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B y the end of 1990, foreign direct 
investment — that is, investment in 

manufacturing, real estate, raw materials 
extraction, financial institutions, etc., 
made by capitalists of all lands outside 
their national borders — reached over 
S 1.5 trillion. Actually, this official esti­
mate grossly under-states the case because 
it is based on book values. But even as a 
minimum estimate, what is significant 
about this number is not only its size but 
the unprecedented speed with which it 
has grown in the last two decades: the 
amount directly invested in foreign lands 
nearly tripled in the 1980s alone. More­
over, this investment went far beyond 
manufacturing and the extraction of raw 
materials. To an ever larger extent foreign 
capital spread to such fields as finance, 
real estate, insurance, advertising, and 
the media. 

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

This new stage of globalisation has 
meanwhile given rise to questions about 
its longer-run significance. A widely 
accepted theory visualises the erosion of 
national sovereignty at the centres of 
capitalism, presumably to be replaced by 
an 'international' of capital that will 
make and enforce the rules of inter­
national relations. The more thoughtful 
members of the ruling capitalist class are 
well aware how chimerical the notion of a 
rising international of capital is. It is true 
that in view of the growing complexity 
and the many pitfalls in the world of 
global finance, they seek ways to streng­
then, or create new, international institu­
tions which can help to minimise the 
potential chaos they face. But as much as 
the need is understood in the abstract, 
and as many steps as have been taken in 
the hope of greater cooperation, there is 
no letup in the drive of nations to acquire 
more power and wealth. The upshot is 
that the speeded-up globalisation of 
recent years has not led to harmony. On 
the contrary, as we will try to show, it is 
itself a product of growing disharmony. 
Contrary to widespread expectations, 
sources of tension among the leading 
capitalist powers have increased side by 
side with their growing interdependence. 
Nor has the geographic spread of capital 
reduced the contradictions between the 

rich and poor nations. Although a hand­
ful of third-world countries, benefitting 
from the globalisation process, have 
made noteworthy progress in industriali­
sation and trade, the overall gap between 
core and periphery nations has kept on 
widening. 

For the sake of perspective, it is worth 
recognising that the recent splurge in 
globalisation is part of an ongoing process 
with a long history. To begin with, capita­
lism was born in the process of creating a 
world market, and the long waves of 
growth in the core capitalist countries 
were associated with its centuries-long 
spread by conquest and economic penet­
ration. In the past as in the present, 
competitive pressures, the incessant need 
for capital to keep on accumulating, and 
the advantages of controlling raw mate­
rial sources have spurred business enter­
prise to reach beyond its national borders. 
The tempo and nature of expansion has 
of course varied over time, influenced by 
changes in political and economic condi­
tions and the available technology for 
making war, transporting goods, and 
communicating. 

While the expansion of capitalism has 
always presupposed and indeed required 
cooperation among its various national 
components — with respect to transpor­
tation facilities, weights and measures, 
monetary and credit arrangements, etc. 
— there never has been a time when these 
same national components ceased to 
struggle each for its own preferment and 
advantage. Centrifugal and centripetal 
forces have always coexisted at the very 
core of the capitalist process, with some­
times one and sometimes the other 
predominating. As a result, periods of 
peace and harmony have alternated with 
periods of discord and violence. Gene­
rally, the mechanism of this alternation 
involves both economic and military 
forms of struggle, with the strongest 
power emerging victorious and enforcing 
acquiescence on the losers. But uneven 
development soon takes over, and a 
period of renewed struggle for hegemony 
emerges. 

The rise and decline of hegemonic powers 
If we look back over the two centuries 

or so since the start of the industrial 
revolution, we find two periods which 
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ment grip the Continent. The economic 
engines are sputtering from London to 
Lisbon."12 "Soviet and Global Slump 
Worry G-7.... All our economies are 
underperforming."13 "UN Sees 'Depres­
sion' in East.... the overall drop in 
industrial production at 19.5 percent for 
1991."" 

The recourse by policy makers to anti-
recessive economic policies to promote 
and sustain recovery may render these 
instruments less available when they are 
needed to combat the next recession. 
Examples in domestic [monetary] policy 
are accommodating monetary policy and 
lower interest rates by the Fed. Examples 
in domestic fiscal policy are increased 
public (defence) expenditures, reduced 
taxes, and a bigger budget deficit. 
Examples in international economic 
policy are exchange rate intervention 
and trade policy. Therefore easy 
recourse to these and similar economic 
policies to assure a soft landing in, let 
alone provide for a sustained recovery 
from, the next recession are likely to be 
less available, effective and adequate. In 
particular, the recourse to reflation, 
which is so dear to some economists and 
to policy-makers hearts, is not likely to 
be an adequate policy remedy in the next 
recession .... 

"Unpleasantness Ahead? With the 
latest drop in interest rates, the Federal 
Reserve Board is doing its desperate best 
to revive the economy. It can't go much 
farther... While the fear of a renewed 
—or continued — recession is wide­
spread, it is quite possible that public 
policy can do very little about it. Increa­
sing an already gigantic budget deficit is 
not going to help.... Some of the American 
prosperity of the 1980s was spurious... If 
the flow of money from other countries 
declines, as now seems to be happening, 
the standard of living is going to suffer. 
That is what happened to Latin 
America..."1S 

Contrary to almost everybody except 
the Nobel laureate in economics from 
Yale, James Tobin, there is a serious 
danger of deflation rather than inflation 
.... The next recession may threaten 
another period of very severe deflation 
as credit supported speculatively inflated 
values collapse.... It becomes rational 

and necessary for individual and financial 
corporations to sell off real and financial 
assets at any low price they will fetch in 
order to raise the cash they need to meet 
their most pressing immediate interest 
payment and other financial obligations 

"Too much debt. Too many loans. 
Too much unneeded real estate. The 
excesses of the 1980s have damaged 
many of our financial institutions and 
corporations. Now comes the cleanup... 
perhaps even deflation.... The World 
Bank: Debt Crisis Not Finished."16 

Another important deflationary 
influence in Europe and Japan of any US 
recession.... would be the consequent 
loss of their US dollar denominated 
assets.... The flight of Japanese capital 
from overseas and especially from the 
United States, and of course the growth 
of protectionism and Japan bashing.... as 
the United States and Europe try to 
redirect Japanese exports to or against 
each other.... is a real possibility in the 
next recession. Perhaps the most plausi­
ble alternative would be to upgrade.... 
the Japanese yen and the German mark, 
or a mark based Eurocurrency through 
the strengthening of the European 
Monetary System (EMS). 

All of these economic possibilities and 
policy options would sharpen already 
existing economic and political conflicts 
of interest [and of economic and mone­
tary policy as other paragraphs ex­
plained] among the United States and its 
Japanese and European allies as well as 
with Third World countries... The United 
States, Japan and Western Europe could 
turn increasingly toward neo-mercan-
tilism and/or the formation of regional 
blocs. These blocs might be centered on 
the United States in the Americas, Japan 
in Asia, and Germany in Western Europe 
and perhaps Eastern Europe.... These 
could also promote the creation or exten­
sion of a European bloc in Western 
Europe or in all of Europe, including 
Eastern Europe, and with some possible 
participation of the Soviet Union as well 
.... This policy to extend detente into a 
pan-European entente has also been 
proposed by the present author's The 
European Challenge: From Atlantic 
Alliance to Pan-European Entente 

for Peace and Jobs (Frank 1983/4, 
summaries of which also appeared in 
EPW). 

The options for Canadian and Latin 
American nationalism would be more 
constrained by an American Hemis­
pheric bloc or even a North American 
Common Market.... Similarly, renewed 
pressure could build up toward the for­
mation of a Japanese 'Greater East Asian 
Co-Prosperity Sphere' (to recall the term 
of the 1930s) in the Pacific area. 

"Each One Going Its Own Way.... The 
German move [to raise interest rates], as 
the Federal Reserve lowered the discount 
rate in America, was dramatic evidence 
that the Group of Seven coordination is 
dying on the vine. Each major country is 
attending to its own current problems 
with little regard to the impact of its 
decisions on others."17 "International 
economic coordination among the Group 
of Seven powers is in a deep freeze. 
Investment money may drift away from 
the United States to Europe so as to earn 
a better return."18 "Thoughts have turned 
to the possibility of a tripolar international 
monetary system, centered on the US 
dollar, the deutsche mark, and the 
Japanese yen."19 "The building blocs of 
world trade: What in the world do econo­
mists worry about? A large part of the 
answer, to judge from the list of this 
year's Amex Bank Review Essay Compe­
tition is the state of the world's trading 
system and the emergence of trading 
blocs. Two of the three prizes which will 
be presented.... are concerned with 
trading blocs."20 "Emerging Trade Blocs: 
The Americas.... Europe.... Asia & the 
Pacific Rim" are the themes of a major 
conference on "World Trade & Invest­
ment: Emerging Blocs & Opportunities" 
sponsored by the International Chamber 
of Commerce and the International 
Herald Tribune, according to a half page 
announcement in the International 
Herald Tribune (IHT).» 

All above reports and statements on 
the economic crisis in quotation marks 
are from the press. Most are from the 
IHT in late December 1991 and early 
January 1992, as indicated in the en-
dontes below. All the accompanying 
"explanatory" text, although not placed 
in quotation marks here, is a direct quote 
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from my article "Is the Reagan Recovery 
Real or the Calm Before the Storm?" 
published in Economic and Political 
Weekly (Bombay) Vol. XXI, No. 22, 
May 31,1986. 2 2 Similar quotations from 
the current press and my earlier publica­
tions could be multiplied many fold. 
More of the same however — also about 
recent events in Eastern Europe and the 
Soviet Union — should be unnecessary. 

I would simply add that it is important 
to look behind the spectacular political 
appearances to see the underlying eco­
nomic background and mechanism: The 
world economic crisis has drawn — or 
more accurately pushed — the weakest 
parts of the world economy, that is some 
parts of Asia and the Middle East, Africa, 
Latin America, Eastern Europe and now 
the ex-Soviet Union [all quite indepen­
dently of their supposedly different eco­
nomic "systems" and political ideologies], 
into a depression, which is already deeper 
than that of the 1920s and 1930s. The 
economically and politically strongest 
have obliged the peoples of the weaker 
and poorer countries to bear the brunt of 
the world economic crisis and to pay its 
greatest cost in the attempt to protect 
the rich from the same. Yet, in this 
recession, even this enormous sacrifice 
may not be enough to save us economi­
cally — or politically: the threat of global 
economic depression, national chauvi­
nism, rabid racism, neo-fascism, and war 
— already in the Gulf and now in Yugos­
lavia — are rampant again as a direct 
result of the world economic crisis. 

The spate of doomsday books and 
articles in the United States, from Batra's 

bestselling The Great Depression of 
1990 to Wall Street financier Felix 
Rohatyn and former Secretary of Com­
merce Peterson, like my above cited 
modest analyses also, were all in vain. No 
one in a position to do anything seems to 
have taken any note, and those in 
Washington still have not, until they do 
too little too late. 

EPILOGUE 

After the above lines were composed, 
David Stockman, the Chief of Ronald 
Reagan's Budget Office, who was himself 
initially responsible for the fiscal side of 
Reganomics until his resignation and his 
cynical "Trojan Horse" interview in The 
Atlantic about the Reganites' purpose 
to redistribute income from poor to rich, 
gave another interview: 

"This recession is really not a typical 
inventory recession.... It represents an 
effort to correct belatedly the debt and 
spending binge hangover from the 1980s 
by liquidating excess debt and invest­
ment. During the 1980s we probably had 
somewhat of a false prosperity that we 
are now paying the price for. Since this is 
unique and unprecedented in postwar 
business cycles.... the ordinary stimulous 
measures, whether monetary or fiscal, 
are not likely to be appropriate, even 
though they will be tried.... Now we're a 
debtor, and we're kind of on an inter­
national bond market standard which 
sharply constrains our ability to employ 
fiscal and monetary stimulous.... By the 
middle of the decade, the recession 
should be behind us, as well as the $ 100 
billion for the savings and loan bailout.... 
To [try to] jump-start the economy in the 

short run.... will clearly compound the 
longer term, structural imbalance."23 

Amen! 
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NOTHING NEW IN THE EAST: 
NO NEW WORLD ORDER 

It is as if Stalin, Churchill and Roose­
velt had studied carefully the status 
quo of the age of Charlemagne on the 
1130th anniversary of his death [when 
they drew the Iron Curtain across 
Europe] 77ie old Roman lines 
would show up an Europe's morpho­
logical map, thus presaging right from 
the start the birth of a 'Central 

I II 1 
Europe' within the notion of the 
'West'. 

The whole history of the Hapsburg 
state was an attempt to balance the 
unbalanceable while being squeezed 
somewhere between the two ex­
tremes of East-Central Europe. The 
only consequent structural element in 

that formula...[was] the setting up by 
the Hapsburgs of a diminished — 
"East-Central European — copy on 
an "imperial scale" of the division of 
labour drawn up by the nascent 
"world economy" on a larger scale.... 
The Hapsburgs had no chances in the 
Western sector of the world economy 
either. So the House of 

Cont.on page 13*— 1 
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were clearly dominated by a hegemonic 
power: the British ascendancy in the 
middle of the nineteenth century and the 
US predominance in the middle of the 
twentieth. Interestingly enough, there 
were striking similarities in the rise and 
fall of both of these hegemonies. 

Dating of historic eras is always some­
what arbitrary, but roughly speaking we 
can say that British hegemony lasted 
from the late 1840s to the early 1870s. Its 
rise was clearly associated with what was 
for that period an unprecedented boom, 
during which time Great Britain was by 
far the largest and strongest industrial 
and trading power. The military under­
pinning for its supremacy in foreign trade 
and colonial acquisitions was the unques­
tioned mastery of seapower. Lacking a 
sufficiently large army to control the 
continent, British rule was buttressed by 
a system of alliances designed to maintain 
a balance of power in Europe. The ideo­
logical backup came from the vigorous 
advocacy and promotion of the gold 
standard and the principles of free trade. 
The international gold standard, 
managed by the Bank of England, was in 
effect a sterling standard. As such, it was 
an important pillar of British economic 
superiority. And free trade clearly con­
ferred an enormous advantage on the 
country with the most advanced manu­
facturing capacity. 

The days of British glory, however, 
were numbered as the manufacturing 
capacity and exports of countries on the 
continent and the United States began to 
catch up. Although British predominance 
did not vanish overnight, its slide from 
the top was clearly marked as the Great 
Depression of 1873-1896 took its toll. 
Competition in foreign trade grew to the 
point where protectionism began to 
replace free trade. Intensified rivalry for 
additional economic and military space 
resulted in a mad scramble for colonies. 
The colonial powers acquired an average 
of some 240,000 square miles per year 
between the late 1870s and 1914, almost 
three times the average for the first 75 
years of the nineteenth century. The 
German mark increasingly made inroads 
on the pound sterling's privileged role, 
threatening to unseat the London money 
marked as regulator of the world financial 
system. Even Britain's naval pre-eminence 
declined in an accelerated arms race. 

Under these conditions, the traditional 
balance-of-power arrangements no 
longer served as a reliable guarantor of 
peace. And for three quarters of a century 
after the peak of Britain's hegemony world 
affairs were characterised by chaos and 
disharmony: two world wars, the Great 
Depression of the 1930s, abandonment 
of the gold standard, and the breakup of 
the international system into separate 
trading and currency blocs. 

Eventually, however, a new interna­
tional capitalist world order was once 
again built, this time out of the ashes of 
the Second World War. And again under 
the auspices of a hegemonic power—one 
with unquestionable primacy in arms, 
productive capacity, and finance, suffi­
cient to whip the rest of the capitalist 
world into shape and run it. In place of 
the earlier gold standard, the US dollar 
was enshrined by the Bretton Woods 
Agreement (1944) as the leading inter­
national currency, underpinned by 
Washington's undertaking to redeem 
dollars held by central bankers for gold. 
Sitting in the driver's seat, the United 
States promoted, as had the British, the 
ideology of the free market and free 
trade. International institutions were 
initiated and adapted to sustain a more or 
less unified imperialist network aimed at 
enlarging the scope of free trade, keeping 
reins on the former colonial world, and 
restraining by war or other means nations 
seeking to break out of the network. In 
military terms, American supremacy was 
maintained with an ever growing stock­
pile of nuclear bombs and military forces 
spread around the globe, especially sur­
rounding the Soviet Union. Under these 
circumstances, the US foreign affairs 
agenda did not need balance-of-power 
diplomacy. Instead, it assumed the role 
of the world's policeman, expecting and 
when necessary insisting that allied 
powers and client states follow in 
lockstep. 

US hegemony, like Britain's before it, 
lasted less than three decades. And similar 
to Britain's experience, this period was 
characterised by a major and unusual 
economic boom. Further, the hegemony 
withered when the boom petered out. By 
the late 1960s, the economic strength of 
other advanced capitalist nations 
(notably Germany and Japan) was 
rapidly catching up with and able to 

challenge US primacy in foreign trade 
and finance. Harmony among the leading 
nations was further disturbed because of 
the way the United States took advantage 
of the privileged position of the US 
dollar. An uncontrolled and enormous 
volume of dollars flowed into foreign 
lands to wage wars, operate military 
bases, finance client states, and invest in 
foreign branches of multinational corpo­
rations, with total disregard for the 
promise the United States had made to 
back up the dollars abroad with gold. In 
effect, the United States in its financial as 
in its political and military affairs was 
telling the rest of the world to like it or 
lump it. But emerging rivals, acting either 
to demonstrate defiance or merely in self-
defence, took up the challenge by con­
verting masses of dollars to gold. With its 
gold supply rapidly shrinking, the United 
States eventually chose to renege uni­
laterally on its promise under the Bretton 
Woods Agreement, the linchpin of what 
was to have been a new era in financial 
harmony. 

The end of dollar convertibility in 1971 
was a watershed in the hegemonic role of 
the United States. Watersheds in history 
are of course rarely marked of precisely. 
The tension that led to Washington's 
closing the gold window startedearlier in 
the 1960s. Nor was the downward slide 
after 1971 a precipitous one. The end of 
undisputed US hegemony did not mean 
the cqmplete abolition of US rule, since 
military preeminence remained (and of 
course was further enhanced by the later 
breakup of the Soviet Union): US nuclear 
stockpiles, widespread military bases, and 
other military resources remain intact. 
And although American productive 
strength is relatively weaker thah after 
the Second World War, it is nevertheless 
still very large. But things are definitely 
not what they used to be. The United 
States faces challenges from its allies, 
increasing limits on its financial ability, 
and the lessening freedom to dictate in 
foreign affairs. The features of the present 
economic and political disorder unfolded 
one after another in the past two decades: 
a spiralling inflation gripped the world 
economy in the 1970s; a third-world debt 
crisis erupted in the 1980s; foreign 
exchange rates fluctuated wildly; inter­
national money flows exploded to feed a 
growing mountain of debt and specu­
lation. 
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The changing economic environment 
The causal connections among these 

interrelated changes are not easy to sort 
out. But underneath it all is a common 
underlying phenomenon, namely, a 
generalised slowing down of the econo­
mies at the centre of the capitalalist 
world. The pattern of this overall slow­
down is shown in Table 1. 

As can be seen in the last column of the 
table, per capita Gross Domestic Product 
grew at an unusually high rate during the 
twenty-three years from 1950 to 1973. 
This, of course, is only an average, some 
countries began to slow down in the late 
1960s, others later. The overall slowing 
down, however, was sharp and universal 
from 1973 to 1989. The change in average 
growth rate between the two periods — 
from 3.6 to 2.0 percent a year—amounts 
to a drop of 45 percent. Put another way, 
had the leading capitalist nations con­
tinued their earlier growth rate into the 
70s and 80s, their average per capita 
product in 1989 would have been $13,000 
(in 1980 dollars), or 30 percent higher 
than it actually was. We are of course 
talking about goods and services pro­
duced, not the income that workers and 
others receive. Still, the sizable decline in 
growth is a measure of lost potential of 
jobs as well as goods and services which, 
in addition to the wastage of war and 
armaments, are resources that under 
other circumstances could have been 
made available for socially useful pur­
poses: homes, welfare, and environmental 
protection. In essence, what the signi­
ficant decline in growth rates reveals is 
that the advanced capitalist world has 

been running out of steam. The special 
factors that stimulated a long wave of 
rapid growth in the 50s and 60s have lost 
much of their effectiveness, while new 
stimuli — e.g., computer and communi­
cation innovations — have proven to be 
insufficient to bring about full utilisation 
of available resources or to regain past 
growth rates. In the final analysis, the 

slowdown portrayed in Table 1 reflects a 
narrowing of profitable opportunities for 
capitalist investment. 

This is demonstrated even more force­
fully in Table 2, where we show the rates 
of change in industrial production over 
three decades in six leading industrialised 
nations. The information in Table 2 is in 
many ways more meaningful than the 
growth rates presented in Table 1. Gross 
domestic product is a catchall of diverse 
activities that is hard to measure reliably. 
The meaning of industrial production, on 
the other hand, is clear enough, its 
measurement has fewer pitfalls, and it is a 

key source of the surplus that could be 
available for the benefit of the rest of the 
economy. Here, too, we see that diffe­
rences between countries can sometimes 
be startlingly large: note especially 
Japan's almost 16 percent average annual 
growth between 1960 and 1970 as com­
pared with those of other countries. 
Nevertheless, except for the 1980s pickup 
in the United Kingdom after a serious 
drop in the 1970s, there is a marked 
consistency: the growth of industrial 
production slows down from decade to 
decade — in the relatively strong as well 
as in the relatively weak nations. It may 
be argued that the reason for this pattern 
is the severe recessions suffered in the 
early 1970s and 1980s. Actually, the 
direction of causation runs the other way. 
Deeper recessions are the product and 
not cause of weakness; they are indeed a 
distinguishing feature of stagnating 
economies. 

The slowing down, which has now 
lasted for at least two decades spurred 
capital to seek and create new profit 
opportunities. One consequence has been 
an upsurge of protectionism and the 
move toward bilateral agreements, such 
as the Canada-US and Mexico-US trea­
ties, and long-range thinking in 
Washington about extending such 
arrangements to all of Latin America. No 
doubt for similar reasons, the continuing 
economic unification of Western Europe 
has met so much support in business 
circles there as well as concern by business 
elsewhere. Meanwhile, although lip service 
is often paid to the principle of free trade, 
ingenious ways are sought to create import 
barriers. Thus, the 1988 annual report of 
the Bank for International Settlements 

TABLE 2 
Industrial Production: Average Annual Percent Increase 

1960-70 1970-80 1980-90"' 
United States 4 .9% 3.3% 2.6% 
Japan 15.9 4.1 3.9 
West Germany 5.2 2.3 1.8 
France 6.0 3.0 1.0 
Italy 7.3 3.3 1.3 
United Kingdom 2.9 1.1 1.8 

(a) Except for the United Statei, the production data for 1990 are based on the first half of that year. 

Source: CaiculatcdtiomiaiexesuitheEconormcReportofthcPresidcnt, 1986and Economic Report of the 
President, 1991. 

TABLE 1 
Gross Domestic Product per Capita of the Industrialised Nations 

Year Dollars 
(at 1980prices) Average annual percent change 

1950 3,298 — — 
1973 7,396 From 1950 to 1973 3.6% 
1989 10,104 From 1973 to 1989 2.0% 

Note The dollar figures are in 1980 international dollars; that is, they are adjusted by World Bank technicians 
to eliminate exchange rate distortions. The countries included in the above: Australia, Austria, Belgium, 
Canada, Denmark, Finland, France, West Germany, Italy, Japan, Netherlands, Norway, Sweden, Switzer­
land, United Kingdom, and the United States. The dollar data are simple averages of GDP per capita. The 
percentages were calculated from the data in the World Bank Report. 

Source: World Bank, World Development Report 1991 (New York: Oxford University Press, 1991), p. 14. 
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observed that 'so-called "grey-area" 
measures comprising voluntary export 
restraints, market-sharing arrangements 
and other non-tariff barriers designed to 
circumvent GATT rules continued to 
proliferate, bringing to an estimated SO 
percent of the share of world merchandise 
trade that is in effect "managed" in one 
way or another'. So much for the freedom 
of markets and the spirit of cooperation 
presumably developing among ruling 
classes of different nations in consonance 
with higher levels of globalisation. 

The rising tide of foreign direct investment 
As a matter of fact, it would be proper 

to conclude that one key measure of 
globalisation- the speeded-up flow of 
direct investment from one country to 
another - is itself a reaction to the 
stagnation described above. Capital needs 
no extra-special stimulus to seek out 
profit opportunities, and the export of 
capital has been a tool for growth over 
the ages. Still, any slowing down of 
economic growth intensifies the competi­
tive drive in foreign as well as domestic 
markets. It should therefore come as no 
surprise to learn that there has been an 
unusually great leap in foreign investment 
in the 1980s. The Economist (December 
22,1990) highlighted what was happening: 
'In the last three years of the 1980s, the 
flow of direct foreign investment measured 
in 1980 dollars was more than $ 100 
billion a year, ten times as much as it had 
been in the first three years of the 1970s 
.(again in 1980 dollars)'. The comparison 

made in a recent United Nations document 
(UN Centre on Transnational Corpora­
tions, World Investment Report 1991), 
with reference to the last seven years of 
the 1980s decade, illuminates the same 
point. Thus, between 1983 and 1989, the 
outflows of direct investment to other 
countries increased almost 29 percent a 
year, whereas world exports rose much 
more slowly at about 9 percent a year, 
and world domestic product even less. 

Although the upsurge of foreign invest­
ment after the recession of the early 1980s 

was remarkably strong, its growing 
importance is not new. In fact, capital 
exports have helped shape the evolving 
global economy ever since the end of the 
Second World War. In the early postwar 
years the vanquished nations, of course, 
were not in the picture. They had too 
much to do on the domestic front and in 
any event lacked resources to send 
abroad. Except for such former large 
capital exporters as the United Kingdom 
and the Netherlands which could reinvest 
earnings from previous investments, 
other countries, also needing to get their 
postwar houses in order, were slow in 
getting back in the game. It was the 
vigorous expansion of the US multina­
tionals in the 1950s, part and parcel of 
US's hegemonic role at the time, that led 
the way to the new stage of globalisation. 
By doing so, they created an environment 
in which giant corporations of all nations, 
driven by motives of self-defence as well 
as by their eagerness for new accumula­

tion opportunities, had to turn multi­
national and widen their international 
base. By the end of the 1950s, foreign 
assets of US firms accounted for half of 
the world's direct foreign investment, 
comparable to the share held by Great 
Britain before the First World War. But 
when capital export became an important 
way of life businesses of other lands, the 
relative status of the United States 
dropped. Table 3 tells the story. There we 
see the percentage distribution of foreign 
assets held by leading nations in each of 
the three years. Note that the data report 
only relative positions. The foreign 
holdings of each one of these countries 
kept on expanding throughout the period. 
But some increased their assets faster 
than others, and therefore their percent­
ages rose. Thus, even though there was 
no lessening of interest by US capital in 
continuing to expand its overseas invest­
ments, the US share of the world's foreign 
direct assets declined from 47 percent in 
1960 to 28 percent in 1989. What is 
especially significant is the speed with 
which Japan and Germany have been 
getting into the act. The percentage of the 
two combined went from 1.9 percent in 
1960 to 20.6 percent in 1989 — or a rise of 
close to 19 percentage points. 

The latest widespread and persistent 
rise in export of capital, it should be 
understood, was overwhelmingly due to 
an increased flow from industrialised 
nations to each other — between and 
among Western Europe, Japan and the 
United States. The urge to get established 
in Europe before the scheduled 1992 
advanced unification of the European 
Economic Community has no doubt acted 
as an added spur in the last few years. But 
that is only part of the story, for contrary 
to popular impressions, a much greater 
share of foreign investment has always 
gone to industrialised rather than third-
world nations. 

The first wave of foreign investment 
after the Second World War concentrated 
on raw materials and other primary 
products. Apart from investments of this 
kind, capital flowed to the third world for 
manufacturing enterprises to profit from 
the exceptional ly low wages and to take 
advantage o f the demand generated by 
the local rich and middle classes. But the 

What the significant decline in growth 
rates reveals is that the advanced 
capitalist world has been ninning out of 
steam. The special factors that 
stimulated a long wave of rapid growth 
in the 50s and 60s have lost much of 
their effectiveness, while new stimuli-
e.g., computer and communication 
innovations-have proven to be 
insufficient to bring about full utilisation 
of available resources or to regain past 
growth rates. 
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T A B L E 3 
Where Direct Foreign Investment Came From 

Country of Origin I960 1973 1989 
- percent of total -

United States 47.1 48.0 28.3 
Canada 3.7 3.7 4.8 
Europe 4S.2 39.0 50.2 

United Kingdom 18.3 13.0 16.7 
Germany 1.2 5.6 9.1 
Italy 1.6 1.5 3.8 
France 6.1 4.2 5.3 
Netherlands 10.3 7.5 6.1 
Other Europe 7.7 7.2 9.3 

Japan 0.7 4.9 11.5 
All other 3.2 4.4 5.2 

Total 100.0 100.0 100.0 

Note: Here as in other tables in this article details may not add up to the totals because of rounding. 

Source: International Trade Administration, US Department of Commerce. For 1960 and 1973 data. 
Direct Investment Update: Treads in International Direct Investment, Staff Report, September 1989; for 
1989 data, Trends in International Direct Investment, Staff Paper No. 91-5, July 1991. 

capital absorption power of any of these 
countries is strictly limited compared to 
that of the industrialised countries, where 
markets are far more opulent and diversi­
fied. The normal export route to these 
markets, however, is frequently blocked 
by the existence of local competitors 
enjoying special advantages, giant corpora­
tions with established trade structures, 
political and financial ties, and protective 
import barriers. These are among the 
major incentives for foreign multina­
tionals to establish affiliates in such areas, 
and they have been continuously increased 
by pressures stemming from ongoing 
domestic stagnation and the speedingup 
of the trend toward the creation of trade 
and currency blocs. The result of these 
changes shows up clearly in Table 4. 
Investment from abroad continues to 
flow to both areas, but the emphasis 
keeps on shifting. The accumulation of 
direct foreign investment located in the 
third world declined from 31 to 19 percent 
between 1967 and 1989, whereas cross 

investment among the advanced capitalist 
nations went up from 69 to 81. 

The Changing Composition of Direct 
Foreign Investment 

In discussions of foreign investment, 
attention has traditionally been focused 
onresource extraction and manufacturing, 
and this tends to obscure the fact that 
there has been an important shift to 
investment in services. New forms of 
economic interpenetration have occurred 
at various strategic levels - in finance and 
insurance, communications, advertising 
and the media, etc. Not all of this shows 
up on statistical summaries; sufficient 
details are not available as yet to get the 
full picture. But we have two tables—one 
on Japan and the other on the United 
States — which reveal aspects of this 
development. 

The Japanese Ministry of Finance 
provides data on foreign investment, 
shown in Table 5. The data only start 

with 1951, but that has little bearing on 
comparability with data for other 
countries since Japanese foreign invest­
ment before that date was insignificant. 
Problems about comparability do arise 
because the statistics do not include assets 
obtained by reinvesting profits made 
abroad. On this ground and because of 
variations in industrial classification, the 
data for Japan and for the United States 
which will follow are not strictly compar­
able; but these differences, in our opinion, 
should not interfere with our present 
purpose, which is to get a general view of 
the increasing diversity of the globali­
sation process. Japanese firms did indeed 
invest beyond their borders in a wide 
assortment of manufacturing enterprises 
- mainly in electrical equipment, trans­
portation equipment, machinery, 
chemicals and steel. Nevertheless, their 
total assets in this area account for less 
than 30 percent of all overseas holdings. 
On the other hand, the amount invested 
in finance, insurance and real estate 
exceeds that in manufactures. And if we 
add the percentage for commerce, we 
reach a total that is not far from half of 
the accumulated Japanese investment 
overseas. This, we believe, is not an 
aberrational or unusual situation, but 
one thai complements the slowdown of 
productive investment. 

T A B L E 5 
Japanese Direct Foreign Investment 

by Industry 

Total in vested from 
1951 to 1988 

Billions of Percent of 
dollars total 

Manufacturing 49.8 26.7 
Mining 13.9 7.5 
Commerce 20.0 10.7 
Finance and 
insurance 41.9 22.5 

Real estate 20.6 11.1 
All others 40.2 21.6 

186.4 100.0 

Source.'Japan External Trade Organisation, Nippon 
1990 Business Facts and Figures (Tokyo, 1990) 

A similar picture appears when one 
examines the data for US foreign invest­
ment. There is an added feature to the 
information available for the United 
States, since the data in Table 6 enable us 
to observe a trend covering most of the 

T A B L E 4 

Where Accumulated Foreign Direct Investment Is Located 
1967 1973 1980 1989 

- percent distribution -
Developed Countries 69.4 73.9 78.0 80.8 
Underdeveloped countries 30.6 26.1 22.0 19.2 
Total 100.0 100.0 100.0 100.0 

Source: US Department of Commerce, International Trade Administration, Treads in International 
Direct Investment. Staff Paper No. 91-5, July 1991. 
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T A B L E 7 

US Direct Foreign Investment in 1990 
Total Developed Under-deve 

countries loped countries 
— $ billions — 

All industries (a) 419.4 312.2 107.2 
Manufacturing 168.2 134.7 33.6 
Banking 21.4 11.0 10.4 
Finance and Insurance 100.5 67.9 32.6 
Petroleum 47.2 41.6 15.6 
Wholesale trade 41.4 33.9 7.5 
All others (b) 30.7 23.2 7.5 

— percent of total — 
All industries 100.0 100.0 100.0 
Manufacturing 40.3 43.1 31.3 
Banking 5.1 3.5 9.7 
Finance and Insurance 23.7 21.7 30.4 
Petroleum 13.7 13.3 14.6 
Wholesale trade 9.9 10.9 7.0 
All others (b) 7.3 7.4 7.0 

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

(b) Includes services, public utilities, transportation, construction etc. 
Source: Survey of Current Business, June, 1991. 

post-Second World War period. What is 
significant is not only the changes but the 
timing of their occurrence.The fluctua­
tions needed to be handled with care, for 
some of them are primarily statistical 
phenomena. Thus, the decline of invest­
ment in oil, due to the OPEC nationali­
sations of 1973-75, and the buying up of 
several countries of foreign-owned public 
utilities automatically affect the percent­
ages in other areas. But this does not alter 
the fact that total US direct foreign 
investment grew at a rapid rate during the 
four decades covered in the chart. Hence, 
even when the figure for manufacturing 
remains at 40 percent between 1966 and 
1990, the absolute amount sent abroad 
for such activity advanced significantly 
during those years. Furthermore, in many 
areas US firms as well as those of other 
countries extended their interests and 
profit-making in such fields as manu­
facturing, mining, and oil extraction 
without increasing their investments. This 
was done by licensing technology, 
contracting for research and develop­
ment (often, as in oil, a major device for 
control) etc. 

Where attention needs to be focused in 
Table 6 is on the lines for banking and 
finance and insurance. There we observe 
an extraordinarily sharp rise after 1966, 
with investment in banking, finance and 
insurance, reaching almost 30 percent of 
the total direct investment overseas in 
1990. Even more striking is the fact that 
in 1990, as shown in Table 7, the amount 
invested in finance, insurance and banking 
in the underdeveloped countries was $43 
billion, almost one-third higher than in 
manufacturing. And it is equally note­

worthy that US investment in the third 
world is more heavily weighted toward 
banking, finance and insurance (40 

percent) than it is in the industrialised 
countries (25 percent)! There are, however, 
two provisos that need to be considered 
in judging this comparison. First, the 
competitive struggle of the corporate 
giants is hottest in the developed world, 
which leads to a greater concentration 
there on manufacturing relative to finance. 
And second, a few third-world countries 
are convenient tax havens and hence are 
particularly attractive to financial capital. 
But even taking account of these factors, the 
emphasis on investment in financial insti­

tutions in the third world is impressive. It 
affords a clear indication of how far 
financial globalisation has in general 
spread and how deeply it has penetrated 
the daily economic life of the periphery. 

II 

The globalisation of finance 
The internationalisation of finance 

capital is a notably distinguishing attri­
bute of the modern globalisation process. 
It is true that between the last quarter of 
the nineteenth century and the start of the 
First World War, European money 
markets, and most especially the City of 
London, experienced an unprecedented 
degree of internationalisation. But 
looking backward, one can see that inter­
national financial markets were then still 
only in their infancy. By the 1980s, under 
the impact of changing economic and 
political pressures, and assisted by new 
electronic and communication techno­
logy, a totally new stage of global finance 
had emerged — one with 'the freest-
flowing and most sophisticated (that is, 
complicated) financial markets the world 
has ever known — Currencies, commo­
dities, government and corporate bonds: 
all are now issued and traded around the 
clock and around the world'.2 

T A B L E 6 
US Direct Foreign Investment by Industry 

(percent Distribution) 
1950 1966 1990 

Manufacturing 32 40 40 
Petroleum 29 27 14 
Wholesale Trade 5 7 10 
Banking (a) (a) 5 
Finance and Insurance 4 9 24 
All other (b) 30 17 7 

Total 100 100 100 

Notes: (a) included in all other, (b) 'All other' includes mining, transportation, public utilities, retail trade, 
agriculture and a variety of services. The importance of this sector decreased as US capital sold off public 
utility firms in Latin America. 

Source: Survey of Current Business, February 1981 and June 1991. 
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An outstanding development of this 
most recent stage is the utterly new role of 
bank lending across national borders. In 
the past, such activity over and above 
'normal' international business, was direc­
ted toward control and influence over 
other nations ar to preparing for and 
conducting war. But taken as a whole, 
cross -country banking was a minor part 
of the world economy. For example, in 
the mid-1960s the volume of international 
banking equalled about one percent of 
the gross domestic product of the com­
bined market economies of the world. 
But that percentage increased rapidly 
during the 1970s and 1980s. By the mid-
1980s, the volume of international 
banking activity reached 20 percent of 
the GDP of the world's market eco­
nomies. The comparison with world trade 
is even more striking. A normal function 
of international banking is to facilitate 
world trade, and as late as the mid-60s the 
volume of banking activity across 
national borders amounted to around 10 
percent of the volume of world trade of 
the market economies. During the last 
two decades, however, the growth of 
cross-border banking swelled out of all 
proportion to the expansion of inter­
national trade: by the mid-1980s, the 
volume of cross-border lending by banks 
actually exceeded the volume of inter­
national trade of all the market eco­
nomies combined. 3 Transcending its 
traditional role, global banking became 
the centre of a self-generating financial 
boom, spreading in ever-wider circles 
during the 1970s and 1980s. Not surpri­
singly, this ballooning of international 
banking was tied in with a host of new 
methods of financial speculation and 
manipulation. 

At first sight it may seem paradoxical 
that the global financial boom coincided 
with a general economic slowdown and 
growing instability. But there is logic 
behind this paradox: actually the explo­
sion of debt and speculation became an 
increasingly important prop for the fal­
tering economies of the West. Govern­
ment budgetary deficits, along with an 
upsurge of business and consumer debt 
shored up demand and helped sustain the 
production of goods and services. And as 
other sources of stimulus weakened, debt 
became an increasingly important part of 
the economy. Meanwhile, the financial 

operators, scurrying from one country to 
another for funds, became increasingly 
addicted to speculation. 

Money markets grew in size and diver­
sity to accommodate the skyrocketing 
demand for debt. New financial instru­
ments were introduced which widened 
the base of the credit system and at the 
same time opened wide.the gates to 
speculation. For example, financial 
futures markets (where wagers are made 
on what interest rates will be at a later 
date) emerged in the early 1970s, begin­
ning in the United States, spreading next 

to London and Sydney, and then to 
Tokyo, Paris, and Frankfurt. Although 
only an infant in swaddling clothes at the 
start of the 1970s, the financial futures 
market is now one of the giants of 
international finance. At the start of 
1990, open interest positions (the value of 
the contracts traded on these markets) 
totalled $1.2 trillion worldwide. An even 
faster increase took place in what are 
known as interest and currency swaps. 
This financial novelty consists of 
exchanges between two parties who 
possess interest-bearing securities or 
future-currency contracts, the purpose 
being to hedge and /or seek additional 
profit. Explaining the mechanics of these 
manipulations would take us too far 
afield) the reason we mention them at all 
is simply to illustrate how rapidly new 
instruments balloon in international 
financial markets. Swaps were almost 
unknown befoie 1980; by 1991 there were 
$ 2.5 trillion worth of such contracts 
outstanding in global financial markets. 

These data are from a Morgan Guaranty 
Trust Company publication, which also 
contains the following relevant obser­
vation: 

The [economic and financial instability of 
the 1970s] engendered government deficits 
and external imbalances that required 
financing on a scale unprecedented in 
peace time and that exceeded the capacity 
or willingness of the traditionally frag­
mented financial markets to cover. These 
financing needs joined with advances in 
technology and communications to spawn 
a host of innovations, ranging from secu-
ritisation in place of intermediated bank 

credit to new derivative instruments, 
including swaps. Taken together, these 
financial innovations have helped over­
whelm traditional and regulatory segmen­
tation of national markets and thereby 
have contributed much to the effective 
integration of financial markets globally.4 

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

For the financial boom to continue on 
a global scale, a sufficient supply of 
internationally acceptable money was of 
course necessary. Where did it come 
from? The answer is that in the beginning 

The amount invested in finance, 
insurance, and banking in the 
underdeveloped countries was $43 
billion, almost one-third higher than in 
manufacturing. And it is equally 
noteworthy that US investment in the 
third world is more heavily weighted 
toward banking, finance and insurance 
(40 percent) than it is in the 
industrialised countries (25 percent)! 
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it came from the flood of US dollars 
poured out on the world by Washington, 
American multinationals, and US finan­
cial institutions during the period of 
unchallenged US hegemony when the 
dollar enjoyed the good-as-gold status 
conferred on it by the Bretton Woods 
accords. It might have been thought—in 
fact many people did think — that when 
Nixon took the dollar off gold in 1971 
this cosy (for the United States) arrange­
ment would come to an end. But it didn't. 
By the time dollar accumulations abroad, 
especially in the coffers of central banks 
where they constituted the bulk of 
reserves underpinning most of the world's 
currencies, had grown so large that no 
country could afford to do anything that 
might threaten the dollar's value. The 
result was that after 1971, as before, the 
United States continued to pour out 
dollars and foreigners continued to accept 
them. Between 1969 and 1977 the number 
of dollars owned outside the United 
States multiplied by a factor of 4.5 and 
has continued to grow ever since. 

The collapse of Bretton Woods thus set 
the core countries of the capitalist world 
eeonomy on a road that soon led to an 
inflationary burst of liquidity and a diffe­
rent kind of havoc. It is true that for a 
short period after the end of dollar con­
vertibility, the top-dog countries sought 
to find a new route to stable foreign 
exchange rates, which were seen as essen­
tial to the normalisation of the world 
economy. But a meaningful agreement 
was hard to come by, given the conflicting 
interests of the powers and a reluctance 
to submit to continued US domination. 
By March of 1973 they gave in to the 
inevitable and moved to floating ex­
change rates, thereby opening the flood­
gate to rampant speculation in foreign 
exchange markets. The blame for the 
disorder of the 1970s and the accom­
panying inflationary spiral is generally 
attributed to OPEC, but in reality the 
causal connection runs in the opposite 
direction: the large rise in the price of oil 
can more reasonably be traced to the 
instability in international economic rela­
tions and the inflationary pressures that 
emerged in the aftermath of the end of 
dollar convertibility. Professor Robert 
Triffin's comments on this period are 
particularly relevant: 

World import and export prices, measured 

in dollars, rose by less than one percent a 
year in the 1960s, but by more than six 
percent a year from 1970 through 1972, 
and by as much as 30 percent in the last 12 
months before the explosion of oil prices in 
the fall of 1973. This was not unconnected, 
to say the least, with the enormous and 
mounting US deficits abroad which 
flooded the world monetary system, 
doubling world reserves from the end of 

1969 to the end of 1972 i.e. increasing 
them by as much in this short span of three 
years as in all previous centuries in recorded 
history.9 

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

World trade in goods and services amount 
to around J 2.5 trillion to S 3 trillion a year. 
But the London Eurodollar market, in 
which the world's financial institutions 
borrow and lend to each other, turns overS 
300 billion each working day, or $ 75 
trillion a year, a volume at least 25 times 
that of world trade. 

In addition, there are foreign exchange 
transactions in the world's main money 
centres, in which one currency is traded 
against another. These run around S 150 
billion a day, or Bbout $ 3 5 trillion a year, 
12 times the worldwide trade in goods and 
services. 

Of course, many of these Eurodollars, yen, 
and Swiss francs are just being moved from 
one pocket to another and may be counted 
more than once. A massive discrepancy 
still exists, and there is only one conclusion: 
capital movements unconnected to trade 

— and indeed largely indepsndent of it 
—greatly exceed trade finance.6 

So much for the sheer magnitude of the 
burgeoning financial superstructure. 
Hardly less impressive is its instability, a 
concept easier to understand than to 
measure. Among many possible indi­
cators, perhaps the most comprehensive 
is the record of exchange-rate fluctuations 
among the world's major currencies. The 
ideal of exchange-rate stability remains a 
subject of discussion among theorists 
who dream of a day when governments 
will cooperate voluntarily in harmonious 
fashion. But the reality is one of extreme 
and unrelenting volatility. Charts I and II 
are vivid illustrations of this point. From 
1970 to 1978 the number of marks needed 
to buy one dollar fell 40 percent. As can 
be seen in Chart I, the roller coaster 
continues to this day. The mark/dollar 
ratio fell another 15 percent from 1978 to 

1980 and then rose back to its old high by 
the first quarter of 1985. Between then 
and the first quarter of 1987 it began a 
major slide — this time falling by 50 
percent, and has continued to move up 
and down since then. The rate of ex­
change between the yen and the dollar 
(Chart II) showed even more volatility 
between 1978 and 1985, had the same fast 
50 percent fall between the first quarter of 
1985 and early 1988, and has followed the 
yo-yo path ever since. 

These charts clearly depict a financial 
world in disarray, surely not an orderly, 
let alone integrated, global system. 
According to the economics textbooks, 
reflecting today's worldwide ruling ideo­
logy, free markets are self-adjusting. 
Fluctuations in exchange rates and inter-

At first sight it may seem paradoxical 
that the global financial boom coincided 
with a general economic slowdown and 
growing instability. But there is logic 
behind this paradox: actually the 
explosion of debt and speculation 
became an increasingly important prop 
for the faltering economies of the West. 
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national capital flows are supposed to be 
caused primarily, if not exclusively, by 
alterations in the balance of imports and 
exports. When imbalances are large and 
more than of very short duration, they 
are presumably automatically brought 
into balance by mild self-corrective 
changes in exchange rates and/or capital 
flows. Instead, what we have these days 
are enormous capital movements that 
receive little guidance from Adam Smith's 
invisible hand. Speculation on a grand 
scale (trading in currencies are a major 
source of profits for many of the world's 

largest banks); government interventions 
in currency markets in an (often vain) 
attempt to put a lid on extreme fluctu­
ations; and changing domestic interest 
rates in competition for money capital — 
these are among the leading factors that 
contribute to the substantial swings in 
capital movements between countries and 
the volatility of exchange rates. 

The disorder that developed in step 
with the decline of US hegemony is also 
reflected in the rising role of the German 
mark and Japanese yen as international 

currencies. As discussed earlier, a critical 
aspect of America's rule in the first 
couple of decades after the Second World 
War was the role of the dollar as the key 
international currency. What has been 
happening on that score shows up in the 
changes of official holdings of foreign 
exchange, as shown in Table 8. Each 
country needs to keep reserves either in 
gold or internationally accepted foreign 
currencies in order to settle imbalances 
generated by trade and other interna­
tional transactions. In essence, the data 
in this table reveal a drift of the world 
economy to a multicurrency monetary 
system. Although the US dollar so far 
remains the major reserve currency for 
international transactions, its promi­
nence has been dropping rather sharply. 
As late as 197S, the member countries of 
the IMF still kept almost 80 percent of 
their foreign exchange reserves in US 
dollars. BY 1989, that percent had 
dropped to 60 percent. As was shown 
above with respect to the shifts in foreign 
direct investment, the decline in the dollar 
as a reserve currency was matched by the 
growing importance of Germany and 
Japan. 

The volume of Germany's merchandise 
exports is now roughly equal to that of 
the United States. In addition, Germany 
has been assuming a leading role in the 
European Monetary System. An impor­
tant measure of a currency's international 
role is its use in exchange-market inter­
vention by central banks. In this respect, 
the mark has been rapidly growing in 
influence. Thus, in 1979-82, US dollars 
accounted for approximately 72 percent 
of the money used by central banks to 
intervene in the European Monetary Sys­
tem, while 24 percent of the interventions 
were then made with German marks. In 
1986-87, on the other hand, the dollar 
role fell to 26 percent, while that of the 
mark rose to 59 percent. 

The information in Table 8 also reflects 
the internationalisation of the yen, its use 
as a reserve currency rising from one-half 
of one percent in 1975 to 8 percent in 
1989. The rise is noteworthy, but hardly 
reflects Japan's growth as a world banker. 
Japan is in fact still playing a modest role 
compared to the United States and 
Germany. Germany's relative impor­
tance, as noted, has been enhanced by the 
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T A B L E 8 
Share of National Currencies in Holdings of Foreign Ex change by Central Banks or 

Treasury Departments 

1975 1983 1989 
- percent distribution -

US Dollar 79.4 71.4 60.2 
Pound sterling 3.9 2.5 2.7 
German mark 6.3 11.8 19.3 
Japanese yen 0.5 5.1 7.9 
All other 9.9 9.3 9.9 
Total 100.0 100.0 100.0 

Source: International Monetary Fund, Annuel Report, various issues. 

lead it has taken in the European Commu­
nity. 

In Asia no formal alignment of coun­
tries comparable to the European Com­
munity has as yet emerged, but it is 
significant that the yen's role as a reserve 
currency is much higher there than on the 
world scale (18 percent of official holdings 
of reserve currencies by selected Asian 
countries). 'The yen's emergence as an 
essential component of the international 
monetary system', states a recent study, 
'is directly related to its role as a key 
currency within Asia'.8 

The drift toward the polarisation of 
three key currencies coincides with ten­
dencies toward the emergence of clusters 
of nations in which each one of the three 
major capitalist powers is especially 
prominent. But before entering on that 
topic we need to examine where and how 
the third world fits into the global system. 

m 
The Third World in the Global System 

Despite the striking transformations in 
the world capitalist system since the end 
of the Second World War, two major 
distinguishing features of the third world 
did not change in general, and in a 
fundamental sense, the chains of depen­
dency binding the periphery to the centre 
remain. Secondly, the gap between the 
periphery and the centre, as throughout 
the-history of capitalism, keeps on 
widening. The evidence for the most 
recent period is presented in Table 9, 
where the gross domestic product (GDP) 
per capita of the third world is compared 
with that of the advanced capitalist 
countries. What stands out clearly is that 

with only one exception the gap between 
the two keeps on getting wider - in 
prosperous as well as in stagnating periods. 
As shown in the first line of the table, in 
1960 the per capita GDP of the under­
developed countries combined was only 
8.7 percent of that of the industrialised 
nations. But even that abysmally small 
percentage fell during the prosperous 
1960s (to 7.4 percent), and then still 
further (to 6.1 percent) during the stag­
nating years from 1970 to 1987 (the latest 
year for which complete data are available 
at the time of writing). 

This trend was true not only for the 
third world as a whole, but for practically 
every region, in the better-off as well as 
the poorer areas. Although the trend is 
clearly pronounced for the whole period 
shown in the table, there were some 
departures from the trend in interim 
years for particular countries, brought 
about by short-term changes in terms of 

trade and most dramatically by the OPEC 
price boosts in the 1970s. But, except for 
the Middle East, the improvement in the 
relative standing of other oil producers 
was of brief duration. Before long they 
were back in the widening-gap rut along 
with the non-oil producers. The one 
exception, as noted above, was the Middle 
Eastern oil producers whose relative 
position improved significantly between 
1970 and 1987. 

The story for the rest of the third world 
is clear enough. During the decades of 
intensified globalisation and the increa­
sing dominance of market economies, the 
per capita GDP of Africa (other than 
South Africa) as a percent of the per 
capita G DP of the core countries was half 
of what it had been in I960,.and the 
relative standing in 1987 of even the more 
favoured countries of Latin America was 
only three-fifths of what it had been in 
1960. 

An examination of the table shows 
that the gap did not widen as much in east 
and southeast Asia as in the other major 
third-world regions. And the reason for 
this is the progress made in China. 
According to the World Bank's World 
Development Report 1991, China, with 
40 percent of the region's population, had 
a per capita growth rate of 5.7 percent 
between 196S and 1989, which compares 
with much lower rates for other large 
countries in the region, for example, 
India's 1.8 percent and Pakistan's 2.5 
percent. The four tigers' (South Korea, 

Source: Calculated from (a) 1960 data-United Nations, Yearbook of National Account Statistics, 
1974, Vol. m, and (b) United Nations, NationalAccount Statistics; Analysis ol'Main Aggregates, 
1987. 

Cont. on page 22 

T A B L E 9 

Gap between Developed and Underdeveloped Market Economies 
• Gross Domestic Product per Capita: 

Underdeveloped Countries as a percent of Developed Countries 
1960 1970 1987 

All Underdeveloped 8.7% 7.4% 6.1% 
Markei Economies Africa (a) 6.9 5.6 3.5 
Latin America (b) 22.2 17.9 12.5 

Oil Producers 31.3 26.3 12.0 
Others 20.0 15.3 12.7 

Asia-Middle East 16.7 14.9 19.6 
Oil Producers 18.9 16.7 27.8 

Others 15.2 13.5 11.8 
Asia-East and Southeast 5.3 4.5 3.8 

(a) South Africa not included. 

(b) Includes Caribean region. 
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Taiwan, Singapore, and Hongkong) 
experienced higher annual rates than did 
China (6 to 7 percent during the same 
period). But their impact on the last line 
in Table 9 is minor, because their 
combined population is less than 3 percent 
of the entire region. 

As the foregoing makes clear, there can 
be no doubt about the reality of the 
widening gap between the living standards 
of the core capitalist'countries and those 
of the underdeveloped countries of the 
periphery. At first sight, however, this 
may seem strange. After all, the post-
Second World War period was, by histori­
cal standards, one of rapid and sustained 
capitalist expansion, and it was character­
ised by a new worldwide awareness of the 
deeply rooted disparities which existed 
between the rich countries and what 
came, precisely in this period, to be called 
the third world. The colonial peoples had 
been awakened by the Russian and 
Chinese revolutions and were struggling 
for their own freedom and a chance to 
'develop their economies'. The Communist 
countries and their supporters elsewhere 
were singing siren songs, and the imperia­
lists were responding with their own 
promises based on the supposedly scienti­
fic discoveries of a new discipline called 
'development economics! The govern­
ments of the industrialised countries set 
ambitious targets for foreign aid and 
joined with their less fortunate third-
world 'partners' to push through the 
United Nations resolutions and pro­
grammes looking to the elimination of 
evils inherited from an unenlightened 
past. While all this was going on, was it 
really possible that the gap between the 
rich and poor countries was widening? 
And if that was indeed so, how could it be 
explained? 

Well, it was so, and the explanation, 
while not simple, is certainly no mystery. 
The truth is that a system built on 
inequality in the command of human and 
natural resources works in many ways 
not only to reproduce itself but to increase 
the extent of the in-built inequality. The 
mechanisms of this process vary in 
different communities ranging from the 
local through the national to the global. 
At a global level, the most important can 
be encompassed under three headings: 

foreign investment, money lending, and 
international trade. These are matters of 
urgent concern to governments, central 
banks, and various international agencies 
(IMF, World Bank, UN), with the result 
that comprehensive statistics are gathered 
and published which enable us to observe 
and quantify some of the critically 
important aspects of the relationships 
that exists between the core and the 
periphery. In what follows, we focus on 
the first two. To use a favourite expression 
of the late Paul Baran, that is where the 
dog is buried in this age of burgeoning 
globalisation. 

A bare outline of the main facts to 
which we want to call attention is pre­
sented in Table 10. Balance-of-payment 
statistics, on which this table is based, 
summarise a country's foreign trans­
actions. They are generally constructed 
in two parts. The first is called the 
balance on current accounts. This covers 
the day-to-day economic transactions 
between nations-primarily imports and 
exports of goods and services, transfer of 
money between individuals (for example 
workers with jobs in foreign lands sending 
money back to the family), and payments 
connected with investments (such as 
profits, royalties and interest on borrowed 
money). The second part of the balance 
of payments deals with capital trans­
actions - investments and loans. 

Now in the normal course of events, 
when a country is faced with a deficit in 
its current account (when what it owes 

for goods and services bought abroad 
exceeds money earned there), it has to 
come up with funds to settle the balance. 
Few can do what the United States is able 
to do, which is to pay with their own 
currency. (Eventually, a persistent current-
account deficit can create serious trouble 
even for a country as rich as the United 
States. If the rest of the world resists the 
acceptance of more US dollars, the likeli­
hood is that the international value of the 
dollar will fall precipitously and create 
havoc in financial markets.) If those in 
the periphery do not have enough gold or 
foreign currency in reserve, they have to 

get hold of 'hard' money - in other words, 
universally accepted currency. For that 
reason, a deficit country can only cope 
with its deficit by borrowing abroad or 
attracting foreign capital. 

Let us now look at Table 10, which 
presents a combined current-account 
balance of payments for third world 
countries other than South Korea, 
Taiwan, Singapore, Hong Kong, and. 
major oil producers. The first line of the 
table summarise the balance of all day-
to-day payments to and receipts from 
abroad - except for payments to foreign 
corporations and banks (including the 
World Bank and IMF). Note that in each 
one of the last five years, the balance was 
positive, more was received than was 
paid out. Now let us move to line 2, which 
records the profits, royalties, and fees 
sent to the home offices of multinational 
corporations, interest on debt to foreign 
bankers, bondholders, the IMF, and the 

Despite the striking transformations in 
the world capitalist system since the end 
of the Second World War, two major 
distinguishing features of the third world 
did not change in general, and in a 
fundamental sense, the chains of 
dependency binding the periphery to the 
centre remain. Secondly, the gap 
between the periphery and the centre, as 
throughout the history of capitalism, 
keeps on widening. 
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World Bank. There we find not just 
negative numbers (money flowing out) 
but ones that far exceed the surpluses 
shown in line 1. 

If there aren't enough foreign-exchange 
reserves in the treasury to cover shortfalls, 
affected nations must borrow still more 
or attract additional foreign investment. 
This in turn will make the negative 
numbers in line 2 still larger in subsequent 
years. If this continues, a critical point is 
eventually reached when the deficit 
burdens become unmanageable, as 
occourrcd in the 1980s debt crisis. The 
IMF and the World Bank then come 
forward as rescuers - rescuers not only of 
the borrowing countries but also of the 
lending banks whose profits and stability 
depend on their loans continuing to be 
serviced. As the crisis evolves, interna­
tional lenders become more restrictive in 
their lending and more heavy-handed in 
the restraints imposed on the borrowers. 
Loans are made on condition that 
borrowers adopt policies aimed at forcing 
larger positive balances between exports 
and imports (line 1). What these policies 
mean in practice is usually fewer social 
benefits, a squeeze on wages, and a 
drastic reduction of imports. But since a 
large proportion of imports is needed for 
domestic production, the import cutback 
affects largely goods needed to meet the 
people's basic needs. The result of these 
restraints, compounded by sharp declines 
in prices of many primary products 
exported by the third world, is a severe 
decline of income during the 1980s in 
Latin America and Africa, where some of 
the heaviest borrowing from abroad took 

place. In the case of Latin American 
countries, the physical volume of exports 
increased substantially but the money 
received did not because of the drop in 

prices. At the same time, the cost of 
imports increased- the terms of trade 
(ratio of export prices to import prices) 
went against them just when they despe­
rately needed improvement. For the third 
world as a whole the terms of trade fell 16 
percent between 1980 and 1988. 

To cope with the crisis, private and 
public lenders continue lending to 
indebted countries just to make it possible 
for the latter to continue servicing past 
debt. But the infernal logic of debt servi­
tude has its way, as shown in Table 11. 

The data, as reported in the 1990 Annual 
Report of the World Bank, summarise 
the debt situation in the 111 countries 
that report to the World Bank. The first 
column shows the actual amounts of 
long-term debt disbursed each year in the 
1980s by private and public lenders. 
Although lending continued, in order to 
prevent a wholesale collapse of banks ib 
the main capital markets, the emphasis 
turned more and more to disciplining the 
borrowers, chiefly through the agency of 
the IMF. As the amount of new money 
lent declined from year to year (column 
1), any benefits of the new funds to the 
borrowers kept on diminishing. The 
reason is the fast growth of the funds 
needed each year to pay principal and 
interest on the accumulated debt (column 
2). The key column is, of course, the fifth. 
As the new debt issued went down and 
the debt servicing went up, by 1984 and 
thereafter more money went out of the 
periphery every year than came in. 

With debt as with foreign investment 
by the multinationals, while the foreign 
funds might be used for developing pro­
ductive resources, the net result, in the 
short as in the long run is (1) a transfer of 
economic surplus from the underdeve­
loped countries to the centres of capital, 
and (2) an entrenchment of dependent 
ties from the weaker to the stronger 
nations. Thus the third world as a whole 
remains what it has been throughout the 

T A B L E I I 

Long Term Debt Amount Issued to Borrowers vs. Amount Repaid (S billions) 

Year New Debt Repayments for Debt Service Net Received by 
issued Total Principal Interest Borrowers 

(col. 1-col. 2) 

(1) (2) (3) (4) (5) 
1980 106.4 75.8 43.7 32.1 30.6 
1981 123.4 86.9 46.2 40.7 36.5 
1982 116.4 96.2 48.3 57.9 20.2 
1983 95.3 90.8 44.0 46.8 4.5 
1984 90.8 100.7 47.8 52.9 -9 .9 
1985 87.6 107.3 53.1 54.2 -19.7 
1986 88.4 112.1 59.7 52.4 -23.7 
1987 88.3 122.5 68.9 53.6 -34.2 
1988 95.7 133.3 72.9 60.4 -37.6 
1989 86.9 129.8 70.3 59.5 -42.9 

Note: The data are for 111 indebted countries in the World Bank's reporting system. Column 1 
represents the loans made each year by public and private lenders to the reporting countries. 
Column 2 presents the total payments by these borrowers for interest and repayment of principal 
on their total debt accumulation. 
Source: The World Bank Annual Report 1990, p. 32. 

T A B L E 10 
Selected Underdeveloped Countries: Current-Account Balance of Payments (a) 

1986 1987 1988 1989 1990 
— billions of dollars — 

Balance of payments on all current 
transactions except net payments 
abroad of interest, dividends, and fees 
to foreigners +5.8 +14.9 +16.8 +12.4 +18.9 

Net payments of interest, dividends 
and fees to foreingers -41.0 -41.8 -46.1 -49.5 -50.3 

Current-account balance of payments -35.2 -26.9 -29.3 -37.1 -31.4 

(a) Total of all underdeveloped countries except South Korea, Taiwan, Hong Kong, Singapore 
and countries whose exports of fuel are more than 50 percent of all their exports. 
Source: Calculated from data in Bank for international Settlements, 61st Annual Report 
(Basle, 10 June 1991). 
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history of capitalism, the locus for capital 
accumulation and profit-making by giant 
corporations and financial institutions of 
the advanced capitalist nations. 

The Export Solution 
According to the conventional wisdom, 

there is a way out for the third world if 
only its economies were further oriented 
to exports - in other words, become 

further tied to the global economy. But in 
reality, as noted above, international 
trade is one of the main mechanisms for 
perpetuating the gap between the core 
and periphery. Moreover, the globali­
sation process has resulted in even greater 
dominance of foreign trade by the giant 
multinationals. The dominance takes 
various forms, ranging from the crudest 
type of exploitation to the 'normal' 
operations of the free market's invisible 
hand. 

An instructive illustration of the former 
was recently provided in a World Bank 
research report, which contained a study 
of the prices paid by former colonies in 
Africa for imports of iron and steel 
products between 1962 and 1987. It turned 
out that 'for the full 26-year period, the 
(prices they paid for standard products) 
always exceeded those of developed 
market economy countries'. It is estimated 
that the consequent looses by ex-French 
colonies in Africa during the period 
studied 'exceeds the long-term debt of 12 
of the former colonies in 1987 and approxi­
mately equals the combined debt (S2.2 
billion) of Burkina Faso, the Central 
African Republic, Chad, and Mauritius'. 
Sales by Britain, Belgium, and Portugal 
to former African colonies exhibited 
similar patterns of overpricing.' 

This and other types of unequal 
exchange have not been alleviated by 

increased globalisation. Nor has the 
growth of the multinationals improved 
traditional areas of third world exports 
of raw materials. It is true that in the early 
decades after Second World War, both 
the demand for and prices of many raw 
materials grew sibstantially. But it has 
been the other way around since the onset 
of stagnation in the world economy. A 
weighted index of commodity prices (other 

than energy) records a drop of more than 
5C percent, between the early 1970s and 
19°0. At the same time the demand for 
many commodities has also been 
declining, because of improved efficiency 
in the manufacturing process as well as 
increased use of substitutes (plastics, 
ceramics, optical fibre). These changes, 
on top of the customary wide fluctuations 
in demand and prices, demonstrate once 
again the unreliability of primary 
products as a trustworthy source of 
growth, let alone stability. 

The popular answer to this dead end 
has been to follow in the footsteps of the 

four 'tigers'. They provide the inspiration 
and the romance of what might be possible. 
Usually South Korea is picked as the 
ideal model for escape from under­
development. Echoes of this theme are 
heard with greater frequency these days 
also in Beijing, Warsaw, and Moscow. 
The engine of growth and escape from 
the debt trap, according to this line of 
reasoning, is to be found in a major 
expansion of exports of manufactured 
goods. 

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

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

T A B L E 12 
Third World Exports as a percent of World Exports of Manufactured Goods 

1966 1982 1986 
All underdeveloped countries 11.2% 13.3% 13.8% 
Latin America 3.7 3.0 2.9 

Brazil 0.9 1.3 1.2 
Mexico 0.4 0.3 0.6 
Other L.A. countries 2.4 1.3 1.1 

Africa 2.4 0.9 0.7 
Asia-Middle East 0.3 0.8 0.7 
Asia-East and Southeast 4.1 8.4 9.3 

Hong Kong 0.7 1.2 1.3 
Korea, Republic of 0.1 1.9 2.2 
Singapore 0.4 1.1 1.0 
Taiwan 0.3 1.9 2.6 

Other 0.7 0.2 0.2 
Underdeveloped countries, exchidmg 
the 4 Asian countries or territories 9.6 7.3 6.8 

A system built on inequality in the 
command of human and natural 
resources works in many ways not only 
to reproduce itself but to increase the 
extent of the in-built inequality. 
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An examination of Table 12 will help 
to get some perspective for an answer to 
this question. The data show the share of 
world exports of manufactured goods 
sold by the third world. Asia (other than 
the Middle East) clearly had phenomenal 
success along these lines-more than 
doubling its share from 4.1 percent in 
1966 to 9.3 in 1986. That obviously was 
entirely due to the performance by the 
four 'tigers'. Apart from these four, 
Mexico and Brazil showed a degree of 
improvement. But when you look at the 
picture as a whole, the result is far from 
impressive. In the twenty years covered 
by Table 12, the underdeveloped countries' 
share of the world's exports of manu­
factured products rose by 2.6 percentage 
points, from 11.2 percent in 1966 to 13.8 
percent in 1986. Why then so little, in fact 
insignificant, change in face of the great 
leap in Asia? The answer shows up in the 
bottom line. Other than the four countries 
or territories in Asia, the periphery's 
share of world trade in manufactures fell 
by almost a third between 1966and 1986. 
We would have to go too far afield at this 
time if we were to examine all the aspects 
of both the very slow growth of the third 
world's share of manufactured goods 
exports and, within the third world, the 
shift to the Pacific. The overall picture is 
nonetheless significant in bringing down 
to earth the idle illusions about the 
windows of opportunity for the third 
world in the process of globalisation, 
especially in view of the experience 
revealed in the above table and consider­
ing the extent to which the giant multi­
national corporations narrow the trade 
channels for independent rivals. More­
over, competition is bound to intensify, 
and government-imposed trade barriers 
to spread, in times of general economic 
slowdown. Clearly, obstacles do not mean 
that all doors are tightly shut. There is no 
reason why here and there some export 
markets will not be penetrable by some 
countries. What facts and history show, 
however, are that degrees of freedom are 
very much restricted. 

The issue of limits to the third world 
becoming a more or less independent 
participant in the globalisation process 
arises in full force in considering the 
question raised above, why cant all other 
third world countries do what Korea did? 
For that we propose a simple numbers 

exercise. Let us assume that the rest of 
the underdeveloped countries were able 
to carry out the Korean model — that is, 
attain South Korea's level of $1,365 
exports of manufactured goods per capita. 
(Korea's ratio is by far the lowest of all 
four tigers.) The population of the rest of 
the third world is over 4 billion. Hence, if 
we can let our imagination go, and assume 
that the 4 billion could successfully export 
at the same ratio as South Korea, they 
would need to sell abroad $5.5 trillion of 
manufactures. But the entire world trade 
in manufactures these days is less than 
half that amount, about $2.1 trillion. To 
whom would the extra $5.5 trillion be 
sold? Where are there markets for such 

an enormous leap in business, or 
anything conceivably near that number? 
Let us consider once more the data in 
Table 12. With ail the energetic expansion 
of manufactured exports from 1966 to 
1986 by the four 'tigers' and other newly 
industrialising countries like Brazil and 
Mexico, all that the underdeveloped 
nations were able to latch on to was 
below 15 percent of the world total. In 
1989, the most recent year for which such 
data are available, the third world's share 
of the $2.1 trillion foreign trade of manu­
factured goods was no more than 13 
percent. 

There is an instructive paradox in 
Korea's and Taiwan's ability to industria­
lise and penetrate the privileged trade 
preserves of the industrial countries. (We 
are omitting the city-states of Hong Kong 
and Singapore from this discussion 
because their history and structure make 
them especially exceptional.) For their 
start was made during a hiatus in direct 
foreign investment and other economic 
ties-in other words when their ties to the 
imperialist network of investment and 
trade were at a minimum: 

For the twenty years between the end of 
World War II and the mid-1960s, trans­
national corporations were virtually absent 
from the scene. Japanese investments were 
confiscated at the end of World War II and 
did not reappear as an important factor 
until the mid-sixties. Nor were US 
companies important actors during this 
period. North American transnational 
were busy taking over the fledgling 
consumer durables industries of Brazil and 
Mexico, dominating them through tightly 
concentrated sets of oligopolistic, wholly 
owned subsidiaries; but they showed little 
comparable interest in East Asia. Not only 
were Taiwan and South Korea small and 
poor, they had no- history as previous 
markets for US markets and little familia­
rity with the consumer durables on which 

import-substituting industrialisation was 
based in Latin America. Even more 
important, previously successful Commu­
nist armies sitting just north of the thirty-
eighth parallel and just the other side of the 
Formosa straits made Taiwan and South 
Korea very unattractive investment sites to 
political risk analysis. 

In the early 1960s, their colonial trade 
patterns disrupted by the Japanese defeat. 
South Korea and Taiwan embarked on 
what Bruce Cummings calls 'remarkably 
similar import-substitutions programs' in 
which key industries were 'protected by the 
nurtured behind a wall of tariffs, overvalued 
exchange rates, and other obstacles to 
foreign entry' . Th is early period of 
withdrawal from international markets was 
critical to the consturction of an industrial 
base in both countries. Nor was die tendency 
to ignore the apparent logic of the inter­
national market simply a passing phase. 1 0 

There are undoubtedly other factors 
that distinguish the experience of Korea 
and Taiwan. But it would be hard to 
underestimate the importance of the loose 
links to the imperialist centre in the early 
days of their industrialisation, and the 
later offsetting pressures of the two powers 

Accelerated globalisation in the midst of 
stagnation stimulates the industrial 
powers to seek even closer ties with 
third world countries, which serve as 
assets in the search for a higher rung in 
the hierarchical ladder. 
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in the Pacific, the United States and 
Japan The situation today is obviously 
very different from the early postwar 
years. Accelerated globalisation in the 
midst of stagnation stimulates the indus­
trial powers to seek even closer ties with 
third world countries, which serve as 
assets in the search for a higher rung in 
the hierarchical ladder. 

IV 
The Road to Trade, Investment, and 
Currency Blocs 

The competition for privileged positions 
leads to the formation of blocs and 
clusters of weaker nations centred on one 
or more of the major powers. These 
formations are still in an early stage of 
development, but the tendencies in that 
direction are becoming incresingly clearer. 
It is therefore not surprising that several 
recent UN publications have called 
attention to these developments. Reports 
by UNCTAD and GATT discussed the 
development of tripolar trade blocks and 
trade centres. The UN Centre on Trans­
national Corporations added to the title 
of its most recent report (World Invest­
ment Report 1991): 'The Triad in Foreign 
Direct Investment'. The Triad refers to 
the three main economic poles in inter­
national economic and financial 
relations—the European Community, 
Japan, and the United States. The 
European Community as a whole is 
treated as a pole in view of the vast 
amount of cross investment that has 
taken place within the community. The 
question of the European Community 
having its own internal pole in Germany 
is not discussed. 

The Transnational Centre study concen­
trates on the clusters connected with 
global flows of foreign direct investment, 
but also takes note of the connections 
between the latter and trade and currency 
groupings. We discussed earlier the 
growing international role of the German 
.mark and the Japanese yen. With respect 
to currency blocs, the report focuses on 
the dollar bloc: 

Over the past two decades, developing 
countries appear to be moving towards a 
system in which their currencies appear to 
be linked, more or less closely, with 
currencies of major home regions, depend­
ing upon the strength of their trade, invest­

ment and.financial relationships. Thus, a 
dollar bloc appears to exist, composed 
largely of countries in Latin America and 
the Caribbean, along with a few other 
countries such as some oil-exporting 
countries whose ties to the dollar are 
undoubtedly due to the fact that the world 
price of oil is quoted in dollars. In most 
cases, those countries operate a managed 
float versus the dollar, or a float tied to 
economic indicators which are themselves 
linked to the dollar." 

T h e Lat in Amer ican dol lar b loc is o f 
course a product o f the history o f U S 
penetrat ion o f La t in America . Although 
European and Japanese business firms 
are also active here, the United S ta tes ' 
remains the dominant foreign investor 
and trader in a number o f Central and 

South American countries. At present, 
Mexico is the magnet for US investment 
in Latin America, and is likely to become 
even more so if the US/ Mexico free trade 
is put into effect. Extablishment long-
term planners visualise the formation of a 
US-Canada-Mexico free-trade bloc that 
will evolve into one for all the Americas, 
while some already speculate about the 
dollar becoming the currency of the entire 
area. 

As is well known, relations among the 
powers are shifting in the Asian Pacific. 
Although the US military machine is 
firmly planted in the Asian Pacific, 
accompanied by an extensive presence in 
the political and economic affairs of that 
area. America's status is not what it once 
was. It remains the major investor and 
economic influence in its former colony, 
the Philippines, and is a prominent 
influence in the political and economic 
affairs of other countries in that region as 
well. Its role, however, is being eroded by 
the active rise of Japanese influence in the 
region. Japan is now the top trading 

partner with South Korea, Singapore, 
Malaysia and Indonesia. It is the domi­
nant foreign investor in South Korea and 
Indonesia and since the mid 80s appears 
to be fast approaching that status in 
Thailand and Hong Kong. Moreover, as 
pointed outin a study for the US Congress 
(Congressional Research Service, Japan's 
Expanding Role and Influence in the 
Asian-Pacific Region, September 7, 
1990): 

Although Japan's role as an exporter of 
manufactured goods and an importer of 
primary products from Asia-Pacif ic 
countries is long-standing, its post-1985 
emergence as the leading source of capital 
and technology, and as a growing market 
for manufactured goods, has made Japan 
the 'core economy' and financial nerve 
centre of the region. 

A seemingly coordinated policy is dis­
cernible behind these changes, one that 
includes foreign aid, firm trade ties, foreign 
loans and investments, and the shifting of 
manufacturing operations to low-wage 
countries. According to The Economist 
(July 15,1989), the underlying strategy is 
aimed at integrating the 'four tigers' and 
those aiming to join the ranks of the 
'tigers' (Thailand and Malaysia) 'into 
something that would look a lot like a 
greater Japan Inc.* The same article 
describes The New Asian Industries 
Development Plan, sponsored by the 
Japanese Ministry of International Trade 
and Industry (MITI) and a related 
ASEAN - Japan Development Funo as 
'at the cutting edge of Japan's initiative to 
organise the industrial integration of East 
and Southeast Asia'. 

The third cluster of currency, trade, 
and investment is of course centred on 
the European Community. For the most 
part these are ties that were generated in 
former European colonial possessions in 
Africa and Asia. But new windows of 

In the absence of the kind of breakdown 
as occurred in the 1930s, it is reasonable 
to expect a continuation of the tension 
between globalisation, on the one hand, 
and furtherance of blocs, on the other. 
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opportunity have arisen for the EC in 
Central and Eastern Europe. Since 198S, 
EC members are the dominant foreign 
investors in Yugoslavia, Czechoslovakia, 
Hungary and Russia. The strategic 
outlook for the European Community -
an outlook that has deep historical roots, 
especially in the case of Germany - is the 
creation of a periphery in Central and 
Eastern Europe, resembling the regional 
networks of investment, finance, and 
trade being built by Japan in Asia and the 
United States in the American conti­
nents. 

None of this should be interpreted to 
mean that the major powers have any 
intention of withdrawing from the world 
scene. Quite the contrary. The United 
States, to be sure, wants to see the entire 
globe as its domain. And while Germany 
and Japan do not have the military might 
to stalk the world, they are major players 
in the global arena of trade, finance and 
investment. Things may change if and 
when firm trade and investment walls are 
erected around the several regions. But in 
the absence of such sharp separation, 
competitive economic struggles will no 
doubt continue on a global scale. In the 
absence of the kind of breakdown as 
occured in the 1930s, it is reasonable to 
expect a continuation of the tension 
between globalisation, on the one hand, 
and furtherance of blocs, on the other. 
The latter serve both offensive and defen­
sive strategies. They can be assets in the 
struggle for a position at the top of the 
hierarchy of nations. Apart from that, 
ties with peripheral dependencies can be 
especially useful to core countries in 
times of stagnation, financial turbulence, 
and potential major crises. It should 
come as no surprise that when domestic 
economies lose steam and internal 
problems accumulate, the stronger 
nations turn more energetically to 
external expansion for relief. 

The pressure toward expansion neces­
sarily produces political as well as 
economic strains among nations, as is 
evident in the thrust by major powers for 
greater independence from the United 
States. Note, for example, the following 
dispatch in the Wall Street Journal: 

Across a wide range of issues, from trade to 
foreign and to interest rates, the US and 
Europe increasingly find themselves at 

odds. And the Europeans, confident in the 
strength of a unified European economy 
and freed from the Soviet threat are less 
willing than ever to bend to US pressure. 

Listen, for instance, to German Chancel­
lor Helmut Kohl speaking to a group of 
business students in Switzerland. 'Europe's 
return to its original unity means that the 
90s will be the decade of Europe, not 
Japan', he said in a recent 45-minute 
speech, which made only one brief reference 
to the US. Th i s is what we've all dreamed 
about. This is- Europe's hour' (July IS, 
1991). 

This is of course largely bravado. The 
unified Europe Kohl anticipates is still in 
a process of formation. There are 
stumbling blocks along the way which 
may prevent its realization. Nevertheless, 
what is interesting here is that these 
remarks are not out of harmony with the 

During the first decades after the Second 
World War, Japan operated under the 
US umbrella. Beginning in the 1970s, 
Japan has been increasingly moving away 
from its earlier subservience to the United 
States in diplomatic matters, advancing 
its own political as well as economic 
interests in the region, even when they 
conflict with those of the United States. 

Although history does not repeat itself 
in precise fashion, it is worth noting that 
these centrifugal tendencies echo similar 
developments that emerged (a) between 
the Great Depression of the nineteenth 
century and the First World War, and (b) 
between the Great Depression of the 
1930s and the Second World War. 
Carrying such analogies too far and in 
mechanical fashion can be misleading. 
Nevertheless, they merit attention, 
because the resemblances are not mere 

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

aspirations and longrun strategies of the 
German ruling class, which, judging from 
history are firmly rooted. In recent times, 
that strategy shows up in Germany's 
assumption of the leadership role in 
Western Europe, its thrust towards 
Central and Eastern Europe, as well as a 
widening of the distance from the United 
States. Its regional economic predomi­
nance can be seen in the central role of the 
mark in the European currency unit and 
in the nature of the negotiations for 
further unification of Western Europe's 
currency system. As for the moves 
towards growing assertiveness, the most 
recent example at the time of writing was 
the way Germany pressured the European 
Community to recognise the indepen­
dence of Croatia and Slovenia, to which 
the United States and the UN acceded in 
order to avoid a clash with Bonn. 

Japan too has been moving decisively 
in the direction of greater independence. 

accidents. Rather, they arise from similar 
economic and political forces. 

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

NOTES 
1. It is little recognised how significant the 

wars were to Japan and Germany in 
jump-starting their economies during the 
Korean War and strengthening their 
upswings during the Vietnam War. The 
influence of the Korean War on the 
Japanese takeoff was especially note­
worthy, as summarised in an interesting 
recent book. 'Just two months after 
the Korean tinderbox burst into flames... 
as the only nearby industrialised nation 
with adequate manufacturing capacity, 
Japan's underemployed factories and 

Cont. on page 33 

Economic Review - August 1992 27 



Cont from page 27 

work force benefited enormously from 
Korea's misfortune between 1950 and 
1955, first as suppliers of war materials 
and services for United Nations and after 
the July 1953 armistice, as suppliers of 
materials needed for the reconstruction 
of South Korea. Former Economic 
Planning Agency official Tatsuro Uchino 
estimates that special procurement, 
broadly defined, during the period 
pumped between $2.4 and S3.6 billion 
into the capital — starved Japanese 
economy and accounted for an amazing 
60 to 70 percent of all of Japan's exports. 
Also significant for Japan's postwar 
economic development, this unantici­
pated expansion of demapd was strongest 
in industries such as textiles, steel pro­
ducts, and automotive equipment, the 

very sectors that would lead Japan's 
export drive during the 1950s and the 
1960s.' (Robert C. Angel, Explaining 
Economic Policy Failure, Japan in the 
1969-1911 International Monetary 
Crisis, New York: Columbia University 
Press, 1991.) 
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