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It was a dark and stormy night. A ship was steaming laboriously
through mountainous seas whipped by gale-force winds. Suddenly there
1$ a terrific exploston amidships. All the lights go out.” Whatever the
cause, it has wrecked the power system. On board there is panic. People
rush about in all directions, shouting and screaming and bumping into
one another. Everyone is trying to get to the lifeboats. The deck begins
slowly to tilt to one side. The explosion must have torn a hole in the
side. Panic gets worse. Some of the lifeboats, clumsily handled, get stuck
in the davits. Some capsize in the heavy seas. Only three get safely away
before the ship, with one last shuddering lurch, sinks beneath the
stormy water. This is the story of what happened to the people in the
three lucky lifeboats.

In one of the lifeboats, there is a group of people who, g accident,
all followed Martin, one of the ship’s officers. He kept m:m head m:m
took charge of the launching, helped by three of the crew, Mike, Jack
and Terry. Among the handful of passengers with them are two lovers,
John and June; and a mother, Meg, and her children, Ken and Rosy.

For three. days and nights, blown by the storm, they have a fearful
journey. For some reason the radic won’t work. They have no idea
where in the wide ocean they are. Water’s getting short when, well into
the third night adrift, they hear breakers. Miraculously escaping the
reef, they land exhausted on a beach, and m: fall asleep on the sand,
rmEuu\ to be alive.

In the morning, they explore the shore of their desert im:a They
find fresh water, coconut palms and fish in the lagoon. Martin, still in
charge, sees that the lifeboat is safely pulled up the beach and organizes
the building of a rough shelter. After some days Martin gets everyone

~ together one evening and tells them he has been exploring the hills

behind. He says he has seen tracks that look human. ‘Friends,” he says;
‘we may be in danger. We must cut down some trees and build a
stockade. We must fashion some spears, organize a watch and send out
some patrols.’

There’s a bit of discussion. about that. John and June, happy in a
lovers” idyll, don’t much want to work on the stockade. They have other
ideas. Meg would rather hunt for fruit and nuts and start a garden for
vegetables. But the crew are used to Ewmdm orders from Martin and their
agreement carries his plans. Gradually, the little group get used to doing
as they're told. .

Meanwhile, the second lifeboat to get away from the ship also reaches
the island — but lands in another part. They do not meet. So far as each
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group knows, they are the only survivors. This boat has a very different
group aboard. It’s a bunch of young students, led by Jerry, a bit older
than the rest. It’s he who got them rogether, organized the launch and
managed to get the lifeboat safely away. As it happened, there were no
officers or crew in the boat — and no professors either. In the three days
and nights at sea they are being blown about, as ignorant as the first
group about where they are. They talk endlessly, as students will, about
their predicament and what they’ll do if they ever find land.
Idealistically, they agree with Jerry that it would be a great idea to
organize a commune. To each according to their needs, from each
according to their ability. Equality in taking decisions; the same rules
for everybody.

When they wake on the beach that first morning ashore, they set
happily to work gathering coconuts and fishing in the lagoon. After a
few days, the first problems start to arise. Two lovers, Bob and Betty
— just like John and June in the first lifeboat — are apt to wander away
from their allotted jobs and go off together hand-in-hand into the
woods. The others feel they are slacking. Then there are other long
arguments about who is to fish and who is to work on the coconuts and
the shelter. Joe, a practical fellow who brought along a toolbox, claims
he ought to get extra rations or extra free time because, with his saw
and axe, he can do as much in an hour as the others in a Wweek. Amos
is big and hefty and likes to work. Should he be rewarded? Meanwhile,
the camp site not only has no stockade, it has no latrines. No one wants
that particular job, so it begins to get a bit squalid and smelly. But
everyone still believes the commune is a good idea. ,

The people in the third lifeboat land on yet another part of the same
island. They too think they are the only survivors. This time the group
includes some old people and many more mothers and children, as well
as members of the crew. These include some of the ship’s cooks, Jack
the head steward, and the ship’s purser, a silent, tough character who
says ‘Call me Mac’. But, at first, with this group, there is.no one who
takes charge. Everyone cracks their own coconuts and catches and
cooks their own fish.

After some days, the mothers are complaining that a diet of coconuts
upsets the kids’ stomachs but they can’t leave them to go fishing. The
older people sit around looking lost and miserable. No one’s building
a shelter, let alone latrines. Then Jack has a suggestion. Instead of the
bartering of fish for coconuts that’s growing up, why not use the bag
of nails that somehow was found among the lifeboat’s stores as money?

To start with everyone will be given an equal share of nails and they can -

be used to buy or sell fish, coconuts, fruit and personal services, like
hut-building or mending clothes. To make life easier until rescue comes,
he suggests, everyone ought to contribute two nails a week to Mac who

will act as guard and take care of security and sanitation, and one nail a
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week to old Uncle Tod, who’s lame and not too well bur offers w
organize a sort of school for the kids so the mothers can fish or hunt.

The market starts out well, though some problems do arise. The price
of fish in nails is so good, everyone wants to go fishing. But how to
decide wheo uses the lifeboat? A bargain about who has first claim, when
and for how long, has to be negotiated among them. The diet of grilled

“fish and coconuts begins to pall. It would be good to grow some crops,

but how can the growing period be financed? Someone kills a wild goat.
Should it be divided equally or sold to the highest bidder? Aunt Jane
falls ill. Who’s to look after her? How are these collective decisions
going to be raken? But at least the group is sheltered and fed, and even
the old people believe that, though rescue may be slow to come, they’ll
be able to manage.

The next part of the story is about what might happen if, and when,
the three groups find out that they’re not, after all, the sole survivors
from the sinking ship. This is where the reader joins in, and the desert-
island stories become an allegory of political economy. We have three
groups, each dominated by a different social value. Martin’s group gives
priority to order and security; it is. a fortress society, Jerry’s group of
students gives priority to justice and equality; it is trying hard to work
as a community. Jack’s group gives priority to wealth, to efficiency in
production; it is a market society. ‘Ah, I see, says the sophisticated
reader at this point, ‘you are setting up three competing models. The
fortress society is a realist model; the commune is an idealist model and
the market society is an economic model. The economists would find
that most familiar. Students of politics would recognize the realist
mode! and the sociologists would be more familiar with the idealist
model.” In simpler terms, you might say that the three represented the
nationalist, the socialist and the liberal approaches to the authority--
market relationship that is at the heart of political economy.

Hrmnm are two games, both quite instructive, that we can play at this
point. One is to ask people what they think will happen when the
groups encounter each other. How will each group react to the others?
How, you ask, would they carry on and finish the story — always

-assuming that it really is a conventional desert island and that it’s some

time before the castaways are ‘rescued’? That game can tell you
something about other people’s perceptions of reality, of their own
experience of the real world, their particular interpretation of history
and human nature. You will find, I think, that not everyone agrees
about what is most probable. :

They will do so even less if you play a different game and ask, not
To% people think the story really would end, but how they would like
it to end. Honestly played, that should tell you something about their
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normative preferences, their aspirations, their idea of what constitutes
a ‘happy ending’. People do in fact attach different values to order and
security, to wealth and to social harmony and the search for a just
society.

Let me suggest a few alternative scenarios. One is that, as Martin’s
fortress group has put security first and organized itself for defence
against a real or imagined enemy, so it is their patrols that first find out
about the others. “We can’t afford to let Jack’s lot get too rich, and we
can’t risk the mothers and the lovers slipping away to join the students’,
says Martin, ‘we have to act first.” Catching both unprepared, Martin
issues an ultimatum; ‘Join us, or else ...". From then on the story
depends on whether either or both give in and accept the military
authority, or whether either or both resist, even to the point of fighting
if necessary. The story can also take different turns according to
whether, after the takeover, the other two groups are treated
magnanimously as equals, albeit in an authoritarian but secure and
orderly society, or whether the victors are corrupted by power and treat
the others as servants or exploit them as ‘colonies”.

A different scenario starts with the students one day hunting wild
poats. Venturing far from the camp, they accidentally catch sight of
Martin’s stockade. They figure out what they think is going on and
decide they had better prepare for the worst. Freedom and equality have
to be compromised. Socialism has to wait. Once organized, though,
they are strong enough to issue their ultimatum: be liberated or we
atrack.

Yet another scenario lets one of the market group accidentally make
the same discovery that they are not alone on the island. A meeting is
called and, reluctant to lose their evidently higher style of living, they
decide to double their ‘security tax’, appointing Mac to organize an
army of paid volunteers. This team plans and carries out a surprise
night attack on Martin’s stockade when the watchman is asleep. So,
this scenario it is they who liberate the group from Martin’s iron rule,
at once increasing the size of the market and the opportunities for
specialization in the division of labour. Easier still would be a second
takeover of the commune, increasingly squalid and ideclogically divided
among themselves.

All three scenarios contemplaie the possibility of violence, even
among people who — literally - were once in the same boat. Is thar
realistic, or pessimistic? Is a _unmnnmcm co-existence among the three
groups a possibility? And if so, in this miniature society of states, do the
leaders begin to play a primitive game of diplomacy — making
alliances, and perhaps subsequently breaking them - with one or the
other group? Will they make promises of mutual defence? Will they go
in for discriminatory an::mv

One obvious lesson is that different societies, " in .ordering their
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{where A = authority, M = market)
Figure A Vazlue preferences of three lifeboats (where § = security, W = weaith,
} = justice and F = freedom two choose

political economy, will give different values pricrity over others. One,
perceiving an external threat and/or under militaristc authority, will
put security before the creation 0m wealth and will give a low priority
to freedom for individuals or opposition groups. Even democratic states
at war restrict the citizen’s freedom in all sorts of ways. We can repre-
sent this crudely in Figure 1 as Model A. It also follows that, in the see-
saw nexus between authority and market, market will tend to rake the
lower position,

Another society will value the creation of wealth above security and
freedom (using a broad definition that includes economic freedom from
the pinch of poverty and want). In Model B we see the see-saw tipped
the opposite way, with the state (or other authority) interfering as little
as possible with market forces. The use of money in this model enhances
wealth through the division 6f Jabour and has in it the seed of a financial
power structure through the creation and use of credit.

In yet another (as in the students’ commune where freedom and
justice for the individual are given joint priority) both market and
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authority are shrunk in importance and more evenly balanced, and the
pursuit of security and wealth are given secondary importance. 1 have
represented this equally crudely in Model C.

In an international economy in which authority is diffused and not
centralized, and in which power is unequally distribured among states,
the dominance of a state basing its political economy on any one of the
three models naturally will, if it is able, try to bias the global political
economy towards the same pattern. Capabilities, in military power in
pursuit of security, in production power in pursuit of wealth, in the
ability to appeal for the compliance of others on the basis of ideas and
beliefs, will affect outcomes. But, the tales are trying to say, the judge-
ment of outcomes, as of goals, is a subjective matter. Theories of inter-
national political economy are rooted in personal preferences,
prejudices and experience. It is all up to the reader. My stories are like
Lego, the little Danish-made building blocks thar fit together in endless
variation to make whatever you will. Like toys, you can learn something
from them even if you do not take them very seriously.

Part |

The Study of International Political Economy
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This is not a conventional textbook. Students are often given books to
read which tell them what they are supposed to know, or else what they
are supposed to think. This is not like that. It 1s going to suggest to you
a way to think about the politics of the world economy, leaving it to you
to choose what to think. It will leave you free to be an arch conservative
or a radical Marxis, to think about the world problems from a strictly
pationalist point of view or, more broadly, as a citizen of the world.
You can be a free trader or a protectionist. You can favour monpetarist
discipline or Keynesian pump-priming. You can even decide that
technological change is going too fast and needs to be slowed down
because ‘small is beautiful’, or you can look forward to a brave new
world in which technology can actually help solve some of the endemic
problems that accompany the human condition. Before vou there is not
a sei menu, not even an 4 la carte menu, but the ingredients for you to
make your own choice of dish and recipe.

This is partly because I believe profoundly that the function of higher
education is to open minds, not to close them. The best teachers are not
{hose who create in their own image a crowd of uncritical acolytes and
followers, obediently parroting whatever they say or write. The best are
those who stimulate and help people with less experience in and
exposure to a subject than themselves to develop their own ideas and to
work them out by means of wider reading, more informed discussion
and more disciplined thinking.

At the very start, we must clarify our ideas about the nature of theory
in social science.

Theory in social science

There is a great deal of confusion about the nature of theory concerning
the working of the international system, political and economic. This

* has resulted in a lot of ‘theoretical’ work which is not really theory at

all, in the sense in which that word should be used and is defined in
dictionaries (i.e. ‘a supposition explaiping something, especially one
based on principles independent of the phenomenon to be explained’,
Concise Oxford Dictionary). .

1 preface my approach to international pelitical economy by making
four negative assumpticns about what is not theory and three positive

* assumptions about what #s theory.
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The megative assumptions

Firstly, a great deal of social theory is really no more than description,

often using new terms and words to describe known phenomena, or to

narrate old stories without attempting theoretical explanations. Putting

one event after another without explaining the causal connection, if

any, cannot count as theory. Sometimes there are indeed theories

underlying the narrative which are so taken for granted that they are not
~even made explicit.

Secondly, some so-called theory in international studies merely
rearranges and describes known facts categories or in new taxonomies.
This is not to say that a fresh taxonomy may not be necessary to the
elaboration of a new theory. But the taxonomy by itself does not
constitute an explanation and therefore does not qualify per se as a
theory. The same is true of using new terms or words to describe known
phenomena.

Thirdly, simplifying devices or concepts borrowed from other social
sciences or fields of knowledge have often had their pedagogic uses in
teaching, for getting across to students or readers a certain aspect of
individual social bebaviour. Examples are the story of the prisoners’
dilemma, or a demand curve, or the graphic representation of the
concept of marginal utility. But none of these by themselves explain the
paradoxes or puzzles of the international system. Their current appeal
to some teachers, I suspect, is that they offer a politically and morally
neutral explanation (indeed, an exculpation} for the recent failures and
inadequacies of the international organizations dominated by the United
States in which post-war America pat so much faith, Their appeal to
students lies in their simplicity; it confirms what their common sense
already tells them, which is that individuals are apt to act selfishly. But
they are simplifying devices, not theories of social behaviour. They do
not help to explain the actions of corporations, of political parties or of
states in a global political economy. They do not even constitute
evidence that would be relevant ro a theory — in the way in which a map
of the world might be relevant evidence for, say, a theory of continental
drift and the existence of Old Gondwanaland. Moreover, those in the
other disciplines who have developed such pedagogic devices are usnally
under no illusion as to their usefulness to policymakers or the
possibilities of their practical application to real-life situations.

Lastly, the development of quantitative techniques applied to inter-
national studies has not advanced theory. 1he choice of what is to be
counted is too arbitrary and the determination of what is causal and
what is coincidental is too subjective to provide a basis for explanation.
For the most part such methods have been used only to substantiate
platitudes and to reinforce conventional wisdom concerning historical

patterns of state behaviour in relation to other states.
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Positive assumiptions

The first is that assumption theory must seek to explain some aspect of
the international system that is not easily explained by common sense.
It must serve to explain a puzzle or a paradox where there is some aspect
of the behaviour of individuals, groups or social institutions for which
a simple explanation is not apparent. It is not necessary (o look for a
theory to explain why people try to leave a burning building. It is
necessary to find a theory to explain why they patronize shops on one
side of the street more than the other. International relations started
with the puzzling question: why did nation-states continue to go tc war
when it was already clear that the economic gains made in war would
never exceed the economic costs of doing so. Theories resulted. Inter-
national political economy today addresses another puzzling guestion:
why do states fail to act to regulate and stabilize an international finan-
cial $ystem which is known to be vitally necessary to the ‘real economy’
but which all the experts in and out of government now agree is in
dangerous need of more regulation for its own safety? Theories result.
By contrast, the common use of the term ‘information revolution’ does

- not usually reflect good theory. While it notes rapid technological

change, it does not postulate a clear causal connection, supported by
logic or evidence, between that technological change and social change
— change in political or economic relationships so great as to result in
a redistribution of power and/or wealth. It does not, therefore, advance

- our understanding or add anything to our capacity to make causal

connections and to see the consequential effects of certain phenomena.

Second, theory need not necessarily aspire to predict or to prescribe.
This is where social science differs from natural science. Natural science
can aspire to predict — though it does not always or necessarily do so.
Much science, from astronomy to microbiology, enlarges understanding

- of what happens without being able to offer conclusive explanations of

why it happens. Social science can never confidently predict because the
irrational factors involved in human relations are too numerous, and the

‘permutations and combinations of them are even more numerous. The

one social science that has most notably aspired ro predict is economics.
But its record of success is so abysmal that it should make all those that
seek to emulate the economists and to borrow from them try something
else. Economists are particularly bad at prediction when it comes to the
world economy because many of the basic theories regarding international
trade and exchange rates are based on assumptions that no longer hold
good in the present state of the integrated world market economy.
As to prescription, that is a. matter of choice. Whether the theorist
chooses to proceed from explanatory theory to policy prescription is up

“to him or her. He or she need not necessarily apply theory to policy-

making, since policy-making necessarily involves value judgements and
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risk assessments that are exogenous to theory and that are better made
by practical policy-makers than by irresponsible academic theorists.

Thirdly, theory should be scientific only in the sense that the theorist
respects the scientific virtues of rationality and impartiality and aspires
to the systematic formulation of explanatory propositions. The tde
‘social science’ is only justifiably used ro remind us that, although our
subject lies closer to our emotions than the origin of rocks or the
composition of molecules, and although it has to do with subjectively
important questions concerning power and wealth, we must never-
theless still try to preserve a ‘scientific’ attitude to our studies. Indeed,
many of the problems regarding theory and social science stem
ultimately from the inferiority complex of social scientists towards
natural scientists and, more specifically for us, the inferiority complex
of political economists towards the apparent rigour of economic
‘science’.

The nature of international relations

These prefatory remarks are particularly necessary because I think the
literature of contemporary international political economy has, firstly,

been too much dominated by the American academics and has therefore-

been permeated by many hidden and even unconscious value-
judgements and assumptions based on American experience or on
Araerican national interesis; and, secondly, because the contemporary
literature, with certain rare exceptions, has vnn: predominantly directed
at far too narrow a set of questions.

Let me explain that last point a little. You will find that most of the
conventionzal textbooks and most of the more specialized works of an
analytical nature are directed primarily at what is properly called the
politics of international economic relations.- What that means is that it
is directed at those problems and issues that have arisen in the relations
between nations, as represented by their governments. The agenda of
topics for discussion follows closely the agendas of inter-state diplomacy
concerning major economic issues. These would include issues like the
rules of the game in trade, the terms on which investments are made
across national fronders, the ways in which currencies adjust to one
another and balance of payments deflicits are financed, and the ways in
which credit is made available through international capital markets
and by international banks. These are some of the issues that have
dominated international economic diplomacy over the last twenty years
or s0. You could call them the West-West issues. They have engaged
the attention of the affluent industrialized countries of North America,
Western Europe and Japan - roughly speaking the members of the
Qrganization for Ecoenomic Co-operation and Development {OECD).

The Conflict of Values and Theories 13

Since the mid-1970s or a little earlier, some writers about the politics
of international economic relations Tmé added what could be {and
often are) called Nerth—South issues. These include the amount and
conditions on which aid — development assistance, so-called — in the
form of grants or concessional loans are made available by rich
countries to poor ones; the means by which volatile commodity prices

‘could be stabilized and possibly raised; the means by which technology

can be acquired by governments and enterprises in poor countries from
governments and enterprises in rich ones; the ways in which new and
insecure states can insulate themselves from the pervasive dominance of
Western ideas and values purveyed by wealthy and powerful Western
media — films, television, radio, newspapers and wire services, not to
mention advertising. Even though the South — the poor, developing
countries — has not had much success on any of these issues, they have
been added to the formal agenda of international economic relations.
They have thus been added to the list of things that students of inter-
national political economy are supposed to know about.

Then there are the East—West questions, issues arising out of the rela-
tions between the OECD countries on the one hand and those of the
Soviet bloc — or more widely, members of the organization popularly
known as Comecon (more properly titled the CMEA, or Council for
Mutual Economic Assistance) — led by the Soviet Union. Though often
separate, these East-West relations could be bracketed with OECD

relations with the other great socialist country, the People’s Republic of

China (PRC). These issues are different in that there is still little real
attempt at an East~West dialogue as there has been, however unproduc-
tive, at a North-South dialogue. The policy questions here have been
EE:? debated not between the QECD group and the CMEA group but
between the dominant power on each side and irs respective allies.

Logically, the politics of international economic relations should also
complete the circle of combinarions by including issues between the East
and the South, between the major socialist countries and the less
deveioped countries, or LDCs. But these links are often excluded,
chiefly because there is neither much interest in, nor much information
on them, in the United States.

Even at their most extensive, the ‘directional” or ‘azimuthal” agendas

“that exist are still far too restrictive and so do not reaily qualify as the

study of political economy. The literature on the politics of inter-
national economic relations reflects the concerns of governments, not
people. It tends always to overweight the interests of the most powerful

" governments. Scholars who accept this definition of the subject thus

become the servants of state bureaucracies, not independent thinkers or
ﬁﬂ—ﬁ:um.

What I am suggesting here is a way to synthesize politics and
economics by means of struccural analysis of the effects of states — or



—14  TH& Study of Intérnational Political Economy

more properly of any kind of political authority — on markets and,
conversely, of market forces on states. As Martin Staniland has rightly
observed, it is not enough ro say {as I and many others have done)
that politics takes too little notice of economics or conversely, that
economics takes too little notice of politics (Staniland, 1985}, Realiz-
ing that there is a connection berween the two is not enough. As
Staniland says, appreciating that in poker there is a connection
between a card game and winning money is not the same as knowing
how 1o play poker and win the game! Many people have written of
the need to achieve a synthesis. Few have achieved one.

The main problem in attempting such a synthesis lies in the very
nature of economics and politics. Economics — as every first-year
student is told — is about the use of scarce resources for unlimited
wants. How best to make use of those scarce resources is fundament-
ally a question of efficiency. The question is, “What is the most effi-
cient allocation of resources?” Supplementary to it are a whole lot of
related questions about how markets behave, which government
policies are best, and how different parts of the economic system func-
tion -— always in terms of their efficiency or inefficiency. ‘Market
failure’ of one kind or another, for example, is the subject of much
economic inquiry and research. .

Politics, though, is about providing public order and public goods.
In some universities, indeed, the department of politics is actually
called the department of government. Students of politics are expected
to know about conflicting theories of what sort of order is best, and
how it is to be achieved and maintained. They are usually expected
to know a good deal about the political institutions of their own coun-
try - and of some others. Some may choose to specialize in the study
of world politics. But here too the ruling questions tend to concern the
maintenance of order and peace and the provision of minimal public
goods, together with the management of issues and conflicts arising
between them. The study of trade relations between states, for exam-
ple, is frequently justified, explicitly or implicitly, on the grounds that
these may give rise to conflicts of interest, and perhaps to trade wars,
and that these may spill over into military conflicts. There is very
scant historical evidence to support such an assumption, but the
reason for including such issues in the study of world politics is reveal-
ing. Almost all the standard texts on international politics assume the
maintenance of order to be the prime if not the only problématique
of the study.! : .

The consequence is that each discipline tends to take the other for
granted. Markets are studied in economics on the assumption that they
are not going to be disrupted by war, revolution or other civil disorders.
Government and the panoply of law and the administration of justice are
taken for granted. Politics, meanwhile, assumes that the economy will
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continue to function reasonably smoothly -—— whether it is a command
economy run according to the decisions of an army of bureaucrats or
a market economy reflecting the multiple decisions taken by prudent
and profit-maximizing producers and canny consumers. Politics in the
liberal Western tradition recognizes a trade-off’ berween order and
liberty and between security and justice — if you want more of the one,
you may have to sacrifice some of the other. But only rarely does it take
in the further dimension of efficiency — the ability of the sustaining
economy to produce the wealth necessary for both order and justice. If
you want both more wealth and order, must justice and liberty be
sacrificed? That problématigue is addressed by the radical left;
especially has this been true of the Latin-American writers of what is
called the bureaucratic-authoritarian school who have suggested that
there is a connection between political systems and party alignments in
developing countries and the expansion of a capitalist market-oriented
economy and the income distribution patterns that it tends to generate.
But on the whole it is still true that most political science assumes a
rather static economic backcloth to politics and that the dynamism so
apparent in the real economic world is too often overlooked {Strange,
1970: 304-15).

That cannot be said of many distinguished writers who have come to
political economy from outside the main streams of liberal economics
and politics. Robert Cox, for instance, came from the study of

- industrial, labour—-management relations and the comparative study of

labour movements in different countries. He has followed up some
sentinal and much-quoted articles with a magisterial work, Production,
Power and World Order (1987}, that seeks to analyse the connections
between the three levels of the world system, the social and economic
relations resulting from production structures, the political nature of

‘power in the state, and, overall, the nature of the prevailing world

order. Development economists like Gunnar Myrdal, Dudley Seers,
Gerald Helleiner, Arthur Lewis, Walt Rostow, Hans Singer and Al
Hirschman — not to mention Raul Prebisch — have been well aware of
the impossibility of divorcing politics from economics. So have the
historical sociologists like Michael Mann, Jonathan Hall, Christopher
Chase-Dunn and others, following a mainly French tradition drawing
on the work of Francois Perroux and Fernand Braudel. We also owe
great debts to the economic historians who have followed the trails
blazed by Max Weber, Joseph Schumpeter, Karl Polanyi, Simon
Kuznets and Carlo Cipolla. Not least in their contributions to the
further development of international political economy are the business
historians on the right — Alfred Chandler, John Dunning and Leslie
Hannah — and the radical historians on the left — Immanuel
Wallerstein, Michael Barrett Brown, Ernst Mandel, Fred Block and
Teddy Brett. _
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But for the rest, all we have, so far, are competng doctrines — sets
of normative ideas about the goals to which state policy should be
directed and how politics and economics (or, more accurately, states
and markets) ought to be related to one another. This is enough to
satisfy ideclogues who have already made up their minds. They may be
realists who want to think narrowly about the means and ends of
national policy at home and abroad; or they may be liberal economists
who want to think about how the world economy could be most effi-
ciently organized, or they may be radicals or Marxists who want to
think about how greater equity and justice could be achieved for the
underdogs.

What we need is different. It is a framework of analysis, a method of
diagnosis of the human condition as it is, or as it was, affected by
economic, political and social circumstances. This is the necessary
precondition for prescription, for forming opinions about what could
and should be done abeut it. For each doctrine has its own custom-built
method of analysis, so planned that it leads inevitably to the conclusion
it is designed to lead to. :

Thus it is that students of world politics or of international political
economy are often asked to choose between three set menus.” The way

the subject is often presented to them does not allow them to pick an -

appetizer from the realists, a main course from the liberals and a dessert
from the Marxists or radicals. Nor is there any real debate between the
authors of the set menus. Each begins their analysis from a particular
assumption that determines the kind of question they ask, and therefore
the answer they find. They are like three toy trains on separate tracks,
travelling from different starting-points and ending at  different
{predetermined) destinations, and never crossing each other’s path.
What we should zot try to look for, because it does not exist and
therefore cannot be found, is an all-embracing theory that pretends 1o
enable us, even partially, to predict what will happen in the world
economy tomorrow. The ambition in the social sciences to imitate the
natural sciences and to discover and elaborate ‘laws’ of the international
system, patterns so regular they govern social, political and economic
behaviour, is and always has been a wild goose chase. Much valuable
time and strenuous effort has gone into it and most of both the time and

the effort could have been better spent on re-learning some of the basic .

axioms about human vice and human folly, about the perversity of
policies and the arbitrariness of coincidences. This is not to say that a
social ‘scientist’ should not be as fiercely uncompromising in the search
for truth as any physicist or geologist. But it is a different kind of truth
and it is not best served by aspiring to the unattainable or promising that
which cannot in the nature of things be delivered. :

What we have to do, in shert, is to find a method of analysis of the
world economy that opens the door of student or reader choice and
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allows more pragmatism in prescription; and, secondly, a method of
analysis that breaks down the dividing walls between the ideologues and
makes possible some communicarion and even debate between them.

1 believe it can be done. We have to start by thinking about the basic
values which human beings seek to provide through social organization,
i.e. wealth, security, freedom and justice. We can then recognize that
different societies (or the same societies at different times), while
producing some of each of the four values, nevertheless give a different
order of priority to each of them. All societies need to produce food,
shelter and other material goods; but some will give the production of
wealth in material form the highest priority. All societies will be
organized to give the individual some greater security from the violence
and abuse of others, both from others within that society and others
from outside it. But some will put order and security first. Indeed, the
two great advantages of social organization over life in individual isola-
tion is that association with other humans both increases the possibility
of wealth and adds to personal security. Social organization does,
however, entail certain choices regarding freedom, or the individual’s
right to choose; and regarding the relative justice of one set of
arrangements over another. An isolated individual like Robinson
Crusoe has no problems. with these two values of freedom and justice;
the only limits on his freedom of choice are set by nature and his own
capability. His own liberty is not coustrained or compremised by
someone else’s. Nor does any question of justice arise — except perhaps
between his claims to life or resources and those of plants or animals —
for there is no other human claimant on resousces whose claims need
to be arbitrated.

Once you bhave a society, therefore, you have arrangements made |

which provide some wealth, some security, some elément of freedom of

- choice for the members or groups of them, and some element of justice.

These basic values are like chemical elements of hydrogen, oxygen,
carbon and nitrogen. Combined in different proportions, they will give

‘quite different chemical compounds. In the same way, a cook can take

flour, eggs, milk and far and make different kinds of cakes, pancakes,

biscuits or cookies by combining them in different ways and different.

proportions.

 Societies therefore differ from each other in the proportions in which
they combine the different basic values. That was the simple but impor-
tant point behind the desert-island tales in the prologue. Ideal societies,
too, will differ, just as real ones do, in the priority given to particular
basic values and in the proportion in which the different basic values are
mixed. Plato and Hobbes wanted more order; both lived in troubled

and chaotic times: Rousseau and Marx wanted more justice; both were

offended by the inequalities they saw around them. Adam Smith,

Maynard Keynes and Milton Friedman all thought — despite their
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~ differences -— that it was important to generate more wealth. Hayek and
" John Stuart Mill wanted more freedom ~ though the trouble with

freedom is that, more than the other values, it often involves a zero-sum
game: more freedom for me means less for you; national liberation for
one ethnic group may mean enslavement for others.

Thus, whether we are anthropologists studying a society remote in
every way from the one we are familiar with, or whether we are
comparative political economists comparing, let us say, socialist
socicties and market societies, or whether we are international political
economists studying a world system that is both a single global social
and economic system and, coexisting with it, a series of national
societies, we can in each case apply the same analytical method of
political economy. What values, we can ask, do these arrangements rate
the highest? And which do they rate the lowest? Secondary to that, there
are the old questions of all political analysis, ‘Who gets what out of ir?
Who benefits, who loses? Who carries the risks and who is spared from
risk? Who gets the opportunities and who is denied an opportunity —
whether for goods and services or more fundamentally a share of all the

values, not only wealth, but also security, the freedom to choose for

themselves, some measure of justice from the rest of society?’
The definition, therefore, that I would give to the study of inter-

national political economy is that it concerns the social, political and

economic arrangements affecting the global systems of production,
exchange and distribution, and the mix of values reflected therein.
Those arrangements are not divinely ordained, nor are they the
fortuitous outcome of blind chance. Rather they are the result of human
decisions taken in the context of man-made institutions and sets of self-
set rules and costoms.

It follows that the study of international political economy cannot
avoid a close concern with causes. Consequences today — for states, for
corporations, for individuals — imply causes yesterday. There is no way
that contemporary international political economy can be understood
without making some effort to dig back to its roots, to peer behind the
curtain of passing time into what went before. Of course, there is no one
‘correct’ interpretation of history. No historian is an impartial, totally
neutral witness, either in the choice of evidence or in its presentadon.
But that does not mean that history can be safely ignored. Nor should
it be too narrowly or parochially conceived. There may be just as much

for Europeans and Americans to learn from the political and economic -

history of India, China or Japan as from that of Western Furope.and

‘North America. One important lesson that is too often forgotten when
- the history of thought — political thought or economic thought — is
~divorced from the political and economic history ‘of events, is that
_perceptions of the past always have a powerful influence on perceptions
“of present problems and future solutions. Happily, 1 think, this acute
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awareness of the historical dimension of international political economy
has now taken as strong a hold in American scholarship as it has always
had in Europe. Because Furopeans live in places where they are
surrounded by reminders of the past — a past that stretches back, not
a few hundreds of years, as in even the longest white-settled parts of the
United States, but thousands of years — it is easier for Europeans to
remain sensitive to this historical dimension. Now, a generation of
American political economists share that sensitivity.

Thirdly, besides present arrangements and past causes, international
political economy must be concerned with future possibilities. In my
opinion, the future cannot be predicted; but it cannot be ignored.
What, the political economist must ask, are the options that will be
open in future to states, to enterprises, to individuals? Can the world
be made wealthier? Safer and more stable and orderly? More just than
it used to be? These are important and legitimate questions. Such
questions inspire the interest of many people in the subject. Some of
these people will not rest until they think they have found the answers.
Others, less sure, will be content to clarify the issues and the options,
knowing that their personal opinion of cptimal solutions will not
necessarily carry the day in the real world of politics and markets, but
feeling that nevertheless they have a moral responsibility to attempt a
cool and rational analysis based on reading, listening and thinking.
Although final decisions may be taken in the real world on the basis of
value preferences and power relationships, perceptions and ideas also
play some part and these at least can be susceptible to rational presenta-
tion of the costs and risks of alternative options. To my mind, the
difference between the normative, prescriprive approach to interna-
tional political economy and the reflective, analytical approach is a

~matter of personal temperament and individual experience, training

and so forth. There is no right or wrong about it. The study of interna-
tional political economy, like that of international relations and foreign
policy, has room for both.

The way things are managed, how they got to be managed in that
particular way, and what choices this leaves realistically open for the
future, these three aspects or problématiques of political economy are
implicit in the semantic origins of the word ‘economics’. It derives from
the Greek oikomomia, which meant a household — typically in the
ancient world, not a small nuclear family but rather a patriarchal settle-

ment of an extended family and its slaves, living off the crops and flocks

of the surrounding land. The management of the oikonomia thus
included the choices made in cropping and in breeding, in the provision
of security from attack or robbery, in the customary relations between
men and women, old and young, the teaching of children and the
administration of justice in disputed matters. In other words, it was
rather more about politics than economics.



20 The Study of S%Smrojm_ Political mnonoS<

‘Political economy’ as a current term in French, Iralian or English only
came into general use towards the end of the eighteenth century, when
it came to mean, moie narrowly and specifically, that pari of political
management that related to the prosperity of the state and the ordering
— as we would say — of its ‘economic affairs. It was, in this more
restricted sense, related to the nation-state of modern times, that Adam
Smith, whose Wealth of Nations appeared in 1776, understood the
term. In fact, before Adam Smith, the French had shown a more active
interest than the English in political economy. French rulers and writers
had already perceived the close connection between the wealth of the
nation and the power of the state. Like Thomas Jefferson in America,
the French physiocrats of the eighteenth century thought that
agriculture was the basis of national wealth and saw the management
of agriculture as the first problématique of political economy. Adam
Smith, on the contrary, saw trade and industry as the basis of national
wealth, narrow mercantilism as the chief obstacle to its growth and the
problématique of political economy as how best to achieve this while
defending the realm and managing the currency. History proved Smith
right and the physiocrats wrong, so that it was in Scotland and England
that the main debates of political economy in the next century were
conducted, not in France.

And it was the British too who were mainly Hm%OBm_En for letting
the term ‘political economy’ fall into disuse for more than half a
century, until about the 1960s. The m:En.Q had become so complex
and arcane that when a book mEunm:.mm in 1890 that set out to explain
what went on in economic matters in simple, everyday terms that
anyone could understand, its author, Alfred Marshall, coined a new
word to distinguish it from political economy. He called his book Prin-
ciples of Economics. Only in the 1960s did the study of political
economy {outside of radical lefr- -wing circles) once again become both
popular and legitimate. And then it was more because of a concern
with the management of the world economy than with the manage-
ment of particular national economies. A seminal book by an
American economist, Richard Cooper, appeared in 1968 called The
Economics of Interdependence. It developed an argument in favour of
multilateral  co-operation, especially by industrialized liberal
democracies led by the United States, on the grounds that the full
benefits of international economic integration and interdependence in
trade and finance would be lost if there were a failure so to coordinate
national policies as to find an agreed and efficient way of managing
the world economy?. .

Cooper’s lead 'was followed more readily by American scholars
interested In international organization than by his fellow economists.
By the early 1970s, they began to ask why it was that the apparently

stable and set ‘rules of the game’ that had prevailed in international -
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economic relations in the 1950s and 1960s seemed to be less and less
observed in the 1970s. The erosion of what came to be called — in a
rather strange use of the word —— international ‘regimes’ became the
dominant problématique of international political economy in the
United States. As defined by Stephen Krasner in an edited collection of
papers devoted to this theme, regimes were ‘sets of explicit or implicit
principles, norms, rules and decision-making procedures around which
actor expectations converge’ (Krasner, 1983).

Krasner’s original argument in introducing the papers was that
regimes were an intervening variable between structural power and
outcomes —— an argument much closer to mine than to much of the
subsequent American work on the subject of different international
regimes. The latter has often tended to take the way things are managed
in the international market economy as given, without enquiring too
much into the underlying reasons of why it was certain principles,
norms and rules and not others that prevailed. Or, if research did ask
the ‘why’ questions, the range of possible explanations was tco
narrowly drawn. An influential study by Keohane and Nye of US-
Canadian and US—Australian relations in the ‘issue-areas’ — another
term drawn from international relations — of money and ocean
management called Power and Interdependence listed the change in
states’ relative political power, or in other words the political structure,
as a possible explanation for regime change, but omitted changes in
economic power and in economic structures, paying attention only to
economic processes, which was a much narrower factor altogether
{Kechane and Nye, 1977).

Concentration on international organizations and on the politics of
internarional economic relations has tended to let inter-governmental
relations overshadow the equally important transnaticnal relations, that

"is to say, relations across national frontiers between social and political

groups or economic enterprises on either side of a political frontier, or
between any of these and the government of another state. Corpora-
tions, banks, religious Jeaders, universities and scientific communities
are all participants in certain important kinds of transnational relations.
And in such transnational relations, the relationship across frontiers
with some governments will be far more important in determining the
outcomes in political- economy than will relations with other govern-
ments, For example, it is a recognized fact in business circles that deci-
sions taken by the US Supreme Court, and sometimes by lesser courts,
or by some federal or state agency of the United States, may be of cructal
Importance far beyond the border of the country. The ‘global reach’ of
US government is one of the features of the contemporary international
political economy that is easily overlooked by too close attention to
intérnational organizations and so-called international regimes.*

If the omission or underrating of transnational relations — especially
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economic relations — was one important deficiency of political
economy based on the regimes’ problématigue, another serious one was
that it did not absolutely require the researcher or the student to ask
whose power those ‘principles, norms, rules and decisionmaking
processes’ most reflected. Nor did it insist on asking about the sources
of such power: was it based on coercive force, on success in the market
and on wealth, or on the adherence of others to an ideology, a belief
system or some set of ideas?

By not requiring these basic structural questions about power to be
addressed, and by failing to insist that the values given predonrinant
emphasis in any international ‘regime’ should always be explicitly iden-
tified, the presumption has often gone unchallenged that any regime is
better than none. It is too often assumed that the erosion or collapse of
a set of norms or rules is always a bad thing, te be regretted, and if
possible reversed. Such an assumption takes the status quo ante the
erosion to be preferable to the ex post situation. But that assumption
unconsciously overweights the value of order and stability over the
other values, and especially the order and stability of international
arrangements for the world economy designed and partially imposed in
the period after 1945. It is easy enough to see why. These post-war
‘regimes’ were set in place by the United States taking a lead where no
other state could do so. It was natural for American scholars to assume
that these arrangements were admirable and well-designed, without
questioning too closely the kind of power they reflected or the mix of
values they inferred as desirable — not only for the United States but
for all right-thinking people the world cver.

By contrast, the approach that I am preposing, by concentrating on
the authority-market and the market-authority nexus, and by directing
attention to the four basic values of security, wealth, freedom and

justice, cught to succeed in highlighting the non-regimes as much as the

regimes, the non-decisions and the failures to take a decision, which, no
less than active policy-making have affected — and sl affect — the
outcomes of the international political economy.

It is also more likely to reveal the ‘hidden agendd’ of issues that are
of little interest to governments, where there is no international agree-
ment, no organization, no secretariat to publicise the question and not
necessarily any accepted norms or principles around which actor
perceptions converge. The failure to do this — which also reveals the
bias in favour of the status quo ~- is one of the major weaknesses of the
regimes approach. For, among the many different ways in which power
may be exercised in the international political economy — a question to
which we now turn in the next chapter — the power to keep an issue off
the agenda of discussion or to see that, if discussed, nothing effective is
done about it, is not the least imporiant, S

Chapter 2

me%m_‘ in The World Ecenomy

it is impossible to study political economy and especially international
political economy without giving close attention to the role of power in
economic life. Each system of political economy — the political
economy of the United States compared with that of the Soviet Union,
the political economy of the states of Western Europe in the eighteenth
century compared with the highly integrated political economy of the
world today — differs, as I have tried to explain, in the relative priority
it gives to each of the four basic values of society. Each reflects a

different mix in the proportional weight given to wealth, order, justice

and freedom. What decides the nature of the mix is, fundamentally, a
question of power. .

It is power that determines the relationship berween authority and
market. Markets cannot play a dominant role in the way in which a
political economy functions unless allowed to do so by whoever wields
power and possesses authority. The difference between a private-
enterprise, market-based economy and a state-run, command-based
economy lies not only in the amount of freedom given by authority to the

-market operators, but also in the context within which the market func-

tions. And the context, too, reflects a certain distribution of power.
Whether it is a secure or an insecure context, whether it is stable or
unstable, booming or depressed, reflects a series of decisions taken by

those with authority, Thus it is not only the direct power of authority .

over markets that matters; it is also the indirect effect of authority on the

context or surrounding conditions within which the market functions.

In the study of political economy it is not enough, therefore, to ask
Where authority lies - who has power. It is important to ask why they
have it — what is the source of power.! Is it command of coercive
force? Is it the possession of great wealth? Is it moral authority, power
derived from the proclamation of powerful ideas thar have wide appeal,
dare accepted as valid and give legitimacy to the proclaimers, whether
politicians, religious leaders or philosophers? In many political
economies, those who exercise authority, who decide how big a role
mr.m: be given to markets, and the rules under which the markets work
will derive power from all three sources — from force, from wealth and
from ideas. In others, different groups will derive different sorts of
power from different sources. They will have rather different power-
bases and will be acting upon the political economy at the same time but
possibly in opposed directions.
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The point is only that it is impossible to arrive at the end result, the
ultimate goal of study and analysis in international political economy
without giving explicit or implicit answers to these fundamental ques-
tions about how power has been used to shape the political economy
and the way in which it distributes costs and benefits, risks and oppor-
tunities to social groups, enterprises and organizations within the
system. Many writers on political economy will avoid making their
answers explicit, either because they do not see how impertant it is to
their conclusions, and especially policy recommendations, or because
they assume that readers share their implicit assumptions about who has
power and why, and how it is used. But if, like me, you are trying to
write about political economy in a way that will be useful to people who
have very different value preferences, and who do not necessarily agree
about what kinds of power are really important and decisive, then it is
particularly important to try to clarify the assumptions about power
that underlie a particular view, such as mine, of the nature of the inter-
national political economy and how it works. That is what I shall try
to do in this chapter. I shall try to draw a kind of sketch-map of the
landscape as I see it, explaining in the process why it s that | have given
particular attention in the rest of the book to what I see as the most
outstanding features of the landscape, both thoge of the first order (as
in Part II, Chapters, 3, 4, 5 and 6), and those of a still important but
secondary order (as in Part III, Chapters, 7, 8, 9, 10 and 11). Whether
the reader is trying just to understand why the international political
economy results in the particular who-gets-what, the particular mix of
basic values that we can observe around us, or whether he or she is'seek-
ing solutions and policy descriptions to change the system does not
matter. Both have to start with an examination of power.

Structural and relational power

The argument in this book is that there are two kinds of power exercised
in a political economy — structural power and relational power — but
that in the competitive games now being played out in the world system
between states and between economic enterprises, it is increasingly
structural power that counts far more than relational power. Relational
power, as conventionally described by realist writers of textbooks on
international relations, is the power of A to get to B to do something
they would not otherwise do. In 1940 German relational power made
Sweden allow German troops to pass through her ‘neutral’ territory. US
relational power over Panama dictated the terms for the Panama Canal.
Structural power, on the other hand, is the power to shape and deter-
mine the structures of the global political economy within which other

states, their political institutions, their economic enterprises and (not
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Jeast) their scientists and other professional people have to operare. This
strucrural power, as I shall explain it, means rather more than the power
to set the agenda of discussion or to design (in American academic
language) the international regimes of rules and customs that are
supposed to govern international economic relations. That is one aspect
of structural power, but not all of it. US structural power over the way
i which wheat or corn (maize to the British) is traded allows buyers and
sellers to hedge by dealing in ‘futures’; even the Soviet Union, when it
buys grain, accepts this way of doing things. Lloyds of London is an
authority in the international market for insurance; it allows big risks
to be ‘sold® by small insurers or underwriters to big reinsurance
operators, thus centralizing the system in those countries and with those
operators large enough to accept and manage the big risks. Anyone who
needs insurance has to go along with this way of doing things. Structural
power, in short, confers the power to decide how things shall be doue,
the power to shape frameworks within which states relate to each other,
relate to people, or relate to corporate enterprises. The relative power
of each party in a relationship is more, or less, if one party is also deter-
mining the surrounding seructure of the relationship.

It seems to me that this is 2 much more useful distinction for the
understanding and analysis of power in political economy than the
distincrion between economic power and political power. We may say
that somecne has economic power if they have a lot of money to spend:
they have purchasing power. They may also have economic power if
they have something to seli which other people badly want. Such
economic power will'be all the greater if they are the only ones able to
sell it, if, in short, they have monopoly or oligopoly power. They may
also have economic power if they can provide the finance or investment
capital to enable others to produce or to sell a service. Banks, by
controlling credit, kave economic power. Equally, we can say that
people have political power if they controf the machinery of state or any
other institution and can use it to compel obedience or conformity to
their wishes and preferences from others. The trouble with this distinc-
tion, however, is that when it comes to particular situations —
particularly in the international political economy — it is very difficult
{as some later examples will show) to draw a clear distinction between
political and economic power. It is impossible to have political power
without the power t¢ purchase, ro command production, to mobilize
capital. And it is impossible to have economic power without the sanc-
tion of political authority, without the legal and physical security that
can only be supplied by political authority. Those with most economic
power are no longer — or only very rarely — single individuals. They
are corporations or state enterprises that have set up their own
hierarchies of authority and chains of command in which decisions are
taken that are essentially political more than economic. I do as the
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company president or the managing director says, not because I shall
gain economically, but because he has the authority to command me,
a middie manager or a shopfloor worker. Mine not to reason why —
just as if he were the general and I am a private soldier.

The next part of the argument is that structural power is to be found
not in a single structure but in four separate distinguishable but related
structures. This view differs from the Marxist or neo-Marxist view of
structural power which Iays great stress on only one of my four struc-

- tures — the structure of production. it differs from Robert Cox’s inter-
pretation of structural power which also attaches prime importance to
the structure of production {Cox, 1987). Cox sees production as the
basis of social and political power in the society. The state, therefore,
is the embodiment in political terms of the authority of the class or
classes in control of the production structure. States, however, live in
an anarchical world order. The image, or model, in that interpretation
is a club sandwich, or a layer cake, in which production is the bottom
layer and world order the top layer, with the state in between both,
responding to change both in the world order and in the production
structure on which it is based. My image is rather of a four-faceted
triangular pyramid or tetrahedron (i.e. a figure made up of four planes
or triangular faces). Each touches the other three and is held in place
by them. Each facet represents one of the four structures through which
power is exercised on particular relationships. If the model could be
made of transparent glass or plastic, you could represent particular rela-
tionships being played out, as on a stage, within the four walls of the
four-sided pyramid. Nc one facet is always or necessarily more impor-
tant than the other three. Each is supported, joined to and held up by
the other three.

These four, interacting structures are not peculiar to the world
system, or the global political economy, as you may prefer to call it. The
sources of superior structural power are the same in very small human
groups, like a family or a remote village community, as they are in the
world at large. The four sources, corresponding to the four sides of the
transparent pyramid, are: control over security; control over produc-

tion; control over credit; and control over knowledge, beliefs and ideas.

Thus, structural power lies with those in a position to exercise control
over {i.e. to threaten or to preserve} people’s security, especially from
violence. It lies also with those able to decide and control the manner
or mode of production of goods and services for survival. Thirdly, it lies

— at least in all advanced economies, whether state-capitalist, private-
capitalist or a mix of both — with those able to control the supply and -

distribution of credit. Such control of credit is important because,
through it, purchasing power can be acquired without either working
for it or trading for it, but it is acquired in the last resort on the basis
of reputation on the borrower’s side and confidence on the lender’s.
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Fourthly and lastly, structural power can also be exercised by those who
possess knowledge, who can wholly or partially limit or decide the
terms of access to it. This structural power in particular does not easily
fit into the layer-cake, club-sandwich model because it may very easily
lie in part beyond the range and scope of the state or any other ‘political’
authority. Yet its importance in political economy, though not easy to
define or describe, is not to be underrated. "

The bottom line, or conclusion, of this approach to the question of
power in the international political economy seems to me to throw
serious doubt on an important assumption of much contemporary
writing on international political economy, especially in the United
States. The assumption is that the United States has lost hegemonic
power in the system and that this is why, in plain terms, the world
economy is in such a state of instability, uncertainty and even disorder
that economic forecasts are unreliable, if not impossible; it is why there
is such widespread gloom and even despair over the prospects of solving
contemporary problems of international economic relations. But, to me,
using this model or analytical framework, the conclusion seems
inevirable that the United States government and the corporations
_dependent upon it have rot in fact lost structural power in and over the
system. They may have changed their mind about how to use Ir, but
they have not lost it. Nor, taking the four structures of power together,
are they likely to do so in the foreseeable future. Not all readers will
agree with this conclusion of mine. But even if they do not, would still
contend that their assessment of power in the international political
economy will be more realistic if they adopt a structural approach stich
as, or similar to, the one outlined above and developed later in the book
than if they stay with conventional noticns of relational power — still
less if, with the theoretical economists, they try te ignore power
altogether. :

The rest of this book is an attempt to explore and develop each of

these aspects or sources of structural power in the world political
economy. It is essentially an attempt to break right away from the
politics of international economic relations approach which I find
biased and constricting. It tries to develop an alternative approach based
on the four fundamental sources of structural power. Once these are
understood, it can be shown that certain subjects of discussion in inter-
national political economy, such as trade, aid, energy or international
transport systems, are actually secondary structures. They are not as

they are by accident but are shaped by the four basic structures of

security, production, finance and knowledge. If I wanted to write a
long, exhaustive text, ] would have added a further section dealing with
some of the different sectors of the international economy, for example
cereals, fish, timber, minerals, cars, arms, computers, textiles, toys,
films, advertising, insurance or databank services. But since ‘the whole

Powaer in The World Economy 28

purpose of the book is not, like most texts, to instruct readers in what
I think they should know about international political economy but to
demonstrate by example the sort of questions I think they should
address in studying it, I did not think an exhaustive series of sectoral
studies was either necessary or (if the book were to b2 kept manageably

short) desirable,

Four sources of structural power

Before proceeding to illustrate with examples this notion of four-sided
structural power, it may be helpful to elaborate a little the four sources
just listed from which it is derived. They are no more than a statement
of common sense. But common sense has often been obscured by
abstruse academic discussion about the nature of ‘state’ or by definitions
of ‘power’ so abstract, or so narrowly based on the experience of one
place, one society, one period of human experience, that a re-statement
of the fairly obvious seems necessary. (Readers confident of their own
common sense can easily skip the next few paragraphs.)

First, so long as the possibility of violent conflict threatens personal
security, he who offers others protection against that threat is able to
exercise power in other non-security matters like the distribution of
food or the administration of justice. The greater the perceived threat
to security, the higher price will be willingly paid and the greater risk
accepted that the same defence {orce that gives protection will itself offer
anather kind of threat to those it claims to protect. Within states, it has
been those that felt themselves most insecure, that perceived themselves
as ‘revolutionary’ states challenging the accepted order and the prevail-
ing ideclogy of their time or region that have been most prepared to pay
the costs and accept the risks of military government and *state security’
forces such as secret police.

Who decides what shall be produced, by whom, by what means and

" with what combination of land, labour, capital and technology and how

each shall be rewarded is as {undamental a question in political
cconomy as who decides the means of defence against insecurity. As
Cox and a great many radical and left-wing writers have demonstrated,
the mode of production is the basis of class power over other classes.
The class in a position to decide or to change the mode of production
can use its structural power over production to consolidate and defend
s social and political power, establishing constitutions, setting up
political institutions and laying down legal and administrative processes
and precedents that make it hard for others to challenge or upset. Now
that an ever-growing proporiion of goods and services produced
throughout the world are produced in response, in one way or another,
to the world economy and not to local needs, tastes or demands, the
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structural power over production has become the base for social and

- political changes that cut right across national frontiers. The old
territorial frontiers of the state used also to separate, far more than they
do now, not only the national culture and language from that of
neighbours, but also national social struciures and the national
economy. Now, the territorial limits of state power remain but the other
frontiers are crumbling so that structural power over production geared
to a world market becomes that of increasing cultural, linguistic and
ideological influence.

The third leg, or facet, of structural power is, admittedly, rather more
peculiar to advanced industrialized economies, whether socialist or
capitalist, than it is to small communities or less developed economies.
But finance — the control of credit — is the facet which has perhaps
risen in importance in the last quarter century more rapidly than any
other and has come to be of decisive importance in international
economic relations and in the competition of corporate enterprises. It
sometimes seems as if its complex manifestations are oo technical and
arcane to be easily understood even by those professionally engaged in

banking and finance. Yet its power to determine outcomes —— I -

security, in production and in research — is enormous. It is the facet of

structural power least well understood by the Marxists and radicals who

have written most cogently about structural power over production.
[ Many of them still entertam the old-fashioned notion that before you
. invest you must accumulate capital by piling up this year’s profit on last
. year’s, that capitalism somehow depends on the accumulation of
; capital. What they do not understand is that what is invested in an
! advanced economy is not money but credit, and that credit can be
_w, created. It does not have to be dccumulated. Therefore, whoever can so
M.w&: the confidence of others in their ability to create credit will control
| a capitalist — or indeed a socialist — economy. So large have the finan-

 cial requirements of industry and even of agriculture become in a high-

i technology age that there would have been none of the economic growth
M the world has seen in the past four or five decades if we had had to wait
ithrough the creation of credit.
" Fourthly, and finally, knowledge is power and whoever is able to
develop or acquire and to deny the access of others to a kind of
knowledge respected and sought by others; and whoever can control the
channels by which it is communicated to those given access to it, will
exercise a very special kind of structural power, In past times priests and
sages have often exercised such dominance over kings and generals. It
is a structural power less easy to keep control over, more subtle and
more elusive. For that reason priesthoods in every religion have hedged
their power even more jealously than military castes and ranks of
nobility. Keeping the laity out and in ignorance has been a necessary

| for profits to be accumulated. They could osily have been m:mnn&.

means of preserving structural power over them. Today the knowledge
most sought after for the acquisition of relational power and to rein-
force other kinds of structaral power (i.e. in security matters, in produc-
tion and in finance) is technology. The advanced technologies of new
materials, new products, new systems of changing plants and animals,
new systems of collecting, storing and retrieving information — all these

“open doors to both structural power and relational power.

What is common to all four kinds of strucrural power is that the
possessor is able to change the range of choices open to others, without
apparently putting pressure directly on them to take one decision or to
make one choice rather than others. Such power is less ‘visible’. The
range of options open to the others will be extended by giving them
opportunities they would not otherwise have had. And it may be
restricted by imposing costs or risks upon them larger than they would
otherwise have faced, thus making it less easy to make some choices
while making it more easy te make others. When Mother or Father says,
I you’re a good boy and study hard, we'll give you a bicycle for your
birthday’, the boy is still free to chose between studying hard and going
out to play with friends. But the choice is weighted more heavily in
favour of studying by the parents’ structural power over the family
budget. To take another example from international political economy,
the big oil companies had the power to look for oil and sell it. The oil
states in the 1950s and 1960s could offer them concessions. But the
royalties the companies could offer on production in return gave them
structural power over the governments. The governments could choose
to forego the extra revenue. But it was so large in relation to any other
possible source of income thar the range of choice, the weighting of
options, was substantially changed by the structural power over oil
production and oil marketing. Ir was only when the oil-producing states
gained access to knowledge about the oil business, and when they had
used the royalties from the companies to consolidate their financial
power, that they could offer a pardal challenge to the companies’ struc-

-tural power over production. Untl then, as the examples of Iran In

1951 and Indonesia later indicated, the cost of expelling the companies
was, for most, unacceptably high.

Another point about my four-faceted plastic pyramid image is that it
is significant that each facet touches the other three. Each inreracts with
the others. It should also be represented as balancing on one of the
points, rather than resting on a single base. There is a sense in which
each facet — security, production, finance and knowledge-plus-beliefs
1s basic for the others. But to represent the others as resting permanently
on any one more than on the others suggests that one is dominant. This
is not necessarily or always so.

For example, the realist school of thought in international relations
has held that in the last resort military power and the ability to use
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coercive force to compel the compliance of others must always prevail.
In the last resort, this is undeniably true. Butin the real world, not every
relationship is put under such pressure. Not every decision is pushed to
such extremes. There are many times and places where decisions are
raken in which coercive force, though it plays some part in the choices
made, does not play the whole, and is not the only significant source of
power.

Some examples

Let me suggest a few illustrations of the way in which structural power
can be derived simultaneously from more than one source, from more
sides than one of the plastic pyramid. In 1948, the United States had
only recently demonstrated in Europe its supetiority in conventional
force over any other European power except the Soviet Union. And at
Hiroshima and Nagasaki it had demonstrated that its unconventional
power was superior to the Sovier Union and all others through its
(temporary) monopoly of atomic weapons of mass destruction. But that
kind of strategic power was not enough by itself 1o set the wheels of
econormic life turning again in Western Europe. Without the productive
power to supply food and capital goods for the reconstruction of
European indusiry, and without the financial power to offer credits in
universally acceptable dollars, the United States could not have exer-
cised the power over the recipicnts of Marshall Aid that it did. Nor was
American structural power based only on dominance of the security

structure, the production structure and the financial structure. Irs

authority was reinforced by the belief outside America that the United
States fully intended 1o use its power to create a better post-war world
for others as well as for its own people. Roosevelt had pronounced the
Four Freedoms as America’s war aims, had invited the United Nations
to San Francisco as an assurance that the United States would not again,
as in 1920, change its mind. President Truman had {ollowed up in his
inaugural address to the Congress with the firm promise of American
help to peoples seeking freedom and a better material life. Moral
authority based on faith in American intefitions powerfully reinforced
its other sources of structural power. . ‘

A very different example of the power derived in part from the force
of ideas would be that exercised wirhin and beyond fran-after the fall
of the Shah by Ayatollah Khomeini and his followers. The idea that the
Shah, out of greed and lust for power, had- fallen captive not only to a
foreign country but to a culture and a materialistic belief system alien
and imimical to traditional Islamic values had contributed powerfully to
the collapse of his government and his own exile. But the power of the
ayatollahs in defending and promoting Islamic virtues would have been
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constrained if they had not also gained control over the state and the
armed forces sufficient to confirm their authority both within the
country and beyond. Undoubtedly, the power of ideas was indispensible
but it could only be used to affect outcomes in conjunction with military
capability and economic resources.

Structural power, derived in part from ideas, in part from coerclve

force and in part from wealth, is not confined to states and those who

scize the power of government. For example, the Mafia has used the
¢hreat of violence — and violence itself — to ensure obedience within
its ranks. It has extracted a kind of tax from those it claimed to proteci.
Burt its strength over a surprisingly long period also owed much fo
beliefs rooted in an older, simpler and harder socicty — beliefs in the
importance of loyalty to the family and to the capo, and of honour in
personal relations. Its durability as a force in the international political
rconomy should not be underrated. Although great secrecy shrouds the
details of Mafia operations, enough is known about its connection with
the international trade in narcotics, in arms and in finance to make it
an importance source of non-state authority. Yet it would not be so if
there had not been weaknesses in the state-based structure for the
control of drugs and arms deals or the regulation of financial transac-
tions across frontiers.

The weaknesses of the basic structures as well as their strengths
influence power relations between states and between other organiza-
tions. Take, for example, the remilitarization of the Rhineland by Hitler
in 1936. This had been declared a demilitarized zone by the Treaty of
Versailles afrer World War I Tt was supposed to act as a kind of cushion
or shock-absorber in the security structure for Europe, making it more
difficult for Germany to start a second Buropean war. When Hitler
marched troops into the zone, he was aware that mere denunciation of
the ‘unequal’ treaty was not encugh. He had done that many times
before. The show of force was necessary to demonstrate the weakness
of the structure and to add to it. The fact that the troops met with no
opposition was not because France was lacking in military might.
Indeed, at that moment French forces were probably superior to
Germany’s in men and in aircrafe. It was weak because France and
Britain were divided in the realm of ideas and specifically on the question

of the wisdom of the Versailles settlement. Britain still hoped that direct
negotiation with Germany and diplomatic manoeuvring with Italy to
. outflank her would combine to avoid war. Differences in the perception

of the problem and in beliefs about what to do about it rebbed former
allies of structural power in marters of security. Their inaction in 1936
enhanced Hitler’s perception- of their lack of will to resist and allowed
him far more important milirary victories in Austria and Czechoslovakia
at relatively low cost. Perceptions, not only of relational power, but of
the solidity or otherwise of structures are often crucial to ouicomes.
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A different kind of example, this time of the use of coercive structural
power in relation to the market, would be the use of Anglo-American
naval power in World War I and again in World War II to interfere with
the conduct of trade by neutral countries. The targets were innocent,
peaceful traders, who wanted to sell their goods to the enemies of
Britain and the United States. Their ships were stopped by the naval
patrols of the two allies and if their masters could not produce a valid
‘navicert’ — a document guaranteeing that the voyage and the cargoes
had been authorized by British or American authorities at their port of
origin and that they were not destined for the enemy — they were
subjected to forcible seizure of both ship and cargo. The relational
power of Allied warships over neutral merchant ships was the basis or
necessary condition for the setting of a highly partial security structure
within which trade could be carried on. It was accepted and traders
conformed to the rules laid down by the two great naval powers, so that
it came briefly to resemble a regime or power structure. And the regime
was dismantled, not when Britain and American structural power at sea
declined but when, after hostilities ceased, the allies decided that they
no longer needed to use their power in the security structure to distort
and interfere with the market.

Limits of social science

It would not be difficult to find plenty more examples from the political
and economic history of the world to show the importance of different
kinds of structural power in affecting outcomes both in distributional
terms and in terms of the mix of values in the system, to show how rela-
tional power can be translated into structural power and how hard it is
in pracrice to distinguish between political power and economic power.
It only seems necessary to develop some new way of looking at political
economy, and to illustrate it with a few examples, because so much
writing in the social sciences today has failed to adjust mentally to the
‘olobalization’, to use a popular term, of economic, political and social
affairs. My attempt may not be the best, and probably can be improved
upon by others. But the limitations of the major social sciences that have
claimed to interpret the politics of the world economy are so serious that
they insistently call for new perspectives and analytical frameworks.

But what, the reader may ask, are these limitations and why have they
so constrained the development of international political economy?
These are two large questions. Without going into a very large digres-
sion, I can only offer a rather brief answer to each of them.

Mainly, the limitations arise out of the past history of three important
social sciences — economics, political ‘science and international rela-
tions. Both of the first two developed earlier in this century on the
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assumption that navional frontiers divided different political and
economic systems so they could be studied and analysed for all practical
purposes in isolation from each other, or else comparatively, as if they
were distinct species of animal, or breeds of dog or horse. w,rm third
mternational relations, was so focused on the probiématique of war m:nm

. .. e .
~peace in which the main ‘actors’ or protagonists were nation-states that

it had ditficulty handling any other question than that of world order
— as shown by the titles of even quite recent textbooks in international
politics. By the time world events caused students to ask urgent ques-
tions about the problems of the werld economy, academic specialization
and interdisciplinary jealousies had raised such barriers between the

three social sciences that when students tried to study simultaneously |

some economics, some political science, some international relations
they often found it hard to fit the three together. They complained S:r,
justification, that the jigsaw did not make a whole picture. u

One important reason for this, of course, was the exclusion of
considerations of power from the study of economics. By this means
theory could be developed that was ‘parsimonious’, ‘rigorous’, .n_mmmdm
— all words of praise much used by contemporary economists. This
deliberate myopia caused K. W. Rothschild some years ago to observe:

As in other important social fields, we should expect that individuals should struggle
for position; that power will be used to improve one’s position in the economic
game; and that attempts will be made to derive power and influence from economic
strongholds. Power should therefdre be a recurrent theme in economic studies of a
theoretical or applied nature, Yet if we look at the main run of economic theory over
the past hundred years, we find that it is characterized by a strange lack of power
considerations. [Rothschild, 1971:7]

So it is that anything that upsets or goes against economic theory is apt
to be referred to as an ‘exogenous factor’ — often as an ‘exogenous
shocl, especially shocking to economists unprepared by nature to
expect power factors to intervene, whether from governments or
operators in the market. And behaviour that is not consistent with the
premises of economic theory then, of course, becomes condescendingly
and disapprovingly referred to as ‘irrational’, however sensible it may

“seem to the ordinary person.

mﬁwEn.nno.soSmmﬁmu itis true, have tried to break out of this unreal
mqm_mramnwﬁ by contributing to the development of public choice
theory in which actors try to maximize their gains and minimize their
costs. But the insights gained — so it seems to me — are often
constrained by the presumption of economic analysis that people
invariably try, first and foremost, to get everything on the cheap, and

that cost is the ultimate determinant of all behaviour. All in all, itisa -

pity that applied or descriptive economics has been so badly out of

e et
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favour in the profession for nearly fifty years. For the above stricrures
apply far less to those economists who have worked in development
economics or in any specialized branch — agricultural economics or
transport economics, for example — that requires attention to the real
world and to the political factors or the historical experience that
actually influences outcomes. It is impossible for development
economists to see markets for exporrable commodities, for instance,
without noting the political forces at work on and in them. To quote
from a developmernt economist:

Economic reasoning often ascribes to markets a spontaneity of origin and a deter-
minism in operations that originate from economic necessity . . . Yer if markers are
viewed as creatures of social and political systems, then their operations, given
certain economic parameters and technical constraints, can be understood as being
induced or suppressed through political decisions and institutional mechanisms,
both at the national and international level. [Vaitsos, 1976:114]

Vaitsos rightly pointed out that markets for different sorts of things,
being the creation of decisions and institutions that vary from sector to
sector and from time to time, will not easily conform to an analysis that
excludes political power and interest,

Moreover, the adage ‘once bitten, twice shy’, which popular wisdom
accepts as a powerful characteristic of human behaviour, cannot be
fitted into economic theory. There are some kinds of lags between cause
and effect — like the famous J-curve that delays the benefits of devalua-
tion while the costs of dearer imports are quickly felt — which economic
theory has tried (not too successfully) to grasp and explain. But the
variant effects of recent experience on economic behaviour is something
that eludes the profession. Perceptions of future risks — as insurers
know — are governed in part by past experience, good or bad, and
weighed alongside the expected costs. Equally, the perception of future
possibilities — for a better life, for example — will be sharpened by
hardship so that opportunities will be more eagerly seized by the poor
and hungry than by the rich and comfortable.

Political scientists, meanwhile, have tended to assume that power is
exercised within a given social and economic structure, even subject to
certain constitutional limitations and institutional influences. Even the
best work in comparative politics tends to focus on the similarities and
differences — more often, the differences — between individual states
or national systems of decision-making than on the common factors
emanating from the world economy — such as the greater mobility of
capital, of technical know-how, of disease and of ideas. The mode! used
to such effect by Dahl {1961) in analysing different kinds of decision-
making power in the government of New Haven, Conmnecticut, had its
limitations when applied by Cox and Jacobson (1974) to decision-

ey
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making in international organizations. For, even though these have
formal statutes or constitutions, the freedom of states to opt out, t¢ veto
or withhold consent {or money), makes for a much more fluid and less
structured exercise of power than is to be found in local government.
National legal systems will therefore tend to be taken as given, even
though political scientists in reflecting on the differences between states
will see that law can institutionalize and legitimize both power derived
from coercive force and/or power derived from unequal wealth, or for
that matter power derived from a general consensus about national
aspirations, ideals and values.

While the economists have ignored power and the political scientists
have been more interested in how it was exercised inside states, many
scholars in international relations have shown too narrow a concern
with relational power of one state over another. Too often, they have
ignored or refused to contemplate structural power, or the power to
define the structure, to choose the game as well as to set the rules under
which it is to be played. It is as if you said, ‘This man has power in refa-
tion to this woman because he can knock her down’, ignoring the fact
of structural power in a masculine-dominated social structure that gives
the man social status, legal rights and control over the family money
that makes it unnecessary even to threaten to knock her down unless she
does as she is told. Secondly, they narrowed their concern with power
to power exercised between states, to the exclusion of other groups or
organizations. It consequently tended to reify and to treat as one
homogenecus unit the states that were its subject matter.

Thirdly, it narrowed its field of vision of the resources that conferred
power to those that could be used and were relevant to inter-state rela-
tions. The classic example of this was a book called The War Potential
of States by Klaus Knorr. This listed territory, population, raw
materials, weapons, financial reserves, and so forth — but had ¢
conclude that it was difficult to add them all up to see who had most
power or to foretell the combination of assets that in international

_conflicts would be most effective.?

Not all schools of thought concerned with international relations,
naturally, bave been guilty on all three counts. The Marxists and the
dependency schools in the Third World {and especially Latin America)
were well aware of the importance of structural power, though they have
tended to limit their interpreration of it to the seructures of production
and trade {see Chapter 4). The pluralists looked beyond state-state rela-
tions and pointed to nen-state actors such as transnational corporations
and international organizations. But then they tended ro ask only whether
these supernumerary players were likely to help or to hinder State A against
State B. What role, they asked, did non-state actors play in the foreign
policy game? They only rarely looked beyond inter-state relations to ask

what other kinds of structural power the non-state actors might have at their
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disposal. The Nye and Keohane framework only takes structural power
in at secondhand as it were, by looking ac the rank ordering of states
in international regimes or organizations. This will often mirror the
relative importance of states in the world economy. But it only reflects
the structural power of states, not of other entities; and it can often be
a rather distorting mirror, as when some states are excluded from an
organization for historical or political reasons or when voting systems
reflect a power distribution of the past rather than the present.
These various astigmatisms in the vision of the three major social
sciences concerned with the intermational political economy have
undoubtedly hindered its proper development. They have been
"handicaps for research and for teaching. As a result, some of the more
~useful contributions to the development of the subject have come from

outside the three disciplines, from lawyers, historians and sociologists _

— especially in recent years the sociologists, whe, when they discarded
the search for some simple general theory applicable to all human
societies, began to look to the histories of society, not only in Europe
but alsc in Asia and the Middle East for clues to the common problem

of who has power in society, what are the sources of such power and -

to what ends is it used.’? .

States showed themselves sharply aware of the intangible, unquan-
tifiable resources of social cohesion and a strong civil society that could
more than make up for a state’s deficiencies in size of land or people or
even its store of military armament. Their vision of resources was thus
sometimes more comprehensive, being ready to include a state’s degree
of self-sufficiency in food or in energy, or the security of its means of
access to both of these and to raw materials. Some would include
control over communications systems or sea and air transport, the
command of technical skills or of the respect and sympathy of nationals
in other states — for example, the socialist countries’ support for Cuba
or Switzerland’s reputarion for stability and impartiality. .

On this point, too, the pluralists extended their field of vision. In Nye
and Keohane’s Power and Interdependence, for example, the difference
between susceptibility (being open to damage from the world system} and
vulnerability (susceptibility qualified by the ability to limit the damage)
is usefully developed to enlarge the analysis of comparative power of states
in the system. But the viewfinder is still only taking in the susceptibility or
vulnerability of states. And among the four factors listed as détermining
outcomes in the system, political power is treated as a structure (the ‘overall
power structure in the world’) derived (p.21) from ‘the distribution of power
resources among states’, and sometimes modified by the two other factors
— the power of states within issue areas, and the power of states as moditied
by international organization. But these authors refer only to economic
process or, to put it plainly, how things worked out for states in the trading
system or under the rules agreed in an international regime. The

analysis for practical purposes was more or less blind to the distribution
of power in all four structures of the international political economy.

A network of bargains

Starting with structures, though, is only half the battle. The next impor-
tant question is where to go from there, how to proceed with the
analysis of a particular situation so as to discern in more detail where
a government, a political movement or a corporate enterprise has a
range of feasible choices, and what possible scenarios might follow,
depending on which choices are made. My proposal, based on some
experience of trying to write monetary and financial history in a world
context and to look at sectors of agriculture, industry and services also
on a global scale, is that you should look for the key bargains in any
situation, and then decide which might, and which probably will not,
be liable to change, altering the range of choices for all or some of those
concerned.

The basic bargain to look for first is often a tacit one, that between
authority and the market. One of the simplest and earliest examples
would be the tacit agreement between kings and princes in medieval
Eurcpe and the participants in the great trade fairs, or in local town
markets given a special licence or charter by the king in return for a
payment of tax. The rules gave access and in some cases guaranteed the
maintenance of minimum public order; the buyers and sellers profited
from the trade. Non-state authorities can make such basic bargains too.
At Wimbledon, the British Lawn Tennis Association sets the prices of
entry for spectators, lays down the rules for the selection of players and
reserves some seats for its own members and those of affiliated tennis
clubs. If it reserved all the seats, or too many of them, the bargain with

" the market — the general public — might break down. If its rules

excluded too many good players, again, the market might shrink and

undermine the bargain. The Olympic Games network of bargains is

even more complex because governments become involved in deciding
on political grounds whether athletes may compete and in financing
their participation.

- Bven in a command economy, there is, behind the veil of bureaucratic
control, a kind of bargain between authority in the form of state
ministries, and market in the form of consumers and producers. To
maintain the authority of the state, a bargain has to be struck with the
producers -—— managers and workers — to reward them sufficiently and
to give effective enough incentives for them to produce the goods and
services that will sell to consumers. Some waste of tinsold goods, unused
resources can be tolerated — as, in different ways, it can in a private
enterprise system. But too much waste will put a strain on the bargain
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with the consumers. When there is discontent with the way the bargains
are working out on the part of both producers and consumers, as there
was in Poland in 1973 and again in the early 1980s, authority is in
trouble. Martial law and coercive force may have t be used to back up
the unsatisfactory bargain. In that particular case, two of the weak links
in the network of bargains were, firstly, the inability of Solidarity,
having brought the workers out on strike, to get them back to work
again and, secondly, the inability of the government to produce the
necessary food and consumer goods to back up any deal on wages and
the workers’ purchasing power. It was, unfortunately, a situation made
worse by the intervention of the United States. Imposing sanctions and
taking no action to restore the flow of Western bank credit only further
weakened the strength of both partners in the two key bargains.

One set of bargains — inevitably in a system in which political
authority is so concentrated in the hands of many states — is that made
between the governments of states. But those bargains, as countless
specialized studies have demonstrated again and again, depend heavily
on the durability of some internal, domestic bargains, especially in the
most structurally powerful states. Sometimes these will be between
political parties. Sometimes they will be between the government and
the local representatives of sectoral interests or the leaders of organized
labour. They can also {though less often) be with organized groups of
consumers or environmental conservationists. Identifying whose
support, political, financial or moral, is indispensible to the partners in
the key bargains is often an essential stage in analysis of a dypamic
situation. It was the static nature of a great deal of work on the
bureaucratic politics model, incidentally, that was its great weakness.
The US Treasury or the Department of State may be a powerful
bureaucracy in the policy-making under one Secretary and one
President. It did not always follow that it survived death, resignarion or
the next election.

Work that has been done by political scientists on the subject of neo-
corporatism is particularly instructive in this context. Neo-corporatisn
is the practice in democratic states within the world market economy of
hammering out a trilateral bargain regarding the management of the
national economy between the agencies of government, the represen-
tatives of management in industry, banking, agriculture and trade, and
the representatives of labour and, in some cases, farmers. It has been
most fully developed and has proved most successful in the smaller
Furopean states, and in a somewhat different and less well understood

form in Japan and Taiwan and less successfully in South Korea. Austria -

takes the neo-torporatist prize, followed by the Netherlands and
Sweden. The success of annual negotiations over wages and prices
requires two things: some flexibility in government policy to accom-

modate and to mediate successfully between capital and labour, and
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some confidence on the part of both capital and labour that each of the
other two parties will deliver the promised goods. The bargaining
therefore becotnes easier as time builds such confidence, but more
difficult as external forces — interest rates or oil prices, for example —
make it more difficult to put promises into practice. The essential ingre-
dient is commeon consent given to the survival of the nation-state as a

distince entity, as autonomous as possible in its international political

and economic relations and the conduct of its domestic affairs. Such
consent, and the willingness to sacrifice short-term special interests 1o
the long-term collective national interest, scems to be less necessary in
Jarger countries, and especially in those with a large domestic market as
a base for industry. It scems less necessary -~ and also perhaps more
difficult — in the Jarger members of the European Community like
Britain, France, Germany or even ltaly for the government to seek neo-
corporatist solutions. Both state and market appear to offer that much
more status to the state bureaucracy, more opportunity to the managers
of industry and more security to labour. Even more clearly is this the
case with the United States.

Another set of bargains in which the world economy of today is of
increasing importance and significance is the rather peculiar tacit
bargain between central banks and commercial banks. It cannot, in the
nature of banking, be too explicit. Bankers say there is a moral hazard
if they are ever able to be too sure that the central bank will bail them
out, no matier what they have done. On the other hand, unless they

have some confidence in the willingness of the central bank as lender of

Jast resort to come to their aid in times of crisis, they are unlikely to heed
its warnings or obey the spirit as well as the letter of its pruderitial
regulations at other times. That is a particularly delicately balanced
bargain.

With corporations, whether private or state-owned, as well as with
banks, the bargains struck will not only differ in character from country
10 country but also from sector to sector. The internarional oil business
— as earlier references have already hinted — is a particularly complex
cat’s-cradle of interlocking bargains. In the 1960s, for instance, there
were the bargains between the seven biggest oil companies 1o maintain
an effective cartel, exerting authority over the market. There was also

 the network of bargains between the companies and the host-states in

which oil was found and produced. And there was an impertant finan-
cial bargain between the oil companies and the government of the
United Stares, imitated in practice by those of other consumer countries.
It allowed the companics effective freedom from the demands of the
internal revenue for tax provided they continued to apply their large
profits to investment ini exploration, thus raising the chances of further
discoveries of new . oilficlds. Assuring a comtinued flow of crude
petrolenm adequate to meet the needs of a fast-growing world economy
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was a vital link in the network of bargains. Only very rapid demand in Bart I
the market and the unexpected resolution of the dissatisfied host states
found out the weak links in the network. . Structures of Power in the World Economy

The great advantage of paying attention to bargains, it seems to me,
is that it is more likely to result in feasible prescription for policy-makers
in business or in government and politics than other approaches.
Making pretty blueprints for the reform of international organizations
may be a beguiling pastime. It seldom cuts much ice with the relevant
governments. The last years of the League of Nations were spent in
drawing blueprints; only a few years after, it looked in retrospect like
fiddling while Rome burnt, Equally irrelevant in the real world is the
elaboration of abstract economic theory, when it is based on unrealistic
assumptions, such as ‘Let us assume infinitely living households with
perfect information on market conditions’. In real life, durable condi-
tions in political economy cannot be created which ignore the interlock-
ing interests of powerful people. The problem — which never has an
easy, quick or permanent solution — is to find that balance of interest
and power that allows a working set of bargains to be hammered out
and observed.
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The Security Structure

The security structure in a political economy is the framework of power
created by the provision of security by some human beings for others.
The protectors — those who provide the security — acquire a certain
kind of power which lets them determine, and perhaps limit, the range
of choices, or options available to others. By exercising this power, the

~providers of security may incidentally acquire for themselves special

advantages in the production, or consumption of wealth and special
rights or privileges in social refations. Thus the security structure
inevitably has an impact on the who-gets-what of the economy. It
cannot be left out, For instance, in tribal socicties or im a feudal security
structure, the chief and his warriors or the feudal baron and his soldiers
supply security to the women and the peasants, and in return not only
acquire powers as lawgivers and judges but also social privileges in
food, physical comforts and freedoms which are denied to- others.
Security is, after all, the most basic of basic human needs. If someone
kills you, you immediately have no further needs. In fear of death, most
human beings are ready to sacrifice wealth; to abandon social status or
political position, and to accept injustice and the loss of freedom.
Anyone who was unlucky enough to be m Hiroshima, or in Berlin in
1945, who was in Petrograd in 1917, in Saigon when the Americans left
in 1975 or in Beirut in 1986 will have seen how people in danger quickly
change. Their precccupation is with survival. Their demand curves shift

“dramatically. Other values' pale into insignificance beside the need for

security. ‘

The analysis of a security structure, whether it relates to a local
community in some big city today, to another kind of society in the
diseant historical past or to world society in modern times, will ask the
same sort of basic question: Who provides security to whom? Agamnst
what perceived threat or threats? What price or terms are exacted for
this security? Looked at from the other side, from the point of view of
the ‘consumers’ of security, the questions would be somewhat different.
To whom does a state, a corporation, a social group or an individual
look for greater security? How much security 1s provided? Again, on
what terms? ,

In the international political economy of modern times, the security
scructure is built around the institution of the state. The state claims
political authority and the monopoly of legitimate violence. But the
state does not exist in isolation. It exists alongside others, in a society of
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states. All claim political authority and the monopoly of legitimate
violence within — and also sometimes beyond - their territorial boun-
daries. The relations between states therefore have great importance for
the security structure, and for the world economy. One of the major
issues with which we must deal therefore is how well or badly this inter-
national political system, this world of states, provides security to the
world economy. Economists may choose to ignore the question. The
political economist cannot.

There are four other general systemic questions that must also be
considered:

(1) whether the provision of security varies with the nature of the
individual states who are the players in this international political
system;

(2) whether the provision of security is affected by the role of markets,
by industrialization, and the stage of economic development;

(3) whether what you might call the ‘geometry’, or pattern, or state—
state relations is significant, i.e. whether the security structure is
more or less effective if, in the socicty of states, there are many small
ones, or two dominant states or, perhaps, an oligopoly of half a
dozen Great Powers. This is an old question for students of inter-
national relations but still an important one; C

(4) whether and how the structure is affected by technological change,
especially in the weapons with which states are armed. .

Note that these questions are not directed at the security of any
particular state. What choice of defence policy the government of a
state, whether it is India or West Germany, should adopt is the concern
of strategic studies, just as the choice of a policy for its relations with
other states is the concern of foreign policy analysts. This chapter, and
this book, are directed rather at the framework within which those
national choices are made. It may not be possible always to find simple
answers to the five major questions listed above, but it is important that
they should at least be asked. This is partly because of the separation
of economics from politics but also because of the way in which the
study of international relations has tended in many places to divide into
‘strategic studies’ on the one hand and the ‘politics of international
economic relations’ on the other.! The strategists who are familiar
with the security problems and issues in the international political
system too seldom read or speak to people with an interest in trade or
finance; while those interested in economic relations seldom enter into -
dialogue with the strategic experts. While acknowledging that states will
play a larger part in determining the nature of the security structure,
nternational political economists should still be as much concerned,
firstly, with how that structure affects the distribution of security
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between individuals, social groups and corporate enterprises as well as
it does the distribution of security among states. And they should also
be concerned with how the structure affects the priority given to Ewgmm
or security as compared with the other three major values of organize
human society — wealth, equity and freedom.

Defining security

Security from sudden unnatural death may be the most basic of rE.:w:

needs, as pointed out earlier, but it is not the only kind of security to
which human beings aspire. There is security from slow death U_% mﬂm?mm
tion, and security from disease, from disablement, or from al .m%ﬁ:m %

other hazards — from bankruptcy to unemployment. If we thin M:rw
of states, we confine analysis of security to threats to the m:ﬂﬁﬁ_ro t wm
state, of which war and conguest are the most extreme but not the mﬂ le
threat. But if we think of the international political economy, w. is
comprises enterprises and individuals, and the factors affecting M M:m
survival are rather more various and complex. It may be helptu

therefore to try to clarify a little what we mean by a security striiciure,
and how we could most usefully classify different kinds of threats
against which individual people, or social groups or states, mnmw moMﬂM
measure of security. How they seek it tells us something about "

security structure. Whether they find it tells us something about the

RN i curit
“distributive character of the framework of power described as a security

structure.’ : ey, And
Security can be threatened by natural forces or by human mmmM w, ot
the threat to security can be local or global, selective or general. Al ﬂ.Em
glance, you might think that there is very little that can be done to mﬁr{
people security against the elemental forces om. _@.mmw__mr SmEm,.m — me .
quakes, hurricanes, volcanoes, floods, mudslides or forest fires. mm:
fact all mankind is not equally insecure from these threats, especially

. ‘- 1 are
where recurrent and therefore anticipated natural disasters

concerned. The Japanese learn to build earthquake-resistant _u::m_m%“
The Americans develop an elaborate hurricane warning w%mﬁma_.. din
technology of flood control is well known — _u.:..u not as Jam: applie o
the Ganges delra, for instance, as in the Zwmm_mm%v:.Z:n or n<our\

indus. One of the features of ‘advanced’ countries 18 ﬂrmn. they ._Mz.&
eliminated or controlled dangerous wild animals: there are tigers suli m

ia, b o mor lves in Eurepe.

me%mmﬁcmmm%m NTMMMM <8 5&2&:@& security, however, are threats
coming from some human agency. These raoge from threats n.oB_:m
from other individuals {whether criminals, lunatics, or caricrs Ho
serious diseases), 1o threats from organized Q&dnw civil war or revolu-
tion, local or regional wars, up to threats of major nuclear war -— a




i the greatest potential threar to security.
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threat which puts in jeopardy the whale world, ali mankind and all life
on earth.?

The latter is perhaps the one major universal threat, affecting all
mankind equally and indiscriminately. All other threats are unevenly
distributed and unevenly coped with by authority. Whether directed at
particular individuals {assassination or kidnapping, for instance) or
particular groups (whether political, or religious), threats will occur
unequally, very unevenly and by design as well as by the accidents of
history or geography. And they may be direct threats to the life and
safety of a person or a group of people, or indirect threats to the means
of life {te water supplics, food supplies, fuel and energy supplies, even
to shelter and various factors of production or forms of property).

But apart from natural disasters and individual acts of disruption it
is fair to say that almost all the other threats to people’s security arise,
in one way or another, {rom conflicts of authority. And it is not, intrin-
sically, the coexistence of a multiplicity of authorities in a political
economy that may threaten the structure of security. It is disagreement
between them about the limits of their respective authority.

This disagreement may be between two states, or between a state and
a provincial government (as in the American Civil War), or between a

state and some lesser authority such as a fabour union, a religious sect.

or a criminal gang. The state-centred model of politics which dominates
so much political science has made a sharp but essentially false distine-
tion between threats to security that arise within states {crime,
terrorism) and threats that arise from other states (i.e. war, strategic
embargoes or blockades).

But if the international polirical economy is looked at as a whole
rather than simply as a society of nation-states, then it is apparent that
the conflicts of authority giving rise to threats to security can come from
ary situation where two authorities conflict because they do not, tacitly
or explicitly, agree to coexist side by side, and where the weaker source
of authority is held to exceed the limits tolerated by the stronger.

Thus, security can be threatened by conflict between the authority of
the Soviet Union and that of the United Srates or China; or it may be

threatened by conflict between the authority of a criminal leader over

his gang with the authority of the state embodied in the person of a local
police chief. In both cases, there can be peaceful coexistence, or there
can be head-on conflict. This rather obvious common sense observation
helps to explain the paradox that coexistence of authorities can be atthe
same time both a source of security and a source of insecurity. The
balance of power (to use terms familiar to students of international rela-’
tions) can thus be a power for peace or a cause of war. Mutual nuclear
deterrence can be part of the structure of security and at the same time

At the level of the state, the study of political science being concerned
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with the effort of the state to maintain order in society has tended to
make a clear distincrion between ‘legitimate’ and “illegitimate’ threats to
security — from rebel or terrorist forces and from the state’s army or
police. Yet, for the individual the result may be the same A the @o:m.m
shoot you by mistake, or if a bankrobber shoots you by Eﬁ.mﬂm_@. H.w:m
false distinction is something that, for clarity of analysis, political
economy might well discard. Normative judgements can be .Emam afrer-
wards. But if we pose the questions suggested carlier, we at least start
from an analytically neutral definition of the situation in terms of the
degree of security or insecurity. . .

The same bias in political science and in law is found in the m._mnnnnn
creatment of threats to economic security resulting from revolution and
civil war and those resulting from organized piracy and banditry. The
effect of both on production structures and on trade mm much the same.
Indeed, sometimes it is quite hard to tell revolutionaries from vmd&;m.
There were successful bands of outlaws in nineteenth-century Russia, as
in China, Bolivia or the Balkans, some of which mﬂ.mnﬂm&Jmm groups of
political dissidents and then turned to rebbery to survive. Equally, there
were robbers, like the famous Giuliano in Sicily in the H.w.uﬂcm, who started
as simple robbers but found themselves heading a political protest, and
were hunted down by the authorities as enemies of the state. And perhaps
it is only the subtle ideology of nationalism and the nation-state that
mrakes such a rigid distinction between taxation when it is wmm_.ﬂawmmn_, by
the authority of the state and other forms of nbm@wn& contribugions to
the costs of protection against threats to security, such as those mnnﬁ,m.mm gﬁ
the Mafia and other counter-societies, sometimes no more arbitrarily.’

It then becomes apparent that some of nrm” more stable counter-
societies go further and emulate the other functions of a state. Chinese
secret societies, for instance — some of the most persistent and well-
arganized of all kniown counter-societies —— not os.:\ tax their members,
but make rules, administer justice and exact punishment. They create
internal welfare systems, looking afrer sick or old Eon&umamu even bring-
ing up children. A stable counter-society — onmm.._:mmm H:mmaau for
inscance - does not necessarily threaten security or jeopardize econonuc
activity in any way. Provided always that the boundaries between it m:a
the Jegitimate’ authority are clear and unchallenged, the two can coexist.
This has been the case with the Kibbutzim in Israel, with the Mafia and
the police in some American cities, and iu the ‘no-go’ areas of Belfast left
by the British Army to the authority of the Irish ‘provos’.

An important axiom for political economy follows from this observa-

tion. It is that the security structure is jeopardized not by the existence :

of counter-societies in themselves but only when one authority challenges
the domain of rights of another and when that challenge is .mnoﬂu.mnm,
Then violence is apt to ensue. The challenge can come from either maw.
The lesser authority ~— a counter-society or a dissident political or ethnic
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group — may try to extend its authority. If the greater authority resists
the attempt, conflict is apt to ensue. Or else the greater authority will
decide for one reason or another to assert or reassert its authority over
the lesser one — whether over territory, as with a Chinese warlord or
the Irish provos, or over some matter of ideology or of economic rights
and responsibilities, including the responsibility to pay taxes. Again,
conflict ensues only if the lesser authority then accepts the challenge and
resists. In either case, the outcome depends on a crucial calcularion by
the challenger in the first place and the challenged in the second of the
gains that might be achieved, the risks of loss involved if conflict does
ensue and the costs of defending their respective authority.

Security in a system of states

It is precisely the same uncertainty over the limits of authorivy at the
borderline that is the major weakness of the security structure based on
a multiplicity of territorial states. The only difference — but it is a big
one — is that states have this in common, that they all claim a monopoly
of legitimate violence and that they acknowledge reciprocally each
other’s right to the claim. It follows therefore that the security structure
fails when they decide to challenge the authority of another state. At
other times, they operate a kind of collective alliance against the lesser
authorities with which all of them to some degree have to deal. From
time to time, of course, they will decide to intervene, to aid the
insurgents or harbour the revolutionaries who challenge the authority
of another state. What they are doing then by giving such aid is to run
the risk of conflict with the other state. (Their wish to maintain the
freedom to make such challenges is the reason why, although they
normally have extradition treaties with other states in confirmation of
their shared interest in fighting crime, such treaties usually exclude
‘political’ crimes — and leave to each state the right to decide how 1t
interprets ‘politcal’.)

The risk in the system lies not in the coexistence of states per se. It
lies in the risks that come with that coexistence, risks resulting from the
uncertainty over how far the stronger state can extend its authority, and
over the point at which the weaker state feels it has to resist and turn
to fight.

This of course is why the security structure of the world economy has
been weakened as much by the decline of empires or of formerly power-
ful states as by the rise of aggressive new states. Whenever there has
been such a decline, whether of the Roman Empire, the Ottoman
Empire, the Manchu Empire in China or the European empires in
Africa, the decline has been accompanied by conflictual challenges from
other states and by conflict among other states for the territory and.
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resources of the former imperial power. It is only because .nEnr recent
history has been written by the victors ﬁrm.ﬁ .ﬁrm threat to Eﬁmgmsﬂﬁm_
security from the increased power of a rising or resurgent state %M
Germany or Japan in the interwar years has been more often stresse
than the threat from a declining state, like Austria or the Ottoman
Empire before 1914. .

In reality, the break-up of empires, the .&nnr:m o.m a former mammm
power, Opens up more possibilities of misperception msm. thus o
unintended conflict than the usually slower and more mwmacm; rise of new
powers. It was the decline of the Manchu Empire in China and the m:mea
quent inability of the Nationalist government to noﬁwoﬂ the émloﬂm in
border regions that tempted Japan into the occupation nm gmnnwcmm in
1931, It was the summary and ill-prepared retreat of Britain from F%m
in 1947 that led to inter-communal violence and the momﬁrm of millions
at the dawning of independence and to continuing conflict and romﬁ._ra\
between the successor states thereafter. As Jervis and many czﬁm writers
on international security and the history of international relations have
observed, it is misperception that is a more nwaﬂoz source of
breakdown in the security structure than any other.” Misperception by
North Korea of the significance of the United States withdrawal of
troops from South Korea was 2 major 1eason for the ocﬁg.mmw .Om ﬁrm
Korean War in 1950. And it was misperception by _un.;v Britain an
Argentina of each other’s intentions towards and imterest n the
Falidands/Malvinas that led to that bloody, anachronistic and
unnecessary conflict in the 1980s. - .

The inevitable question, though, 1s whether there is any other basis for

" a security structure that would limit violent and destructive conflict

between coexisting political authorities. The present one may be
imperfect, but is there any practical, conceivable m_ﬁa.nmsz.u There mw.m
two conceivable possibilities: a world state or empire, and a wor :
organization of states better and more effective than either the League 0
Nations or the United Nations. Neither, however, seems ?mnﬂnm.v._m.

- A world empire, whether ruled from Washington, Moscow or WQ_EW“
would certainly eliminate international conflict. Any resistance to the
central authoricy could be called civil, not inter-state, war. But resistance
there would be if history is any guide. Every single bid for ao:::mnﬂm
over neighbours that locked as if it might me to setting up a worl
empire has met with fierce, and growing, resistance. mdn,o: Ev.muu mmﬁ._:
the case of Napoleon and Stalin, the bid could be &oﬂrnm in a universa _mm
ideology of liberalism or socialism it has met with deep suspicion ﬂﬂn_
strong opposition. Long before these moﬁ:ﬁ& ,.EE.E empires contro mn |
even half of the surface of the earth, the opposition @.3?& too strong tor
them. . .

And the root of epposition, its source of strength and staying power,
has been pationalism. The very insecurity of the system, paradoxically,
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seems to increase the individual’s need for a sense of some identity in an
insecure and dangerous world. And the sense of identity is still most
successfully offered by the nation-state - even when the ‘nationalisim’
is somewhat false and artificiaily contrived. Moreover, loyalty to the
state — on which the whole mutual recognition and protection system
of inter-state relations finally depends — has tended to increase rather
than decrease as individuals perceive their heightened need for security
and the state’s heightened power to provide them with soctal and
economic security as well as the security of public order. Even though
not all states can as vet provide their citizens with social security, the
fact that the rich ones do so encourages people in other states to think
that they too will be so provided as soon as their states’ economies grow
rich too. Therefore, although people know that the state can also
constitute a threat to their individual security, the lack of an alternative
and the trade-off of present enjoyment of state-provided security against
the future risk of state-engendered insecurity tends to reinforce the
existing international state system.

All the same reasons make the second alternative of a world organiza-
rion more effective than the League or the United Nations even less easily
achieved. For if there is resistance to 3 world empire when those who want
it carry a sword — that is, a violent threat o security — there is likely-
to be even less chance of change when the advocates of world government
come empty-handed, armed only with reason. Everyone knows that the
present security structure is both dangerous and costly to the point of
wanton wastefulness in the production of superflucus armouries of missiles.
But the knowledge has not been enough to make even small dents in popular
artachment to the state as the provider of security. There was no public
outcry between the wars when the responsibilities of states towards the
{ eague of Nations were slowly whittled away to nothing by the collective
decisions of national representatives. Nor was there any outery when, at
Dumbarton Oaks and then at San Francisco, the member-states of the
United States protected their precious independence of action by nser-
ting in the Charter two key articles. One was Article 2, paragraph 7 which
reserved to the members all matters that they considered to be matters
of domestic jurisdiction. The other was Article 51 which preserved for
them the right to individnal or collective sclf-defence — thus reopening

the door to a security structure based on alliance and counter-alliance rather

than on collective responsibilities for the maintenance of peace between
states. The fear that cither the world organization would merely be the
rool of one or other great power (as indeed it was the tool of the United
States in the early 1950s) or that it would be ineffectual — as both the
League and the UN have proved to be in the face of repeated grave threats
to international peace and order — have been enough to kill any realistic
hopes of managing a trapsition from the present security siructure o a
multiateral or confederal one.

“ideological element in the latter case is
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Despite the idealistic dreams of peace parties, of academic E.SM
national lawyers and world system enthusiasts, it has to be admitte
that popular convicrions have changed little in the fast r.::&nnm years.
National sentiments and prejudices are still the most easily aroused —
in the United States, in Britain, in the Soviet Cac.ﬁ — and .ﬁrm least
easily laid to rest. It looks as though we are stuck with a security struc-
rure based on the nation-state. Whether there are factors ﬁrwﬁ make it
more or less effective or more or less risky is another question.

Are some states more peaceful?

an others is a kind of

The illusion that some states are more peaceful th . ,
from its own ashes.

intellectual phoenix that rises time and time again ‘
it has always been — and always will be — an unfortunately .m&.:.oﬁ:d
piece of political ideology. For the security structure the significant
difference between states lies not in the political _a@m..m they profess but,
as Martin Wight (1946) wrote some forty years ago, i whether they are
satisfied, conservative, status-que powers Of whether they are
dissatisfied with the structures of power and cherefore feel themselves 1o
be havenots, dedicated to radical change in L..omm, mﬁwcnﬁ:mm.. As
observed earlier, the conjunction of two such authorities 10 moumz_nnm
of uncertainty as to the rejative strength of the will to resist 1 the m.:mm
group and the will to bring about change by force if necessary 15 2 potent
recipe for war. : ‘ -

The belief that monarchies were more vn:wmngﬂﬁmsm republics Eoﬁm
peace-loving was a delusion strongly mmmonwmﬂm@ with v.onv Hrw m_.,mﬁn&
and the American Revolutions. It was given mg_omov?n& .Em_mrm an
popular appeal by Rousseau’s rather unscientific and ahistorical nonons

i 1 s
. of how men behaved in a state of nature, whatever that might he. It wa
_ borne out peither by the campaigning strategies of Napo

Jeon nor by the

policy of the United States towards the American Indian states. {The
revealed by the refusal to
acknowledge the tribes as political entities even though momamm. Q.nmﬁmw
were concluded with them as if they were states, and by .ﬁrm fiction o_
1S law that denied legal personality to all American Indians for most
of the nineteenth century. .

Notwithstanding the wmwo&u it was a delusion m.wm:.,&. by Woodrow
Wilson, a professor of history who became President of the CEMMQ
States, who took his country inte World War I and then insisted on the
piinciple of self-determination as a basis for the post-war mnEMEmnf
parily on the grounds that nations permitied fo OTGAMZE %mB.mm ves .mw
Liberal democratic states would be less prone (O En&mn in mmmww
diplomacy, destabilizing alliance building and aggression mm%bmﬁ t W_M
neighbours. ‘Breaking up the former enemy rionarchies, he thought,
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would in ieself improve the security of Europe. In fact what it produced
was a group of rather weak successor states whose independence
depended on the support that was or was not forthcoming from Britain
and France, and on the changeable policies of the Soviet Union.

And while Wilson was thinking that democratic republics would
improve security, socialists in many countries and not only the Soviet
Union believed that socialist states would behave more peacefully than
capitalist ones. The belief rested on the Leninist interpretation of Marx,
which argued that the declining rate of profit in a capitalist state drove
its government to seek cheaper raw materials and cheaper labour as well
as new markets by acquiring colonial possessions. Competition between
capitalist imperialists over colonial territory would lead to increased
risk of war. Nor was the notion that capitalist states inclined to
bellicosity confined to Marxists. Between the wars, many New Dealers
and social democrats also believed that allowing the profit motive to
rule in the international market for arms had fostered arms races and
contributed to conflict between states. The example of the notorious Sir
Rasil Zaharoff selling guns and submarines to Greeks and Turks alike
popularized the idea that capitalist governments licensed the ‘merchants
of death’ to profit from warmongering.® Even in 1939, after the
Molotov-Ribbentrop pact, partitioning Poland once again, many left-
wingers still fell for the Soviet propaganda line that the war with
Germany was a war between imperialists. It took some of them until the
1960s and the deterioration of Sino-Soviet relations over their commeon
frontier in eastern Asia to recognize that socialist states could also be
motivated by mutual fear and suspicion, ,

In the meantime, in developing countries, yet another version of the
myth that some states were inherently more peaceful than others had
taken root. It, too, is less credible now than when Nehru first proposed
his Five Principles of Coexistence in the Jate 1940s. Joined by Tito of
Yugoslavia and Nasser of Egypt, Nehru led the Nonaligned Movement
(NAM) of neutral states, most of them newly liberated from colonial
status. The presumption of the NAM was that the world’s security was
being threatened by conflict between the two armed camps of allies
organized by the superpowers, and that the more that states could be
persuaded to refuse alignment with either superpower, the less the risk
of conflict. The implication was that such neutral bystanders were
themselves more inherently peace-loving and mutually tolerant than the
great powers. It too lost credibility as India itself fought with Pakistan,
as Indonesia fought with Malaysia and as conflicts proliferated in
Africa, and later the Middle East (Willetts, 1978).

) The Security mdcoﬁ.._ﬂm....-.mm i

industrialization and war

While the two latter myths about the greater propensity of some kinds
of state to threaten international security identified the older developed
states as the culprits, another kind of logic has m:mmnmﬁma. ﬁ_:mﬁ.u on the
contraty, industrialization in the production structure might improve
ihe chances of stability and peace in the security structure. .gonn
developed, industrialised states might have less incentive 11 going to
war. ,

Two early thinkers along such lines were Auguste Comite 1n Tw:.nm
and Norman Angell in Britain. Comte vm:gn& that greater productivity
in agriculture and in industry would so modify the harsh Emmmcamm of
scarcity on national societies that governments would no longer need to
conquer territory in order to acquire wealth. About the same time,
Norman Angell was stating a similar argument based on the assumption
of rational choice in the making of foreign policy. As the costs of war
had escalated, so had its destructiveness. Wmmo:w_ calculation would
show that it was a ‘great illusion’ — the name of .?.m most famous wo.ow
— that any national economic interest could possibly be served by going
to war. However, Angell, more perhaps than Comte, ao:.?nm that
policy choices international relations were always made rationally —
nd his doubts were proved tragically justified when the Great War (as
they called it then) began in 1914 Cw:mo:,. Hwo.mm, Mailler, me.@.

The question nevertheless remains, for irrational fears, mispercep-
tions and human error can still start wars, even though the wealth
brought by industrialization makes them less worthwhile. It was a ques-
tion that continued to tease the late Raymond Aron, perhaps the most
distinguished writer on ‘international relations of his mmsﬁmﬂon. Twice
in his long and productive life, Aron challenged Comte’s optumism. But
in 1978 he was still nc more sure than he had been in 1958 how to
assess the effects of indusirialization on the security structure. Em.noc_m
see that it had by no means eliminated war because it had not eliminated

- the thirst for power, and war was still one means of acquining power.

The balance of deterrence between nuclear powers remained precartous
and vulnerable, and the proliferation of nuclear weapons brought new

risks of catastrophe (Aron, 1958; 1978).

Ten years later, the internationalization of production (as described .

'in a later chapter) introduced a new factor into this old Qm.vmﬁo. If the
wealth of a developed state depends more and more on the investments
made by its banks and corporations in other countries, and less and less
on its industrial productivity at home, will not its government be aware
that this wealth is even more vulnerable than its industry, and is- more
directly jeopardized by war? War tends to wipe out old mn‘cnm../boﬁoa
do not necessarily acquire spoils from the vanquished as they anﬁ ér.mn

" control over-territory was the basis of national production. The ‘security
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community’ percetved by Deutsch in the 1250s as uniting the members
of the Adantic alliance in such a way that they would not contemplate
war against each other may have rested on a cross-investment and cross-
frontier production rather than on the intensity of cross-fromuier
communication counted on by Deutsch (Deutsch, 1968).
Fnﬂzmﬂmmmwmmou, however, has also been a key factor in the final
question posed at the beginning of this chapter — how the security
structure has been affected by the technological changes in the weapons
with which states arm themselves. Without manufacturing capacity
and without the access to the scientific knowledge of how :annmm
warheads are made, the proliferation of nuclear weapons — widely
regarded as a major weakness in the security structure — could not have
.ﬂmron place. Both superpowers have been keenly aware that it was not
in their interest that other states should acquire nuclear weapons. But
their efforts to use control over the technelogy and materials necessary
for nuclear power stations as a lever to get others to promise not to use
%m:, help for military purposes and to submit to international inspec-
tion have failed. The Nuclear Non-Proliferation Treaty of the 1960s
still binds over a hundred states. But not only was the deal refused from
the very beginning by several important states, including China, France
South Africa, Israel and India and Pakistan, it has increasingly momm
Qw%.g:@. By the 1990s, it seems probable that the number of states
admitring to possession of nuclear weapons of some kind, or known to
possess them, will have multiplied, weakening to scme unknown degree
the structure of security., That is surely more significant for the system
as a whole than the declaration by some states that they are ‘nuclear-
free® — either by muldilateral agreement, as in the 1969 Treaty of
H_mﬁm_omno between the states of Latin America, or by unilateral declara-
tion, as in the case of New Zealand. Such declarations are made when
statesmern perceive that their country enjoys relative security, so that if
they disavow any intention of allowing nuclear missiles or submarines
to be based in the country, the declaration may marginally add to its
already rather low risk of involvement. Such possibilities are not equally
open to the European states. -

Fatterns of balance and security maps

H:m €Conomic power of Japan, and the re-emergence of a rapidly-
Ea.cmﬂﬁm:mwmm China into active international politics has recently
revived the old question of which kind of balance of power makes for
more security — a seesaw balance between two superpowers such as has
WOEEmem the global security structure for the past forty years, or a
chaodelier” balance m which equilibrizm is maintained between a
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group of five or six great powers, such as dominared wosld security in
the years before 1914,

it is in many ways a false problem, for the number in the balance is
not the only variable. An important factor in the multiple balance, for
instance, is the degree of flexibility in other participants if any one of
the others appears to be losing or gaining ‘weight” in the balance, and
50 upsetting the equilibrium. A multiple balance may have more ways
of compensating for changes in relative (or perceived relative) power
than a bipolar balance. The fact that the multiple balance of pre-1914
Europe failed and that last-minute diplomacy was unable to stop the
accelerating slide into general mobilisation and war from about June
1914 onwards can be ascribed to other factors {Joll, 1914; Lowes
Dickinson, 1916). For instance, the solidification of British relations
with France from 1902 onwards removed the limited flexibility of an
important balancer, while the Germans’ perception of their increased
weakness in military manpower after France brought in three-year
conscripts seems to have led Bethman Hollweg to gamble on the
probability that if Austria were encouraged to resist Russian backing for
Serbia after Sarajevo, either the Russians would back down, weakening
the Franco~Russian side of the chandelier, or a war could be as quickly
won as the wars of the 1860s and 1870s. Perhaps it was the rapidity of
economic change, and of military and naval technology, that added
significant destabilizing factors. For until about five years before 1914
it had certainly scemed as if the Concert of Eurcpe was 2 rather efficient

security structure, allowing bilateral or peripheral wars to be fought

without dragging in the whole continent - the Franco—Prussian and the
Crimean for instance — and allowing competition for colonial territory
which, notwithstanding Marxist theories, only rarely led to confronta-
tions like that between Britain and France at Fashoda. Much more
often, the colonial powers collaborated in exploiting the inhabitants of
weaker continents — Latin America under the Monroe Doctrine
excepted. They banded together in the Boxer expedition to teach China

‘a lesson of subservience, and they conducted repeated multilateral

peacekeeping summits to prevent the European domination of North
Africa from leading to a European war. The care taken by the European
powers in multiple balance of power to avoid stepping on each others’
toes, to demarcate clear spheres of influence and o use diplomacy to
avert crisis was on the.whole rather more striking than the times when
their mutual fears threatened to get out of hand.

But an equally strong case can be made for the durability of a bipolar
balance. This has constituted the mainstay of the security structure for

states since the breakdown of the wartime alliance between the United

States and the Soviet Union in the winter of 1947/48 and the final
collapse of hopes that some agreement could be reached between them
to put some peacekeeping forces at the disposal of the United Nations
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mmmclg Council. Despite the mutual accusations and the compeiitive
build-up of arms, peace has been kept between the superpowers for
forty years. Head-on conflicts have been averted -— as over Berlin in
1948, over Hungary/Suez in 1956, over Cuba in 1962 and over
Iran \.>mmrm:mmﬁmm in 1978-80. There have been successive risks of local
n.oznz.uﬂm escalating, as when MacArthur contemplated crossing the Yalu
river in the Korean War, over the Congo intervention in 1960, or
through Soviet support for Nicaragua or American support for the
Afghan tribesmen. Mutual Assured Destruction may indeed have
seemed a MAD way to keep peace, but even the experts could think of
no other,

But by the mid-1980s it was becoming increasingly costly. Difficult
as it was sure to be, there were strong economic incentives for both
superpowers to reach agreement on a reduction of nuclear armouries
and the negotiation of a more stable bipolar balance. Nor have the costs
Umn.:. only economic and financial. Looked at as a security structure in
which the power is held by the providers of security, a price has also

been paid by the ‘protected’ in terms of a loss of other values — free

nvﬂmmnu in particular. Within each of the blocs, and in their immediate
vicinity, the superpowers have allowed very limited autonomy. Poles,
Hungarians and Czechs have paid in terms of the choices denied them
as have Guatemalans, Sandinistas and Panamanians. By contrast, Hrm
superpowers have shown growing indifference 1o conflicts that did not
seemn to threaten or upset the balance between them. It almost seems as
.ﬁ.ro:.mr the Concert of Europe, because of the wider spread of its collec-
tive interests, was rather more active in the role of world policeman than
the Soviet Union and the United States have been — at least in the
1980s. moﬁ.w both, the relations between them seemed to be more impor-
tant n.rmn intervening in unsettled ‘neutral’ regions to prevent conflicts
m m_wm in the Falklands or, in the earlier stages of the Iraq war, the Persian.

ulf.

. There is always a danger of security being regarded in highly subjec-
tive terms. 'The nineteenth century was relatively peaceful for Europe —
but Ec.nr less so seen from Africa. For this reason, the political
economist might find it worth trying to represent the security structure
of ﬂ_n world economy by drawing a series of maps, each showing the
incidence of different kinds of threats to security at different times to
ﬂw._moaodﬂ people. This is no more, indeed, than is attempted by political
risk analysts — those latest well-paid advisers to banks and corpora-
tions operating m a global economy,

Onow.ommmﬁm can draw maps showing the earthquake zones and the
volcanic zones of the physical world, places where the pressure of
tectonic plates gives greatest risk of instability. Meteorologists can draw
maps om areas of climatic extremes, and of high _mmE:Q to the passage
of hurricanes. So the political economist could draw security maps
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showing areas of high, low or uncertain security from various kinds of
threat. Like the geographer’s map, they could be drawn with isobars of
‘security pressure’, or incidence dots of the kind used by demographers
or economic geographers.

The world map of liability to individual crime and violence, for exam-
ple, might show less variation between countries than it did within
countries. Los Angeles and parts of New York City have a much higher
incidence of murder and robbery-with-violence than Tokyo but only a
few miles beyond, life can be much more secure. The efficiency of most
governments in preventing crime varies more in big cities than in the
countryside. And only when crime is mixed up with civil and political
unrest, as in Belfast or Beirut, is the level of insecurity apt to be so high
as to interfere seriously with economic life, with investment, production
and trade.

Nor is there great variation in the risks to security from full-scale
nuclear war. The probability is that, once started, it would spell total
disaster and death for everyone — ‘nuclear-free’ or not. The security
map for that risk is almost uniformly grey all over.

It is in the middle of the continuum between highly local threats to
individual security at one end and universal threats to all life at the other
that the maps would show most variation. There would be some very
black or dark grey areas of high risks, of civil war or revolution, and
other pale grey areas of very low risk. To sum up, the idea of drawing
such maps, however rough and subjective they may be, would at least
serve the purpose of broadening the debate over the sources of security
and power conferred by the ability to increase it, and over the kinds of
security sought by states, by corporate enterprises, by other social
groups and by individuals.

Prospects

"World economic order will greatly depend, in the future as in the past,

on developments in the global security structure. Choices open to states
in their economic policies and to corporations and social groups will be
determined by what happens to the security structure. Whether it
becomes more or less stable, or remains a mixture of positive and
negative features, it is certain to have a direct and strong impact on
future patterns of production, finance and ideas, and ‘secondary effects
on trade, transport, the supply sources of energy and the provision of
welfare. o

No one, [ hold, can @Hm&n». which of the conceivable scenarios, short
of nuclear catastrophe, will be played out in the years ahead. One
optimistic scenario, popular after the signing of the 1987 Intermediate
Nuclear Forces treaty, sketches a trend towards superpower détente,
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arms limitation and co-operation {or at least mutual restraint} in
regional conflicts, whether in Africa, Central America or the Middle
East. Less optimistic scenarios sketch the seizure of a significant lead by
one superpower over the other — as, for instance, through the Strategic
Defence Initiative or its Soviet counterpart. The imminence of weakness
provokes aggression and pre-emptive strikes cnsue. Another scenario
envisages the rise of various threats from within and without to the
Soviet—American balance of power, thus increasing rather than decreas-
ing instability in the security structure, One such threat could arise from
internal conflict in the Soviet Union between the conservatives and the
reformers, complicated by rising nationalism in the Asian provinces.
Disorder, or the danger of disorder, at home and in Eastern Europe
would harden policy attitudes towards the United States. Conversely,
mounting American difficalties in managing Central American disorder
and controlling the Hispanic diaspora northwards, might have an
equivalent effect on American attitudes.

Or else, there exist external threats to the security structure based on
a Soviet~American balance of power. A more active military role by
China or by Japan or by both is not at all inconceivable and could easily
introduce new destabilizing variables into the structure.

The crumbling restraints already noted on the spread.of nuclear
weapons to conflict-prone states, especially in the Middle East, is widely
acknowledged as a grave weakness for which no cdear solution is
apparent. Nor is it only the spread of highly destructive nuclear
weapons that is already eroding the security structure and could do so
more seriously. In many parts of the world civil disorder and local wars
and revolts threaten security because modern conventional weapons —
from missiles to automatic guns — are much more easily available. A
vast unregulated market for small arms has been allowed to grow,
making it easier for political dissidents and minorities to challenge the
centralized monopoly of violence. Meanwhile, at the next level,
restraints on the international sale of arms have weakened markedly as
arms exports have come not only to increase the economic security of
the state through their contribution to the balance of payments, but to
reduce the costs of national security by spreading and diluting develop-
ment costs to small armed forces over a larger marker. - ,

Against these negative developments, we have some positive factors
to weigh in the balance. The changed competition berween states makes
the acquisition of land Jess important and of market shares more impor-
tant. Armaments are usefu] for the conquest of territory, less so for the
sale of goods and services. The use of nuclear and other weapons:of
mass destruction diminishes with victory and leaves only a man-made
desert of no possible economic or political value. Then again, the
spreading perception in the global knowledge structure of the universal

consequences of nuclear war is slowly building social and political -
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pressures on governments to moderate not only their acts but even their
language.

From year to year, perceptions of the relative importance of positive
versus negative factors, of the probability of one scenario compared to
another are bound to change in the future as they have done in the past.
It will not only be the objective but also a subjectively perceived nature
of the security seructure that will react upon the structure of finance,
production and knowledge. .



Chapter 4

The Preduction Structure

A waon_w»n.mo: structure can be defined as the sum of all the arrangements
determining whart is produced, by whom and for whom, by what
method and on what terms. It is people at work, and the wealth they
_unoﬁ.mcnm by working. They may be helped by animals, or by machines.
Their efforts may be supplemented by a bountiful Nature, But it is about
how mmm.%_m at work are organized and what they are producing. The
Eom:@uom structure is what creates the wealth in a political economy.
F.omc.oﬁon has been the foundation, the base, of almost all political
economies. Only in very few places, in very rarely favourable climates
has it ever been possible for people to have emough to eat, nzocmm
clothes and enough shelter without working. Al organized societies
therefore are built on the foundation of a production structure, on the
wealth .ﬁmom:onm by people at work., Because there is such 'a close
connection between the locus of power in society and the production
structure, no political economist can afford to ignore it. For instance
when a social group loses power — the senators of ancient Rome,
Alrican tribal chiefs, Japanese sarmurai — big changes are m_uﬂ. to mozosw
in i&.o produces what and how they are organized — and consequently
in cui bono, in who benefits. Equally, when the production structure
changes — because the irrigation system built up on a great river breaks
down, because a machine has been invented to take the place of hand
Mmco:nu or because women join the work-force and work for money
ﬁmﬁm.mm of staying at home — big changes are apt to follow in the
distribution of social and political power, and sometimes the nature of
the state and the use of authority over the market. , :
.E.:wam have been two very profound changes in the production struc
ture in the last two centuries and it is important to think about why each
of them happened and what consequences have followed — and in the
second case — are likely to follow in the international political
economy. The first change was the change to a nm?mm:wﬁ market-
oriented mode of production in the states of North-Western wznown a
mode so .E:nr more successful and dynamic. than other nmw:m:wﬁ
market-oriented systems that it came to dominate the noo,do_.:mm
development of the rest of the world. By ‘capitalism’ in this context, we
~understand a system in which markets for goods and services allow the
| forces of demand to influence what is produced, so that innovation in
_uno.m:nﬁm and processes and the application of capital to the means by
which they are produced are both rewarded. )
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The second change has been the gradual, uneven but apparently inex-
orable supplanting of a production structure geared primarily to serve
national markets to one geared primarily to serve a world market. As
Peter Drucker, the grand old man of management studies, has put it,
today the world economy is ‘in control, superseding the macro-
economics of the nation-state on which much économy theory, whether
Keynesian, monetarist or Marxst, still anachronistically focuses
{Drucker, 1986). It is the internationalization of production that is the
second crucial stage. Many writers have focused on the rise of the
‘multinational’ corporation (so-called), and have sought to find explana-
tions for the change in the nature of this dominant production-
organizing institution (Skocpol, 1979), but multinationals are only the
visible expression of a deeper change as — in medieval Italy — the
condottieri and their mercenaries were the visible expression of political
change from a feudal state based on clan loyalty to a city-state based on
wealth. The internationalization of production is no longer nowadays
confined to the giant corporations that are annually listed by Fortune,
Expansion or even South magazines. Today, more and more small and
medium-sized companies, and state-owned as well as privately-owned
enterprises, are engaged in production directed by a global strategy for
design, production and selling to a world market. :

The change has been somewhat obscured by the uneven way in which
it has taken place; the supersession of the national economy by the
global production structare has proceeded rather faster in some parts of
the world than in others, where it has met with more resistance. The
Russian Revolution of 1917 and the Chinese Revolution of 1949 each
arrested and reversed the absorption of two major national economies
into the world capitalist, market-oriented system. Both substituted an
authoritarian political structure capable of annihilating opposition and
imposing on national societies a command economy, a production
structure directed by the agencies of the state, backed when necessary
by military force.

Nor have they been the only ones to resist the change. Between those
two economic counter-revolutions, there were at least three other
serious attempts to resist in the inter-war period — the National
Socialist revolution in Germany, the Fascist revolution in Italy and the
Franco revolution in Spain — all of which had in common the deter-
‘mined, forceful use of state power to insulate the national economy
from the outside world. Each raised barriers of trade controls and
bilateral bargaining, exchange and financial controls and controls over
the movement of people to prevent too great an involvement with the
world market economy. Since World War 11, and for almost a quarter
of a century, many of the developing countries — India, for example,
and countries in Latin America — jealous of their political independence

and resentful of the economic power and social influence of foreign
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multinationals, adepted import-substituting strategics of economic
development that slowed down their absorption into the world market
— and also, it seems, slowed their economic growth.

Today, however, the resistance of even the great socialist countries scems
to be weakening. Import substitution in developing countries is discredited,
while the power of the transnational corporations seems Lo be growing.

A great many writers have been intrigued by the question of what
political implications there are in this process of change in the produc-
tion structure, of why and how it came about and whart social conse-
quences have ensued. These writers have come from many different
starting-points: from industrial relations, like Robert Cox; from social
history, like Michael Mann, Jonathan Hall and Christopher Chase-
Dunn: from economic history, like Immanuel Wallerstein, Angus
Maddison and Arthur Lewis; from political science, like Jean Baechler,
A.urﬁmimn Stoffaes in France and Ed Morse in America; from economics,
like Arghiri Emmanuel, Charles-Albert Michalet, Mancur Clson,
Charles Lindblom and Dudley Seers; and, not least, from business
studies and business history, like Raymond Vernon, Alfred Chandler
and John Dunning.! It is invidious and difficult to pick out names,
aware as one must be of the limits to what any one person has read. The
point is only that the questions are important enough to have teased
many good minds, and that the student who does not try to range
beyond his or her familiar well-trodden field in the whole big farm of
the social sciences is going to miss much. You learn by looking over the
fence. It is also clear from what has already been written that there is
w.man:% a single writer who does not see a direct connection between the
first _major change in the production structure and the second. A
starting-point, therefore, might well be the question, “Why did
capitalism and a production structure geared to the market start in

Western Europe and not in China, in India or the Islamic world?” just.

the attempt to answer the question leads to some interesting ideas about
the sources of change, and the resistances to change in the preduction
structure that may be very relevant to contemporary issues of interna-
ttonal political economy.

Why Western Europe?

Whole books have been devoted to answering the puzzle of why it was
the societies of North-Western Europe that from the sixteenth century
onwards began to forge ahead economically and not China (Hall, 1985;
Mann, 1986). Obviously, there are two parts to the puzzle: what drove
Furope forward, and what held China back. For when Marco Pole
visited China in the fifreenth century he found an empire that had
already lasted nearly 2,000 years, and that seemed to have both the
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political strength and the capacity for innovation that economic develop-
ment needed. Unlike the sotieties of Africa, or America at the time, the
Chinese were already using paper, gunpowder, the wheelbarrow and cast-
iron tools. Agricultural methods were more advanced than in Europe.

There are four factors that social and economic historians identify as

‘answering the first question of why Europe forged ahead. They are,

separately, political division; social and cultural unity; and two kinds of
mobility: social and vertical mobility; and geographical and horizontal
mobility.

The second factor explaining why the feudal production structure of
medieval Europe should have been replaced so quickly (by Chinese and
Indian standards) by a mercantile and industrial production structure was
Europe’s cultural unity. The European fendal production structure, like
the Chinese, was based primarily on agriculture, but on the whole was
much less secure. The feudal lords and barons were less good at providing
order than the Chinese bureaucratic empire. The only uniting authority
that exrended from Ireland to Bohemia and from Italy to Denmark was
the Church. And the Church’s authority oves the production structure was
rather greater than that of the temporal rulers of states or the focal lords
and barons.”. The cultural and social umty provided by the Church
created a primitive kind of common market in Europe. It also made possible
the accurnulation of capital — especially by the great religious orders. As
the Church’s authority declined, the emerging nation-states inherited from

it an economy already pregnant with the growing points of technical change

2nd 2 commercial structure ready for exploitation by a nascent merchant
class. o .

The combined effect of the feudal sccurity seructure and the feudal-
Christian production structure was that the mass of pecple were persuaded
6 consume less than they produced, yet to continue working hard both
in towns and in the country. As Jean Baechler wrote, it was one necessary
condition of capitalist development that ¢the labourers reduced their leisure
and rest-time o the minimum compatible with survival. Baechler’s other
necessary conditions were that the producers should be strongly motivated
by the pursuit of profit, not in order to-enjoy worldly goods but simply
for profit itself; that the intellectual activity of society was directed to
science; that science was applied to lowering the costs of production and
that there was always sufficient demand to absorb the output so produced.
None of these four conditions must be subjected to limitarion of any kind
— neither cultural, moral or religious, nor intellecrual or political. His
argument was that, compared with others, Western society from the eigh-

teenth ceritry to the twentieth had come nearest 1o fulfilling these necessary

conditions.’
The mdustrialized production structure that emerged in the period, faster

im0 some countries, more slowly in others, was characterized by the ever-

growing capacity of the entrepreneurs to finance the new forms of industrial
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manufacture and by the ever-growing recruitment, usually from the
countryside, of workers to man the machines. As Marx putit, in his usual
rather turgid way, ‘Accumulation reproduces the capital-labour relation
on a progressive scale, more capitalists or larger capitalists at this pole,
more wage-workers at that’." The process gave more power to a new
class of industrialists and their financiers and less to the wage-earners until
they began to organize in labour unions and to use democratic political
systems, whenever they could, to defend themselves. What Marx omits,
in concentration on the reproduction, as he put it, of capital and of labour
power, is the element of demand stressed by Baechler.

The social change that supplied that demand and accompanied the
moBEmmon of capitalists over wage-labourers was of course the emergence
in the countries of North-Western Furope especially of the new middle
class, the rich farmers, the traders, lawyers and small entrepreneurs, who
no longer depended for their livelihood on the monarchical state bur who
owed it instead to a changing production structure. It was these people
who started the English Revolution and fought the Civil War against
.Orm:._mm 1. And it was these people who were behind William of Orange
in the Netherlands and England in the Glorious Revolution of 1688 and
who started the French Revolution and later the European revolutions
of 1830 and 1848. . :

The fourth factor was the horizontal or geographical mobility that
m:cima the European economies to surmount the problem of multiply-
ing populations which might otherwise have seriously delayed and slowed
down the economic transformation to modern capitalism. It did this in
two ways. It allowed some of the surplus population so feared 3\. the
Reverend Thomas Malthus when he wrote his Essay on the Principle of
wovﬁam.ox as it Affects the Future Improvement of Societyin 1798 to spill
out into the ‘new’ lands of America and Australia. And it allowed these
same European emigrants to setde and to produce the cheap food to feed
the factory workers back home.

Numbers matter

This question of population in relation to production is so central in any
political economy, whether of England in the eighteenth and nineteenth
century or of the world economy and especially the Third World in the
twentieth, that it merits a short digression from otr consideration of the
origins of the present production structure. Production of wealth is a
relative matter: relative to the number of people needing to be fed,
n_oﬂrnmu. sheltered and supplied with other goods and services. Can
mmogcnmom keep pace with population? This is not always an easy ques-
tion: for what may be enough to feed a multitude where everyone has
an equal share may not be enough where some groups insist on extra
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large shares, on the right to waste production, or on factors of produc-
tlon going into sophisticated artefacts and luxuries rather than into
basic needs of food and shelter.

This was one of the points missed by Dr Malthus when he concluded
gloomily that there was no solution in Britain to the inadequacy of
production in relation to population. Given ‘the passion between the
sexes’, he argued, disapprovingly, there was an inherent conflict
between the rate of population growth and the rate of production
growth. Human population grew, Jike rabbit population or fly popula-
tion, at a geometric rate, but food production grew only atan arithmetic
rate: an extra acre of cultivated land only produced the same amount
of bread as any other acre. His friend the economist David Ricardo
pointed out that it might even, in reality, produce less than other acres
because the best land is always used first and the quality of what Jater
cconomists called ‘the marginal land’ tends to fall, as does its unit
productvity. So, since men and women could not resist the temptarions
of sexual intercourse, population growth was limited only by the means
of subsistence. The only check lay in vice and misery debilitating
potency and the female capacity to produce. Malthus concluded — as
do the advocates of triage theories today — that poor relief was futile
and destined to be ineffective in relieving human misery. Triage was a
principle originally developed by French army doctors for the allocation
of scarce medical resources in battle. If the choice lay between treating
those so badly hurt that they would probably die anyway, and those so
slightly wounded that they would probably live anyway; or those for
whom quick treatment meant altering their chance of survival, then it
was rational from a military—economic point of view to treat the third
group first and, if necessary, abandon the first and second groups.
Adapted to the global problem of aid for economic development, the
advocates of triage have suggested that it Is not necessary 1o give official
aid to those countries already far enough along the path of economic
growth that they can cope with population growth (as Japan has done).
Aid should therefore be concentrated on those who have just 2 chance
of doing so, given enough financial, managerial and technical help,
while it would be wasted on the poorest because they have no hope,

“whatever happens, of closing the gap between numbers and output,

between population and production.’

One reason for the apparent hopelessness of systems of poor relief in
Malthus's time and later was that the agricultural revolution .of the
seventeenth and eighteenth centuries had been directed not simply at
producing more barley bread and oat porridge for everyone, but at
producing more and cheaper meat and wool for those who could afford
them, “Turnip’ Townsend’s objective was cheaper animal, rather than
human, feed.® The depopulation of the Scottish Highlands was
brought about by political, not economic factors — because the lairds
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wanted to increase their cash incomes by allowing sheep to run loose
over H.rm.:, clansmen’s tiny crofts. Agricultural improvement in France
was similarly skewed to a more inequitable distribution of production
through the choices imposed by a ruling class on the peasants abour the
content of production, as well as about its amount.

The other and more commonly noticed weaknesses in Malthus’s argu-
ment were, firstly, that it assumed an irreversible downward trend to
diminishing returns for additional inputs in agricultural production;
and, secondly, that it assumed an unalterable human ability to ::.:m
rates of _,m_ua.om:ono:. In the short run, an even more mMmportant blind
spot was to ignore the possibilities of European populations salving the
problem of insufficient production through emigration and imported
moo.n_. The Scottish clansmen were not the only ones to take ship to the
United States, Canada, Latin America and Australia, there to grow
wheat to sell to Europe. w

As the demographers calculate, some 50 million Europeans left
m.:novn for other continents between 1846 and 1930. By the early rwen-
m.un? century, industrialized Western Furope had not only shed some of
its ﬁmo_vr.w., it was also being partiaily fed and supplied not only from its
own limited acres, but from those of other continents with whom it
traded. By these means, Europe was able to achieve with comparative
case the difficult transidon from a population profile typical of a
basically agricultural production system to one characteristic of a
predominantly industrial and service system of production.”

The Asian experience

Despite its head-start at the beginning of the sixteenth century, China

did not manage a similar transition. One reason for this was that its .

vo.vﬁ_mﬁon problem was much greater — 450 million against 300
million — and was eased neither by the exodus of so large a proportion
of ﬂrw population to other lands, nor by the import of cheap food. From
the sixteenth century to the mid-nineteenth century, China’s population
also exploded, doubling or trebling in numbers. Large-scale starvation
and endemic famine were avoided by a combination of agricultural
_u.:.g&snﬂ:ﬁ% and intensification and population contrel by female infan-
ticide. But the production structure failed to follow Europe into an
industrial ama.wo_:mo:. Max Weber’s reason for that failure was. that
wcﬂnmcnwmow in China killed off capitalism. Subsequent mnroumwmm:u has
only refined and elaborated this judgement. The empire had already
_Mmam.a so long by the seventeenth and eighteenth centuries that its
survival had become an end in itself. That survival was assured through
Em support of a mandarin class of administrators recruited by examina-
tion and therefore owing loyalty directly to the state rather than to a'
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particular family or group. Jealous of their own privileged position, they
also naturally governed in such a way as 10 block the rise to power of
any rivals — the military or the navy, for mstance. Jonathan Hall calls
this ‘capstone’ government, as if it were a monolithic block sitting on
top of society (Hall, 1985). Confucian beliefs in the land as the soutrce
of all virtue, plus the fact that revenue for the state came from the land,
made for policies directed rowards agriculture and a healthy peasantry.
Peasants, being tied to the land and separated physically from each
other, have to be pushed hard before they challenge the social and
political order. Horizontal linkages would be easier between a merchant
or a military class but the formation of rival concentrations of power
was always carefully opposed by the capstone state.

There was, of course, much more to the story than that. A cumber-
some and inefficient tax system left the state — like many empires -—
better at blocking than initiating change. Geographical isolation
fostered the enormous arrogance of Chinese culture towards the rest of
the world. It also meant that, free of any sense of serious threat even
after European settlement and the Opium Wars of the 1840s, the
political incentives for economic change that were so powerful a force
in seventeenth- and eighteenth-century Europe simply did not exist in
China. :

If the bureaucracy of the state was the major barrier to change in the
Chinese production structure, in india it was religion and religious
beliefs that so influenced social relations as to- inhibit change and
mobility and to discourage  enterprise and innovation. The salient
charactefistic of Hindu society for centurics was that a man’s economic
role was determined by his caste, and that, being born into one caste,
he could not change either his social status or his role in the production
structure. He was either a brahmin, a soldier, a trader, a farmer, ot he
might be unlucky encugh to be an untouchable, the caste destined to
perform the unpleasant, dirty and menial ‘rasks that other people were
Yeen to avoid. The barriers maintaining the distinctions between castes
were sustained by religious authority, and the belief that breaking them
brought penalties to a man’s soul. All this was, of course, sustained by
the self-interest of those in the higher castes. The religious authority
vested in the brahmins, according ro social historians, proved durable

" through all kinds of invasions and political changes precisely because it
was not too closely associated with the political authority of the state.
It was therefore largely independent of those who held political or
military power. It could survive the Mogu! Empire and the British
Empire and still rule the way in which the work was organized. In
Hindu society, the separation of powers was carried to an extreme, the
state being totally secular and the religious authority sustained by belief
able to maintain a set of rules regarding diet, personal hygiene and
marriage that people feared to break far more than they feared the
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power of their political rulers — as the British discovered to their cost
in the Indian Mutiny of 1857.% r
The only challenge to Hindu society that might have succeeded was
another Hﬂ_mmom - Buddhism. But though adopted by rulers, its total
concentration on the salvation of the soul robbed it of any inierest in
offering an alternative set of rules for daily life to that of Hinduism. At
the same time, the authority of the brahmins was not based only on birth
and religious scholarship; they had close contact with people in villages
and %Qm provided essential social services, combining the roles of
teacher, judge, technical adviser and community leader. These services
and an opern, non-exclusive attitude to other religions provided the kind
of social cement that, in a vast sub-continent with poor communications
the political authority based on military force could not. .
That such a socially rigid society created far too rigid a production struc-
ture to allow innovation and development is easy to understand. There
were m._mo some additional interventions by the state which obstructed
nm@:.mrmﬂ enterprise. Jonathan Hall, for instance, notes that the Mogul
Empire taxed Hindu traders at 5 per cent, but Muslim traders at only 2.5
per cent. They also caused land to revert to the state on the death of &.ﬁ
landlord, 50 that there was inevitably more incentive for the conspicuous
consumption observed by European visitors and far less for agricultural
improvement, capital accumulation and investment (Hall, 1985: 82--3).
Moreover, the evidence of historians is clear that the poverty of India
had more to do with the relation between population and production
than it had to do with British rule. By the time the East India Company’s
role was taken over after the 1857 Mutiny by the British OoﬁBBm:Mum

India Office, India’s per capita income was well past its peak. A century .

before, it had mmzmw to only two-thirds that of England. The British may
not have made India rich but neither was it they who made it poor. They

were spread too thin to make very much difference. The good effects and .

the bad of British rule probably cancelled each other out. They may have
mcﬁ.ﬁﬂmmmo& ﬁrm. textile industry to protect Lancashire but they did (for
Bm:.__% strategic reasons) build the most comprehensive railroad system
outside of Europe or America. This helped to counter the endemic
problems of drought, crop failure and famine. ‘At the same time, their
concern .mo_. their own health brought cleaner water and better %.mmnm to
some cities. This may have been one major factor unintentionally intensi-
fying the pressures of population growth.

The American ceniury

If mrm triumph of the Furopean capitalist production system over all
other rivals was the first globally important change, the second, which
grew out of it, was the developmerit of a global production system,

gradually taking over and supplanting separate national production
siructures. That change has been in large measure an American achieve-
ment. It was made possible, firstly by economic leadership passing from
Europe to the United States in the course of the first half of the twentieth
century; and, secondly, by the permissive attitude of the American state
towards business — and more particularly, towards the giant corpora-
tions that were the first to emerge as genuinely transnational corpora-
tions designing goods for a world market, producing in several countries
at once and directing their financial and marketing strategies to the
world economy and not just to the national economy of the United
States. The example of US-based transnationals has now been followed
by the Europeans, Japanese and Koreans, Latin Americans and others.
The result was that by 1985 international production — production by
transnationals outside their home base — actually exceeded the volume
of world trade, and in fact by then a large and growing proportion of
world trade was intra-firm trade, transactions conducted between bran-
ches of the same transnational corporation but across state frontiers.

The two questions that call for explanation, therefore, are: why did
America forge ahead of Europe in industrial production? And why did
the transnational corporation come to dominate and reshape the global
production structure? The first is a question of economic history on
which much has been written and must include political as well as social
and economic factors. The second has also been much written about but
is much more disputed. Let me try to summarize the answers given to
both questions. : ‘

The answer to the first question could be summed up as three Ds —
debt, dominance and demand. These were the factors which laid the
basis for American economic growth and which, aided by two world
wars, allowed an inviolate America to overtake a war-torn Europe. The
United States was the major beneficiary of British overseas investment
in the nineteenth century and could never have managed the rapid
physical occupation of the continent and the enormous physical
investments made in agriculture and industry without the finance
provided by the City of London (and, to a lesser extent, Paris}. Foreign
debt, involving (just as it does now) periods of effective default on past
loans, was then as now a major engine of economic growth. The

" finance, however, would never have kept coming through the nine-

teenth century as it did if it had not been for the political dominance of
the United States over the North American continents. To the South,
French, Spanish and then Mexican opposition was weak; and to the
North, except for one rather brief frontier dispute, there was 1o serious
danger of an attack from Canada, either under British rule dll 1867 or
thereafter. The security structure of the continent was therefore stable
enough to bring a steady capital inflow not seriously interrupted even

by the Civil War of the 1860s.
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The demand factor also was essentially more political than economic.
The carly American industrialists, manufacturing clothes or covered
wagons, ploughs or guns, were producing for a market under one
federal authority. Moreover, it was a market that, aided by immigra-
tion, was always growing and in which the liberal democratic political
system allowed such social mobility that income was much more evenly
distributed in society than at the same period in the European countries.
The poor factory workers may not have been much better-off in
Chicago than in Manchester, but they could more quickly hope to join
a large and relatively affluent middle class of eager consumers. This was
the big difference between Henry Ford, for example, and his European
competitors like Rolls Royce, Mercedes Benz and Lancia who, until the
advent of Volkswagen and Morris, were mostly producing for a wealthy
but much smaller class of potential car-owners. This contrast betwéen
a mass market and a class market reflected the different income distribu-
tions of the two continents, so that it was not so much — as Chandler
{1577) and othey business historians have pointed cut — the innovation
of the mass production system (vilified by the Marxists as ‘Fordism’)
that accounted for rapid American economic growth, as the innovation
of mass distribution systems, making sure that what was produced in
quantity could be sold in quantity. C

The other important factor, accounting for more rapid American
economic growth in the twentieth century, was, of course, the country’s
longer neutrality and security from invasion in both world wars, World
War I had turned the United States from a major international debtor
inte a major creditor, owed vast war debts by Britain and France and
able to let capital flow to Europe, especially to Germany in the 1920s.
While the United States manufacturers had a large single mass market
to exploit their European counterparts after 1918 found their markets
further split and reduced by the Wilsonian principle of self-
determination and the substitution of little successor states for the
former Austro-Hungarian and German Empires. World War II had
even more drastic results for the US economy, boosting industrial
production by over 44 per cent between 1941 and 1944. As shown in
Figure 4.1 much of the increase went into production for the military.
In constant dollars, the value of military contracts rose from about $18
billion in 1941 to about $88 biltion in the peak year 1943, A veritable
reserve army of the unemployed, which numbered as much as 13 million
at the outbreak of the war, was put to work (Vatter, 1985: 22). And,
on the management side, the stimulus of fat defence contracts developed
in US corporations new managerial skills at directing and controlling
from company headquarters production facilities located in several
places, often far from cach other and from headquarters. Because the
parent company was legally responsibie for observing national labour
and safety laws and had to maintain product standards if it wanted to
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get more fat, cost-plus defence contracts, it had 2 powerful m.ﬂnwuﬁ:ﬁ
according to Melman, for developing management methods suited to
centralized decision-making for dispersed production plants — Em@@%
which, after the war, could easily be adopted to running a series of

foreign affiliates (Melman, 1970). :
Given that the US economy came out of World War I so much

" stronger and more productive than the economies of either Europe ot

Japan, there is still the question of why ﬂrmm.mﬁﬁw:mznm mrom_m_.wmwm
resulred not only in massive exports from the United States — which in
the short term it did, thanks to aid and credits supplied by m:.m s
government as a means of fighting the cold war — but alse in an
cutward spread of US companies fromn America to-Canada, Europe and
Latin America. They bought local companies, and ‘they set up ﬁo.nm_
production facilities. They began to change from national production
for national markets to international production for a world market.
Their lead was followed by hundreds of non-American enterprises, even
state-owned enterprises, convinced that this was the only way to survive
against American competition.



74 Structures of Power in the World moo:m3<

The ‘multinational’ and its theorists’

Today, outside the Soviet bloc a i
lay, nd China, there are almost no really bi
businesses — the French Crédit Agricole and the British Zm:mﬂw_ Wowm_

B ; . .
oard being two possible exceptions — that are not transnational. The

MMH_MM Wmmﬂﬂwﬁ.omﬁ%w oﬁom companies in the world represented 30 per
: sales i » 40 per cent in 1980 -~ the most ma ed 1
; : : . rked rise
wwﬁ%m in nrma_nm_m_.mr:u.mu cars and aircraft, metals and electronics, The
A argest enterprises in the world have over 25,000 foreign affiliates
o e m_%.mannn of the éroun.io%-moﬂnm of the mdustrialized countries -
:mn.:: H_os _uwo_u_m, according to a recent UN report — worked in inter-
nbﬁwwwwwmwcmm:wmw.w >Hmn~m as mgcno_.._umm:u Japanese and now Third World
. mickly followed the big American cor
: porate move (
MMWNOENW W_.o.mcnacﬂ m@aMmg. so the American-controlled share of mMHmno
tional business, though still growing in absol -
%_%% before 1970 to less than half W the GWMM.RHEP fell from -
Enmrm wﬂm:nr writer Orm._._m?\___:uonﬂ Michalet usefully identified two
s of international business: there are, he said, the relay affiliates
H

which simply reproduce abroad the same kind of production operation

MMMMMMMQ _.&w the ﬁmnmnm enterprise at home, and there are the workshop
, where the parent arranges fo i i 1
e e g t certain operations, possibly
p labour or low taxes or both possi
. and made possible b
Mwmnm%u mh_:ww transport, to be done in foreign héo_ﬁwmronm.ﬂgwnr&m%
waom. mnM ocmw many developing countries were tempted in the _mﬁm
19705 and ear Nwm”_wmvow to encourage the latter, by opening free
nes s), it seems likely thar the ili ill nov
. relay affiliates will
c < now
mm M.M M_Momo nw_u:.:uﬁ attracted w%mn_m:« to those LDCs with potentially
nmmm mestic Emﬁrmﬁm and a literate, skilled work-force. In some recent
s %c car noﬂwmdﬁm (for instance} have arranged that their whole
m.h omm_mzmw %Tnoﬁmiaﬁm:mu or even the production of entire new
, shall be carried out in a foreign subsidiary; i .
; - carried out g sidiary; or, in some cases
wwﬁﬂbvownnmmmm subsidiary jointly owned and run with a local mmwﬁba_.u
vmﬁémmw ,NMWM two no.%%nmﬁoawm in different industrialized countries and
in an industrialized and one in a d i
, eveloping countr
corporate partnerships or co-o i _ . e
-operation agreements are b ing u
and more common. This i i i ore. advanced
. is is especially so in th
technology sectors wh i ey
ere the research an
O ey d development, or R & D,
This i
roduet Mzoﬂﬂw HOM the Ewmw mmma rm_uocﬁ the internationalization of
ave confounded the theorists of both ri
pre : : eorists of bot right and left
swsw Mwﬂn rvﬁ.w_m and the Marxists, American and European. The &o:zw
qant eory for more than a decade since Raymond Vernon wrote
Tove m%:@ M& Bay rmmu been that of the ‘product cycle’ (Vernon, 1971).
v:mmﬂnmmmw_wm Monésﬁos.& Ricardian notions of rent to the spread of
abroad. It explained how a company could extract a rent (i.e. a

e Proggciion SreraCtUre—D

higher price than warranted by its costs of production, including interest
on capital and normal profit under competitive conditions) by
exploiting its monopoly of a new product. As competition at home
grew, it first exported the product, then produced it abroad, extracting
at each point of the cycle another kind of rent. The cycle was completed
when the accumulated rents invested in innovative R & D produced

another new product to start all over again.

This was elegant and parsimonious, but failed to explain why the oil
companies, whose product was hardly new, still dominated the league
table of big international business and did so even after their cartel,
known as the Seven Sisters, was broken by nationalization and the
OPEC organization of governments. Nor did it explain the reverse flow
of European (and Japanese) companies into the United States after the
US companies had ‘invaded’ Europe in the 1950s (Franko, 1976;
Savary, 1984; Lall, 1983). Nor did it explain satisfactorily why, after
the oil companies, the businesses that ‘went international” were so often
not manufacturing a product at all but only selling a service — not only
the banks and insurance (and réinsurance) companies but advertising
enterprises like J. Walter Thompson, accountants like Arthur Ander-
son, art dealers like Sothebys, consultants like McKinsey, databank
services like Lockheed Dialog. In the 1980s, the internationalization of
service businesses was proceeding faster than anything else.

This was one of the many facts that Marxists and dependency
theorists found hard to explam. Their presumption was that the
tendency in the capitalist system was for the rate of profit to fall, making
it necessary to find new ways of making workers work harder —
Fordism and the stopwatch on the assembly line ~— or to find new,
cheaper, foreign workers to exploit. This notion is confounded firstly
by the obvious fact that in modern industry the labour cost element i
relatively insignificant, the worker’s productivity being determined far
more by the capital, energy and technology invested in the production
process, and, secondly, by the fact that in many international service

. industries the workers are often paid rather well and that those who are
badly paid (in hotels, fast-food franchised business and so forth) are no
worse off than the employees of their local competitors.

Most confounding still, especially to the dependency theorists, s the
fact that so many of the developing country governments who have been
most vociferous about the exploitation by the foreign multinationals have
changed their attitudes under the pressures of debt and a shortage of foreign
exchange and foreign credit. While bargaining quite toughly over such
questions as how much the compan
balance of payments in exports, OT how much it would contribute to
economic development by training local workers and managers, the LDCs
have in fact become rather keen to attract foreign companies. Not only
that, but enough is known about the extent of internationalization of

y would contribute to the national -
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business to the Thirld World to show that all the UN and other
statistical figures entirely fail to catch the great number of small and
medium-sized private companies, often family-owned and mostly
Indian, Chinese or Levantine, that have been quietly expanding their
international business.

As John Dunning has argued, even though none of the available theories
are wholly satisfactory, each of them may contain some useful element
of truth about internationalization of production (Dunning, 1985). It may
therefore be necessary to collect bits from each of them, adopting what
he has called an eclectic approach. A major coniribution to such an eclectic
approach, it seems to me, came from Fred Meyer, who explained that
the accelerating rate of rechnological change plus the escalaring costs of
replacing obsolete plant with new plant incorporating new technology

meant that firms had less time in which to recoup the ever-increasing cost

of their past capital investment (Meyer, 1978). The profits to be made
from selling on a national market were just not sufficient to keep the firm
in business; it was forced, therefore, to adopt a global sales strategy and
hence, because of the preferences in state policies for local production
over imported products, a global production policy.

Neither Meyer nor the other economists ever claimed that
technology, or corporate profit-making, was the whole story. A
necessary condition for so rapid a spread of international production
was the political acquiescence of other industrialized countries with the
open world economy objective so actively pursued and promoted by the
United States. Opinions differ as to the guiding motive behind American
post-war policy in economic matters. On the left, the wish to make the
world economy safe and welcoming for American capirtal is stressed
(Block, 1977). On the right, it is the American conviction that political
liberalism and economic liberalism go together so that freer trade and
freer movement of capiral are not just an end in themselves but a means
to building a free (i.e. non-communist) world (Kindleberger, 1987;
Diebold, 1980C; Maddison, 1982).

Nor should domestic politics be forgotten. Ralph Nader was one
writer who justifiably pointed out that the American lead in the inter-
nationalization of business could never have come about but for a
radical change in US policy in the course of the ninereenth century.
Early American law insisted on open accounting, stockholders’ rights and
federal chartering of companies. By the 1890s there had started a Dutch
auction of minimal state chartering, especially by small, poor states like
Delaware and Rhode Island. From then-on, managerial control was para-
mount. A secretive, obfuscating system of corporate accounting was
developed which kept stockholders in virtual ignorance. of corporate
strategy but which also sometimes conscled them with capital gains and
bonus issues.

At the same time that state chartering was enhancing the power of
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managers over investors, the US Congress was reacting mﬁmmw:mﬁ ﬂ.rw OMMM-
weening economic power of Carnegie In m.mnnr Woomn mr Qme.EEM
Duipont in chemicals. The first of several anti-trust Hmﬁ.m.: t M er 9.;
Act, was passed in 1890. These laws have also r.ma a big in anmnM on
the subsequent development of >Em§nmz.5mnn:mzo:& U:m_.smmm_u o the
essential anti-trust rule said that bigness in itself was no crime but rm;
there must be competition. It was contrary to ‘Cm m:ﬁ,m:mqr_mﬁmiwm
companies to act together n manmmawﬁ of competition wit EM e n.m&
States. What they did outside the United mn.mﬁnmu roém@mﬁ an @Hoﬁm .
it had no effect on the US market, was theix own Uc.m,:mmm., Hrm%mm ﬂw
observe this fine distinction and to steer clear of anti-trust suits mao:w ‘
against them by the anti-trust division of the US Unﬁmﬂam,ﬂ o} ?Wﬂ
— especially active in the New Umm_. days — was one mmommmﬁmmo% nmsu“..
US corporations have preferred _.HE quite Rom:&« to nnm% ] ﬂ T oot
ownership over their foreign mcvm_&mﬁmm. There is little dou w t this
preference, excluding local participation, mﬁm&% wmm&na H.o:ﬁ e Hmﬂmas
ment and suspicion of the foreign nEEﬁEmso:E , especially m
America, where US corporations dominated ﬂ.ro woq..m_ scene. N
More recently, there have been other ways im .s.r_nr state WN Ew ba
had a significant influence on the evolution of internationa Mvw mm,w.
One such was the US government’s Interest m@:mrwmmo.: mewo e nw
reinforcing other banking regulations operauve only S,:m?dm ﬁzm qm._ M.ﬁ
States. These powerfully motivated American Um:ﬁ ﬂw& 0 MEW e
corporate clients to Europe and to &wm_ not in dellars in Méﬁ >o~ but
inn Furodollars in London and other financial centres. cwmﬂ 0 Bnmw c
is credited with starting up the ‘Asian’ dollar market in mSmmmon.v. ©
exodus overseas was reinforced by the Johnson >&55Hmﬂmﬂosow
discouragement — in defence of the Cm.@&m:no om%mw.,ﬁmdwm MMOQA
capital outflows by big American corporations. Instead of mer___ g -
for use abroad on Wall Street, they raised money by Eurodcllar 1ssues
1 trange, 1986). . . .
. WMM Qwoawoﬁmom QNW , Mﬁmﬁm,véolﬁum through msmﬁm_m_ and E_mzmﬂﬁ_mm
policies, is something that the literature from .?._E:mmm mMTOJ s, émw :
their eyes focused on the corporation at ﬁm.:w receiving end o @% wamﬁ&w
sometimes underplayed. The whole question indeed does not len ﬁ '
as easily to theorizing as do some other _unmnnr.mm of soctal .mﬂob_nmum sow-
the corporation is both the partner, and sometimes Jﬂrm :mcozmo? -
pion, of governments; and sometimes mrﬂa m%n?mﬁﬁ M 15 th the
supphiant of the state when it wants protection or Subsicy. Hoﬁnmoﬁ o
ment, and at the same :::M the quarry of the government mspector,
~-col r and the regulator.
ﬂmvwﬁww_wm_”w?&m:nm of Hmﬂ state towards the corporation has been Em,m
illustrated recently in the attitudes of European politicians to WMmmm:.M
Strategic Defence Initiative {SDI) programme. aﬁ:_m oppose HMSMm
politically both on the grounds of its potentially inflationary exp
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and on its potentially destabilizing effects on the balance of power and
mutual assured destruction (MAD) between the superpowers, both the
French and German governments came to realize that for the nattonal
economy ﬂo.wﬁ% in the forefront of certain advanced technologies — an
omuiozm national interest — French or German companies could benefit
by getting SDI contracts from the US government. On balance, the
:mﬁ._osm: interest might be better served if they co-operated with the
United States than if they did not.

~ To sum all this up, we may say that the nature of the global produc-
tion structure has become increasingly dominated by international
vsmE.omm but that this cannot be adequately explained by reference to
any single factor or aspect. It is the combined result of state policies and
of market trends, of management strategies and changing technology.
It reflects both domestic decisions taken according to political
preferences within the leading national economy, that of the United
States, and the acceptance of multilateral agreements on trade and
money by enough other industrialized countries to make sure that not
even its rejection by the Soviet bloc and China could stop the emergence
of an increasingly open world economy.

Asszessing production

Weighed against the four basic values of political economy, the domi-
nant production structure scores highly on its efficiency M:* producing
wealth; moderately on the autonomy it permits to states; moderately or
poorly according to different opinions on its basic order or stability. Jts
score on the fourth value or criterion of justice is the most operi to @mnm-
tion. It depends, firsdy, on the subjective notion of what is fair or
equitable; secondly, on whether we are ralking about justice between -
nations organized as states, about classes or other economic groups, or
about individuals. It also depends on whether we score justice mmmmdmﬂ
some absolute standard, or just relatively, in which case we should
compare the justice of a marker-oriented production structure with
earlier feudal, theocratic or tribal production structures or with contem-
porary command-based production strucrures. .
ﬂﬁ.usﬁmwmm with either of these, there is little doubt on the score of
efficiency. The increase in the production of food, raw marerials
manufactures and services in the last hundred years is nrmdoﬂ:an& mmnm
unprecedented. That so much of the wealth produced is devoted to
armaments and defence is a result of the security structure. That struc-
ture has aiso been one of the major causes of the instability and disorder
that has marked the production structure. Interruption by war has
m_émw\.m set production back in the regions that are theatres of war, while
boosting it in others. The other canse of instability and disorder in the
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production structure has been the interruption or collapse of the global
credit mechanisms, cutting off the capital needed for investment and
thus arresting the growth of production. The instability of the produc-
tion structure in recent times has been unevenly felt in peace, as in war,
the burden of what is enphemistically called ‘adjustment’ falling much
more heavily on the developing than the industrialized countries.

This leads us back again to the debated question of justice. It perhaps
merits some comment before we consider the other debared question of
autonomy, of whether and how the production structure may be
weakening or undermining the power of states.

There is no doubt in my mind that the great expansion of the produc-
tion structure has shifted the pack of cards and dealt them out
differently both to states as players and to social groups as players. It
is true that the way the cards are played, by states, and by ruling elites,
by managers of enterprises, leaders of political parties or labour
organizations will affect outcomes. In any game, some hands of cards
will be well played, others badly. A book like Mancur Olson’s The Rise
and Decline of Nations suggests some of the factors that cause hands of
cards to be well or badly played, that explain why some societies adjust
successfully to external changes and others poorly or, as he puts it,
sclerotically {Olson, 1982). It is a question with which economic
historians — Angus Maddison or Al Hirschman, for example — have
wrestled with for years, or if you think back to Gibson, Spengler or
Weber, for many decades, even centuries. But I do not think who-gets-
what out of the production system can entirely be reduced to how good
or bad narional responses have been to economic opportunities.

In the first place, the aces and deuces in any hand of cards are
randomly distributed by nature and the market. Some countries have
large cheap oilfields, others none. Some produce ostrich feathers or
whalebones for corsets which no one wants any more. And, in the

second place, as the world economy has become more integrated and
the producrion structure has become global instead of national, it is
obvious that the firstcomers, in producing for and selling to this market,
have had tremendous and partly fortuitous advantages over the
latecomers. This point comes back to the question of population
mentioned earlier in the explanation of European success in
industrialization compared with that of China. It concerns the difficule
transition from a demographic profile characteristic of a primitive
subsistence society, through that characteristic of a developing country
in which high birth-rates produce a large base of young age-groups in
the profile so that it resembles an elongated cone like a plastic traffic
marker, to that of an industrialized society in which birth-rates have
fallen and the profile looks more like the top half of an onion. The tran-
sition was eased for the Furopean and American firstcomers and has
been progressively more difficult for those that followed. Last in the
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Table 4.1 World Population by Areas, 1950-1984 {millions)

Average Annual
% Increase

1950 1960 1970 1980 1984 1965-70  1980-85

Total 2,504 3,014 3,683 4,453 4,763 1.9 1.7
Africa 222 278 357 476 573 2.7 3.0
North America 166 199 227 252 261 1.0 0.9
Latin America 165 217 284 362 397 2.7 2.3
East Asia 671 801 984 1,183 1,239 1.6 1.1
South Asia 695  Ba4 1,111 1,408 1,539 2.6 2.2
Europe 392 425 459 484 490 0.6 0.3
Oceania 13 16 19 23 25 2.0 1.5

USSR 180 214 242 265 274 1.0 1.0

Source: United Nations

progression comes Africa, where numbers are still muliiplying faster
than output and the production structure is therefore called upon to
work harder to produce enough per head of population than it is in
regions more advanced, not just in the ability to produce but in the
demographic transition from the traffic marker pattern to rhe onion
pattern. World population rose rapidly from 2.5 billion in 1950 to over
4.5 billion in 1984 (topping 5 billion by 1987), as compared with an
earlier period from 1850 to 1950 when it took a hundred years for
world population to grow by 1.5 billion. Numbers have increased most
dramatically in the three ‘developing’ regions of Latin América, South
Asia and Africa, in all of which numbers have mote or less doubled since
1950. By contrast, numbers both in North America and the Soviet
Unicn have been stable. The other striking fact is that average annual
growth-rates have slowed quite markedly even in the same developing
regions of Latin America and South Asia — but not yet in Africa. Some
of the predictions made in the 1970s that world population would
double in less than thirty years and that by the year 2000 there would

be a crisis of inadequate production, have been proved wrong. They

assumed unchanged average annual growth-rates. The problem for

coming decades is much more one of managing a demographic transi-

ticn in the latecomer regions like Africa than of coping with an inex-
orable and continuing growth in numbers. In 1973, according to the

UN, food output overtook population growth for the whole world, and

by 1975 had overtaken it even in the developing countries.

In some ways it is arguable that the reshuffling of the pack in the
production structure has affected class relations more directly than it has
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affected international relations. Internationalization .am tnomgomﬂ?
sometimes referred to as world-wide sourcing, has certaily wmm amajor
impact on labour-management relations. The fact that in many
industries a transnational company can move its plant, or mxﬁmsa
elsewhere, while the worlker cannot move to another country has robbed

Iabour unions in industrialized countries of some of their power to win

concessions from management by the threat to m,s..:a.w. If .ﬁrnﬁn are oo
many strikes — as at the Ford plant in Dagenham in England in the
1960s — the management will decide to close or to contract the plant and
produce in Spain or Germany instead. The fabour movement has
searched in vain for a way to organize transnaticnally to Emﬁn_: the new
global mobility of employers. Solidarity associations like .Ormm_mm
Levinson’s International Metalworkers Federation in Omn.me.m tried r.ma
to get workers to support with money or E.m:mﬁ:& action the m:;.rmm
called in poorer countries. The International Trade mnnanﬁmzmw?
organized on a sectoral basis tried hard to get EmoH.Ema.om mvoz.ﬁ the
profits made by TNCs in countries where workers were asking for higher
wages. But the obstinate fact R:.EEQ_ that change in the ?.om:nz.on
structure plus the same immigration laws m:mwo.ﬁmm even by left-wing
parties and voters had destroyed for ever the idea that Hwn.ﬁm.ém_w a
common class interest for workers in every noﬁwﬂu\. O.: this issue it
would take more than singing ‘the Internationale’ to unite the human
‘race. Brazilian and German car workers in Europe or m:ﬁ@._.nm are com-
peting for the same share of the cake. Hm%&.@ workers in Singapore or
Taiwan feel very little solidarity with textile Sop‘rmwm in m:nomm. or
America when the latter campaign for a yet more restricuve zc_c.mvan
Agreement. Seamen in Britain campaign against mmmlom.nwuﬁzﬁsnm
ships because they employ non-union sailors, while seamen in ﬁ.wn Q;.F
states or the Pacific islands are all in favour of the chance such ships offer
to get a job at sea. As the distinguished Om:.&.immm economist Joan
Robinson once observed, “There’s only one thing worse than being
exploited, and that’s not being mxm_o:nm.:w. . .
“Some workers have found that bargaining with management to raise
their standard of living is self-defeating; they must bargain é:.r govern-
ment instead, using demonstration, disruption and vote-switching to
influence policy on wages and on welfare systems. O&mm workers mean-
while find that the transnational corporation, 5\. malking a co-operation
agreement with a local partner, has opened new job and training oppor-
tunities that the local pariner alone could never ﬁm«& afforded. .

It is true that the corporate managers often live and behave like a
privileged ruling elite. And it is arguable that one of the consequences of
recent change in production has been to enlarge the gap wﬂéwn: the
worlds of big business and of small business. EQ& again there is more

inequality, whether we look at the power of business to move and protect
markets, to generate and choose new technology, to pick the location for
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new plant and employment, to bargain with governments and with
vm:wm to get access to credit. Yet the concentration of economic power is
not inexorable. There are also contrary, centrifugal forces at work. Bi

vcmamm.mmm lose their specialists and experts who set up on their own mm
sotne En.ro of the market they have made or discovered under the wing
of the gm company. Big companies, like big empires, are obliged to
@nnm:qmrwmv to give local bosses more freedom to respond to local condi-
tions and local pressures. The ‘loyalty’ of the TNC itself to the govern-
M”.Mwwmmm. the home state is no longer something the latter can take for

The disparity between economic groups does not only concern
managers and industrial workers, big business and small business
Primary producers, and especially farmers, have benefited ::m@:m:w
compared with industrial producers from the expansion of world GNP
even where, as in Japan, the United States or the European OoB:EiQ.
they have been protected, subsidized and supported by the .iﬁmjﬁzao_“
of ﬂrm. state to. ameliorate the vagaries of the market and their weak
U&Hmm;_:m position vis-d-vis the brokers and buyers. The net result has
still _ummm a widening gap between average incomes in agriculture and
average incomes in industry (Gale Johnson, 1973).

The Justice or injustice of the distributional éffects of change in the
Eom:nn.on structure in short have been uneven, complex and subjective.
m.oEm wider issues concerning the system in general remain to be con-
sidered. Among these, there are three, of which the first — whether states
have the power to control the transnational corporations — is familiar to
most people and has been much discussed. Less familiar but no less
Important are the other two: whether the fiscal problems of the state have
been complicated by the internationalization of production; and whether
the state’s function in relation to risk — that inherent nrmmmnﬁmim&n of
market-based systems — has undergone significant change,

States have tried to assert control over transnational corporations in
two ways — nationally and by multilateral agreement. The latter has
ann ﬂrn. least successful. After a decade or more of experience in various
international organizations, it seems that the minimalist approach of the
OECD countries has proved more realistic than the maximalist approach
mm.qo.E.mm by the ‘Group of 77’ developing countries at ‘the United
Nations. The OECD Guidelines for multinationals were issued in 1976
rather r:.nlm.&w to pre-empt the parallel efforts of the United meonm.“
These guidelines were intended to encourage rather than to enforce good

behavi i i
viour by corporations operating away from home. ‘Good’ is taken to .

mean vm.rmio:_. that is socially and politically acceptable to the political
authorities — which may be religious as well as secular — of the host
states. mo.n. instance, oil companies operating in strict Muslim countries
like mmc&m Arabia would find in the Guidelines a legitimate justification
for making rules to limit their employees’ use of alcohol in such
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countries. To that extent, the guidelines would reinforce the political
authority of the company over its employees. Where and how they hold
a party and how they spend their time off, after all, has nothing to do
with the economic, profit-maximizing role of the corporation; it is
therefore an essentially political intervention. Such an intervention
could affect its relations, for good or ill, with the host government as
another kind of political authority — and in turn with the government’s
relation with the political authority or religious leaders.

The UN draft Code of Conduct for Transnational Corporations by
contrast has had little or no effect on the behaviour of either states or
corporations, since the drafting group in new York was unable, after ten
years of trying, to reach an agreed form of words. The text is therefore
peppered with square brackets adding ‘[shalll” after should) and vice
versa. If the disagreement is ever resolved it will only be done by resort-
ing to ambiguity.

At the national level, the developing states that wanted to have the
mandatory ‘shall’ instead of the advisory ‘should’ put into a UN Code
were meanwhile seeking to use national political power against the
foreign corporations. They began by nationalizing them, first the
mineral and oil companies and then banks, insurance, breweries and
other enterprises. Their right to do so -- since industrialized countries
had often done the same — was unchallenged provided only that they
observed the rule of customary international law that compensation
should be made promptly, in full and equitably. Yet the developing-
country governments very often found that they had won an empty
victory, and too often at a high price. They had the mines, or the
oilwells, but not the same power to exploit the market. Whether it was
Chilean copper or the Guinness brewery in Nigeria, the displaced
companies kept control over market access, by making long-term
contracts with the customers, for instance. They also had command of
the technology necessary to remain competitive in world markets.

Similarly, even the more developed countries like Canada, which in
the 1970s set up watchdog agencies like the Foreign Investment Review
Agency {FIRA) to protect the country against domination by foreign
(i.e. US) corporations, discovered in the 1980s that it was impossible to

~draw up clear, uniform rules about which US corporations should be

allowed to operate in Canada and which should be refused. The ques-
tion, in practical politics, was rather how many concessions the govern-
ment could get out of the corporation as the price for its right to enter
the Canadian econcmy. .

Developing countries came increasingly to the same conclusion.
Bargaining with corporations that could be made to help naticnal
economic development by earning foreign exchange, by exporting
petroleum products or chemicals or cars looked to be a more rational
choice than throwing them out. Other conditions, such as appointing
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local managers or training skilled workers, providing medical services
or even conducting industrial research in the country, could be added
if .ﬁrm o_oﬂuonmab could be persuaded that the new symbiotic relation-
ship with the government was worth its while. Whether it could or not
was apt to vary a good deal from state to state. Some states were oo
m:._m:.v too poor, too unstable for the corporate managers to be
convinced that it was worthwhile making such deals in order to gain a
place in the national economy. So, whereas in the old nationalization
strategy, mt states had equal power to nationalize, in the new strategy
of production co-operation the inequality of states in bargaining power
was very marked. Asian and Latin American governments usually got
better deals than African ones, for instance, States acting as gatekeepers
had reasserted their power over corporations but were able to do so very
::m@:mu%. Those with most social cohesion, political stability and
economic growth potential were able to use the power of the foreign
corporations to reinforce that of the state; while other states which
lacked these three desirable qualities found the corporations less S,Emnw

to help and consequently more apr to look like adversaries still and not
partners.

Tax issues

ﬁ:m fiscal question in a nutshell is whether the transnational corpora-
tions have been poaching on the state’s right to tax. The monopely over
the .Emrﬁ tc raise revenue by taxation has been one of the basic wmmwa
attributed to statehood, comparable to the state’s exclusive right to the
Eozoco:\. of violence and the use of force by the police or the army to
carry out its decisions. The state might subcontract the function to tax
..mm:,...ﬁamu or allocate, as to provincial or city authorities, part or all of
its ﬂmrm to tax, just as it might permit private individuals to bear arms
But 1t could .&Em%m withdraw such concessions if it so wanted. .
Hrm question now is whether this traditionally exciusive power
n_m_.Sma by all states alike is being eroded by large corporations through
their control over the production structure. Not only are they able to
w<m&m &ﬂn taxing power of the state, but they themselves are able to raise
revenue’ in the shape of costs weated as tax-allowable expenses from
their own operations. This is revenue that they can then dispose of for
purposes that are no less self-regarding than those of the state and which
in some ways they rather resemble. Just as states apply national revenue
to Qamm:nmu. $o corporations spend money on industrial espionage on
plant security or on advertisement to protect their property, their .m.ﬁumgm
and their market shares. Just as states spend on research and training
so do companies. Just as rulers have often allocated a good share of mwmnm
revenues to indulging their own tastes for luxury, m&m.m._oﬁmnmzon. or
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patronage of the arts or sport, so too nowadays do the chief executives
of large corporations indulge themselves.™

Nor are the TNGCs the first authorities to act alongside states as tax
gatherers, Religious institutions have always done so, using as a lever
their power over a person’s security after death instead of the political

power over his or her security before it. There, too, revenue was often

spent on lavish temple buildings, on Jong-term investments in education
or research and even on personal adornment and aggrandisement.

Thanks to the sophistication of accountants — especially since infla-
tion in the 1970s gave tise to what is euphemistically called ‘creative’
accounting — a corporation’s tax revenue is only deductible by
inference from the ways in which it spends money or (when it discloses
it} from the build-up of reserve funds of one kind or another. What is
fairly clear is that some enterprises in certain sectors of the world’s
production structure have been very successful in escaping the tax
power of the state, Large oil companies and large international banks
both made vast profits in the 1970s and 1980s. In both cases most of
these profits were generated outside the United States, whose Internal
Revenue Service — significantly named — was inbibited about applying
the same rules that they would have applied to profits made within the
territorial United States. Other governments have followed, by and
large, the American lead, and perhaps because both oil companies and
large banks, supplying energy and credits respectively, are such impor-
tant cogs in the production structure, few politicians in any
industrialized country have questioned the exceptional, preferential tax
treatment given to them.

About the only serious attempt by any political autherity to challenge
the transnational corporations (and by so doing to reverse the process
of erosion of state power in taxation) was made in California where the
state legislature introduced what were called unitary rax laws. These
declared the State of California’s right to tax a corporation operating in
the state on the basis of its world-wide operations and the proportion
of these that it estimated to be attributable to its local operations. This
declaration seemed fair enough in view of the spreading practice by
large corporations of setting up holding companies in tax havens, large
or small, so as to make sure that their profits were always declared
where the taxes were lowest. After a few years, however, so many large
TNCs had started to leave California, or to reduce their operations
there to a minimum, that the unitary tax idea has more or less been
abandoned. The state, it seems, is unable or unwilling to raise its
revenue from the largest and richest enterprises at work on its territory
because it is in competition with other states.

Whethet or not we think that corporate tax ‘management’ is deceptive -
and corrupt and that much extravagant executive consumption has no
real ‘economic’ justification, the tax issue is a basic one of international
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political economy on which much more research is needed. For the
leniency accorded to the corporations increases their power 1o shape the
production structure of the world in the future — a structure within
which not only they and their successor-managers but also states and
individual people will have to live (O’Connor, 1973).

The third set of issues concerns risk. All production structures incur
risk -~ risks te life, to health, to other people’s property or to future
prospects for prosperity. The ploughing-up of the prairies incurred the
risk of creating dustbowls. The mining of salt incurred the risk of
subsidence, the mining of coal the risks of lung disease, firedamp and
burial alive. Today, risks result from the production and use of asbestos
and pesticides, and from the carriage of oil and LNG by supertankers.

An important and also under-researched question is whether the
global production structure created and operated in large part by the
TNCs is significantly adding to the risks incurred by and for world
society. A secondary but still important question concerns the subse-
quent management of risk: who is held by political authority to be
responsible for the consequences of various kinds of risk?

In modern times this has always been an important political issue in
capitalist societies. The chosen solution explains why, in most large
cities today, some of the largest, most lavish buildings are not temples
or cathedrals but the headquarters of large insurance companies. For,
if large risks are run by small people, or small, poor enterprises,
insurance is the abvious answer. That is why, in many states, it is illegal
to go to work without contributing, directly or indirectly, to insurance
against Injury at work; and why in many countries it is illegal to drive
a car without msuring against the risk that it may cause damage or
mjury to someone. In the United States, product liability has been built
into the industrial structure. Since the lawyers who bring successful suits
apgainst firms who have sold faulty or dangercus products also get a
percentage of the damages awarded to the plaintiff for themselves, it has
had the active support of the legal profession. Indeed, the same principle
has been extended to doctors and to the lawyers themselves. This has
meant that part of the ‘price’ of medical or legal services represents the
insurance costs necessary for the protection of doctors and lawyers
against the unintended consequences of their professional conduct.

These changes, part technical, part regulatory, have also had an
impact on international relations. When, for example, a Swiss chemical
company inadvertently spilt toxic waste into the Rhine, it was the Swiss
government to whom the French, German and Duich governments

complained. International law on such issues is still far from clear. It is

likely to remain so as long as the more powerful states refuse to accept
their own liability for environmental and othér damage. Canada, for
example, has been powerless to stop the United States allowing its
industries to generate acid rain which falls on Canadian forests — just

as the Scandinavians have been unable o get Britain to stop domg the
same to their forests.

But while it is states which have the policy-making E.o_&w:._m of
pacifying and compensating victims, wm :Em&:m and clearing up
damage, and of regulating to minimize risks, it is not cm:m_&\.moﬁwn,
ments per se that create the problem. The fact is that the state is unlike
the rash and dangerous driver who can be deterred but cannot be
stopped from imposing risk on others, but who can be B.m&m to insure
his own ability to pay damages. The state cannot be obliged by inter-
national law to regulate industry strictly and .E:amm::i nor can it be
obliged to take out insurance against industrial nmﬂ.wmmamwnm like the
Union Carbide disaster at Bhopal in 1985 or the Soviet Union’s :.:m_nm:.
power plant fire at Chernobyl in 1986. If the ability to pose difficult
problems for others is one of the attributes o.m power, then it would seem
that large economic enterprises, whether private or state-owned, are in
the process of filching power from the state.

These are by no means the only issues to arise from the Qmﬂn.:mo:m
dynamism of the global production structure. But they are sufficient to
show how radically the questions for polirical economists are apt to
change when the production structure of each :mﬂo:m_ economy is 1O
longer so firmly under the predominant authority of each respective
national government. Change in the production structure changes ﬁvo
very nature of the state. Its capabilities are n.rmsmmm .m:m so are its
responsibilities. And the familiar categories of Eﬂaw:mz@mmm .H&mco:wu
including international economic relations — the Atlantic m_:m:nﬁ the
Soviet bloc, the Third World — come to lose the homogeneity that they
once seemed to have.

Change in the production structure deals out a new hand of cards
from a reshuffled pack. Governments — of %4&0@& as well as
developing countries — corporations, _um:_ﬁm, _mvoE. unions, farmers
and many other groups in society, including political parties, face new
and difficult problems in deciding how best to play the hand.
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M:m Financial Structure

. In the international political economy, power is held by those who can

offer or deny security, and by those who manage the creation of wealth
by production. But besides the security structure and the production
structure described in previous chapters — and no less important than
either — is the financial structure. The power to create credit implies
the power to allow or to deny other people the possibility of spending
today m.:& paying back tomorrow, the power to let them exercise
purchasing pewer and thus influence markets for production, and also
the power to mariage or mismanage the currency in which credit is
.hmnsoa_smﬁoau thus affecting rates of exchange with credit denominated
m other currencies.

TEEMV the financial structure really has two inseparable aspects. It
comprises not just the structures of the political economy through which
Q.nm; is created but also the monetary system or systems which deter-
mine H.rn relative values of the different moneys in which credit is
denominated; in the first the power to create credit is shared by govern-
ments and banks (and much will depend therefore on the pelitical and
regulatory relation of the one to the other). In the second. the exchange
Hmﬁm.rmﬂémm: the different moneys, or currencies, are Qmﬁmmammmm by the
policies of governments and by markets (and again much will depend
on how much freedom governments allow to markets}. A financial
structure, therefare, can be defined as the sum of all the arrangements
governing the availability of credit plus all the facrors determining the
terms on which currencies are exchanged for one another.

To a large extent the financial structure of the international political
economy can be visualized as a half-way house, a hybrid thar is partly
a truly global system, and partly still a series of national financial and
monetary systems, even though all of these are increasingly susceptible
o Em:n.bnm and pressure from the world outside the frontiers of the
state. It is global in that all the major capital markets of the world are
so closely linked rogether that in many respects they function as if they
were one system. They react promptly and visibly to’ developments
elsewhere in the system. The bankers and dealers in securities operate
mlmr though time zones were more significant than political fronders.
Chey often ﬁolﬁ m syndicates, supporting each other while at the same
time competing for business. The big operators have branches or offices
m all the major financial centres; and their customers. who depaosit
money are seldom content to put it all in one national basket.

But at the same time the continued co-existence of national currencies
shows thar frontiers do still count. Within those frontiers, it is the
government of the state that is held responsible politically — however
unfzir this may semetimes be — for the weakness or strength of che
national currency. It is the state that acknowledges this responsibility
and does whai it can to manage the value of money denominated in the
national currency — in dollars or yen, marks or francs — so that it
serves what it perceives as the national interest. Governments do not
always succeed in achieving the goals they set themselves. But they have
not yet abdicated their role as monetary managers. The role that they
allow international organizations to take over from them is stll very
limited. And despite the fact that some assets are now denominated in
a basket of European currencies called the ECU (European Currency
Unit) and that some contracts are written in another basket called the
SDR (Special Drawing Righis), which includes — as the ECU does not
— the US dollar, it is still true that most transactions in global financial
markets and most credit instruments traded m them are still
denominated in one or other national currency.’ In a nutshell, one may
say that the markets are predominantly global, while the authorities are
predeminantly national.

Sociakist and market systems

At this point, if we are to. attempt an analysis of the international
political economy that embraces and applies to the whole world, we
have to immediately qualify that statement by pointing out that, within
China, the Soviet Union and the other socialist countries, the state
operates a credit system in which markets play very little part. There s
stili credit — for traders, farms and factories and even for some
purposes for individuals — but it is allocated according to a state plan
and not according to the perceptions of profit and risk by banks and
institutions operating in a competitive market. Jt is therefore still possi-
ble to say that no advanced economy can exist without credit. Even in
socialist economies, credit is far more important, and there is much
move of it, than the cash that people carry round in their pockets or the
funds they save and deposit in banks. This has been so ever since the

" nineteenth century, when banks became crucial to every industrializin
¥

country for the financing of productive investment. The banks lent to
entrepreneurs at home and some of them lent, or managed to raise
money by issuing bonds for, entrepreneurs or govermments in other
countries. Every materialist society, whether it is capitalist or socialist
or a mixture of both, has to have a system for creating credit. Credit
is literally the lifeblood of a developed economy. Like blood in the
human anatomy, money in the predominant form of credit has to reach
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and renew cvery part of the economy. It has to circulate regularly and
reliably. It has to stay healthy and stable or the society suffers, just as
the body suffers if there is disorder in the blood or too much or too little
of it. It follows that, in all materialist societies, the power to create
credit is politically very important, (Of course, there have been some
rare societies devoted almost entirely to the pursuit of spiritual or non-
material goals. In such societies there is little power to be derived from
ﬁrn.nnmmmon of credit. But today such societies are rarer than ever and
socialist, capitalist and mixed-economy societies all aspire to more
wealth and better living standards, however these may be defined. )
w:omnc% speaking, the difference between the capitalist or market
economies and the socialist or planned economies is simply that in the
former the power to create credit is shared between the state and the
E?m.ﬁn banks, while in the latter the state merely delegates its credit-
creating powers to the state banks. It is they who carry out, not the
dictates of the marker as they perceive it, but the commands of the state
planners. There can be little doubt that the socialist system is less effi-
cient than the market system at creating wealth. There is every reasen
for state banks to play safe and avoid risks; there is little incentive for
them to take a chance and give credit for untried ventures or for small,
::.r:oé: entrepreneurs instead of for large, established state enter-
prises. The whole concept of venture capital is alien to socialist think-
ing. Only when the security of the state requires that the defence forces

should be equipped with the most advanced technology or when there |

is some major change of development strategy — as when Krushchev
called for the modernization and expansion of Soviet agriculture — is
.nm@:.mz on a large scale created by the state banks for new borrowers.
The interests of the consumer, the man and woman in the street who
has to line up o buy toilet paper or fresh vegetables, come last in the
system. A certain sclerosis characterizes the economy, mainly because
of the limited access to credit. it has been the recognition that this
sclerosis was slowing down economic growth and handicapping the
whole society that explains the recent push for economic reform in both
the Soviet Union and China. :

.woﬁr governments can see, however, that the price of greater effi-
ciency through liberalizing the system of credit creation carries the risk
@m greater instability. The market system may be more efficient and flex-
ible and better adapted to change and innovation; but it is also more
unstable. It suffers bankruptcies and bank failures. It experiences finan-
w_m_ crises both national and international. There is unemployment and
idle resources when the bankers lose confidence in the financial
prospects of trade, industry and agriculture. Financial beom times are
apt to be followed by financial slumps when governments find it hard
to get growth going again. In all the market economies, as President
Hoover remarked wryly sometime in the 1930s, money is apt to be like

a cannon aboard an old-fashioned sailing ship: it is a source of strength
and power when kept under control but lethally destructive when it

breaks loose.
Not only is the market-based financial structure more unstable; it

necessarily increases inequality. Just because it offers such opportunities

_to financial institutions and their managers and employees to make large

amounts of money very fast, so it tends to widen the gap between rich
and poor. Bankers and financiers are then apt to be resented, not only
because they are wealthy but because they have become so without
being productive; they have made money out of money.

In the monetary relations between socialist states as compared with
those between market economy states, the same balance of advantage
and disadvantage can be seen as in their respective credit systems. The
market-based system is more efficient, and by creating new oppor-
tunities, it enlarges freedoms and increases international trade and
consequently wealth. But the benefits are distributed evenly and the
system is susceptible to financial crises and conflicts as states differ from
the markets in their view of what is a desirable exchange rate. In the
socialist bloc of Easi European states, a striking difference between
them and the Western bloc has been their total failure ever since the
early 1950s to develop an effective system of multilateral payments.
This means that exchange rates are stable but irrelevant; each economy

“is reduced to bastering, in effect, with its socialist neighbours. Moving

beyond a bilateral payments system risked undermining the control of
the government over the economy and the Party over the government.
Nor were the more successful and efficient socialist states prepared to
finance the deficits of the less successful and less efficient ones. The
result was that setting up a Comecon clearing system or intreducing a
transferable rouble for intra-Comecon settlements never had more than
a marginal effect on the system. And the frustrations of the Comecon
system have inevitably enhanced the attractions for the East Luropeans
of earning hard Western currencies by exporting outside the system and
of borrowing hard Western currency whenever the Western banks were
prepared to lend to them. The consequence is that, while it might have
made sense ten or fifteen years ago to analyse the financial and
monetary structures of the socialist states in isolation from those of the
world market economy, this division between them is much less clear
today. For better or worse, the socialist economies are becoming
increasingly integrated and involved with the global financial structure
dominated by the major market economies. While the Western market
ecocomies and the developing countries are very little affected by what
happens to the financial structure of the socialist countries, the converse
is no longer true. Although still somewhat protected by managed trade
and managed borrowing and a strict set of controls over access to
foreign exchange, the ‘socialist countries are nc longer as insulated
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as they once were, As they make increasing use of Western credit for
trade and investment, as they become increasingly involved with
Western (including Japanese) banks, so they become more and more
vulnerable if the system behaves in an unstable way.

Primitive and developed financial structures

It is these political and social effects of the highly complex and
developed financial structures of the world market economy that have
to be analysed. As with the other basic structures, it is not enough just
to describe them or to explain the functions of the institutions that
operate within the structures. The international political economist has
to ask questions about the political and social consequences, the who-
gets-what in terms of benefits and costs, risks and opportunities; and to
consider the mix of values that this produces for society and therefore
the political issues that it presents.

One simple way to do this, which cuts through a lot of the arcane
technicalities of money markets and banking practice, is to lock for the
political and social differences between a primitive and a developed
monetary system, including in that term both the financial structure of
credit creation and the monetary relations of societies with different
currencies or forms of money.

A primitive economy, te begin with, makes very little use of money.
A good deal of production is for the producers’ own use. Money is only
needed for the ‘exiras’ that people cannot produce for themselves or
cannot exchange by bartering with their neighbours. The money
economy is only a small part of the real economy. And when people do
use money it is used mostly for current transactions — as 2 mediam of
exchange for goods or services. Because the primitive economy is apt to
be rather poor, there is little use of money as a store of value or as a
unit of account -~ the other two functions of money distinguished by
the economists. Nor are there great problems of foreign exchange since
contact with the outside world is limited and trade is mostly by barter.
Money moreover tends to be in a form that can be seen and touched —
assct money as the economists would say — not fiar or credit money.
So it is apt to be some reasonably portable but scarce commodity —
metal or shells or beads — over whose supply the ruler has little control.

At intermediate stages in semi-developed monétary systems, the
money economy begins to penetrate more of the real economy, Physical
asset money becomes more sophisticated. Money is made into coins.
Rulers are no longer content to exact taxes in goods or labour, They
insist that taxes are paid in their own coins, usually stamped with their
own head. At this point the rulers discover an easier way-of extracting
resources from the society — they debase the coinage. Cleopatra and the
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Roman Emperor Nero were among the first to do so. By their time, the
art of foreign exchange dealing had been discovered as traders and
travellers needed to change one kind of coin for another. The practice
grew of borrowing money and recording debts and of charging interest
for loans. Croesus was a Roman landowner and senator who did this
and the expression ‘as rich as Croesus’ shows that the chance to 5&8
money out of money is no new thing. Voo
Next, banks appear. To begin with, they accept money or valuables
for safe-keeping, give the depositor a receipt and allow him to draw on
his deposit and to settle accounts with third parties through the bank.
Finding from experience that all the depositors will not want to draw
money out at the same time, the banks lend, at a price, to others, The
borrowers draw on their bank loans. Credit has been created. Pretty
soon, the banks start printing ‘promises to pay’ beyond their liabilities
to depositors and borrowers. These paper bank-notes circulate
throughout the economy, adding to the supply of money in the form of
coin. As the number of banks and other specialized financial enterprises
grow, the variety of forms of credit money — what the bankers call
‘credit mnstroments’ — multiplies. Financial markets proliferate. Mean-
while, the rulers have found i the bankers a new way to pay their debts
— by borrowing. Sometimes, as in medieval France or England, they
borrow so much that they are tempted to expel, disband or even kill
their creditors to get cut of having to repay their debts. By the eigh-
téenth century, in Britzin, in France and in the American colonies as
they then were, governments had learned by bitrer experience that while
banks and credit money offer new ways of financing the state, there are
heavy risks to the economy and civil society if they allow so much credic
money to be created that people lose confidence in the ability of the
bank or the government to honour its debts and start refusing to accept
it. At this point, Gresham’s Law operates: bad money drives out good.

- The good (usually specie — i.e, gold or silver) money is hoarded and
the paper kind becomes worthless. This happened in the American War’

of Independence when the phrase ‘not worth a continental!” — referring
to dollars issued by the Continental Congress — entered nto - the
linguage. Governmenis then discover, usually by bitter experience, that
the power both of banks to create credit and of governments to create
credit for themselves by printing paper money has to be controlled in
somie way 1if the economy {and possibly the political system too) is not
to suffer. For the ‘death of money’, whether it comes about by inflation
or by a political revolution sweeping away the government, inevitably
brings trade, investment and economic life generally to a standsull.
The political consequences of this economic transformation from a
primitive to a developed financial structure can be, and usually are, both
good and bad. Governments accumulate more responsibility for manag-
ing the system and making rules {or the banks and for the conduct of




financial business and financial markets. They are correspondingly
tempted to exploit this new source of power in the direct self-interest of
the ruling groups or classes and the state bureaucracy and at the possible
expense of the economy as a whole. ‘

But they are also able to use the system through borrowing as well as
taxatton to provide public goods in the form of roads, power plants,
weapons systermns for greater securtty, and welfare services. This last
point is important. In political terms, money is a substitute for force as
a means to economic growth and as an instrument to provide collective
goods. The Incas and the Pharaohs could organize great public works
programmes {chosen by themselves, naturally) without money. But
political systems where power was more dispersed or more constricted
were unable to invest (and thus to increase wealth) until they developed
their monetary systems. Money is thus a necessary adjunct to liberty if
a soctety wishes to enjoy both freedom and wealth.

A society that wishes seriously to improve its living standards and
therefore to pursue economic growth, but still wants to preserve its
political freedoms, can do so by developing its monetary system and
assuring the economic freedoms that money allows. Development of a
monetary system therefore usually goes with some dispersion of political
power through the dispersion of the economic power which the
accumulation of capital confers. Conversely, the planned authoritarian
economies of the Sovier bloc or China, although they have pursued
wealth through economic growth, have not pursued freedom and so did
not need to develop their monetary systems.

Developed monetary systems do tend, however, to increase
inequality. if some people can accumulate capital, they can also use it,
through the increased bargaining power it confers, to exploit the labour
or other resources of others. By this means they widen the gap between
rich and poor.

Depending on the political structure, this inequality will sooner or
later give rise to corresponding demands for a more developed welfare
structure to complement and make good the perceived deficiencies
brought about by monetary development, The more power in the
political structure is dispersed, the sooner the demand for increased
welfare provisions to redress the inequalities of wealth and of risks; the
more concentrated and centralized the political power, the longer such
demands can be held in check. The Romans, for example, combined a
relatively authoritarian oligopolistic political structure with a relatively
developed monetary system in which many transactions used liability
money, in which credit was available for investment at variable rates of
interest and foreign exchange dealing was common. Grear fortunes were
amassed and the gap between rich and poor widened. But although a
repressive political system kept control of the slaves — on whose labour
the economy was based — the property-owning oligopoly still found it
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had to accede to the demands of the artisans of Rome for a weifare
system, in the form of free corn and lavish circuses.

Developed financial systems also tend to increase instability and to do
so in a number of ways. There is a tendency, inevitable in a system
dependent on the activity of banking institutions, to ‘overbanking’ —
that is, to the imprudent expansion of credit with increased profits to
the banks but increased risk to the system of financial panic and
collapse. Regulation of banking to avert this threat is therefore desirable
(but not always forthcoming until after the experience of catastrophe).

There is also a tendency to instability, arising either out of the over-
expansion of credit in the private sector (as above) or out of the irresisti-
ble temptation which a developed monetary system always offers to the
government or other political authority to exploit it for its own
purposes; in short, to indulge in taxaton of the economy through
snflation. It follows that the political economy has to suffer either the
social shocks of unchecked inflation or else the pains of checking
inflation, which may involve a measure of brutal deceleration in growth
and the experience of unused productive resources (including unemploy-
ment),

One final observation about developed monetary systems is perhaps

worth adding. It is that disadvantaged groups in monetary sysiems

usually behave somewhat differently to disadvantaged groups in
political systems. In the latter, dissidents can readily be found who are
dedicated to the total overthrow of the system, revolutionaries who
want to preserve little or nothing of a system they find grossly unjust or
economically inefficient. But the dissidents in a monetary system are
usually well aware that its development has been a slow process, requir-
ing the gradual building-up of confidence, and that once confidence is
shaken and the system destroyed it is not easy to restore the one or
rebuild the other. Their oppesition tends therefore to be inhibited;
punches are pulled, no matter how deep their criticism of the system’s
social and politcal consequences. Neither the British Labour Party,
when it came to power in 1945 nor any other European social

. democratic parties -~ not even the ltalian Communists — propose

radical overthrow of the national monetary systems developed under
capitalism. Similarly, it can be argued that none of the ‘opposition
groups’ in the internaticnal monetary system —- neither the French in the
inter-war period or under General de Gaulle in the 1960s, nor the
newly-rich OPEC oil states in the 1970s — have carried their criticism
and opposition to the point of wilfully disrupting the system of which
they, too are a part. The point is only worth making because their
inhibiticn in this respect can easily be misinterpreted as acquiescence or
even approval. _ .

The comsequences of monetary development can thus be quickly
summarized as follows:
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— It accelerates economic growth, by facilitating economic exchange
(trade) and by encouraging produciion through investment. Time
transactions allow the ‘storage’ of purchasing power and the
accumulation of capital and its application for expensive productive
enterprise.

— It confers power on those able to accumulate capital or with access
to credit. The more open the system and the more widespread the
capacity for capital accumulation, the greater the dispersion of
power in the system.

— It increases economic inequality and thus stimulates, sooner or
later, demands for an improved welfare system to redress
inequalities of wealth and inequalities of risk.

— It increases the economic instability of the system through tenden-
cies to inflation, to overbanking and to cyclical variations in
economic activity.

— It increases the demands made on political authority both for the
provision of welfare and for the imposition of complex and precise
rules to govern the operation of credit institutions and money
markets.

— It makes it easier for political authority to provide public goods for
the safeguarding of political security, for the further development of
the economy, or for the maintenance of social stability through the
welfare system. .

— It also, however, increases the opportunities open to authority o
exploit the system for political purposes, particularly because
opposition groups will perceive the benefits they derive from the
system and the risks they too run from its destruction and will
consequently be inhibited in pressing their objections and criticisms.

An orderly, developed monetary system would thus be characterized
by steady {and not too jerky) growth; by increasing controls over the
credit structures, its markets and its operarors; by increasing allocation
of financial resources to the welfare system mam further ﬁnoiﬁos of
public goods.

A disorderly system, contrariwise, could be characterized by growth

interrupred by periods of failing confidence and unused, idle productive

resources; by the threat of inflation due 1o the creation Om credit-money
by governments or banks, or by both; by the threat of financial crisis
and collapse; and by exploitation of the system by political authoriry for
its own particular ends rather than for the general welfare. .

The puzzie of the ninsteenth century

When we look at the world’s financial structure in the long perspective

of history it sesms as though it has alternated, ever since it emerged as
a developed system of credit money, between periods of disorder and
instability and periods of calm and order. In that way, it has been much
more like the world security structure and less like the production struc-
ture. T he production structure looks m retrospect to have progressed
much more steadily, Econoraic growth has been slower at times than
others and there have been slumps as well as booms. But it has only
cecasionally acrually regressed and produced less and the change of pace
was often the result of forces external to it — the booms often being
associated with war in the security structure and the slumps with trouble
in the financial structure.

By contrast, in both the security structure and the financial structure,
the nineteenth century — or to be more precise the century between 1815
and 1214 — looks very like an island of relative order and stability sand-

. wiched between an earlier and a later century, both characterized by

relative disorder and instability. For England and France the eighteenth
century started with some terrible experiences of financial excess and
disorder, In France, the Regent who succeeded the spendthyift Louis XIV
was misled by the Scottish adventurer John Law into letting the Banque
Royale and then the ill-fated and fraudulent Compagnie de I'Occident to
issue paper money so recklessly that the bubble burst, which instigated
the French people’s deep distrust of paper money. In WJ%E& another
Scot, William Paterson, persuaded the government of the financial
attractions of setting up a Bank of Erigland with monopoly powers over
government debt. There, too, paper money was printed recklessly msa
the British government was o::\ saved by the accident that the South &
Company outbid the Bank of England for the handling of these moﬁ:.n-
ment promises to pay. This was lucky because, when the South Sea
bubble eventually burst, the government could deny its Hmm_uonm%_:@ Of
the two ceuntries, the mnm:mr learnt their lesson best.” Even so, they
did not notice until it was too late that the Ametican colonies were also
finding how much easier it was to print debt than to collect taxes. And
of course the financial conirols that London put on the thirteen colonies
were among the first restricrions to be torn up when the Americans
declared their independence in 1776, The American Revolution, like the
later French Revolution, led to a ‘death of money’ through inflation. Like
Louis XIV, Napoleon too left France in a state of bankruptcy — the
reserves all gonie in the pursuit of military glory.

So what was the secret of financial order in the century after Waterloo?
Never since then has there been so long a period of financial stability,
both in the credit system and in the relations of major trading currencies.
The main reason was that the leading trading country, Britain, had a
stable currency and that so much international trade and investment was
conducted in-sterting that the effects of national financial stability spread
outwards to the expanding world economy. (True, the periphery was not
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nearly as financially stable as the centre, but then it was not as impor-
tant for the system — only for those who happened tc live there.) The
price of gold in pounds sterling (and conversely the value of sterling in
terms of gold) did not ¢hange throughout the period. Once the restric-

tions imposed during the long war with France had been lifted, any -

Bank of England note was freely convertible into gold and there was
. nothing to stop people hoarding gold or selling it abroad if they wanted
to.

. It was no accident that sterling was stable, despite the new supplies
of gold coming unexpectedly on to the market from the ‘gold rushes’ of
Australia, California and the Yukon. A -democratic Parliament,
convinced by argument and experience of the value of stable money and
the danger of unchecked government borrowing, passed in 1844 a Bank
Charter Act defining the special powers of the Bank of England — but
also laying down limits on the power of any British government to
expand the money supply without asking the permission of Parliament.
Before 1914 such permission was asked only once, when the Bank of
England allowed a rash and unlucky bank called Overend, Gurney te
go bankrupt. This made the rest of the City of London so nervous that,
as the lender of last resort, the Bank of England needed to have extra
funds to lend them, thus stopping the panic before it did damage to the
real economy. And the example certainly reinforced the authoriry of the
Bank of England over the City. Thereafter, the ‘Old Lady of
Threadneedle Street’ had only to purse her lips and frown and the banks
obediently tock the hint and curbed their lending. It is worth noting that
no US Administration has ever had so strict a curb put on its monetary
policies by the US Congress. =

Another important factor was the deliberate hands-off policy of
British governments towards the business of foreign investment, The
dangers of lending British funds abroad had been recognized early on
by Palmerston in the early years of Vicioria’s reign, A Memorandum of

1848 had warned the foreign borrowers that the British government.

might intervene if a debtor defaulted on bonds issued for it in London.
But it also warned the British finance houses that it might not, and that
they themselves might have to bear the consequences of having lent
imprudently abroad. This uncertainty over how the state would behave
to foreign defaulters helped make the banks careful. And it could be

sustained all the better because, unlike the French or German govern- .

merits, the British government did not habitually use its influence over
the City as a tool of diplomacy, insisting as Bismarck did that the banks
lend to this ally instead of that, whether or not it looked like being able
to service the debt.’ A hands-off policy on foreign lending distanced
the state from the private banks and made them doubly cautious. US
banks have had a quite different experience. Firstly, there were the
Caribbean customs-house takeovers by the US Marines in the early
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years of the twentieth century. Then, under Franklin Roosevelt, the US
government again intervened with stabilization funds for Latin

. American countries in trouble in the 1930s. And finally the US govern-

ment came to the aid of US. banks over-extended in'Mexico and Brazil
in the 1980s. The rescue of Continental Iltinois in 1984 only confirmed

their belief that in the last resort the government would never let the big

banks fail for fear of the effects on the US economy.

Two other differences are worth noting. In the nineteenth century,

most of the finance provided by the City to the world economy was in
the form of trade bills, not bends. It was actually tied to a real exchange
of goods, whereas much of the finance lent to developing countries by
US banks in the 1970s and early 1980s was in open-ended loans which

could be used to maintain an overvalued currency or spent in totally .
‘unproductive ways. Even when they issued bonds, moreover, the British .-

banks were not themselves carrying the risk of default by the borrowers.
if the bonds lost value, and even if they became quite worthless, it was
the unfortunate bondholder — often a gullible small investor lured by
higher returns on his or her savings — that stood to lose. One further
factor insulating the domestic British economy from the risks involved
in lending abroad was the separation of the domestic and the overseas
banking systems. Domestic commercial or high Strect banks were
forbidden to dabble in foreign securities. There were also limits on the
securities that legal trustees and exécutors could buy, which had the
same effect. : .

And there was one final factor that allowed the steady outflow of
British . capital before 1914 to help the world economy to grow
reasonably steadily. It was India.* Trade deficits elsewhere in the
world economy were matched by a persistent trade surplus from India.
But Britain’s political control over India allowed London to extract
annual shipments of gold in respect of Home Charges and to use its
control over the sterling—rupee exchange rate and other devices to stop
the gold seeping back to the Indian economy. Well might the governess
in Oscar Wilde’s lighthearted play The Importance of Being Ernest tell
her young charge to get on and read her book on Political Economy —
but add, ‘The chapter on the fall of the Rupee, you may omit. It.is
somewhat too sensational for a young girl!’

What all these factors add up to is just this. It was not some

mechanical, automatic system called the gold standard that accounted
for the relative stability of the developing global financial structure

before 1914 and for the relative orderliness of the major exchange rates

affecting world trade. It was a series of politically effective arrangements

imposed for a varicty of reasons, most of them domestic, by one

particular government on its financial institutions and financial markets,
Because these institutions were the main channel through which credit
was passed to the rest of the world, their effects were widespread.
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Karl Polanyi, justly respected as one of the pioneers of modern inter-
national political economy, argued that the two sustaining structures of
order in pre-1914 international society were the gold standard and the
balance of power between the major states in Europe (Polanyi, 1957).
Both served to restore equilibrium when threatened by destabilizing
change. But the ‘gold standard’ in his book was a kind of shorthand for
the arrangements governing both the creation of credit and the manage-
ment of exchange rates. He did not argue that economic stability was
maintained (so far as it was) because countries kept to the rules of the.
game as laid down by theorists who, influenced by the theoretical model
m@&owmm by David Ricardo, thought that exchange rates would change
in response to inflows and outflows of gold, and that these would
automatically lead governments to expand or to restrict the supply of
credit, thus influencing price levels in the national economy. Economic
historians agree that governments did not keep to the rules of the game;
that (like Austria or Russia) they often devalued to maintain incomes
from exports; that reserves of foreign exchange were used in the adjust-
ment process just as much as gold movernents, and that it was, in fact
and as Polanyi also said, a sterling-gold system that preserved monetary
order. Britain, too, was ready and able to act as shock-absorber to the
system when, every ten years or so, some ‘exogenous shock’ as the
economists would say today, threatened to upset the balance.’

Polanyi’s purpose — he himself was a Hungarian refugee in the 1930s
— was to find an explanation for the rise of Fascism in Europe. He saw
World War I as the consequence of a gradual erosion or decline in the
effectiveness of the balance of power in politics and of the ‘gold standard’
in economics. To my mind the thesis is arguable rather than totally
convincing. What is incontestable is that World War I not enly led to the
break-up of three empires — Austria, Russia and Turkey — and exten-
sive default on foreign debts but also brought upon national economies
such very different inflation rates that it totally destroyed the pre-war
network of exchange rates between them. It also led Britain to suspend
gold convertibility along with the restrictions of government borrowing,
so that at the end of the war Britain was burdened with war debts to
America and unable to resume her pivotal role in the financial structure.-

Too rapidly perhaps, the war had transformed the United States from
one of the main debtor countries in the system to the system’s main
creditor. And as Charles P. Kindleberger first argued (and many others
have echoed), the United States in the inter-war period - was
psychologically unready and politically unwilling — as Britain was
z.:m_u_m. — 1o assume the responsibilities of hegemon, or leader, in the
financial structure, supplying credit, an open market and the faciliries of
a lender of last resort at times of uncertainty and crisis. Yer what was
striking was that both countries’ central bankers at the time perceived
clearly the desirability — for the stability of the whole system as well as
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for their respective economies — of maintaining a stable balance, of having
a set of rules or guidelings and of maintaining the confidence of financial
markets. Montagu Norman for the Bank of England and Benjamin Strong
for the Federal Reserve Bank of New York — which was the “foreign
ministry’ so to speak for the Federal Reserve System in Washington —
did their best to co-operate and to co-ordinate policy even while the politi-
cians in Washington rejected the League of Nations and retreated into
isolationism. But two big obstacles — both political — stood in their way.
One was the emotive and knotty question of war debts and reparations.
The Genoa Conference of 1922, which might have been the Bretton
Woods of the inter-war period, failed to reach agreement because France
insisted that the reparations questions had to be settled first and neither
Britain nor the United States by then thought this was a matter of the
first importance. The second obstacle was the ‘domesticism’ of US

‘monetary policy, to use a phrase that Henry Nau has used of US policy

in the 1980s (Bergsten and Nau, 1985). Strong always insisted with
admirable frankness to Norman that the co-operation of the United States
with Britain on monetary and financial matters (like interest rates or
exchange rates) was only possible if it did not conflict with US domestic
economic management. That would always have to come firs.

And so it was that a change in US interest rates, undertaken in 1928
for domestic political reasons, started a chain reaction that not only led
to a stock market boom and crash at home — with reverberations
throughout the world — but also to'the sudden interruption of a flow
of short-term US capital to Europe that exacerbated banking difficulties
and ended tragically in the collapse of the Krediranstalt Bank in 1931
and the big devaluation of sterling when it ‘came off gold® (i.e.
suspended convertibility of pound notes into gold) in the same year. The
result, as everyone knows, was that debtor countries could no longer
raise money in New York or in London. Credit creation by banks and
governments in the world economy virtually ceased and many debrors
defaulted. Too late to have much effect on the general Toss of market
confidence in the economic future, the United States, Britain and France
agreed in the Tripartite Agreement of 1936 to a mutual support
arrangement which restored some stability to their exchange rates.

The golden years?

In most bocks on the international economy after World War i, the
Bretton Woods system — the International Monetary Fund in conjunc-
tion with the General Agreement on Tariffs and Trade (GATT) — plays
a leading role in the story. The open, liberal economic order, so conven-

" dional wisdom has it, can take credit for the successful post-war

recovery and subsequent growth and expansion of the world market
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economy. A ‘regime’ imposed by United States hegemony on the
lukewarm Europeans and the quiescent Third World provided rules for
the liberalization of trade and the management of exchange rates
between currencies. The forces of the market so sustained and liberated
from the shackles of state intervention did the rest.

According to this version of modern economic history, all went well
until European — especially West German — and Japanese economic
recovery put the system under stress. As a result, American hegemonic
power and with it the Brerton Woods regime declined. The system
became even more unmanageable when the oil producers imposed a
sharp increase in the price of oil, throwing the network of exchange
rates into confusion and bringing about a combination of inflation and
slow economic growth against which governments, including that of the
United States, were impotent. :

To my mind, this version overrates the importance both of the so-
cailed Bretton Woods system and of the extent of American hegemonic
decline. It is the financial structure — the credit-creating mechanisms —
that should take the main credir for the ‘golden years’ of the 1950s and
1960s; and it was not the decline of American hegemonic power in the
1970s and 1980s so much as its misuse, exploiting the system rather
than managing it, giving too much freedom and responsibility for credit
creation to the banks, that was at the root of subsequent troubles, It was
the pursuit of short-term instead of long-term national interest that
sowed the seeds of monetary disorder and financial instabifity.

The rapidity and success of European economic recovery and
reconstruction after the war could only have been achieved with the help
of credit created by the US government, mainly through the Marshall
Plan. From 1946 to 1958, US aid and government loans to Europe

‘amounted net to $25 billion. All this American aid would probably not
‘have been approved by the Congress had it not been for the creéeping
consolidation of Soviet power over the political systems of Eastern
Europe, and the fear that if the United States did not help the govern-
ments of Western Europe, and especially of France and haly where
Stalinist communist parties were strong in the labour unions, the whole
of Europe would have escaped Nazi domination only to fall prey to
Soviet domination. But whatever the motivation, the credit extended. to
the sixteen countries of Western Europe came in the nick of time, just as
their own resources were reaching exhaustion.® This capital flow, the
economic historians agree, not only had a pump-priming effect on
infrastructural and industrial investment in Europe, its psychological
effects on business decisions were crucial., The result was that in the
1950s the European countries devoted a higher proportion of their GNP
to investment than in any previous recorded period.” And when the
four-year European Recovery. Programme ended in 1952, the United
States continued 1o send economic as well as military aid to Europe under
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the Mutual Aid agreements that sustained the NATO alliance.
Moreover, the United States used its credit to push the Europeans much
further and faster than they would otherwise have gone towards
liberalization: by returning trade from state-controlled to private
decision-making; by taking off tariffs and quota restrictions on intra-
European trade even when this meant discrimination against dollar
imports; and by developing through the European Payments Union
(EPU} a functioning multilateral payments system that was a major
factor in the continent’s economic growth. Only with the EPU,
moreover, was it possible to manage so smoothly the transition to
convertibility of European currencies at stable exchange rates as
provided under Article 8 of the Bretton Woods agreement.

For, until December 1958, the so-called ‘Bretton Woods system’ had
existed only on paper. By an American decision endorsed by the IMFs

Executive Board, no country receiving Marshall Aid from the United

States was eligible to draw on the IMF. For all practical purposes
therefore the system was put in cold .storage until the European
countries were confident that they could maintain fixed parities for their
currencies in the market. The only significant drawings made on the

- IMF before 1958 were those necessitated by the flight from sterling after

the ill-conceived Anglo-French intervention in Suez in 1956. .
As a system of rules governing the relations of national currencies,
Bretton Woods only really worked for one short decade, from the end
of 1958 to March 1968. That was when, with the introduction of the
two-tier gold price, the first break was made in the anchoring of
exchange rates to the price of gold (via the convertibility of dollar
reserves in other central banks into gold). It was then, too, that the US
Treasury effectively stopped allowing the Germans, the Canadians and
others to draw on US gold reserves (see Strange, 1976). By 1971, the
system was thrown into total disarray by President Nixon and was
finally abandoned when the doltar was floated and exchange rates were
left to market forces in 1973, .
Even during that decade, the Bretton Woods rulebook was not only

“substantially rewritten, but was only made workable at all by two

things.® One was the series of supporting measures taken by govern-
ments of the major trading countries to support the fixed rates of both
the pound sterling and the dollar, despite the visible vulnerability of the
one and the mounting payments deficit of the other. These included the
Gold Pool, the extra, reinforcing funds for the IMF made available
through the 1962 General Arrangement 1o Borrow, the swap network
by which central banks could automatically -borrow foreign exchange
from their fellows, and the American Interest Equalization Tax of 1963
which effectively deterred foreign borrowers from borrowing on
American capital markets,

The other thing that made Bretton Woods workable in the 1960s was
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the outflow of American public funds and private capital into the world
economy, which carried on the job of keeping up real investment in
trade and industry and thus sustaining Western economic growth. So
long as there was growth, 1o one was going to worry too much that the
rules were being broken or that the US deficit and therefore the growth
could not go on forever.

As Robert Triffin kept insisting from 1959 on, simple logic showed
that a system that kept exchange rates siable only as long as other
countries were content to hold gold-convertible dollars in reserve was
doomed. Sooner or later, the volume of dollar IOUs in foreign hands
would be so much greater than the US gold reserves that the ‘overhang’
would destroy confidence in the US ability to honour the 10Us. Then,
either the price of gold would have to be raised and a new set of rules
agreed, or the dollar would have 1o be devalued.

Meanwhile, there were two non-irade items in the US balance of
payments from the 1950s even into the 1970s that kept the country in
deficit on its balance of payments but at the same time kept the credit-

creating financial structure expanding. One stemmed from the SeCurity .

structure and was the continued US government spending on keeping its
armed forces abroad in Germany and Europe and then in Japan and
Vietnam fed and armed. And the other stemmed from the production
structure and was the competition among US corporations for larger
shares of the growing European and world markets for manufactures.
The incentives for them to buy up European companies with dollars or
to spend dollars setting up subsidiaries in Europe, were increased when
in 1958 the Treaty of Rome setting up the European Fconomic
Community put a common external tariff around the six member coun-
tries (France, West Germany, ltaly, Belgium, the Netherlands and
Luxemburg), thus creating a protected common market in which it was
obviously betrer to be a manufacturing insider than an exporting
outsider. _

The move of US companies intc Europe was a big factor in the
phenomenal expansion in the 1960s and 1970s of the Eurocurrency
markets. No analysis of the global financial system that leaves rhese out
can be complete. For the introduction of the Eurodollar — a quite new
phenomenon in international finance — not only developed irito 2 major
engine of credit creation for the real world economy but eventually also
put such tremendous pressures on the exchange rate systern that by
1973 it seemed far easier to give way to the forces of the foreign
exchange market and to abandon fixed rates than to restrict it and make
the necessary policy changes.

Briefly, the Eurodoliar market (and later markets for Eurosteriing,
Euromarks, Euroyen, ete.) developed because of two inviting gaps in
government controls over the power of banks to create credit. The
American regulatory system installed during the 1930s had tried to
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prevent short-term funds being too large or too mobile by making it
illegal for banks in the United States to pay more than minimal interest
on short-termn deposits. But the rules did not apply to interest paid on
dollar deposits with US banks’ branches in London. The Bank of
England, meanwhile, even after 1958, siill kept strict contrels over
British foreign investment and over financial transactions in séerling,
other than payments for trade transactions. But it decided that it was safe
to allow British and foreign banks in London to raise and lend money
and conduct all forms of financial business, not in sterling, but in dollars,
because it could not jeopardize the British balance of payments. Thus the
Eurodollar loan became a new unregulated growth point in the inter-
national financial system; and the faster US corporations moved to
Europe, the faster their bankers followed them to London, and later to
other European cities. The business was highly profitable to the banks
and attractive 1o the corperations and to anyone else dealing in dollars
because any dollars deposited in London, even for a very short time,
earned good interest and could easily be used as dollars in the United
States or converted into other currencies. The Eurocurrency market grew
from $3 billion in 1960 to $75 billion in 1970, After 1973, when the oil
producing countries succeeded in quadrupling the. price of oil and
deposited the proceeds in the Euromarkets, mainly in dollars, the growth
accelerated, rising to over $1 trillion ($1,000 billion) by 1984, Iis appeal
for the oil staies was that it was apparently beyond the reach of the US
government; it was movable; it was secret; and it paid a handsome and
floating rate of interest. .

In sum, the ‘golden years’ of growth in the 1950s and 1960s are better
explained by the steady expansion of credit — public and then private
— int the world economy than by the reduction in the barriers to trade
(see below, Chapter 9) or the observance of rules regarding exchange
rates. Yet there was also a dark side to those golden vears. This was the
time when the seeds were sown, and started to grow, of the inflation of
the 1970s, and thus of the subsequent corrective deflation of the 1980s;
and when the internarional banking business began to outgrow. national

systems of regulation and control. Contrary to all the assurances of free-

market economists, the abdication of governments to the foreign
éxchange markets' as the arbiters of exchange rates led not to less
volatility and fewer financial crises but to more.

The paper dollar standard

The most important resule of the breakdown’ of Bretton Woods was
pohitical. (It was not in fact a ‘breakdown’ in the seuse of mechanical or
structural failure but a deliberate decision sot to make all the difficalt
adjustments necessary to keep to a fixed-rate system, as I have argued
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elsewhere (Strange, 1986, Chapter 2}. This result was the removal of
even the tenuous discipline which the gold exchange system had
imposed on US governments in the management of the dollar. As Triffin
observed, instead of what General de Gaulle had called the ‘exorbitant
privilege’ of being able to print IOUs to finance its deficits, the United
States could now print doltar JOUs that could not be changed for gold
and either had to be held idle in reserve or spent on buying US goods
and services. In short, it had introduced a paper dollar standard. And
as the currency in which three-quarters of all Eurocurrency deals were
done, in which oil was priced and most international trade was
invoiced, the volatility of other currencies was less important to
Americans than the volatility of the dollar was to the Germans, the
Japanese and the OPEC and the NOPEC (non-oil producing develop-
ing) countries, The size of the US economy helped too.

It meant that the US government by easing credit terms at home or
by lowering taxes could generate some economic growth even though
it might be shortlived. President Ford did this in 1974/ 5 and Reagan did
it again in 1983/4. And through the Eurocurrency market US corpora-
tions could continue to raise and send money outside the United States,
so that the US national inflation rate did not necessarily correspond (o
the rate of credit creation in dollars. . -

Other currencies, moreover, tended to be made more volatile in rela-
tion to each other — as the Europeans soon found out. They tended to
be polarized into strong and weak currencies. The foreign exchange
markets were more impressed with a country’s prospective success (on
the basis of its past record and current policies) in fighting inflation than
with the surplus or deficit on its current account. But as a currency
judged to be weak depreciated on the foreign exchanges its imports
became dearer and its fight against inflation all the harder. Conversely,
currencies considered ‘strong’ — even when as with both Germany and
Japan they were faced with large oil bills — tended to rise in value so
that their imports got cheaper and it was easier for them to keep infla-

-tion under control. This polarization of European currencies frustrated
attempts in the European Community from 1970 to 1978 to keep their

exchange rates close together and thus to insulate themselves from the -

volatilities of the floating rate system. Under such circumstances,. it
became clear that competitiveness in trade no longer determined the
value of a country’s currency, as the economic textbooks had said. It
Was monetary movements on a short-term international market that had
the last say. : .

At the same time as the markets almost entirely took over from
governments the determination of exchange rates, the banks took over
almost entirely the financing of Third World deficits, many
dramatically increased by the higher price of imported fuel.- Worried at
first by what the OPEC countries might do with their new wealth — it
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was forecast, wrongly as it wurned out, that the oil surplus in 1974
would amount to $85-100 billion — the Western world was generally
much relieved when the oil states decided to put it with their banks into
Eurodoliars, and even more so when the banks promptly turned the
funds over and ‘recycled’ the petrodollars into fHloating rate loans to the
NOPECs. The floating interest rates on their loans meant, however,
that the LDCs took on the risk that they would have to pay more in

future to service past debt. This would happen if ever inflation was

checked in the major industrialized countries so that real interest rates
{as distinct from nominal ones), instead of being very low (or even, as
in 1975 and 1979, actually in some cases below zero}, went up to 5 per
cent or more. On a debt that was counted in billions of doMars the
difference would bé substantial.

This was precisely what happened when, after some hesitation under

“ President Carter, the United States finally decided that it was time to

check inflation and the ominous fall in the value of the dollar. This had
got so bad by 1978 that even the National Security Council — not a
body that normally concerned itself much with financial matters —
began to fear the consequences for US foreign policy and defence. With
Paul Volcker at the Federal Reserve Board, in 1980 President Reagan
sponsered a radical change in US monetary policy at home that had
tremendous reverberations throughout the world economy. Shorn of the
technicalitics, this was a deflationary policy that, by restricting the
money supply, checked the crearion of credit and let competing
demands for it push up the price of borrowing money from the banks.
One immediate effect was to make holding stocks of commodities
very expensive. Reducing inventories started an avalanche of falling
commeodity prices which hit the developing countries in 1981/2 just as
the price of new Euroloans to cover their deficits — often swollen by
the second oil price rise of 1979/80 had begun to pinch. Vaguely aware
of the mounting difficulties of Third World debtor countries, the banks
did not stop lending to them but tended (as in the case of Mexico) to
lend at shorter and shorter terms. This meant that the peak of
repayments falling due bunched closer and closer so that the inevitable
moment came when the ¢ountry could no longer find the dollars to pay.
By contrast, the US change of policy made it easier for the Europeans,
fed up by 1978 with the polarizing splits between their respective
currencies and determined to create a “zone of monetary stability’ in
Europe, to launch the European Monetary System. A weak dollar had
pulled them apart; now a strengthening dollar pulled them together.
To sum up, the financial structure under the paper dollar standard in
the decade 1973 to 1983 was beset by uncertainty and violent change.
There were losers and winners but it seemed to be a matter of blind
chance more than purposive political action that decided who was going
0 win and who lose, which countries, which social groups and even
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which individuals would have their plans set adrift, their hopes dashed
and their world turned upside down. Volatility, far grearer than had
been experienced in the previous decades, characterized all the maip
variables: exchange rates, interest rates, Emm:ow rates, oil prices and
commodity prices — even freight rates for shipping, which suffered the
worst slump since the 1930s.

Under such conditions of uncertainty, countries, corporations and
banks all did what they could to reduce their vulnerability. They hedged
their bets, as the gamblers would say. They bought or sold foreign
exchange forward, dealt in commedity futures and then in financial
futures. The one group that profited — with the rare exceptions of the
few that went bust — were the financial operators. Banks (and oil
companies) made profits as never before. Financial business boomed
and created new jobs and new opportunities for tipsters, researchers,
commentators and others catering for the growing demand for informa-
tion and advice. Competition between the banks accelerated the process
of financial innovation. By this is meant the invention of all kinds of
new devices, first to reduce vulnerability to inflation, or to government

tax or regulation, and then to hedge against uncertainty. A whole new

language had to be invented to describe these devices — money market
mutuaal funds, swaps, aptions, ZO@ accounts, zero-coupon bonds, off
balance-sheet financing, and so on.’

Instead of responding to this expansion and increased sophistication,
which was greauly aided, of course, by advanced rtechnology in
computers and communications systerns, with more supervision and
control, the Unites States from the mid-1970s led the way to more
deregulation of money markets and financial operators. Other govern-
ments, like Britain or even Australia and Japan, were obliged to follow
or to let US banks enjoy a competitive advantage over their own and see
the financial business move away to New York or Chicago. Deregulation

was in fact starved in the Carter Administrarion ot the false assumption’

that banks were like trucking operators or airlines and could be made to
- compete more efficiently if they were subject to less government control.
The assumption was false because, while firms in the real economy

- compete by reducing costs, increasing @womanaiﬁ or cutting costs,
- banks sell very similar services and their main ‘raw material’ is meney,
- borrowed (in the Euromarkets, from other banks) at the same price.
" They can best compete by ﬁmhanm risks, but it will be some time before
 the penalties for taking on too much risk have to be paid for in written-
off debt. The most profitable (i.e. successful) competitors in banking

‘business, therefore, tend to be the biggest risk-takers. Thus it is that ‘risk-
‘based competition propels the entire system towards excessive levels of
indebtedness.”® At'the same time it has to be noted that under the paper

dollar standard the structural power of the United States made it safer

for the US banks than for, say, German banks in the foreign debt
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business to run risks in the first place and to pay the penalties of their
bad decisions. The US government, when Mexico was unable to keep
up its payments to the creditor banks, came to the rescue and not only
itself provided funds ‘up front’ as the bankers say but also used its
influence with the IMF and other central banks to provide new money
to keep Mexico solvent. Whereas, when Poland got into the same
difficulty — exacerbated this time by US sanctions against the imposi-
tion of martial law by Jaruzelski — the German government was unable
to come to the rescue and the German banks had to write off their debt
and absorb their losses. !

Issues in the 1980s

The rapid changes briefly sketched above in the banking or credit creating

structure and in the nature of international monetary relations between
states present a picture of a system busily creating more problems than
it appears able to solve. In fact, with some of the problems, even the
experts are beginning to admit that they do not know what the solution
is. The problems concern both the relationship between states, as the
authorities responsible for currencies and for the control over ‘their’ bank-
ing system; and the relationship between the states involved in the world
market economy and the financial markets which, now, both serve that
economy and threaten to jeopardize its future.
These problems can be summarized under four broad headings:

- the management of sovereign debg;

— the supervision and prudential contro! of banks;

— the restoration of stability and credibility to the US dollar;

— the bankruptcy of econemic thought in a global financial structure.

1. The sovereign debt problem arises basically because, in a political
structure in which authority is divided according to territory among the
governments of sovereign states, states (unlike firms} can borrow but
cannot be forced by their creditors into bankruptey or dissolution. It is
not a new preblem but it has now arisen in a different form than in the
nineteenth century because the risks of capital loss, as explained earlier,
are left with the banks and not the bondholders and the risk of higher
interest rates is left with the borrowers. It is also a bit different in that
some of the solutions used earlier, such as the customs-house takeover
and the ‘temporary” administration of the country or part of it {as in the
case of Egypt) by the creditors, are polidcally unacceptable and
therefore toe costly in political terms.

This time, it arose because of the ‘feast-or-famine’ proclivities of the
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big US, European, Japanese and other (including Arab) banks. First,
they lent far too much, too casily and thoughtlessly to the developing
and to the East European countries, wantonly pressing loans on them
even when they did not particularly wani them (see Sampson, 1981,
Moffirt, 1984; Delamaide, 1984; and Lever and Huhne, 1985). Then,
from 1982 on, they got cold feet and stopped lending so that the volume
of international bank lending which, starting at $2 billion in 1972,
reached a peak of $90 billion in 1981 but fell to $50 billion in 1985,
In the world political economy this has become primarily a problem of
Third World debt. The Soviet Union, by coming to the aid of Poland
when the clash between Solidarity and the Party had brought the
economy almost to a standstill and the flow of foreign loans from a
trickle to a stop, showed that it would not tolerate either East European
default or Western intervention. From that point on, the two debt
problems really had to be treated separately. .

In the Third World, debt was a problem for the creditor countries
because they did not really want to let the debtors default or ‘decouple’
(as some of them were inclined to propose doing) from the world market
economy by not wrading with or borrowing from it and by doing their
best to be self-sufficient, autonomous and, as some argued, free.
Anxiety to keep the debtors inside the financial stracture despite their
difficulties was all the greater if the debtor country was large, was a
substantial importer of Western goods and was host to a large number
of Western transnational corporations — none of whom were anxious
to cope with a decoupled debtor country. Mexico and Brazil filled all
these requirements. .

Fortunately for the creditor countries, the International Monetary
Fund was at hand, ready and willing to act as schoolmaster and govern-
ment inspector, looking for Letters of Intent promising changes in
economic policy of a generally deflationary, disciplinary, pro-market
and anti-subsidy nature. From long practice with its missions to member
countries’ finance mimistries and central banks — many of whose
officials it had at one time trained or welcomed as delegares — the Fund
was well equipped to send inspection teams to the debtor countries,
These were accepted becanse they alone could issue the stamp of
approval that would satisfy the private bankers that jt was ‘safe’ to
resume lending, even on a lower scale. Fortunately, too, the creditor
countries had always, since the mid-1950s, dealt with debtor country
debt on an ad hoc basis, one by one and pragmatically, avoiding general
rules or standards. Thus it was that when any Third World couniry
proposed a debtors’ strike, a collective refusal to pay interest of repay
capital, there were always a few important. debtors who had just
successfully negotiated help from the IMF, who were hoping private
loans would soon follow and who therefore had a lot to lose if they
joined the strike. For this reason, the debtors were weak collective
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bargainers with the creditors. And thus it was on them that the adjust-
ment costs mainly fell — the lower wages, cuts in food subsidies, ration-
ing of imports to bare necessiiies, the devaluations and the cuts in
government spending, even when this was for long-term development.

The question now and for the next few years is whether these reasons
for not defaulting will remain powerful enough to persuade politicians
to risk the unpopularity that conforming to IMF demands entails.
Aware that time might not be on the side of rescheduling solutions, in
1985 the United States came up with the Baker Plan to use official aid
increases as bait to get the banks to increase their lending to developing
countries. But, like the World Bank’s efforts since 1983 to_lure the
banks into co-financing deals, the Baker Plan remained a pious aspira-
tion, Perhaps the bait was not big enough. And perhaps the result will
be a long, miserable period of slow growth and painful adjustment for
the debtor countries, a slow-down which will also affect the export
industries of the rich countries.

As for the the who-gets-what of the debt question, it is clear that some
banks do well. Rescheduling and consulting for debtors can be very
profitable. Third World industries, protected by exchange controls, can
do well too if there is a market at home or abroad. Workers, including

some professional classes, often suffer cuts in their incomes. And poor,

least developed countries, who are the weakest bargainers of all, do
worst. The “Third World® becomes more of a political and economic
fiction than ever before. ‘ .

2. Like the debt question, the bank supervision problem is basically
political, not technical. For each of the major countries in the financial
structure, their banks are important earners of ‘invisible’ (i.e. service)
exports which can contribute substantially to the national balance of
payments. Hosts to financial markets also acquire prestige and income
from their foreign bankers who are like long-term visitors. Each state
is thus fearful of burdening its own banks and its own financial markets
with so heavy a handicap of banking regulation and restrictions that it
loses out in the competition for business, The result has been that
governments woke up belatedly to the dangers inherent in the
unregulated Eurocurrency and foreign exchange markets. They acted
after the Herstatt. banking crisis of 1974 rocked confidence in the
viability of the system, but even then they did so with ambiguity and
hesitation. The first Basle Concordat of 1975 was an agreement among
the central bankers organized through the Bank for International
Settlements at Basle, Switzerland, that the *host” country and the ‘parent’
country would share responsibility for supervising the activities of the
foreign branch of a transnational bank. The host authorities would
make sure that its liquidity was sufficient and the parent that its
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m.o?mzn% was secure. The trouble was that the difference between
liquidicy (the ability ro find the cash to settle unforeseen liabilities) and
solvency (the possession of assers adequare to cover liabilities) is clear
conceptually but fuzzy in praciice, for a failure of Liquidity can soon lead
to a .mm::nn in solvency. Moreover, the Concordat was open to conflict-
ng interpretations about which of the two authorities had primary
sesponsibility. By 1983 a revised Concordat was agreed whaose ‘dual
key” principle looks clearer on paper but which has yet to be seriously
tested in practice. It does seem 1o extend the extra-territorial reach of
US banking authorities not only over the branches of US banks abroad
but also over foreign bank branches in the United States.

maﬂ the question of political responsibility in the US system is
particularly confused because of the multiplicity of agencies involved.
Besides the Office of the Comptroller of the Currency, which is only ane
branch among others of the US Treasury, there is the Federal Reserve
womau. the Federal Reserve Bank of New York and the Securities and
Exchange Commission responsible for security dealing and stock
market cperations — not to mention state banking agencies, between
whose networks of regulation there are widening gaps for non-banks
and others to creep into the business. Richard Dale concluded his study

of the whole problem by saying that there were still serious internal -

contradictions in the supervisory system and that it was ‘not an
adequate substitute for a formal legal framework covering the regnla-
ton of multinational banking’."2

%:nr as pointed out earlier, while some experts and regulators in the
.C::m& States are convinced that stricter rules aré needed, there are others
i government and in the Congress who are still convinced that deregula-
tion would lead to more competition, more efficiency and a better bank-
ing system. Politics, and events, will no doubt decide who wins.

3. Thirdly, we have the state of the US doliar, the most paradoxical
and potentially dangerous aspect of the whele global financial structure,
Here is the leading country of the world market economy, without
ér.omm say-so no reform or change has ever been made since 1943,
actmg in exactly the opposite way to that of a responsible hegemon,
voD.oéEm from the system instead of lending to it, so thar it is actually
now a bigger debtor than any of the developing countries, and conse-
n:m.mw_u\ hooked on the horns of 2 dilemma of two deficits: its trade
deficit and its budget deficit. To corréct the trade deficit, especially with
Japan, it has had to devalue the dollar in terms of the yen so that
Japanese imports are made dearer and shrink and US exports are made
cheaper and expand. But if it goes oo far or too fast down that path,
the Japanese banks and investors who have been buying US government
stocks and US corporate securities may think that they are losing too
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much in terms-of yen values and may bring their money back. If the US
government counters with higher interest rates to compensate them for
the loss in capital values, it couvid, as happencd in the 1960s when the
British tried the same gambit, have a perverse effect, convincing the
markets that the situation must really be bad if such desperate measures
are necessary. Or, the high interest rate policy could work but at the
cost of quenching economic enterprise, slowing growth and ewacer-
bating the debt problem both for corporations, for the government and
for the Third World.

The basic difficulty is that the Japanese are inveterate savers and the
Americans are inveterate spenders; the ratio of savings to GNP is about
24 per cent in Japan and under § per cent in the United States. The US
government has found it progressively more tempting to borrow from
its booming banking system than to tax US corporations or even
individual US taxpayers. For twenty-five years or more it has alsc
sought to spend federal money both on an extravagant and [argely
unchecked defence programme and on education, health and welfare for
its less privileged citizens. To change these long-standing political habiss
requires some fundamental changes in political ideas. and attitudes.™
Moreover, there is the further dilemma that, while the gravity of the
situation. calls for drastic action, drastic action might — to mix
metaphors — rock the boat and upset the financial applecart.

4. More than anything else, perhaps, the financial structure that has
evolved over the past four decades — often by 2 series of non-decisions
and failures of political will more than by deliberate design — seems to
lack both a political vision and, supporting it, an economic docirine that
is effectively convincing. There is a bankruptcy of ideas and theories in
the profession of economics that is ominously reminiscent of the period
1929 1o about 1934 ov 1936, That was the year that Maynard Keynes
published his General Theory of Employment, Interest and Money, at

- a time when other experts were either dumb with despair and confusion

or were still mouthing ideas and advocating policies that were totally
out of keeping with the times and the gravity of the problems. Then, as
now, people and politicians looked in vain to the experts to show the
way out of the mess,

The Keynesian prescription for government intervention to prime the
pump and thereafter to use fiscal policies to regulate demand to take
care of any surplus productive capacity worked well enough during the
1930s when the global credit-creating structure had vireually collapsed
and the international capital markets were inactive. As soon as these
revived and currencies became freely convertible, domestic economies
became open to inflows and outflows of shori-term money {(as Britain’s
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especially did, even in the 1960s), then demand management, wages
and incomes policies and ‘fine-tuning’ using monctary as well as fiscal
measures ne longer worked. Moreover, the Keynesian doctrine,
designed to get an economy out of recession, had no answer to inflation
— nor in the 1980s did it have any answer at the purely national level
to the subsequent global deflation in the context of an open world
market economy. Applied to one economy, as the Mitterand govern-
ment in France attempted during its first two years in office, Keynesian
remedies proved a disaster, leading to inflation, a depreciating currency,
capital flight and unsustainable foreign debt. ,

The opposite, monetarist camp has been equally bankrupt when its
doctrines have been applied only at the national level, If Keynesian ideas
had no answer to inflation, Friedmanite ones had none to depression.
The Thatcher government in Britain, which followed Friedmanite
dogma with more religious fidelity than Reagan did in the United States,
succeeded in improving British productivity and the competitiveness of
at least some British exports. But it did sc at a very high social and
economic cost, both in unemployed labour (and therefore high social
welfare costs) and in neglect of the economic infrastructure of roads,
drains and other public services.

The fact is that the vision of both Keynesian economists and monetary

eConomists appears to be so myopic that theories stop short at the fron-

tiers of the state, or the water’s edge. Neither can see beyond. If cither
doctrine could be applied globally instead of just nationally, it might
make some sense and produce some results. Keynesian ideas are still valid
in times of depressed demand and idle resources. And if the subsequent
recovery threatened to bring back inflation, menetarist ideas would also
be valid — provided they were applied o the total credit-creating capacity
of the global financial structure. To preserve a balance without swinging
t00 violently from one to the other (or leaving it so late, as was done from
1977 to 1981, that the change had to be viclent} would require political
leadership and firm direction, and the close co-ordination of pump-
priming policies in the main industrial countries. Ways would have to be
found, for instance, to direct the Japanese surplus away from the United
States and into the much more politically risky countries of the Third
World, yet without imposing solely on the Japanese the cost of running
those risks. Many economists, particularly in the United States, have been
saying in the 1980s that the related problem of errant exchange rates can
only be solved by monetary co-ordination between the leading national
economies. It has become a parrot-cry with them. But this prescription
often translates into the Germans and the Japanese doing as the United.
States bids, while the United States does as it pleases. No wonder the
Germans and Japanese hesitate. The necessary and sufficient political
conditions for the economic remedy to work have still, it seems, not been
sought, let alone found. , i

Chapter 8

The Knowledge Structure

The power derived from the knowledge structure is the one that has
been most overlooked and iinderrated. It is no less important than the
other three sources of structural power in the international political
economy but it is much less well understood. This is partly because it
comprehends what is believed (and the moral conclusions and principles
derived from those beliefs); what is known and perceived as understood;
and the channels by which beliefs, ideas and knowledge are
communicated — including some people and excluding others. These
three levels or aspects of the knowledge structure have engaged the
attention of very different people, from philosophers and social
psychologists at one end to experts in advanced technology at the other.
In between, there has been growing awareness by some economists and
by some political scientists of the theoretical problems raised by asym-

“metries in networks of information and by divergences in percepiions,

which result in ‘discourses’ in the social sciences so different (e.g. as
between military strategists and developmentalists) that they can hardly
communicate with one another. Disagreement about what the question
is makes for a dialogue of the deaf when it comes to finding the answer.
Analysis of the knowledge structure is therefore far less advanced, and
has far more yawning gaps waiting to be filled, than analysis of other
structures, even though they may be subject to less rapid and bewilder-
mng change. Ordinary people in their everyday wisdom have always
recognized that ‘knowledge is power’. But in a rapidly changing global
knowledge structure such as we have today it is by nc means clear to
social scientists who has that power.

Cne trouble is that the power derived from the knowledge structure

is often very diffused. And while the power derived from the other basic

structures lies in the positive capacity to provide security, to organize
production;, t provide credit, the power in the knowledge structure
often lies as much in the negative capacity to deny knowledge, to
exclude others, rather than in the power to convey knowledge.
Power derived from the knowledge structure is also unquantifiable.
The indicators that can be found are only the roughest of guides, for the
authority accorded to people and institutions operating in the
knowledge structure is necessarily’ much more subjective. Before we
agree to recognize authority derived from knowledge, we have o be
convinced not only that the knowledge ‘they” have — whoever ‘they’ are
— is important, but also that they do actually have it. This can only be a
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matter first of subjective value judgement, and then of subjective judge-
ment of the possessors of knowledge.

Despite these difficulties, we stll need to develop some analytical
framework for assessing the consequences — for states, for social
groups, and for the international system as a whole — of what look to
be certain important current changes. Firsily, there are changes in the
provision of and control over information and communication systems.
Secondly, there are changes in the use of language and non-verbal
channels of communication. And thirdly, there are changes in the
fundamental perceptions of and beliefs about the human conditien
which influence value judgemencs and, through them, political and
economic decisions and policies. Any study of the distribution of power
and wealth in the international political economy will be incomplete
that does not at least attempt to assess the consequences of all three
kinds of change.

Readers will be aware that the so-called ‘information revolution’ has
been the subject of a prodigious deluge in the mid-1980s of newspaper
and journal articles (O’Brien, 1983; Stonier, 1983; Bell, 1974; Wriston
1986). Many of these have assured us of the importance to society of
the combined effects of three fields of rapid technological change. One
is the development of sophisticated computer systems and the

widespread availability and use {at falling cost) of computers of ail sizes

and purposes. Another is the extension of systems of communication
using orbital earth satellites, also on a scale thar massively lowers cost
and increases availability. The first has allowed an enormous expansion
in the amount of data that can be cheaply accumulared, stored and
retrieved by mechanical, or rather electronic, means; while the latter has
made possible the cheap and rapid communication of information and
decisions over long distances and in vast amounts. Time-honoured
sayings like ‘Out of sight, out of mind’ lose their validity when firms sell-
ing such systems promise in their advertisements “We'l] always be with
youl! The third is the digitalizatdon of language, opening new
possibilities of the breakdown of one of the chief barriers’ dividing
human groups from one another. :

Yer much of the informed explanations of these techmical changes,
astonishing and almost miraculous as they seem, do not go beyond téli-
ing us what the technology is doing and how it is done. They assert that
we are in the midst of a ‘revolution’ but do not explain in what ways this
revolution is going to change the context of human refations, how it is
going to shift power or redirect the efforts of human societies 1o new
goals. Those three changes are surely the key tests of any real revolution.
They are what the French Revelution did, or the Renaissance, or the
Reformation. But since we are only as yet dimly perceiving the social
consequences of these technological changes it is probably premature to
talk of them as ushering in a revolution in the sense in which the term
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is commmonly used in social science. At the moment, opinions differ.
Some say that this is a revolution and that it is bringing about changes
m human relations and in the organization of society and the _o_nrm of
power and authority such that the changes may be compared with the
change from a nomadic, hunting community to a settled agricultural
one, or later, from a rural, agricultural scclety to an .E&m?
industrialized one. Others insist that though these new technologies may
have taken power away from some and given it to others, the system
itself has not fundamentally changed. Authority is still derived
predominantly from science: the real power still remains with .ﬁ.rm
corporate enterprises as operators, and mwﬁ.ﬁ"m them, as before, é.;r
governments of states as regulators and arbiters. ﬂ_m means by which
states comipete or co-operate and the weapons mﬁﬁmw_m to them may
have changed, but the essential structure of power is Bsnr.ﬂ&m same,

I do not claim o know for sure who is right. The question is certainly

important, And clear thinking about it, whatever the conclusion

veached, will be helped by using structural analysis in .ﬁ_..m ways
suggested in this bock. For the knowledge structure cannot be
considered in iselation from the other three structures, with each of
which it bas close connections and mutual interactions. m}vm.nummmm ques-
tions, too, are still the same, Cid bono? Who gets the benefits and éro
pays? Who gets new opportunities to acquire wealth or power, security,
or the freedom to choose? And who has imposed on them new risks of
being denied these things? What effects do masket mechanisms vm.ém on
authority, including states, and what is the impact of mirozamm on
markets and the operators in them? Such questions have the merit of
getting beyond the state-centred approach .é?nr looks at the new
technologies only as they affect the conventional moddm of inter-state
nivalry, or international refations in its narrow, traditional form,

Defining & knowledge structure

If a preduction structure determines what is produced, by what means,
by whose efforts and on what terms, so a knowledge structure deter-
meom what r.:o,,immmm is discovered, how it is stored, and who com-
mumnicates it by what means to whom and on what terms. Just as power
and authority are conferred on those occupying key mmn._mho:-:._mwﬁm
positions in the production structure, so power mm.:.n mc.&ozﬁ% are confer-
red on those occupying key decision-making positions in the knowledge
structure - on those who aré acknowledged by society to _u.m possessed
of the ‘right’, desirable knowledge and engaged in the acquisition of more
of it, and on those entrusted with its storage, and on those controlling
in any way. the channels by which knowledge, or Emnmgmﬁo:u is
communicated (see Johnson, 1972; Carr-Saunders and Wilson, 1333).
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One particular property of knowledge is that most of the knowledge
that any of us lays claim to has not been acquired by our own individual
efforts, but has been acquired by others — much of it by bygone genera-
tions. We have ‘learned’ it from them by communication systems —
books, teachers, pictures, films and so forth, Knowledge, in short, is
cumulative and communicable. More than the gocds ‘or services
produced by the production structure, or the credit created in the finan-
cial structure, knowledge is — or rather, can be — by its nature, a
public good. Its possession by any one person does not diminish the
supply to any other. However, it is not truly a public good in the sense
that the term is used by economists, for the value of the supply to those
already holding the knowledge may well be diminished when it is
communicated to others — heace the profits to be derived in financial
markets from ‘insider trading’, which is no more than the exploitation
of the possession of ‘inside’ knowledge or information not yet possessed
by others.

There is a semantic question here which js puzzling but not really very
important. [s there a difference between knowledge and information?
For many purposes, the two terms are interchangeable. Knowledge is
the broader term, since it comprises not just knowing facts, but

understanding their causal and consequential relationships. It can also -

comprise practical knowledge, of how to make or do things. And it can
be extended beyond the realm of material things to artistic, musical or
spiritual knowledge. One would not normally use the term “information’
about these kinds of knowledge; they cannot easily be conveyed by
simple sysiems of communication, whether by the spoken word or with
a computer. Yet there is no very clear dividing line, no point at which
one may say that the information t be communicated has become so
sophisticated that whether it can be communicated or not depends on
the ability of the receiver to understand and grasp it: when that is so,
it must presumably be categorized as knowledge rather than as simple
information. ‘

Knowledge is alse storable — or has been since the invention of clay
and wax tablets in ancient history or of knotted string records ig pre-
Colombian America. Now it is spread in written or printed form and
on film, tape and floppy discs. .

More than other structures, the power derived from the knowledge
structure comes less from coercive power and more from consent,
authority being conferred voluntarily on the basis of shared belief
systems and the acknowledgement of the importance to the individual
and to society of the particular form taken by the knowledge — and
therefore of the importance of the person having the knowledge and
access or control over the means by which it is stored and
communicated. - . . .

This is best explained by looking at one or more of the knowledge
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scructures that operated in past times, of which, thanks to the systems
of storing knowledge, we have some record and, thus in part at _nm.mr
some understanding. We can consider, in turn, the power, authority
and wealth conferred by the knowledge structures of medieval
Christendom in Europe, of the secular state in the seventeenth, eigh-
teenth and nineteenth centuries and of the knowledge structure in its
transttional form that we have in the international political economy

today.

Medieval Christendom

In the knowledge structure of medieval Christendom in Europe, w&.mm?
placed a high value on the knowledge of how men and women might

- achieve eternal salvation. The belief in resurrection after death was

strong enough and pervasive enough for legitimate power to be nOd.mmT
red upon those in the Church or the grear religious orders Eromw claims
to possession of this knowledge were generally acknowledged. Since the
expectation of life in those days was so brief, and the rmoé_mmmm. of how
to improve the conditions of material life and to guard against the
hazards to the body of famine, plague and violence was so scanty, the
alternative religious knowledge concerning the remission of sins and the
acquisition of external salvation for the soul was highly <mE&. From
this, and not in the last resort from military might or material wealth,
the princes of the Church and their underlings derived power and
authority over the laity. That power and authority was reinforced by
control over the means of communication, in the form of sacred vonwm
and of literacy in a common sacred language, Latin. The sustaining
assumption of the whole structure was that good men go to heaven mmg
bad men go to hell; but also that all men were sinful and thus ar risk,
unless aided and absolved through the mediation of the Church,

Thus, the Church acquired authority over the rulers of states and over
the merchants and craftsmen in the market. On both, the authority of
the church was accepted as legitimate, and it was able to impose some
constraints on behaviour. Kings and princes could be disciplined in
extreme cases by excommunication, i.e. by vetoing their admission to
heaven, if they disobeyed the rules-of the Church. These concerned not
only their personal behaviour, in marriage, for Emﬁm:nnu but wmmo their
political conducr in peace and war. International Hm_mzowmw like other
political relarions, were therefore shaped in part by this knowledge
structure, so that the behaviour of Christian rulers towards each other
was supposed to be =~ and usually was ~— different in character from
their behaviour towards infidels and heathens, as the history of the
Crusades clearly shows.

If the- security structure of the international political system was
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affected, so was the production structure of the economic system, The
Church had views on the uses of money, including credit, and from time
to time imposed effective controf over the practice of usury. it supporied
the idea of a just price as well as a just war and tolerated the power of
the guilds of merchants only if they administered the just prices. It even
aspired to influence the consumption patterns of society, as when it
passed sumptuary laws. It enjoined charity as a means to personal salva-
tion and thus operated the only welfare and practically the only educa-
tion system. On the basis of its authority in the knowledge strucrure it
claimed certain rights and privileges for itself so that the accumulation
of wealth in land and capital was largely reserved to itself and the major
religious orders. The Kunights Templar, for example, were the biggest
and richest transnational enterprise of the Middle Ages.

The point that was mentioned earlier is worth repeating: power in the
knowledge structure is more easily maintained if authority can limit
access to it — and, as a corollary to that, if it can exercise a jealous
defence of its monopoly position against any threat of competition.
Rival authorities, in short, have to be eliminated or discredited. In this,
it is closely paraileled by the jealousy with which political authorities in
the security struciure (lords and princes, for example) and managers in

the production structure (guild membess and, later, managers) defended |

their monopoly positions, resisting the encroachment of rivals, new or
old. : :
Thus, in the knowledge structure of medieval Christendom, the
Church claimed a monopoly of moral and spiritual knowledge. Iis
obsessive concern with heresy and witcheraft bore witness to its fear of
rival claimants to the authority which it derived from the knowledge
structure. Its two major potential rivals were Islam and the ‘old
religion’, in all its variants, that survived from pre-Christian, pre-
Roman Europe. Even after a thousand vears of PEpression, as
Shakespeare’s plays repeatedly make clear, belief in witches, in magic
and fairies, in sacred trees and supernatural creatures persisted. That is
why it was in Spain, where Islam was most successful at gaining
converts from Christianity, and in the rural peripheries of Roman and
Church power where the ofd religions sill had their strongest hold, that
the Church behaved most brutally and violently in repressing every sign
of opposition to its authority. This authority, paradoxically, was finally
challenged and largely shattered from quite another direction — by the
Enlighrenment. What happened then was thar the premium put on the
sacred knowledge monopolized by the Church was bound 1o decline in

value as the Protestant belief gained ground that the individual could

communicate directly with God without the mediation of the Church.
The Protestant idea of personal responsibility enhanced both the stature
of the individual and the value of ‘secular as distinct fromt sacred

- knowledge. The crigins of the Enlightenment and of the authority of
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reason lay in the flowering of art and science in the Renaissance. It was
then that the power of the Church to constrain either the political
behaviour of rulers or the economic behaviour of merchants and traders
began the long slow decline that culminated in the thinking of Voltaire
and Rousseau and in the ideas of the French Revolution.

The scientific state

The political and economical changes brought about by the replacement
of one knowledge structure by another had, however, begun to appear
at least a2 century before the French Revolution. The Treaty of
Westphalia of 1648 is familiar to all students of international relations
as the benchmark of a new era in which the authority and sovereignty

“of the srate would be unchallenged. By implication, it marked the virtual

end of the constraints ireposed on kings and princes by the Church. By
the end of the seventeenth century, two of the leading states of Western
Europe, England and France, had almost simultaneocusly recognized the
importance of scientific inquiry and advance to the wealth and power
of the state, by establishing respectively the Royal Society for the
Advancement of Science and the Académie Francaise.

To the same end, the state took over from the Church responsibility
for enlarging the education system, in universities as in schools. New
patent laws secured monopoly rights for technical innovation through
the institution of intellecrual property rights. In the realm of ideas,
Adam Smith completed the slow process of change by which the pursuit
of profit, once a carnal weakness of the individual, began to be glorified
as the surest safeguard of collective harmony and material progress.>

The new technology was also made to serve the interests of the state
and to reinforce its power. Even though the technologies of telegraph,
railroad and radio were initially developed to serve the interests of
business and finance, the cumulative consequence of all three was to
tighten the grip of government over the individual. It was owing to
Marconi’s radio that New York police were waiting for the English wife-
murderer, Dr Crippen, when he tried to flee from justice to America. kt
was thanks to the telegraph and lacer the telephone that diplomats and
generals lost their freedom of action to the central machinery of govern-
ment. Aided by differences of language, national governments could use
technology to keep control by censorship, by monopoly or by restrictive
licensing over national systems of education, over national newspapers
and broadcasting and even over the publication of books and periodicals.

Thus, in this new knowledge structure, the anthority of the Church was
displaced by the extended authority of the scientific state. For, whereas
in the old structure, both the state and the market — the economy — had
to some degree acknowledged the Church as master, in the new one it
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was the state — and beneath the state, the market economy — that were
the masters. Science was the servant of both, Each of the major technical
advances of the nineteenth century served both to expand the market
and to enlarge the possibilities of enhanced power for the stare. Each
wave of technical innovation, it is now fashionable to think, acted as
booster to another upswing in Kondratiev long waves of rising
prosperity. Though some of these technical innovations — the
telegraph, the steam railway engine and the steampowered ship —
required some modification of state practice, usually by necessitating
adaptive conformity to some agreed standards and system of manage-
ment, none posed any fundamental challenge to the political authority
of the state. Only indirectly, through the improvement in material living
standards and through the demand of disadvantaged groups to share in
that improvement, was the character of the state affected and the former
ruling classes made to concede a wider sharing of formal political power.

What this scientific revolution did to the internarional political
economy was, firstly, to consolidate stare power over the individual,
and secondly, to increase the disparity both of wealth and power
between the rich and poor. This disparity applied to the classes and the
states that were technically advanced, compared with those whose
resources of men and weapons were no match for steel and explosives
and the new systems of transport and communication. To take just two
examples, Solzhenitsyn’s Awgust 1914 tells in graphic detail how the
Russian forces were fatally handicapped by the lack of a field telegraph
system such as that used by the Germans. Unable to communicate with
each other, they were unable to resist (Solzhenitsyn, 1972). And
accounts of the battle of Omdurman tell how the British forces under
General Kitchener, introducing the gunboat for the first time in modern
history and equipped with rifles and artillery, wiped our the forces of
the Mahdi despite the latter’s great numerical superiotity.

The enhanced ability to communicate over long distances, and the
power to make privileged monopoly use of new techniques of
communication were among the most important distinguishing marks
of the modern scientific state. From Rome and ancient China onwards,
empires had always recognized the importance of setting up swift and
efficient lines of communication from the centre to the frontiers of
empire. The possession of this new capability, no less than the capitalist
drive for markets or raw materials, may explain the tendency of
industrialized states in the nineteenth century to expand their empires
in distant lands. William Melody has quoted Harold Innis, a Canadian

economic historian, as saying that ‘the subject of communication offers .

possibilities [for study] in thar it occupies a crucial position in the
organisation and administration of government and in the turn of
empires and Western Civilisation’ (Melody, 1985; Innis, 1950; see also
Cherry, 1971). , S

In the change, however gradual or slow, from the knowledge struc-
ture dominated by the Church to the knowledge structure dominated by
the scientific state, there were certain politically crucial changes. What
is debatable today is whether comparable changes of a political
character (i.e. affecting the who-gets-what and the locus of power and
the allocation of values) are taking place as a result of what is loosely
described as the ‘information revolution’; or whether, after all, these
changes are only technological, and therefore of the same order and
moving in the same direction as those that have characterized the last
two hundred years.

Beliet systems

Stractural analysis suggests that technological changes do not

necessarily change power structures. They do so only if accompanied by
changes in the basic belief systems which underpin or support the
political and economic arrangements acceptable to society. This much
is clear from a comparison of the medieval and early modern knowledge
structures. In the first, the basic, shared belief that sustained authority

~in the knowledge structure was that ‘Good men and women g0 to

heaven and bad men and women go to helll — or, to be more exact,
‘Good men and women aided by the Church and bad men and women
saved by the Church go to heaven, but men who reject the authority of
the Church go to hell’. By the nineteenth century, the basic assumptions
had changed. Instead, the basic beliefs were ‘Material life is important.
Science improves material life. Science also makes the nation-state more
secure.” Out of the belief system came a new and different priority in the
pursuit of values, both for the individual and for society. These shared
values then conferred legitimate authority on markets and states. They
legitimized a particular social seructure of privileged groups and classes
and a corresponding assignment of functions among classes. Thus,

‘belief conferred authority.

But, once established, the authority of the state, legitimated by the
knowledge structure, strove hard to maintain its monopoly position,
The more its authorify was threatened the more vigorously it was
defended. The state, in many cases, asserted a unique right to judge
what was acceptable and umacceptable conduct. The Church had
asserted its legitimate authority to decide what constituted a ‘state of
grace’ rather more than what constituted good conduct. The scientific
state asserted its legitimate authority, derived from popular loyalty to
and belief in the concept of the nation, to decide what was good
conduct, who was loyal or disloyal, what constituted dissidence or
treasen to the state. In both knowledge structures, authority tended to
exaggerate the power embodied in the knowledge structure — that of
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'God and of sacred knowledge monopolized by the Church, and that of

science (‘science can solve all problems’) and the scientific knowledge
nurtured (and sometimes monopolized) by the state.

In both knowledge structures, the violent repression of alternative
knowledge structures tended to increase whenever the authority became
weak or was subject 1o challenge. The challenge could come from an
‘old religion’, or from an entirely new belief system, or from a combina-
tion of the two. Yor example, the ideas confained in Fritz Schumacher’s
Small is Beautiful were explicitly derived from Buddhism.® The
downfall of the Shah of Iran was effected by Islamic fundamentalists.
There are times and circumstances when these old religions have
sometimes been more serious opponents of the combined authority of
science and the state than a cool, rational rejection of the omnipotent
power of material scientific progress to solve the problems of material
life, found in Fred Hirsch’s Social Limits to Growth {1976).

At all events, the tide of support for an alternative knowledge structure
such as characterized the latter periods of the Church’s dominance may
be seen today turning against the scientific state. In flower power, Band
Aid, organic farming, vegetarianism, acupuncture and alternative
medicine, we may detect a common thread — often more emotional than
rational — questioning the basic beliefs of the dominant knowledge
structure, just as the early scientists and religious protestants. questioned
the basic beliefs and authority of medieval Chistendom.

Itis also characteristic of those with authority in the knowledge struc-
ture that they use whatever kinds of power they have, including coercive
or legal power, to reinforce their privileged position. They will make entry
into their exclusive ranks as difficult as possible, secking support where
necessary and possible from legal systems backed by coercive force. One
such strategy in the medieval Christian structure was to insist on the rather
bizarre notion of the apostolic succession. The authority given to bishops
was restricted to men appointed by other bishops. The scientific state on
the other hand was more directly able to use its licensing power to restrict
entry into the major professions of law, medicine, the army and the univer-
sities. Only when the state itself was in danger were such barriers to entry
lowered. The Crimean War and World War I were such occasions on which
the British state lowered the barriers of class and wealth to eatry in the
British Army, allowing in professional career soldiers. .

States have also asserted their prior claim on the services of scientists;
a claim that scientists sometimes resisted. By the early decades of this
century, the barriers of language and of professional legitimacy raised by

states had cut down the transnational mobility of scientists. What looked °

like a reversal of the broader trend towards the consolidation of state power
in the knowledge structure came with the Manhattan Project in World
War II. By then, the combination of Nazi anti-semitism in Germany and
the expanding university system in the comparatively affluent United States
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had already led to a wholesale exodus of brains from Europe and
especially from Central Europe to America. In the Manhattan Project,
the US government brought together an iuternational team of top
physicists from various countries. But it reserved to itself exclusive
control over their discovery of how to apply the principles of nuclear
fission to warfare. At the time, and later, some scientists, such as J.
Robert Oppenheimer, questioned this political monopoly. Others, like
Kiaus Fuchs, opposed it. Fuchs secretly conveyed crucial information to
the Soviet Union, only o pay dearly for his choice by imprisonment for
spying.

There are two aliernative interpretations of this episode in the evolu-
tion of the knowledge structure. One is that the recruitment by the
United States of a multinational team of scientists for its own security
was one of a series of benchmarks, registering a gradual change from

-a knowledge structure in which each state dominated its own part of the

knowledge structure, to one that was much more transnational, in
which the power of states exercised through their authority in the
knowledge struciure became much more asymmetric. The alternative
explanation is sitply that ‘science” as the co-existing source of authority
with the state was just resisting, even to the point of counter-atracking,
as it were, the excessive claims of the state. The scientists did this first
by working for the United States, in some cases against their former
national- authorities, and then in some cases by working against the
United Sates in the interests of its major rival, the Sovier Union.
According to this interpretation, the Manhattan Project was only a
new twist to an-old tale. States had always tried to monopolize scientific
ideas and to pen scientists up within their own territorial boundaries.

Against the scientists’ inclinations, they had seldom succeeded. But

when a strong alliance of states was forged, and was sustained by shared
belief in the importance of winning the war, then the temporary consent
of scientists to its purposes was willingly given. But, with the horrified
reaction of many scientists to Hiroshima, that consent was in some cases
withdrawn. Even the United States, thereafter, had to take increased
powers t6 punish scientists who pass on ‘classified’ informatien and to
show increased discrimination in choosing which scientists it could
safely employ. On the other hand, the attempt of scientists on both sides
of the Iron Curtain in the post-war decades to develop through the
Pugwash conferences a countervailing influence to the power of the
superpower states had relatively little impact on their relations.

indications of ﬁsmﬁ@m .

The evidence on this and on other aspects of the changing knowledge
structure is conflicting. On the one hand, some potentially important
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groups are questioning the supremacy of the state in their value systems.
The scientists seem to be developing a kind of secular-ecumenical move-
ment that rates scientific truth and progress above the narrow interests
of any one nation. Young people in many countries show growing
awareness of the dangers of nuclear power and nuclear weapaons to life
on the planet. Opinions in all kinds of groups around the world are
shifting away from trust in the state as the expression of national civil
society and towards a wider sense of common humanity. Instead of
‘Dulce et decorum est pro patria mori many people consciously
conclude ‘Better Red than dead’. :
Just putting rthe two slogans side by side reminds us that nationalism
is by no means everywhere in retreat. In most of the countries of the
Middle East, and perhaps most notably in Israel, nationalism is stil}
triumphant. And in the United States the reaction of any injury to
Americans, even to American armed forces, is such that we can only
conclude that, there too, the idea of universal principles, of the collect-

ive interest of global community, is rated a very poor second to the

pursuit of national interest and the defence of national amour propre.

Opposition to the state is itself divided. The environmentalists are
often as much anti-science as anti-state. The scientists still believe in
material progress and technical advance, in the existence of scientific
solutions to economic and even political problems. They want to go
forward, whereas the organic food enthusiasts, the advocates of natural
childbirth, clear air and clean water, alternative medicine and alter-
native life-styles want to go back, to reverse and not just o halt scien-
tific progress. ,

While this uncertainty about fundamental belief systems persises, it
would be rash to draw any final conclusions abourt a permanent change
in the locus of power derived from the knowledge structure. ¥t is by no
means clear that all states have lost structural power to other sources
of authority — to the transnational corporations or to some amorphous
international network of scientists.

Interactions of structures

This is not to say, however, that nothing has changed. Some of the
consequences of change in the knowledge structure, combined with
change in the other structures —- the production structare, the financial
structure and the security structure — suggest some politically
important conclusions.

Firsdly, we have to note that the two key technical innovations of the
past quarter century have been the development of powerful and
sophisticated computers and the development of electronic communica-
tion by means of earth-orbiting satellites. Certain ancillary innovaticns,
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such as printed circuits and semiconductors, fibre-optic cables, the new
fuels and materials used in the launching and operation of satellites and
the mechanisms of storing information in what has come to be known
as the software for computers have all made vital contributions.
(Software, and associated services, for example, now account for 80 per
cent of the cost of putting a computer on the market, where twenty
years ago 80 per cent of the cost was accounted for by the hardware,
the computer itself.)

An immediate and almost universal result of these innovations has
been to unify national markets for all other goods and services. National
markets for all kinds of goods and services have been replaced by a
single global market. The extent of a market in past centuries had
always been determined first by the limits of the transport system
connecting supplies to buyers (see below, Chapter 8). But it was also

always partly determined by the knowledge structure, in the sense that

buyers and sellers had to be connected by information and communica-
tion systems as well as by transport systems. If a producer did not know
about potential customers for his goods or services, the market for them
was restricted. Financial markets were the first to be linked by means
of the relegraph, even though at first there were all kinds of obstacles

1o the transnational transfer of funds. The enterrainment business was

also an early example of technology abolishing barricrs dividing the
labour marker. Instead of being limited to working in theatres for
national audiences, actors and actresses could go to Hollywood and act
in films. And now, instead of national markets supplemented by a few
mterhational ones ar the major commercial and financial centres (like
the London insurance market, the Baltic Exchange for shipping), almost
every cominodity, manufacture or service is sold, effectively, on a world
market. The new means of communication allow information on
market trends t¢ be immediately accessible to buyers and sellers
worldwide. They also permit the instant transmission and execution of
decisions to sell or to buy.,

Several important economic consequences follow, each with highly

. important political implications. Firstly, the input of information into

the production structure is vastly increased. Another way of saying the
same thing is that white-collar service jobs replace blue-collar industrial
ones. Fewer people work on the factory floor, on farms, in mines,
steelmills or shipyards, and more work in offices in front of computers
and word processors. This is as big a revolution in the production struc-
ture as the shift from agriculture to industry. And, just as the industrial
revolution devalued the wealth and power of primaiy producers, so the
information revolution is rapidly devaluing the wealth and power of
industrial workers —— unless of course they also happen to be producers
or processors of information.

The shift has been most marked in the United States where, by 1984,
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72 per cent of people employed outside agriculture were in service jobs,
compared with 62 per cent in 1960. In the two years 19824, 69 per
cent of new jobs created in the Unired States were in service industries.
It has been in the United States, too, that the two consequences of the
information revolution for firms have been most marked. One is the
greatly increased input from the new data processing and information
technologies into product design, as a result of the ever-increasing
automation of manufacturing processes. Out of $5 billion spent by
General Motors to set up a new manufacturing and assembly complex
to produce the Saturn car, no less than $2 billion went on the cost of
the necessary computer hardware and software. For this purpose
General Motors acquired a ‘captive’ computer company, Electronic
Data Systems Corporation.

The other consequence is that large manufacturing firms have been
led to diversify into the information sectors. It is significant that the
three big American aircraft manufacturers — Boeing, Lockheed and
McDonell Douglas — have all set up profitable subsidiaries to sell
databank and other information services of all kinds, many of the data

banks have nothing whatever to do with the aircraft business. Similarly,

big banks have begun to sell information systems developed for their
own use on a world market. And many major TNCs have set up captive
insurance companies (many based in low-tax Bermuda) to carry out
both their own and other people’s insurance business.

The net result of these and other comparable developments is that the
value to the firm of its employees in service jobs is enhanced at the
expense of its old industrial workers. The former are also much more
mobile between companies and between sectors of production, so that
there is real competition for their services, while the power of the unions
to protect the old industrial workers is necessarily reduced.

Another politically important consequence of the change is that the
capabilities and power of management in big enterprises are vastly
enhanced. One of the important prerequisites for the truly transnational
enterprise, developed in World War If by Ford and Kaiser and others,
was the ability to exercise close control over distant subsidiaries and
affiliates. Yet the information available to management and its power
to have decisions carried out were still limited, as Edith Penrose argued
in a seminal work, The Theory of the Growth of the Firm (1959). They
were limited, that is, until satellite communication linking computers
allowed the collection of data from the outlying centre. Some examples
familiar to most of us are the control through computers of hotel and
airline reservations, the central control over chains of retail shops, over
wholesale supplies and freight handling, the management of tanker
moﬁm,. and the instant transfer of funds between hanks and their
customers. _ . .

Another advantage which the large corporation has in a knowledge
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structure characterized by rapid technological change is its increased
ability to ‘internationalize’ information. Within the company, it can
devote resources to research and development, and any new products or
processes so discovered can be kept under close wraps inside the
company until it is ready to launch the product on the market, or o
incorporate the process in its production. This is why for large corpora-
tions industrial espionage is such a threat, In the past, by contrast, the
producer used the protection of the state, under patent laws, to prevent
competitors ‘stealing’ his invention. Now the corporation can no longer
depend on the state and therefore has to develop its own means for
denying others access to the knowledge it has gained.

Sometimes, apparently, its own resources are still not large enough.
Alliances, very similar in some respects to the alliances made by states,
have to be made with other corporations. These may be complementary

.— as when a computer company joins forces with a company producing

telecommunications equipment. Or the alliance may be between
competitors — as when car companies or aircraft companies decide to
combine forces to beat their other competitors. Here again rapid change
in the knowledge structure is forcing radical change in the production
structure.

Sorne political implications

There are implications for the internaticnal political system of the
impact which these technological changes in the knowledge structure
have had on the production structure. They have centralized power in
the big transnational corporations. Not only are these corporations
predominantly headquartered in the United States, but the importance
of selling on a global market means that even those corporations based
in other places — Europe, Japan, Korea — cannot afford not to sell on
the US market. It is still the largest, richest market under one national
set of laws and one national bureaucracy. In short, the technological

~ changes have led to a greater concentration of power in one state.

The same trend to a concentration of authority over the market
economy can be seen in the impact of technolegical change on the finan-
cial siructure. The Eurocurrency market and the international bond
markets, the transnational inter-bank and securities markets, could not
have grown so fast and penetrated national financial systems so deeply
without the telex, the telephone and the computer systems linked by
satellites. All the big banks have been quick to use available technology
to improve their competitive position in international foreign exchange
and capital markets. For example, Chase Manhattan’s communications
network links the head office’s computer terminal directly with the
bank’s major branches in Europe and the Caribbean, and via a Cable
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and Wireless computer in Hong Kong to its other branches in Japan,
Singapore, Taipei and other Far East and Middle East financial centres
(Hamelink, 1983: 63, Fig. 8). Citibank runs a comparable cperation,
called Globecom, and spends an estimated $40 million a year ot iis
telecommunications. The politically important point about these
communication systems is, of course, that the bank’s head office becomes
the gatekeeper, controlling access to the system. Control may be less
centralized, but it is none the less still exclusive when a number of banks
have combined to operate a collective communications systern, such as
EUREX. This was a joint subsidiary registered in Luxemburg in 1977,
liquidated in 1981, which served over sixty banks in fourteen countries.
More successful has been SWIFT (Society for Worldwide Interbank
Telecommunications), a global inter-bank system established in 1973
and linking banks in New York and Montreal to the major European
financial market operators.* . ,

The value to the big banks of such systems for instant market dealing
in every conceivable type of financial asset is enormous. The systems
allow the big operators to gain access to more and faster information
about market trends and thus to profit from the opportunities for
arbitrage trading in volatile and uncertain conditions. Walter Wriston,
former head of Citibank (now Citicorp), has even suggested thart *bank-
ing today is information’ (Wriston, 1986). Similarly, it is-the control
over, and access 10, these global systems that also allows the great grain
and commodity trading companies to enjoy such an oligopolistic posi-
tion as compared with either the producers (the farmers) or the end-
users.” It does not seem unreasonable to conclude that technical
changes in the knowledge structure have served to increase the concen-
tration of power in the financial structure. And there is little doubt
among financial circles that the centre of this concentrated financial
power lies in the United States (see above, Chapter 5).

Technical change has also had important consequences in the security
structure. Knowledge has become more important in the competition
between states than either crude manpower or crude gunpower. The
superpowers, significantly, were the first to launch earth-orbiting
satellites. They were also the first to develop high-powered computers
for use in space and for military intelligence and battlefield communica-
tion. The results of technical change have been to make both men -and
machines less important in military strategy than information and infor-
mation systems. These military and strategic systems are still exclusive
to the state, while others, like the satellites owned by Intelsat and Inmar-
sat, are collectively owned by governments as sharcholders. But what is
important is that now even the systems reserved to the Pentdgon depend
on, and could not operate without, the technical know-how and co-
operation of the major transnational corporations. The possibility of
total control and monopoly by the state (outside the Soviet Union and

‘manufactures.
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China) has seemingly gone for good. The price of such dependence must

be some increased susceptibility to corporate influence in policy-

making, especially in Washington.

Here, [ would suggest, lies at least part of the explanation why the
United States has been so obsessively keen on the liberalization of trade
in services. This objective has been the motive power behind the United
States’ insistence, despite European and Japanese agnosticism and Third
World suspicion, on launching the Uruguay round of multilateral trade
talks in the GATT. It was also entircly due to US pressure that the
OECD countries were persuaded at their 1985 annual meeting to agree
on the Declaration on Transborder Data Flows, committing them (in
principle at least) to minimizing barriers and co-operating to find
collective solutions for technical problems impeding growth in this
important (and American-dominated} sector.®

Part of the answer, of course, is that the Unired States being the strong -
trader in all the key service sectors — (banking, insurance, hotels and air

transport, advertising, consultancy.and information services) — is also
predictably the free trader. The fewer barriers raised by other governments,
the greater the possibility for the United States of finding in service trade
the compensation for the rising US dependence on imported industrial

But there is more to it than that, The dominant firms in each of these
sectors have wanted and demanded the maximum freedom to compete
in the domestic as well as the global market. In each sector, far more than
in manufacturing, the advantages — not necessarily economies -— of scale
mean that the big enterprise has a comparative advantage over small ones.
The bigger the enterprise -— such as a bank or an insurance company —
the lower the risk to the shareholder, to the customer or to its trading part-
ners of a raiding takeover or of financial collapse without state support.
Only government regulation of banks, of insurance, and of telecommunica-
tions stood in the way. But once Washington gave way on deregulation
it became increasingly difficult, as the Europeans and others discovered,
not to follow suit. Revision of regulation in the City of London was just

‘the most publicized example; Britain was under pressure to abolish old

restrictions and demarcating controls separating the functions of finan-
cial operators and to find a new combination of statutory rules and
bureaucratic supervision. Unless it did so, it risked watching financial
business leak away to New York or to other financial centres that had
been quicker to follow the American lead.

Conclusions

I'began this chapter by noting that scholars in philosophy and linguistics
had a better grasp of some of the concepts necessary to an understanding
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of power derived from the knowledge structure. They have been grappl-
ing for much longer than students of international relations or inter-
national economics with the nature of communication, the social uses
of language and the relations of dependence made possible by a
combination of ideas and belief systems, technology and social and
political pracrice.

Well aware of my own limitations, I have made no reference in the
course of this brief survey of the knowledge structures of the inter-
national pclitical economy to the active debates conducted by
philosophers, especially in Europe, on the nature of knowledge, or the
relation between power and communication systems or on the role of
ideology in defining the goals of knowledge and thus determining in
some degree the findings of social ‘science’, Such debates are not on the
whole conducted in a language easily understood by me or, I imagine,
by most of my readers. They are debates with roots going back ar least
‘to Nietzsche, Hegel and Weber, and some would say to Plato and
Aristote. The most influential modern contributions have been Jirgen
Habermas, Michel Foucault, Karl Popper and Georg Lukacs. 7 They
are also debates that remain largely unresolved.

What the student of intermational political economy is more
immediately concerned with is the nature of power exercised through a
knowledge structure, whether past, present or future; with whether the
centres of such power are presently undergoing significant change; and
with what the ‘cui bono’ consequences are for states, classes, corpora-
tions and other groups. My conclusions (for what they are worth) are
that, of the four basic structures of the world economy, the knowledge
structure is undergoing the most rapid change. Secondly, that although
the final outcomes are still far from clear, there are three. broad
developments, all of them important to the international political
economy, for which there already seems sufficient supporting evidence.

The first of these developments 1s that the competition between states
is becoming a competition for leadership in the knowledge structure.
The competition used to be for territory, when land and natural
resources were the major factor in the producrion of wealth and
therefore the acquisition of power for the state. Then the competition
was for the industrial ‘sinews of war’ provided by the manufacture of
steel, the machines and modes of transport and production based on
steel, and later for chemicals, and petroleum and electric power. Today,
the competition is for a place at the ‘leading edge’ (as the jargon.has-it)

of advanced technology. This is the means both to military superiority

and to economic prosperity, invulnerability and dominance.

This is something that most ordinary people are already aware of and
that is already well reflected in much popular fiction, in films and
books. But it is something that has still be be fully absorbed by many
theorists, both in international relations and international economics.

This radical change will require an equally radical revisicn of realist
assumptions about the nature of international relations. So far, the only
changes in the knowledge structure generally acknowledged by realists
1o be of importance in the international system as they conceive it are
those that have added new weapons to the offensive or defensive
military capability of states or that have added new weapons of foreign
policy to the traditional means by which diplomacy was conducted.
Broadcasting, it is now recognized, began to have importance in World
War II; subversion, intelligence using new technologies for surveillance
and espionage, and cultural penetration have all been substantially
developed in subsequent decades. But other changes that go heyond
state—state relations — yet that will ultimately affect both state-state
and state—society relations — have been widely cverlooked.

The second development resulting from change in the knowledge

structure is that of the increasing asymmetry between states as political

authorities in the acquisition of knowledge and in access to it. As
pointed out above, the US government is itself conscious of its own
dominance in all the sectors associated with the knowledge structure, or
it would not be so keen on getting others to agree to free trade rules in
services. Although American universities and American corporate

" research centres may be challenged in certain rather narrow fields of

advanced technology, their dominance over the broad range is still
uncontested. Nor s this asymmetric leadership simply a matter of
advanced technologies. It goes much deeper than that. The American
language has become the lingua franca of the global economy and of the
transnational social and professional groups. Whatever the Japanese
economy may achieve, the Japancse language will never rival English in
importance as a means of Interpersonal communication — even if
machines may be able, with the digitalization of language, to
communicate with each despite the different tongues of their operators.
Every language is increasingly being invaded by English words.
Literature in English spreads at the expense of literature in other
languages. Thus, American universities come to dominate learning and
the major professions involved in the knowledge structure not only
because they have numbers and resources of libraries and finance but
also because their work is conducted in English. By comparison with
this predominance in the knowledge structure, any loss of American
capability in industrial manufacturing is trivial and unimportant.
Thirdly, change in the knowledge structure is bringing about new
distributions of power, social status and influence within societies and
across state boundaries. The biggest significant differential between,
sdy, African states, European states and new states like Taiwan is the
percentage of the population receiving higher education. Power is pass-
ing to the ‘information-rich’ instead of the ‘capital-rich’. Indeed, it is
information that unlocks the door giving access to credit, not the mere
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possession and accumulation of capital in whatever form. Just as
industrial workers once came to look down on agricultural workers, so
that the very word ‘peasant’ became one of contempt and abuse, so the
*knowledge workers’ are coming to feel superior to the blue-collar
workers who carry out merely physical, manual work. Meanwhile,
national capitalist classes are being superseded everywhere by a trans-
national managerial class in which the social and functional distinctions
between state and corporate bureaucracies are becoming rather blurred,
and in which the life-styles of each resemble each other more than they
do those of state officials or corporate managers who function only in
a national milieu.

Part 00

The Secondary Power Structures

The next four chapters deal with four aspects of political economy that
are both important in their own right and also in some sense structures,
defining the options open to business enterprises, minor states, social
groups and individuals. They are the world’s major transnational
transport systems; the trading system; the energy supply system; and
the transnational welfare and development system. The choice is a bit
arbicrary in that it would be equally logical to include some other
secondary structures. For instance, there could be a chapter on
internarional law, except that there is no lack of good descriptive and
analytical works by specialists in the subject. There could also be a
chapter on the world food system — food for people being as vital to
production as energy to machines. But this too has an extensive

literature,

The common feature of secondary structures is firstly that, although
they are frameworks within which choices are made on the basis of
value preferences, they are also secondary to the four primary
structures of security, production, finance and knowledge, which play
a large part in shaping the secondary structures. In each of these
secondary structures the authority of the state — or of some states —
plays an extra-territorial role. Within each state, the government
usually takes responsibility for seeing that transport by rail, road, river
or canal works smoothly and without disruption. Within each state,
the limits are set by the government of its power, in peace and war, to
command the economy and to oversee the conduct of the market
economy and those who are licensed to operate within it. Within each
national society, too, provision is made for the welfare of the weaker

members of the society. Fourthly, the state takes responsibility, and has

done so increasingly in recent decades, for ensuring the future supply
from whatever the source of energy for agriculture, industry, transport
and domestic consumers. Taking away the departments of government
concerned with foreign policy, with defence and the administration of
justice, we find that in most countries the authority of the state over
the economy and society is vested in ministries of transport, of
agriculture and industry, of social security and of energy. In other
words, in each of these issue arcas in which there is the interaction of

the state and the market, there is also a transnational or global

dimension to be considered in which national authority has to take
account of global markets and in many cases of the transnational
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mfluence of other states. Some brief examination of these and some of
ﬁwﬂ. questions arising in consequence is therefore necessary for the study
of international political economy.

Chapter 7

Transport Svstems: Sea and Air

Whether we think of a cluster of remote mountain villages, of our own
country or of the whole world, the question of how people and goods
get from one place to another is always a highly political matter.
Markets obviously play a part. There has to be a demand for goods
from other places or from people who want to travel, whether as
tourists or on business. But states alsc play a part. Is the transport
system to be provided by the state itself, or by a licensed monopolist,

‘or by private operators responding primarily to market demand? The

choice is a political issue. It matters a great deal to different social
groups — to traders and shopkeepers, to farmers, to old people,
housewives and schoolchildren — so that political choices are in
practice made weighing different social values and the competing claims
and interests of these different groups. What choice is made for the
running of transport systems substantially affects who gets what in the
way of benefits and opportunities, and who carries the costs, both the
running costs and the capital costs of the necessary infrastructure {ports,
roads, canals or railways); and who bears the risks of mishaps and
accidents. : .

it is temptirigly easy to take the political economy of transport
systems for granted. Once set up, they tend not to change very much.
Only a political revolution or a radical advance in technology will
reopen the basic political questions of how authority should react to
market forces. Berween times, it is easy to overlook the usual questions
about who governs and with what results both for social groups and for
the system as a whole. This is especially true when it comes to the
world’s transport systems, to international sea transport and to inter-
naticnal air transport. Both have for too long been considered to be of
only marginal significance, suitable for highly specialized studies or else
as a minor branch of economics. Yet, as international trade grows every
year faster than world production, and as more and more people move
around the world further, faster and oftener than their grandparents
would have dreamed possible, the nature of the transport services they
use, the layour of sea-routes and air-routes, the prices charged and the
terms customarily laid down for the carriage of goods or people
becomes a more and ‘more salient issue of international political
eConomy. , .

In this chapter I shall show that the political economy of international
transport has to be looked at as a product of the four primary structures
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described in Part I, It has not grown up haphazardly or by accident. It
has evolved within an international political system in which states have
been the major political authorities in charge of markers and at the same
time have had to provide for their own survival; people have locked to
them for their security, for law and order within the country and for
defence against invasion, occupation and subjection. Since the days of
the ancient empires of Rome, Persia and China, the first ‘transport’
interest of the state has been to have roads for armies to march on and
for posthorses to carry orders and messages from the central govern:-
ment to the most distant frontiers. The prime purpose of the transport
System was to increase the security of the empire and to secure the
integration of people within its borders into an orderly, governable
society. Just the same priorities have motivated states in the modern
world when it came o planning road systems, building railroads or
introducing airline routes. Even the remotest regions had to be linked
to the centre, and just as ‘all roads led to Rome’, so rail and air routes
have almost always radiated from a nation’s capital.

When it came to transport systems beyond these national frontiers,
security was still the major consideration for national governments,
whether in the management of transport by sea in ships, or later by air
n aircraft. And, like those of the ancient empires, the concerns of the
larger and more powerful states for rheir own security have set the
ground rules for the international transport systems with which lesser
states or newcomer states have had to conform. In other words, the
structure of power and security explains in large part the choices made
by political authorities over the market for transport by sea and air.

The market has changed very fast in the last three of four decades as
production — from farms, mines and factories — has become
globalized; that is, as it has become geared to selling on a world market
instead of on a local or national one. The internationalization of
production together with the use of oil as g prime source of energy (see
Chapter 9) has greatly increased the demand for ships and for airline
services. The expansion shown in the tables would have been impossible
but for a financial structure which not only provided plentiful credit for
the building and purchase of ships and aircraft, but also — and no Jess
Important — took some of the risk away from the owners and operators
of ships and aircraft by means of insurance of cargocs and passengers
and of the ships and aircraft themselves. Only in this way could the cost
of transport be kept low enough to allow both sea fleets and air fleets
o grow as large as they have done.

Nor must we leave out the knowledge siructure as a prime determi-
nant of the world’s transport system. It has always been important, and
a clear example may be seen in the fifteenth century when Henry the
Navigator and the early Portuguese pioneers of maritime. navigation
used not only the stars but also the sun to cross the trackless oceans. It
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Table 7.1 World merchant fleet by flags, 1970-1985 {million gross registered tons)

1570 1978 1982 1985
iberi ; 19 49 41 58
WWMMN_ 27 39 41 40
Britain 26 31 22 14
Norway 19 26 21 MM
United States 18 16 WN 16
Soviet Union 15 22 K
Greece 11 34 40 3
Panama 5 21 32 40
World Total 247 406 424 410

Source: United Nations

Table 7.2 World merchant fleer by type, 1985 {million gross registered tons)

Tankers 134
Bulk carriers 131
General cargo 74
Containers, lighters 18
Other 53
Total . 410

Source: United Nations

Table 7.3 Air transport markets — passengers and freight, 19701982

1970 1975 1982
Passengers (million kilometres) 392 mww www
Freight {m.kms) .m mm 10
— of which international traffic: .
Passengers {m.kms) 159 Nm Aww
Freight (m.km.t) 6

Sowrrce: United Nations

Table 7.4 Air transport markets by region, 1970-1982 (million passenger
kilometres)

1970 1975 1982

: i 231 299 462

WMMMW%»EQEN 84 134 207

Asia 40 ‘ 78 Hmw

Latin America 12 NM os
World Total 382 57

Sowurce: United Nations -
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is important now because radio communication by satellite not only
increases ship safety but makes the management of shipping much more
flexible. And technology, not states, or markets, has often been the
source of the most revolutionary changes in fransport systems — begin-
ning with the change from sail to steam in shipping, through the
development of supertankers and containerships; and in the air, from
the change from propeller engines to jets and the introduction of air
traffic control systems to manage the fast-growing business of air travel.
What we must now consider in more derail is how each of these
primary structures build up a framework for the world’s transport. With
each, we can ask the same state/market questions that can be asked of
any sector of the world economy — from toys ro machine guns, {rom
food to art treasures, from diamonds to drugs. Like fruit tarts with
different fillings, or soufflés of different flavours, the basic recipe is
always the same; it has only to be adapted to the chosen product, We
have to start, as cooks do, by assembling the basic ingredients — in this
case, the facts about the protagonists, the operators, and the services
they are selling to different buyers in the market. We can then ask about
the technology they use, and the rules — and who has made them, and
why — under which they operate. The interaction thus revealed of rules
(mostly, but not exclusively, made by states) and market demands and
opportunities will bring out not only who makes profits and losses but
also the sustaining bargains, bargains thar may be political or economic,
or a bit of both. The bargains will in turn reveal the range of issues, of
conflicts of interest and policies, and of problems, resolved and
unresolved, perceived from different points of view. By this more or less
standard route, we can arrive at our own assessment, necessarily and
admittedly subjective, of the values given priority by the transport
system (or in any other sector), and the distribution of costs and
benefits, risks and opportunities thar it produces. :
Such an analysis will go a bit wider, and raise some different issues,
than the kind of comparison of the impacr on less developed countries
of sea and air transport ‘regimes’ that has been sketched by Krasner in
Structural Conflict (1985). This book was an examination of the
successes and failures of Third World campaigning for a New Inter-
national Economic Order. For the transport part of this study, the ques-
tion was whether the sea transport rules of the gamme or those for air
transport gave more opening to LDCs and better opportunities to
participate in the market. The answer was that the air transport system,

based on the legal right of states, acknowledged by international law

and convention since the 1920s, to bar unwanted intruders from the
airspace over their territory, had led to a set of rules already in place
before most LDCs became independent states. These rules reserved to
them an assured place in an international airline cartel. By contrast, in
sea transport, the market was divided among a few monopolies with
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their own transport facilities thar were part of a vertically integrated
operation (the steel, bauxite, some oil companies and the socialist state
fleets); a private cartel system of liner nozmmwmbnnm that seemed to keep
primary-producing developing countries i a state of perpetual
dependence; and a residual part of the market which was more truly
open and competitive. Krasner concludes:

The difference in outcomes is Jargely a result of the nature of the mxm.mm:m. Hmm:.znm
encountered by developing countries . . . In shipping, the Gam.ﬁ._nm H..amE._n.E?v:nm
the development of national carriers in the Third World; in civil aviation, it
encouraged it. [Krasner, 1985; 225-6.]

What his study does make clear, however, is that the two transport
systems have such different backgrounds that they must be considered
‘separately. Let us start with the oldest system.

Sea transport: the nature of the market

Overwhelmingly, these days, the sea market is one for the transport of
goods, not people. The passenger liners of the 1920s and 1930s belong,
with stagecoaches, to a bygone age; and the cruise mr%m. that EV\ the
Mediterranean and the Baltic in the summer and the Caribbean S.ﬁrn
winter are more like floating hotels than means of Lransport. Only in a
few narrow seas, like the Adriatic, the Aegean and the English Ow.mnmmr
is there a specialized market for ferryboats - hovercraft, hydrofoils and
the larger, slower, roll-on roll-off {‘ro-ro’} ships. Hoa&r the users of sea
transport are the exporters and importers of heavy bulk cargoes, like
crude oil, grain, iron ore and other minerals, and of the Fam.ma manu-
‘factures — cars, machinery, furniture and any other goods suitable for
containerization — packaging in large wooden crates that can be

mechanically handled and stacked below and above deck.

The producers, the shipping operators, are state enterprises (the
Soviet merchant fleet is the third largest in the world), large corpora-
tions operating their own fleets, and specialized m:,.dm who own (or quite
often charter) ships and sell space in them to the mr_w_u.mnm. While some
of these, the liner fleets, are crganized in cartels called _5,.2. nommmHmdnn.mu
others compete on a more open market, such as the Baltic Exchange in
the City of London, .

The market for sea transport is and always has been ?m_._.;\ :nmnmEm.
Demand has been typically high in boom times and especially during
both World Wars when transport of troops and supphes was ‘..:S_ for
state security. After each war, and in every major world depression, the

" market has been hit by severe over-capacity. Freight rates have pium-
meted. Ship prices have fallen to a fraction of production costs so that
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sometimes it was cheaper to lay up ships than to run them at an
operating loss. The current slump in shipping has been longer and worse
than most. It began in 1975 after the oil price rise hit first the tanker
market and then the dry cargo market. It is not yet over. Freight rates
fell sharply in the mid 1970s and by 1983 were 25 per cent lower than
in 1977. Shipping firms like the Reksten empire in Norway went bust,
or sometimes when they were able, quickly diversified into other
markets. For example, Britain’s old imperial flag line, the Peninsular
and Oriental Steamship Co. (P & 0), used its accumulated profits to
buy up a big housing and construction company and has been able, so
far, to survive on its profits even when shipping services have made a
loss.

The other striking feature of the market has been the secular fall in
operating costs per ton-mile and the increase in the productivity of
labour. Where sailors were once a major input, it is now the capital put
up by the bankers for ship construction. Where once a large labour-
force of dockers or longshoremen was essential for loading and
unioading cargoes, machines now do the handling. And, whereas before
World War I ships were almost ail driven by coal, which also had to be
laboriously loaded and stoked, scon after the war shipping companies
turned over to oil, which was cheap and cheaply handled — again
lowering operating costs.

Technology has sometimes led to a closing of the market and to less
competition among the shipping interests, and sometimes to more
competition. For instance, the technological revolution in the mid-
nineteenth century, when steamships began to take over from sail,
quickly led to the organization of liner conferences, which were nothmg
but cartels of operarors designed to maintain prices and Jimit competi-
tion. The greater reliability of steam-driven ships meant that they could
keep regular schedules — byt also that, unless organized by agreement,
they would all compete for the busiest routes, while neglecting the less
busy ones. The governments of major trading countries, like Britain,
preferred the more extensive and reliable service that the carrels
provided, even if it meant letting the shipping lines charge a monopoly
rent for it. For what the liner conferences soon learnt to do was to keep
outsiders from undercutting their prices by giving customers deferred
rebates —— in effect, rewards for staying ‘loyal’ to conference lines. All
the major routes across the oceans of the world had their own liner
conference. Their total number has for many years been well over three
hundred. Now, however, they are in turn threatened by a new
technology: the container revolution, This offers shippers combined
mm:mlmmm.ﬂmumwoﬂu often at lower cost and with less risk of loss or
damage. :

Technology has also revolutionized the building of ships, letting in
new shipyards to compete with the old-established ones. In the old days,

Transport Systems: Sea and Air 143

shipbuilding required an army of men rivetting steel plates together by
hand. During World War I, backed by cost-plus cn.mmam from the US
government and cost-plus defence contracts, an American ngURumEm
Henry Kaiser, developed new methods of manmm?._nmﬁzm the parts o

cargo ships so that they could be produced more quickly and with more
unskilled labour, as well as more cheaply. Further developed after the
war, these new methods enabled first Japan, then Ko.nmm and Taiwan,
Brazil, Yugoslavia and the Soviet Unjon to invest in F:,mn. .Eommm”:
shipyards, close to steel mills. They could outsell the British, the
Americans or the Germans with larger, cheaper ships (Korean prices are
now as low as 40 per cent of European prices). The fact ﬁrmm it is <m3\
hard for governments to stop shipping operators from placing oawnm or
new ships wherever they are produced most cheaply meant that this new
capacity expanded very rapidly. It also meant that, once in production,
all shipbuilders were all the more vulnerable (as we have seen) to a
downturn in the market.

Authorities

~ There is obviously very great inequality among states in the amount of

authority wielded over the market for sea transport. Small landlocked
states have had little direct interest in sea transport and ﬂrwwnmonm .rm<n
exerted littde authority over it. States with global or even just regional
security imterests or with overseas empires or .Eﬁmﬁbmna rmf.m. &Wamﬁ
had good reasons for trying to ensure the security of sea anmm“ first from
pirates and marauders, then from war and the acts of belligerent states,
and also from the hazards of wind and weather. It is they who have 2,_=-
ingly bome the costs of producing _public goods. The Emzm.é_mﬂ
mapmaking done by the British Navy is an example: mzsmv A H.z:,m, y
charts drawn up over a hundred years ago are sometimes sull i r.::wW
Other public goods are lighthouses and lightships, meteorologica
services and weather ships. At the same time, the strong Emﬁﬂﬁm‘mwwﬁom
have almost always sought to provide themselves with ships and mmM ors
that can be pressed into service in wartime. Policy towards sea Qm&n.w_l
including training, pay and conditions for scamen and safety standards
— thus became a branch of defence policy. .
The authority of states over ships sailing in the seas _uo%o:n._ ﬁ.vn:u
shores and territorial waters derives from one fact and m‘@E one fiction.
The facr is that all ships sooner or later rm(.ﬁ to come into port. The
fiction is that a ship’s deck is part of the territory of the state, m:@ ﬂwmﬂ
on the high seas the ship’s master or captain mﬁmm.% In as mcﬂﬁommﬁr or
its government. ‘Port state’ authority therefore gives states {othér t mM
landlocked states) the power to make rules m_uocﬁﬁrn nommznﬂ W:
condition of ships berthing in its harbours. Flag state m:ﬂrwza\ con nmm
the power to make rules governing the conduct of any ship flying the
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state’s flag, including the right to tax the profits from sea transport
services,

This dual source of power has led to arguments abour whose rules
prevail: ‘port states’ vs, ‘flag states’. And it has also led to the anomalous
practice known as Flags of Convenience {FoCs). This was a clever
American device thought up by smart lawyers in the 1920s to give the
US government the maximum call on a merchant fleet in time of war
at the minimal cost either to itself or to the shipowners. After the
Washington Naval Treaty of 1922 which put agreed limits on British,
American, French and Japanese navies, the US Navy was drastically
reduced at the same time as wartime Victory ships were scrapped or sold
off for what little — in a post-war slump — they would fetch. To cut
costs for US shipping companies as low as possible, Averill Harriman
—- later to become President Rooseveit’s chief foreign policy adviser in
World War II - discovered a legal loophole thar allowed US-owned
ships to be registered in Panama, where taxes were fow, minimum wage
rules non-existent and safety inspections unknown. A year later, in
1924, Ed Stettinius, a future US Secretary of the Navy, did the same
thing in Liberia. Thus were invented the Flags of Convenience (FoCs)
under which are now registered about a quarter of the entire world
merchant fleet. One-third of these FoC ships are American-owned, but
a subsequent Act of Congress has ensured that, in wartime, and
regardless of the neutral or belligerent status of the flag state, these ships
would be subject to recall for war service by the US government. Today,
some 40 per cent of FoC-registered ships are oil tankers owned by US
and other oil companies; others are the property of large transnational
corporations or of international banks.

This FoC practice is criticized by many leading Third World govern-
ments with an interest in sea trade. They say it allows rich TNCs an
unfair advantage and pre-empts a substantial share of the market which
might otherwise fall to théir rational fleets. And, although the newest
FoC ships — including some of the supertankers — are as well-equipped
and as scrupulously maintained as any, it is-also true (as successive
OECD reports have often pointed out) that many others are old and
unsafe and would only be licensed to sail by FoC states. The practice is
also opposed by labour unions in countries like Britain and Norway on
the grounds that their seamen’s wages are undercut by cheaper labour
from the Middle or Far East and from some Pacific ssland states for

whom repatriated sailors’ earnings are a major source of foreign
exchange. Yet, however many the complaints, there is little prospect that
the practice will be outlawed. So long as the US Navy thinks that it needs
this low-cost reserve fleet, the US Congress is unlikely to condemn it,
whatever other governments may say. It can satisfy the unions by
subsidizing a small high-cost fleet flying the US flag while satisfying the
Defence Department that it has a large reserve fleet of FoC ships.
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The abdication of authority, which effectively is whart it is, by H.rm
United States is made more acceptable by the increase in US authority
over sea transport that has come with the increased mvolvement of the
US economy with world trade and with the outraged protests of the
American envircnmental lobby over oil spills and other shipborne
hazards for American coasts and harbours. As a port state, the US
government, operating through an efficient Federal US Oom.mmﬁ Guard
service, is able to exercise very effective authority over any ships, under
whatever flag they fly, that enter US ports. It can deny access to port
facilities to any ship which it decides falls below its mam:gmﬂ.@m for safery
and environmental protection. By this means it has been said that there
are two sets of rules for the world’s merchant fleet: one for the half thar
needs to go to US ports, and another, less stringent set for the other half
which aveids or does not need to go into a US port. .

" In 1984, the US Congress took another step extending US authority.
The Merchant Shipping Act of that year gave power to the Federal
Maritime Commission to impose sanctions on the ships of any other
country or organization which excluded or &mnl_,:w:mﬁmm mwmﬁmﬁ.Cm
shipowners. The US has always been ambivalent about ?n liner
conferences, tending to criticize and oppose them when US interests
were competitive, but rolerating them when they were less competitive
and therefore grateful for the protection of the cartel. ﬂrm new law
allows US policy the maximum freedom to rmﬁ a protectionist cake on
some routes while eating the profits of competition on oﬁrwﬁ. ,ﬂ.wm same
new law also waived antitrust statutes for large corporations like m.on
or General Motors who may want to escape the restrictions om.:zmn
conferences by making special tie-in deals with shipping companies to
carry cars and auto parts from one subsidiary to another at more or less
stable prices. )

As mem:mw has argued, the opposition mounted by Em Group of 77
to the authority exercised over sea transport by the United States m.sm
other dominant maritime states has not really been very effective
{Krasner, 1985, Chap. 8). Mobilized by the Shipping Department of
UNCTAD’s Secretariat in Geneva in the late 1960s and early 1970s, the
Group of 77 challenged the liner conference system on the .mno::n_m mu.mﬁ
the carrels were using their power to overcharge developing countries
for carrying both their exports (mainly m.l:a.m_.% products) m.za their
imports (mainly manufactures). A long campaign through various .CZ
bodies eventually produced the text of a UN Code of Conduct for Liner
Conferences supported by the majority of UNCTAD member states. its
major provision, known as the 40-40-20 Hcmnu mmmm.wmnm that the two
trading partners, the exporting state and the importing one, mmn.w had
the right {if they cared tc use it) to reserve to their own flag m.r.%m 40
per cent of the trade, leaving only 20 per cent open to no_dﬁmnﬂom.g\

ships of other countries — known as crosstraders. Britain, as the leading
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crosstrader together with the United States, Norway and Greece, totally
oEuoma.m the Code and refused to ratify it. They declared themselves free
under international law to disregard it. Other members of the European
Community, who had less to lose and were more concerned to avoid
confrontation with developing countries, eventually persuaded Britain
to agree to a compromise, the so-called Brussels Package. Under this

the EC states declared themselves, for sea-trade purposes, a single mﬂ:ﬁ”
thus m:.m.:ibm open competition among all their ships for the trade with
developing countries. And they also declared that they would not apply
wrm Code to sea-trade among OECD countries, which was much more
important to them anyway than trade with the Third World.

Kmmoiwm?u however, as the depression in shipping persisted and
b.m._mr.ﬁ rates came down, the resentment of developing countries against
mv%w:.nm lines lessened. Their governments found better means of
vmwmm.:znm with the shipping companies and their enthusiasm waned for
building up risky or loss-making national fleets. Like all cartels, the
conferences have proved ‘more vulnerable to competition from
newcomers outside their circle of members than to political pressure and
government controls. In the case of sea transport, their oligopoly
position has been undermined by Soviet bloc fleets, by the big container-
ship operators, and by the vertical integration of transport in TNC
operations. -

The only other important source of non-state authority in sea
transport is the insurance industry and its old-established practices and
wstitutions like Lloyds of London. This is because the risk of loss at sea
of ships and their cargoes was always so great that from the very earliest
mmwm. there was a strong incentive to spread the risks as widely as
vomm&ﬂm. It was out of the hazards of sea trade that the whole essential
nmm:mrmﬂ concept of limited financial liability of partmers developed.
This rule limited the liability of partners in financing a vovage to the
extent of their investment in it. The same idea, encouraging investment
md&. mnovation, was later extended in all capitalist countries to any
business enterprise. However big the loss, investors would not have to
%.m.é on their personal fortunes. It was also in sea trade that the practice
ow msurance was born. This allowed the partners to spread the risk even
E&n? paying outsiders a relatively small price for an insurance policy.
The insurers, by taking in a large number of small premiums, could
accumulate capital reserves large encugh to pay out on the occasional
claim for loss or damage. Insurers quickly realized that they themselves

ran another kind of risk — that of moral hazard; i.e. that the customer

ﬁosE Q&Emwmﬁo@ insure bad risks or even engincer a claim, by setting
fire to a losing business, for example. They therefore began to exercise
mzﬂraﬁg E.\ asking for medical examinations in life insurance, by
msisting on inspection for fire precautions in insuring buildings, and, in
the case of ships, by making marine insurance conditional on an
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inspection for seaworthyness. It has often been remarked that, because
of the cyclical nature of insurance, and especially marine insurance, the
underwriters’ inspectors were apt to be strict and conscientious when
underwriting profits were good, but to be rarther less eagle-eyed and
pernickety in bad tines, when there were too many of them competing
for too little business. So, while the authority of politicians may be
subject to political cycles before and after elections, the authority of
insurance is subject to an underwriting cycle. The whole question,
indeed, of who bears the risks of sea transport and on whose autherity
they are minimized or compensated is so important a part of the
political economy of the system that it calls for a short explanatory
digression,

Risk

All transport entails risk — risk to the carriers, to the goods or
passengers carried, to third parties, and to the environment. {Even the
environmental risks are not as new as one might think; it was said that
if the increase in horsedrawn traffic in London had continued at the rate
it was going before World War I, the problem of sweeping up and
disposing of ali the horse droppings would have become unmanageable
— and the smell quite intolerable!)

All stares have responded to the risks inherent in transport systems
with different kinds of rules regarding security (by setting safety stan-
dards) and efficiency (by licensing carriers) and justice (by monitoring
prices). They have also limited the goods and people that can lawfully
be carried and have somerimes allocated Liability for losses and damage
incurred. Insurance has ofien been made obligatory; for it is no good
making a car driver, for instance, legally liable to pay damages to the
person he runs over if he may be too poor to pay up. Compulsory
insurance is thus the only way to protect third parties from
undischarged liability,

States’ rules regarding risk management vary a good deal. But the
differences do not matter for transport within states. They only become
a problem when transport {or other service) is sold internationally.
Then the states concerned have to agree on a common set of rules. For
sea transport, the variation of safety and environmental rules between
advanced states and the Flag of Convenience states has already been
noted. Two othér major issues remain: the allocation of liability for
accident, damage or loss, and the extent of the obligation to insure
agamst hiability for large claims. Both may seem rather legal and
technical, but are actually highly political issues.

The first question — who is o be held legally liable for loss or damage
at sea — has been subject since the 1920s to an international agreement
known as the Hague Rules. This agreement favours the shipowners by



148 .mmno:am:\ Power Structures

excusing them from liability for loss of the cargo so long as their
insurers had declared the ship to be seaworthy when it left port. In the
1920s, the main hazards for ships still came from the forces of nature
w.m&._ma than from human error. Thus, if the captain did make bad deci-
sions at sea or the crew were negligent, this was a minor risk compared
with those resulting from the violence of wind and sea. It was up to the
shippers, therefore, to insure their carge — hence the sometimes quite
substantial gap between the freight rate charged f.0.b. {free on board)
and c.i.f. (cost, insurance and freight).!

This old system has recently come under attack from the shippers.
They have castigated it as ‘the most unconscionable, inequitable liability
scheme ever devised by man’.? In their experience, losses are nowadays
more often caused by human error than by the wildness of the elements;
cargoes are lost, damaged by careless handling, stolen or delayed
through faults of ship management or negligence, or through the inade-
quate use of modern communications systems, weather reports, traffic
rules, etc. Shippers have urged the US Senate to ratify a new and
different set of rules, the Hamburg Rules. The Hamburg Rules are
embodied in a UN Convention negotiated in 1978 by sixty—seven states
_usﬁ. by 1987 still only ratified by eleven small ones. These rules would
oblige shipowners to show that they had taken all necessary precautions
to avoid loss or damage to cargoes. They would also _migﬂm:mm:%
increase the maximum allowable claim per package. But they will

remain another UN dead letter unless the United States ratifies the

convention. Only if it does so is there much chance that enough
countries will agree to the change to bring it into force. And in this
ongoing debate it is not only the shippers and the shipping operators
ﬁro are interested parties. The insurance business is also deeply
5<o_wnm. Both the marine insurance companies, who stand to collect
less in premiums from the shippers if the liability shifts to the
shipowners, and the other major group, the mutual Protection and
F@Qﬁi@. or P and |, clubs of shipowners oppose the change. For (as
pointed out above), although the P and I clubs pay out on behalf of their
members, they do little to raise their operating standards, so that the
change would either involve them in the expense of deing so or would
make them collectively liable for larger claims from their customers.

Nor is this by any means the only policy issue regarding the risks of
sea transport. For instance, there is also the hotly debated issue of the
rules regarding salvage - when and how the risks run by the salvoss are
to vm. rewarded. And there is the management of environmental risk —
as with the horses in London. This special kind of risk merits a brief
account on the grounds that, like other environmental issues, it is
necessarily a very peculiarly transnational issue of the political
economy.
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Pollution problems

The issue first came to general notice as a result of the rapid expansion
in international sea transport of crude oil (and the size of oil tankers)
during the 1950s and 1960s: and then of a series of bad oil spills by the
new larger tankers off the coasts of Britain, France and the United
States.”

A legal suit brought by France in a US court held rthe oil companies
who owned both the oil and the tanker liable for the heavy clean-up
costs and the loss of French income from fishing and tourism. Like a
new, specialized, transnational P and I club, the tanker owners came
together to set up a specialized reserve fund against the risk of further
claims. It was called TOVALOP (or Tanker Owners’ Voluntary Agree-
ment Concerning Liability for Oil Pollution). This was supplemented in
1971 by CRISTAL (Contract Regarding an International Supplement to
Tanker Liability for Oil Pollution} and in 1978 by a more comprehen-
sive International Oil Pollution Compensation Fund (I10PC). Aware of
their increased liability, the oil companies took better care to avoid
spills, while governments, especially the French government and the US
government, used naval pairols and coastguards to enforce better
navigational discipline. _

Yet, all this time, the experts unanimously insisted that nearly five
times as much environmental damage was being done by deliberate
cleaning out of empty tankers at sea as by accidental spills.” Here too
the oil companies (as major tanker owners) sided with governments tc
reduce the pollution as a means of limiting their own liability to
prosecution of to suits for damage on the ‘polluter pays’ principle. They
hurriedly developed two new technical solutions — known as COW
(Crude Cil Washing) and LOT {Load on Top) — to the problem of how
to clean old oil residues out of tankers before reloading without dirtying
the sea. The technical details of COW and LOT do not matter; the point

was that this was a solution more acceptable to governments than the

one originally proposed to them by international officials, which would
have involved port states in the expense of providing large waste-oil
sumps or disposal areas to take the dirty water. Easier by far to make
the oil companies liable, and to track down and prosecute polluting
offeniders by ‘fingerprinting’ the chemistry of oil wastes. Governments,
therefore, acting together through the International Maritime Organiza-
tion in London, supplemented the technical sclutions with agreement on
a set of new rules contained in a 1973 International Convention on the
Prevention of Pollution from ships -— the MARPOL convention, rein-
forced in 1978 with a new Protocol which came into force in 1983,
These dates show that action through IMO — a UN special agency at
which all the maritime states, including the Soviet Union and China, are
represented — is apt to be slow and rather laborious. But since IMO
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works always by consensus, any agreement eventually reached is likely
to be accepted by all the important member states and enforced to the
best of their ability. (The contrast with UNCTAD, where decisions
taken by the numerical majority of states, can still be rejected msmm
ignored vw the most important maritime powers, is striking.) Perhaps
the most important step taken by states through the IMO in recent years
has Tmn: to tighten the rules on liability, making insurance against oil
pollution damage compulsory for all shipowners, and opening the
courts of all major states to claims for damages. The IMO has also
negotiated successive increases of the upper limits of _n.mmm liability.

What all this adds up to is that the system of managing risks in the
Emnwﬂ for sea transport services is one of very mixed, and only partially
effective authority. The divergence of environmental as well as safety
standards required by flag stares means that there is more likelthood of
ail mﬁ:_.m from a Liberian-registered tanker, say, than from a
Zou.énm%mm- or a Japanese-registered one,’ Among the non-state
authorities at work, the weakest link in the chain of authority are
_B,o.v.qu the P and I clubs. These offer theis members an insurance
mmn::%.vcﬁ they do not bother to check their members’ ships or the
professional qualifications and competence of their crews, What has
affected the market operators, especially the oil companies, is the action
of states over the last decade or so in increasing the compensation legally
available to victims of pollution, even though this would probably still
not be enough to cover damage caused by a very large spill. In the same
way, the limited size of the funds available to the global insurance {and
remnsurance) industry means that it can exert litdle restraining authority
over behaviour likely to result in such nuclear power catastrophies as
the Hm.mm Chernobyl disaster, or in major damage from gas or LNG
explosions, or from major chemical accidents even meie sericus than
the 1985 Bhopal disaster, .

The compulsory liability insurance agreed by states through IMO
rmm.v however, substantially reduced the amount of oil spilled non-
accidentally. It has also led some oil comparnies t6 sell off their tankers
&.Em shifting risk elsewhere — just as the sale of oilwells to smio:mzwmm
oa. companies also offloaded on others the risks of falling crude oil
prices. For the foreseeable future, the over-supply of tankers means that
the oil companies do not need 1o own tapkers in order to be sure of

geiting cil from oilfield to refinery to distriburion point. Like other large -

Hz.ﬁmu the oil companies have been good atr spreading to others the
environmental as well as the financial and business risks incurred in
their industry (see below, Chapter 10). - ‘

Even this brief account of the sitnation in sea transport surely shows
Hr.mﬁ .Hrm politics of risk management are far too complex to be captured
&:95 a conventional international relations paradigm, whether realist
liberal or neo-Marxist. Conflicts are not always between states, m:.ﬂm

Transport Systems: Sea and Air 151

there are conflicts between capitalists; and between developing
countries with different interests; conflicts between seamen of different
naticnalities; and between different kinds of financial institutions.
There is also a complex picture of transnational co-operation, in which
the oil companies, private and public, American, Japanese, European or
OPEC-owned, share certain interests in common, as do other trans-
national groups, like the P and I clubs and the insurance companies.
These will fight political battles to defend their interests wherever it
seems to be necessary — at the level of local government, of national
governments and of international organizations. They will also use any
opportunity opened up by the market or by technology not just to
maximize profits but to minimize risks and ro deflect risk or to spread
it to others.

Neither a pure political (or political-legal) mode of analysis nor a

- purely market one is sufficient for the purposes of political economy. To

grasp the full reality of the situation, the political economist has to ask
some very broad questicns. For a starr, what are the inherent risks of
the operation — for the operators, for their customers, for states and
for the shared environment? Are these risks at all reduced by rules? Are
the rules made by state or by non-state authority? Whose rules (and on
what) apply to the allocation of liability for loss or damage? Are they =
national rules or rules made by international agreement? Is insurance
compulsory or optional? How effectively do insurers influence behav-
iour and guard against moral hazard? Does the state of the market, the
relation of supply te demand and the trend of prices affect the
implementation of rules and the impact of authority on the operators?

These are just some of the questions that might be asked. They are
questions not only about the who-gets-what in costs and benefits out of
the global transport system but also about the four basic values of
political economy. Conflicts, for example, have arisen between
authorities over whether the system is fair in the way that it opens
opportunities for profit, allocates risks and imposes costs. Other
conflicts have arisen over the value of freedom and autonomy, over
whether there is inequality in the free choices open 1o the users of sea
transpoit — both enterprises and states. As elsewhere, it seems that
greater wealth and/or greater military power confer better bargaining
strength in the use of sea transport. On efficiency, at least, the system
scores high: it has proved highly adaptable to rapid economic change
and prompt in the application of new technologies. It is hard to overrate
the importance of its contribution to the creation of wealth in the inter-
national political economy by expanding the possibilities of trade and
of larger markets. The score on the issue of stability, of maintaining
economic order, is less clear, however. Although an open market has
allowed prices to accommodate falling demand to rising supply ever
since the early 1970s, the waste involved both in unwanted shipbuilding
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capacity and in unwanted shipping has added ro the other unstable
factors in the world economy.

Air transport

The first major scheduled international air transport services were
introduced in the 1920s by Pan American in the western hemisphere and
by (British) Imperial Airways in Europe. Both were aided by govern-
ment contracts for carrying mail but until quite recently the market has
been predominantly one for carrying people, not gocds. Goods,
however, are now quickly becoming more important and by the mid-
1980s the volume of air cargo across the Pacific actually exceeded
passenger traffic,

. Like sea transport, the way in which the global air transport system
1s structured rests on a political fiction: the notion that a state ‘controls’
the airspace above its territory, in the same way that, from the eight-

eenth century until the second half of the twentieth century, it notionally

controlled its ‘territorial waters’. These used to extend just three miles
out from the shore to the supposed limit of a cannon shot, although
now, following a US precedent, states claim -authority for certain
purposes over territorial waters up to 200 miles from the shore. The
notion that any government can control what goes on in the air above
it is obviously even more of a fiction than the notion that it can control
what goes on far out at sea. It is impossible to stop earth-orbiting
satellites from passing over a state’s territory. And even before satellites
became common, the United States was cverflying the Soviet Union
with highflying U2 aircraft, one of which was actually brought down
and the pilot captured in 1958. The fiction about airspace gained
acceptance by governments in the immediare aftermath of World War
1. In that war, aircrafc had at first been used by both sides as a means
of reconnaisance for artillery. They soon got involved in fighting each
other above the trenches and then in bombing troop concentrations and
strategic targets such as railway stations.® The result was that by the
end of the war invasion of a country’s airspace seemed an ‘unfriendly
act’, especially to an island country like Britain for whom raiding
Zeppelins over London had heen the first foreign inrruders since
William the Conqueror in the eleventh century. By post-war agreement,
therefore, state authority was mutually agreed to prevail over all dir
traffic coming into the country from outside. Under the Warsaw
Convention of 1929, states could declare certain parts of their airspace
reserved for military use and could lay down rules for aircraft coming
and going. They could claim the exclusive right to license pilots and
commercial operators in the market for air transport.

Cnce again, as in sea transport, the most advanced indusirialized
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countries always put their security interests first in their policy-making
on air traffic. In the 1930s, for instance, the Nazi government in
Germany evaded the disarmament provisions of the Versailles Treaty,
which had abolished the German Air Force, by training glider pilots at
the state’s expense. The British government, meanwhile, trained a
military reserve of pilots with a subsidized Civil Air Guard training
programme. And during World War I strategic interests played a large
part in developing both the technology of aircraft manufacture
{(including the advance from propeller-driven piston engines to jet
engines) and the layout of a global network of routes and airports. The
US Strategic Air Command, by developing a siring of military air bases
across the Pacific and alse across the Middle East, created the
infrastructure on which post-war civilian traffic developed. And as both
the Berlin blockade, the Korean War and the Vietnam War showed, any
powerful state had to have a reserve of transport aircraft to carry men
and supplies to distant war zones.

Authority and the market

Unlike sea transport, the market for air transport is much more directly
subject to state authority; non-state authorities such as the International
Air Transport Association (IATA}, the airfines’ cartel, only exist by
permissiont of governments. And, as in internadional law and inter-
national organizations generally, the principle holds in IATA that ‘dog

“does not bite dog’; in other words, that states respect each other’s equal

rights. Inter-state relations have therefore been much more important to
the develppment of the market than they have in sea transport. This fact

“was established at the Chicago conference of 1944, when the technical

advance of aircraft design during the war for the first time opened up
mter-continential travel as a practical possibility in the post-war world.
Governments met to discuss how this might be managed. In this, they
failed; they could agree-only to set up a new specialized UN agency, the
International Civil Aviation Organization (ICAO), charged with
negotiating safety standards, common navigation practices, traffic
control systems, etc. Its wider purposes were later described as ‘to
ensure that the rights of coniracting statés are fully respected in every
way and that every contracting state has a fair opportunity to operate
an international airling. _

Indeed, for the United States the Chicago meeting was really a

political defeat. In ideological terms, it was also a defeat for economic

liberalism, for the United States had ended the war with a virtual
monopoly in the production of transport aircraft. It was also the only
country with a large, fast-growing domestic market for air travel. The
manufacture of aircraft in Europe and Japan had come to a full stop and
even Britain had voluntarily agreed earlier in the war to concentrate its
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manufacturing capacity on building fighters and some bombers and
training planes, leaving it to the Americans to make all the transports.
No wonder that, as the strongest trader, the US delegation at Chicago
was so keen ro get the maximum freedom te pick up and carry
passengers around the world. But Britain and the other Evropeans were
just as opposed to the American “five freedoms’ proposal as they were
to the opposite Australian-New Zealand proposal for a single world
airline service. The Europeans wanted national airlines for national
policy purposes. They turned down a supranational world airline; and
they would agree only to the first four of the Americans’ five freedoms:

— the reciprocally conceded right to overfly ancther state’s territory;

~— the right to land in another state to refuel or for other non-
commercial reasons;

— the right to pick up people from the home couniry going to another
state;

- and the right to pick up people from anocther state and bring them
to the home country.

They refused utterly to agree to the fifth freedom:

— the right to carry people in either direction between two foreign
countries on the way out from or on the way home.

If that had been conceded by the Europeans it would have been the end
of all their hopes of building up viable national airlines or of holding
against American competition a share of major traffic routes like that
across the Atlantic. Their resistance was fundamentally strategic, not
economic. For although Imperial Airways had been replaced in 1946 by
the less grandicse British Overseas Airways Corporation . (BOAC),
considerations of empire still strongly influenced British — and alsé
French, Dutch and Belgian — policy. Both in Britain and France,
aircraft were designed, develeped and built with the long inter-
continental routes to Africa and Asia in mind. A greater economic
opportunity to develop cheap medium-range aircraft better suited to the
nascent intra-European market was missed for what turned out to be
totally obsolete political reasons (Wheatcroft, 1956). ‘

The immediate resulr of European obduracy at Chicago, insisting that -

US aircraft could only enter European airspace by permission of the
local government and in return for a reciprocal right for Europeans in
the United States, was deadlock — an agreement to disagree while
setting up ICAQ as a mere technical and functional forum. A second
attempt in 1947 to get a multilateral agreement was alsc unsuccessful.
But by then the bilateral Bermuda Agreement of 1946 had set a prece-
dent which others could follow and which effectively embodied the four
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freedoms bur left individual states free, in a series of other bilateral
negotiations, to decide on the degree of openness to foreign airlines and
air traffic that they wanted to allow. By an accident of history Britain
still had an island colony, Bermuda, quite close to the eastern shores of
the United States. Theoretically, therefore, BOAC could fly the Atlantic
between British airports.” The United States had no such offshore
colony on the European side. Britain was thus able 1o negotiate with the
Americans from a position of relative strength. The result was an
arrangement by which the two governments agreed on the routes to be
flown, but by which each would decide unilaterally which airline or
airlines it would license to fly them. There would be no competition on
fares, but the carriers could negotiate amongst themselves on the
frequency and timing of flights and on the seating capacity to be
marketed. Thus, the US preference for competition berween privately
owned airlines and the European preference for state monopoly airlines
could be reconciled.

The overall result of a global network of bilateral Bermuda-type
agreements was to set up JATA as an operators’ cartel in which, in order
to limit competition, even the quality of in-flight meals and the provi-
sion of movies on long flights had to be standard. But, at the same time,
the United States did get some limited fifth freedom business in as much
as the bilateral Bermuda Agreement allowed British airlines to fly to and
from New York-London-Frankfurt even though such routes were
always subject to ex post review by the governmenis concerned and

- provided that most of the wraffic on the route was genuinely interna-

tional. .

This sysiem, as Krasner has noted, was ready-made for the new states
of Africa and Asia who would never have been able to compete at all
in a more open market (Krasner, 1985). In the 1950s, as they emerged
from colonial status to independence, recognition as fully-fledged
members of international society was a major COmmon Concern.

Membersbip of the United Nations and other bodies was one such -

badge of membership; their own national airline, painted with a distinc-
tive national logo, was another and a more visible one. To run their
airlines they could draw on a free labour market well supplied with war

veterans, experienced and qualified pilots speaking various versions of

English, the common lingua france for the air wraffic controllers. There
were also enough competitive manufacturers eager to sell them aircraft,
and banks and export credit agencies willing to lend money to finance
their purchase. New and old states, rich and poor, large and small, all
could have a share of the market in and cut of their territory. In effect,
the system established a rough 50:50 rule instead of the 40:40:20 rule
sought by the UNCTAD Liner Code. Justice for the state, however, was
achieved at the cost of efficiency; customers paid a needlessly high price
for many international journeys.
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From the late 1960s on, however, the cartel has been slowly under-
mined by the combined forces of technology and the market, assisted by
the connivance of national governments, particularly that of the Unjted
States. The changing technology affected the supply of aircraft,
introducing by stages or generations more powerful — and tmore costly
— aircraft with seating capacity for more passengers, thus nwm:mﬂ.nm ﬂrm
organic composition of capital in the air transport business, substituting
capital for labour in the production of each seat-mile. Just as the market
for sea transport had been changed and old bargains between operators,
between sellers and buyers, had been upset by the change from sail to
steam, from coal to oil, from loaded cargo to container handling, so the
market for air transport has been radically changed by Em move mwcﬂ
piston engines to jets and turbo-props. The famous DC6 introduced in
1946 had 80 seats and weighed under 50,000 kilos. The DC7
introduced in 1953 had 105 seats and weighed 64,000 kilos, The
Boeing 747 and the Tristar brought in at the end of the meom both
weighed over 500,000 kilos and had 351 and 330 searts respectively.

Thus, new generations of transpost aircraft suddenly H.mnwwmm.& the
supply of seats on any route flown, while imposing on the airlines as
operators the cost of depreciating an expensive new mnqwmﬁamnn‘..ﬂrm
IATA cartel did not allow Competition on price, or service, o E_;Eq.\.m
could only compete on speed (e.g. Concorde on the busy Atlantic
route), on comfort and on their reputation for being up-to-date with the
newest and best. Where the biggest international aitlines (often able ro
negotiate special terms with the manufactirers) led, the rest found they
usually had to follow. Their. problem then was how to maich demand
to supply or, as Anthony Sampson, quoting a memorable remark by
Eddie Rickenbacker, puts it, ‘Putting bums on seats’ {Sampson, 1984:
15).

Mmmomm going on to suggest how this technology changed the market
‘regime’, a few words of explanation are needed about the interaction
between the marker for transpoit aircraft and the marker for transport
services. Yor the frantic race between manufacturers to develop new
models, ofren before the old ones were anywhere near worn-out, was
no more an accident in the aircraft industry than the IATA cartel was
an accident in the transport sector., It was clearly the result of very open
competition in the 1950s and 1960s between the three major American
aircraft manufacturing corporations —- Boeing, McDonnell Douglas
and Lockheed. All three had the advantages of a large domestic market,
of fat government defence contracis, as well as 3 head-start on foreign
aircrafi firms in supplying the international airlines, foreign as well as
American. Bur US government policy ensured real competition between
them in research and development, for domestic economic reasons as
well as strategic military ones. Unlike most of the European states, the

United States had no national railroad  system to protect from.
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competition. It had been well served in the nineteenth century by the
competition between railroad companies. So it was that the policy
chosen for air transport in the 1930s, when the US Civi] Aercnautics
Board (CAB) was first set up as the federal regulatory authority, also
favoured as much competitton as was practically feasible. It is
historical facr that transport enterprises threatened by competition from
a new form of transporr will resist, both by mergers and by seeking help
from the state. The state’s reaction is therefore crucial, In England, in
the nineteenth century, the canal and inland waterway interests soughr
kelp from Parliament against the new railways, but they sought in vain;
the railway interests were far too politically powerful, So the canals,
hampered by regulated prices and other statutory restrictions, lost
business, went broke and fell into disuse. In the United States in the
twentieth century, the same conflict arose in the competition between
rail and air transport. The mmportance of military superiority in the air
had been amply demonstrated in the war against Japan, against
Germany, in Korea and again in Vietnam. There was no way in which
the US Congress was going te defend the rajlroads against competition
from the airlines. So it was that US railroads lost passenger business,

-merged and went broke; and the goverument responded only

halfheartedly with some support for Amtrak. By contrast, the apen
competitive regime for airlines supervised by the CAB created a dynamic
and on the whole profitable domestic. market in which the comperition
ot all the major routes sustained an expanding demand for each new
generation of aircrafe, The result for the airlines was that in 1982 the
US domestic airlines sold 400 billion passenger seat-kilometres (p.s.k.),
only a little less than the 485 billion p.s.ks sold on all international
routes outside the Soviet Union. The result for the American manufac-
turers was that they had ample funds to spend on research and develop-
ment and could dominate the market even when Eurepean governments
tzted to combine forces to finance a rival European aircrafr industry. By
the 1980s, although Lockheed had folded by then, Boeing still held 60
per cent of the world marker (excluding the Soviet market served by the
Aeroflot monopoly}, McDonnell Douglas 19 per cent and the European
syndicate, Airbus Industries, despite tremendous efforts, only 15 per
cent. (The remaining 6 per cent held by Brasilia indicares the furure

shipbuilding. ) .

What this suggests is the interconnection of a sector such as air
ransport services with the four basic structures of security, production,
finance and knowledge. It also shows the " interconnection of air
transpert with other sectors {aircraft manufacturing, computers, fuel),
which provide it either with the necessary inputs cor else with the
necessary markers. In this case, it is the tour operators and the big hotel
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chains that provide the necessary aemand for the airlines — just as
cereal growers provide the demand for fertilizers.

The advantage of trying to sum up the nerwork of bargains affecring
a sector in this way is that it makes it less casy for the political economist
1o overlook some important exogencus factor, whether coming {rom a
market, from technology or from an authority, either of which may
have a substantial impact on the who-gets-what of the particular sector.
It also serves as a reminder of other policy issues, whether for govern-
ments or other authorities, which might otherwise be forgotten or
disregarded.

Although I have concentrated so far on the issue of efficiency and
competitiveness in air transport, there is also — as in sea transport —
an important policy issue of safety. In this, the shared commeon interest
of governments in minimizing the risk of air crashes makes ICAG an
important authority even though it presents no significant threar to state
sovereignty. But national authority also plays an important part. Just as
we saw that, in oil pollution caused by tankers at sea, the French

government found it more effective to sue the oil comipanies i a

Chicago court rather than a Bordeaux one, so in the case of a Turkish
Airlines crash in Paris in the early 1970s, a suit was brought to a
Californian court by lawyers employed by The Economist — their Paris
correspondent had been killed in the crash — against McDonnell
Douglas for design defects in the aircraft. US courts were used, and were
an effective means of geiting the manufacturers to pay more attention
to safety, not only because the manufacrurer was American hut zlso
because US laws on product liability (and for that matter professional
liability) were much stricter than most European laws. A further result
of both is that liability is shared by the airline and the manufacturer and
therefore both have more need of insurance. Once again, the insorance
industry acts as a non-state authority by determining the cost and the
availability of cover against legal as well as against real rislk.
Meanwhile, the authority of the IATA carrel has been affecied by
technological change — the introduction of jumbo jets — by the conse-
quent expansion of the market, bringing tourists into the picture. The
jump in seating capacity of new jets gave a big incentive to the airlines
to cheat on the cartel rules in order to fill their empty seats, even if this
could only be done by lowering prices. The first really big loophole in
the rules was opened by a national authority, that of the United
States.” The US government in any case had never been wholly con-
vinced that an international airline cartel was either necessary or
desirable. Then, during the Vietnam War, the need to rake roops to
Vietnam and, once there, to relieve them from time to time with periodic
respites from the horrors of fighting on such alien ground against such
determined resistance led the US military to contract with a new kind of
transport operator, one that did not seem to be in direcr competition

with the regular scheduled service airlines. But the B & R (‘rest and
recuperation’) market so created in the Far East adventitiously gave a
great boost to the idea of using the new larger aircraft to satisfy a totally
new market and to carty a new traveller, the holiday-maker. For
holiday-makers would be flying, not so much to the great cities and
business centres of the world, as to the holiday resorts of Europe and
the Caribbean — or for Japan, to Korea, Indonesia and Thailand. Sc
it was that the CAB began to license rour operators at first for an
experimental period of five years and then more permanently. Ar firse,
there were all kinds of limits put on the new market. The airfare had
to be combined with hotel charges, the group travelling had to be a
genuine club or affinity group of some kind. But these limits soon
proved hard to police. The profits to be made by getting ‘bums on seats’
proved highly attractive. The scheduled airlines, while publicly deplor-
ing the ‘illegal’ bucket shops selling phoney tour tickets, were tempted
to join in the game themselves, selling cheap air tickets not only to
Majorca or the Bahamas but to New York and Chicago.

The result was that tourism in the 1970s and 1980s became a prin-
cipal source of growth in the market for air transport.” But because of
social and economic factors on the demand side, that growth has been
far from even or uniform. For example, it is a fact that, in the early days
of tour operations, Britain gencrated as much as 40 per cent of the entire
tour or charter traffic. This may have been partly due to London being
an entrepdt airport, partly that the British government allowed very free
competition among travel agents and tour operators to keep prices as
low as, and indeed often far belew, what the rules allowed. Rur it may
also have been that British families could more easily be tempted to
holiday abroad than, for example, French or Italian families. A poor
summer climate, a seafaring tradition, an island location, the very fact
that successive post-war British governments had tried hard to check
foreign travel for balance of payments reasons, may all have helped to

~make the difference. But, whatever the reasons, where the British tour

operators led, the Germans, Dutch and Scandinavians followed. And
their destinations were also apt to be affected by government policies at

‘the receiving end. For example, for many years, fares to Greece were

cheaper than to Turkey, and tourists flocked to Athens in their millions,
The difference was that the Greek govermment allowed the charter
companies to compete freely with Olympic, the state airline, while the
Turks, until recently, did not. And Spain was more popular 2 destina-
tion than Yugoslavia, partly because the government allowed the
exchange rate to fall, making it cheap, and also because it allowed
foreign investors to finance a vast expansion in the construction of
seaside hotels and apartments.
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Transport and trade

In this chapter [ have touched on some of the issues of political economy
to emerge from recent developments in the world’s sea and air transport
systems. They are sufficient, I hope, to show the impact of the four
primary structures of the global pelitical economy on the availability of
these services and on the terms on which they are sold in the market.
Mouch more than the road and rail transport systems, which, being land-
based, fall more directly under the authority of each territorial state, sea
and air transport systems reveal a grearer degree of asymmetry in the
authority exercised by some stares as compared with others over that
market. Powerful states can agree on rules, or can delegate their
authority to the operators, What they do will influence the distribution
of profit, the incidence of risk, and of cost, to the users.

It is important in political economy not to take this unequal distribu-
tion of authority over transport systems for granted. Some textbooks on
the politics of international economic relations deal with trade and the

issues over which trading states disagree, without so much as a mention

of the transport system. Yet, trade between states cannot take place
unless goods can be carried from one state to another. Mediterranean
trade, from the Roman Empire to the nineteenth century, was checkered
by periods when marauding pirates made trade so hazardous that it
virtually ceased. Although aircraft hijackers are comparatively rare, the
reaction of governments to this threat shows the importance they attach
to the safety and reliability of air transport services. As in the past,
states with strong trading interests exert an influénce on the patterns of
air and sea routes in accordance with their need for markets and for
secure supplies. This pattern then becomes a secondary structure within
which other trading states have to operate. Thus it seems logical to
consider transport systems before trading systems.

Chapter 8
ﬁ.@%

“Trade and war are the two oldest forms of international relations. Both

are topics on which people’s attitudes and opinions differ widely. In
international political economy, indeed, there is no other subject
besides trade on which theories diverge more widely, or in which most
thearies diverge further from the facts. The theories diverge from each
other for the simple reason that they are so closely connected with
normative doctrines that their explanations of what is reflects different

" doctrinal opinions about what oughr to be, and therefore each theory

is much affected by the priority given by its supporters to different
values such as efficiency, equity, autonomy and security. This also
explains why there is so much divergence between what acrually
happens in trade relations in the world economy and what is supposed
to happen according to the various theories. ,

This is why, in order to get some overall grasp of the structure of
trade, it is best to begin with the facts, so far as they are known, and
then to proceed to the conflicting theories, rather than the other way
round as so many textbooks of international economics are apt to do.
The facts will also help to put into perspective the way in which the
flows, the comtent and the terms of international trade are so heavily
dependent on the four primary structures of nmﬁ:EQq production,
finance and knowledge.

The result of this dependence on the primary power structures is that
exchanges in international trade are not simply the outcome of market
forces, of relative supply and demand. Rather, they are the result of
a complex and interlocking network of bargains that are partly
economic and partly political. These bargains involve the trade-off for
states of their security interests and their commercial interests. They

involve the unequal access of trading partners to both finance and

technology. They involve domestic political bargaining over the access
to be granted to matonal markets, and corporate decision-making
regarding secure as weil as profitable sources of supply. In this
interlocking set of bargaining relationships, there is no way in which
the economic can be separated from the political, or thar superior
bargaining power can be described as either political or economice, Yet,
the balance of bargaining power over trade will be found to be more
decisive than the debates conducted in international orgamzations,
Conventional texts on international politics, when they deal with
irade, often tend to start with the relevant international organizations.
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But this gives the false impression that it is the trade ‘regime’ — the
rules and arrangements agreed between governmenis — that is a prime
determinant of what actually happens. Instead, so-called ‘rulebooks’
are in reality a rather peripheral influence, reflecting the interests and
bargaining power of the most powerful states on the conduct of the
most effective traders.

Facts

There are six major facts about world trade of the last hundred years
that can be deduced from the statistics available to us. They are as
follows: .

(1) Trade between national economies has grown very fast — faster
than production. ,

{2) It has grown very unevenly.

{3) The goods and services traded have changed subsiantiaily.

{4} The main participants have changed; and some national economies
have become much more involved in foreign trade than others.

(5) The way in which trade is carried on (the authority-market rela-
tionship) varies widely between national and international markets
and consequenily between sectors.

{6) Hran:.:m on which goods and services are traded also vary very
much.

Let us review the evidence for each of these major facts.

Fast growth

During the whole of the present century trade between countries has
grown faster than their total production. That is to say, the proportion
of production sold across srate frontiers has steadily risen. Before
World War I, international trade grew at an average rate of 2.5 per
cent per year, while output grew at an average annual rate-of 2.2 per
cent. In the last balf-century, the rate of growth has accelerated, even
allowing for inflation, as the following figures of the total value of
2.9..5 trade suggest: 1938, $25 billion; 1945, $58 billion: 1958, $114
_UEEH.: 1975, $903 bilkion; 1984, $1,915 billion. An even more
astonishing fact is that in one decade, from 1960 to 1970, the volume
of éwH_m trade almost doubled. Another is that, in the mid-1980s; in
a period characterized by the same slack commodity prices, the same
difficulties with foreign debt, the same trend towards protectionisin
that also characterized the depression years of the 1930s, world trade,

Fas .

instead of {alling, as in the 1930s, actually grew in 1984 by 9 per
cent over 1983. In 1985 and 1986 it grew a bit more slowly, at 2.5
per cent. In recent decades, trade has usually grown faster than world
production.

What the available figures do not tell us with any degree of accuracy

- is whether trade is growing faster, about the same, or more slowly,

between countries than it is growing within countries. The trade within
countries can be deduced rather roughly, from the volume of retail
and wholesale sales and the estimates of gross domestic product (GDP).
But the first two sets of figures will include a certain amount of double
counting and the GDP can miss out on many exchanges that are not
recorded and not declared for tax purposes. (At one time in the
mid-1980s the Italian government, for instance, decided it had been
grossly under-estimating the value and volume of these exchanges in
the so-called ‘black economy’ and arbitrarily increased its estimate of
the Italian GDP by something like 15 per cent.) In developing coun-
tries, the total of imrernal exchanges will be even more of a
‘suesstimate’.

The question of fact on this point is not unimportant, for internal
trade is free of restrictions, at least in market or semi-market
economies. No one bothers to count the balance of trade between Texas
and Massachusetts, for example, or between Minas Gerais and Rio
Grande do Sul. If it grows it is because production is growing, because
purchasing power is growing, because the use of money and the volume
of credit to finance the exchanges is also growing, and (not least) because
there is a transport system that can move the goods and people
reasonably cheaply and easily from one place to another. All these
factors also contribute to the growth of international trade — and may
actually be contributing more than the reduciion of trade barriers to

Table 8.1 Manufacturing: production and export shares by country group, 1965,
1973, and 1985 {(per cent )

Share in production Share in exports

Country group 1865 1973 19835 1965 1973 1985

Industrial market economies 85.4 83,9 §8l.6 92.5 90.0 823
Developing countries 145 16.0 181 7.3 9.9 174
Low-income 7.5 7.0 6.9 2.3 1.8 2.1
Middle-income o 7.0 90 11.2 5.0 8.1 153
High-income oil exporters 0.1 0.1, 0.3 0.2 0.1 0.3
Total 100.0 100.0 100.6 100.0 100.0 100.0

Source: World Bank
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Source: Warld Development Report 1987, p. 43
Figure 8.1 Post-war growth in world output and exports {percentage)

the recorded fast growth of the last fifty years. Because we know from
analysis of the production structure that in most countries more and
more producers are producing not just for the local or even the national
Emlﬁﬁ. but for a world market, it seems likely that external exchanges
in many countries may be growing faster than internal exchanges,
though comparative economic growth-rates suggest that this may be
more true of developed than developing countries. In the latter, the
extension of the money economy, the provision of credit and the

urbanization of populations may be having more dramatic effects on
internal exchanges. :

1,500

1.000 Exports

500 \‘i\a

100

1950 1960 1970 1980

Source: World Development Report, 1987, p. 43
Figure 8.2 World manufacturing output and exports

The question is also worth raising because there is no intrinsically

‘good reason why analysis of the exchange structure in the world

political economy should be limited to exchanges across frontiers. An

‘exchange structure is the network of all the bargains struck between

buyers and sellers of goods and services. It is a political accident that
povernments monitor imports and exports that cross their frontiers
more closely than they monitor exchanges that go on within them.
They did this first because tariffs on foreign trade were a source of
revenue for the state; and then because the state needed to know about
the balance of its trade with the outside world since if this were in
deficit it could affect the external value of its currency and the state
of its monetary reserves, or both. The economic literature about trade
has therefore concentrated on international trade. Yet, many of the
political economy questions concerning the consequences of trade —
the distribution of costs and benefits, of risks and opportunities — and
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Figure 8.3 World exports of manufactures, 1963 and 1985 (percentage shares)

concerning the political results when people produce goods and services
for exchange rather than for themselves or their families, or because

they are directed by the state agencies to do so, will be equally relevant -

and important within states as they are within the world economy.

Unaeven growth

The second major fact about internaiional trade, which probably also
mﬁ@:m.m to internal .or intra-national trade, is that over the last fifiy
years it has grown in jerks, unevenly, much faster in some years than
in others. There have even been times when the volume of international
trade has fallen from the year before. Such times have been when there
was a world war going on or when the growth of the world economy
was slowed down by economic depression, as in the 1870s and the
1930s. In both wars, merchant ships were attacked and sunk, or
prevented m_i.oﬁ trading by naval blockade, or they were noﬁﬁmﬂ&mmwn&
for war service, transporting troops and armaments to war theatres, by
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the US and British navies. Inevitably, peaceful trade suffered and
continents like Latin America and Australia were obliged to substitute
local production for imports. Nothing, in short, has such a dampening
effect on international trade as war. The state of the securiry structure,
whether conflict in it is local or general, whether it is modified, as in
the superpowers’ cold wars, or total, as in both world wars, will have
direct results on the patterns of trade.

Between times, between the 1870s Great Depression and World War
1, in the 1920s and again after World War II, international trade grew
rapidly. And the paradoxical fact is that in these periods of faster
growth there were always some major trading countries that were
following policies of severe protectionism and restraint on trade. Before
World War I, for instance, trade was growing rapidly, even though all
the fastest-growing industrial countries — the United States, Japan,
Germany and France — were all highly protectionist in their trade
policy. The forces of the market appeared to triumph over the policies
of states: in all these countries imports grew as well as exports. In each
of the three decades before World War 1, the volume of world trade
grew by an average of 40 per cent {34 per cent per head of world

.populartion). In the inter-war period, trade was slow to recover and was

too soon cur back by the 1929 Depression, so that over the two
inter-war decades, world trade grew by an average of only 14 per cent
per decade (or 3 per cent per head of population).

Changing content
The third fact is that the composition of international trade has

undergone very great changes over the last hundred years. From being
an exchange strucrure in which most of the exchanges were of goods,

- and most of the goods were food, minerals or other raw materials, it

has become an exchange structure dominated by the exchange of
manufactures. Instead of primary products accounting for two-thirds

.of world trade as they did in the nineteenth century, by 1966 they

accounted for only one-third; and that fell by 1983 to only 17 per cent
of total world frade. David Ricardo’s classic example quoted in so
many economics textbooks of trade between two countries, which was
the exchange of English wool for Portugese wine, is therefore totally
obsolete and atypical of modern international trade. The commonest
international exchange is not even raw materials for manufactured
goods. Even the developing countries are becoming less and less
committed to cxporting primary products. By 1984, these made up
even less than a quarter of exports from African countries and only
15 per cent from Asian ones. The eighteen commodities which the
Group of 77 (the organized lobby of developing countries) selected as
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deserving of commedity stabilization support from other members of
_nrm United Nations were in reality, even in the 1970s, rather un-
important in world trade as a whole. Individual commodities, like
copper for Zambia, cocoa for Ghana and jute for Bangladesh, may be
a major export for particular countries, but taken together primary
products accounted for only 10 per cent of world trade in 1970 and,
by 1983, for only 5 per cent.

The only important primary product still traded internationally is,
o.m course, oil (see below, Chapter 9}. But thar commodity hardly
figured at all in trade statistics before World War I, while some
commodities that were then quite important (natural rubber, guano,
copra, furs and ostrich feathers) have practically disappeared from the
scene. All kinds of electronic products, computers, aircraft and other
manufactures undreamed of fifty years ago are now traded actively on
the world market. So are all kinds of services, like advertising,
Q.u:mc:m:of and education. International trade, in short, is a moving
picture, never static in its composition from cne year to the next, but
always reflecting — just as it did in the ancient world, in the Middle
Ages, in the eighteenth and nineteenth centuries — the purchasing
power of the relatively rich and the relatively powerful.

Unequal participation

The involvement of people in different countries in the global trading
system is very unequal. The reasons for this are both econemic and
political. A .

.an economic reasens are that, because income is unevenly
maﬁ%mﬁmm in the world, so, therefore, is purchasing power. It is people
in the richer, industrialized countries who can afford to buy more
:..mnzmmnmcnm& goods and services than people in poor, developing
countries. So, the manufactures that now make up the bulk of inter-
.:mﬁonmzw traded goods are mainly imported and exported by the
industrialized countries. Despite faster growth-rates in developing
countries, this domination of world trade by the developed market
economies has been. a consistent trend. The share of industrialized
market economies in world trade at the end of World War Il was
nearly 60 per cent. By the 1960s their share had risen to 70 per cent
and by 1985 it was 72 per cent, In that year, despite their far greater
numbers, the non-oil developing countries of the Third World were
still oﬁ% exporting just over a quarter of the exports of developed
countries. ’

. The political reasons are of two kinds. The first and most obvicus
is that some states in the international political system are small and

others are large. Continental states, like China, the Soviet Union and -
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the United States, can more easily satisfy their needs by trade from
within their own wide frontiers. By contrast, small states — ranging
from the (Dutch) United Provinces in the seventeenth century to
Singapore and Hong Kong in the twentieth - have found that trade
is a good way to grow rich. They have therefore actively sought to
become very much invelved i it.

The second political reason for unequal participation is that states’
policies towards trade with others have always been governed by their
security concerns. They have encouraged trade with allies and
dependents, and discouraged it with potential rivals and enemies.
Never has this simple fact been more evident than in the Jast forty years
when the cold war between the superpowers has affected their respec-
tive trade policies towards each other and towards their respective
allies. At the end of the 1940s, the US Congress passed a law which
severely restricted the goods that could be sold by US enterprises tc
the Soviet Union and its East European allies. Next, the US govern-
ment set up in Paris a committee on trade with Communist states
(COCOM). This was an organization of its NATO allies direcred to
draw up and apply a co-ordinated list of forbidden export iterns. At

“the same time, in all the East European countries, the governing

Communist party governments were indicting people for the crime of
advocating or conducting trade with the West. The result was that
world trade really consisted of two systems — a market-oriented and
a state-planned system — almost entirely insulated from one another.
By the 1960s, when Easi-West trade had grown, two-thirds of the
exports of countries in the Soviet bloc, euphemistically referred to in
GATT statistical tables as the ‘Eastern Trading Area’, still went to
other countries in the bloc. Even in the early 1980s, when East-West
¢rade had been nourished by generous Western credits to Poland and
other East European countries, the proportion of Soviet bloc exports
going inside the bloc was still as high as 50 per cent. At that time, only
17 per cent of the bloc’s exports was going to all the developing
countries put together and 30 per cent to developed market econo-
nHes.! . .

At the same time that the United States in COCOM was using its
political influence over its allies (derived from their dependence on U5
defence) to discourage trade with the Soviet blog, it was acrively
working to develop trade links with the alliance. American opposition
to the closed imperial trading systems set up by the Europeans with
their overseas colonies went back a long way. President Wilson in his
Fourteen Points statement of war aims after World War [ had included
in them an ‘open door policy for world trade. The Roosevelt
Administration in the 1940s shared the same ambition. Secrerary of
State Cordell Hull was ideologically convinced that freer, non-
discriminatory trade was a necessary condition for world peace and
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good order; while American business interests could see that extra
profits could be made by expanding US exports not only of wheat,
cotton and other primary products but, even more, of manufactures.
The United States’ avowed purpose in trade policy was ‘to make real
the principle of equal access to markets and raw materials of the world,
and thus the preservation of peace’. A major target was the reduction
and if possible elimination of the British imperial preference system
consolidated during the 1930s depression by the Commonwealth’s
Ottawa agreements of 1932. Negotiating with Britain was therefore 2
vital first stage in setting up an open post-war trade system. It was
made easier by the fact that, although Anglo-American agreement on
common resources for a common purpose — that of winning the war
— had set up Combined Bourds to allocate ships, armaments, and all
kinds of supplies of goods and raw materials to where they would best
serve the common aim of victory over Germany and Japan, this
principle had never been applied to finance. Britain, having run its
monetary reserves of gold and dollars right down tc pay for American
arms in the early part of the war before Pearl Harbour, and having
raised dollar funds by every conceivable means, including leasing its
Caribbean bases to the United States, melting down silver sixpenny
coins and commandeering private investments in US company shares,
was finally totally dependent on American goodwill and self-interest.
As recounted by Gardner (1969), the concessions necessary to US
post-war trade policy were successively wrung from Britain, first in the
negotiations over the Lend-lease Agreement in 1942, then in the
negotations prior to the Bretton Woods Agreement in 1943, and
finally and irrevocably in the deal over the British Loan (formally, the
Anglo—American Financial Agreement) in 1945. Stage by stage, Britain
paid for its military and financial dependence on the United States with
a political commitment to support American plans to build a
non-discriminatory trading system and, if not to dismantle the closed
imperial ones, at least to see that they would be slowly phased out.

But trade ties once established between countries for political reasons
do not easily wither away. One reason for this is the close economic
connection between investment and trade. The financial structure that
ties a colonial currency to an imperial one and that unites its banking
system to that of the dominant country exerts a powerful influence on
trade flows. And these links do not vanish when colonialism ends and
the flag of independence is run up. The result is that irade figures for
African countries thirty years after independence still show a marked
partiality for trade with France, or Britain, as does Indonesian trade
with the Netherlands. Similarly, the predominance of US investment
in Latin America, and of Japanese investment in South-east Asia is

reflected in trade flows in both directions which favour the investing

country.

QumH..szxorrnmmﬁo:&mmwm:annonoammﬁmcgnmmw.om.:ﬁrmmmmﬁ
is that South—Scuth trade flows (that is, trade between developing
countries) still amount to only just over 3 per cent of rotal world
exports, and are only about a third as large as their exports to the

industrial countries.

Mo standard rules

Once we think not just of international trade but of the exchange struc-
ture that operates throughout the world economy, within as <<.m: as
across national frontiers, a striking fact that emerges at once is the
stark contrast between the rules that apply to trade within states and
those that apply to trade beiween them.

" Within the broad categories of products exchanged, there have been
other big changes. Some raw materials like cotton and wool have
become much less important; others like oil and bauxite much more
important. Some kinds of manufactures have given way to others, as
first textiles were supplanted by steel and engineering products and
then as chemicals, cars and electronic manufactures took over larger
shares. of the total export market. The latest growth area for
international exchange is the ‘invisible’ or service sector, which includes
al] the transpational exchanges involved In entertainment, tourisni,

. education, advertising, consultancy and other professional services.

Within states, governments have always laid down rules for .nrw
conduct of trade, rules that put certain social and political objectives
and certain social and political values above the total freedom of .H_an
market. Socialist states go further siill, taking over as far as momm.mzm
from the market and subjecting most important exchange transactions
to direction by the central agencies of the state. But even the most
liberal, frec-enterprise oriented governments have all tried to govern
trade in such a way as to produce more security and stability mou,. the
whole national production and consumption system than the
unlicensed market would produce by irself; more safety for mBEQmmm
and more stable prices for consumers than there would be if no
restraint ar all were put on the pursuit of profit; and more equity,
certainly, than there would be if no laws governed the _um«moaamd.na of
contracts, the settlement of debts, the description of goods and the
general conduct of corporate enterprises. Within states, too, there will
be more severe prohibitions, and severe restrictions on what may be
exchanged. Rules will vary, but may ban trade in alcohol, or drugs;
in prostitution or child labour; in gons and explosives and in poisons.
Certain trades may be reserved cither to the state or to a chosen
monopoly; others perhaps will be open only to nationals of the state
or to specially licensed operators (tobacco, rajlroads, posts and
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telephones; medical, legal and banking services). And participants in
different national exchange transactions will be further constrained by
local peculiarities of the tax system, by anti-trust or competition
policies; by national labour laws, or by patent and company law. All
these rules will temper the efficiency of the market system by an
imposed concern for greater security and stability and also for greater
equity. Tt need hardly be added, though, that national governments
have been far more concerned with the pursuit of these values within
their own jurisdiction, and for their own people, than they have been
for others beyond their jurisdiction. Indeed, in trade policies,
greater security within the state may quite often be obtained only at
someorne else’s expense. But, in a political system based on state
sovereignty, the fundamental right of states to act in this way is not
questioned.

Even if the government of a developed and a developing country
both imposed identical rules on internal exchange and if both followed
identical external trade policies with an identical mix of free trade
m:m protectionism, the very size of the developed country and the
importance of its extensive market would mean that its self-interested
regulation would carry more weight with the developing country’s
exporters than vice versa. This basic asymmetry between the power
of governments in developed and developing countries to ensure their
own economic security through trade arrangements and regulations,
and between associations of manufacturers and primary producers to
do the same, is yet another fact of the world’s trade structure as it
exists in the real world, as distinct from the world of economic
theory.

Terms of trade

The final point to be derived from the facts is that the terms on which
exchanges are made vary very much from sector to sector in inter-
national trade as well as between internal trade and international
trade. Developing countries often allege — and believe — that the
terms of international trade have become more unequal (see below,
pp. 175-78) and that they operate increasingly to their disadvantage.
As a generalization, this allegation is hard to sustain and economists
have spent hours arguing the point. Much always depends on the

period chosen for comparison. For instance, if one were to compare .

the terms of trade for LDC exports in 1951, at the height of the
Wom&mn War, and the associated boom in commodity markets, with
EQH terms of trade in the late 1950s when the same markets were
hit by recession, or if one were to compare 1972, say with 1982 or
1983, either set of figures would support the LDCs contention. But
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equally, if one were to choose as base years the years of recession and
low commodity prices, an exactly opposite argument could be
made.

All that can be said with any confidence from the factual evidence
available is that markets in commodities — oil, coffee, sugar, tin,
copper, cocoa and so on — have been much more volatile, moving
both up and down more violently than markets in manufactures. One
reason is that manufacturers, as Galbraith put it, ‘administer’ prices.
That is to say, they have a list price which they announce to
customers. Though they may be obliged to respond to poor demand
or competition by lowering their list prices, that is not quite the same
as being at the daily mercy of a market system of trade over which
the producer has no control and in which, in many cases, speculative
trading can move prices up or down even when neither supply nor
demand bhave changed in any way.

Another fact, of course, is that producers, like states, seek security
in the market, and producers of manufactures find it easier Lo organize
cartels and to maintain restrictive practices than do primary
producers. There are usually fewer of them and they can more easily
co-ordinate their ‘administered’ selling prices. An American estimate
made as long ago as the 1930s put the total number of known interna-
tional cartel arrangements at 179, of which 133 involved manufac-
tures. These ranged from petroleum products to chemicals, steel and
aluminivm, to matches and light bulbs (Berle and Means, 1967).
Interrupted by the war and restrained by US antitrust proceedings,
such cartels were less evident in the 1950s and 1960s. But by the

1970s they began again to multiply. And this time they have often

been encouraged and endorsed by governments anxious to maintain
domestic employment by negotiating Voluntary Export Restrictions
(VERs) and Orderly Marketing Arrangements (OMAs) with their
foreign competitors. It is also a fact that such agreements between
governments have been easier when the producers —— as in steel —
were few in number and already well organized nationally.

The internationalization of production has been another mmportant
development affecting the terms on which goods are traded across
frontiers. Whether a TNC’s global strategy involves the setting-up of
‘relay’ - affiliates abroad reproducing the production  processes
developed by the parent company at home, or whether it sets up a
‘workshop’ affiliate responsible for one stage in the production of a
product. destined for the world market, the firm is internalizing trade
across political frontiers (Michalet, 1976). Some estimates even in the
1970s arrributed 70 per cent of US exports and 75 per cent of British
exports to intra-firm sales, planned and conducted by a central
management according.to its corporate global strategy.® As competi-
tion has intensified in world markets, large firms have merged or
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mounted takeovers, or else have negotiated joint ventures, even with
rivals, in order to spread the risks and to cut development costs by shar-
ing them. The result is that the ‘nationality” of a car, a computer, an
Overcoat of a man’s suit, an akrcraft or a television set is nowadays
rather unclear. Not only in international trade is there a lot of inter-
industry rrade — that is, Swedish cars being shipped across the North
Sea to Britain or France while French and British cars pass by in other
ships headed for Sweden — but there is also so much intra-firm trade
thar the ‘Swedish car’ (in the case of Volvos) may actually contain more
parts and components made outside Sweden than it coniains parts and
components made in Sweden. Clearly, the terms on which such parts
and components are supplied to the assembly plant — which again, as
with Ford or General Motors, can be in a country other than the com-
pany’s headquarters — are a matter of complex negotiation in which
tax advantages, labour union pressures, transport systems and market
destinations are some of the many factors affecting the transaction.

Against this complex and necessarily very abbreviated summary of
the factual background, let us now turn to consider the rival theories
and doctrines concerning trade in the world economy.

Theories of trade

There are three main schools of thought about international trade, but
none of the theoretical explanarions of why trade occurs across state
frontiers entirely fits the foregoing set of facts about world trade. Each
reaches a different conclusion about the proper role of the state as
regards the markets for goods and services that are traded inter-
nationally. Since what is ‘proper’ is essentially a political question, it
is no mere coincidence that these three schools of thought broadly
coincide with the three schools of thought about inter-state relations.

In the study of international relations the three are known as the
realist, the pluralist and the structuralist {Little and McKinlay, 1986,
Gilpin, 1957; Barry Jones, 1983). In international economics, they go
under somewhat different labels - mercantilist (or neo-mercantilist),
neo-classical or liberal, and Marxist (or nec-Marxist, or in Latin
America and other Third World countries, dependencia theories).
Reduced to the simplest essentials, the difference between the three
schools lies in the value that ought to be given priority and, conversely,
the defect of the system that mest needs correcting by the intervention
of political authority and the use of power — power to coerce, to
vmﬁmmm: or to persuade. The realists, or mercantlists, hold that in an
insecure world the most important value is security, Survival is the chief
aim of the state, and if a world market economy threatens.that survival,
policy should be directed to achieve whatever is necessary for
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the survival of the state. Social cohesion is the foundation of the state
and so it may be worth paying quite a high price in the sacrifice of
other values to achieve or to maintain that social cohesion, just as it
is worth a high price to defend the state against a foreign invader.

The liberals or phiralists hold the creation of wealth by the efficient

. combination of the factors of production to be the ultimate objective

of a materialist society. States as well as firms need wealth in order
to be powerful and to survive. So efficiency is the prime value. Policies
aimed at avoiding economic inefficiency should have priority and as
few restrictions placed upon the functioning of the market in order to
ensure the greatest creation of wealth at the lowest possible cost.

By contrast, the main concern of the structuralists, radicals and
dependencia school is with justice — or rather the injustice — of the
system. Correcting an unjust bias in the system has priority over other
values. There is a moral imperative, too, on political authorities in all
states to act positively now to correct the injustices resulting from the
way in which both the international political system and the inter-
national economic system have functioned in the past. One produced
colonialism and the other produced under-development.

. Inevitably, the difference over ends leads to great differences over
political means. And for this reason alone we can be mercifully brief
in outlining the main elements of the three theoretical schools. If they

‘are really more political and ideclogical than scientific — in the sense

that they do not proceed to their conclusions simply through the obser-
vation of objective facts — and if none satisfactorily fits with the facts,
then it is unlikely that any of them will prove an entirely reliable guide
to any student or scholar addressing specific problems or specific issues
cf trade in the world economy, whether these concern a particular pair
or group of countries engaged in trade or whether they concern the
states and enterprises engaged in a particular sector of the world
market economy. All the student of internarional political economy
really needs is to be familiar enough with the wnderlying concepts and
arguments of each school so as to be able to recognize them when
encountered in the literature or in debare.

Liberal theory is by far the most dominant among American and,
indeed, most Buropean and Japanese economists. Its central tenet is the
Law of Comparative Costs. This states that wealth for both trade part-
ners will be maximized if each specializes in the production of goods
or services in which it has the greatest comparative advantage. in a
two-country, two-product model, the law goes further and states that
if one of the countries is better than the other at producing both
products, then both countries will maximize wealth if the more effi-
cient country specializes in the production of that good in which it has
the greatest comparative advantage, Although there were forerunners
the eredit for formulating this concept is traditionally given to David
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Ricardo, the early nineteenth-century London financier. It was derived
from the same labour theory of value thar was also the foundation for
Marx’s ideas about the extraction by capitalists of the surplus value
contributed under capitalism by workers, incorporated in their product
and resulting in profit to the capitalist.

Out of a truly vast literature developed by nec-classical economists,
two important derivative arguments tmay be mentioned. One is Jacob
Viner’s theoretical defence of trade liberalization within an inner group
of countries. Known as the Customs Union theory, this explains that
the net addition to welfare/wealth from such an exclusive arrangement
has to be calculated by comparing the trade-creating effects of the
liberalization effected between them with the trade-diverting effects of
trade transferred from more efficient producers outside the group to
less efficient ones within it. If the sum is positive, the customs union
can be defended on liberal principles as a second-best solution to
multilateral liberalization,

The other is the Heckscher~Ohlin model elaborated by two Swedish
economists before World War I1. This suggests that the comparative
efficiency of countries in producing different goods is derived from
their differential endowment with the factors of production - capital
and labour. Trade between developed and developing .countries is
explained by the fact that the former are well endowed with capital,
the latter with labour. The different combination of factors will canse
capital-intensive products to be produced both for home consumpticn
and for export in one country and labous-intensive products to be
produced both for home consumption and for export in the other.

Much empirical work has since shown that this model does not
necessarily hold good. Wassily Leontief, in the 1950s, for example,
demonstrated the paradox that the United States — where labour was
comparatively scarce and dear and capital comparatively accessible and
cheap — actually -exported products that required less capital per
worker-year than goods imported into the United Srates. More
fundamentally than that, however, the liberal theory of international
trade makes the major false assumption that firms, especially large
firms, in planning production, and states in deciding commercial
policies, can both afford to disregard questions of security, and of
survival, in order to give priority to the most efficient allocation of
resources.

Realist theory, being based on the contrary assumption, does not
make that mistake. While liberal theory has dominated the academic

scene, realist theory has dominated the political one: more states in-the

history of the lasi hundred years have acted in accordance with realist
theory than in accordance with hiberal theory. Its basic assertion is thar
the survival and autonomy of the state is the prime objective of policy
but that the interests of firstcomers and latecomers in industrialization

do not coincide. While free trade may suit the former, the latecomers
will never be able to catch up in open competition. For successful
industrialization they will therefore need state intervention and
commescial protection. The realist case was forcefully argued by
Alexander Hamilton in the newly-independent United States of

- America, and by Friedrich List in Germany in the decades before

Bismarck united the country in 1870. The close links between govein-
ment and industry developed over the years by both France and Japan
were equally based on the common assumption that competitiveness
in world markets can be substantially assisted by government inter-
vention and the judicious use of protection, subsidy and other non-
tariff barriers, by the selective allocation of credit and sometimes even
by the suppression of competition. Pragmatism in the choice of policies
at different times and in different sectors is implicit in realist analysis.
As Dudiey Seers, a development cconomist recently converted from
liberal economic principles, wrote, ‘Policies . . . can only be derived
from national need, not from internationalist premisses about an intez-
national community which does not exise.”

Structuralist or dependencia theory also starts from the assumption
that the market is nor neutral and that history, and the uneven
economic development of different pares of the world have introduced
a bias against the developing countries of Asia, Africa and Latin
America. This bias is intrinsic to the system and therefore justifies a
redressive or compensatory set of policies assisting the Third World to
catch up and to become more equal trading partners with the
industrialized countries of North America, Europe and Japan.

Greater equality is the valve given priority, and the policies
advocated for the achievement of a New International Economic Order
in the 1970s all had this element in common; that they sought change
which would go some way to alleviating the inequality, whether by
commodity stabilization, by increased aid and easier credit, by
commercial preference or by the management of sea transport, as
explained in the last chapter. .

On these objectives and on the basic assertion of the intrinsic bias
in the trading system there has been wide agreement in developing
countries. The credit for articulating such a broad approach smust go
to Raul Prebisch, the Chilean economist who headed the UN Economic
Commission for Latin America and used the findings of the Haberler
Report of 1958 on the post-war trends in world trade to such effect.
It was Prebisch more than anyone else who used the facts regarding
the reiative decline in international trade in primary products, and the
asymumetric terms of thé marker for Third World exports and imports
to fashion 2 series of policy aims leading to the calling of the first

"UNCTAD in. 1964. But, theoretically, it has to be said that there is

rather a wide divergence of views among neo-Marxists, structuralists
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and dependencia writers about the ultimate causes of the inequality and
the dependence. One respected  structuralist, Arghiri Emmanuel
(1972), for instance, argues that ir is the relative immobility of labour,
reflecting the immigration policies of states, compared to the mobility
of capital, reflecting the interests of investors and banks, that is the
root cause of the disparity. The West Indian economist Arthur Lewis
(1978) put his finger more firmly on the original difference between
the productivity of labour in agriculture in Europe and in the planta-
tions in the tropics that produced low prices and low wages in Third
World countries, Yet others like Amin ( 1976) or Gunder Frank (1978)
see the economic imequality as the reflection of an imeguality
inseparable from a capitalist system susrained by the use of political
power, both nationally and internationally.

It 1s hardly surprising, as indicated earlier, thar different explana-
tions lead to, and legitimate, different policy prescriptions as to how
states should respond to the world market economy. The shortcomings
of all three main bodies of theory when set against the facts can now
be summarized. None of them, firstly, satisfactorily accounts for the
very marked structural convergence of national economies — and
especially those of the industrialized countries. All these countries tend
to produce the same mix of products and then to exchange them with

each other. Nor does trade theory account for the second stage of

structural convergence, which may be described as multinationa)
composite production.

Secondly, none accounts satisfactorily for the wide divergence of
policy responses among states and even among groups of states at’
similar stages of economic development. ¥ is not enough for
econonusts to dismiss such substantial differences as due to jrrational
decisions of various kinds by politicians, for there is more to it than
that, including economic factors as well as historical and geographical
ones,

The diverse performance of developing countries in -international
trade is even more striking. Empirical work explicitly inspired by
liberal trade theory has shown that import substitution policies for
industry, especially in Latin America, have been associated with slower
economic growth-rares and less competitive production and perfor-
mance than those achieved by the export-criented economies. But
liberal theory by itself does not explain why some LDCs felt confidence
enough in the first place to rake on the risks of export-oriented policies
and why others did not. The performance of the four East Asian Newly
industrialized Countries (NICs), for example, has never been satisfac-
torily explained on the basis of any of the main bodies of trade theary.
Even economists have ended up referring vaguely to the common factor
of Confucian philosophy as the basis for the active entrepreneurship
shown by Chinese and Koreans. &

Nor, finally, are the theories at all helpful in Qﬁmmium ﬁr.m wide
variation in the state-markets relationship concerning trade in different
goods and services. There are sectors that in other respects arc quite
similar but in which states intervene more purposefully in one than mr.m
other. Think, for example, of coal and oil, of sea transport and air
transport, of steel and aluminium, of textiles and clothes compared

“with radios and television sets.

In short, the common weakness of trade theories, whatever their
ideological bias may be, is that they seek to explain and to treat trade
i1 too great isolation. They do not sufficiently take into account the
impact on exchange relations between states (as on m.x.nvmnmm relations
between people) of the four major structures & political economy. If
such exchange relations are the result of variable influences coming
from the four structures, it is not surprising that the search for a
general theory to explain all trade links in the world economy proves
unrewarding and unsatisfacrory.

Attention to the facts of any one country’s performance and trade
policies, or to the trade patterns in any one sector of the world market
economy, reveals this very clearly, Firstly, %mwn is the .Em:m:nm. of the
security structure. Alliances and conflicts nﬁ&mnﬁ_% link or distance
trade partmers. Concern with state security reinforces other mm.nﬂomm —
such as income distribution and consumer demands — Fm.&ﬁm o a
convergence in patterns of industrial ﬁnon_zoi.om. Ir is a striking fact
that the same basic industries, 2ll considered vitdl for defence reasons,
have beeri nurtured whenever necessary by the governments of leading
industrialized economies {Sen, 1284). , . .

Secondly, there is the influence of the production structure in which,
as explained in Chapter 4, all industries have experienced ﬁrm increas-
ing capital cost and decreasing :mo-nx@mnﬂm:n& of plant, n.wmn.rEmQ and
often the products themselves. The shoriening span of time before
obsolescence sets in impels all producers of goods and services ro mwnw
wider market outlets and quicker profits than they can hope to m_.Bm_
within national economies. This imperative of industrial producticn
brings more and more firms, and more and morte states into the world
markets. It is also the reason for the trend to co-cperation agreements
between rival enterprises, particulasly in the development of mrm next
generation of a produci or service, when this is likely to Emww gnnwm:m_m
both en financial and human resources beyond the capability of any
single firm to sausty. . . y

Thirdly, there is the financial structure in wm:,.r. 1ts aspects, that is
te say, as a structure in which national currencies co-exist but are
exchangeable and as a structure within which ﬂ.m&.: i5 Qm.mﬂom both by
banks and governments and is highly mobile internationally. The
dmpact of the financial structure on trade rm.«” for too _osm. vnw:
obscured or overlocked as a result of specialization by economists in
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either trade or money. The realization has been slow to dawn that the
two must be taken together. A poor performance in trade can easily
be the result of an exchange rate pushed higher by the inflow of
mo:w_w:.g mnternationally mobile capital — the experience of the United
States in the years 1982 to 1986 is a classic example. Conversely, a
weakening market in one sector of the world economy could cause a
country’s trade balance to deteriorate, and the supply of new foreign
_nmﬁ:m: to dry up, with the result that, in order to finance essentia
mvestment and perhaps government spending, a deflationary monetary
ﬁo:n%. becomes necessary just when other indicators call for the
opposite strategy. In the years 1985-7 Nigeria and Indonesia had such
an experience as oil exporters.

The instability and the uneven growth recorded in trade statistics
over the century have been primarily a reflection of the uneven creation
and mﬁmm_m_&ms\ of credit in the world marker economy. All the boom
times in world trade have been times when credic was being freely
created by banks or by governments, or both, and made available
internationally either directly or through international capital markets.
All ﬂr.n slumps have followed a drying-up of credit, sometimes due to
the diversion of credit flows from international to domestic capital
Eml.moﬂm - as in the United States in 1928, when the flow of short-rerm
credit to Europe was diverted to Wail Street, or when US banks, from
m.voc.m 1984, began prudently diverting their capital from the interna-
tional loan markets to rebuilding their own capital-asset ratios, thus
exacerbating the credit-famine already hitting the Latin American
ﬂ_.mg,..o». countries. Trade theories have been slow to see that the protec-
tionist responses made by governments in such situations were the
symptoms of financial disorder, not the cause of depressed trade.”

Lastly, the impact of the knowledge structure on world trade has
already been implicit in the point about the accelerating rate of
technological advance and therefore of the obsolescence of products
and of production processes. But there are other effects t0o. There is
a n_omw correlation between the availability of knowledge through
mm:.nmdo: and performance in export trade. Taiwan by 1987 had built
up s monetary reserves through sucecessive years of trade surpluses to
$62 billion, and had one of the highest proporticns in the world of
its population in full-time education. African countries have much

lower percentages of literacy and this is an important [imiting factor

in their ability to export successfully, .

There are also the trade effects of the ways in which knowledge has
been made accessible for industrialization. The patent system
developed in Europe and the United States in the nineteenth century
wEwOm&.om Japan a cost for the acquisition of their industrial know-
r.oé cqr_.nr the country was siill repaying in the 1970s. But, by that
time, this particular aspect of the knowledge structure was being
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changed by the large transnational corporations who, to preserve their
own market positions against their competitors, were increasingly
internalizing technical knowledge acquired in their research and
development divisions, and spending more on security systems to
prevent industrial espionage {rom robbing them of its possession. The
efficacy with which, in this new structure, knowledge could be kept
from would-be competitors among the LDCs was subject to much
more variation by sector and by country than the old system of
technolegy transfer; and so, in consequence, were their prospects as
exporters of manufactures.

Much of the above is only common sense. But the net result is that
because the impact of any one primary structure on the trade prospects
of any one country at any one time will vary so much, the combined
effects on that country of all four structures, some being favourable
te it and others unfaveurable, will vary even more. No two countries’
prospects — its opportunities and its constraints, the costs and benefits
-~ will be the same, and even the same country’s prospects will change
with changes in global structures. Conseguently, its competitiveness in
the market and its bargaining power outside the market with, for
example, a powerful transnational corporation interested in investing
in new plant in the country, or again, outside the market, its bargain-
ing power with the governments of other states will together determine
its place in the trading system. To take one example, a large counver-
trade deal worth some $4 billion exchanging Nigerian oil for Brazilian
sugar and manufactures was negotiated in the mid-1980s. The incen-
tive obviously came from the credit in the financial famine hitting both
debtor countries and from the surplus capacity in relation to demand
in the world production of both crude oil and sugar. Although it was
deplored as discriminatory — which of course it was — the deal proved
attractive partly because of the size of the domestic market which each
was able to offer to the other. Third parties who deplored it were
unable to prevent it since countertrade, long-practiced and tolerated in

 East-West trade, was by then proving an important escape route for
many countries afflicted by scarce resources of foreign exchange.

Intarnational organizations

This point about bargaining power in determining the terms of
individual international exchanges, and about bargaining power itself
being a complex outcome of multiple factors emanating from the
primary structures, can be usefully applied to the recurrent questions,
“Who governs?’ Is it markets, or states, or international organizations?
Have the latter so ‘embedded’ liberalism in the trade structure, as
-Ruggie has argued, that states are really constrained by the rulebooks
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in mrmmn exercise of bargaining power — political and economic
(Ruggie, 1983)? How far is the trade structure of the world economy
dependent on governments’ contimling suppost or on the multilateral
agreements reached through international organizations like the
O}T_;Hm The answers call for some clear thinking about the exace role
of nternational organizations and their relation to srate policies,

ﬁ.ﬁmﬁ:ﬁ it must be remembered that, in making agreements and
setting up international organizations, states have had multiple objec-
tives, often mutually inconsistent. They have agreed and co-operated
to make some trade — as for slaves, or narcotics - - Hlegal; or to
severely punish interference with trade, as by pirates. They have agreed
1o co-operate in denying trade to enemies or potential enemies, as in
OOOOE. They have persistently chosen to discriminate in favour of
associates, and in consequence against others, both in groups, as in the
European Communuity, or Asean or Carifta, and bilaterally as in the
US-Israel or the US—Mexican trade agreements. They have agreed to
co-operate in liberalizing trade on a non-discriminatory basis, as in the
GATT. And they have agreed to discuss policies on trade and develop-
ment that might benefit less developed countries, as in UNCTAD. And
the m.m_ﬁon.mmrw:m fact is that some states subscribe to almost all these
orgamzations except the regional snes from which they are excluded.
The notion that international organizations relating to trade are based
on @ liberal consensus is therefore a £T0SS cmﬁr&.ﬁ?@m&&ox. The
states that are members of some organizations profess a commitment
to liberal principles for trade, but that is another maiter,

Secondly, the objectives of international trade organizalions are set

by the most powerful state in the group or on the basis of a bargain
between two or more powerful states. That state or group of states will
therefore set the limits to the co-operation to which they commit
ﬁrnEm.m?mm through the organization. The objectives of the GATT as
PA@EE& above were set by the United States, reinforced by the
wartime bargain struck with Britain. It is also wpportant o remember
that they were also constrained by limits set for the Administration by
the Congress. It was the US Senate that, by refusing to rasfy the
M..Hmﬂmzm Charter for an International Trade Organization, was respon-
sible for the executive agreement initiated by the Trusan Administra-
tion and later known as the General Agreement on Tariffs and Trade.
And the processes adopted by the High Contracting Parties (as GATT
members are formally known) were set within limics laid down by the
Congress in the Reciprocal Trade Agreement Act of 1934, This for the

first time gave the President power to negotiate commercial agreements -

m:n_.wmenwodﬁF o.m the Congress — bur only on condition that these were

paid for’ by reciprocating concessions and that tariffs would be cut by

no more than half, :
Champions of trade liberalizarion through the GATT have described

the system as resting on ‘four pillars’. As described by the Curzons,
these were: {1) the principle of non-discrimination (and thus the no-
new-preference rule for European imperial trade relations); (2} the
most-favoured-nation principle applied multifaterally, so that conces-
sions made for one applied to all; {3) the principle of recriprocity
applied multilaterally so that through multilateral bargaining country
A’s concession to country B could be ‘paid for’ by a concession from
country € — who would in turn hope te be repaid with another
concession from country B, D, E, or F, etc. The fourth and final pillar
on which the whole agreement rested, was a general acceptance of the
trade exceptions and escape clauses by which, monitored in the forum
of GATT meetings, states under certain circumstances could depart
from the three first general principles. In practice, of course, the
loopholes could be (and were) used by the United States for itself or
on behalf of its allies as national interest dictated, so that the structure

supported by the pillars was not nearly as stable and unchanging as

the metaphor implied. The third point to remember, therefore, is that
international trade organizations’ role and impact have consequently
tended io change over time and to reflect the changing priorities and
concerns of its most powerful member state or group of states.

The record of GATT has been full of contradictions and anomalies.
The first. pillar of non-discrimination, for examnple, was perhaps the
maost oddly interpreted. In order to foster the economic recovery of
Western Europe (which, in the cold war, the United States badly
needed for strategic reasons), the Americans immediately atlowed the
Western European countries to discriminace against US exports by
applying quota and licensing restrictions against them. And, because
Britain found itself in financial difficulties after the war, the United
States allowed the sterling area to apply discriminatory exchange
controls which proved much more effective as trade barriers against
dollar imports than the imperial preference tariff structures to which
the United States had so bitterly objected in the wartime negotiations.
American assistance to the Furopean countries was also made condi-
tional on their collaboration with the United States in a major strategy
of trade discrimination — the strategic embargoes on trade with China,
the Soviet Union and East European countries enjoined on the US

. gavernment by the Bartle Act of 1951 and enforced through the
-multilateral COCOM organization.

Even. between GATT members, there were big loopholes in the
network of rules. One major one was the freedom to use increased
tariffs for balance of payments reasons. Another was the waiver
procedure allowed for in Article 25 of the GAT'T, which was used both
to allow trade discriminarion by the Furopean Coal and Steel
Community (ECSC) and later by the European Economic Community
(EEC). It was also used by the United States in 1954 onwards 1o allow
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restriction of trade in agricultural products. Yet another was Article
12 on ‘the difficulties in particular sectors’, which allowed suspension
of tariff concessions in special circumstances provided it was on a non-
discriminatory basis. And there was Article 6, which allowed defensive
levies to be put on imports considered to be dumped (i.e. sold below
the home price), to the detriment of the importing countries’ domestic
producers. Mostly, these loopholes were vsed by the United States, or,
with its agreement, by other allied industrialized countries to suit their
own economic interests. About the only time the rules were altered to
offer special tariff preference to the developing countries was under the
so-called Generalized Special Preference System (GSP). This was rather
reluctantly accepred by the United States, Europe and Japan in 1971
as a result of continued pressure for developing countries. But it was
so hedged about by gualifications and restrictions that its practical
importance has been negligible (MacBean and Snowden, 1981).
The fourth and Jast point is not so much a general observation as
a ‘DIY” or ‘how-to-do-it’ point. It is that, in order to assess realistically
the prospects of any international trade organization {or any set of
negotiations conducted througk it, such as the Uruguay Round, for
instance), the important point to start with is the exteni and the limit
of the bargaining power of the most important state or states. The
United States has dominated and directed the negotiations in the
GATT, for example initiating the Multifibre Agreement negotiations
and first blocking and then accepting under limits the GSP. It has been
able toc do so partly because of its mmplicit bargain with its
NATO/CQECD allies thar gave it a free hand in monetary management
and trade negotiations in return for a nuclear defence umbrella; and
partly because of the bargaining power conferred on it by its control
over so large and rich a domestic market. Access to this prize was so
valuable to the other industrialized countries and to the developing
countries that, like unrequited lovers, they have again and again turned
a blind eye to reinterpretations of the original bargain rather than be
barred from it altogether. In the 1980s, however, European and
Japanese firms have taken a leaf out of the American book and have
literally sought access to the US marker by establishing, either by
investment or by takeovers, bridgehead-affiliates within ‘the United
States. These moves reduce somewhart the bargaining power of the
United States by giving foreign firms more possibilities of flexible
response to US protectionism. At the same time, the unilateralist trend

m US trade policy towards repeated reinterpretations of what |

constitutes dumping or unfair competition or serious injury to domestic
industry closes néw gates to the internal market, and thus reduces its
value in inter-governmental bargaining (Winham, 1987; Destler,
1986). . ,

It may also be that, despite the Ecbngzm of another trade round of

negotiations, the real significance of such :mmwm.mmﬁ:m for many of the
important participants in trade is actually diminishing. >m trade moves
into intra-industry and intra-firm wade, the level of tariffs or quotas
merely means that the firm rather than the government reaps the
benefit of the higher prices made possible by restricted supplies. When
the location of production of components and therefore Hw.m flows ﬁ.um
intra-firm trade are dictated by companies, government restrictions will
be only one variable in their decision-making. The negotiations may
still be important for exporters in developing countries; but, as the
record of UNCTAD proposals and North-South discussions on trade
have repeatedly shown, the bargaining power of %m Group o% 77 has
been sufficient to wring more than token concessions from either the
United States or, despite protestations about the Lomé >mamnim:nq
from the European Community or Japan. >smm%mm.& on the basis of
bargaining power, it looks as though the LDCs with m.mnmm markets,
stable governments and educated work-forces can improve their
trading prospects by negotiation with foreign corporations Smrow than
by fruitless lobbying in inter-governmental organizations. For those
without such bargaining strengths, however, the slow erosion of the
multilateral trade ‘regime’, such as it was, may spell rather narrower
prospects and more limited opportunities.
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The fifth factor

m,o.a all developed economies, whether planned, mixed or market-
oriented, energy is a vital factor of production. The basic industries in
every modern economy - steel, chemicals, engineering — all need large
mmputs of energy, whether this comes from oil, coal, gas or nuclear
power. Nor can any modern economy function without transport.
Road, rail, sea and air transport are all heavy users of energy. And when
there is a breakdown in the supply of poewer to homes and factories, a
modern society comes almost to a standstill.

The classical economists identified only three factors of production —
land, labour and capital. This was natural enough in economies where
most wealth came from the land, and where most people were still
employed either m farming or its allied rrades, as Blacksmiths,
wheelwrights, carpenters, thatchers, coopers, etc. Yet even at the time
when Adam Smith and David Ricardo were laying the foundations of
modern economics, they really should have counted two more impor-
tant factors: technology and energy. Even then, in agriculture; the
wealth produced by a given combination of land, labour and capital
could be substaniially improved with the further addition of technology.
Even before the Agricultural Revolution of the seventeenth and eight-
m.mmmr centuries, the productivity of land and labour had been substan-
ﬁm:% raised in North-west Europe, by all kinds of technological
improveinents — such as the iron ploughshare, windmills and water-
mills, better drainage of wet lands. Al required not just capital, but
know-how. Later, laying the economic and financial foundations for the
Industrial Revolution, had come the four-course rotation systemt
woﬁ:_mlwm& in England by “Turnip’ Townsend, and the improved
uznmaonw breeding methods made possible by the enclosure of common
ana.

Hand in hand with the technology that contributed 1o greater wealth
went an additional input of energy. According to Cipolla, before the
Industrial Revolution, 85 per cent of the energy used in the whole world
came .maoE muscles — the muscles of men and, increasingly in the richer
societies, of animals (Cipolla, 1962). Even the Doomsday Book,
Q.un:u:mm by William the Congueror in eleventh century England as an
aid to better tax-collection, recognized the tmportance of energy as a
factor of production. Recorded in it are the number of oxen — they
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were then the main draught animals -—— kept in every English village.
Later, when the technology of harnessing horses — easier than oxen to
feed and keep through the long hard winter —— was mmproved, the
productivity of land was raised enabling farmers to raise and keep more
horses, while waterpower and windpower could be used instead of

animals for grinding corn into flour. Thus, energy in its prinurive forms

was an essential factor in the Agricultural Revolution.

That energy was also an essential factor in the Industrial Revolution
is something every schoolchild knows. The steam-engine replaced wind-
mills and watermills in industry and allowed workers to be concentrated
in cotton and woollen mills where the new machines, financed by
capital, could turn out bales of cloth instead of yards. Steam engines had
first been used in mining, and were later adapted to produce the railway
engine. And steam required coal. So it was that the geographical pattern
of industrialization in nineteenth century Europe closely coincided with
the geological distribution of coal beneath the ground. Industry grew up
in the Midlands and the North of England where there was plenty of
coal, not in the South, It developed in the north-east of France, not 1n
the south-west, for the same reason; and in the Ruhr and Silesia in
Germany, not in the northern plain. Jtaly, which had led Furope in
technology and weaith in the fifteenth century, now found itself
handicapped by two tremendous disadvantages: political disunity and a
lack of coal. In Italy, as in Greece, people stayed longer on the land and
industrialization really hardly got going until after World War J.

By then, states had come to recognize the importance of energy
supplies for their security. France’s insistent demands for reparations
from Germany in 1218 were made on the grounds that the bleody four-
year struggle in the mud of Flanders had destroyed or made temporarily
unusable the large coalfields of north-eastern France. Such a loss called
for compensation. Germany must pay — and in coal as well as money.
They should cede the Saar coalfield to France. But this demand was one
that cut clear across the principle of self-determination proclaimed by
President Wilson and generally accepted by the Allies as the legitimate
reason for breaking up the old Austro—Hungarian empire and setting up
the new states of Czechoslovakia and Yugoslavia — and for that matter

the Baltic states of Estonia, Latvia and Lithuania wrested from Russia

in the wake of the 1917 Revolution. But the entire population of the
Saarland was German-speaking. The objective test of nationality used
by frontier commissions throughout post-war Lurope was language.
President Wilson was so cutraged by this French demand that it was the
one issue that nearly broke up the whole Paris Peace Conference. The
captain of the presidential ship at Le Havre was ordered to get up steam
and the President threatened to leave Paris and return home in disgust.
But diplomacy prevailed and the result was a Franco-American
compromise thai made the Saar a League trust and aliowed a (French)
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League of Nations commissioner to administer the Saar as part of
France for fifteen years, after which a plebiscite was to be held te decide
its future.’

Just to stress the point that possession of coal as a vital source of
national energy for industry was by then recognized as a major objective
of foreign policy, there was one more issue at the Paris Peace Conference
in which concern with coalfields became a hot political issue. The
coalfield was Silesia. It lay awkwardly, partly in Poland, partly in
Germany and partly in Czechoslovakia. Perhaps fortunately for the
legitimacy of the Commission entrusted with mapping a new frontier
between the three states, the national identity question was extremely
confused, with haphazard pockets of German and Polish-speaking
people making it impossible to draw a neat frontier on the basis of
nationality. The defeated Germans, however, remained convinced that
once again the veil of Versailles legitimacy had been used hypocriticaily
to deprive them of an important industrial resource. France’s reoccupa-
tion of the Ruhr coalfield in 1923, when Germany, in the throes of
hyperinflation was unable to keep up reparation payments, only served
to confirm these suspicions.

Nor did this perhaps simplistic notion that coal was necessary to
naticnal industry, and industry — especially steel — was necessary for
military power quickly disappear. During World War II, Roosevelt’s
Secretary of the Treasury, Henry Morgenthzu, came up with what he
thought was a radical solution to the ‘German problem’. ‘Pastoralizing’
the industrial areas of Germany and closing down the Ruhr coal-mines
would rob Germany of any possibility of starting yet another European
war and, for the third time, dragging in the United States. Without
German coal there would be no German heavy industry; without heavy
industry, no powerful German Army and therefore no temptation to
bully or threaten neighbouring states to the east, south or west: QED.
But Britain, the exiled governments of Europe and wiser American
heads knew better; they saw that such a post-war strategy would also
impoverish Germany’s neighbours. It would undermine and delay
economic recovery throughout Western Europe, and incidentally would
also leave Germany defenceless against a newly powerful Sovier Union.
The Morgenthau Plan was dropped. o

Even after the war, when both navies and armies were using oil, not
ceal, and oil was already a key issue in international politics, the obses-
sion with coal persisted. Once again, France tried hard to wangle a
takeover of the Saar coalfield, swiftly acting to lure the Saarlanders to

forget their language and cultural ties and vote for French rations rather -

than scantier German omes. Meanwhile, Brirain came up with a
proposal for an International Ruhr Authority to oversee post-war use of
this vital energy resource. Both moves led 1o diplomatic trouble, and
both were only resolved by the inspired suggestion from Robert
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Tabie 9.1: World consumption of energy by source

Qil Natural Coal Hydro MNuclear Total
gas
1979 45 18.4 28.5 5.9 2.2 100
1981 42.4 19.3 29.2 6.2 2.9 100
1983 40.3 19.2 30.3 6.8 34 100
1984+ 39.3 19.7 30.3 6.8 3.9 100

* Estimated . \ ) .
Source: Union des Chambres Syndicales de Dindustrie du Pétrole, Llindusirie

Francaise du pétrole 1984, Paris, p.28.

Schuman in 1950 for a European Coal and Steel Community and a High
Authority with supranational powers. This would not only settle wrm
question of who owned and controlled the coalfields but, by removing
50 old a bone of Franco—German contention, would make war between
them impossible (Diebold, 1959). .

As things turned out, the ECSC never proved such a pathbreaking
initiative as Schuman had hoped. The High Authority never fully
succeeded in replacing national governments in the management of
either industry. Its neo-functionalist assumption that the mﬁm.ﬂ E.Dcmn_
generate European loyalties strong encugh to bring wor@.nm_ union in by
the back door, so to speak, were over-optimistic. Political union was
resisted - and'not only by France under General de Gaulle. The Euro-
pean Economic Community of the 1960s remained by commen consent
a loosé confederation or association of states, most effective when
united against a commeon external threat. .

But the reason why the European Coal and Steel Community no
longer held centre stage by the 1970s was much more economic than
political. By that time, oil had taken the place of coal as the o.._u_o,nﬁ. of
national strategy and international diplomacy. Energy was still ‘high
politics’ — but energy came from a different source. And until the North
Sea oilfields were developed, all the European states no longer
controfled within their own frontiers their chief source of industrial
energy, but were all in the same boat as net importers of ¢il and gas.

" Where most coal hiad been produced and consumed on national markets

oil, as the new major source of energy, was being produced and sold on
a world market. (Poland, stiil a major exporter of coal today, was one
exception to this general rule.) The politics of how this was done, the
terms on which it was acquired, the means by which it was discovered
and marketed were matters of international political economy rather
thap international diplomacy and foreign politics. fn other words, the
domestic policies of the states concerned came newly into the picture,
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as did the conditions of the market and the nature of the major market
operators,

What distinguished oil from: coal as a source of energy and therefore
one of the five prirary factors of production in an industrializing world
economy was that it was so much more mobile. This is an important
point, for one of the features of the global economy is the unequal
mobility of different factors of production. In the days of coal, energy
was largely immobile. Land was also immobile, though it could be
acquired by conguest or, occasionally, by purchase. Labour was only
partly mobile: it was more mobile beforc World War I than afterwards,
.érm: the United States and others began to close their doors to new
immigrants, and when economic as well as political factors brought the
practice of buying slaves and bringing in cheap and indentured labour
to a virtual end. It became more mobile again from the 1960s onwards
when legal or illegal gastarbeiter were recruited to work at more menial
jobs in Europe and America. In the days of coal, capital was mobile,
but, like technology, it became very much more so in the oil age with
the improvements of transport and communications systems and with

the global integration of international capital markets and banking

systems. On balance, therefore, onz might say that the relative ease with
which oil could be moved across continents by pipelines and across
oceans by supertankers reinforced a net increase in the mobility of the
major factors of production. But, as consideration of the main sources
of energy in the world economy today will show, being more mobile
does not mean that it is any less political; only that the politics become
transnational. :

Facts and theories

Fortunately, unlike trade, the analysis of the political economy of the
world’s energy supply is not obscured by a lot of obsolete economic
theory. On the other hand, it is a still largely undeveloped field. Until
well after World War 1I the acknowledged experts on coal or oil were
people working in or advising either corporations or national govern-
ments. They were essentially practical people working on particular
probleins, not academics in search of a general theory. Even roday,
experts in o1 and energy maiters, whether they are workiag in business
Orin government, are not particularly worried about theory. Their main
attention is on the short-run prospects for the market — a volatile and
unpredictable market -— and with the question of how governmenrs and
corporations can best respond. The economic theorists, on the other
hand, are not much drawn to applying theory to energy markets, They
can see that these markets are highly susceptible to sirong forces that are
essentially political. For instance, the ‘oil shock’ of Ociober
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1873, when prices in the market were quadrupled almost overnight,
coincided with, and could hardly have happened without, the Seven
Days War between Israel and her Arab ncighbours. War or the threat
of war in the Middle East is a marker factor difficult to incorporate in
any economic theory. Even in 1987, the possibility of conflict spreading

Arom the Iran-Iraq war into the Persian Gulf and affecting oil supplies

from Kuwait as well as from Iran and Iraq was the main factor raising
the 0il price in a few months by 23 per cent from below $15 a barrel
to over $20.

Nor, on the whole, have general theorists in political science or inter-
national relations had much to contribute. Those who have written
about the oil business in political terms have often come to it as experts
on Middle East politics. This is obviously one indispensable part of the
picture. But it is not the only one. Political line-ups in the US Congress,
for example, or in the Politburo, can be just as important. And,
although it is clear that state policies with regard to energy are much
concerned with the question of energy security, the political theorists
who work on security matters still tend to chink of strategy as something
pertaining mainly to military security, to defence policy and not to
energy policy. The concepts and methods of strategic studies {and for
that matter of the mirror-image, peace studies) are not easily applied to
the political economy — rthe who-gets-what-and-why — of the world
energy system. In short, it seems to be a classic case of the no man’s land
lving between the social sciences, an area unexplored and unoccupied
by any of the major theoretical disciplines.

What is needed — since the politics and economics of energy in an
industrialized world economy are obviously s important nowadays —
is some analytical framework for relating the impact of states” actions
on the markets for various sources of energy, with the impact of these
markets on the policies and actions, and indeed the economic develop-
ment and national security of the states. Because of the subject’s impor-
tance, there is no lack of facts to draw on. The bibliographies of
published material, books, journals and current news articles on oil,
gas, coal and nuclear power -— not to mention the ‘alternative’ energy
sources of wind, waves, solar energy, etc. — are already vast. The
problem is one of selection: what to lock for in the haystack of facts and
opinicns. As E.H. Carr observed about the writing of history, the ques-
tion is like the fish displayed on the fishmonger’s marble slab. Which
fish curt of all the thousands swimming in the oceans are selected, caught
and sold? There has to be some reason, or set of reasons for selecting
certain kinds of fish, or certain specific facts, and rejecting others. How
that selection should bé made so as to answer the kind of political
economy questions raised in this book can perhaps best be suggested by
a short historical réview of the stare-market fteraction over the past
fifty years in the supply and demand for oil. We can then return to
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look for the comparable facts in the other energy sources, to see how
they suggest similar or different answers to the basic questions.

To do all at once would be very complicated and probably confus-
ing; and oil is by far the most important energy source in the world
economy. It is therefore the one that most affects the demand for and
use of the others. When oil gets dearer, or its supply uncertain, state
policies smile on coal or nuclear power; but when oil looks plentiful
and cheap, those policies tend to cool. Both the dominance of oil and
the greater volatility of oil markets are easily seen from the facts.

For, while some of the facts about energy — the extent of reserves
of non-renewable energy resources, for instance — are subject to
expert disagreement and constant revision in the light of changing
costs and prices, there are some facts of geology and economic history
concerning oil that are unchallenged. One is that the accidents of
climate and rock formation have distributed oil reserves — and
reserves of coal and gas — very unevenly underneath the surface of the
earth. Over 52 per cent of the known reserves of crude oil in the
world in the mid-1980s were in the Middle East. Over 40 per cent of
the known reserves of natural gas were beneath the Soviet Union and
Eastern Europe and by far the largest reserves of coal in the world
were in the United States (28.7 per cent) and the Soviet Union {27.7
per cent). Although new discoveries can still be made, the broad
orders of magnitude of these uneven resources of coal, oil and gas are
unlikely to change substantially.

The other fact about oil is that taking it out of the ground is cheap.
Of all the sources of energy, the cheapest is Middle-East oil — a fifth
of the cost, on average, of North Sea oil and perhaps as much as forty
times cheaper than getting oil from the tar-sand beds of North America,
or of imported liquefied natural gas. This economic fact explains the
dominant position of Middle East oil in the world energy system. In
1984, nearly 40 per cent of energy consumed in the world was derived
from oil, and 33 per cent of that came from the Middle East. The
proportion coming from oil was less then than it had been in 1979 when
it had accounted for 45 per cent of the total, but the Middle East was
still by far the most important source of supply. :

The historical facts are also important. First, that the rotal world
demand for energy in the sixty years 1925 to 1985 increased by a factor
of about five — far more than the demand for food, or steel or any other
raw material. Over that same period, demand continued highly nneven,
the demand from the industrialized countries far exceeding that from
Africa or even Latin America, and the demand from Nofth America
being far greater than that of all Western Europe, the Soviet bloc, or
Japan.. . :

It 1s also a fact that, in all the industrialized countries, there has not
been a constant relation between the input of energy and the output of
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Table 9.2 World oil production®, 19731985 (barrels daily)

World OPEC QPEC/world
Yo
1973 58.5 3t1.3 53.5
1974 58.6 311 53.0
1975 55.7 27.5 4%.4
1976 6011 31t 51.7
1977 62.6 31.7 50.7
1578 63.0 30.3 48.0
1979 63.8 31.5 47.8
1980 62.7 27.4 43.7
1981 59.4 23.4 39.4
1982 57.0 19.9 35.0
1983 56.7 185 32.6
1984 57.8 18.3 31.8

1985 56.5 16.5 29.0

* Including narural gas liquids.
Source: Mikdashi Transnational Oil, p.65

Table 9.3 World oil refining capacity by region, 1975-1982 (m.m.t.)

1970 1975 1980 1982
North America 858 1,063 1,248 1,081
Europe : 795 1,085 1,123 1,009
Soviet Union 304 420 525 575
Asia 446 683 1,123 1,009
South America 1406 187 214 211
Africa 33 64 : 11% 118
World 2,617 3,545 4,114 3,884

Sonrce: United Nations

industry. In other words, the efficiency of energy use in transport and
in industry has substantially increased even while total demand was siill
growing. This has been most marked in the years since the big oil price
rise of 1973, and perhaps most marked in Japanese industry. But, even
in the United States, the fnost profligate oil consumer in the world

picture, the ratio of energy used to gross domestic product fell by about .
- a quarter in the decade after 1975. The credit can be shared between

the market that put the pressure of higher prices on the users and
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governments that used conservation policies to make it still more attrac-
uve to use energy more economically,

_ One final historical fact is worth emphasizing. It is that over the last
m_w.mm: years there has been substantial divergence between the ‘real’
@dnm.& oil and its nominal price. While the nominal price, denominated
Ammloz mostly sull is) in US dollars, went from under $4 in the early
1970s to $34 and over in 1979, the inflation and the consequent
depreciation in the value of the US dollar meant that the real price rose
only to about $15. And, thereafter, as US monetary policy tightened
and the dollar strengthened, the fall in the real price of oil was not
.:nml.% as precipitous as the fall in the nominal price. Bearing these facts
in mind, let us now lock ar the relationship of states, markets and the
oil corporations as they have changed historically over recent tirnes.

Companies, governments and markets

ﬂo<m53obnmu companies, markets: these are the three key players in the
o;. v:m:.ﬁmm game. For the most part, in political economy, it is
legitimate — and certainly convenient — to simplify the concept of an
authority—market nexus by talking in shorthand of the state-market
relationship. But, in oil, the most important authority has often been
not the state, as represented by the national government, but the oil
company or a group of oil companies effectively managing the market.
And both companies and governments have been, at different times and
to different degrees, at the mercy of the market: -

In the early days of the oil business, that market was for all practical
purposes an American one and the only government that counted was
that of the United States. The technology of oil was such that a well
drilled into the earth could draw crude petroleum from an underground
area much larger than the surface area of the concession. United States
laws, based on mining for coal and metals, assumed that a concession
granted to an entrepreneur would, while it lasted, be exclusive. But it
was not: adjacent concessionaires drew on the same pool: quick
exploitation and quick sales maximized profits. The first result was cut-
&.:.‘om.ﬁ competition in the market between neighbouring conces-
sionaires, leading to velatile prices and the vulnerability of weak
entrepreneurs to stronger cnes. John . Rockefeller’s secret in the oil
game — a secret later shared by all the big oil companies - was to see
the strength to be gained from vertical mtegration, The cut-throat
market soon gave way to the Standard Oil trust. The political backlash
to that, in turn, Brought in the US government with decisions of the
.mcﬁnnﬁn Court in the 1890s to make inter-state oil business illegal, free-
ing the market to match oil supply to growing demands..

The national phase of the game ended with World War 1. That had
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demonstrared the need of all armies and navies for supplies of oil and
had accelerated the oil-using technologies in transport and industry,
especially chemicals. It had also brought about, or hastened, the demise
of the Ottoman Empire and its replacement in the Middle East with
wealk states like Syria, Iraq and Palestine that the victorious Allies

.decided should be ‘mandates’ under the supposed supervision of the

League of Nations. Their governments were 1n no position to contest
the extension of the conceprt of il concessions to much larger areas than
the pioneer oil concessionaires in the United States had had. (The first
of these, the D’Arcy concession, had been given by Iran in 1901 to one
of the founders of what later became Anglo-Iranian.) A large conces-
sion meant that there was less danger of competitive exploitation of new
finds of oil and cut throat marketing to sell the oil at anything above
cost before the reserve was exhausted.

Thus, the second phase of the game was dominated by the companies.
The concession states were poor, so poor that they were grateful for the
small rewards in the shape of royalties on cuiput that companies
offered. And they were powerless, for lack of finance and know-how
and marketing outlets, to take over the business for themselves. The
censumer governments were indifferent to what went on so long as their
own interests were not jeopardized. Britain and France were only
concerned to keep any other major state out of the Middle East and to
keep their respective spheres of influence. (In 1916 they had even drawn
an invisible frontier, the Sykes-Picot line, dividing the post-war spoils
between themselves.) Their only other concern was to secure their
strategic oil supplies in case of war. This same concern brought the
Republican Coolidge Administration in the late 1920s to suppert US oil
companies’ claims to share in the concession game in the Middle East
— a share which their market size and wealth caused ro progressively
grow. QOtherwise the US government was not too concerned about the
authority exercised by its powerful oil companies over the international
trade in oil so long as this did not compromise the antitrust rules and
the concessionary regulations imposed on the US domestic market.

-For almost fifty years, therefore, the international market was
vireually at the mercy of the Seven Sisters, as the major oil companies

 came to be called. Only that part of the market supplied from oil

production in the Soviet Union and Mexico -— the first example of selec-
tive oil nationalization in 1938 — lay beyond the reach of the big oil
companies. Vertical integration, putting all the operations from
exploration and drilling for crude oil, through transportation, refining
and marketing direct to consumers, made these big companies rich. And
wealth made them interested in staying rich by restricting competition
on everything but price. The group effectively coordinated pricing of

" various grades and types of oil in relation to an agreed ‘posted price’ for

Saudi Arabian crude. The rulers of these oil states had little or no say
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over the rate of oil extraction, over the production processes or over the
marker moH. oil. It was the companies who could decide to burn off gas
from an oilwell, to carry it by pipeline to their own terminals, to load
it into tankers under their control and sell it at prices determined h

them and the other majors. ’

World War :. may have brought big changes in the balance of power
between states in the Middle East, but it brought little change in the
balance of power between companies and oil-producing states. Britain
and France effectively retreated from the Middle East, leaving Israel and
the Arab neighbouring states in an uneasy and unstable situation of
_..Enmmo?mm_ n.ommmnm. The United States, more acutely aware than ever of
1ts strategic interest in the area, at first tried under Truman and Dulles
to v.EE it into a global alliance system aimed at the containment of the
Soviet CEOF But, as Soviet expansionism southward seemed less
Hrammmo:_dmu United States policy aimed only at a superpower stand-off
combined with intermittent attempts at pacification between the Arab
states — E.TOmn continued compliance was necessary for the secure
m:_u.ﬁq of oil — and Israel, whose preservation as a Jewish homeland
&EE@@ massive political support in the US Congress.

The implicit bargain between the US government and the oil majors
was thar they would continue to have a free hand in their relations with
nmnr.oﬁrma outside the United States and with the Middle East states
provided %n.ﬂ profits were applied to exploration sufficient to secure an
ever-expanding supply of oil to meet the growing demands of Europe
m:m. Hmﬁumu. From the 1950s onwards, they were even freed from amy
obligation to pay American taxes on these profits. They were allowed
to wmwﬁ royalty payments to the oil states against tax liability 1o the
United States. In the long run, the only significant change in the post-
war decades was brought about by the attempt by Tran under
Mossadegh in 1951 ro nationalize the Anglo-Iranian and break the
power o.m the oil companies. The global production strategies of the oil
companies managed to replace Iranian oil with oil from Kuwait and
Iraq, just as they managed to keep the oil flowing to Europe by sending
it round the Cape when the Suez Canal was closed in 1957. All that
happened was that the eventual sertlement with Iran after the fall of
Mossadegh undermined the Seven Sisters’ cartel by fetting in"a number
o_m independent newcomers as members of a consortium in an important
oil-producing state.

In a Third .dqolm perspective the decade of the 1960s might seem to
be a new, distinct third phase in the market-company-state game.
anoﬂvna view is that it was not the formation of OPEC that was the
important historical landmark, but only OPEC’s effective intervention
in the market over a decade later. In 1960, the oil-producing states, led
by Venezuela, had reacted to a decision by the oil companies Ewmnr
reduced their revenues from oil royalties. They then set up the
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Organization of Petroleum Exporting Companies (OPEC). Recession in
the world market economy in 1958-9 had produced a temporary over-
supply of oil, causing the companies to lower prices and incidentally
(and perhaps unthinkingly) to cut government revenues by 13.5 cents a
barrel. OPEC’s purpose at that moment was not particularly ambitious;
it aimed merely ‘to study and formulate a system to ensure the stabiliza-
tion of prices’. It did not start out by trying to move the market. The
original members (Saudi Arabia, Iraq, iran, Venezuela) were soon
joined by the other Middle East oil states and by Algeria, Liberia,
Gabon, Nigeria and Ecuador. Mexico, the Soviet Union and Britain
stayed outside. But, although by 1973, OPEC was producing 53.5 per
cent of total world oil output, its power to move the market was still
minimal. It was only when its members used their political authority
over what went on within their territorial frontiers that the balance of
power with the companies and then with the market was substantially
changed. The lead was taken by Libya. In 1962 Colonel Mu‘ammar
Gaddafi overthrew the King and set about raising the state revenues by
threatening to expropriate any company in Libya that did not cut
production and raise prices. Helped by Armand Hammer’s Occidental
— not one of the Seven Sisters — Libya had raised output even ahead
of Saudi Arabia and was in a position to negotiate a new deal on the
state—company share-out.

The Libyan example was soon followed by other oil-producing states,
all claiming a larger share of the companies’ profits. The companies,
able to offset their royalty payments against US tax and doing well in
a period of buoyant demand, did not resist strongly. They were glad
enough in the Tehran Agreement of 1971 to concede a fifty-fifty split
with the governments in return for the latters’ promise to raise prices by
no more than 2.5 per cent a year. That agreement, however, did not
anticipate Nixon’s dollar devaluation later that year, nor the partly
speculative boom in commodities in 1972 that reflected the general
uncertainty and post-Smithsonian lack of confidence in the dollar-based

" monetary system (see Chapter 5). With the outbreak of the October

War in 1973, the stage was set for the disgruntled member states of
OPEC to usé the consequent uncertainty in the oil market to declare the

_quadrupling of oil prices, combined with the threat to embargo oil

exports to consumer couniries thought to be too friendly to Israel.
Thus, by stages, from 1969 to 1973, began the fourth phase of the
tripartite bargaining relationship between governments, companies and
markets. In this phase, the companies appeared to lose power over the
market and the market in turn seemed to be subjected to the direction
of state policies. Nor was it only the policies of the OPEC producing
states that dominated the situation in this new phase. The consumer
_governments also stepped in. In Europe and Japan, aware of the effect
of the fourfold oil price rise on their import bills, most governments
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increased prices by imposing new taxes to discourage consumption. The
United States alone failed to do this for fear of Congress, and in 1974
introduced a complex price-control system designed to ‘protect’ the US
market from OPEC decision-making. Yet, in practice, this policy
worked perversely, encouraging imports and discouraging new explora-
tion for oil ar home, thus making the United States doubly vulnerable
to the global oil market. .

The failure to raise prices at home was also a major reason for the
failure of the US government’s bid to rally an effective international
organization of consumers in opposition to OPEC, The International
Energy Agency proposed by Secretary of State Kissinger in 1974 was
mntended to interfere with the oil market by keeping prices down, just
as OPEC was trying to interfere ro keep them up. It was an odd move
from a government that had hitherto studiously kept out of the inter-
national oil market, and had consistently opposed (on the grounds of
the highest liberal ideals) any suggestion from developing countries that
it might be a good idea to stabilize commodity prices by operating buffer

stocks or quota commitments by producers or consumers. Yet, building -

oil stocks and pursuing conservation policies were the major prescrip-
tions urged by the Americans on member states of the IEA,

In fact, far more effective than the IEA in ‘defeating’ OPEC were the
umniended side-effects of US monetary and financial policies. Inflation
and the depreciation of the dollar between 1974 and 1978 took most
of the gilt off the gingerbread of higher oil prices. The Iranian revolution
of 1978-9, tempted the OPEC members to try the same gambit again
-~ using a political event to jack up prices. Bur the second oil price rise
was quite soon defeated, not by other governments but by the market.
By March 1983, OPEC found itself obliged to agree on a climb-down,
a $5 reduction in- oil prices by which it hoped to show it was still in

control. But, this time, the market took charge. Prices fell still more,

despite the cutbacks self-imposed by Saudi Arabia and agreed by other
OPEC states. The fourth phase of state domination was definitely over.

The reasons were clear enough. The producer states had taken over
production of crude oil (and of some downstream production of
petroleum products) from the oil companies; but they had not fully
taken over the high-cost, high-risk responsibility for exploration. The
companies had directed their exploration efforts and their financial and
technological resoutces to non-OPEC cilfields, to Alaska, the North Sea
and Mexico. OPEC’s market share of world oil exports fell from 70 per
cent to 30 per cent. Consumer states and their industrics had meanwhile
invested dn alternative sources of energy, in nuclear, hydroelectric and
coal-fired power stations, and had worked unforeseen miracles in energy
conservation. Countries like Japan had entered into long-term bilateral
contracts to secure supplies. A debtor country like Brazil had negotiated
countertrade deals with oil-exporting fellow-debtor Nigeria, bartering
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sugar and machinery for oil. Maintaining a price-fixing cartel in such
conditions was bound o be hard.

The fifth phase, therefore, was one in which the market returned to

play a much more significant part. But, although, as Morse argued, ::.m
was a ‘return to Liberalism’. it did not mean that either the oil

.companies or governments could be entirely left out of the picture

(Morse, 1983). The companies still had control of the ﬂ.mnr:.o_omu\ of
exploration, of offshore production, of refining and anrﬂ_dmm .Ea
they had the capital necessary for risk-taking in an essentially :.m_Q
business. Some had actually increased their financial and technological
resources by selective mergers and acquisitions of other companies
(IEA, 1986). Some poor debtor states thus now found themselves
competing to woo reluctant oil companies into new forms of partner-
ship with buy-back and contract-free terms. Many ﬁaom:n.mn states
(including Britain), which had taken control through :mﬁﬂ.u:m_ oil
companies, could not easily divest. The choice Umﬂ.émmm oil, coal,
hydroelectric (when possible) and nuclear power remained the respon-
sthility of government even in non-socialist states. So long as there
remained a volatile world market for imported oil, and so long as the
major oil companies stayed in the top ten or twenty of transnational
corporations, the complex triangular balance of state—market—-company
was likely, in some form or other, to persist.

The impact of four structures

Thar triangular balance, it is very clear from the above brief summary
of developments in the last fifty or a hundred years, has been subject to
very substantial and, in recent years, often rather .m:amm: change.
Explaining this dynamism is not easy. One approach first mjmmomﬁ.& by
Keohane and Nye (1977) and subsequently adopted rather widely in the
American literature in international political economy was to leok for
the reasons for ‘regime change’. Regimes, it will be Rmm_m&w are
generally now held to be defined in Krasner’s words as the w.dnn:u_mm,
norms, rules and decision-making procedures around which actor
expectations converge in a given issue area’ (Krasner, _wmw.v. 2?0:@7
it looks like a broad definition, that particular formulation .ﬁmmm_m in
practice to direct most attention to inter-governmental Ean.r.mn_mgm m.bm
agreements on policy objecrives and thus to the decision-making
procedures of international organizarions. Indeed, since the m@@ﬂomnr
was developed precisely in order to answer the question, ‘Why do inter-
national organizations like the IM¥ or the Law of the Sea change their
character over time?, it is. not to be wondered at that the Bwﬁroa
focuses so strongly on what goes on within the crganizations, or in the
negotiations ' between governments concerning the nature of inter-
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national ‘regimes’. Broadly and intelligently used, it can still lead — as
the results show -— to good analytical work that combines attention to
the cconomic forces emanating from markets with the political forces
emanating from governments and other authorities. But there are
dangers of narrowness inherent in it. It starts, as it were, at the wrong
end, at mw,\&owansﬂm in international organizations. Just because such
organizations are slow to change their avowed principles and objectives,
or to mam? their established procedures, they can easily be rather distor-
ung mirrors — as indeed is the case with the main international
organizations in the energy structure, OPEC, the IEA and the TAEA as
ﬁrn.ombﬁm_ supervisory agency in the nuclear power business. What the
regime change method of analysis too often overlooks, or underrates,
are, firstly, the forces of the market as they affect state policies,
domestic and foreign, and therefore, indirectly, - distributional
outcomes; and, secondly, the forces of technological change as they
affect both state policies, domestic and foreign and market conditions
~— and for that matter, market shares for companies, and for states.

The impact of four structures

The analytical framework, or method, suggested in this book tries not
to leave these things out of the political economy picture. It therefore
suggests szarting with change in the four primary structures — instead
of starting at the other end with the reflections of change in the doings
of nter-goveinmental organizations. (In the final chapter, for further
&m.ﬂmnmmo:u Ishall try to set out the steps in this method as if they were
written for a mechanic’s manual or a cookbook recipe.) But, for the oil
business, as the most important part of the global energy supply system
(or sub-structure), we can use what has been written so far in this.
chapter to demonstrate briefly how the method works. What we do is
to look first for the changes in the four primary structures described in
Chapters 3, 4, 5 and 6, which have had a substantial impact on policies
of powerful states, on company strategies, on market conditions and on
the ocmw.m: triangular balance of power over outcomes between states,
companies and markets. Having done that, we can ask, in turn, about
the secondary or spin-off effects on the policies of other states, on
outcomes in international organizations and on the political economy of
related markets — in the case of oil, particularly, on its near substitutes,
coal, gas and nuclear power. .

Hrm reader at this point can legitimately object that all I am doing is
gowng in at a different point on the circle ~ and perhaps with a broader
range of who-gets-what questions. This is fair comment, for a common
theme of the four chapters describing the pritary structures was that
none was divinely ordained, nor did it come to be what it was by blind
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accident. States, as the dominant authorities in command, in mixed
and, ultimately, in market economies made the policies - or refrained
from making them — that shaped the structures. In defence of my
approach, I would reply that, although I agree that there is a circularity
of cause and effect, I still think it better to start with the part least liable
to sudden change, i.e. with the structures, rather than with the policies

or market conditions,

In the security structure there were two major changes that
fundamentally altered the state-company-market relationship. One
was the redefinition of the necessary conditions of security for the state,
especially by the United States, after the first OPEC oil price rise of
1973. The other was the result of a change in the knowledge structure
when it became known that the technology developed for atomic
weapons in World War II could be applied to the production of electric
power for industry.?

Let us take the first change. It is summed up in a statement of Henry
Kissinger:”

In the lasi three decades we have become so increasingly dependent on imported
energy that today our economy and well-being are hostage to decisions made by
nations thousands of miles away . . . '

The energy crisis has placed at risk all of this nation’s objectives in the world. It has
mortgaged our economy and made our foreign policy vulnerable to unprecedented
pressures . . . it has also profoundly affected our national security by triggering a
political crisis of global dimensions. :

The language may be a bit over-dramatic, and the assertions somewhat
exaggerated, but the perception of a fundamental change in American
security is plain enough, and also fairly typical of popular American
reactions to the 1973 price rise. This changed perception was much
more acutely evident in the United States than i some other states,
Switzerland, for example, had long before reacted to its own perception
of energy insecurity by investing heavily in capital-intensive hydroelec-
tric power supplies and in costly strategic stockpiles of oil. But Swiss
perceptions and policies had much less significance for other states, and
for world markets in oil, than did those of a global power like the
United States.

What Kissinger was saying was that the security of the United States
did not just require that it had sufficient military capability to prevent
invasion of its territory or attack by other states. It was threatened in
a new way. Energy insecurity could undermine both its defence policies
and its foreign policies. Therefore, against this new threat both defence
and foreign policies and domestic energy policies had to be mobilized,
for reasons of state security. What he did not say clearly — though it
was implicit — was that a deficiency or weakness in carrying out one
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leg of a tripartite security strategy would have to be compensated by
strengthening one or both of the others. In economic terms, policies
were substitutable at the margin. It would be the same if, in olden days,
a town were threatened with siege. Three kinds of policy could reduce
the risks of starvation and subsequent defeat. One would be ‘domestic’,
to ration food or tax it enough to cur demand, and to stockpile supplies.
One would be “foreign’, to seek allies, military and economic. And a
third would be military, to anticipate and defeat the besiegers. In the oil
story, US policies after 1974 similarly looked to three sets of policy. The
foreign and domestic were closely linked. For, to increase US security,
to decrease its susceptibility (in Keohane and Nye terms) to energy
insecurity, it was necessary not just to reduce demand in the US market,
but also demand in the world market. Hence the IEA. But when US
demand was not cut as much as Kissinger and others had hoped, the
effect of others’ cuts was modified. The effectiveness of the consumers’
alliance organized by Kissinger through the IEA was undermined by US
domestic policies, for these did everything except restrain current

demand for oil. They were chiefly directed to getting American industry

to substitute coal and gas for oil, so as to reduce dependence on oil
imports. A further aim was to build and store underground a larger
strategic stockpile of up to one billion barrels of oil. But, for domestic
budgetary reasons, this goal was never reached. The result was that the
United States has had to look more to its defence and foreign policies
to achieve the security it wanted. Its concern with the security of Middle
East supplies was evidenced by reflagging of Kuwaiti tankers in the
Persian Gulf in 1987, which made it necessary to increase its military
and naval commitments in that area. In this way, domestic failures were
reflected in the global security structures in which {as we saw in
Chapter 3) the Middle East is a high risk area.

Nor was the changed perception of the parameters of the security
structure for states uniquely American. After the first OPEC price rise,
other states’ concern with this new problematique of security — how to
secure supplies of energy for the country’s industry and transport
systems — led, as we saw, to greater state intervention in markets and
to much greater diversity of state policies towards energy sources other
than oil. : .

The IEA publishes an annual review of energy policies and
programmes of its member states. It is evident from this that those states
that produce oil can continue to use it, but that those who have to
import it have had to make great efforts (within the limits of their
resources) to diversify into other kinds of energy. I is striking that,.in
the countries most dependent on imported oil, or on imported oil and
gas, like France, the switch to dependence on nuclear power has been
largest -— and public toleration of the risks involved has been greatest.
The governments of such countries have also shown strong political
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resistance to attempts by the United States m:&. the Soviet Union to
maintain (through the IAEA) a system of surveillance to prevent the
application of nuclear fuel to the mamifacture of scnrmm.ﬂ weapons; pro-
nuclear in energy, they are inclined to be pro-nuclear in &nmonnw..

This system was initiated as long ago as 1953, s&m: Huw..wmimﬁﬁ
Lisenhower made his Atoms for Peace offer to countries ET:&NE
return, would abjure the manufacture om. nuclear weapons, Hrn policy
eventually resulted in the Non-Proliferation Treaty of 1964 signed by
111 states. This set up a surveillance system over muclear power plants
and entrusted inspection to the UN’s Hwﬁan:mmosm_ Atomic Energy
Agency based in Vienna. But the NPT was not signed by China, wﬁm:mm_
Israel, South Africa, Taiwan, India or Pakistan. W hat ﬁrmmm countries
had in common was not a non-aligned or neutral foreign policy, nor any
great pretension to military might. Primarily, it was that all of them,
except China, depended on imported energy mch:m.m. By the 1980s,
when energy security had become even more imperative, the prognosis
for the NPT ‘regime’ looked less sure, despite attempts to reinforce it
through the 1976 London Nuclear Fuel O%nr.w M<mm=mnﬂc: Programme.
Ini a very real sense, the uncertainties of the oil business had m;dmmm:mnw
states” perceptions of what constituted insecurity; and the responses o
states had in turn both increased some of the risks (of ::nmmmm m_:.ormnnm,
tion) in the security structure and multiplied the uncertainties in the oil
market. . ,

" One of those uncertainties derived directly from the Eoﬁ_snﬂoc struc-
ture. The opportunity for OPEC 1o exploit the rapidly increasing
market demand for oil was directly due to the nxnnﬁﬁoﬂ.ﬂm:w mmﬂ
economic growth of the 1960s and the consequent outrunning of oil
demand over oil supply at 1972 prices. The oil market has always
reacted quickly to the state of the world economy. Poor prices m the
mid-1980s were in part due to diversification, as noted mw.oﬁw, but m._mo
to the slackening of growth-rates in the major industrial countries,
which are also the major consumers of energy. Future prospects will

“also depend on the level of ecenomic growth, of industrial and

agricultural production, and on its location and direction. Osw of the
major imponderables in the future is the demand and supply of energy
in the Soviet Union. Economic reforms, if successtul, would require an
accelerated production of energy for industry and much of this would
have to come from increased outputs of coal, gas and nuclear power.
The same is true of China. No analysis of Western markets, therefore,
can ignore the part played by the two great planned economies, for even
they are now much more closely integrated into a global energy struc-
ture than ever before, with the Soviet Union supplying gas to Eurcepe
and Japan getting coal from China. Not the least uncertainty is how the
Soviet Union will react in its nuclear programme after the Chernobyl

disaster of 1986, - :
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Two points in particular about the impacr of the financial structure
on the energy system are worth recalling. One is that the volatility of
oil prices and of national currencies — especiaily the US dollar — have
acted and reacted upon each other, adding to the uncertainties baoth of
the financial structure and of energy supply and price prospects. Because
most trade in oil has been conducted in dollars, even when sold by Saudi
Arabia and bought by Japan, it was possible in the early 1980s for oil
prices to fall but for the cost of oil to increase for other consumers
whose currencies were weakening in terms of dollars. Nothing could do
more to stabilize oil prices than long-term stability in the purchasing
power of the dollar — or, alternatively, a stronger move to price oil in
a basket of currencies or according to some index of prices of manufac-
tures and services bought by oil exporters. The second point is that the
financial structure is such that it makes credit more easily available to
the ‘haves’ than to the ‘have-nots’, to the large global oil companies than
to some of their oil-poor customers, It is true that in order to avoid
worse damage to the health of the world economy the United States and

its fellow members of the affluent alliance of industrial and oil--

exporting states (especially Saudi Arabia) have provided special credits
through the IMF Witteveen Facility to enable NOPEC countries to buy
oil when the price went up in the 1970s. But such emergency aid was
still miniscule compared to the financial resources of the major oil
companies. Just as, in recent years, the investment strategies of the oil
companies steered clear of political risk areas like the Middle East and
went for high-cost but lower-risk areas like Alaska or the North Sea, so,
in the future, much will depend on their investment and development
decisions. These decisions in turn, inevitably, are affected by a
noaﬁmlmon of the anticipated profits to be made from long-term mvest-
ment in production with those from short-term financial transactions by
management. For, by taking full advantage of the possibilities of
arbitrage in the currency markets or of lending to capital-hungry
governments, the oil companies might decide that their money would be
more profitably employed in the financial structure than in the produc-
tion structure.

I finance has been one of the sources of corporate power in the global
energy structure, so has corporations’ command of knowledge —
knowledge of geological formations and the chances of finding oil from
new wells, knowledge of every other aspect of a business with which for ,
so long states did not involve themselves. For instance, when the
ﬁwnrdoHom% of offshore drilling was first adapted to Zozru Sea condi-
tions, only the oil companies had information about the costs of drilling
from Omm.mrﬂnm rigs and the prospects of finding oil. The British govern-
ment, wishing to impose a tax on the companies s0 as to share in the
robnrnmu was at first disadvantaged in knowing how much or how little
it could ask for. Other governments, especially those of developing -
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countries, have found that, in bargaining with foreign oil companies, they
have had to make concessions in recognition of the companies’ command
of technology, especially in exploration and product development.

Generally speaking, it is the companies’ superior knowledge ﬂ.rmﬂ has
enabled them to gracefully surrender the riskier parts of the business to
others, while maintaining control over the more profitable processes n
between. By natiopalizing the oil fields, the OPEC states took upon
themselves the risk of a downturn in the market for crude oil, of
increased competition from pon-OPEC producers, of all the .%m....nﬂ_ﬁ
bargaining involved in a collective cutback in surplus capacity if prices
were to be stopped from falling.

In a wider sense, 00, the energy structure has responded to changes
in the knowledge structure. In the 1960s, people believed and acted as
though the supply of oil was inexhaustible and would continue to flow
uninterruptedly for ever. The effect of the first ‘oil shock’ in the early
1970s was reinforced by the publicity given at the time to the Club Qn
Rome report called Limuits to Growth (Meadows et al., 1972). ujrwm
predicted that the combined effects of population growth and economic
growth through spreading industrialization would exhaust the earth’s
stock of non-renewable resources and would do so at an accelerating
pace so that the oil price rise was not a temporary phenomenon that
market forces could soon correct but rather the first of many milestones
in a secular trend towards scarcer and therefore dearer oil. It was this

belief that led both to the over-optimism among OPEC member states

about their ability in the long term 0 control the market and to the
readier acceptance among the consuming countries of the need both for
conservation and for diversification in dependence on oil and especially
OPEC oil. Without such changes in donninant beliefs, OPEC as an inter-
national organization capable of effective market management might

" have lasted longer and so might the IAEA as an international organiza-

tion capable of cffectively policing the use of nuclear fuel as an energy
_Tesource.

Tabie .4 Percentage of population with electricity supply: some LDC examples

Taiwan 89
Mexico 81
China - 60
Brazil 56
Philippines 52
Senegal 36
Indonesia 16
India 14 '
Kenya &
Bangladesh -4

Source: World Bank, World Development Report, 1983
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. Thus we can see that, although energy is the sine qua non for the exer-
cise of power in the international political economy, and neither security
nor émm:r can be achieved without a secure supply of energy, vet
nwmmmm in the world’s energy system has taken place within, and c“smﬂ
the Emcgnm of, the four primary structures described nmm:nw. These
were in place in broad outline before the change-over from coal to oil
hydro-electric and nuclear sources of energy, and from steam to diesel
and electricity. Although it is true that there is some circularity at work
here, and that there is a feedback process from the energy system to each
of .ﬁrm four structures, it is nevertheless true that before energy became
quite 50 crucial a factor of production as it is today, there already
mx._mﬂon_ an international political system in which the state was entrusted
with the provision of security. There was already in being a capitalist
system of production in which factors of production were combined to
produce goods for sale on an international market as well as on national
ones. And there was also a ready-made financial system of banks m:.m
nmw:mw markets that made credit available for producrion and H,ng
Finally, there was the sustaining knowledge structure in which va
pursuit of profit, of wealth, of greater material comfort — to all of
S&HT more and cheaper energy could greatly contribute. — were all
widely accepted as desirable and legitimate. o

ﬁg‘ww@@, \ﬁ.@
ﬁmxmq@ .

Welfare consists not just of the hand-outs that governments give o the
unemployed, the old and the destitute. There is more to it than that; just
as there is more to welfare in the context of the global political economy
¢than the foreign ‘aid’ (as it is rather euphemistically called) made
available by rich countries to poorer ones. Many textbooks on mter-
national political economy devote a good deal of attention to the subject
of foreign aid, but in doing so they imply that they are dealing with the
welfare issue in the world economy. M fact, all they are doing is to
spotlight one small aspect of the whole welfare picture. Foreign aid —
even when it is not just a fancy name for loans at more or less commer-
cial rates — is not the only form of resource transfer. And resource
transfers are not the only form in which welfare 1s provided, either
within states or in the wider world system. Welfare, indeed, is such a
broad- all-embracing term that it has to include both the benefits and
opportunities available through the market and the benefits and oppor-
tunities made available through the political intervention of states or
other authorities. It is impossible in political economy to separaie the
‘economic’ kind of welfare from the ‘political’ kind.

What I shall try to do here, therefore, is firstly to clarify what exactly
a welfare system is; and, secondly, to answer at Jeast some of the ques-
tions that ask what kind of welfare system operates in the world — how
is welfare allocated by the combined action of the market and
authorities? Which authorities intervene most? And to whose benefit?
What kind of welfare is provided, to whom, and by what means.

The answers will have some bearing on a long-running debate among
people interested in world affairs and international law and politics. It
might be described as the idealist—realist debate (or, in functionalist
langnage, the wmﬁmmxmnw&m?%mmm:mn@nb debate). The idealists have
argued passionately — and continue to do s¢ — that although progress
may be slow, we aré nevertheless witnessing the gradual development
of a sense of world community and the slow emergence of a global
welfare system. One international Jawyer has even asserted that “The
world community is bound to become a welfare community just as the
nation-state became a welfare state’.! The idealists claim to see the
seeds of such a developing welfare system in thé UN’s Development
Decade in the 1960s and in the acclaim given in the 1970s by the World
Bank to the idea of financial support for basic human needs. As early
as the 1950s, the UN’s second Secretary-General, Burma’s U Thant,
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declared that ‘the adoption of a target . . . shows that the concept of
mrmz.wm resources is beginning to enter the philosophy of states in their
n&mﬂ.omm to other states’.” Awareness of common problems, aided by
the visual impact of television, it is argued, is slowly n?m:mm:um people’s
mmmnﬂumommw from belonging first and foremost to the nation, to belong-
ing first and foremost to the human race, regardless of colour, culture
or political persuasion. ’

mﬂ.nm:ma disagree. The only real society, they resolutely insist, is the
society of siates, linked by the possibility of conflict and the “%ﬁo_.-
tunities for commerce, but essentially locked into a competitive game,
In this game, all governments belong to a kind of cartel of authority
ﬂrm.% all have in common the jealously guarded privileges of E_nnmEﬁw
This ‘governors club’ has a common interest shared even by the
strongest states fo preserve the pretence, however flimsy, of state
sovereignty. Intrusion on it by international organization must be
_.n.ﬂmﬁnmw and the responsibility of the state for the provision of welfare
S;_.ﬁoa easily be shared with any international agency.

Like trade, transport and energy, the structure providing welfare will
_M.m:.mng reflect the nature of the primary structures of security, produc-
tion, finance and knowledge. Each of these is a source, as im,rwmﬁ seen
of structural power in the international polirical economy. That ﬁoimn“

and the uses to which it is put, are likely to determine tc a large extent

the allocation of welfare among states, ameng classes and other social
groups. H.o that extent this too is a dependent, or secondary, structure
O:nm. again, we shall be looking at ‘who gets what’ in a broader 23.‘
than is possible through the state—state perspective that still dominates
so much of the literature of international political economy.

Wihat is a wealfare system?

One of the key attributes of any authority is that ir has the power to
m:@nmﬂ welfare — that is, to give benefits in the form of special rights
or privileges, as well as benefits of a more material kind. Fathers and
mothers allocate welfare in a family. Teachers allocare welfare in
schools. Governments allocate welfare in national societies. In every
case, the .m:wunmao: is an essentially political act. .
Authority is exercised to allocate welfare in quite a different way from
how it would be allocated if left entirely to the forces of the market, The
Emwmﬁmm will reconcile demand and supply through the price mechanism.
It will allocate scarce resources in such a way as to satisfy some wants
while ao:u:.sm others. Authority may go along with this allocation, or
it may use its political power to countermand, as it were, the n:nmwﬁom
of the market. It may decide that, if a certain group cannot afford to
buy food, say, or the services of a lawyer, none the less that group shall
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e allocated free or cheap food and legal advice. A perennial question
in political economy at any level, therefore, is how much welfare is
derived from the working of the market and how much is allocated by
the political intervention of authority? That authority may be the state.
Or it could be an internarional organization. Or it could be a religious
hierarchy, a charitable foundation or trust or even {oddly enough) a
business enterprise, when it is not acting m direct accord with the
market and the maximization of profit. The authority it exercises may
be derived partly from its coercive power, from its great wealth, from
che consent of others in the society or, of course, from a combination
of all three,

In looking at any welfare system, it is important not to start out with
the preconceived idea that it must always be what the policy-makers
would call ‘progressive’ — that is, taking from the rich and giving to the
poor. The allocation of welfare is not necessarily synonymous with
what most people would call ‘doing good’. It can be ‘regressive’ —
taking from the poor and giving to the rich. There are authoritarian
states today in which the-loot filched by the rulers from the people and
stashed away in foreign bank accounts and real estate far outweighs any
crumbs reluctantly dispensed to the poor. The Shah of Iran was such a
ruler; so was Bokassa and so were Ferdinand and Imelda Marcos. It is
a debatable question whether religious hierarchies allocate welfare
regressively or progressively. The Catholic Church will not disclose the
extent of its finances, let alone the value of treasures accumulated
through the centuties, yet it continues to lay claim to the pennies of the
poor even in the poorest of Catholic communities, Business corpora-
tions, too, usually allocate more welfare, in the shape of stock opticns,
tes their directors than they spend on sports facilities for their lower-paid
workers. Even in the aid agencies, supposedly devoted to using the
resources of rich countries to give a helping hand in the €CONOIMIC
development of poor countries, there are plenty of instarices where more
money has been spent on the salaries and comforts cf the administrators
than ever percolated through their hands into those of the people they
were claiming to help.

The second point is that welfare systems, even when uncorrupt and
progressive, are seldom entirely motivated by aleruism. There is usually
some kind of implicit bargain, a political/economic exchange that
serves as much to reinforce auihority as it does to alleviate wants.
Governments, for instance, use the allocation of welfare (to farmers,
perhaps, or to pensioners) to win the support of a useful constituency
— people who, i return for the welfare benefits received, will support
and sustain those in authority. Recall that in the desert-istand tale at the
beginning of this book, the market system gained the supporr of the
rothers when old Tom was put in charge of the children, By organizing
a child-care service, the community gave the mothers more time to
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gather food and to fish, thus adding both to collective productivity, to
their welfare and ro Tom’s. Similarly, in the old Tammany Hall days
in New Yorl City, the pelitical bosses arranged to distribute winter coal
and food to needy families, the better to secure their votes at election
time. Control of City Hall and the police made it possible to operate a
welfare system within a system, an allocation of welfare thar was based
not just on need but on need plus a political exchange.

Welfare systems are apt to be most altruistic when they are allocating
welfare to those whom no one can bargain with — to past or future
generations rather than to those presently alive. Welfare economics may
not have much to say about either the dead or posterity as recipients of
welfare but in fact many societies, even some advanced industrialized
ones, devote substantial resources to the dead. Prayers for their souls,
tombs and flowers, monuments and memorials can allocate real
resources from the living to the dead. And, in a real sense, environ-
mental measures that look to long-term benefits that will pay off for
posterity long after those paying for them will be dead, charitable
bequests and even rules against abortion are all welfare allocations in
favour of the unborn, :

When we try to analyse how welfare is allocated in the world
economy, and by whom, it will help ro distinguish, and consider
separately, the three ways in which welfare is allocated by states and
other authorities. Firstly, it may be done by making protective rules;
secondly, by the transfer of resources; and, thirdly, by the provision of
public goods. Clearly, just looking at foreign aid programmes, whether
bilateral or multilateral, channelled through international organizations

like the World Bank and the World Health Organization, is not enough.
We have to ask what other international and transnational resource
transfers are being made. And we have to ask what protective rules are-
made, within states and internationally; and what public goods,
providing what particular welfare benefits, and to whom, are being
provided.

A few examples will illastrare each of the three ways or channels by
which welfare is allocated by authority, and will immediately bring
home two important points: that states are the main source of allocated
welfare, so that welfare is predominantly, though not exclusively, a
national matter; and, as a corollary, that there is very great disparity in
the welfare that can be and that is allocated by different national
governments. :

Protective rules may be negative or positive. Negative rules will be
made in some — but not all — countries to prevent the exploitation of
child labour. Litrle boys in England are no longer made to climb dark,
sooty and dangerous chimneys in order to clean them, as they were inl
Dickens’s time. Yet, in some couniries today child labour is still being
exploited and no protective rules are there to prevent it. Other negative
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rules will prevent the insanitary dumping of rubbish, or the pollution n..m
the air, of rivers or beaches — although, even within Europe, there is
stijl great variation in the strictness with which such rules are mnmomnn.&.
Positive rules can also protect both particular groups and the collective
interest. In some cold countries it is obligatory for householders to clear
the ‘snow off the pavements in front of their houses, not in others. In
most advanced countries there is a rule that children must be sent to
school; not in many African countries. In the United States and most
European countries — though not in Jraly — there is a rule that car seat-
helts must be worn to minimize injury in case of accident. In some
countries pedestrians are partially protected if they become the innocent
victims of car crashes by rules that make third-party insurance
compulsory for all car-owners. But in other countries there are no such
rules; if you are unlucky enough to be knocked over and injured by an
indigent car-owner you may get no compensation. .
Resource transfers — which may be of money, of goods or of services
- vary between national societies even more: just consider old-age
pensions, child allowances for unmarried as well as married mothers,
rent subsidies, unemployment payments. Goods transferred may be
food, especially if transfer payments to farmers have produced an
embarrassing surplus of cereals, butter or cheese; or they may be
subsidized housing, free condoms — to cut down the spread of AIDS —
free or subsidized medicine, or school-books, But, in poor countries,
many fewer of these goods will be transferred by the state. People will
depend more on their. families for welfare support, on private charity

" and cn religious organizations. All these will provide more than govern-

ments can in the way of both goods and services — professional services
of lawyers, doctors, teachers, nurses — and emergency services. Such
services, when generously provided, tend to qualify as public goods;
that is to say that, if supplied they cannot be denied to anyone in the
community, nor will use by some leave less for others. State schools and
the services of a body of teachers would be one example; police forces

1o preserve public order and the fire services to prevent the spread of fire

are two others. Most of a scciety’s economic infrastracture — roads, for
instance — will be public goods. But in poor countries it is obvious that
the economic choices between provision of police and hospitals,
between schools and roads, between airports and public parks or nature
reserves, will be much more acute; for public goods, though equally
available to all, may not be equally used by or useful to all. Economic
choices berween -different public goods, therefore, are also necessarily
political choices, favouring sommie needs over others. And the resources
available to states as welfare-allocating authorities will be less or more
according to the performance of the country in world markets. We can
hypothesize that the authorities in control of the wealthiest economies
will be in a stronger position, therefore, than those in charge of poor



212 Secondary Power Structures

economies to decide in a global context how much welfare is allocated
an&ﬁm.zonm:% as well as intranationally, and in all three forms: as
protective rules; in transferred resources; and in a particular selection of
public goods.

Rules for global welfare

These rules are few and they are not, so far, very effective. As noted
above, opinions differ as to whether they ever will be, so long as nation-
states dominate the security structure and are more concerned with their
own survival than with abstract principles of justice and human
welfare.*

. The most comprehensive and ambitious statement of welfare @.15,
ciples for M_qolm society is to be found in the Universal Declaration of
Human Rights. This was in origin the brainchild of an international
_méu\nm,.?oﬁmmmon Lauterpacht, hkimself a wartime refugee from Nazi
oppression in Cambridge. He formulated a first draft with the intention
that after the war governments would find it harder to violate certain
fundamental human rights if these had gained general ratification and
support. In 1948 the United Nations General Assembly _Emmmm the
Cs?ﬂ.m& Declaration without a dissenting vote, including in it a long
list of unexceptrionable liberal principles in defence of individual rights
and ?mmaoam. The declared intention of the proposers was that the
mo_,.azwmﬂom of these universal protective rules would proceed
m.wom.nmmm:a:i to an international agreement accepted by states as legally
binding, and, finally, to an agreement backed by powers of enforce-
ment. In the event, it never got beyond the first stage. Articles 4, § and
9 of the Universal Declarartion, for instance, proclaim in part Hr.ma ‘no
one shall be subjected to torture or to cruel, inhuman or degrading Su,nmn-
ment . . . shall be held in slavery . . . shall be subjected to arbitrary
arrest n.:..mmnmnao:,. To take only che last ‘rule’ concerning arbitrary
arrest, it is almost an understatement to say that it is more honoured in
the breach than the observance. All states with military governments or
one-party systems, such as the Soviet Union and its socialist allies
avtomatically claim the countermanding right to arrest wn.olm
m.ww_ﬁum:? on same vague charge such as ‘hostility to socialist prin-
Qﬁwmm. , .m:?\namwosu or even ‘parasitism’. Other states, by apparently
constitutional means, assume ‘special powers’ to arrest their opponents
mna:mM:W:rMlmwﬂwmﬁmo”ﬂmmmﬂm, Egyprt m:&. Morocco. Still others, which
aevuatly have seatutes supporting these global principles, then
o M .Omm”um suspend }Q”ﬁ with ‘emergency laws’. Some examples are
e R A Tl Comms A
Powers Act — and this is only a selecti N A

. y a selection from many. Disappearances
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in Argentina, torture in Chile, degrading treatment in Soviet psychiatric
‘hospitals’ — the practice of many states which are UN members malkes
aonsense of the Universal Declaration; as it does too of the 1949
Convention on Gepocide and the Helsinki Agreement on Human Rights
negotiated as part of a broader agreement on European security and
explicitly guaranteeing freedom of exit and freedom of conscience to the
citizens of the Soviet Union. Although the UN has a Comumission on
Human Rights that solemnly sits in Geneva every year to hear reports,
it is bound by Article 2 (7) of the UN Charter, which protects member
states from any intervention in their domestic affairs. So, the Commis-
sion makes recommendations in the certamn knowledge that few, if any,
governments will take notice of them. And although the 1949 Genocide
Convention made no mention in its text of the right of states to make
reservations about its rules, an advisory opinion by the International
Court of Justice in 1951 ruled that reservations could be made — thus
opening the door to brutal massacres of Tsutsis, Nagas, Hereros and
many other minority racial groups.

Several observers have come to the conclusion that the only
authorities with even a slight capacity to move repressive governments
are the non-governmental organizations like Ammesty International,
which use publicity and direct personal intervention with politicians,
judges and officials to try to improve the fate of political prisoners and
prisoners of conscience {Vincent, 1986: 34; Vasak, 1982). Only in
Europe, in the Earopean Commission on Human Rights set up by the
Council of Europe in 1950, is there the appearance of an international
body with power's to reverse state decisions in matters of human rights.
But, although states in the 195 0 Convention have undertaken to execute
che decisions of an impartial European Coust of judges, the progressive
achievement is really one that had already taken place within states,
prior to the agreement. Conforming to the Convention has only been
possible because these were states already confident enough of their own
survival not to fear substantial oppositicn.

The only two groups that might be said to have gained some minimal
protection from internationally agreed rules for their greater welfare are
prisoners of war and diplomats. But in both cases it has not been the
excistence of formal agreements between governments that has ensured
that protective welfare rules have been — at least at times — observed.
it has been the reciprocal vulnerability of the state’s own soldiers and
diplomats to fll-treatiment by other states that has restrained it, Even so,
as both soldiers taken prisoner and diplomats taken hostage have found
to their cost, there still remain governments and circumstances in which
the principle of reciprocal vulnerability does not work.
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Resource wransfers

Concessional foreign aid — that is, free grants of money or goods (or
moncy of goods transferred at less than market prices) -— is a very small
and relatively insignificant part of all the resources transferred in the
world economy. As described above, most of the welfare transfers, like
the welfare rules, made in the world are made within the vosnmmm.nm of
the state; and even within the richest states the progressive transfer of
welfare resources often forms only a small part of total transfers. In
85:.5;& economies, like that of the Soviet Union, more welfare .wmq
head is allocated by those with status and power to their own class, the
nomenklatura — people whose names are on lists which give E?&mmmm
access €0 foreign-currency shops, to the best dachas and holiday resorts
to mvmn«m_ education for their children. In capitalist and Em%nm
economies, t0o, maore welfare accrues to the already rich by purchase
in the market — for second homes, for the most expensive clothes and
consumer mwoam, for education, medical and legal services and for travel
and entertainment. In neither system does the proportion of income
mm.:cw: in tax and reallocated for welfare transfers have much significance
since both systems allocate income unevenly in the first place — under
one system according to status and standing in a hierarchy of power
ME&&E&Q ﬁrw other according to the rewards offered by a labour Emnwm
nmmni QM.EMMMMWH market, to some extent), which is itself highly
Given these rather importani provisos, how much transnational
transfer of welfare resources actually takes place? The short answer is
%MH :Oomvoam knows because the statistics are incomplete and unreliable.
@nM& CDs mﬂﬂﬁmw report non.__.uzmm by its Development Centre for the
elopment >mmﬂ§.ﬂow Committee (DAC) purports to give the latest
Wmmsmm_mm of financial flows from developed to developing countries. It
s widely used and quoted, bur the figures do not include the return
payments of ﬁ.momﬂm and dividends, though they do include \omﬁmoém of
foreign direct investment {FDI). At the same time, those figures of FDI
may be an understatement in as much as they only count invesrment
nmw:& actually rransferred across the exchanges — as when a company
raises funds at home, and transfers them to an LIDC, where it WE.E% MEM
mn_c:uw some kind of industrial plant. If — as W‘ma:mm&.% rmmﬁm:m
MMHMM.O Mﬂwmmnﬂmnﬁﬁwmr_.mﬂmmmmmmﬂ,m H.&owa 5<nmﬁ5mm: is in research and
technology is actually m@mmmm,nmmgmw ,mwwmﬂwma% ; wﬂo:am. I %rn
country, that ‘investment’ — s&.‘ h ; Ty oot 1o bi n.“mm,\m_o?:m
BTl e Ln. may mm.,q.&\ amount o billions of US
new forins of Eémﬂsgw wvmmm% Wowﬂmﬁmbﬂﬁcgm. F. A
buybacks, only a small pro . “ ref m%, nowﬁamnmm b @S@ﬁnﬁOﬁ
Ay proportion ‘are reflected in the conventionally
pred ligures for foreign investment (Streeten, 1987). .
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But, as we said in the chapter on the financial structure, what is clear
is that most foreign investment, whatever its form, goes 1o the most
developed and therefore least needy of the developing countries. There
is less risk there and more opportunity for economic growth and
therefore profit, so that finance flows to them far more readily than to
the -least developed countries. Even if we only take the figures for
transnational bank loans to developing countries {which are more
reliable even though they too include some doubtiul elements and some
grey areas where guesses have to substitute for certainties), it is at once
plain that these transfers for private profit and gain have in most recent
years been much more important than the official loans transferred by
governments and counted as ‘foreign aid’. In 1983, for instance, the
total amount of US foreign aid was recorded as $8 billion. This was the
fargest amount transferred by any one government — and incidentally
more than twice the amount transferred by the Soviet Union and all its
COMECON allies. But it was also less than a quarter of the total
cecorded amount of international bank loans.

In that particular year, 1983, however, the drastic reduction in bank
lending to developing countries resulted in the anomalous situation that
the countries of Latn America, which had been able to borrow heavily
from the banks in earher years, were now making reverse transfers, in
the shape of interest and repayments on old loans, that were actually
more than the mew money coming from the banks. An UNCTAD
estimate put this net reverse Aow in 1983-5 from Latin America to the
international banks at over $1.00 billion. Transfers via the market, in
short, though they may at times be much larger (especially for the
better-off) - and are usually freer in the sense of not being tied — than
cransfers allocated by governments under their aid programimes, arc
also a good deal more unreliable.

Resource transfers from governments are no moie altruistic than
cransfers from corporations or from foreign banks. On this cne point,
the writers on foreign aid for economic development are pretty much

agreed ever though they couch their common conclusion in terms that’

range from the outright vituperative and condemnatory to the
sorrowfully regrecful (Hayter, 1971). In giving aid, governments have
muostly had in mind either political bargains, serving their strategic and
foreign policy interests, of economic bargains, serving their export
industries and employment objectives. You might not guess as much
from reading the thetoric about foreign aid, or even some of the
OFCD/DAC reports. For, although international official loans, i.e.
loans from governments (0 gOVErNMENLS, WETe 1ot unknown in the nine-
teenth century, and although a few were arranged under the sponsor-
ship of the League of Nations in the inter-war period as rescue
operations for central banks in Ceniral Europe, the idea of aid as a
permanent feature of international relations in fact only dates from
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World War U, and from the post-war objectives proclaimed by the
alliance that called itself, from 1942 on, the United Nations.

The Preamble to the UN Charter speaks of the common determina-
tion ‘to promote social progress and better standards of life in larger
freedom’. It refers to the ‘economic and sccial advancement of all
peoples’. In Articles 55 and 56, the Charter even asserts that ‘condi-
tions of stability and wellbeing . . . are necessary for peaceful and
friendly relations among nations’. The signatory states bind themselves
to act individually and collectively to promote, together with human
rights, ‘higher standards of living, full employment and conditions of
economic and social progress and development’ — not to mention
‘solutions of international economic, social health and related problems
and international culture and educational co-operation’. .

It is now not much short of fifty years since these words were written
into the UN Charter. In all that time, the governments of the ‘aid-
giving’ countries have persisted in the rhetorc of a global welfare
system, accepting targets for successive UN Development Decades and

persistently regretting that unfortunately they were still not able to’

reach the original ‘targer’ of 1 per cent of GNP devoted to aid — or
even the later and lower targets. (The US percentage in 1983 was less
than a quarter of 1 per cent and Japan’s was just a third of 1 per cent.
The CMEA collective figure was 0.17 per cent of GNP.) Not once have
any of them denied their commitment to the original concept of a
world welfare system that transcended the boundaries of the state.
Practice, however, has told a different story. Every aid ‘donor’ —
‘creditor’ would be more accurate a description since aid 1S
predominantly lent, not given — has preferred to make the loans
available bilaterally, not muldlaterally. That is, they have given loans
to developing countries directly, not through multilateral international
institutions like the World Bank, the UN Development Programme 0f
the International Development Association. By this means they have
been able to decide for themselves which countries they will assist and
which they will not. And they can negotiate with them as to the
purposes for which the money will be spent and, very often, where it
will be spent (i.e. it will be ‘tied’ to the donor’s exports). Just to
illustrate this, the 1983 figures gave a total of §26 billion of bilateral
aid, and only $7 billion of aid channelled through international
organizations. Even the OPEC countries, which for a time in the early
1980s looked like the most generous of donors, allocating almost 3 per
cent of GNP to foreign aid, still preferred to give the lion’s share tO
poorer Muslim friends and Arab and African neighbours. Although
Saudi Arabia was able to push the Western countries into setting up an
International Fund for Agricultural Development, and although they

did give the IMF $2 billion for the Witteveen Facility for NOPEC

couniries — Witteveen asked in vain for $5 billion — they too gave
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about three times as much in bitateral aid as they did in multilateral aid.

Their motives, just like those of the United States or the Soviet Union,
were predominantly strategic. Like Tammany Hall bosses, aid donors
too have hoped to buy political support with their money. In the 1950s
and 1960s, the distribution pattern of US aid was primarily determined
by its strategic defence objectives. The containment of the Soviet Union
in Europe produced money for the Marshall Plan. Later, -after the
Korean War, US aid went to the Asian peripheral states to the south and
east of the Soviet Union and China — to Pakistan and India, to South
Korea and Taiwan.

As McKinlay and Mughan (1984: 34) observed, it was clear by 1950
that containment was to be the principal US response to what it
perceived to be a global ideological and military threat posed by
communism in general and the Soviet Union in particular, What 1s
more, official transfers were to be the principal, although not exclusive,
means by which the containment strategy was to be implemented.

The Soviet Union, with less to offer, has been even more
discriminatory, giving aid to only about half a dozen countries on whose
political support and military cooperation it hopes to depend. European
donors have been more captive of their past political associations. Each
of the former colonial powers has given priority in the distribution of
aid to its former colonies — Britain to the new Commonwealth
countries, France to francophone Africa, the Netherlands to Indonesia.
According to Mahbub ul Hagq, about 25 per cent of total resource
transfers in the mid-1970s were still governed by special relationships

“with a few former colonies and dependants rather than by the relative

poverty or growth needs of the developing countries (Mahbub ul Haq
in Sauvant and Hasenpflug, 1977: 249).

More recently, the strategic objectives of the rich countries have been
commercial as well as military and political. That is to say, aid has been
used to promote the donor’s exports arid with less hope of buying either
military allies or votes at the UN. As seen from Table 10.1, the impor-
rance of export credit in the financial flows of developing countries has

. grown substantially of late. Most of this export credit — essentially a

bridging loan to give the exporter immediate and certain payment for
goods dispatched abroad but not yet received or paid for — has an
element of subsidy. The risk of non-payment is insured at less than
commercial rates, thus encouraging exporters to sell to poor and
politically unstable countries. Cui bono? The importing country gets a
better choice of foreign goods at a cheaper price than if the cargo had

 been insured commercially. But the exporters also benefit by extending

their risk-covered market at the taxpayers’ expense. An alternative
method of export-promotion is, of course, to give ‘tied” -aid -- that is,
aid that may only be used to buy the donor country’s goods or services.

. This method is favoured over subsidized export credit by the United
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Table 10,1 Official development aid (ODA): groups of donors, 15975 and 1983

Volume of ODA Shares of total % GNP
{$ billion™)
1975-6 OECD 20.5 63.3 0.35
QPEC 9.0 27.8 2.61
CMEA 2.2 8.7 0.14
1583-4 OECD 284 76.8 0.36
OPEC 5.0 13.6 0.95
CMEA 3.1 8.5 0.21

* at 1983 prices and exchange rates
Source: OECD

States, and is particularly effective where military aid is concerned.
Indeed, since the early 1970s, US arms sales to Third World countries,
often on promotional price or credit terms, have exceeded both US
economic aid and direct military assistance (ibid., p.41, Fig. 2.1).

This suggests that aid programmes are not simple welfare transfers of
resources, military or civilian, from rich countries to poor ones, but
rather transfers which benefit particular constituencies in the donor
country as well as in the receiving country.® Those constituencies,
moreover, mostly do not consist of poor people. Official aid is given by
governments to governments. Military aid, in the form of weapons,
mmissiles and aircraft, benefits the arms industries of the donor country
and the armed forces of the receiving country. Food aid to developing
countries also benefits farmers in the donor countries as much as it does
consumers in the developing countries — and in the long run even that
is not certain since dependence on cheap imported food tends to depress
returns to local farmers, thus discouraging agricultural investment and
keeping productivity low and costs high.

Woelfare for the needy

A key question with any welfare system is how well it provides for those
in real need — the most destitute and those suffering most hardship.

Here again, the global system is long on rhetoric and conspicuously

short on action, including real resource transfers. Let us look briefly at
the treatment of children and of refugees. .

In Hw,.m 9, the United Nations Assembly unanimously adopted a
Wo&wﬂmmpo: on the Rights of the Child — health care, free education,
ousing, protection from cruelty and neglect, etc. Yet, in 1986, forty-
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years after the UN had set up a special agency — the United Nations
International Children’s Emergency Fund (UNICEF) — an estimated 3
million children died from lack of minimal protection against child
diseases like measles. Millions more lacked schooling or proper hous-
ing. And UNICEF was one of the least well-funded of all the UN special
agencies, and depended for a large part of its budget on voluntary
contributions or the sale of pretty Christmas cards. (At one timne in the
1960s it was also the agency with one of the highest percentages of its
budget spent on administration costs.) Despite the rhetoric of the
Declaration, the relief provided by UNICEF and by governments was
cather less than the relicf provided through religious organizations and
voluntary agencies like the Save the Children Fund.

But if the welfare of children has been sadly neglected, the treatment
of victims of war and other refugees — or as they were euphemistically
described at the end of World War 11, ‘displaced persons’ — has been
much worse because efforts to get international cooperation have been
frustrated not only by indifference but by violent political conflicts.

After World War I, there had been 2 near-chaotic situation in central
Europe, with serious outbreaks of typhus, a lethal influenza epidemic,
and severe food shortages. These had been dealt with by a private
consortium. of charitable organizations under ‘the leadership of the
Hoover Committee. Fears of what might happen if the same chaos
reigned after World War II led the altied United Nations to draft an
agreement in 1943 for a multilateral organization to be set up for the
relief of post-war hardship. Having demanded the unconditional
surrender of the Axis powers in 1942, there was no doubt where respon-
sibility for the relief of post-war hardship and misery would lie. The
principle was accepted that relief would be given by the Allies without
political discrimination and only at the request of receiving govern-
‘ments. A kind of tax principle was accepted which arranged that the
contributions to the United Nations Relief and Rehabilitation
Administration {(UNRRA) would be based on 1 per cent of each state’s
GNP in 1943, and that these resources would be subscribed one-tenth
in convertible currency and nine-tenths in kind.

In the early post-war months UNRRA worked remarkably effectively
and the danger of disease and disorder taking over in Central Europe
gradually receded. But UNRRA was killed by a decision of the US
Congress, which absolutely refused to pick up the bill for a politically
neutral welfare organization, i.e. one that helped people with
communist governments as well as plural democracies. The United
States’ share of votes in UNRRA was 6 per cent; but its contribution to
UNRRA’s resources was 72 per cent. And although UNRRA’s officers
protested that Yugoslavia had a relatively good record of fair and honest
distribution of food while Nationalist China, Greece and Italy all had
rather bad ones, the onset of the cold war committed the United States
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to keeping up its assistance to the last three but persuaded the Congress
that it should cut it off to the Yugoslavs. And although Kindleberger
(1987) suggests that Canada, Britain and the Soviet Union also shared
some blame for the collapse of UNRRA, there seems little doubt that
the main responsibility lay with the United States. As always, the

development of a world welfare system could proceed only if the leading .

power and the biggest contributor saw the Qaé&ohuamsm as no:m;nmmﬂ
with its own national interest.

The treatment of refugees by the world community Ezmﬁmnmm many
of the same points. Under the League of Nations, the Nansen Office
{named for the Norwegian explorer who ran it) did much to temper the
rigidities of nationality laws, by issuing identity papers to stateless
persons — mainly those who had fled from Eastern Europe without
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passports. After World War II, when UNRRA collapsed in 1948, the
Faﬁumwaow& Refugee Organization (IRO) was inaugurated as a UN
special agency with a budget dependent on the contributions of
member states. Those states that found themselves with large refugee
camps were anxious to pass the refugees on to other countries as
quickly as possible. They argued in the IRO that the refugees’ plight
should be dealt with by a levy on all member states to finance their
resettlement and that each member country should be allotted a quota
of .Hnm:mmmm $0 as to share the indirect costs. But when it came to the
point, the rich states would not be taxed, and the empty, sparsely
populated states (even when, like Canada and Australia, they agreed
to take large numbers of refugees) still wanted to be free to pick and
choose, to take the healthy and productive and to leave behind the old
and the sick. The Soviet Union even insisted on its right to repatriate
refugees against their own wishes — and got the Americans and
British to help them do so. :

The result of all this disagreement was that the IRO collapsed into a
rump organization consisting of a UN High Commissioner for Refugees
with limited funds and even more limited powers. He acted as an
unhappy and ineffectual mediator on behalf both of European refugees

and, in the aftermath of the first Arab-Israeli war in 1948, of the

Palestinians. There again, the conflict of interest between the states, like
uoﬁmdu which found themselves with the refugees, and others like mwumm
which nwc_n_ have accepted them had they not strong political as well m,.“
economic reasons for keeping them where they were, made sure that
aoﬁ?mm was done. The same unhappy story followed the war between
F%m and Pakistan, the Korean War, the Vietnam War and many other
international and civil conflicts. As with those wounded in battle, the
_..mmcm.m.om came to look not to political authority but to private <o_:m$Q
nvm.ﬂ.zmm for the relief of hardship. And, as mentioned eatlier, forgotten
ﬁorcnm_ prisoners have similarly had more help from >z§_mmﬂw Inter-
national than from any inter-governmental body. .

Public goods

The international political economy has no central public mcﬁrol@ 0
it is not to be expected that it will be provided with many mmnsmmﬁ_%
w:_u_:m .mwoam E the sense in which the term is usually applied to goods
or mmnpr.cmm which a government or some other central political authority
has man&wm shall be supplied freely for general use. The nearest thing to-
real public goods consists only of the incidental benefits enjoyed by
others as a Rmiﬂ of goods or facilities provided by individual state
msnroﬁﬂmm _.uﬂamnm% in their own national interest. Such, for instance,
is the benefit of such security as may be enjoyed Uw oﬁwmnm as a result

of the defence policies of the superpowers and the fact that these forces
appear to be in a state of more or less stable balance. Similarly, one
might say that the international political economy has the use and
benefit of an internationally acceptable and usable currency -— the US
dollar. But, as with the military balance, it is accidental, or coincidental,
if the benefits publicly enjoyed from the use of this widely available
facility are more or less important than the costs and risks to other users
of their vulnerability to changes in US monetary management.

The other approximation to public goods in the international political
economy — but it is not really a very close approximation — is those
goods and services which are in part provided or subsidized by govern-
ments and made generally available for sale on the world market. Such
for instance are the sea and air transport systems described and analysed
in a previous chapter and the communications systems developed on the
basis of earth-orbiting satellites. All three exist primarily to serve the
world market economy, and the benefits go mainly to those in the
production structure who depend and sell on world markets. The sea
and air transport systems are indeed supported by certain infrastructural
aids that are in fact public goods — for example, the air and sea traffic
control systems, weather reports on the basis of satellite pictures
processed by computers, beacons and lighthouses. The cost of making
these available to allcomers is mostly borne by states while the benefits
accrue to the major traders and carriers.

The world communications system is rather different. Some
communications satellites are privately owned and operated — by bank-
ing syndicates, primarily. Others are owned by national governments —
the Soviet Union, India or Indonesia, for example. And besides these,
INTELSAT is a curious hybrid between a commercial corporation and
an international organization — perhaps the nearest thing to an agency
supplying the public good of communication facilities.

Besides these rather marginal and minor provisions of public goods
‘useful to international commerce and communication must be set the
‘loss of the one public good that was freely accessible to all for centuries,

the high seas. Today there is very litde of the surface of the world’s
major oceans that is not claimed as an exclusive economic zone by the
government of some state. This was one maiter on which the UN
Conference on the Law of the Sea could effectively agree. Signtificantly,
where it could not agree was that the resources of the sea-bed
constituted a common heritage of mankind and ‘therefore should be
treated as a public good, exploited by an International Sea-bed
Authority and the proceeds used as if they were international revenue.
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Conclusions

From a global perspective the welfare system is far less well developed
than the transport or trading systems —- trade in energy included. These
serve the integrated world market economy, while welfare primarily
serves the citizens of the individual state. Both trade and transport are
sustained by strong transnational interests and encouraged out of self-
interest by the governments of the most developed economics. By
contrast, the positive provision of welfare by states across these fron-
tiers, to people in other states, is either strategic in motivation or
symbolic in character.

One exception here might be internationally agreed environmental
controls like the MARPOL conventions. Progress where collective co-
operation is necessary, however, has proved painfully slow. The princi-
ple that ‘the polluter pays’ can be worked into national legal systems and
enforced in national courts, It is not so easy to enforce between states.
Take acid rain, for example. Britain is reluctant to act to save German
and Scandinavian forests, as the United States is reluctant to do it for

Canada. Conventions to arrest the destruction of the ozone layer of the

atmosphere may be agreed more quickly in principle than executed in
state practice, . o

Some transnational welfare is provided independently of state
authority by religious organizations or non-denominational organiza-
tions inspired by charitable emotions and altruistic beliefs. This part of
the global welfare system, though small, seems to be growing,
suggesting a gradual change in that part of the knowledge structure that
concerns people’s perceptions and beliefs. But it is a change that so far
has had lictle impact on state behaviour. .

Indeed, as the security structure has changed so that the acquisition
of foreign military and air bases has become less important and the
development of new and advanced inter-continental defensive and
offensive systems has become more important, so the use of foreign aid
(including military aid)} as a tool of economic statecraft has lost some
of its appeal on grounds of political self-interest. The strategic motiva-
tion for most semi-concessional Jending for most ‘donor’ states is far
more to capture or preserve market shares than to acquire or preserve
military bases. The only exception, perhaps, to this general trend is to
be found in the continued superpower interest in naval bases, especially
in the Pacific, but also in the Indian Ocean. For example, when the
Soviet Union purchases repair and supply facilities from mini-states i
the Pacific like Vanuatu, the United States is soon moved to respond
with similar or comparable offers of aid, equally inspired by strategic
considerations.

Over the past four decades, it is clear that there has been a broad
trend away from aid as an effective policy instrument, This has been

::::::::::: . e s —— e e ————— R —— . %nmlwl.qmqm |M!N/m

particularly marked in the older n_Oﬂo.H. states like the GEH&‘%M»SW!”
far the largest single aid donor — and in Britain and Omnmam. . nvm m%

of this foss of interest has been obscured in the overall statistics au\ the
rising importance of ‘new’ donors like Hmwm? Italy, Germany Ew Qﬁm
Switzerland. It is also obscured by the inflation .om the .quomu when mh.

measured in (depreciating) dollars seemed 1o rise rapidly. m.wm:u M: the
1980s, the total of official development assistance levelled oﬁ. mbw n<ﬂ5
declined, though non-concessional _nw&.:m Q.::E:wm to !mmm n Hrm
same period, what has grown and multiplied without cease rmmr nﬁw.ﬁ rm
volume of symbolic protestations of concern by the Dnr for ﬁ_n plight
of the poor. Such symbolic responses come cheap, but in the long run

may prove polirically explosive.
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Chapter 11

The aim of this book has been more to suggest questions than to provide
set answers. The intention all along has been to direct attention to a
broader range of considerations than are encompassed by the state—state
perspectives of international relations, and to do so by posing a partially
new set of questions regarding, especially, the basic structures of the
international political economy. The intention was to leave it to the
reader to supply his or her own answers, according to individual value
preférences and subjective political choices. 1t has been an invitation to
Pick-Your-Own strawberries, not to buy a basket of ready-picked and
packaged fruit.

In practice, this has proved difficult; especially as we passed from the
four primary structures to the secondary or dependent structures, the
mere description of what had emerged in trade or transport, and how
it had developed out of past policy decisions and market changes
inevitably selected one set-of answers instead of another. This was
particularly so with the chapters on transport systems and on the supply
of energy in the world economy. Both became essays in sectoral
analysis, even though both oil and sea transport, for instance, are not
just sectors of the economy but are also infrastructural, providing the
necessary means and inputs to a whole range of other sectors. Both lie
on the borderline between structures and sectors. A larger, more
comprehensive book, or a second companion volume, could logically
proceed across that border to outline the political economy of a whole
series of interesting sectors. Several of these, fike the political economy
of cereal production, trade and consumption, are very important,

“politically and economically. Others — whales or timber, for instance

— would highlight new aspects of the concept of authority in relation
1o the market. Tempting as this is, it would tend to dilute still further
the idea-of a book of questions rather than answers.

For those who may wish to find their own answers in a sectoral
analysis, however, a brief recapitulation of the steps to take, expanding
and explaining the procedures followed in brief in earlier chapters on oil
and transport, may be helpful.
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Take six eggs

A cookbook recipe starts by telling you what you will need to have
ready to male the dish. A manual or handbook, whether for changing
the oil in an engine or for assembling a kit of some kind, will start with
a plan or map, showing the relevant components and where to start
Eow.r.. In political economy, for sectoral analysis, we could start with a
matrix. On the horizontal axis of the matrix, we have the changes, if
any, in the four primary structures. On the vertical axis, we have .mrm
moaw. components of the authority-market relationship. mmm Figure 11 1

Logically, there should be only three categories on the vertical axis —
states, Emlﬂmm and the balance between them. But since in some $ectors
there are important non-state authorities coexisting with state
authorities and having an important impact on who gets what at the end
om ﬁrw day, it is easier to deal separately with them from the start. {In
oil, it was the major oil companies; in the world market moH. art
treasures, it could be the big international auctioneers, and the nx_unmm
they employ to validate and value the pictures, furniture memorabilia

etc., put up for sale.) Optionally, and if you really ﬂrm:m that an mbnmmw
5mﬂ.o:m_ bureaucracy has an influence on market forces separate and
disrinct from the influence of the national governments that belong to it,
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igure 11.1 Structural change and the authority/market nexus
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the international bureaucracy would make a fifth category and another
row of boxes to fill. For instance, in the case of the market for
discounted developing country debt, one could argue ¢hat the attitude
of the IMF bureaucracy cowards the country’s economic policies was a
separate factor from the attitude of the United States, and was a factor
independent and distinct from change in the financial or credit structure
which related more to the vulnerability of creditor banks in general than
to uncertainties in the structure. Or, in the case of the mostly state-
managed market for radio programmes, you could say that in the
registering role of the WARC (World Administering Radio Conference)
the actions of the bureaucracy were to some degree independent of the
policies of states cowards the competition for wavelengths. But only if
there is real evidence that the agency has some technical capability, or
some special authority legitimated not by the approval of governments
but by the consent and respect of those affected should it be considered
separately from state policies. It is only too easy, misled by the public
relations efforts of international organizations, to confuse, for instance,
the authority of NATO with that of the United States, of that of
COMECON with that of the Soviet Union. ‘Market conditions’ may or
may not be vulperable to change in the primary Structures. Obviously,
it matters whether the market is in a stable or a volatile condition,
whether the trend of prices is rising or falling, whether there are a few
producers (aluminium, soda ash) and many buyers; of alternatively,
many producers and few buyers (cocoa beans, wheat); few producers
and few buyers {aircraft engines); or many producers and many buyers
(cotton knickers, plastic bowls, cutlery). In each case, the ‘geometry of
the market’ being different, this will make a difference to the impact of
change in the primary Structures. Higher interest rates will affect small
buyers (or sellers) more than large ones, and ¢his will affect what has

to be said at Stage 2 of the analysis.

Stage 2 proceeds from the bottom line of the first matrix — the
‘balance of power over outcomes between authority {or authorities if
‘plural) and market and asks what distributional consequences follow
from the market being more or Jess subject to political management (i.e.
manipulation or interveption for essentially noz-vnomﬂ‘oansﬁmm. not
strictly economic, reasons). Evidently, there will be a subjective element
in deciding what net effect of this balance will follow from contrary
changes — changes in the opposite direction — emanating from more
than one of the four primary structures. For instance, it is possible that,
in the market for a particular kind of weapon or military equipment,
change in the security structure — perhaps some increase in perceived
insecurity — will lead to a tightening of authority control over the
market for those particular weapons. But, at the same time, financial
deregulation will make it casier to fmance purchases of the same
weapons. .



Despite the occasional difficulty of this kind, in Stage 2 we try to
decide what are the secondary effects of structural change as filtered
through states’ responses and market responses and the balance between
them. In diagrammatic form, we could represent this balance as a sce-
saw, subject to different pressures emanating on the market end of the
see-saw and on the major authorities in that market — which may be
one state, an alliance of states or a cartel of market managers — like the
Seven Sisters in the oil market of the 1950s. In Figure 11.2, the primary
structures are represented as interlocking circles because, as seen earlier,
it is impossible to deal with any one of them in isolation from the other.

In Stage 3, we try to work out the distributional consequences of
changes in the see-saw. We have to ask what the net effect of a change
in the angle of the see-saw is likely to be for social groups within and
across state frontiers. Are the workers better or worse-off? Are
consumers carrying new risks? Or are producers? Are creditors more
secure, or are debtors under tougher pressure? And next — given that
we are mostly looking at integrated world markets in which only a few
states will have much influence on the market—authority see-saw —
what are the consequences for other states? For other non-state institu-
tions? For international organizations? What too are the repercussions
of change in this market-authority balance on related markets? For
example, a deregulation of air transport, a loss of authority by the IATA
cartel over the market of air travel affected the market for tourism, and
consequently the local market for construction companies building
hotels, which might be local or transnational.
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Figure 11.2 Interlocking Structures
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Unresolved problems

However painstaking and unbiased the research in international
political econemy, we have to admit that there are always going o be
more questions than answers. There are problems that students are
likely to encounter that probably can never be fully resolved, open ques-
tions to which there are not necessarily answers. There are three in
particalar, of which it is as well to be forewarned.

One question is whether, even short of the chimera of a general theory
of international political economy, there are any reliable rules of thumb
that say which structure is dominant and thus which, in any given sector
or situation, are likely to be the decisive structural changes. It seems to
me that it is just not possible to be sure that changes in the security struc-
ture, for instance, will always have more effect on outcomes than
changes in finance or in ideas or access to information in the knowledge
structure, or even than change in the way in which production is
organized. It is therefore all the more important to keep an open mind.
By way of illustration, take the spread of information on the manufac-
ture and uses of small computers. This spread — basically a change in
the knowledge structure in which more people had access to knowledge
that had previously been limited — results in change in the CoCom (i.e.
Coordinating Committee) rules on trade in strategic goods from NATO
countries to the Sovier bloc. Options for states in the security structure
are consequently constrained, opportunities for enterprises enlarged. Or
take the expansion of international bank lending and of official credit
for arms sales to developing countries: regional security, as in the
Persian Gulf,.is weakened to an extent impossible if there had been no
credit, and provided real oil prices were low. The dominance of any one
factor, of any one of the primary structures, therefore, must remain an
open question. .

Then there are two unresolved questions about the nature of the state,
Fven realists who are confident that the state, however liberal its
ideology and however determined its promotion of private economic’
enterprise, is still the final political authority 1o any political economy
are no Jonger quite sure how precisely to define it, nor how to recognize
who is susceptible to its authority.

Consider for a moment the United States. We may be able to agree
that the US government is in many sectors of the world economy the
most influential authority; and that the US government is the legitimate
representative of the state. But can we define that state? Is it just the
land, the capital investments and the people found within its
acknowledged territorial frontiers? What about the plants owned by US
corporations, ‘and the property owned by US citizens, in other
countries? Are these not assets thart are statistically counted as the stock
of US foreign investment, over which the US government, acting for the
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state, claims some rights? In World War II, American investiments
owned by British individuals and corporations were requisitioned by
order of the British government and sold off to buy arms. In another
war, the United States would go further and claim reversionary rights
even over ships flying foreign flags if their owners were U5 citizens. But
what then of Japanese corporate investments in the United States? Does
the Honda plant in Columbus, Ohio, not ‘belong’ to Japan? Again, in
the last war the US government took possession of Japanese property
— even property of US citizens of Japanese origin — claiming it as its
own. At the moment, the repatriated profits made in Columbus, Ohio,
may make their contribution to the Japanese balance of payments,
though any cars exported from there to Canada, say, may contribute to
the US balance of payments.

H, as governments have discovered in trying t¢ decide whom they
should subsidize, the limits of the state are difficult to define in
manufacturing industry, they are even more difficult in the service
sectors. In banking, insurance, advertising, films or consultancy, the
element of ‘foodooseness’ is all the greater; the same problems of
conflicting jurisdiction arise in even greater complexity. What appears
to be happening today is a series of tests of strength between states over
different jurisdictional issues the outcome of which are all sull
unpredictable, ©

The same fluid situation is mirrored on a small scale with individual
people. It is more and more difficult to say with any precision what is
a British or a US citizen. Men and women often hold two or more
passports, often without the issuing governments being aware of it.
Some rights accrue not with citizenship but with residence or domicile;
others are subject to arbitrary administrative decisions. T'o the extent
that, as always, in the words of Thucydides, the strong will do what
they can and the weak what they must, the common elements of state
power and the common limits of state authority are likely as-a result to

- shrink and the differences grow between strong and weak states. It

follows that the possibility of general theoretical statements about the
nature of the state are apt to become more and more difficult.

For it is also apparent that such uncertainty over the limits of state
jurisdiction are far more evident with those states deeply involved in the
world market economy; and that they do not exist to anything like the
same extent for the Soviet Union or even for the People’s Republic of
China. This is partly a reflection of the fact that the less involved a state
is with the world economy, the less susceptible it is, or its enterprises
and subjects will be, to the structural power exercised transnationally
over the world economy, in production, finance and ideas and informa-
tion. And it is partly a simple reflection of relational power exercised
by the United States over, say, the Philippines and over China. Although
it is never possible entirely to. untangle structural’ power from

relational power, it is still very important, in my view, not to overlook
or underrate struciural factors in any power relation.

Conilicting coenclusions

That omission seems to me to be the major shortcoming of the most
popular school of thought in international political economy today —
the hegemonic decline school. Judging by the literature, and by the trend
of thinking in the American academic journals, which, unlike European
or Japanese ones, are read worldwide, the majority view - certainly in
US academic circles today — is that the disorders of the world economy
are mainly the result of a loss of American hegemonic power. The
school, though broadly agreed on causes, disagrees on remedies. It
divides into two broad wings -~ a liberal wing and a realist wing. An
example of the first would be Keohane’s After Hegemony (1984); and
of the second, Gilpin's The Political Econony of International Relations
{1987). The liberals tend to pin their hopes on collective action as a
second-best substituie for hegemonic leadership. Multilateral decision-
making through enhanced international organization is their remedy for
the ills of the international political economy. The realists like Gilpin
tend to be more pessimistic, to doubt the potential of international
organization.or of economic co-ordination as advocaied by American
liberal economists like Bergsten or McKinnon. The best hope, however

slim, lies in ‘benign mercantilism’ — a restrained pursuit of national
interests that makes some effort to avoid damage to others, or to the
system, :

An alternative view, to which I hold and which I believe is held by
a too-silent majority of non-American scholars — in the Soviet Union,

_Europe, Japan and the Third World — disagrees with both the

American liberals and the American realists on the causes of world
economic disorder, but is probably closer to the realists when it comes

.to remedies. The disagreement on causes is that the United States has

not in fact lost power in the world market economy. As that economy
has grown and spread, the source of its power has shifted from the land
and the people into control over structures of the world system. But the
structural power it has acquired in recent decades has been misused in
the service of narrow national interests. While this misuse of power has
sheltered the US taxpayer and consumer (and to a lesser extent,
workers) in the short run, it runs a serious risk in the long run of
weakening both the system and the structural hegemony of the Unired
States. Such is the resilience of the system that the time when the United
States will reap the consequences of its misuse of power is stll some way
off. It may still not be too late to reverse the process.

Consider the evidence for American hegemonic decline. It rests
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heavily on the decline of the US share of world outpur (from 40 per cent
to 22 per cent) in the thirty years from the early 1950s to the early
1980s, and the decline in the same period of the US share of world
exports of manufactures, from 30 to 13 per cent. Now quoting these
“facts’ implicitly assumes that the US government’s power as an
authority in the world market economy is accurately reflected by the
ratio of GNP to world GNP, and also by the sizé of the US share of
world exports of manufactures. ‘Made in USA’ in short is an indicator
of power. But this is rather like saying that ‘Made at Willow Run’ is an
indicator of the status of the Ford Motor company in the world market
for cars. The product of the home territory, no more than the product
of the company’s original plant, is not necessarily a good indicator of
its present power or status. Nor is it sensible to count only output or
exports of manufactured goods, and to ignore the US share of the world
market for service industries like banking, insurance, data storage and
retrieval, which are now much more profitable and much more power-
ful sources of influence over athers. Of course, the trouble with service
industries, as noted above, is that the ‘US share’ is much more difficult
to estimate than the US share of industrial output. Service industries, as
noted, are far more footloose. Their transactions are hard to count and
their profits do not necessarily come ‘home’. Overseas operations may
easily be more important to the enterprise than the home market, but
deciphering the company accounts to find out how much more impor-
tant is difficult and sometimes impossible. For this reason it is very hard
to say whether the increased competition that US manufacturing
industry has encountered from Europe, Japan and the developing
countries like Korea and Taiwan is more significant for US power than
the coincidental opportunities that have opened up for other U5
corporations in the rapidly growing and highly profitable service
SECLOrs. :
Focusing only on manufacturing industry in the late twentieth century
may be just as myopic for purposes of political economy as it would
have been to focus on the ratio of British agricultural output to total
world output in the late nineteenth century, or on the loss of Britain’s
old export markets for wool to Australial What is of course true is that,
for the United States, giving up its former self-sufficiency in manufac-
tures, like Britain giving up its former self-sufficiency in food, entails
taking on new dependence on imports, and therefore new vulnerability
— just as Britain became vulnerable to naval blockade in time of war.
But, short of war and blockade, the competition among suppliers both

to sell cereals to Britain and T-shirts to the United States is surely gomng -

to make the risks attendant on such vulnerability rather limited and
CHA:BMUOHAHNH:H.

._m we can bring ourselves toc escape from the intellectual obsession
with territorial states, the power equation looks very different. What
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matters is the relation between the United States as a state with political
authority and the corporations operating in and outside the United
States. Some of these were originally, and still are, US-owned by foreign
managers. Others are foreign corporations functioning in and selling to
the US domestic market, and maybe aiso exporting from the United
States. Washington may have lost some of its authority over the US-
based transnationals, but their managers still carry US passports, can be
sub-poenaed by US courts, and in war or national emergency would
obey Washington first. Meanwhile, the US government has gained new
authority over a great many foreign corporations operating inside the
United States. All of them are acutely aware that the US market is the
biggest prize in the competitive game. My guess, from talking to
corporate executives — American and European — is that on balance
US authority in the world economy has actually increased, not declined.

In many versions, too, even if the evidence for the alleged decline were
relevant, it is grossly exaggerated. This in itself arouses suspicion that
there is a vested intellectual interest in the notion of hegemonic decline.
To be blunt, it is a very convenient excuse for past failures and present
indifference to disorders in the system that bear far harder on other
people than they do on residents of the United States.

Y'ake, for example, the base line for the statistics. In theearly 1950s,
the American lead in manufacturing output and exports was exag-
gerated by the setbacks still suffered from the war in Europe and Japan.
By the 1980s, it would have been remarkable if the same gap still
remained. ‘Secondly, there is the content of what is counted as total
world ocutput. There are good reasons for thinking that the statistics
overstate the increase in the size of the whole cake, and understate that
part that is counted as the US share. We know, for example, that as the
money economy spreads, goods and services that were formerly made
or provided within the home, are bought in from outside — and then,
for the first time, show up in the monetarily-countable Gross National
Product. (If you cook for yourself, it’s a hobby; if you buy a meal from

. a restaurant of a take-away, it increases the recorded output of

restaurants and take-aways.) Since Americans were the first to sell and
buy such goods and services, the expansion in the counted totals of GNP
was likely to show up as growing faster in Europe, Japan and other less

‘developed countries. Similarly, as U$ companies led in going offshore

in the 1950s and 1960s, their contribution to non-US GNP was greater
than the contribution of European and Japanese companies to what was
counted as the US GNP, They were also leading in the same ‘buying-in’
of services and components that could be seen in households, once again
expanding what was counted as world GNP faster than the rate of
increase in what was counted as US GNP,

_In short, the figures themselves are only the roughest of guides. They
probably exaggerate the degree to which other economies have really
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caught up with that of the United States. This is also true of another
piece of supposed evidence for hegemonic decline — the slowing rate of
productivity growth in the United States compared with, say, Japan.
But, as with the rate of economic growth, the leader has such a head-
start that it can afford a lower annual increase for many years before
the followers catch up — a truth sharply recognized in developing
countries even when they have quite striking annual growth-rates.
We can conclude, I think, that the gap between US power and that
of any rival state when it comes to exercising influence over the basic
structures is still so substantial that no initiative has yet been taken in
international organizations that the United States has persistently
resisted, while most of the (comparatively rare) initiatives that have
been taken by the United States are in fact executed by international
Organizations. . .
And, besides the dubious character of the underlying evidence of
decline, there is one more curious feature of the debate between the
American realists and American liberals. The latrer always claim to be
the ones who are internationalist in their cutlook. It is they who have
mostly hoped for reform of one kind or another through international
organizations, and have often founded their professional reputations on
their familiarity with the same organizations. Yet it is they, and not the
realists, who seem more nationalist in their defence of US foreign
economic policies. Compared with the realists, they are far less ready
to admit that there have been mistakes in the management of the US
economy, and in unilateralism in the conduct of foreign commercial and
financial relations, and that this may have substantially contributed to

the disorders they deplore in the system. Gilpin, for instance; concludes’

his survey of banking and finance by referring to ‘American mismanage-
ment of its own internal affairs and of the international finance system’;
concluding that this puts responsibility on the Japanese, althcugh it is
hard to see how this can be when the system still largely operates in
dollars, responds most promptly to policy shifts by the Federal Reserve
Board, and when the United States does not make way for Japan m
either the BIS or the IMF. In his next, penultimate chapter {p. 345},
Gilpin echoes the conclusions of Calleo (1 984) when he says,

Critical problems of the world economy in the arcas of trade, money and debt were
left uncesolved . . . Beginning with the Vietnam War and continuing into the
Reagan Administration the United States has become more of a predatory hegemon,
to use John Conybeare’s term (1985}, less willing ro subordinate its own intercsts
to that of its allies. Instead it tended to exploit its hegemonic status for its oWn
narrowly defined purposes. [Gilpin, 1987: 345.]

Calleo’s explanation lay in the attempt, from the Kennedy era onwards,

to finance both an extended welfare state and a costly defence

“Tuestions and Answers 239

programme without increasing either the rate of saving or the incidence
of taxation. The superior structural power of the United States made it
possible first, under Nixon, to devalue the dollar, thus imposing the cost
of persistent US deficits on all who held reserves of dollars; then under
Ford and Carter to tax the system by means of inflation, followed by
more devaluation. Finally, under Reagan, cven more costly defence
spending escalated the budget deficit to record heights. But the United
States was able to finance it by pre-empting the savings surplus of the
Japanese and reversing the fiow of funds so that it was the Laun
Americans, on balance, who financed the United States, rather than the
other way round.

The negative effects of such predatory, or destructive, use of
hegemonic power were multiplied by a marked rise in the unilateralism

of US policy-making, causing the pious communiqués of orchestrated
summit meetings to ring increasingly hollow. Talk of policy co-
ordination and the need for teamwork and cooperation accorded ill
with the failure of the United States to even pretend to consult its allies
over the Swrategic Defence Initiative, or over the strategy for arms
control bargaining with the Soviet Union. Confidence in US leadership
was equally undermined, not by a loss of power over others, but by lost
control over its own tangled web of overblown bureaucracy. As the
Irangate investigations showed, there was no unbroken chain of
command, no clear locus of final responsibility. Policy was muddled by
the divisions and uncertainties in the executive over US policies. For
example, an initiative like the Baker Plan of 1985 to mobilize new funds

for Third World debtors -was universally welcomed but the US

administration apparently lacked the necessary will, or power, or both,
to follow through with the US banks.

To young people, the most depressing aspect of this continuing
debate may be; not so much that the experts disagree on causes and on
remedies, but that none are particularly sanguine that their favourite
remedies will actually be applied with sufficient vigour to bring about

_a material change. The liberals have to confess that in the light of past

experience the chances of radical reform in international organizations
are not after all very good. The realists’ expectations are fow that either
Japan will take over as hegemon or that the US policy-makers will start
to weigh damage to allied interests as highly as offending important
Congressional constituencies. This general pessimism 1s very different
from the confident visions of the future that were widespread after
World War II, or even as late as the 1960s.

I can offer only a few crumbs of comfort. One is that the general
pessimism is perhaps a better basis for taking decisions than some of the
illusions that were current until quite recently and that are, fortunately
perhaps, less current today. One illusion was that either the Soviet
Union or else China could lead the way through revolution to a better
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and juster socialist system. 1 may be wrong, but the acknowledgement
by both great socialist states of the shortcomings of socialist manage-
ment within their own countries and their new flexibility in dealings
with the outside world both suggest that neither seriously expects to
supplant the world market economy, only to live with it, hoping to
profit from its benefits while continuing to insulate themselves from its
instability.

Another illusion was that concerted lobbying and selidarity among
the developing countries could persuade the affluent industrialized
world to increase aid massively and to change the rules of trade radically
in their favour. Echoes are still to be heard of some of that New Inter-
national Economic Order rhetoric, bur the actions of Third World
governments tell a different story. Like the leaders in the socialist
countries and in the affluent alliance, they are showing far more realism
concerning the nature of the problem, and about the potential for
change and the advisability of self-help.

Two sources of hope, however slender, remain. Oneis that American

self-confidence and idealism once again reassert themselves, that a new

generation, less jingoistic and less narrowly nationalist, begins to dream
of a new era of American leadership and hegemonic management, in
which the long-run interests of people outside the United States are
taken into account for the greater wealth, justice and stability of
everyone, including the Americans. American history is such a record of
temperamental volatility, of U-turns in mood and policy, that this is still
no longer impossible — more possible indeed in America than in any
other country in the world. . o

The other source of hope is that, instead of resting supinely the
hope that the United States will cease its predatery behaviour, the
Europeans and/or the Japanese, as the most economically important

partners of the United States, would begin to be more constructive and .

responsible in their bargaining with Washington. Self-reliance in
defence would be a first step. At present, the Furopeans and the
Japanese have themselves largely to blame that they have been such a
weak and flaccid opposition to destructive hegemony.

Chapter 1

1. 1 have used the French word here because the English ‘problematic’ is also used
confusingly as an adjective meansng ‘doubtful’ or ‘open to question’. I would
define problématique as the underlying question or puzzle that gives purpose o
a field of study.

3 Some recent texts adopting this method of presenting alternative approaches are
R. McKinlay and R. Little, Global probiems in World Order, London, Pinter
Publishers, 1986; R. Gilpin, The Political Economy of International Relations,
Princeton UP, 1987; R. Barry Jones, Perspectives ot Political Econonty,
London, Pinter Publishers, 1983, which, however, excludes the Marxist
approach.

3. A further development of the argument was made by Miriam Caraps in The
Management of Interdependence, New York, Council on Foreign Relations,
1974, and in W. Diebold’s, The United States and the Industrial World, New
York, Praeger, 1972, also for the Council on Foreign Relations.

4. Global Reach was the title of a popular book on multinationals written in the

" mid-1970s: R. Barnet and R. Miller, Global Reach, London, Cape, 1574.

Chapter 2

1. An illuminating study which brings out this side of Smith’s writings is David
Reisman’s Adam Smith’s Sociological Economics, London, Croom Helm, 1976.

2. Similar assumptions were made by Knorr in a later book, Power and Wealth
£1973), in which he tried to distingnish different kinds of power based on
control over resources. But it should be noted that the literature of power theory
is much more developed than would appear from looking at imternational
economics and international politics. An interesting study introducing the
reader to the main contributions to this literature was Jack Nagel, The Descrip-
tive Analysis of Power, New Haven and London, Yale University Press, 1975.
See also 1. Hart, “Three approaches to the measurement of power in inter-

‘national relations’, International Organization, Spring 1976, p. 291,

3. Much of this work in sociology owed its inspiration to the work of Fernand
Braudel, notably his great two-volume stady of The Mediterranean in the age
of Philip II. Early contributions were by Perry Anderson {1974a, 1974h) and
Barrington Moore (1967); recently by Michael Mann (1987) and Jonathan Hall
(1986). See bibliography for details.

Chapter 3

1. Such is the title of most recent textbooks on international political economy as:
J. Spero’s much-used The Politics of International Economic Relations, London,
Allen 8 Unwin, 1985; R. Gilpin, The Political Economy of International Rela-
tions, Princeton, Princeton University Press, 1987; B. Blake and R, Walters,
The Politics of Global Economic Relations, Englewood Cliffs, NJ, Prentice
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Hall, 1983. An exception is R. Cox, Production, Power and World Order,
1987.

‘Revolution’ is a particularly elastic term in the vocabulary of security,
needing careful definition before it is identified as synonymous with violence
and an absence of security. As the French political scientist, Jean Baechler has
pointed out, the term ‘revolutionary’ can reasonably include members of
movements which totally reject the values and goals of conventional societies,
and even suicides who practise a lenely, personal kind of rejection of society.
Moreover, there have been many bloodless revolutions -— like the English
Revolution of 1688, the Gaullist Revolution of 1958 or the Turkish Revolu-
ton of 1983 — all of which enhanced racher than threatened security:
{Baechler, 1975.})

On tax issues, see Chapter 4, p. 84.

See Jervis (1970); Howard (1983); Gilpin {1981); Walrz (1979); Holsti
(1983).

The US Senate appointed the Nye Commission in the mid-1930s to
investigate the matter. Two classic books were H.C. Engelbrecht and F.C.
Hanighen, Merchants of Death (1934) and Thayer, The War Business: The
International Trade in Armaments, 1970. See also: R. McKinlay and A.
Mughan, Aid and Arms and the Third World (1984) and A. Sampson, The
Arme Bazaar (1977). Bernard Shaw’s provocative study of the arms manufac-
turer, Andrew Undershaft, in Major Barbara is also worth re-reading. {See
Bibliography for details.}

Chapter 4

1.
2.
3.

10.

See Bibliography.
See Chapter 6.
Baechler (1975: 56-9). On the importance of changed ideas, from St

Augustine to Adam Smith, regarding the legitimacy of profit-seeking, see

Hirschman (1977). :

Mad Marx, Capital, 1, quoted by James O’Connor (O’Connor, 1984
See also Chapter 11,

“T'urnip’ Townsend was one of the chief advocates of the Norfolk four-course
rotation of crops in eastern England. This not only increased yields but
enabled more cows and sheep to be kept alive through the winter. The forced
emigration of Scots in the eighteenth century has been movingly described by
John Prebble in The Highland Clearances, London, Secker & Warburg,
1983. _ _ :
Cf. Cipolla (1962), and more briefly, N. Demerath, “World Politics and
Population’ in Strange {1984). .

As most British schoolchildren know, the Mutiny spread because [ndians
believed that native soldiers, or sepays, were being ordered by their White
officers to viotate religious taboos, both Hindu and Muslim.
“Multinationals’ as a description of corporations operating in several coun-
tries and across narural frontiers is misleading because neither in character
nor control are most of them multi-national. They are national corporations
operating transnationally. ‘Multinational corporations’ . was a term
strategically coined by IBM early in the 1960s. “I'ransnational corporation’,
as used by the UN, is more accurate. See United Nations (1983).
Vernon’s work also owed something to the thesis of Stephen Hymer, a

student of Kindleberger’s, published posthumously {(Hymer, 1976).

1t.

12.

Zoﬁmmim.u_,w

Nader (1976). Nader made his reputation as a champion of consumer interests,
especially in the car business.

Franko {1976) has gone as far as comparing THNCs to the tax ‘farmers’ of pre-
revolutionary France and other pre-industrial regimes. Then, the state ‘sold’ or
privatized the tax-gathering concessions. Franko’s argument is that when
governments allow management fees or kickbacks on aided projects, they are
essentially doing the same.

Chaptet B

1.

Neither the ECU nor the SDR can properly be described as a truly international
currency. The value of both ‘baskets’, or weighted mixtures of currencies,
depends on the net inflationary or deflationary policies of the constituent
goverpments. Only when some multinational political authority takes respon-
sibility for managing the issue of ECUs or SDRs wil} these take on an existence
separate from their national ingredients.

J. K. Galbraith’s Money — Whence it Came and Where it Went (1975) tells
these stories particularly well.

The classic study of European lending policies in the nineteenth century is still
Teis (1964},

See M. de Cecco, Money and Empire; the International Gold Standard, 1974:
and for a clear exposition of the circular movement of funds in world trade

~ before 1914, A.G. Keawood and A.L. Lougheed, The Growth of the Inter-

o0~

i0.
11,

12.

national Economy, 1920-1980, 1983.

Judd Polk, Steriing, Jts Meaning in World Finance. This point is important
because under the paper dollar standard the United States often succeeded in
doing the opposite: protecting itself from exogenous shocks and passing the
necessity to adjust on to others.

Alan Milward argues that European economic recovery was going well in 1947
and that the picture sold to the Congress of Europe that it was verging on
economic collapse was grossly exaggerated. That was true, but the recovery
could not have been sustained much longer without US help. See A. Milward,
The Reconstruction of Western Europe 1948-51, London, Methuen, 1984.
Also Kindleberger, 1987.

A. Maddison, Economic Growth in the West, 1964, p. 77.

The major de facto amendments were the decision (to help Britain) to let
countries draw on the IMF who were in balance of payments difficulties on
capital account as well as current account, as originally envisaged; and the quiet
dropping of the ‘scarce currency’ clause which pur equal responsibility to adjust
on surplus countries as on those in deficit. This suited the Americans in the
19505 but made it harder to push revaluation on the Germans and Japanese by
ihe end of the 1960s.

A full list with explanations of the reasons for introducing these devices can be
found in H. Kaufman, 1986.

R. Dale, The Regulation of International Banking, 1986, p. 83.

US banks toe eventually had to stand losses, as Mexican debt began to be soid
off at up to 50 per cent of its full vaiue. But the penalty was both delayed and
more covertly paid. .

1bid., p. 185. An appendix gives the full text of the second Basle Concordat.
One encouraging move towards stiffer and more uniform re-regulation was the
British~American agreement to standardize the required ratios between banks’
capita} and their assets {i.e. loans). This led in December 1987 to a multilateral
agreement by member banks of the BIS (Financial Times, 9 December 1987).
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14. This was the condlusion reached by Calleo in his stzdy of US monetary policies

from Fisenhower to Reagan (Calleo, 1984).

Chapter 6

1.

Under the slogan Siamo sempre con te, 3 Hewlett-Packard advertisement in
Italy recently proclaimed that customers anywhere in the world could keep in
touch with data sources, corporate headquarters and customers by means of
their sophisticated communication systems.

An excellent and entertaining account of this intellectual transition is to be
found in Hirschman {1977). See also Heilbroner {1983}.

Schumacher {1973), chapter entitled ‘Buddhist Economics’. See also B. Woods’
biography of her father, Alias Papa, (1984).

Ibid., Figs. 9 and 10, pp. 64/5. Hamelink’s sources for these network pages
were J.P. Chamoux, L'information sans frontiéres, 1980, and the publications
of S.W.LF.T.

This was the main finding of $. Davis’s doctoral thesis, The Grain trade and
food security in Mexico, Brazil and Argentina, London University, 1984.
United Nations Centre on Transnational Corporations, various reports on
Transborder Data Flows in UNCTC Reporter; see also K. Sauvant {1986)..

Some selected titles are: ]. Habermas, Commusications and the Fvolution of

Society, 1979, R. Barthes, Mythologies, 1973, ]. Baudrillard, for a critique of
the political economy of the Sign, 1986; R. Williams, Communications, 1976
A. Smith, The Geopolitics of Information. How Western Culture Dominates
the World, 1980, R. Hoggart, An Idea and its Servants: UNESCO from
Within, 1978; M. Mulkay, Science and the Sociology of Knowledge, 1979; K.
Popper, The Poverty of Historicism, 1960; M. C. Gordon (ed.)
Power/Knowledge, 1980; M. Foucault, The Archealogy of Knowledge and the
Discourse of Language, 1972; K. Deutsch, Nationalism and Social
Communnication, 1953; J.1. Gershuny and LD. Miles, The New Service
Economy, 1983, (see bibliography for details).

Chapter 7

w

Soviet practice is often criticized as unfair in Western shipping circles because

the Soviet trade agencies insist on buying imported goods f.0.b. and exporting
their own goods c.i.f., thus collecting the insurance premiuvm on both inward-
and outward-bound cargoes.

As quoted by The Economist, 6 June 1987, p. 79.

The first big one, the wreck of the Torrey Canyon off the British coast, occur-
red in 1967 and spilled 120,000 tons of crude oil. Much worse, spilling nearly
twice as much, was the break-up of the brand new supertanker, the Asoco
Cadiz off the French coast in 1978. Less damaging, bur cansing just as much
fuss, was the wreck off the Massachusetts coast of the Argo Merchant in 1979.
That was the ratio as estimated by IMO officials in 1973, By 1983, it bad fallen
to less than 2:1. See Bongaerts and de Bievre {1987: 146).

Claims against Liberian tankers for major oil spills have totalled $254 million,
against totals for Japanese- and Norwegian-registered tankers of $22 and $10
million respectively. (Bongaerts and de Bievre, 1987: 155).

My own father, Col. Louis Strange, had the peculiar distinction of being the -

first British pilot to fit a machine gun to his plane — at first. he was rold to take
it off at once — and also the first British pilot to use French artillery
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1 i i ; target
shells on bombs strung up with wire below the wings to bomb an enemy targ

_ the rail station ar Tournai. Strange (1933). .

A similar situztion has arisen with Gibraltar. A 1987 atempt ﬁow.mnﬁﬁmwo“
competition on European aif routes mocnmna& because mm%:m 0 _n%mn o
Britain treating Gibraltar as a ‘British” atrport when most of the ira
destined for Spain’s Costa del Sol.
Another was Mﬂa:mm by two very small states, fceland and h:xnﬁwo%ﬁmv HM
whom geography gave a chance to opt out of IATA and cut fares by tlying

great circle route across the Atlantic.

AP, Ellison and E.M. Stafford, The Dynamics of the civil aviation industry,
New York, Saxon House, 1974, p. 188.

Chapter 8

The corresponding mwcnnm for bloc exports wexe 13 per cent and 32 per cent
respectively. GATT, Tnternational Trade 198273, Table Al4.

" US Senate report, February 1973, Implications of mudtinational firms for world

trade and investments and for US trade and labor, pp. 278-9; and for Britain,
Meyer (1978: 33). See Tussie (1987).

Seers (1983: 13). )
See my argument in Tsoukalis (1983).

ﬁ.:m_xmq. g

1.

2.

3.

The plebiscite of 1935 was the occasion for the early use of an msﬁmgmc@nmﬁ
peace-keeping force. The Saarlanders voted overwhelmingly to re]o
Germany. o o )
%wm Hﬂ:wmswno:m_ Atomic Energy Agency s a Gz.m@mn_wrann— mmmﬂ@ mmmwwmv:
1957. For an analytical summary, see Scheinmann in Cox and Jacobson { .

Quoted in Ebinger (1982: xvi).

Chapter 10

Cu b

B.V.A. Roling, ‘International Law in an Expanding World’ quoted in Bull

77: 1486). . .
mww mﬁmzmmv_ qnternational Economic Relations’ in Twitchett S_m.ﬁu. it
For this reason the study of what is called ‘welfare economics’ 18 nOC Strl y
speaking a branch of economic science at all, w.:: rather of ﬁ@rﬁﬂ& anwﬂmﬁ
Although there may be economic aspects to it and factors mvo Mn&n: 5
primarnily concerns matters of political decision-making — m%oai e e
by Lionel Robbins who in FAWH life regretied that economists had no p

separation between the two. . ]

wn Nwmw\ﬁm_m% indirectly benefit the raxpayers in the denor countries. A ENonn%nmm
in defence industry is research and development of new weapons, nH - Rt
additional marginal sale lowers the average incidence of these ,aoﬁw ov—.ana
costs, thus making it possible to lower the unit price to the country’s own 2 <
forces. This is the logical reasen why European counties like ma:mﬁ_.nmmn:
France, with smaller national arms markets than the United States, are 50

to expand arms sales abroad. -
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Advance reviews

‘Ha-Joon Chang has produced a provocative critique of mainstream economists’
sermons directed to developing countries, amounting to ‘Do as [ say, not as |
did.’ It demands an attention.’

Charles Kindleberger, Emeritus Professor of Economics, MIT, USA

‘Ha-Joon Chang has examined a large body of historical material to reach some
very interesting and important conclusions about institutions and economic
development, Not only is the historical picture re-examined, but Chang uses this
to argue the need for a changing attitude to the institutions desired in today’s
developing nations. Both as historical reinterpretation and policy advocacy,
Kicking Away the Ladder deserves a wide audience among economists, historians,
and members of the policy establishment.’

Stanley Engermann, Professor of Economic History,

Rochester University, USA

‘People have ‘always known’ that leading economies used directed policies to
industrialize when they were less affluent and then told poorer countries NOT ro
do the same, i.e. the incumbent rich always tell the poor to adopr a liberal policy
stance. But this common knowledge had never been adequately documented unrii
Ha-Joon Chang took on the task. Kicking Away the Ladder is a scholarly tour-
de-force and essential reading for industrial policy-makers in the 21st century.’

Lance Taylor, Professor of Economics, New School University, USA

‘In this lively, knowledgeable and original contribution to intérnational political
economy, Ha-Joon Chang puts economic history at the centre of the current trade
liberalization debate, arguing that developing countries should not be denied
policy instruments used by Europe and Ametica for their own development. He
deserves our thanks for making this argument with rare force and skill.’
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