes just mentioned, try to offset the lop-sided
dependence on the US through strategies of economic and politica
diversification.

The EC will also seek to undertake similar strategies of diversification,
to hedge against the political risks of too great a dependence on the
vagariesaf Washingtonpolicy, especiallygiven the hostility towardsJapan
and the growing tendency to scapegoat foreignersfor the economicills of
the US. Thesepossibilities, however, do not suggest arenewal of inter-bloc
or inter-imperia rivalries, since neither the EC nor Japan would seek to
provoke the US. Rather, they open up new potential for counter-
hegemonic and progressiveforces to begin to make transnational links,
and thereby to insert themselvesin a more differentiated, multi-lateral
world order. Thiswould beaway to advancethe processof thedemocratiz-
ation of an emerging global civil society and system of international
political authority, currently monopolized by the forces of transnational
capital, the governments of the major states, and supervised by the
Bretton Woodsinstitutions and the military alliancesof the West.
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