A Global Production System

The development project was built on the idea of parallel national pro-
grams of economic development. Each nation would raise its standard of
living by producing a “national product” with as coherent an industrial
structure and cohesive an industry-agriculture partnership as possible.
“Catch-up” meant raising living standards and emulating the U.5. model
of balanced or “inner-directed” growth. Public resources and macro-
economic planning policies were considered legitimate partners of private
enterprise, to be assisted by multilateral and bilateral assistance programs.

From an international standpoint, the development project involved
reconstructing the world economy along particular lines. The initial for-
mulation by President Franklin D. Roosevelt was of “one worldism.” Glo-
bal unity would be expressed politically in the United Nations and be or-
ganized economically through the Bretton Woods institutions. However,
as the Cold War intensified in the late 1940s, “one worldism” yielded to
“free worldism” under President Truman. With the focus now on contain-
ment of Soviet and Chinese power, the world economy and the develop-
ment project came to rest on the twin foundations of freedom of enterprise
and the U.S. dollar as the international currency. In this arrangement, bi-
lateral disbursements of dollars wove together the principal national
economies of the West and Japan. And, as the source of these dollars, the
U.S. Federal Reserve System led those countries’ central banks in regulat-
ing an international monetary system.’

Under these conditions, the former colonies pursued the universal
project of development, though with a considerable array of political re-
gimes—ranging from military dictatorship through one-party states to
parliamentary rule. Nonetheless, the image was of a convergent world of
independent states at different points along a single path of moderniza-
tion. At the same time, divergent forces were at work. These included a
growing, rather than diminishing, gap between First and Third World liv-
ing standards and a substantial differentiation among states within the
Third World as the newly industrializing countries shot ahead of the rest.
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In this chapter we consider the link between differentiation within the
Third World and the growing First World/Third World gap. These two
indicators signaled a dramatic reorganization of the international

economy as an emerging global production system spun a giant web
across the world.

Divergent Developments

Between 1950 and 1980, the rate of Third World economic growth ex-
ceeded that of the First World. It also exceeded the rate of growth of Eu-
ropean countries during their early, comparable phases of development.
However, when we consider population growth rates and per capita in-
come, the game of “catch-up” appears to have been only that: a game.

In the postwar era, the per capita income of the Third World, as a pro-
portion of that of the First World, remained steady—about 7 percent to 8
percent—but the difference in GNP per capita between First and Third
Worlds widened from $2,191 in 1950 to $4,839 in 1975 (in constant 1974
dollars}.? In the mid-1970s, the official multilateral definition of the abso-
tute poverty line was an annual income of $50. At the time, about 650 mil-
lion people were estimated to be living in absolute poverty around the
world, with another 300 million living in relative poverty—with annual
incomes between $50 and $75. By 1980, the numbers of the world’s abso-
lute poor had increased to one billion, according to calculations for the
Brandt Report, North-South: A Programme for Survival.

These estimates may overstate poverty because in subsistence regions
of the Third World per capita income calculations fail to include alternative
survival possibilities. In so doing, they misrepresent local culture. Never-
theless, they express the unequal global distribution of income as purchas-
ing power, and, because purchasing power commands resources, such
global inequality is cumulative.3 This situation was demonstrated in the ex-
ample in Chapter 2 of the greater market power of animal protein consum-
ers, a circumstance in which the demand for higher-value meat and thus
indirectly for feed crops outcompetes food crops, thereby depleting local
food security. And this disparity is amplified on a world market scale.

Thus, the evidence in the late 1960s to early 1970s suggested that most
Third World countries were running to stay increasingly behind. The
wealth gap between First and Third Worlds was evidently enlarging de-
spite the promise of the development project. Moreover, the figures cited

earlier do not reveal the growing inequalities of income and access to re-
sources within these countries.
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Industrial growth fueled by international assistance often brought eco-
nomic development that relied on imported capital-intensive techniques
and neglect of food production. The typical social consequence of these
patterns was that growing numbers of rural and urban poor were de-
prived of the benefits of economic growth. The severity of this pattern of-
ten depended on the character of the particular country’s political regime.

The so-called Brazilian economic miracle followed the pattern de-
scribed above, with the economy expanding at an annual rate of around
10 percent during the decade of military rule after 1964.1 But there was
also a nef loss of industrial jobs, a rising share of the total income gained
by the top 10 percent of the population, and a growing number of people
living at or below the poverty line, variously estimated at 50 percent to 80
percent of the population.® It was Brazil’s enormous population and re-
source endowments that fueled the miracle.

By contrast, South Korea, with a much smaller population (it had two-
thirds fewer people than Brazil), followed a different course. The South
Korean regime enlarged the domestic market and consumer purchasing
power by controlling the differentiation of income between rich and poer,
which was roughly one-quarter of the distributional spread of income in
Brazil.? Although the South Korean regime was authoritarian, its pattern
of industrialization depended on implementing a comprehensive land re-
form program, setting a floor on rural incomes, and enjoying preferential

- access to the U.S. market for manufactured exports.

Differentiation among Third World countries increased, too, as a select
few played the catch-up game more successfully than others and sprinted
ahead. The average growth rate for the Third World in the 1960s was 4.6
percent, with per capita growth rates of 1 percent or less; six Third World
newly industrializing countries (NICs),” however, grew at rates of 7 per-
cent to 10 percent, with per capita growth rates of 3 percent to 7.5 percent.?
These six countries were Hong Kong, Singapore, Taiwan, South Korea,
Brazil, and Mexico.

The rise of the NICs revealed two sides of the development project. On
the one hand, NICs appeared to fulfill the expectation of upward mobility
in the international system. The central tenet of the development project
was that individual living standards in each country would be raised by
industrialization. The NICs evidently succeeded in this task, lending legiti-
macy to the project. They belonged to a group of other middle-income
Third World countries whose annual manufacturing growth rates, 7.6 per-
cent in the 1960s and 6.8 percent in the 1970s, exceeded those of their low-
income Third World associates (6.6 percent and 4.2 percent, respectively) as
well as those of the First World (6.2 percent and 3.3 percent, respectively).?
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The other middle-income countries—for example, Malaysia, Thailand, In-
donesia, Argentina, and Chile—were expected to follow the same path.

On the other hand, the rise of the newly industrializing countries also
demonstrated the selectivity of the forces released by the development
project. In the first place, the newly industrializing countries cornered the
bulk of private foreign investment.!? Much of this was concentrated in de-
veloping export production facilities in textiles and electronics in South
Korea, Taiwan, Mexico, and Brazil. In 1969, for instance, most of the for-
eign investment in electronic assembly centered in the Asian NICs—Hong
Kong, South Korea, Taiwan, and Singapore.!! Between 1967 and 1978, the
share of foreign direct investment in tax havens (offshore banks) and NICs
increased from 50.6 percent to 70 percent, and the share of manufactured
exports from the NICs that were controlled by transnational corporations
already ranged in the early 1970s from 20 percent in Taiwan through 43
percent in Brazil to %0 percent in Singapore.12

In addition, the distribution of industrial growth in the Third World
was highly concentrated. Between 1966 and 1975, over 50 percent of the
increase in value of Third World manufacturing occurred in only four
countries, while about two-thirds of the increase was accounted for by
only eight countries: Brazil, Mexico, Argentina, South Korea, India, Tur-
key, Iran, and Indonesia.!®

On the global scale, there was considerable differentiation among
Third World countries and regions in levels of industrialization (the mea-
sure of development). The manufacturing portion of GDP in 1975 was 5
percent in Africa, 16 percent in Asia, and 25 percent in Latin America and
the Caribbean.! By 1972, the Organization for Economic Cooperation and
Development (OECD) reported: “It has become more and more clear that
measures designed to help developing countries as a group have not been
effective for [the] least-developed countries. They face difficulties of a spe-
cial kind and intensity; they need help specifically designed to deal with
their problems.”!> The notion of a universal blueprint was fading,

Acknowledging the limits of standardized remedies in the develop-
ment project was one thing. It was quite another to recognize that the
newly industrializing countries were not simply an arbitrary grouping of
middle-income states; there were, in fact, strong geopolitical forces con-
tributing to their industrial success. All states may have been equal in the
Bretton Woods system, but some states were more equal than others when
it came to their global position.

Hong Kong and Singapore are peculiar because of their historic role as
entrepdts (port cities) in South China and the Malaccan Straits, respec-
tively. They have shared in the East Asian expansion of the last quarter of
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the twentieth century, serving as vital centers of marketing, financial, mba_
producer services. In addition, they are coordinating centers of the ethnic
Chinese entrepreneurial networks in the region.

Within the context of the Cold War, the other four states—Taiwan,
South Korea, Mexico, and Brazil—held strategic geopolitical positions in
the international order, namely as consequential states in their Hmmmoa.
Their higher rates of economic growth draw attention to this dimension of
the development project that included the transfer of enormous mBoE.:.m
of direct and indirect economic assistance from the Western powers. Mili-
tary aid and preferential access to the U.S. market Tm_vm& m.,cﬂmmb m:?.oz.
tarian regimes that stabilized economic growth conditions m.o.n a time
through such measures as investment coordination and the political con-
trol of labor. During the period of maximum growth, Taiwan, South H.An.:,m?
Mexico, Singapore, and Brazil were distinguished by one-party or B&:.E.w
rule. South Korea and Taiwan garrisoned U.S. troops, given their proxim-
ity to North Korea and China, respectively.

The Newly Industrializing Country
(NIC) Phase in Context

The rise of the newly industrializing countries is part of a new historical
phase of industrialization, in many ways extending the passage ?wnw_ the
first to the second industrial revolution. Britain was the point of origin of
the first industrial revolution, manufacturing textiles and processed food
and exporting them to the world. Its late-nineteenth-century n<.m_m|0w7
many, France, the United States, and Japan—pursued a second industrial
revolution, building an industrial base around the production of steel,
chemicals, and machinery. The NICs continued this legacy, combining
both phases. . .

Early Third World industrialization has been termed primary import-
substitution industrialization (ISI).1¢ In this phase, a country shifts from
importing manufactured goods to local manufacturing of v.mmmn consumer
goods such as textiles, clothing, footwear, and food processing. Secondary
ISI enlarges local industrial capacity for consumer durables such as mc.ﬂo-
mobiles, intermediate goods such as petrochemicals and steel, and capital
goods such as heavy machinery. Whereas the Latin American NICs
{Mexico and Brazil) began primary ISI in the 1930s and graduated to the
secondary phase in the 1950s, the Asian NICs (Taiwan and South ﬁwnmmv
began primary ISI in the 1950s and did not move to the next stage until the

1970s.
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The Asian newly industrializing countries financed their import-sub-
stitution industrialization {ISI) with a phase of primary export-oriented
industrialization (EQI) based on the export of labor-intensive products.
They graduated to secondary EOI (exporting higher-value-added prod-
ucts) once their industrial base had matured. Asian NICs, lacking the re-
source base of the Latin American ones, made the shift to exporting manu-
factured goods earlier than did their Latin American counterparts, which
displayed a more diversified export composition (from minerals to food-
stuffs).

With the exception of Hong Kong, most of the newly industrializing
countries had powerful governments that guided considerable public in-
vestment into infrastructure development and industrial ventures with pri-
vate enterprise. The South Korean state, in particular, virtually dictated the
investment patterns in that nation. Success in ISI depended on the size of a
country’s domestic market as well as a ready supply of foreign exchange
that would allow the country to purchase from the First World the capital
equipment technologies necessary to sustain the new industrialization.

The passage of second industrial revolution technology from First to
Third World sites followed a pattern of “technological shedding,” similar
to the idea of the product cycle popularized by Raymond Vernen in 1971.
That is, as First World firms and states moved up the technological ladder,
they shifted their second industrial revolution industries (such as chemi-
cals, steel, and shipbuilding) offshore to Third World sites. This kind of
offshore movement occurs as firms upgrade technologically, or when their
wage bill rises as workers organize and find a political voice, or when pol-
luting industries come under scrutiny. Thus, Japanese chemical plants
have moved to Southeast Asia, and U.S. chemical plants have moved to
Puerto Rico.

The product cycle effect has been particularly true in East Asia, where
the Japanese government has promoted the adoption of older Japanese
technology by South Korea and Taiwan. For example, in their primary ISI
phase, South Korea, Taiwan, and Southeast Asian states like Malaysia im-
ported Japanese textile machinery as they developed their own textile pro-
duction facilities. They then sold the resulting products in Japan and the
United States. Metaphorically, this product cycle effect has been termed
the flying geese pattern. Akamatsu Kaname likened the effect to “wild geese
flying in orderly ranks forming an inverse V just as airplanes fly in forma-
tion.”!7 In this particular context, Japan retains the lead in technological
developments as mature technologies are passed down the line and
adopted by follower states in a strategy of catch-up. This pattern is illus-
trated in Figure 3.1.
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FIGURE 3.1

The Flying Geese Pattern of Technological Shedding,
from Mature to Developing Economies
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The ISI strategy emerged in the 1930s when international trade col-
lapsed and independent Latin American states had the opportunity to
build industrial capacity in the absence of foreign imports. But in the
1960s, international trade had begun expanding. In addition, Third
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World industrialization based on import substitution, using First World
technologies, led to a mounting foreign exchange bill and a saturation
of domestic consumption markets—especiaily in Latin America. Under
these constraints, exporting became an urgent next phase of industrial-
ization for Latin states, the strategy now being to broaden markets and
earn foreign exchange. The newly industrializing countries of East Asia
were already selling in the United States, to which they had special ac-
cess because of their geopolitical significance. For them, export orienta-
tion accompanied import substitution—within the flying geese frame-
work as explained above.

Widespread export-oriented industrialization signaled a significant
change in strategies of economic growth. The newly industrializing coun-
tries shifted their industrial orientation from supplying domestic markets
to supplying foreign ones, using transnational corporation {TNC) invest-
ment and marketing networks. Industrial exporting had begun in the large
states that had relatively mature industrial bases (Argentina, Brazil,
Mexico, and India), starting with traditional labor-intensive manufac-
tures—textiles and footwear, for example—and processing of local primary
goods such as foodstuffs, tobacco, leather, and wood.!® But the strategy be-
hind export-oriented industrialization was really a process by which the
First World shed the production of consumer goods, beginning with tex-
tiles and electronics items and graduating to machinery and computers.

The export-oriented industrialization strategy, in a world economy
buoyed by rising First World consumer incomes, nurtured the phenom-
enon of the newly industrializing countries. In the 1950s, Hong Kong, an
exceptional case, was already exporting manufactures, beginning with
textiles and garments. From 1960 to 1978, as manufacturing grew in
middle-income countries by about 7 percent annually, in the NICs the rate
of growth was often twice that. And Third World manufacturing exports
outpaced the growth in total world trade in manufactures during this pe-
riod, increasing the Third World share of world trade from 6 percent in
1960 to over 10 percent in 1979. The bulk of this export growth was attrib-
utable to the newly industrializing countries, and its composition broad-
ened from textiles, toys, footwear, and clothing in the 1960s to more so-
phisticated and competitive exports of electronics, steel, electrical goods,
machinery, and transport equipment by the 1970s.%%

The destination of these products diverged, however, with light manu-
factured exports (such as clothing and toys) going mostly to the First
World (north) and heavy manufactured exports (such as steel and machin-
ery) going to the Third World (south). There was also a significant subdi-
vision among the Third World industrial exporters. The faster growth in
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manufactured exports occurred (from the late 1960s) in the East Asian
states, which specialized in modern industrial products such as clothing,
engineering goods, and light manufactures. The difference between these
countries and the Latin American states is that the East Asian nations Jack
a natural resource base and have comparatively small domestic markets.
Their success in export manufacturing was achieved by rooting their in-
dustrial base in the world economy. Thus,

Mexico, Brazil, Argentina, and India . . . accounted for over 55% of all Third
World industrial production but only about 25% of all Third World manufac-
tured exports (narrowly defined). Hong Kong, Malaysia, Singapore and
South Korea . . . were responsible for less than 10% of Third World produc-
tion but 35% of all Third World manufactured exports (narrowly defined).?

The newly industrializing countries of Asia were quite exceptional in
their export orientation for two primary reasons, both geopolitical. The
first is that the East Asian perimeter of the Pacific Ocean was a strategic
zone in the U.S. Cold War security system, and military alliances with
these states were matched by economic concessions. The second is that
Japan's historic trade and investment links with this region have become
more robust as Japan itself has become a consequential world economic
power. In each case, the Asian NICs have reaped the benefits of access to
the insatiable markets of the United States and Japan. Global and regional
context has been as influential in their growth as domestic policy mea-
sures and economic cultures.

The World Factory

The expanding belt of export industries in the Third World, led by the
newly industrializing countries, provides a clue to a broader transforma-
tion occurring within the world economy at large. There was a new “fast
track” in manufacturing exports, which was superseding the traditional
track of exporting processed resources. This new export arrangement re-
sembled a world factory. It involved production for world, rather than
domestic, markets, through chains of production sites differentiated by
their function in a global production system.?!

The phenomenal growth of export manufacturing using labor-intensive
methods in the East Asian region, as well as Mexico’s border-industrial
zone, signaled a reorganization of the world labor market. The Mexican
Border Industrialization Program (BIP) dramatized this reorganization. In
1965, the Mexican government implemented the BIP to allow entirely for-
eign-owned corporations to establish labor-intensive assembly plants
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?bo.si as :...m&::mao-.mwv within a 12-mile strip south of the bord
nmmmHOBm.ﬁo rn.dm: employing Mexican labor at a fraction of the U Mﬁ o
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were part of a competitive world factory strategy. As nmﬁozm..m in MM o
mz‘mﬁ .FS:E_ of May 25, 1967, the Mexican minister of commerc e
Our idea is to offer an alternative to Hong Kong, Japan and , m»mﬁnn
for free enterprise.” rFapan and Puerto Rico
U.S. firms establishing assembly plants in the BIP concentrated
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Asia through Mexico and the Caribbean to Africa) marked the 2: ﬁmmm»
use of mx.woz platforms in the Third World by competing trans HM. ol
no%onmw_o:m {TNCs) in the United States, Europe, and _W an Mm MM:&
companies sought lower-cost labor, the export m_mﬁo\da s H.Wma .Q venby
developments in the electronics industry. Thus, in ﬁcnmcwgm »T\QMMMMWWW

oriented industrialization st
system. rategy, the NICs sponsored the world factory

The Third Industrial Revolution

wwm%mm._a mmn”oﬂ.w m%mmﬁmw: is nourished by the technologies of the third in
revolution. (See the following inser i .
.m:.mm nm<o_.:zo:m.v Especially Hn:ﬁonm:mﬁ in EM MMWMW OMMMHMMMMM_ OM. -
is the semiconductor industry. Semiconductors, in particular Emc MMMW
m”mmma Mogm:»m_. chip, are m.am key to the new information technologies
at un ergird the accelerating globalization of economic relations. Ad
wmﬂ/ﬂmm in telecommunications technologies enable firms, rmmgacm.wmwmﬁm
Mﬁmmm“ York oHa Hor%o\. to coordinate production tasks distributed across
> severa .no::z._mm. These technologies allow rapid circulation of
m”: :2%5. design E.:mﬁi:a among subsidiaries, instructing them in re-
ng their production. If a transnational corporation wants to redesign
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Why Three Industrial Revolutions?

Subdividing patterns of world industrialization into three forms is
a convenient way of typing them by timing and by their technolo-
gles. The first industrial revolution, associated with Britain, was
pased in the relatively simple mechanization of cotton spinning
and weaving to form clothing and textiles for export. Also a part
of this were the metal-working industries that produced iron
goods, such as factory equipment and railway rolling stock. In
this period, steam-driven machinery was improved, enabling
advances in transportation.

The second industrial revolution involved steel and chemical
technologies, with an emphasis on machine production rather
than consumer items, Britain’s rivals in this technology emerged
at the close of the nineteenth century. The third industrial revolu-
tion, based in information technologies, underlies the global reach
of transnational firms and banks and has depended on the prolif-
eration of industrial assembly of electronic products in the newly

industrializing countries.

™

its product to accommodate changing fashion, for example, it can instan-
taneously reorganize production methods in its offshore plants, using the
new information-processing and telecommunication technologies.

The telecommunication technologies allow firms to organize along glo-
bal lines, moving components and software among offshore sites and sell-
ing end-products in world markets, Thus we find “global assembly lines”
stretching from California’s Silicon Valley or Scotland’s Silicon Glen to as-
sembly sites in Taiwan, Singapore, Malaysia, or Sri Lanka.?® These global
assembly lines are extremely fluid commodity chains, as production orga-
nization among the links of the chains is centrally coordinated. That is, the
pattern and content of these chains is determined continuously at the head-
quarters of transnational companies according to market conditions.

If we consider the spread of electronics assembly in the Third World
from a national accounting perspective, it is just another indicator of ex-
port manufacturing expansion. But if we look at it from the perspective of
the transnational firm, the electronics industry marked the rise of the glo-
bally integrated production system, where individual national production
sites played the supporting role. This occurred for two reasons: first, elec-
tronics was itself a leading industry in establishing a world factory system,
given the relative simplicity of electronic assembly operations and their
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global dispersion to export platforms across the world. mmnoa.._a‘ ,.oLmn:.oﬂn
components and products provide the technology of the third EQEm».E&
revolution—an informational technology facilitating the global coordina-
tion of production and circulation in other industries, from @mzﬁﬂm to .ﬁmx-
tiles to automobiles. In this way, the third industrial revolution globalized
the conditions under which the first two industrial phases extend to the
Third World.

The Global Production System

The consolidation of the world factory system spun a giant Emv of ex-
changes across the world. But it was by no means in the mﬁ.ﬂuﬁ:_nw_ pat-
tern of a spider web. Economic globalization is not a cb_monﬁ process.
Global production systems are hierarchically ordered, and the T_m.nmnn?mm
are fluid. Transnational corporations sometimes organize production hier-
archies based on joint ventures with firms in other no_.EEmm. .ﬁ.rno:mr
capital investment or technological licensing. Firms may use joint ven-
tures to gain access to technologies—for example, in the 1980s, Hyundai
of South Korea moved into producing more sophisticated nomm.;uﬁma
memory chips by way of a joint venture with Texas Hbmﬁwcﬁmim. ,_,Zn.um
subdivide production sequences according to technological or labor skill
levels. Moving labor-intensive activities to Third <<o~.5\mxﬁ.on Em:oﬂn..m
is routine. Typically, high technologies remain monopolized by m_.am"
World firms, with component processes (assembling, etching, E.H_ testing
computer chips), component goods (pharmaceutical stock, m:mEmm,.mcﬁo
parts), and consumer goods (cameras, electronic games, TVs, and video-
recorders) moved offshore for production in the Third World. o

The global production system depends on a technological division of
labor within industrial subsectors rather than a social division befween eco-
nomic sectors like industry and agriculture (see Figure 3.2). Under colo-
nialism, economic relationships were ordered by the social division of _w-
bor—whether within the colonizing countries, or between them and their
colonies. In the latter case, this colonial division of labor was in the form
of a town/country relationship on a world scale, where colonies produced
primary goods for European urban manufacturing centers.

This social division of labor continues under the no:ﬁmaﬁonmaw.m_oww__
production system. Many Third World countries still m.m@.mna mmmj_m_nmb.m%
on agricultural commodities for export ~.m<m5:mm|ﬁ8.ﬂnc~ml%. in ,Pmﬂ.mm
and the Caribbean. But the technological division of labor associated s:.?
the hierarchies of the global production system now overlays the social
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FIGURE 3.2

Technical Division of Labor Among Branches of a
Transnational Firm Dispersed Across National Boundaries
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division. Instead of countries specializing in an export sector (manufactur-
ing or agriculture), production sites in countries specialize in a constituent
part of a production process spread across several countries.

As we saw in Chapter 2, industrial growth in the Third World compli-
cated the international division of labor. Many Third World countries were
no longer simply colonial producers and exporters of primary products.
They made a range of manufacturing products, and some exported manu-
factured goods to the First World or to sifes in a commodity chain en route
to the world market. However, while the Third World accounted for 11
percent of world manufacturing exports at the end of the 1980s, these ex-
ports represented a shift during the 1970s and 1980s of only 1 percent to 2
percent of the First World'’s total consumption.” The composition of Third
World exports may have changed significantly; however, their volume
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was still a relatively insignificant proportion of First World consumption
(and the density of economic exchanges among First World countries).
Nonetheless, the rise of export manufacturing registered an important
world economic shift.

Export manufacturing, within the framework of the hierarchical com-
modity chains, dislodged production processes from national economic
integration. This kind of globally linked specialization began in the 1960s
in the First World with the transnational integration of the production of
components of a final product. The change was essentially from produc-
ing a national product to producing a world product.?® The following case
study of the world car illustrates this development.

Dispersal of specialized production tasks across national borders, as
demonstrated in the following case study, reflects the growing scale and
reach of transnational corporations. As these companies have reorganized
their operations for global sourcing of components and markets, they have
dispersed their investments. The rise of the newly industrializing countries
was dramatic testimony to the extension of global sourcing to some Third
World sites. In the 1970s, 50 percent of all manufactured exports from US.-
based TNCs were from Brazil, Mexico, Singapore, and Hong Kong.?” For a
decade from the end of the 1960s, there was a marked relocation of indus-
trial investment from the First World to the Third World. Such industrial
“Jecentralization” was the combined result of declining profitability on
investments in the First World and deals made by Third World states to at-
tract foreign investors to their export-oriented industrialization programs.

The Export Processing Zone

One such deal was the establishment of export processing zones (EPZs)—
specialized industrial export estates that had minimal customs controls
and were usually exempt from labor regulations and domestic taxes. EPZs
served firms seeking lower wages and Third World govemnments seeking
capital investment and foreign currency to be earned from exports. The
first EPZ appeared at Shannon, Ireland, in 1958; India established the first
Third World EPZ in 1965, and by the mid-1980s roughly 1.8 million work-
ers were employed in a total of 173 EPZs around the world.?

At this point, the development project was no longer directing these
dynamics. Governments were beginning to favor export market consid-
erations over the development of domestic markets {local production
and consumption). Export processing zones typically serve as en-
claves—in social as well as economic terms. Often physically separate
from the rest of the country, EPZs are built to receive ::ﬁo;m& raw ma-
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CASE STUDY

The World Car: Brought to You by Ford and Mitsubishi

In the postwar era, the Ford Motor Company invested directly in
a United Kingdoem affiliate that produced the British Ford Cortina
for local consumers; it had a British design and was assembled
locally with British parts and components. At that time, no matter
where the capital came from, supply linkages and marketing ser-
vices were generated locally in import-substitution industrializa-
tion. In fact, governments pursuing import-substitution policies
encouraged foreign investment in the domestic preduct.

However, this pattern has since changed. The Ford Cortina has
now become the Ford Escort, the “world car” version of the origi-
nal British “national car.” Assembled in multiple national sites
(including Britain), the Escort is geared to production for the world
market. It uses parts and components from 14 other countries, in-
cluding Germany, Switzerland, Spain, the United States, and Japan.
Given the larger production run of a world car, Ford claimed a
saving of 25 percent over the earlier method of building new cars
separately for the North American and European markets.

Similarly, the Mitsubishi Motor Corporation, which is head-

- quartered in Japan, has subsidiaries producing components in
South Korea, Indonesia, Thailand, Malaysia, the Philippines, Aus-
tralia, and even the United States {as joint ventures with the
Chrysler Corporation and the Ford Motor Company). Mitsubishi
cars, assembled in Thailand or Japan, are sold in the United States,
Canada, the United Kingdom, New Zealand, and Papua New
Guinea as Dodge or Plymouth Colts.

Sources: Jenkins, 1992, pp. 23-25; Stevenson, 1993, p. DI; Borthwick, 1992,
p. 511; Stvanandan, 1983, p. 2.

terials or components and to export the output directly by sea or air.
Workers are either bused in and out daily or inhabit the EPZ under a
short-term labor contract. Inside the EPZ, whatever civil rights and
working conditions that hold in the society at large are usually denied
the work force. It is a work force assembled under conditions analogous

to these of early European industrial history to enhance the profitability
of modern, global corporations.
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Much of the world’s EPZ labor force is composed of women, usually
denied the same respect as men.” In Mexico, roughly 85 percent of the
work force of the magquiladoras is young women, supposedly more docile,
agile, and reliable than men in routine assembly work—and certainly
cheaper. When Motorola shifted its electronics plant 200 miles south from
Phoenix to Nogales, its annual wage for assembly work fell from $5,350 to
$1,060. The following description of a worker at an electronics maguiladora
near Tijuana captures the conditions of this kind of labor: “Her job was to
wind copper wire onto a spindle by hand. It was very small and there
couldn’t be any overlap, so she would get these terrible headaches. After
a year some of the companies gave a bonus, but most of the girls didn’t
last that long, and those that did had to get glasses to help their failing
eyes. It's so bad that there is constant turnover.”*

Meanwhile, the transnational corporations that employ workers in ex-
port processing zones obtain other concessions, such as free trade for im-
ports and exports, infrastructural support, tax exemption, and locational
convenience for reexport. For example, for maquila investment in Sonora,
one of the poorest border states, the Mexican government's most favorable
offer was 100 percent tax exemption for the first 10 years, and 50 percent
for the next 1031 In short, the EPZ is an island in its own society, separated
from domestic laws and contributing little to domestic economic growth,
other than some foreign currency earned on exports. It belongs instead to
an archipelago of production sites dotted across the world, serving export
markets.

The Transnational Corporation (TNC) Market

Export markets concentrate in the First World, where markets are a great
deal denser than Third World markets. For example, the average propor-
tion of the population owning a TV, car, or telephone is 0.1 percent in Asia
(excluding Japan), 1 percent in Africa, and 6 percent in Latin America, but
60 percent in North America, 50 percent in Japan, 33 percent in Western
Europe and Oceania, and 10 percent in the ex-Soviet Union.? Export, or
world, markets are typically organized by TNCs.

Recent U.N. data reveal that much of world trade is now controlled by
transnational corporations. The top five in each major market (such as jet
aircraft, automobiles, microprocessors, and grains) typically account for
between 35 and 70 percent of all world sales.?? Further, much of world
trade takes place inside the TNCs, as components move between foreign
subsidiaries and parent corporations in the construction of a final product.
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In the 1970s, the growth rate in the global trade of components came to
match that of the global trade in final products.3 And in 1991 for the first
time, according to estimates from the UN. Conference on Trade and De-
velopment, sales internal to transnationals exceeded their overall trade in
final products, including services.®®

At present, the combined sales of the largest 350 TNCs in the world to-
tal almost one-third of the combined GNPs of all industrialized countries
and exceed the individual GNPs of all Third World countries. The major-
ity of these firms are headquartered in the centers of the world economy:
France, Germany, Japan, the United Kingdom, and the United States ac-
count for 70 percent of all transnational investment, and about 50 percent
of all the companies themselves. The scale of the TNCs is enormous. For
example, Pepsico, one of the largest beverage firms in the world, operates
more than 500 plants with 335,000 workers in over 100 countries.®

The growing weight of transnational corporations in international
trade has increased the pressure on other firms to go global. Firms do this
either to reduce their labor costs or to expand sales by gaining access to
broader markets. The revolution in communications and the development
of transport and financial services has allowed firms fo tap into the global
labor force.

Manufacturing and the Global Labor Force

The formation of the global labor force had its roots in the development
project. We have already seen that the urban bias of the project disadvan-
taged rural communities and actively expelled producers from the land.
These phenomena occurred widely across the world and are the funda-
mental source of the global labor force. Historian Eric Hobsbawm ob-
served: “Between 1950 and 1975.. . . in Europe, in the Americas, and in the
western Islamic world—in fact everywhere except Continental South and
East Asia and sub-Saharan Africa—peasants now form a minority of the
population. And this process occurred with dramatic speed.” ¥

For European societies, the process of depeasantization was spread
over several centuries. Even then the pressure on the cities was relieved as
people left them to emigrate to settler colonies in North America and
Australasia. But, for Third World societies, this process has been com-
pressed into a few generations, with only a little longer for Latin America.
Rural migrants in many places have overwhelmed the cities.

These dispossessed people entered the global manufacturing work
force as a cost-saving strategy for the major producers. Once First World
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firms developed technologies of mass production, they began relocating
manufacturing to employ cheaper Third World labor. Mass production de-
veloped around large, routinized production runs that could be broken
down and subdivided into specialized tasks. The assembly line that
emerged in the automobile and meat-packing industries is a case in point.
Each worker on the line did a simplified task that contributed to an over-
all production process. The simplification of specialized tasks is known as
the deskilling of work.

Now, tasks deskilled through specialization—such as cutting and
stitching in the garment or footwear industry, or assembly in the electri-
cal, automobile, or computer chip industry—are often relocated to cheap
labor regions. At the same time, the technologies to coordinate those tasks
generate needs for new skilled labor, such as managerial, scientific, engi-
neering, and technical labor.3® This bifurcation of the labor force means
that skilled labor concentrates in the First World, and unskilled labor is
often consigned to the Third World. The coordination of both types of la-
bor is the province of TNC enterprise, as detailed in the following descrip-
tion from the 1970s:

Intel Corporation is located in the heart of California’s “Silicon Valley.” . ..
When Intel’s engineers develop a design for a new electronic circuit or pro-
cess, technicians in the Santa Clara Valley, Califomnia, plant will build, test,
and redesign the product. When all is ready for production of the new item,
however, it doesn’t go to a California factory. Instead, it is air freighted to
Intel’s plant in Penang, Malaysia. There, Intel’s Malaysian workers, almost all
young women, assemble the components in a tedious process involving hand
soldering of fiber-thin wire leads. Once assembled, the components are flown
back to California, this time for final testing and /or integration into a larger
end product. And, finally, they're off to market, either in the United States,
Europe, or back across the Pacific to Japan.?

In the 1970s, the relocation of deskilled tasks to lower-wage regions of the
world was so prevalent that the concept of a new international division
of labor (NIDL) was coined to describe this development. Briefly, NIDL
referred to an apparent decentralization of industrial production from the
First to the Third World, shown here in Figure 3.3. The conditions for this
movement were defined as endless supplies of cheap Third World labor;
the new technical possibility of relocating the unskilled portions of manu-
facturing processes to the Third World; and the development of transport,
communications, and organizational technology, reducing the signifi-
cance of distance in the coordination of activities by global firms.1
Skilled labor inputs concentrated in the North, except where enterpris-
ing states such as the newly industrializing countries of East Asia (South

A Global Production System 97

FIGURE 3.3
The New International Division of Labor (NIDL)
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Korea, Taiwan, Singapore, and Hong Kong) used public investment to
upgrade work-force skills. The upgrading was necessary as their wage
levels were rising in relation to other countries that were embracing export
production, such as Malaysia, Indonesia, and the Philippines. In 1975, if
the hourly wage for electronics work in the United States was measured
at 100, the relative value for equivalent work was 12 in Hong Kong and
Singapore, 9 in Malaysia, 7 in Taiwan and South Korea, 6 in the Philip-
pines, and 5 in Indonesia and Thailand.*! This wage differentiation made
the East Asian NICs’ labor-intensive production less competitive, forcing
them to upgrade their portion of the global labor force.

These Asian countries improved their competitiveness by specializing
in more sophisticated types of export manufacturing for First World mar-
kets, using cheap skilled labor rather than cheap semi-skilled and unskilled
labor. After upgrading their labor force, the NICs attracted skilled labor
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inputs to their countries as a regional growth strategy. As the skilled work
came, these states became headquarters, or cores, of new regional divisions
of labor patterned on the production hierarchy between Japan and its East
and Southeast Asian neighbors. By 1985, the upgrading of this production
hierarchy meant that an East Asian division of labor existed in the semicon-
ductor industry for U.S. firms. Final testing of semiconductors {capital-
intensive labor involving computers with lasers) and circuit design centers
were located in Hong Kong, Singapore, and Taiwan; wafer fabrication in
Malaysia; and assembly in Malaysia, Thailand, the Philippines, and Indo-
nesia. Whereas in the 1970s semiconductors were assembled in Southeast
Asia and then flown back to the United States for testing and distribution,
by the 1980s Hong Kong imported semiconductors from South Korea and
Malaysia to test them for reexport to the First World as well as for input in
Hong Kong's fabled watch-assembly industry.#

Patterns of global and regional sourcing have recently mushroomed
across the world, particularly under the stimulus of the electronics revo-
lution. Firms establish either subsidiaries in other countries or extensive
subcontracting arrangements—such as in labot-intensive consumer goods
industries like garments, footwear, toys, household goods, and consumer
electronics. For example, the Nike Corporation produces most of its ath-
letic shoes through subcontracting arrangements in South Korea, China,
Indonesia, and Thailand; product design and sales promotion are reserved
for its U.S. headquarters, where the firm “promotes the symbolic nature of
the shoe and appropriates the greater share of the value resulting from its
sales.”43 U.S. retailers of every size also routinely use global subcontract-
ing arrangements in the Asia-Pacific and the Caribbean regions to orga-
nize their supplies and reduce their costs, as illustrated in the following
case study on Saipan.

The Saipan case study illustrates the dark side of subcontracting—a
pattern of abuse commonly experienced by unprotected labor throughout
the world. About 46 miltion children work for American firms in 19 differ-
ent countries, with half this child labor in India alone. Many of these chil-
dren work 14-hour days in crowded and unsafe workplaces."! Regardless
of whether transnational corporations offer better conditions than local
firms, the rise of global subcontracting permits little opportunity for regu-
lation of employment conditions. The global labor force exists on such a
broad scale across cultures, out of sight of regulators, that global working
situations increasingly resemble the harsh conditions of early European
industrial work before labor protections appeared. Some of today’s global
labor force has been generated by the expansion of agribusiness on a
world scale, to which we now turn.

=
E |
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CASE STUDY
Global Subcontracting in Saipan

One of the production sites used over the past two decades as a
supplier in global subcontracting is the tiny island of Saipan, in the
Philippine Sea of the western Pacific. The commonwealth of Sai-
pan has been a territory of the United States since the end of World
War I, and the islanders are American citizens. In the early 1980s,
new federal rules for the garment industry allowed duty free (and
virtually quota free) imports from Saipan into the United States as
well as liberal foreign investment conditions. Companies involved
in garment production on Saipan include Arrow, The Gap, Mont-
gomery Ward, Geoffrey Beene, Liz Claiborne, Eddie Bauer, and
Levi Strauss. For certain of these companies, Saipan has strategic
importance. Even though its exports make up only about 1 percent
of all clothing imports into the United States, they account for
roughly 20 percent of sales for some large American companies.

Sajpan has a major advantage as a production site: although
the “Made in USA” label can legitimately be put on any item pro-
duced there, the island was exempted from the federal minimum
wage in 1976. The commonwealth government has maintained a
minimum wage of $2.15 an hour since 1984 (compared with the
federal minimum of $4.25 on Guam, another U.S. territory 120
miles to the south). .

Saipan shipped about $279 million worth of wholesale gar-
ments to the United States in 1992, and, despite the label, more
than half the labor force contributing to these exports is foreign—
predominantly Chinese recruits. The clothing factories resemble
sweatshops in their working conditions; they have recently at-
tracted the attention of American labor unions and investigators
from the U.S. Department of Labor and the Occupational Safety
and Health Administration. These inspectors found Chinese
workers whose passports had been confiscated and who were
working 84-hour weeks at subminimum wages. One of the com-
panies involved, Levi Strauss, responded by establishing new
subcontract guidelines requiring improved conditions, which
were also to be implemented in other sites in Myanmar and
China.

Sources: Shenon, 1993, p. 10; Udesky, 1994; The Economist, June 3, 1995, p. 58.
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Global Agribusiness

Just as the manufacturing transnational corporations use global sourcing
strategies, so do agribusiness firms. The food trade is one of the fastest-
growing industries in the world today, especially in processed foods like
meat and flour products, and in fresh and processed fruits and veg-
etables. Food companies stretch across the world, organizing producers
on plantations and farms to deliver products for sale in the higher-value
markets of the First World. As we have seen, the livestock complex was
one of the first segments of the food industry to internationalize. It is the
basis of the following case study on the making of the “world steer.”

CASE STUDY
Agribusiness Brings You the World Steer

The “world steer” resembles the “world car.” It is produced in a
variety of locations with global inputs (standardized genetic lines
and growth patterns) for giobal sale (standardized packaging).
Like the world car, the world steer is the logical extension of the
mass production system that emerged in the post-World War II
era, otherwise known as the “Development Decades” (1945-1970).
These production systems are now global rather than national

in scope, even though the consumers are still concentrated
within the First World. The beef industry is subdivided into two
branches: intensive feed-lotting for high-value specialty cuts and
extensive cattle grazing for low-value, lean meat supplying fast-
food outlets. We consider here the explosion of cattle ranching in
Central America (Costa Rica, Nicaragua, Honduras, Guatemala,
and El Salvador) as part of the North American hamburger
connection.

Cattle ranching expanded in Central America in the 1960s as
the fast-food industry took off. Brahman bulls (or their semen)
imported from Florida and Texas were crossed with native criollo
and fed on imported African and South American pasture to pro-
duce a more pest-resistant, more heat-resistant, and beefier breed
of steer. From conception to slaughter, the production of the steer
is geared entirely to the demands of a global market. Animal
health and the fattening process depend on medicines, antibiotics,
chemical fertilizers, and herbicides supplied from around the
world by transnational firms. In addition to these global inputs in
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the production of the world steer, there are the local conditions of
beef production.

Postwar development strategies favored agro-exporting where
possible so that a developing country could earn foreign currency
for purchasing industrial technologies. Many Third World states
continued to export tropical products they had begun producing
in the colonial era. Central American states complemented their
traditional exports (coffee and bananas) with beef. The cattle-
ranching explosion in Central America began in the 1960s, when
import restrictions on beef exports to the United States were eased
by the Alliance for Progress (a hemispheric security project of
economic reform sponsored by the United States). Governments
entered into loan agreements with the World Bank, the Agency for
International Development (AID), and the Inter-American Devel-
opment Bank (IADB) to fund the expansion of pasture and trans-
port facilities. Beef exporting from the region rose eightfold in 20
years, resulting from a 250 percent expansion of Central America’s
cattle herds. By 1978, Central American herds totaled 10 million
head of cattle, supplying 250 million pounds of beef annually and
accounting for 15 percent of U.S. beef imports. Among the foreign
investors in this industry were large transnational companies such
as International Foods, United Brands, Agrodina mica Holding
Company, and R. J. Reynolds.

World steer production has redistributed cattle holdings and
open-range woodland from peasants to the ranchers supplying
the export packers. More than half the rural population of Central
America (35 million) is now landless or unable to survive as a
peasantry. World steer production not only reinforces inequality
in the producing regions but also threatens craftwork and food
security.

Domesticated animals traditionally have provided food, fuel,
fertilizer, transport, and clothing, in addition to grazing on and
consuming crop stubble. In many ways, livestock have been the
centerpiece of rural community survival over the centuries. Peas-
ants have always used mixed farming as a sustainable form of
social economy, hunting on common lands to supplement their
local diets with additional protein. Elimination of woodlands
reduces hunting possibilities, shrinks wood supplies for fuel,
and destroys watershed ecologies. Also, development policies
favoring other cattle breeds over the traditional criollo undermine
traditional cattle raising and hence peasant self-provisioning,.
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FPeasants forfeit their original meat and milk supplies and lose
access to side products such as tallow for cooking oil and leather
for clothing and footwear. In short, the spread of the world steer
industry supplies distant mass consumer markets at the same
time that it undermines local agro-ecologies. The world economy
does not get something for nothing.

Sources: Sanderson, 1986b; Friedmann & McMichael, 1989; Williams, 1986, pp.
93-95; Rifkin, 1992, pp. 192-193.

Global sourcing also sustains the intensive form of livestock raising
that requires feedlots. Three agribusiness firms headquartered in the
United States operate meat-packing operations across the world, growing
cattle, pigs, and poultry on feedstuffs supplied by their own grain market-
ing subsidiaries elsewhere in the world. Cargill, headquartered in Minne-
sota, is the largest grain trader in the world, operating in 49 countries with
800 offices or plants and more than 55,000 employees. It has established a
joint venture with Nippon Meat Packers of Japan, called Sun Valley Thai-
land, from which it exports U.S. corn-fed poultry products to the Japanese
market. ConAgra, headquartered in Nebraska, owns 56 companies and
operates in 26 countries with 58,000 employees. It processes feed and ani-
mal protein products in the United States, Canada, Australia, Europe, the
Far East, and Latin America. Tyson Foods, headquartered in Arkansas,
runs a joint venture with the Japanese agribusiness firm C. Ttoh, which
produces poultry in Mexico for both local consumption and export to Ja-
pan. Tyson also cuts up chickens in the United States, using the breast
meat for the fast-food industry and shipping leg quarters to Mexico for
further processing (at one-tenth the cost of preparing them in this country)
for the Japanese market.®

The New Agricultural Countries (NACs)

Despite the far-flung activities of these food companies, agribusiness in-
vestments have generally concentrated in select Third World countries
such as Brazil, Mexico, Argentina, Chile, Hungary, and Thailand. Harriet
Friedmann has called these countries the new agricultural countries
(NACs).* They are analogous to the newly industrializing countries inso-
far as their governments promote agro-industrialization for urban and ex-
port markets. These agro-exports have been called nontraditional exports
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because they either replace or supplement the traditional tropical exports
of the colonial era. Nontraditional exports comprise high-value foods
such as animal protein products and fruits and vegetables. And, to carry
the analogy further, the term the new international division of labor has been
extended to these agro-exports because they supersede the exports asso-
ciated with the colonial division of labor.#” An example is Thailand, as il-
lustrated in the following case study.

CASE STUDY
Thailand Becomes a New Agricultural Country (NAC)

Thailand’s traditional role in the international division of labor as
an exporter of rice, sugar, pineapples, and rubber has been com-
plicated recently by its expanding array of nontraditional primary
exports: cassava (feed grain), canned tuna, shrimp, poultry, pro-
cessed meats, and fresh and processed fruits and vegetables.
Former exports, corn and sorghum, are now mostly consumed
domestically in the intensive livestock sector. Raw agricultural
exports, which accounted for 80 percent of Thailand’s exports in
1980, now represent 30 percent; processed food makes up 30 per-
cent of manufactured exports. In other words, Thailand has be-
come a new agricultural country.

Seen as Asia’s supermarket, Thailand has rapidly expanded its
food processing industry on a foundation of rural smallholders
under contract to food processing firms. Food companies from
Japan, Taiwan, the United States, and Europe use Thailand as a
base for regional and global export-oriented production. In the
1970s, Japanese firms began investing in Thai agriculture to ex-
pand feed (soybeans and corn) and aquaculture supply zones for
Japanese markets. Typically, Japanese food companies enter into
joint ventures with Thai agribusinesses, providing high-technol-
ogy production facilities and market access abroad.

Thai poultry production is organized around small growers
who contract with large, vertically integrated firms. The Thai gov-
ernment established the Fourth Sector Co-operation Plan to De-
velop Agriculture and Agro-Industry in the mid-1980s, linking
agribusiness firms, farmers, and financial institutions with state
ministries to promote export contracts. In this way, the govern-
ment has provided support with tax and other concessions to
agribusinesses and, through the Bangkok Bank’s Agricultural
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Credit Development, has underwritten the distribution of land to
landless farmers for contract growing and livestock farming.
Thailand’s mature feed industry, coupled with low-cost labor,
makes its poultry producers very competitive with their counter-
parts in the United States, especially in the Japanese market,
which is largely for deboned chicken. By 1987, this market was
supplied equally by U.S. and Thai pouliry exports, just one mea-
sure of Thailand’s becoming a new agricultural country. Its agro-
exports are linked to the rich and growing markets in the Pacific
Rim (especially those of Japan, South Korea, and Taiwan), ac-
counting for over 60 percent of Thailand’s foreign exchange re-
serves in the early 1990s.

Sources: McMichael, 1993b; Watts, 1994, pp. 52-53.

The Second Green Revolution

As we saw in Chapter 2, the green revolution encouraged agribusiness,
deepening Third World agro-industrialism in the production of wage
foods for urban consumers. Since then, agro-industrialism has spread
from basic grains to other grains such as feedstuffs, to horticultural crops
such as fresh fruits and vegetables, and, more recently, to feed-grain sub-
stitutes such as cassava, corn gluten feed, and citrus pellets as well as
plant-derived biotechnology “feedstocks” for the chemical industry. This
kind of agriculture depends on hybrid seeds, chemical fertilizers, pesti-
cides, animal antibiotics and growth-inducing chemicals, specialty feeds,
and so forth. In other words, it is a specialized, high-input agriculture,
with high-value markets. It extends green revolution technology from ba-
sic to luxury foods and has been termed the second green revolution.*®
The second green revolution is an indicator that high-income, consuin-
ing classes are increasing in the Third World, adopting the affluent diets
associated with the First World. It involves, most notably, substituting feed
crops for food crops, a move that further exacerbates social inequalities. In
Mexico, for example, U.S. agribusiness firms promoted use of hybrid sor-
ghum seeds among Mexican farmers in the late 1950s. In 1965, the govern-
ment followed with a support price favoring sorghum over wheat and
maize (products of the green revolution). As sorghum production doubled
(supplying 74 percent of Mexican feedstuffs), wheat, maize, and even bean
production began a long decline. Meanwhile, between 1972 and 1979, meat
consumption rose among wealthier Mexicans, with increases of 65 percent
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in pork, 35 percent in poultry, and 32 percent in beef. At the same time, no
kind of meat was available for about one-third of the population.*®

The second green revolution also underlies the globalization of mar-
kets for high-value foods such as off-season fresh fruits and vegetables.
This market is one of the most profitable for agribusinesses; high-value
foods have become the locus of their growth. For example, as markets
have deepened in the First World and transport technologies have grown
alongside distribution systems, we now have “cool chains” that maintain
chilled temperatures for moving fresh fruit and vegetables grown by Third
World farmers to First World supermarket outlets. Firms such as Dole,
Chiquita, and Del Monte have moved beyond their traditional commodi-
ties such as bananas and pineapples into other fresh fruits and vegetables.
By coordinating producers scattered across different climatic zones, these
firms are able to reduce the seasonality of fresh fruits and vegetables and
thus create a global supermarket. Year-round produce availability is
complemented with exotic fruits like breadfruit, cherimoya (custard
apple}, carambola (star fruit), fejjoa (pineapple guava), lychee, kiwi, and
passionfruit; vegetables such as bok choy, cassava, fava beans, and plan-
tain; and salad greens like arugula, chicory, and baby vegetables.>

In this new division of world agricultural labor, transnational corpora-
tions typically subcontract with Third World peasants to produce specialty
horticultural crops and off-season fruits and vegetables. They also process
foods {such as fruit juices, canned fruits, frozen vegetables, boxed beef,
and chicken pieces), often in export processing zones, for expanding con-
sumer markets in Europe, North America, and Pacific-Asia.

Global Sourcing and Regionalism

Global sourcing is a strategy used by transnational corporations and host
governments alike to improve their world market position and secure
predictable supplies of inputs. But it is not where our understanding of
global dynamics stops. Indeed, during the 1980s, there was a marked de-
cline in the rate of TNC investment in the Third World,”* which had be-
come destabilized by debt stress (see Chapter 4). The decline of foreign in-
vestment also reflected a corporate restructuring trend in the First World.
This decade of restructuring marked a new direction in firm marketing
strategies: market segmentation.

The new direction represents a shift from standardized mass produc-
tion to flexible production, using smaller and less specialized labor
forces (as explained in the following insert). Whether flexible production
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Mass and Flexible Production

The typical First World factory after World War II was organized
along mass lines: a large work force performing mainly line work
on an assembly line system of production. Mass consumer mar-
kets in consumer durables like cars and refrigerators were the
target of this production system. As labor became unruly in the
late 1960s and First World corporations faced declining profits,
they relocated production—especially the unskilled assembly
work—to sites in the Third World. Production decentralization
complemented the industrial growth strategy of the newly indus-
trializing countries. With modern computer technologies and
automation, firms can pursue much more flexible production
methods because product design can be more easily altered by
computing, and production inventories can be reduced. The scale
and specialization of the work force can be reduced and dispersed
among several smaller sites—even though the overall production
operation is closely coordinated by the new information/telecom-
munication technologies. Such coordination actually facilitates the
global dispersion of some production, particularly of components.
With smaller production runs and greater sensitivity to consumer
desires, however, some high-tech products (like computers) are
produced closer to their markets.

is actually replacing mass production is a matter of considerable debate.
Flexible production is not yet universal, and between the two, mass pro-
duction for market segments is more likely to be the order of the day.
The balance depends largely on the size of the market segment.

The size of market segments is related to class-based income brackets.
We have seen a considerable stratification of consumption over the past
decade—in the broad quality range of cars and clothing items, and, as sug-
gested above, in the segmentation of the beef market into high-value beef-
steak and low-value hamburger. With a global market, firms are increas-
ingly under pressure to respond to changing consumer preference as the
life span of commodities declines (with rapidly changing fashion and/or
technologies). The quick shifts in consumer tastes emphasize time as a
strategic dimension of marketing, which means firms need to be more
flexible in their production runs, in their use of inputs, in their use of in-
ventory, and in their turnover of commodities on demand,
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In the 1980s, the Toyota Company introduced the just-in-time (JIT) sys-
tem of “destandardized or flexible mass production in which, at any given
time, a wide variety of product types is being produced, and their charac-
ter or configuration also changes rapidly and continually over time.”>?
With JIT, simultaneous engineering replaces the sequential process of mass
production—the “just-in-case” system in which materials are produced on
inflexible assembly lines. Mass production generated massive inventories
of inputs and finished products te supply standardized consumer mar-
kets. By contrast, simultaneous engineering makes possible quicker
changes in direction of design and production, allowing a firm to respond
to the pressures of rapid adjustment in volatile consumer markets. The
Gap, for example, changes its inventory and “look” every six weeks. As
the company’s Far East vice president for offshore sourcing remarked,
“The best retailers will be the ones who respond the quickest, the best . . .
where the time between cash register and factory shipment is shorter.”?

The JIT system concentrates these activities spatially for two reasons:
(1) because automated technologies are less transferrable, and (2) because
firms must respond quickly to local/regional market signals as fashions
change.® Recent concentration of investment flows in the First World re-
gions of the world market reflects this new corporate strategy. These are
the regions with the largest markets, where an integrated production com-
plex based on the JIT principle has the greatest chance to succeed. In other
words, even if the commodity life cycle has quickened—and demanded
greater production flexibility—mass consumption of such commeodities
still occurs. So firms will locate near the big markets.

The shift to flexible production encourages economic regionalism. Re-
gionalism allows strategic countries to act as nodes in the trade and invest-
ment circuits reaching out from the key First World states. Thus, countries
like Mexico and Malaysia become important investment sites precisely
because of the new regional complexes of the North American Free Trade
Agreement (NAFTA) and the Asia-Pacific Economic Conference (APEC).

In fact, the new industrial corridor in Mexico (from Mexico City north
to Monterey) demonstrates this effect. U.S. and Japanese auto companies
are currently expanding their operations there, with the North American
market in mind. Car and light truck production in Mexico is projected to
triple between 1989 and 2000. The city of Saltillo, which used to manufac-
ture appliances and sinks, is building one of North America’s larger auto-
making complexes, including two General Motors plants, a new Chrysler
assembly plant, a Chrysler engine plant, and several parts facilities.>

At the same time, U.S,, Japanese, and European firms are rushing to
invest in food processing operations in Mexico, consolidating its status as
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a new agricultural company supplying the North American market—simj-
lar to Thailand’s new regional supermarket role. Firms such as Coca-Cola,
Fepsico, General Foods, Kraft, Kellogg’s, Campbell’s, Bird's Eye, Green
Giant, Tyson Foods, C. Itoh, Nestlé, and Unilever are investing in fruits
and vegetables, meat, dairy products, and wheat milling to supply re-
gional markets.’ In fact, U.S. corporate investment in Mexican food pro-
cessing, after declining 17 percent annually through the 1980s, rebounded
by 81 percent in 1989, coinciding with Mexico’s preparations to join
NAFTA and with changes in the country’s investment regulations allow-
ing 100 percent foreign ownership of companies.>”

New strategies of regional investment partly explain the repatterning
of investment flows in the 1990s. As that decade began, foreign direct in-
vestment (FDI) in the Third World increased as global FDI declined.® In
1992, public and private funds flowing into the Third World surged 30 per-
cent, exceeding aid to developing nations for the first time since 1983. Just
as in the 1970s, when the newly industrializing countries were the locus of
world economic expansion, the majority of this investment is now going
to regionally significant states like China, Mexico, Indonesia, and South
Korea. These states are significant because they have both large and grow-
ing domestic markets and/or they are located near other large, affluent
markets, like those in East Asia and North America.

Although there may well be a trend toward flexible production sys-
tems, the age of mass production and consumption is by no means over.
The commodity range is vast and consumer needs are endlessly differen-
tiated, even if along predictable lines. Marketing strategies tend to seg-
ment consumers at the same time as they standardize these different con-
sumer segments. We see this in the market segments in the car industry,
ranging from luxury through various categories to basic styles.

Different kinds of firms have different kinds of strategies within the
generic commodity-chain pattern, whether on a regional or global scale. In
mid-1994, a New York Times article on growing corporate investment
abroad illustrated these strategies. In the article, the Gillette Company,
which manufactures razor blades especially for the European market, re-
ported that proximity to the market is a priority, given the need to adjust
rapidly to local competitors. Gillette has 62 factories in 28 countries, oper-
ating as regional companies and catering to specific cultural tastes. In the
same report, a spokesman for the Wal-Mart Corporation, with broader
consumer segments in mind, said, “With trade barriers coming down, the
world is going to be one great big marketplace, and he who gets there first
does the best.” Thus Gillette, the specialized producer, is geared to re-
gional markets, while Wal-Mart, the retailer, sees the world as its oyster.
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The world economy has tendencies toward both global and regional
integration. Regional integration may anticipate world 5~mm~m:05|mmvm-
cially as it promotes freedom of trade and investment flows among neigh-
boring countries. But it also may reflect a defensive strategy by firms and
states, who distrust the intentions of other firm/ state clusters. At present,
the world economy is subdivided into three macro-regions, centered on
the United States, Japan, and Germany/Western Europe—each with hin-
terlands in Central and Latin America, Southeast Asia, and Eastern Eu-
rope /North Africa, respectively. But within those macro-regions there are
smaller free trade agreements in operation, often based on greater eco-
nomic affinity among the members in terms of their GNPs and wage lev-
els. How the future will unfold—with global or regional integration as the
dominant tendency—is not yet clear.

Summary

This chapter has examined the phenomenon of the newly industrializing
countries from a global perspective, situating this series of national events
in the rise of a global production system. In other words, the emergence
of the NICs did not simply represent a possibility of upward mobility for
individual states in the world economic hierarchy. It also altered the defi-
nition of “development.” Until the 1970s, development was E.ﬁ_mnmﬁm.ca
as primarily a national process of economic and social transformation.
But by then two trends were becoming clear: (1) The First World was not
waiting for the Third World to catch up. Indeed, the gap between these
two world regions was expanding. (2) One strategy emerging among
some Third World states was to attempt to reduce that gap by aggressive
exporting of manufactured goods.

In the 1970s, “development” was redefined by the World Bank as suc-
cessful “participation in the world market.” The prescription was that
Third World countries should now follow the example of the newly indus-
trializing countries, pursuing a strategy of export-oriented Eaﬂmﬂmmnm-
tion. Specialization in the world economy, rather than specialization o.m
economic activities within a national framework, was emerging as the cri-
terion of “development.”

Export expansion in the Third World can now be understood from two
angles. On the one hand, it was part of a governmental strategy of export
growth in both manufacturing and agricultural products. The successful
governments have managed to convert liberalized policies regarding for-
eign investment into a recipe for what some term upward mobility. Indeed,
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the real exponents of this strategy, the Southeast Asian NICs (South Korea,
Taiwan, Singapore, and now possibly Malaysia), have displayed an un-
usual capacity for a flexible form of state-capitalism, accompanied by con-
siderable political authoritarianism, including labor repression. They were
able to attract foreign capital with promises of stable political conditions
and to anticipate industrial directions in the world economy. This ability
permitted them to develop human and public capital and upgrade their
export composition, in each case securing the benefits of riding the world
economic curve. The result was a growing differentiation among Third
World countries on the economic development index.

On the other hand, export expansion was part of a global strategy used
by transnational corporations to “source” their far-flung activities. Cer-
tainly some middle-income Third World states converted domestic pro-
duction into export production on their own as domestic markets became
saturated; however, the transnational corporations were building a truly
global economic system—in manufacturing, agriculture, and services.
Global sourcing merged with the export-oriented strategy, especially as a
result of the debt regime, as we see in Chapter 4. In effect, a new global
economy was emerging. But it was no longer set in national economies.
Now it was embedded in those parts of Third World societies that pro-
duced or consumed commodities that were marketed on a global scale.
The global economy is largely organized around the web of transnational
corporations, a web that is in constant flux because of competition. For any
one state, the corporate-based global economic system is unstable and dif-
ficult to regulate. States attempt to address some of the labor and
infrastructural needs of the global corporate economy—and their own for-
eign exchange needs—by organizing zones of export production.

As states have absorbed global economic activity into their internal or-
ganization, the Third World has subordinated its future to the global
economy. Development has begun to shed its national identity and to
change into a global enterprise in which individual states must partici-
pate—but tenuously.

A Global Infrastructure

The separation of the newly industrializing countries (NICs) from the rest
of the Third World forced a reevaluation of the development project
blueprint. The Third World was, of course, always quite heterogeneous—
culturally, politically, and geopolitically as well as in its variety of resources
and ecological endowments. The development project, however, had
viewed the non-European world as homogeneous, classifying it as “unde-
veloped” and offering one model for its development. But this universal
assumption began to unravel in the 1970s as a group of Third World states,
defined by their rate of export-oriented industrialization, broke out of the
pack. They were not merely pace setters for the rest to follow; their example
served to recast the terms of the entire development enterprise. “Develop-
ment,” which had been defined as nationally managed economic growth,
was redefined in the World Bank’s World Development Report 1980 as par-
ticipation in the world market, as noted in Chapter 3.1

The redefinition prepared the way for superseding the nationally ori-
ented development project. If development was no longer simply national
economic growth but world market participation by producers and states,
the world economy was emerging as the unit of development. States and
even colonies had always participated in the world market. What was so
different or significant, then, about the world economy from the 1970s on?
That question is examined in this chapter as we look at the institutional
changes in the world economy. We outline the rise of a global banking sys-
tem, its overextended loans to state managers in the Third World in the
1970s, and the resulting debt crisis of the 1980s. That whole episode
reframed development possibilities. States no longer looked inward for
their development stimulus. They looked outward, where they found an
institutional structure bent on managing a global economic system. The
questions we explore in this chapter are whether and to what extent a glo-
bal infrastructure is overriding national development possibilities. We be-
gin by examining how a new global infrastructure came about.
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What Is a Global Infrastructure?

A global infrastructure has been a key development in the late twentieth
century. It is an institutional complex that organizes global economic ac-
tivity. Just as nation-states began establishing a national infrastructure in
the nineteenth century to coordinate economic growth, so a global infra-
structure is now forming. The new infrastructure has several dimensions,
both private and public/official. First there are the networks established
by transnational corporations (TNCs) and transnational banks (TNBs)
conveying commodities and money around the world; second, there are
the multilateral financial institutions (the World Bank and the Interna-
tional Monetary Fund). Finally, there are bureaucratic entities—like states,
regional free trade agreements, and the World Trade Organization
(WTO)—that regulate the movement of goods, services, labor, and money
through rules established in international forums.

Consider the private networks established by transnational corpora-
tions. The 1970s were a turning point in the organization of the world
economy, largely because of the formation of a global production system.
Already by 1971, the value of international production by transnationals
exceeded the total exports of all market economies.? This trend toward
globalization moved rapidly during the remainder of the decade, as trans-
national corporations established strings of foreign subsidiaries. The sub-
division of labor among these subsidiary plants, where one plant supplied
the next with its inputs and so on, expanded the networks of intra-firm
transfers. (See Figure 3.2 on page 91.) These networks, or commodity
chains, provide one part of the new global infrastructure.

The infrastructure shapes development possibilities as it organizes the
world economy. Further, as it has grown in significance, it has also lent
weight to those voices arguing for the successor to the development proj-
ect, what I term the globalization project. This is a world order in which
states implement rules of global economic management.

The process has already begun, and yet our frames of reference lag be-
hind. Our present systems of economic accounting are nationally framed.
That is, production, finance, and trade statistics are collected, recorded,
and represented as national data. However, much international trade oc-
curs between subsidiaries of global firms: “In 1990 more than half of
America’s exports and imports, by value, were simply the transfers of
such goods and related services within global corporations.” Because such
exchanges are internal to these firms, they are not strictly market transac-
tions, even though they are recorded as such.

A Global Infrastructure 113

This observation is significant: when the proponents of the globaliza-
tion project argue for free trade, they fail to point out that the transnational
corporations eliminate market exchanges as they swallow up more and
more economic activity around the world. Further, these intra-firm trans-
fers and related cross-national commodity chains compromise national
boundaries. As the cross-national interdependence of communities and
regions grows, strengthened by the global infrastructure, national eco-
nomic integration declines. That is, global networks of exchanges expand
at the expense of national or local networks. This national situation is
somewhat analogous to the fate of many small businesses in small towns
as they disappear in the path of large national retail chains (such as Wal-
Mart in the United States); the chains are able to link a series of towns and
replace locally attuned services with standardized routines. If we continue
to examine and measure change only on a national or 1ocal level, we will
misunderstand its wider sources and directions.

The power of the global economic infrastructure appears most dramati-
cally in the growing monetary value of the transnational corporations. By
1984, the world’s top 200 TNCs had an annual turnover exceeding $3 tril-
lion, which was equivalent to almost 30 percent of the gross world prod-
uct.4 Our patterns of consumption proclaim the standardized brand names
and images of globalism. Global corporations attach their logos to national
cultural symbols like soccer teams and various celebrities, Cultural icons
are created by, or associated with, corporate sponsors and products, behind
which stand the global networks that supply these giant firms.

As powerful as the transnational corporations have become in our lives,
the transnational banks (TNBs) have had perhaps an even more profound
impact. Their recent entry onto the global scene follows the rise of world fi-
nancial markets in the 1970s. Global financial power challenges national
sovereignty and thus the framework of the development project. Not only
are the global financiers setting the new rules, but the states themselves are
willingly accommodating the new requirements in order to establish their
credit-worthiness with the global financial establishment, even when this
comes at the expense of their integrity as self-governing nations.

Financial Globalization

Transnational or global banks (TNBs) formed in the 1970s. They were
helped by the burgeoning offshore capital market that evaded the regulatory
power of states, The TNBs were banks with deposits that were beyond
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FIGURE 4.1
Representation of Offshore Banking
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the jurisdiction or control of any government or Qmﬁo&.ﬁm that were in a
country that offered a haven from regulation, such as Switzerland, the Ba-
hamas, or the Cayman Islands. TNBs used these deposits to make mas-
sive loans to Third World governments throughout the 1970s (as shown in
Figure 4.1). International bank lending, at $2 billion in 1972, ﬁmmwm.d n
1981 at $90 billion, then fell to $50 billion in 1985 as a debt crisis mo__oﬁm‘.”_
the orgy of overextended, or undersecured, loans. To learn why this fi-
nancial globalization occurred, we need to look at the dual nature & the
Bretton Woods world order. Remember, under that world order national
economic growth depended on the international circulation of American
dollars.

The Bretton Woods arrangement maintained stable exchanges of cur-
rency between trading countries. To accomplish this stability, the >an.ﬂ
can.dollar was used as the international reserve currency, with the multi-
lateral financial institutions (the World Bank and the JMF} and the U.s.
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Federal Reserve Bank making disbursements in dollars. At the same time,
fixed currency exchanges stabilized countries” domestic interest rates,
which in turn stabilized the countries’ economies. Governments could
therefore implement macro-economic policy “without interference from
the ebb and flow of international capital movements or flights of hot
money,” said J. M. Keynes, the architect of the postwar world economic
order. Within this stable monetary framework, Third World countries
were able to pursue development programs with some predictability.

The Offshore Money Market

Foreign aid and investment, in the form of American dollars, underwrote
national economic growth during the 1950s and 1960s. But it also bred a
growing offshore dollar market. This was the so-called Eurocurrency mar-
ket, initially centered in London’s financial district. By depositing their
earnings in this foreign currency market, transnational corporations
evaded the central bank controls associated with the fixed exchanges of
the Bretton Woods system. The Bretton Woods controls limited the move-
ment of capital across national borders, constraining the global activity of
the transnational companies.

Eurodollar deposits ballooned with the expansion of U.S. military and
economic spending abroad during the Vietnam War. Between 1960 and
1970, they grew from $3 billion to $75 billion, rising to over $1 trillion by
1984. As overseas dollar holdings grew, dwarfing U.S. gold reserves, they
became a liability to the U.S. government if cashed in for gold. With
mounting pressure on the dollar, President Nixon burst the balloon by de-
claring the dollar nonconvertible in 1971. This was the end of the gold-
dollar standard by which all currencies were fixed to a gold value through
the American dollar. From now on, currencies would float in relative value,
with the ubiquitous American dollar as the dominant (reserve) currency.
That is, national currencies continued to be linked to a dollar standard, but
this was more volatile than the gold standard had been as it fluctuated
with changes in U.S. domestic and foreign policy. The termination of the
Bretton Woods system of fixed currency exchanges was the opening
wedge in breaking down the institutional structure-of the development
project and consolidating the global infrastructure.

The shift from fixed to floating currency exchanges ushered in an era
of uncontrolled—and heightened—capital mobility as speculators antici-
pated variation in values by buying and selling different currencies. Finan-
cial markets, rather than trade, began to determine currency values, and
speculation on floating currencies destabilized national finances. The new
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way of establishing monetary values has been a continuing problem in the
absence of new monetary rules, especially with the magnitude of the in-
ternational currency transactions. By the early 1990s, world financial mar-
kets traded roughly $1 trillion in various currencies daily, all beyond the
control of national governments.” For example, the mid-1990s saw mas-
sive speculation in the Mexican peso, when investors expected NAFTA to
strengthen the Mexican economy. When it didn’t, traders tried to sell their
peso holdings, a move that severely destabilized the Mexican economy and
sent shudders through world financial markets, given Mexico’s connec-
tion with the United States through NAFTA. The peso hemorrhage was so
threatening to world financial markets that the United States stepped in to
support the Mexican currency with billions of dollars of new loans. The
bailout deal required Mexican oil revenues to be deposited in the U.S. Fed-
eral Reserve System; if Mexico defaulted, the United States would have
access to those funds.

The dramatic loss of currency control by governments threatens na-
tions” economic and political sovereignty. National planners cannot ad-
equately regulate the value of their national currency because currency
traders and financiers can influence policy just by moving funds around
the world in search of financial profit. Global circulation of huge amounts
of money causes national currencies to fluctuate in value. In 1992, the New
York Times published an op-ed article in which the former chairman of
Citicorp described the currency traders, facing 200,000 trading room moni-
tors across the world, as conducting “a kind of global plebiscite on the
monetary and fiscal policies of the governments issuing currency.” He
found this system to be “far more draconian than any previous arrange-
ment, such as the gold standard or the Bretton Woods system, because
there is no way for a nation to opt out.”®

As we return to events of the 1970s, the next shock to the international
financial system was the inflation of cil prices in 1973, as the 13 members
of the Organization of Petroleum Exporting Countries (OPEC) formed a
sellers’ cartel and agreed on a common price for oil. Fueled by the dollars
earned on rising oil prices in the mid-1970s, the offshore capital market
grew from $315 billion in 1973 to $2,055 billion in 1982. The seven largest
U.S. banks saw their overseas profits climb from 22 percent to 60 percent
of their total profits in the same time period.® By the end of the 1970s, trade
in foreign exchange was more than 11 times greater than the value of
world commodity trade. This was a remarkable development! Because the
circulation of money around the world continually altered profitability
conditions by changing currency values, transnational corporations re-
duced their risk by diversifying their operations across the globe. !
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By its effect on the transnational companies, the financial revolution
accelerated the formation of a global production system. It also redistrib-
uted economic growth in the world economy. Oil-price inflation led to
higher energy prices, which were passed on in higher prices for food and
manufactures. This increase produced a severe downturn in the First
World, and global economic growth fell by 50 percent in the mid-1970s.
Meanwhile, the rise in oil prices greatly expanded the offshore money
market, as OPEC states deposited their oil revenues (petrodollars) in the
offshore banks. As the pools of offshore money mushroomed, so did the
power of the global banks. With the First World in recession, the banks
turned to Third World governments, eager to borrow and considered un-
likely to default. By encouraging massive borrowing, the banks brokered
the 1970s expansion in the middle-income Third World countries, which
functioned now as the engine of growth of the world economy.

Banking on Development

The move by the banks into the Third World marked a second departure
from the original institutional structure of the development project, as
commercial bank lending effectively displaced official loans from bilateral
and multilateral sources. With First World economic growth rates slowing
and petrodollars flooding world financial markets, bankers looked to the
Third World as a new source of income and began aggressively pursuing
any and all takers. In the early 1970s, bank loans accounted for only 13
percent of Third World debt, while multilateral loans made up more than
33 percent and export credits accounted for 25 percent.” By the end of the
decade, the composition of these figures had reversed, with banks hold-
ing about 60 percent of the debt. The various shifts from the original de-
velopment model are summarized in the following insert.

The presence of willing private lenders was a golden opportunity for
Third World states to exercise some autonomy from the official financial
community. Until now, they had been beholden to powerful First World
states for foreign aid and to multilateral agencies for funding of their de-
velopment programs. The Latin American states especially had absorbed
considerable foreign investment in their programs of import-substitution
industrialization. Now, the money they borrowed from the global banks
came not only with no strings attached but also with easy repayment
terms because there was so much money to lend. Thus, the composition of
Latin American borrowing shifted dramatically: official/public loans fell
from 40 percent in 1966-1970 to 12 percent in 1976-1978, and private for-
eign direct investment fell from 34 percent in the late 1960s to 16 percent



118 The Development Project Unravels

Departures from the Development Model in the 1970s

The 1970s were the decade of transition away from the terms of
the development project. One indication was that fixed currency
exchanges ended when the dollar was removed from gold parity
in 1971. Currencies now floated in value relative to each other
rather than to a single standard. The currency instability was
fueled through speculation, the instability undercutting possibili-
ties for stable national macro-economic planning. Another indica-
tor was the displacement of official, multilateral lending to Third
World states by unregulated private bank lending. Because it was
unregulated, the debt-financing system of the 1970s was unsound;
too much money was lent on the assumption that countries could
not go bankrupt. In a sense they did, however, and that is what
the debt crisis was all about. Yet another indicator was the grow-
ing priority of producing manufactures and agricultural products
for the world rather than the domestic market. During the 1970s,
the G-77 countries attempted to reform the international economy,
faced with the collapse of the Bretton Woods system. They tried
unsuccessfully to revive ideas for public global economic manage-
ment that had been introduced in the 1940s and rejected. Also,
critics in the development establishment institutions began to
reformulate ideas of development, with greater emphasis on pov-
erty alleviation.

in the late 1970s; concurrently, foreign bank and bond financing rose from
7 percent in the early 1960s to 65 percent of all foreign financing in the late
1970s.12

With dramatic advances in telecommunications, global banking was a
new option for national and, indeed, subnational banks, just as it was for
firms competing for a share of an increasingly globalized marketplace. Re-
gional banks from America’s declining industrial heartland in Michigan,
Ohio, and Pennsylvania, for example, established international portfolios
as a surge in lending rose through the decade. The regional BancOhio, for
one, expanded foreign lending from zero in 1979 to over $1 billion in
1983.13

With the collapse of the Bretton Woods monetary regime, financial
regulation was practically nonexistent. Governments were even borrow-
ing to finance short-term correction of their balance of payments follow-
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ing the oil shock. In this environment, commercial bank loans financed all
manner of projects: meeting short-term liquidity needs, underwriting
showcase modernization projects that legitimized governments by bank-
rolling corrupt leaders and their cronies, and supporting legitimate indus-
trial development. By 1984, all nine of the largest U.S. banks were lending
over 100 percent of their shareholders’ equity in loans to Mexico, Brazil,
Argentina, and Venezuela, while Lloyds of London had lent a staggering
165 percent of its capital to these countries.!

The big borrowers-—Brazil, Mexico, and Argentina—channeled funds
into enlarging their industrial plant and energy production. Mexico
claimed to have almost tripled its industrial facilities since 1970, and

Brazil transformed itself from a country earning 70 percent of its export rev-
enue from one commodity, coffee, into a major producer and exporter of a
multiplicity of industrial goods including steel, pulp, aluminum, petrochemi-
cals, cement, glass, armaments and aircraft, and of processed foodstuffs like
orange juice and soybean meal. Rio de Janeiro and Sao Paulo have new sub-
way systems, railroads have been built to take ore from huge mines deep in
the interior to new ports on the coast, and major cities are linked by a modern
telecommunications network.!>

Much of this expansion was organized by public or state-owned enlerprises
(like the U.S. Postal Service), and much of it was designed to generate ex-
port earnings. Between 1970 and 1982, the average share of gross domes-
tic investment in the public sector of 12 Latin American countries rose
from 32 percent to 50 percent. State managers borrowed heavily to fi-
nance the expansion of public enterprise. Often this was done to establish
a counterweight to the foreign investor presence in these economies,
which accounted for about 50 percent of the Brazilian and 28 percent of
the Mexican manufacturing sectors in 1970.16 It was also done to improve
the political standing, and private incomes, of state managers and mili-
tary elites.

During the 1970s, public foreign debt grew twice as fast as private for-
eign debt in Latin America. In Mexico, state enterprises expanded from 39
in 1970 to 677 in 1982 under the rule of the Institutional Revolutionary
Party (PRI). By 1978, foreign loans financed 43 percent of the Mexican
government’s budget deficit and 87 percent of state-owned companies. All
across Latin America, public largesse supplemented and complemented
foreign and local private investment and subsidized basic goods and ser-
vices for the largely urban poor. Regarding the Argentine military’s hold-
ing company, Fabricaciones Militares, an Argentine banker claimed: “No
one really knows what businesses they are in. Steel, chemicals, mining,
munitions, even a whore house, everything.”"
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As public foreign debt grew in the Third World, governments reached
beyond the terms of the development project. Those terms centered on the
management of private enterprise to build an industrial economy. In
the 1970s, states borrowed heavily to make up lost ground. A great deal of
the private enterprise involved unmanaged lending to governments by
unmanageable global banks. Because it was so uncontrolled, this excessive
debt financing inflated the foundations of the developmentalist state, the
functions of which are explained in the following insert. ‘

What Does a Developmentalist State Do?

The developmentalist state takes charge of organizing economic
growth by mobilizing money and people. On the money end, it
uses individual and corporate taxes, along with other government
revenues such as export taxes and sales taxes, to finance public
building of transport systems and state enterprises such as steel
works and energy exploration. States also mobilize money by
borrowing in private capital markets, competing with private
borrowers. Where state enterprises (financed with public monies,
but run on market criteria—such as the U.S. Postal Service) pre-
dominate, we have what is called stafe capitalism. Where they
complement private enterprise, we simply have a form of state
entrepreneurialism. On the people front, typically in postcolonial
states, governments mobilized political coalitions of citizens from
different social groupings—workers, capitalists, professionals, and
mawz.v:mw:mmm people. Political loyalty was obtained by the guar-
antee of certain kinds of social resources to these various groups:
public services, price subsidies, easy credit terms to small busi-
nesses, tax exemption for capitalists, wage increases for workers,
and so on. The developmentalist state used these coalitions to
support its program of industrialization. When the government
integrates labor unions and business into a three-way alliance
with government economic programs designed to stimulate pri-
vate enterprise, the result is a corporatist state.

For a time, public borrowing legitimized the idea of state capitalism, in
actively complementing private investment. Third World developmen-
talist states appeared to be successfully in the driver’s seat. There were of
course variations: from the South Korean state’s centralization of financial
control over private investment patterns; through the Brazilian model of
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corporatism, in which nine of the ten largest firms were state enterprises
and the state monitored financial investment; to the Mexican model of
state entrepreneurship, which complemented private investment with
productive public investment. The type of state capitalism practiced in
Mexico was the more common kind, also practiced by Turkey, Peru, Ven-
ezuela, Indonesia, Tunisia, India, and Algeria. During the 1970s, state en-
terprises across the Third World enlarged their share of GDP by almost
50 percent. Needless to say, there was a high correlation between borrow-
ing and public sector expansion.

State managers, driven by the promise of political glory and the finan-
cial spoils associated with economic growth, thus mortgaged the national
patrimony. Borrowing in the Euromarkets was an effective counterweight
to transnational corporation investment, even when it enabled states to
insist on joint ventures with the transnationals.1® But it also deepened the
vulnerability of the developmentalist state to the banks and the global
debt managers, who began appearing on the scene in the 1980s. Before we
address the debt crisis, however, we must consider global political maneu-
vers in the 1970s, as they presaged the giobal politics of the 1980s.

The New International Economic Order (NIEO)
Initiative and the Politics of Development

The surge of borrowing pursued privately what Third World states at-
tempted to accomplish publicly in their formal demand for a New Inter-
national Economic Order (NIEO), made in the U.N. General Assembly in
1974.1% These states demanded reform of the world economic system to
improve their position in international trade and their access to techno-
logical and financial resources.

The political strategy behind the NIEO initiative was Third Worldist: it
identified “underdevelopment” in the Third World as the result of histori-
cal conditions. Instead of blaming the victim, Third World spokespersons
wanted the international community to acknowledge the inequality in the
organization of the world economy. This strategy had its roots in the Third
Worldism of the decolonization movement, where colonialism was
blamed for global inequality. The legitimacy of Third Worldism rested on
three other conditions.

First, the record of the development project was patchy at best, with
some middle-income countries like Brazil and Mexico recording strong
growth rates, and a failure at worst. Despite exceeding the growth target
of 5 percent per annum (in aggregate) set by the United Nations for the
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second development decade of the 1960s, economic and social indices sug-
gested that most Third World countries were not achieving the rising liv-
ing standards promised by the development project. The World Bank re-
ported in 1974;

It is now clear that more than a decade of rapid growth in underdeveloped
countries has been of little or no benefit to perhaps a third of their popula-
tion. Paradoxically, while growth policies have succeeded beyond the expec-
tations of the first development decade, the very idea of aggregate growth as
a social objective has increasingly been called into question.?

Second, a theoretical literature termed the dependency school of
thought was flourishing at the time. Taking their cue from the Prebisch
thesis (see Chapter 1), dependency theorists argued that the unequal eco-
nomic relationships of aid, trade, and investment in the postcolonial era
between First and Third Worlds perpetuated the colonial legacy. In other
words, the more the First World invested in and traded with the Third
World, the more exploitive this North/South relation became. As an addi-
tional consequence, North/South inequality was reproduced within Third
World countries, between growing “metropolitan” urban centers and stag-
nating “peripheral” rural hinterlands. The dependista solution, as Latin
American scholars and activists referred to it, was protection, or with-
drawal, from exploitive world economic relationships.?!

Third, the multilateral and bilateral programs established through the
development project were quite selective. Aid funds were unequally dis-
tributed across the world, with the smallest amounts reaching the needi-
est cases. The First World was not forthcoming with financial assistance
for price stabilization measures for Third World primary exports such as
tin, cocoa, and sugar. In addition, the general system of preferences (GSP) was
quite skewed. GSPs were established under pressure from the U.N. Con-
ference on Trade and Development to reduce tariffs on Third World ex-
ports of manufactured goods under the GATT agreements. The goods se-
lected by the First World for reduced protection turned out to be those
originating in industries controlled by transnational corporations, while
those that were excluded tended to originate in domestic industries.? This
finding lends weight to the observation in Chapter 3 that a global
economy was forming alongside and across the set of national economies.

Responses to these conditions took two different directions. The first
was a new strategy of development taken by the international aid commu-
nity. This strategy, known as the basic needs approach, derived from writ-
ings by development scholars such as Dudley Seers. In 1969, Seers had re-
defined “development” as realizing the potential of human personality. In
this formulation, “economic growth is for a poor country a necessary con-
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dition of reducing poverty. But it is not a sufficient condition.”** Develop-
ment was redefined here as targeting basic human needs rather than sim-
ply raising income levels.

This micro-level approach to development appeared in a World Bank
report entitled Redistribution with Growth (1974), coinciding with Bank
President McNamara’s concern for improving bank access to the poorer
segments of the Third World. It focused on alleviating rural poverty by
promoting agrarian reforms in land tenure, credit opportunities for poor
peasants, improved water delivery systems, agricultural extension ser-
vices, and increased access to health and education. As a result, Bank lend-
ing shifted its focus toward rural development and agriculture, increasing
its annual loan commitments to these areas from 18.5 percent to 31 percent
between 1968 and 1981.%4

The World Bank’s “Assistance to the Rural Poor” scheme has been
termed an intensification of “global central planning” insofar as it re-
peated the top-down technical relationship with rural communities.
While professing to assist 700 million smallholders (not the landless)
with credit, the scheme’s net effect tended to integrate subsistence farm-
ers into the agricultures associated with the second green revolution.
Furthermore, data from the Organization for Economic Cooperation and
Development (OECD) demonstrate that the basic needs emphasis did
not produce a fundamental redirection of aid flows in the 1970s, despite
the International Development Association’s greater attention to sub-
Saharan Africa and increased bilateral aid to the poorest Third World
countries.?® Nevertheless, however ineffectual, the basic needs strategy
had been articulated and has been refined since into an alternative to
current globalist prescriptions.

The second, Third World, response to the aid community was to argue
that focusing on inequalities within the Third World as the source of pov-
erty neglected global inequalities. Of course, both relationships were re-
sponsible and mutually conditioning, but the interpretive stakes were
high. As Honari Boumedienne, the Algerian president, told the U.N. Gen-
eral Assembly in 1974:

Inasmuch as [the old order] is maintained and consolidated and therefore
thrives by virtue of a process which continually impoverishes the poor and
entiches the rich, this economic order constitutes the major obstacle standing
in the way of any hope of development and progress for all the countries of
the Third World.”

The Group of 77 nations within the U.N. Conference on Trade and De-
velopment (UNCTAD) duly prepared the statement regarding the New
International Economic Order (NIEO). This was a charter of economic
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rights and duties of states, designed to codify reform of the global system
m.~o:m Keynesian lines. The NIEO charter demanded reform of interna-
Jo:mH trade, the international monetary system (to liberalize development
financing, debt relief, and increased financial aid), and technological assis-
tance. In addition, it proclaimed the economic sovereignty of states and
the right to collective self-reliance among Third World states.” Although
the NIEO also embraced the Second World, the Soviet Union declined in-
volvement on the grounds that the colonial legacy was a Western issue.

.Hrm First World’s response was to affirm cooperation and to assist the
,.EE.Q World cause—where it strengthened the world economuc order, that
is. There were several parts to this response, including the World Bank's
_u.mmwa needs strategy. Among the provisions of the strategy were stabiliza-
Jo: of rural populations and extension of commercial cropping; stabiliza-
tion of the conditions of private foreign investment by improved coordina-
tiont of economic policy across the North/South divide; and a U.S. sirategy
of buying time by trying to institutionalize the dialogue within forums
such as the French-initiated Conference on International Economic Coop-
eration (1975-1977), which met several times but reached no agreement.?

The First World response combined moral themes with governance. But
the master theme was really time; as it passed, so did the energy of the
NIEQ initiative. In the short term, the unity of the Third World fragmented
as the prospering OPEC states and the newly industrializing countries
(NICs) assumed a greater interest in upward mobility in the international
order. In the long term, the redistributive goals of the NIEQ would be over-
ln.am: by the new doctrine of monetarism that ushered in the 1980s debt
crisis through drastic restrictions in credit and, therefore, social spending
by governments. An official of the U.S. National Security Council referred
quite deliberately to the expectation that the differentiation among Third
World states would promote a form of embourgeoisement as prospering
states sought to distance themselves from their poorer neighbors.*

Hrm moral of this story is that the Third World attempted to assert its
political unity in the world at just the time when economic disunity was
spreading, as middle-income states and poorer states diverged. The ease
o.m debt financing by way of the offshore capital markets was a key incen-
tive in promoting individual mobility and fracturing collective solutions
mn..obm the Third World states. The First World's representatives had an
interest in fostering the private solution, as expansion of the global pro-
duction system was necessary to First World economic health. The idea of
encouraging a country’s participation in the world market as the new de-
velopment strategy was already strongly rooted. In short, the First World
managed to sidetrack the Third World’s collective political initiative and
assert the market solution to its developmental problems.
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In the meantime, the goal of the NIEQ in redistributing wealth from
First to Third Worlds in some ways came to pass. Although much of the
wealth was oil money, recycled through bank lending to the Third World,
it nevertheless met the demands of Third World elites for development fi-
nancing (in addition to financing rising costs of imported fuel as well as
rising military expenditure, which contributed to about one-fifth of Third
World borrowing). Much of this money was concentrated in the middle-
income states and considerably undercut Third World political unity. The
marked differentiation in growth patterns of countries intensified in the
ensuing debt crisis of the 1980s. With the political context set, we return to

the debt.

The Debt Regime

The 1980s debt crisis consolidated two distinct trends that had been
emerging in the 1970s: (1) the undoing of the Third World as a collective
entity, as economic growth rates diverged among states; and (2) global
managerialism, in which the world economy was managed through coor-
dinated, rule-based procedures—the debt regime. The break-up of the
Third World enabled global elites in the Bretion Woods institutions and
the First World to argue that the international economic order was not re-
sponsible for the crisis centered in Latin American and African states.
They claimed that the experience of the newly industrializing countries
proved this. In other words, debi stress and economic deterioration in the
poorer zones of the world, they said, stemmed from a failure to copy the
NICs’ strategy of export diversification in the world market. As we know,
however, the NICs, though held up as examples of market virtue, were in
fact state-managed econormies.

The export-led strategy informed the 1989 World Bank report Sub-
Saharan Africa: From Crisis to Sustainability—regardless of whether the
world market could absorb such a proliferation of exports:

Declining export volumes, rather than declining export prices, account for
Africa’s poor export revenues. ... If Africa’s economies are to grow, they
must eamn foreign exchange to pay for essential imports. Thus it is vital that
they increase their share of world markets. The prospects for most primary
commodities are poot, so higher export earnings must come from increased
output, diversification into new commodities and an aggressive export drive
into the rapidly growing Asian markets.?!

Debt was of course not new to these regions of the world. Between 1955
and 1970, several countries (including Argentina, Brazil, Chile, Ghana,
Indonesia, Peru, and Turkey) had the terms of their debt rescheduled—
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Mn.vn..—mgmm m.m<mnm_ Esm.ml.»o ease the conditions of payment. And debt ser-
:““n_mm HMMW%_JN off .m._m nterest) was consuming more than two-thirds of
new lend M.M “HWMH.E WBm.dnm and Africa by the mid-1960s. The difference
by the bake, s nwnm._ “Mmmﬂwwﬂm%%%o% oil mwroowm and unsecured lending
oy , ebt. ring the 1970s, an average of three
o Mwn m_p :MMMﬂ.mw.mmnTmaz_ma their debts, and after 1974 debt-servicing ca-
BOMMM HMW_ Wm_uﬁ crisis vmm.mb in 1980 when the U.S. Federal Reserve Board
. stem the fall in the value of the dollar resulting from i
o<m~n_nnr.;mso: in the 1970s lending binge. The United mz;mmmmnmo t %m
Bon.m"mﬁmw Huw:n%.om reducing the money supply. This in turn nmmm,mm”mm
MM.HHZW %ﬂmmm mterest rates as banks competed for dwindling funds
Lendir _.:M momgm MM <§M.E noE,mEmm slowed and shorter terms were mmmCmal.
borroming cont M 0 anmnwo:_bm on considerably higher-cost loans. Some
oty i HMW@ . M.m,\mzrw_mmm.‘ partly because oil prices had risen
Sorp Y aBain i - Higher oil prices actually accounted for more than
P of the total debt of the Third World. Previous debt had to b
paid om.h too, especially the greater debt assumed by overconfident ._m
vmo%ﬂ.nSN states like Nigeria, Venezuela, and Mexico.3 -
o MM& rzmﬁwmﬁ Mmuw 85_.3 $1 trillion by 1986. Even though this amount
s conwcmm no:an“ . national Qm_n.# in that year, it was a significant prob-
ot Mmmm“..,mam mm<oﬁ.:m new loans entirely to servicing pre-
e mwmsmma oy e e United .wﬁm»mm\ which was cushioned by the dol-
or stan _unmmmz.m&m Mmﬂqwa International reserve currency that countries and
raders prefer mm_u . .:.a World countries were not in a position to con-
e i, roat o mﬂpﬂﬂm. There are several reasons for this dilemma. For
Homwlﬂwmw‘ o nte mﬂﬂ rates had grown 14 times between 1974-1978 and
N <\ ; 8 at the dollar reserves countries used for repayment
alue against other currencies. In addition, the credit crunch i
the _m%lw 1980s produced a recession in the First <<M=.E. which ::u.mmo“
M\m: not keep consuming Third World products at the same rate. Third
om._.a mxv.oz revenues took a dive. On top of this, primary export com-
M:_M. :ﬂmw %Hnwmm MMM H,wr@mmﬂdw ﬁm—m:a\m to First World industrial exports)
: - I'he Third World lost about $28 billion in -
enues.® Fin i ’ o o 1
et o MMWVMM@MM”M MMMM_M_% share of world trade fell from 28 to 19
?QA“N“MM_NMWMMMW:Wwma ?m combined average annual negative ef-
Kenya, 1.3 percent | ,_m. Onrm._b 1981-1982 to be 19.1 percent of GDP in
Ken 5. B peres in m:.NmEP H.mb percent in the Ivory Coast, 8.3 per-
s The ; vannmg in Jamaica, and over 10 percent in the Philip-
. result was that many Third World countries were suddenly
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mired in a debt trap: debt was choking their economies. And in order to re-
pay the interest (at least), they would have to drastically curtail imports
and drastically raise exports.

Reducing imports of technology would jeopardize economic growth.
Expanding exports was also problematic, as commodity prices were at
their lowest since World War 1T and would only slide further as world mat-
kets were flooded with more commodities. Some of these commodities
were also losing markets to substitutes developed in the First World. Since
the mid-1970s sugar price boom, the soft-drink industry, for example, had
steadily replaced sugar with fructose cornsyrup, a biotechnological substi-
tute. (When you purchase a can of soda, notice that sugar is not listed any-
more as an ingredient.) Other substitutes include glass fiber for copper in
the new fiber-optic telecommunications technology, soy oils for tropical
oils, and synthetic alternatives to rubber, jute, cotton, timber, coffee, and
cocoa.® The market was not going to solve these problems alone.

Debt Management

The chosen course of action was debt management. The Bretton Woods
institutions once again were in the driver’s seat, even though around 60
percent of Third World debt was with private banks. The International
Monetary Fund (IMF) took charge because it had originally been given
the task of evaluating a country’s financial condition for borrowing (even
though this function had broken down in the 1970s). The IMF now had a
supervisory status that individual banks did not have in the financial sys-
tem: at large.

Debt management took several forms, beginning with stabilization
measures. Stabilization focused on financial management—such as cut-
ting imports to resolve a country’s imbalance of payments. Structural ad-
justment measures take a more comprehensive approach by restructuring
production priorities and government programs in a debtor country—
basically reorganizing the economy. In combination with the World Bank
and its structural adjustment loan (SAL), the IMF put restructuring con-
ditions on borrowers to allow them to reschedule their loans and pay off
their debt. By the mid-1980s, loan conditions demanded a restructuring of
economic policy, the idea being that debtors should follow multilateral pre-
scriptions for political and economic reforms to ensure economic growth
and regular debt service.

Under this regime the responsibility for irredeemable debt fell on the
borrowers, not the lenders—unlike U.S. bankruptcy law. Debt was defined
as a liquidity problem (shortage of foreign currency) rather than a systemic



128 The Development Project Unravels

problem.?® With this perspective, the global managers placed the blame on
the potlicies of the debtor countries rather than on the organization of the
global financial system. This view was possible for two reasons. First, the
International Monetary Fund was in a position to insist that debt Hmmnm:wa-
uling (including further official loans) was possible only if individual states
submitted to IMF evaluation and stabilization measures, which included
World Bank structural adjustment loans. Second, despite attempts at debt
mq..:nmm (by Peru, among others), debtors collectively were in a weak bar-
mm:.abm position, especially because of the great differentiation among
Third World countries—in growth rates and size of debt. In addition, an
individual solution for debt rescheduling was often preferred by Eam_u\wma
governments to the uncertainty of a collective debtors’ strike.

.Hz 1982, Mexico and Brazil became the first countries to reschedule
their debt in this new way, signaling the start of the debt regime—when
global management swung into gear. This new management drew on the
m.xmn%_m of the 1973 coup in Chile, where a military junta instituted the
first experiments in monetarist policies by slashing social expenditures
The Mexican bailout institutionalized debt rescheduling, with new :&.Bm.
o.m repayment. Mexico was the first real “ticking bomb* in the global finan-
cial structure. By 1982, it was $80 billion in debt; more than three-quarters
of this amount was owed to private banks, with U.S. banks having almost
half their capital in Mexican loans. To effect the bailout, the IMF put u
$1.3 billion, foreign governments $2 billion, and the banks $5 billion in :W
voluntary loans.”#! A global managerial group, including the banks, the
multilateral financial community, and the First World mo<m35m:~m\ put
together the bailout package. ‘

The Mexican bailout became a model for other bailout programs, pri-
Emlq because the Mexican governument effectively implemented m‘_m sta-
bilization measures the IMF demanded in return for debt rescheduling
Also, Mexico proved to be one of the states that undermined the ﬁOmm:ozh
ity of a collective debtor strike. It was in fact rewarded for its refusal to
participate in a regional effort to form a debtors’ club in 1986. Mexico also
engaged in debt swapping, whereby foreign investors purchased its debt

at a discount in world financial markets in return for ownership of Mexi-
can equity.12 .

Reversing the Development Project

As .nocalmm adopted the rules of the debt managers and restructured
their economies, they reversed the path of the development project. These
rules had two key effects. First, they institutionalized the new definition
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of development as participation in the world market. In particular, the
debt managers pushed for export intensification as the first order of busi-
ness—as we saw in the World Bank’s 1989 report on sub-Saharan Africa
above. Second, the rescheduling conditions brought dramatic adjust-
ments in economic and social priorities within indebted countries. These
adjustments tended to override the original development goal of man-
aged national economic growth, substituting for it managed global eco-
nomic growth. In effect, these actions stabilized indebted economies so
they could at least service their debt—that is, repay the interest due the
panks and the Bretton Woods financial institutions. Rescheduling bought
time for debt repayment, but it also came at a heavy cost.

Adjustment measures included drastic reduction of public spending
(especially on social programs, including food subsidies), currency de-
valuation (to inflate prices of imports and reduce export prices and there-
by improve the balance of trade in the indebted country’s favor), privati-
zation of state enterprises, and reduction of wages to attract foreign
investors and reduce export prices. Most of these measures fell hardest on
the poorest and least powerful social classes—those dependent on wages
and subsidies. While many businesses prospered, poverty rates climbed.
Governments saw their developmentalist alliances crumble as they could
no longer afford to subsidize urban social constituencies. The erosion of
living standards across the former Third World is illustrated in the follow-
ing case study of Mexico.

In Africa, the severity of the debt burden meant that Tanzania, the
Sudan, and Zambia were using more than 100 percent of their export earn-
ings to service debt in 1983. In Zambia, the ratio of outstanding debt to
GNP increased from 16 percent to 56 percent in 1985. African economies
were particularly vulnerable to the significant fall in commeodity prices
during the 1980s: copper accounted for 83 percent of Zambia’s export
earnings and 43 percent of Zaire's, coffee for 89 percent of Burundi’s ex-
port earnings and 64 percent of Ethiopia’s, cotton for 45 percent of Sudan’s
and 54 percent of Chad’s export earnings, and cocoa for 63 percent of
Ghana's total exports. As primary commodity prices fell while the cost of
imported technology and manufactured goods rose, the terms of trade
moved against Africa, During the 1980s, an African coffee exporter had to
produce 30 percent more coffee to pay for one imported tractor, and then
produce more coffee to pay for the oil to run it.

IME/World Bank adjustment policies in Africa reduced food subsidies
and public services, leading to urban demonstrations and riots in Tanzania,
Ghana, Zambia, Morocco, Egypt, Tunisia, and Sudan. In Zambia, for ex-
ample, the price of commeal—a staple—rose 120 percent in 1985 following
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CASE STUDY
The Social Costs of Mexican Debt Rescheduling

According to the National Nutrition Institute, about 40 percent of
the Mexican population is malnourished—their diets have little
rice, eggs, fruit, vegetables, milk, and meat. As part of the IMF loan
rescheduling conditions in 1986, food subsidies for basic foods
such as tortillas, bread, beans, and rehydrated milk were elimi-
nated. Malnourishment grew. Minimum wages fell 50 percent
between 1983 and 1989, and purchasing power fell to two-thirds of
the 1970 level. The number of Mexicans in poverty rose from 32.1
to 41.3 million, matching the absolute increase in population size
during 1981 to 1987. By 1990, the basic needs of 41 million Mexi-
cans were unsatisfied, and 17 million lived in extreme poverty.

Meanwhile, manufacturing growth rates plummeted, from 1.9
in 1980-1982 to 0.1 in 1985-1988, leading to a considerable decline
in formal employment opportunities. Coupled with drastic cuts in
social services, the reduction in manufacturing led to further dete-
rioration of living standards. By 1987, 10 million people could not
gain access to the health system, a situation that contributed to
the “epidemiological polarization” among social classes and re-
gions—such as the difference between the infant mortality rates of
northern and southern Mexico, and between those of rural and
urban areas and lower and upper classes.

Agriculture was also restructured as Mexico had assumed the
role of a new agricultural country with extensive state-sponsored
agro-industrialization. By 1986, Mexico was exporting to the
United States more than $2 billion worth of fresh fruits, veg-
etables, and beef, but also importing from that country $1.5 billion
in farm products, largely basic grains and oil seeds. IMF strictures
made dependency on staple foods more expensive and reduced
the government’s role in subsidizing food staples. The loan condi-
tions also deepened Mexico's agro-food exporting role by expand-
ing the use of land for export agriculture and setting the stage for
the early 1990s agrarian reform that has eroded the ejido system
(small-farmer rural collectives).

Sources: George, 1988, pp. 139, 143; Barkin, 1990, pp. 101, 103; de la Rocha,
1994, pp. 270-271.
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such an adjustment policy. School enrollments declined at the same time as
skilled Africans migrated in droves. Between 1980 and 1986, average per
capita income declined by 10 percent, and unemployment almost tripled.**
In effect, all the “development” indicators, including infant mortality, took
a downturn under the impact of adjustment policies. The greater impact on
the poor, compared with higher-income groups, is borne out in an internal
report of the International Monetary Fund on cost increases as a result of
adjustment in Kenya. Relatively speaking, the poor shouldered an extra
burden as the price of basic goods and services increased, from 10 percent
for food to 95 percent for clothing and shoes.*

Oxfam reported in 1993 that World Bank adjustment programs in sub-
Saharan Africa were largely responsible for reductions in public health
spending and a 10 percent decline in primary school enrollment. In the
late 1980s, UNICEF and the U.N. Commission for Africa reported that ad-
justment programs were largely the cause of reduced health, nutritional,
and educational levels for tens of millions of children in Asia, Latin
America, and Africa.45

Much has been written about the “lost decade” of the 1980s for the
poorer regions of the world economy, meaning that the debt crisis set them
back considerably. If we combine per capita GDP figures with changes in
terms of trade and debt rescheduling, average per capita income is esti-
mated to have fallen 15 percent in Latin America and 30 percent in Africa
during the 1980s. But in South and East Asian countries, by contrast, per
capita income rose. These Pacific Asian states were more in step with the
global economy. Along with the South Asian states, they benefited from
the oil boom in the Middle East, the most rapidly growing market at this
time. The Pacific Asian states exported labor to the Middle Eastern coun-
tries, from which they received monetary remittances. One particular rea-
son the Pacific Asian states were relatively immune to the “lost decade”
was that the ratio of their debt service to exports was half that of the Latin
American countries during the 1970s.% Besides their geopolitical advan-
tage, they were less vulnerable to the contraction of credit in the new mon-
etarist world economic order.

The debt crisis certainly exacerbated the demise of the Third World. It
continued to lose collective political ground as governments yielded sov-
ereignty to the global managers, and it fractured into several zones, in-
cluding what some refer to as the emerging “Fourth World”"—particularly
impoverished regions, especially countries in sub-Saharan Africa. At the
same time, the debt crisis enhanced the infrastructure of global manage-
ment, to which we now turn.
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Global zm:mmmam:ma

Global managerialism refers to the relocation of the power of economic
management from nation-states to global institutions. 1t may not be an ab-
solute relocation, but neither is it a zero-sum game where “global” and
“national” are mutually exclusive. Each folds into the other. Most impor-
tant, national institutions embrace global goals. This is not clearly under-
stood because nation-states still exist and their governments still make
policy. It appears to the casual observer that because states exist, national
projects must also. In this global context, that is not necessarily the case.
Governments are quite often making policy on behalf of the global man-
agers—officials of the multilateral institutions as well as executives of
transnational corporations and global bankers.

The conditions laid down during the debt regime are an obvious ex-
ample of this form of surrogate global management. Indebted states
agreed to implement certain policy changes and restructuring of economic
priorities in order to reestablish credit-worthiness in the eyes of the global
financial community. When a state gives priority to export production
over production of domestic goods to repay debt, for example, it appears
to be putting the national financial house in order. This policy may affect
the flow of money, but it also strengthens the hand of global management
and further embeds the productive forces of that country in the global
economy. Global managerialism does not necessarily come from the out-
side; it can be adopted into the very policies and procedures of states as
they attempt to reposition their producers in the global economy.

Global managerialism embraces the whole world, not just the formerly
colonial countries. Indeed, IMF debt-rescheduling measures were com-
mon in the First and Second Worlds. For example, Poland’s massive debt
and subsequent austerity programs had much to do with destabilizing the
perimeter of the Second World, leading to the collapse of the Soviet bloc
in the late 1980s. And from 1978 to 1992, more than 70 countries of the
former Third World undertook 566 stabilization and structural adjustment
programs imposed by the IMF and the World Bank to control their debt.¥
All this restructuring did not necessarily resolve the debt crisis. In fact, the
debtor countries collectively entered the 1990s with 61 percent more debt
than they had held in 198248

Privileging the Banks

As a consequence of growing debt, many countries found themselves un-
der greater scrutiny by global managers. This circumstance put them in a
position where they were surrendering greater amounts of their wealth to
global agencies. 1984 was a turning point. In that year, the direction of
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FIGURE 4.2

Net Transfers of Long-Term Loans
to Third World States, 1980-1990
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Source: United Nations Development Program. 1994, Human Development Report.
Oxford: Oxford University Press, p. 64.

capital flows reversed—that is, the inflow of loan and investment capital
into the former Third World was replaced by an outflow .5.:5 form of
debt repayment (see Figure 4.2). The (net) extraction of financial Hmmomanm.w
from this poorer world zone during the 1980s exceeded $400 w.::o?
Massive bank debt had become public debt, the repayment of which now
fell on the shoulders of the governments themselves.
The balance of power under this system of global mem.mmama rmm
been quite unequal. Indebtedness was addressed as an individual state’s
problem and, certainly, the banks wrote off some debt. But the banks were
protected from complete debt loss by the First World mc<md.5~m:~m.\ whose
central bankers had agreed in 1974 to stand behind the commercial bank
loans, as lenders of last resort.™ In fact, the banks not only recovered some
of their outstanding loans, but the recovery was managed for 9.@.3 by the
global managers. As in the case of Mexico, a condominium of First World
governments, Bretton Woods institutions, and global banks came Ho.mm_,.rmn
{o determine debt rescheduling procedures on a case-by-case basis. The
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conditions were laid down by the IME in consultation with the World
Bank. And the conditions forced a reshuffling of national priorities. This
procedure was universal, but it had drastic effects in the poorer regions of
the world economy.

An example of the universal impact of debt management policies con-
cerns unemployment. The collapse of economies in the poorer zones dras-
tically reduced the growth rate of exports from richer to poorer countries.
Up to three million person-years of employment were lost in North
America in the 1980s as a result of declining exports, and Great Britain lost
exports equivalent to 49 percent in real terms in the early 1980s, thereby
contracting jobs in its export sector. The debt crisis was handled primarily

as a banking crisis, leaving national economies to respond however they
could.™

Challenging the Developmentalist State

Treating the debt crisis as a banking crisis meant that global financial health
overrode other considerations, including the viability of government man-
agement of national economies. Keynesian (state interventionist) policies
had steadily eroded through the 1970s in the First World as the ideology of
economic liberalism spread its message of giving the market a free rein.
Public expenditure fell; so did wage levels as organized labor lost ground
because firms were moving offshore and/or cheaper imports from the
newly industrializing countries were flooding domestic markets.

Under the new monetarist doctrine in the 1980s, this trend was ex-
tended south. The debt regime directly challenged the developmentalist
state. Debt managers demanded a shrinking of states of the former Third
World, both through reduction in social spending and through the privati-
zation of state enterprises. In order to reschedule their debt, governments
sold off the public companies that had ballooned in the 1970s. As a result,
the average number of privatizations in this region of the world expanded
ten-fold across the decade.? J

Although there is no doubt that developmentalist state elites had pur-
sued excessive public financing, privatization accomplished two radical
changes: (1) it reduced public capacity in developmental planning and
implementation, thereby privileging private initiative; and (2) it extended
the reach of foreign ownership of assets in the former Third World—pre-
cisely the condition that governments had tried to overcome in the 1970s.
Between 1980 and 1992, the stock of international bank lending rose from
4 percent to 44 percent of the GDP of the Organization for Economic Co-
operation and Development.”® Rather than losing the money they had

A Global Infrastructure 135

loaned in such excessive amounts, banks earned vast profits on the order
of 40 percent per annum on Third World investments alone.>t At the end
of the decade, foreign investment in the Third World countered a global
declining trend between 1989 and 1992, increasing from $29 to $40 billion
(especially in Mexico, China, Malaysia, Argentina, and Thailand).>® The
restructured zones of the global economy were apparently now quite prof-
jtable for private investment: wages were low, governments were not com-
peting in the private capital markets, and an export boom in manufactured
goods and processed foods was under way. _

The debt regime, in dealing with the problem of adjustment on a case-
by-case basis, transformed the discourse of development in two distinct
ways. First, the conditions imposed on debtors for renewal of credit en-
abled the debt managers to reframe the national project. There was no
longer a question of pursuing the goals of the original development
project; rather, wholesale restructuring (to compete in the global economy)
was necessary to guarantee repayment of debt.® Second, austerity mea-
sures, privatization, and export expansion renewed the global economy
rather than individual national economies. Austerity measures lowered
wages to encourage foreign investment, privatization ensured the revival
of the principle of the global freedom of enterprise, and export expansion
sustained the flow of products to the wealthier zones of the global
economy.

Each measure potentially undermined the coherence and sovereignty
of national economies. Lowered wages reduced local purchasing power.
Wage earners had to tighten their belts; as a result, the market for goods
produced locally contracted. Privatization of public enterprises reduced
the capacity of states. They were no longer in a position to enter into joint
ventures with private firms and lay plans for production priorities. Reduc-
tion in public expenditure generally reduced states’ capacity to coordinate
national economic and social programs. Finally, export expansion often
displaced local production systems—-as we saw, for example, in the case
study about the “world steer” in Chapter 3. The following case study of
the Dominican Republic offers a parallel but different example of the chal-
lenge to state developmentalism under the conditions of the debt regime.

As parts of national economies became embedded more deeply in glo-
bal enterprise through commodity chains, they weakened as national
units and strengthened the reach of the global economy. This situation was
not unique to the 1980s, but the mechanisms of the debt regime institu-
tionalized the power and authority of global management within states’
very organization and procedures. This was the turning point in the story
of development.
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CASE STUDY
Turning the Dominican Republic Inside Qut

Historically, the Dominican Republic was a plantation economy
established under Spanish colonialism. Ever since the country
achieved independence in the nineteenth century, sugar exporting
has been its overwhelming economic activity; other exports are
coffee, cocoa, and tobacco. National economic development has
depended centraily on the health of these exports. In the 1980s,
the contribution of these primary commodity exports to the total
export earnings fell from 58 percent to 33 percent. We know that
sugar in particular was under threat from industrial substitutes
manufactured in the First World as well as from First World pro-
tection of its domestic sugar beet producers. The Dominican gov-
ernment responded to this shortfall, under pressure from the In-
ternational Monetary Fund, by instituting an export-substitution
strategy to generate new sources of export revenues to service ils
substantial foreign debt. This strategy, encouraged by the 1980s
U.5. Caribbean Basin Initiative (CBI) to promote foreign invest-
ment in agro-export sectors, was based in an export promotion
law and an agro-industrial law passed in 1984. In addition to in-
dustrializing agriculture, the state was branching into nontradi-
tional exports, which were anything other than the products pre-
viously exported. Nontraditional exports included tropical root
crops such as yams and taro; vegetables and horticultural crops
such as peppers, tomatoes, green beans, and eggplants; and tropi-
cal fruits such as melons, pineapples, and avocados. Beef products
were the most significant agro-industrial export.

The adoption of this broad agricultural restructuring involved
policy reversals that removed government supports for basic food
production; these fell substantially, with the result that over 50
percent of the Dominican household food basket was now im-
ported. In addition, social programs that redistributed some
wealth were undermined in the rush to subsidize firms in the
nontraditional agricultural sector.

As in most countries, domestic food production in the Domini-
can Republic depended on state support, restriction of imports,
subsidized credit and technical assistance for small producers,
and regulation of local markets and stabilized prices for the more
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vulnerable classes in Dominican society. In the country’s struc-
tural adjustment, the global managers reorganized the national
agricultural bank, reducing available credit for these social pro-
grams. Rice, produced under heavy state assistance with guaran-
teed prices, was “liberalized” in 1988, leading to the demise of the
national rice crop and greater reliance on rice imports.

Meanwhile, the previous sugar plantation lands were leased
by the state to transnational corporations such as Chiquita and
Dole for the production of pineapples. These companies were
given access to the land without having to invest in it. With plan-
tations elsewhere—in Hawaii, Thailand, the Philippines, Guate-
mala, and Honduras—these transnationals are able to negotiate
favorable conditions from host governments. Laura Raynolds
observes that “most of the roughly 2,000 workers in the new pine-
apple plantations are casual day laborers who are unprotected
by national labor legislation. These workers, many of whom
are women, have no job security and are paid less than even the
subminimum wage. Labor unions have either been crushed out-
right or co-opted by the combined forces of the state and the
transnational corporations.” Regarding the concessions made by
the government to the TNCs to attract them to the Dominican
Republic, she adds that “these concessions increase the likelihood
that production will relocate if the state does not maintain a satis-
factory level of subsidization. . . . [TJhe Dominican state has for-
feited direct control over critical national land resources and rural
labor forces.”

In short, the makeover of the Dominican state’s national eco-
nomic priorities was a combined operation, involving global insti-
tutions as well as new state initiatives. The outcome has been a
considerable weakening of the state’s capacity to pursue a viable
and stable national economic plan in the interests of the majority
of its citizenry, who depend on the government to redistribute
economic opportunity and regulate domestic markets. If states
undertake economic reforms to expand agro-industrial production
to benefit their wealthier citizens, and expand exports to attract
foreign investors, are they not pursuing short-term profits at the
expense of long-term national stability?

Sources: Raynolds, 1994, pp. 218, 231-232; Raynolds et al., 1993, p. 1171
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Restructuring States

Internalizing the authority of global management involves two significant
and related changes in the structure of power. First, the conditions of debt
rescheduling actively reorganize states. Second, the reorganization has a
profoundly unrepresentative character to it, as bureaucrats in the global
agencies exert more and more influence on how states should conduct
their economic affairs. Reform policies are routinely imposed by the glo-
bal agencies with little or no scrutiny by the citizens of the state undergo-
ing restructuring. Chapter 2 reported that the World Bank established lo-
cal agencies to administer its projects as a matter of course. Under the
debt regime, this practice blossomed under the pretext of shaking mar-
kets loose from government regulation. Giving the market free rein is ar-
guably a euphemism for allowing such bureaucrats, global banks, and
global firms a stronger hand in determining what should be produced,
where, and for whom.

The power of the global managers is typically institutionalized
through the administration of adjustment programs. Throughout the
Bretton Woods era, the International Monetary Fund exerted considerable
influence on the fiscal management of states by applying conditions to the
loans it made to adjust short-term balance of payments.”” But this influ-
ence involved merely financial stabilization measures. Structural adjust-
ment loans, by contrast, restructure economic initiatives in debtor coun-
tries and redistribute power within the state. The most widespread
restructuring redistributes power from program-oriented ministries (so-
cial services, agriculture, education) to the central bank and to trade and
finance ministries.® The importance of this shift is the loss of resources to
state agencies that support and regulate economic and social sectors affect-
ing the majority of the citizenry, especially the poorer classes. These re-
sources are shifted to the agencies more directly connected to global enter-
prise, where economic criteria replace the social criteria that define the
national project. Perhaps the most dramatic example of state restructuring
in recent years is illustrated in the foliowing case study of Mexico.

CASE STUDY
Restructuring the Mexican State

In preparation for the implementation of the North American Free
Trade Agreement (NAFTA) in the 1990s, Mexico undertook a ma-
jor restructuring plan. For two decades, the Mexican state had
been guiding agro-industrialization and regulating the basic
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grains sector. Centralized control over the production and sale of
grain, of course, encouraged corruption and political patronage,
especially with the country’s one-party rule under the legendary
Institutional Revolutionary Party (PRI). Although modernization
priorities favored the development of irrigated commercial agri-
culture in the context of the two green revolutions, President
Echeverria's 1971 revision of the agrarian reform code, under
pressure from campesinos (peasanis and farm workers) for
greater participation, had renewed financial and institutional sup-
port for the gjido sector—community-controlled landholdings
deriving from the Mexican Revolution of 1910. Basic grain prices
were subsidized and various forms of agricultural credit assisted
the small farm sector. In other words, the state managed both an
extensive rural social system, based on campesino agriculture that
supplied foods to domestic markets, and a profitable commercial
agribusiness sector. But the government supported the campesino
sector with multilateral loans rather than a national progressive
tax. When Mexico’s oil prices fell in 1981, the debt financing of the
basic grains sector could no longer continue. Nor could the na-
tional food security system, a grain production and distribution
scheme that had begun the previous year under the Lopéz Portillo
government. These essential national institutions were scrapped.

Between 1980 and 1991, Mexico negotiated 13 adjustment
loans with the World Bank, and six agreements with the IME The
World Bank proposed an agricultural structural adjustment loan
in 1986 to assist in the elimination of imported food subsidies, the
privatization of rural parastatal agencies, the liberalization of
irade and domestic food prices, #sound” public investment, and
cutbacks in the size of the agricultural ministry. These were the
conditions of the loan. Rural social services were subordinated to
economic criteria that focused on agro-industrial priorities. This
was a marked turnaround from the days of the Bank'’s basic needs
strategy in the 1970s, which had supported a program of inte-
grated rural development in Mexico. Equity concerns were giving
way to the rush to open national economies to trade and invest-
ment, in the interests of stabilizing the global financial system.

In 1991, a follow-up sectoral adjustment loan for Mexican agri-
culture further liberalized food importing, privatized state-owned
monopolies, and eliminated price guarantees on corn—a drastic
step. The social repercussions were sufficiently severe that the
Bank subsequently supported the government’s Pronasol and
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Procampo programs, which offered financial assistance to poor
rural producers.

Overall, however, the country went through a decade of liberal
reforms, mandated by the global managers and pursued by the
Mexican government to maintajn its creditworthiness—made
essential by the prospect of joining NAFTA. The state abandoned
its substantial role as manager and regulator of the enormous
agricultural sector. Tt withdrew its financial support from the
campesinos, shifting those funds into expanding agro-exports.

With this drastic shrinking of state involvement in the rural
sector, the percentage of campesinos with access to official credit
fell from 50 percent to less than 20 percent at the end of the 1980s.
To fill the void left by the state, campesino organizations have mo-
bilized to create new and locally controlled credit systems. Their
dilemma is that now they must negotiate with the National Bank-
ing Commission (CNB), which regulates credit arrangements and
is increasingly geared to the new principles of global competitive-
ness; these are quite different from the principles on which

campesing communities run.

In sum, when states restructure, they may improve their finan-
cial standing and their export sectors, but the majority of citizens
and poorer classes find their protections stripped away in the
country’s rush to participate in the world market.

Sources: Salinger & Dethier, 1985; McMichael & Myhre, 1991; Myhre, 1994;
Barry, 1995, pp. 36, 4344, 144.

In another part of the world, structural adjustment policies pursued by
the multilateral agencies in Africa reveal a telling rethinking of the state’s
role in development. Initially, as presented in the World Bank’s 1981 (Berg)
report, the goal of “shrinking” the state was justified as a way to improve
efficiency and reduce urban bias.>® Structural adjustment programs
(SAPs) directly challenged the political coalitions and goals of the national
developmental state. At the same time, SAPs strengthened finance minis-
tries in the policy-making process.®" In other words, within the African
countries, power moved from the developmental coalitions (urban plan-
ning, agriculture, education) to the financial group, which was most con-
cerned with a country’s ability to obtain international credit. The report
revealed a shift in Bank lending practices from providing assistance for
developmental concerns to tying aid to “comprehensive policy reform.”®!
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The World Bank’s premise for the shift was that the postcolonial devel-
ppment states were overbureaucratic and inefficient on the o=m rmsﬁ._. and
unresponsive to their citizenry on the other. In the World Bank’s major re-
port of 1989 on sub-Saharan Africa, “shrinking” z..,m ..r.,..nmnm .Emm now reinter-
preted as a political reorganization of state m&EEEqm”.E: to encourage
ﬁOﬁczmﬁ initiatives. Of course, some of these observations are n.nmm:&ﬂ
there are many examples of authoritarian mo<m53m.:r no:.:ﬁ:onw‘ and
#hollow” development financing—such as wanm. 1Hmm5m‘b.ﬁ Mobutu's _w.?
ish global-set lifestyle and Ivory Coast President Félix Io.cwrocﬁ-
Boigny's construction in his home village of a larger-than-the-original rep-
lica of St. Peter’s basilica in the Vatican. Zm<m_..9m._mm9 the solutions
proposed, and imposed, by the Bank substitute growing external control
of these countries in the name of financial orthodoxy.® . N

In its 1989 report entitled, significantly, Sub-Saharan Africa From Crisis
to Sustainable Growth: A Long Term Perspective Study, ﬁ.rm mmbw mm<wznwa the
idea of “political conditionality.” It proposed :mx.ur.n% mewom.:w with re-
cipient states leading to “consensus forming.” Em. is a sophisticated way
of constructing political coalitions within the umn%_ma.mﬁmnm that embrace
economic reforms proposed by the multilateral mmmzﬁmm.a One observer
noted: “It has become an explicit target of the institutions, and the World
Bank in particular, to shift the balance of power within governments to-
wards those who expect to gain from the policy reforms m:nocnmmwm by
the institutions and/or those who are in any case more sympathetic to-

h changes.”®

Emn.mmm”:%nmﬁmmm mmm actually a way of remaking m...nmﬁmm. through “institution
building.” It continues the practice discussed in Chapter m,.irmnm.c% the
administration of Bank projects gives greatest weight to the =..65 of tech-
nical experts in national planning. The new phase of mm:w. involvement
deepens by organizing coalitions in the state that are committed to _n.rm re-
definition of the government’s eCOTnomic ﬁ_..wol:mm.. The state sheds its ac-
countability to its citizens, who lose input into their own government.

Jonathan Cabn, using information from confidential Bank documents,
told of the conditions imposed on an unnamed debtor country. The Bank
provided $9 million to an interministerial commission to manage the
structural adjustment process, witha” technical nOBE._:mm.: omwm,crmrm.m .8
perform the commission’s work 55 In the Bank’s words, this .522 magﬁ_m-
trative unit was “designed to assist ... the Government in implementing
its structural adjustment program successfully.”® . .

One clear implication of this practice is an expanding s.cmﬁmmm#% role
for the multilateral agencies. This procedure not only compromises na-
tional sovereignty but also subordinates national policy to the demands of
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the global economy. It illustrates the growth of global regulatory mecha-
nisms that may override national policy making. Under these conditions,
the World Bank, which is now the principal multilateral agency involved
in global development financing, plays a definite governing role. It
“dictate[s] legal and institutional change through its lending process,”
and, since its 1989 report, it now asserts that evaluating governance in
debtor countries is within its jurisdiction.®”

Despite the new emphasis on human rights and democratization as
conditions for reform and financial assistance, the World Bank remains
unaccountable to the citizenry in developing countries. And when the IMF
and the Bank stabilize and make long-term loans to a debtor, they assume
“a governance role that may best be likened to that of a trustee in bank-
ruptcy,” except that trustees are accountable to the bankruptcy court. The
IMF and the Bank remain accountable to no one other than their powerful
underwriters.%® Further, after a loan is approved, U.S. corporations and
citizens are given access to economic —and political—intelligence reports
prepared by the Bank. The political asymmetry is obvious, lending sup-
port to the idea that global rule without law is being institutionalized .’

In sum, the debt regime shifted economic managerial power from
former Third World states to global agencies. Countries surrendered their
economic sovereignty as First World governments and financiers, both pri-
vate and public, concentrated managerial control of the global economy in
their own hands. World Bank and IMF programs of adjustment were sub-
stituted for a true multilateral management of the debt crisis. These condi-
tions imposed standard rather than locally tailored remedies on indebted
states. Governments and business elites in the former Third World coun-
tries certainly collaborated in this enterprise, often for the same reasons
they had promoted development financing in previous decades. They are
usually well placed to benefit most from infusions of foreign capital, and
the debt burden is borne disproportionately by the poor. The social and
political consequences of restructuring are examined in Chapter 5.

Summary

The divergence of growth patterns in the former Third World intensified
through the 1980s. According to the World Bank, the East Asian share of
Third World real incomes rose from 22 percent to 33 percent while all other
regions had lower shares, especially Latin America and sub-Saharan Af-
rica, where income share fell by 6 and 5 percentage points, respectively.”?
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Two trends were emerging. One was the further polarization of wealth
and growth rates within the Third World. The rising tide was lifting some
regions and swamping others. The countries of the Third World, which
had stood together as the Group of 77, were no longer able to identify and
pursue common interests because some were experiencing a level of pros-
perity so much greater than that of others. The defeat of the New Interna-
tional Economic Order initiative was a turning point. The other trend was
the consolidation of the organizational features of the global economy,
with the lending institutions assuming a powerful trusteeship role in the
debtor nations.

We began this chapter by looking at how global financial organization
matched the global production system emerging through Third World ex-
port strategies. Offshore money markets redistributed private capital to
states as loans, and transnational corporations invested capital in produc-
tion for global markets. These two trends combined in a frenzy of
developmentalist projects as Third World states sought to equal the suc-
cess of the newly industrializing countries. Public investments comple-
mented and underwrote private enterprise. When credit dried up in the
1980s, debt repayment schemes reversed both aid-for-development pro-
grams and investment by the transnationals. Debt rescheduling was con-
ditioned on the privatization of state agencies and projects. And the re-
scheduling process concentrated financial power in the hands of the
multilateral agencies. Developmentalist states were turned inside out as
global managerialism emerged. It emerged institutionally as the multilat-
eral agencies restructured policy priorities and administrations in these
states, and it gathered ideological force in the growing faith in the author-
ity of the market. In short, the debt crisis was a rehearsal for the globaliza-
tion project, discussed in Chapter 5.



PART I1I

The Globalization Project
(1980s—)



The Rise of the Globalization Project

Global economic integration played a substantial role in the develop-
ment project. Right from the beginning, when the Bretton Woods system
was formed, the postwar world order rested on two pillars. One was the
nation-state, the arena in which development was to be pursued. The
other was the international institutional structure, including the Bretton
Woods agencies, and the development establishment, such as the Ford
and Rockefeller Foundations, the U.5. Agency for International Devel-
opment (USAID), and the international mm_.meEnm_ institutions—the In-
ternational Wheat and Maize Improvement Center (whose Spanish acro-
nym is CIMMYT) and the International Rice Research Institute (IRRD).
These institutions shared common assumptions and procedures regard-
ing development.

The development project had offered a universal blueprint for national
economic development. Technologies and infrastructural programs Were
universal hardware. Modernization was a universal ideal. The nation-state
was to be the vehicle of these shared goals in the postwar era (see Chapter
1). It was the logical political unit in which to mobilize populations around
the ideal of modernization—not only because national independence and
material advancement were high on the agenda but also because states
themselves were power centers that were able to coordinate such mobili-
zation. And membership in a system of states, in which sovereignty con-
cerns were paramount, oriented states toward multilateral and bilateral
programs of assistance. In this way, national and international develop-
ment initiatives were intertwined.

Now we begin our evaluation of the pos t-developmentalist era. It did not
begin on any particular date, but it signifies a new stage of thinking about
development, as represented in the time line at the beginning of this book.
The debt crisis shifted the terms of development ¢rom a national to a glo-
bal concern. States still pursue development goals, but these goals are less
and less nationally managed. Certainly some specific assistance projects
are cast in terms of national developmentalism (often at the subnational
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level), but the infrastructure of economic development at large has been
shifted mainly to the level and goals of the globalization project. These
goals involve development of a world market in which states expect to
share the benefits. The development project has shed its national charac-
teristics and is now undergoing reformulation as the globalization project.
It is important to understand who is doing the reformulating; we explore
that issue in this chapter.

The rise of global managerialism was examined in Chapter 4. Of course,
its roots go back to the Bretton Woods and Cold War institutions, which
coordinated a framework for managing national economies. But the global
managers emerging on the scene in the 1980s made explicit claims about
managing a global economy. These managers included the development
establishment in the Bretton Woods institutions as well as governments re-
formed by monetarism and debt rescheduling. They also included trans-
national corporate and political elites across the world-—arguably a global
ruling class, whose shared interest in an expanding global economy was
embedded in the multilateral and restructured national institutions. A con-
sensus, with a good deal of financial coercion, formed around the redefini-
tion of development to mean participation in the world market. The task of
this chapter is to explore the elements of this consensus and how they con-
tribute to the new globalization project.

Postdevelopmentalism

Postdevelopmentalism refers to the demise of the project in which states
pursued nationally managed economic growth. In this project, develop-
ment dovetailed with nation-building in the postcolonial world. It had a
definite political arena: the national territory. This initiative is now disin-
tegrating. Key indicators are the current fragmentation of some nation-
states into ethnoregional segments and the universal dismantling of pub-
lic supports for populations, especially the underprivileged sectors. These
signs suggest that a new project is under way. It no longer simply ad-
dresses the postcolonial world. It is universal, and it concemns the attempt
to build a global economy under global management. All states are in-
volved, even those of the Second World, now that the Soviet bloc has un-
raveled and China, Vietnam, North Korea, and Cuba are entering the
world market.

Under these circumstances, states are exploring new ways of govern-
ing. There are simultaneous processes of decentralization of central state
authority {as an example, the U.S. federal government is divesting itself of
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certain social budgetary responsibilities, shifting these down to states and
municipalities) and processes of centralization of power (such as the forma-
tion of macro-regional groupings in which member states agree to certain
common economic rules about trade and investment). Everywhere, states
are renegotiating their reach, often along bureaucratic lines beyond the
control of their citizenry. Some of this has to do with global integrating
trends. As one sociologist has observed: “In circumstances of accelerating
globalization, the nation-state has become “too small for the big problems
of life, and too big for the small problems of life.”* Qut of this uncertain
foundation, the globalization project arises.

In the 1970s, the World Bank proclaimed the model postdevelop-
mentalist strategy for development to be successful participation in the
world economy. The newly industrializing countries were held up as ex-
emplars of the new strategy of export-led growth. By the 1980s, the defi-
nition of development was extended to include a policy of broad liberaliza-
tion—in particular, privatization of public functions and the application of
market principles to the administration of wages, prices, and trade. Presi-
dent Reagan reiterated this theme in his 1985 State of the Union address:
“America’s economic success . . . can be repeated a hundred times in a
hundred nations. Many countries in East Asia and the Pacific have few re-
sources other than the enterprise of their own people. But through free
markets they’ve soared ahead of centralized economies.”” These principles
guided the structural adjustment measures imposed on debtor nations by
the debt managers in the 1980s.

The successful newly industrializing nations (NICs) of East and South-
east Asia, however, did not actually follow these principles. South Korea
is notorious for its “centrally managed capitalism.” And the pretenders to
NIC status—Malaysia, Thailand, and Indonesia—combined successful ex-
port-led growth with strong import-protectionism. Their strategy de-
pended on growing Japanese offshore investment in the 1980s (compared
with the dearth of foreign investment in Latin America).® In East and
Southeast Asia, then, a managed flying-geese pattern of regional expan-
sion, with Japan in the lead, scored enormous success without adhering to
the free market ideal.

Two trends resulted from these developments. First, like the idealized
Western model that inspired the development project, the NIC model has
also been idealized. Neither model corresponded to historical reality; each
merely represented an ideal version of that reality. That is, they served
ideological purposes. In fact, the free market ideal has been turned against
the protectionism of the Asian NICs as well as Japan, principally by U.S.
bilateral trade pressures on these states since the mid-1980s to open up to
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foreign trade and investment. Second, the United States has led a parallel
attempt to institutionalize this free market consensus globally. Thus, the
Jong, drawn-out negotiations of the GATT Uruguay Round {1986-1994)
led to the formation of a World Trade Organization (WTO) designed to
anchor a new “free trade regime” on a global scale. These trends are cen-
tral to the emerging globalization project.

The Globalization Project

Although the globalization project replaces the development project, “de-
velopment” has not lost its currency. Its frame of reference has simply
shifted, especially at the initiative of proliferating nongovernmental orga-
nizations (NGOs) that increasingly fill the vacuum as states withdraw, or
lose, their capacity to assist subnational groups and causes. Thousands of
community and regional development projects continue at the local level,
attempting to improve conditions at these levels or stabilize communities
affected one way or another by the restructuring of their states. And at the
global level, the development establishment focuses on developing the
mwovm_ economy. At hoth levels, a new conception of sustainable develop-
ment has gained currency. It is used by both grassroots movements and
global managers (for example, the World Bank), but it does not always
mean the same thing. The new frames of reference proliferate as the cer-
tainty of the development project’s singular framework has disappeared.
We address these frames in turn.

The Strategy of Liberalization

Most important, the globalization project emerges in the wake of the de-
velopment project. Its centerpiece is the belief in market liberalization
that took hold under the debt regime. Debtor governments that reduced
their size and role were rewarded by the debt managers with credit re-
leased in tranches (staggered portions) to ensure their continuing cotn-
pliance with loan conditions. Thus, national economies were opened up
to global forces; they were increasingly globalized, or turned inside out.
National governments, in varying degrees, embraced global rather than
national criteria of economic growth. As suggested in the following case
study of Chile, such pressure to gain international financial solvency
has its costs and consequences—polarizing wealth, compromising the
security of domestic populations, and threatening the sustainability of
local resources.
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CASE STUDY
Chile—the Model of Economic Liberalization

Chile is perhaps the model case of economic liberalization. Al-
though not regarded as a newly industrializing country, Chile’s
significance lies in its political history. A military coup in 1973
eliminated the democratically elected socialist president Salvador
Allende, coinciding with the beginnings of the postdevelopmen-
talist era. General Augusto Pinochet pursued a radical free market
reform masterminded by economists trained at the University of
Chicago, a center of neoclassical economics. Over the next two
decades, 600 of the country’s state enterprises were sold; foreign
investment mxﬁmsmmm into strategic sectors like steel, telecommu-
nications, and airlines; trade protection dwindled; and the depen-
dence of the Chilean GDP on trade grew from 35 percent in 1970
to 57.4 percent in 1990. In other words, Chile was structurally
adjusted before structural adjustment became fashionable.

The Chilean experiment was hailed as a miracle. Between 1977
and 1981, private consumption, especially of consumer durables,
increased by about 10 percent a year, with some trickle-down of
consumption from middle to skilled working classes. Real wages
went up by roughly a third for the employed, and improvement
was made in other social indicators, such as infant mortality rates.
At the same time, however, poverty rates remained high, at
around 35 percent; unemployment rates among the poorer, un-
skilled segments of the population were at least 15 percent; and
social amenities were maldistributed across classes and across the
urban-rural divide. So the benefits of the Chilean miracle were in
fact quite uneven.

Chile was always known as the most democratic of Latin
American nations prior to the assault on its parliamentary and
civil institutions by the Pinochet military junta and its economic
reforms. In the 1980s, however, when Chile restructured its debt,
social polarization increased. The share of national income of the
richest 10 percent of the people rose from about 35 percent to
46.8 percent, while that of the poorest half of the population de-
clined from 20.4 percent to 16.8 percent. Chilean social spending
continued to fall, wages were frozen, and the peso was seriously
devalued. Under these conditions, domestic production faltered
as deindustrialization set in, unemployment levels rose to 20-30
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percent, and real wages suffered a 20 percent reduction. Thus,
when Pinochet resigned at the end of the decade, about 40 percent,
or 5.2 million, of the 13 million Chilean people were defined as
poor in a country once identified by its substantial middle class.
In sum, the pursuit of “efficiency in the global marketplace”

had weakened the domestic fabric of social securities and local
production.

In conjunction with military rule, socioeconomic polarization
also compromised democratic renewal. Cathy Schneider, a Latin
American scholar, observed: “The transformation of the economic
and political system has had a profound impact on the world
view of the typical Chilean. . . . It has transformed Chile, both
culturally and politically, from a country of active participatory
grassroots communities, to a land of disconnected, apolitical
individuals.”

Sources: Bello, 1994, pp. 42, 44-45, 59; George, 1988, pp. 131-132; Schneider,
quoted in Chomsky, 1994, p. 184.

Another dimension of liberalization concerns the commercial exploita-
tion of national resources to service international debt. This exploitation is
universal; for example, in Canada, which is home to 10 percent of the
world’s forests, about 1 million hectares of woodland disappear annually
to logging. In the province of British Columbia, the Mitsubishi Corpora-
tion has the largest chopstick factory in the world, converting aspen stands
into chopsticks at the rate of 7 to 8 million pairs a day.* Under the debt re-
gime, natural resources were routinely mined beyond sustainable propor-
tions. The close correlation between debt and high rates of deforestation
worldwide is well known.®

In Chile, timber exports doubled in the 1980s, reaching beyond indus-
trial plantations to the logging of natural forests. Illegal cutting spread
among Chile’s poor rural population, about half of whom (700,000} live on
native forest land; this is a survival strategy that responds to Japan's insa-
tiable demand for wood chips and depletes Chile’s old-growth rain forest.®
In addition, toxic runoff from unregulated mining and from pesticides
used on fruits grown for export has combined with overfishing to jeopar-
dize the annual sardine catch. Chile’s export boom in the 1980s overex-
ploited the country’s natural resources beyond their ability to regenerate.”

In Africa, the World Bank’s model of structural adjustment, Ghana,
had a 3.8 percent growth rate in the 1980s, stimulated by extensive aid. Ex-
ports of mining, fishing, and timber products accelerated to close the wid-
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ening gap between cocoa exports and severely declining world prices of
cocoa. From 1983 to 1988, timber exports increased from $16 million to $99
million, reducing Ghana'’s tropical forest to 25 percent of its original size.?
The organization Development GAP reported that deforestation

threatens household and national food security now and in the future. Sev-
enty-five per cent of Ghanaians depend on wild game to supplement their
diet. Stripping the forest has led to sharp increases in malnutrition and
disease. For women, the food, fuel, and medicines that they harvest from
the forest provide critical resources, especially in the face of decreased food
production, lower wages, and other economic shocks that threaten food
security.?

Widespread export-led debt servicing involves two dynamics: (1) sell-
ing domestic resources to global firms that supply the global economy and
delivering the revenues to multilateral lenders as debt repayment, and
(2) eroding the country’s natural resources (the “commons”) that provide
subsistence security to the poor. In the long run, removing domestic pro-
tections to meet short-run payment schedules threatens social and envi-
ronmental sustainability.

Expanding exports to earn foreign currency with which to service
debt appears to be a logical strategy for individual debtor nations to pur-
sue. But when all debtor nations try to export their way out of debt, the
fallacy of the structural adjustment blueprint becomes clear. When 70
countries submitted to the liberalization programs of the multilateral
agencies, the resulting glut of exports produced the lowest commodity
prices seen on the world market since the 1930s. For example, in West
Africa, between 1986 and 1989, cocoa producers expanded their exports
by 25 percent only to suffer a 33 percent price fall on the world market.
The nongovernmental organization Oxfam named this syndrome the
“export-led collapse.”10

Biotechnical substitution compounds the problem of export reliance.
Many prepared foods and drinks now substitute high-fructose corn syrup
for sugar. Before 1985, sugar was the common sweetener; since that time,
all U.S. soft drinks have been sweetened with sugar substitutes, and U.S.
sugar imports have fallen by half. As a result, producers in Brazil, India,
the Philippines, Thailand, and several poor African and Caribbean coun-
tries lost markets just at the time when their debt servicing demanded in-
creased exports.!!

It appears, then, that the push to liberalize national economies severely
compromises the capacities of governments to deliver on the promise of
the development project. The flow of credit to debt-stressed nations has
been premised precisely on the renunciation of national development
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criteria. But the example of the export-led collapse reveals the risks associ-
ated with greater participation in an unequal world market. The terms of
participation are not necessarily favorable. Thus, in place of national priori-
ties, global pricrities such as debt service, expanded trade, and renewal of
foreign investment opportunities gain the upper hand. The next case study
illustrates these effects in Eastern Europe and China.

CASE STUDY
Restructuring in Eastern Europe and China

The restructuring programs of the International Monetary Fund
and the World Bank extended to more than half the former Second
World. By 1986, Hungary, Romania, the former Yugoslavia, Po-
land, Vietnam, and China were subject to IMF supervision of their
economies. Many of these states had started borrowing from
Western financial institutions during the 1970s, often to pay for
basic consumer items demanded by their increasingly restive ct-
vilian populations. In 1986, Mikhail Gorbachev was formulating
plans for perestroika (restructuring) in exchange for membership in
the Bretton Woods institutions. Earlier, in 1982, the IMF had ten-
dered an austerity plan in Hungary on condition that centrally
planned production be replaced by “market-responsive” and “fi-
nancially-disciplined” enterprises, along with reductions in subsi-
dies of food, transportation, heating fuel, and housing. These sub-
sidies were the foundation of the well-established basic economic
rights of the socialist systems. During the 1980s, most commodity
prices were shifted to a supply/demand basis, small-scale state
enterprises were privatized, and assembly line workers found that
instead of a steady wage they were now earning piece rates deter-
mined not by the work performed (as with the union contract
common in the United States) but by the profit rate of the enter-
prise. Social equality was being redefined as the equality of pri-
vate opportunity that characterizes Western market ideology. Of
course, former public officials had the lock on private opportunity,
not only in Hungary but throughout the former Second World.
They enriched themselves and their relatives at the moment of
transition from state to private ownership of property. When East-
ern European economies were opened to the world market
through massive IMF loans of foreign currency, domestic prices
moved up to world price levels while wages held constant. As
Joyce Kolko remarks: “During the 1980s there was growing resent-

The Rise of the Globalization Project

ment in the general population at the rising prices, falling living
standards, and the new rich.”

Deregulations throughout these once centrally regulated social
systems had consequences quite similar to those in the former
Third World. By the early 1990s, Eastern European per capita in-
come levels resembled those of the former Third World. The per
capita incomes of Poland and Mexico were about the same, as
were those of Hungary and Brazil. Because Eastern European
populations have higher levels of education and stable population
growth rates, they differ from former Third World societies. But
the collapse of their formerly comprehensive system of state subsi-
dies and social consumption put their populations in a short space
of time at the mercy of the market. This is the reason some observ-
ers say Eastern Europe has experienced “Third Worldization.”

Whereas Eastern Europe’s level of urbanization resembled that
of the Latin American countries, China demonstrates some of the
common patterns associated with rural restructuring in the more
agrarian societies of Southeast Asia and Africa. China has a strong
tradition of private land ownership compared to Russia, and the
IMF-style reforms in both regions have reinforced these traditions,
as Mark Selden points out. The rural regions of China were once
the site of tightly organized rural communes (a collection of sev-
eral villages) that stabilized the population and delivered sur-
pluses to the state for redistribution to poorer regions. Massive
decollectivization has occurred in rural China since the 1970s,
speeding up under IMF guidance in the 1980s. In 1978, about two-
thirds of rural income came from the communes, but by 1985
more than three-quarters came from households. As land has been
privatized, agricultural management has shifted from the com-
mune to the household level. Agricultural productivity rose ini-
tially with privatization, generating a process of enrichment for
tormer Party members. Social, and regional, inequalities rose. The
expanding “special economic zones” (equivalent to the export
processing zones introduced in Chapter 3) on the coast and espe-
cially in South China near Hong Kong acted as an industrial mag-
net for ex-commune members making the most of their new geo-
graphical and social mobility as well as for peasants displaced by
private land concentration.

Sources: Kolko, 1988, pp. 278-236; Pepper, 1988; Selden, 1994; Kagarlitsky,
1995.
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The globalization project, then, began with market liberalization. The
debt regime fostered this liberalization by forcing governments to down-
size. It was a regime precisely because it established new economic rules
to which indebted states conformed in order to sustain their flow of
credit. But, in doing so, they surrendered their powers to manage their
national economic growth. Sale of public enterprises and reduction of
social subsidies effectively remade Third World states and restructured
societies, placing the burden on lower classes, especially women in these
lower classes. Scaling back public capacity transformed nation-states
into states that administer globally based flows of money and goods
alongside increasingly tenuous local economies in which states lack pub-
lic capacity to pursue nationally coordinated development initiatives.
The transformation is reflected in governments’ greater dedication to
market rather than social (welfare) principles in their growth strategy.

The Comparative Advantage Axiom

The development strategy of the globalization project depends on the
world market rather than the domestic market for its stimulus. It is pre-
mised on the neoclassical concept of comparative advantage: that na-
tional prosperity derives from specialization in those forms of economic
activity in which a country does best. It obviously contradicts the devel-
opment project’s ideal of a series of integrated national economies. This is
why the restructurings during the 1980s were strategic in shifting the
terms of development. The case study of Singapore that follows is a con-
temporary example of successful economic restructuring, although it
comes at the cost of considerable political authoritarianism.

Under the theorem of comparative advantage, international prosperity
derives from the more efficient exchange among countries of their com-
parative advantage in goods and services. The theorem applies strictly to
competitive situations in which countries that might replicate each other
in industrial capacities nonetheless will find their level of specialization
through the competitive processes of international trade. David Ricardo,
an English political economist, used the example of Portuguese wine ex-
changing with English cloth to illustrate how comparative advantage ap-
plies to competitive situations where producers specialize through trade.'?
The colonial division of labor was established through force rather than

competition, so comparative advantage does not strictly apply to the co-
lonial era.
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CASE STUDY
Restructuring in Singapore: A Successful Mini-Dragon

Singapore is an exceptional city-state that is highly dependent on
foreign investment. It has experienced over three decades of pater-
nal rule under the People’s Action Party (PAP) since gaining inde-
pendence in 1959 from Britain and its subsequent expulsion from
the Malaysian federation in 1965. Along with Hong Kong, Taiwan,
and South Korea, Singapore is one of the four newly industrializ-
ing countries (NICs) of Pacific Asia known as the “mini-dragons.”
Its status as a NIC depended on centralized planning that brought
together state bureaucracies, public enterprise, and transnational
companies. It also rested on a corporatist (developmentalist) po-
litical system that silenced political opposition, turned labor
unions into tools of the state, and elaborated a social discipline
based on Confucian ethics of loyalty.

In 1985, at the height of a local recession and the reorganiza-
tions underway in the global economy, government economic
committee recommended a new strategy to liberalize the econ-
omy. Beginning with Singapore Airlines, the government began a
gradual process to privatize its substantial public sector and to
foster local enterprise and high-tech foreign investment. The re-
cent technological upgrading i financial services and manufac-
turing is part of a strategy to position Singapore as the source of
specialized exports (including producer services such as computer
technologies) to the fastest-growing region of the world economy,
the Pacific Asian region. Restructuring also involves relocating
lower-value and “dirty” pork production for the Singapore con-
sumer to agro-export platforms in nearby Indonesia and Malaysia,
and developing high-value and “clean” agro-technology parks
within Singapore. Meanwhile, the PAP"s strategy of using social
investments—in nearly universal public housing, universal public
health services and education, and vocational retraining—allows
it to coordinate wage levels with economic strategies and, most
important, to continue its tradition of low unemployment levels
and social cohesion.

Sources: Deye, 1991; Ufkes, 1995.
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Ricardo formulated his theorem of comparative advantage over a
century ago, and it has retained a certain currency among neoclassical
economists. Until now, it represented a minority strand of economic
thought, partly because it was out of step with social history. In particu-
lar, social movements such as organized labor demanded social entitle-
ments and protections from the free market, especially after the Great
Depression of the 1930s. Now, the globalization project has brought into
the foreground of contemporary economic thought the notion that liber-
alization brings greater economic efficiency. The postwar consensus built
around Keynesian ideas of state economic intervention and public in-
vestment has crumbled. The evidence is all around us in various
guises—in welfare reform or reversal, in wage cutting, and in pri-
vatization schemes. It is a universal process, most dramatically played
out in the former Second World countries, where public resources have
been sold at rock-bottom prices to well-placed new capitalists (usually
former state officials) and markets have been released from government
regulation.

On reflection, you see that as states open up and pursue global effi-
ciency—with wage cuts, for example—other states are compelled to fol-
low or suffer offshoring of their capital to these cheaper zones. In these
conditions, comparative advantage in cheap labor determines strategy.
Individual states may offer specific packages to attract foreign invest-
ment, but the global labor force finds its wages trending downward. In-
evitably, each state participates in a process that spirals downward and
over which they have little control as long as they participate in the
world market.

The globalization project includes an explicit vision of global order,
which is quite distinct from that of the post-World War Il modernization
era. At that time, the slogan was “Learn from, and catch up with, the
West.” Now, under comparative advantage, the slogan is “Find your niche
in the global marketplace.” While the first held out replication as the key to
national development, the second presents specialization as the path to eco-
nomic prosperity. But specialization in different commodity chains does
not alter the reality that the mechanisms of specialization—-wage cutting,
foreign investment concessions, privatization, and reduction of social en-
titlements—are repeated everywhere.

Whereas the development project emphasized the national market, the
globalization project emphasizes development through global markets.
But when global markets are so volatile and unevenly structured, there are
no guarantees of success. As shown most clearly in the poorer regions of
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the world, finding a niche in the global marketplace through specialization
often results in the “export trap,” exacerbated by First World protection-
ism and leading, in the case of Africa, to a process of economic mar-
ginalization.

The Infrastructural Dimension

Shifts in World Bank lending patterns also illustrate the evolution of the
globalization project. Traditionally, the Bank focused on project loans for
public infrastructure in Third World states. Project loans have continued
into the present, but in the 1980s the Bank shifted its emphasis from
projects to policy loans. It linked loans to policies that pursued market-
oriented economic growth strategies, especially the structural adjustment
loan (SAL).

In 1983, the World Bank president, A. W. Clausen, remarked: “The fun-
damental philosophy of our institution is to help countries diversify their
exports . . . and to have an export orientation.” From 1983 to 1985, con-
cessional loans from the International Development Association (IDA) for
the poorest countries were reduced about 15 percent, while there was a 35
percent rise in loans to private firms through the International Finance
Commission (IFC), a Bank affiliate. Most important, the IDA redirected its
lending from the poorest countries (those with a per capita income of $400
or less) to those “making the greatest efforts to restructure their econo-
mies,” according to President Clausen.’® By reducing its global welfare
function, the Bank reversed its 1970s basic needs policy. The priority had
shifted to the stabilization of global, rather than local, organization.

Global Governance

In addition to restructuring their economies and societies to serve global
priorities, states face a new world order in which global institutions have
assumed a different governing role. This role is by no means absolute,
and it requires compliance from the states themselves. Pursuing efficiency
in the world market is one such form of compliance.

The most immediate form of governance is the leverage gained
through debt. Most people who own credit cards know of the discipline
that debt can exert on their spending habits, especially in an era when
credit ratings abound. This is true for states as well: all states are now sub-
ject to universal credit ratings. Debt became a powerful form of political
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leverage under the debt regime when the multilateral financial agencies
strengthened their control over national policy making by assuming the
lending role.

During the 1980s, the composition of loans to the former Third World
changed dramatically. In 1981, 42 percent of net loans came from commer-
cial banks and 37 percent from the multilateral financial agencies; by 1988,
the banks supplied only 6 percent and the multilaterals 88 percent of net
loans.!t In effect, during that decade the multilaterals loaned public funds
to help indebted states repay the debt they owed private banks. The result
was that the recomposition of the debt of the former Third World central-
ized financial power in official hands. Because this financial power ex-
tracted major political concessions from those states, it armounted to an in-
formal practice of global governance.

By the 1990s, global debt management was firmly institutionalized in
the World Bank and the IMF. As these institutions were ultimately be-
holden to the so-called Group of 7 (G-7) “Northern” powers (the United
States, Britain, France, Germany, Italy, Canada, and Japan), the newly
formed South Commission made a provocative declaration in 1990:

What is abundantly clear is that the North has used the plight of developing
countries to strengthen its dominance and its influence over the development
paths of the South. ... While adjustment is pressed on them, countries in the
North with massive payments imbalances are immune from any pressure to
adjust, and free to follow policies that deepen the South’s difficulties. The
most powerful countries in the North have become a de facto board of man-
agement for the world economy, protecting their interests and imposing their
will on the South. The governments of the South are then left to face the
wrath, even the violence, of their own people, whose standards of living are
being depressed for the sake of preserving the present patterns of operation
of the world economy.”

This declaration continues the Third Worldist tradition of identifying
the cause of underdevelopment in the North/South division. What it does
not address in doing so is the decline of living standards in the so-called
North. But the South Commission’s declaration also draws attention to a
new dimension in development discourse: the priority given to managing
the world economy as a singular entity. Certainly there have been institu-
tional forms of international management in the past. The Bretton Woods
monetary regime, for example, maintained international financial stability
during the long postwar boom (1950-1970). But the priority during that
regime was on managing national economic growth within an ordered in-
ternational economic system.
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During the next two decades, however, as the debt regime took over,
international financial stability depended on preventing default by Third
World states and restructuring national economies. The outcome, as we
have seen, was a general reorganization of the international system in such
a way that national currencies and national economic policies became
thoroughly interdependent.

In these circumstances, global financial management has become a
practical necessity. For example, when the Mexican peso devalued by 30
percent in December 1994, Latin American stock and bond markets fell
sharply. The international financial community hastily assembled a finan-
cial loan package of $18 billion to stabilize the peso. The United States com-
mitted $9 billion (and more), while the Bank for International Settlements
in Switzerland, owned by the European Central Banks, provided $5 bil-
lion, Canada contributed $1 billion, and a dozen global banks, including
Citibank, added a $3 billion line of credit. Finally, the Internaticnal Mon-
etary Fund was called in to lend both money and its stamp of approval to
restore investor confidence in the Mexican economy.

The continuing lesson has been that the bailouts of Mexico (1982, 1995)
were in fact necessary to restore confidence in the operation of the global
economy. If Mexican financial instability was not resolved quickly, confi-
dence in the functioning of the international financial system would de-
cline. U.S. President Clinton remarked in 1995: “Mexico is sort of a bell-
wether for the rest of Latin America and developing countries throughout
the world.”

Perhaps more important, confidence in the new North American Free
Trade Agreement (NAFTA) was also at stake. If NAFTA were to unravel,
a protectionist countermove by governments around the world would fol-
low. Needless to say, the condition of Mexico’s more recent bailout was
reminiscent of the conditions under the debt regime, though less drastic.
Mexican wages (already devalued) and prices were frozen, and public
spending was siashed. The optimism surrounding NAFTA and Mexico’s
recent entry into the Organization for Economic Cooperation and Devel-
opment evaporated as President Ernesto Zedillo Ponce de Le6n pro-
claimed: “The development of Mexico demands that we recognize with all
realism that we do not constitute a rich country but a nation of grave
needs and wants.”17 In other words, Mexican adjustment was the condi-
tion for stabilization of the global economy.

Concern with management of the global economy arises from several
sources but converges as the globalization project. This is a new threshold
in world affairs, and it has two essential and related aspects: (1) inter-
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national financial stability has a higher priority than national development
planning; and (2) countries are so embedded (through debt as much as
other mechanisms} in the global system that financial stability consider-
ations actually drive economic policy making. In these circumstances, glo-
bal governance is embedded in state policy.

GATT: The Making of a Free Trade Regime

The debt regime elevated the Bretten Woods institutions to positions of
global governance by way of economic management, with the former
Third World as the target. By contrast, the whole world became the target
of the Uruguay Round, begun in 1986 in Punte del Este, Uruguay, under
the auspices of the GATT organization. The Uruguay Round attempted to
establish a systematic set of world trade rules, including rules concerning
freedom of investment and protection of intellectual property rights. To
administer this new “free trade” regime, it put into place a new global in-
stitution called the World Trade Organization (WTO) in 1995. The WTO
is perhaps the first institution of truly global governance, even though its
powers are far from absolute.

The General Agreement on Tariffs and Trade (GATT) was established
in 1947 to reduce constraints on trade. From 1947 through 1980, GATT suc-
cessfully reduced tariff rates on trade in manufactured goods by more
than 75 percent.'® In 1955, the United States insisted that agriculture be
excluded from GATT considerations; it was concerned with protecting its
farm supply policies, which used price supports and production controls
to establish a floor for farm prices. But the U.S. government removed these
agricultural supply constraints for several years during the mid-1970s and

adopted a green power strategy of agro-export expansion (see Chapter 2).-

Then, at the end of the 1970s, a world economic recession produced a ris-
ing tide of trade protectionism. At this time, over 100 governments around
the world signed on to a new “Uruguay Round” of GATT negotiations,
which included reform of agricultural trade.

The United States initiated the Uruguay Round, because it wished to
extend GATT liberalization measures to agriculture and other areas such as
services (banking, insurance, telecommunications). First World countries
recognized the advantages they had in these areas, but Third World coun-
tries were quite skeptical. In the early 1980s, many had been subjected to a
range of “voluntary” export constraints (VERs) against their cheaper ex-
ports of steel products, footwear, electronic products, and agricultural
products. India and Brazil, two of the largest Third World states, led the
resistance to broadening GATT. But First World pressure and the promise
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of open markets, including agricultural markets, won the day.’? A GATT
ministerial meeting recognized an “urgent need to bring more discipline
and predictability to world agricultural trade by preventing restrictions
and distortions, including those related to structural surpluses, so as to re-
duce the uncertainty, imbalances and instability in world markets.”?

The liberalization movement was supported by an activist lobby of
“free trader” agro-exporting states, called the Cairns Group: Argentina,
Australia, Brazil, Canada, Chile, Colombia, Fiji, Hungary, Indonesia, Ma-
laysia, the Philippines, New Zealand, Thailand, and Uruguay. The wide-
spread belief was that free trade would enhance the farm commodity ex-
ports of the members of the Cairns Group and of the United States. The
United States took the initiative also to consolidate its green power strat-
egy in the belief that European Community farm exports would decline
under a new trade regime., It also wanted further liberalization of markets
to facilitate the freedom of enterprise that it had promoted under the de-
velopment project.

Not surprisingly, the transnational corporations supported GATT-style
liberalization. In fact, 14,000 firms—including General Motors, IBM, and
American Express—formed a multinational trade negotiations coalition to
lobby GATT member nations. It was in the interest of agribusinesses such
as Cargill, Ralston-Purina, General Mills, Continental Grain, RJR Nabisco,
and ConAgra to use GATT to challenge agricultural regulation. This regu-
lation included national trade controls on import quantities, farm subsidies
that inflate domestic prices for agricultural commodities, and supply-
management policies that restrict the demand for farm inputs like fertilizer
and chemicals. Such regulations all compromise the flexibility of trans-
nationals to use the lower-priced products of their global sourcing opera-
tions as a competitive market weapon against high-priced producers.?!

Free trade versus the less-protected farmer. The goal of the Uruguay Round
was to establish new trade rules to regulate the global economy. Such rule
making necessarily generates tension between global rules and national
policies, that is, between global firms and national manufacturing and ag-
ricultural sectors—and their firms, farmers, and workers. The tension in
agriculture is particularly salient because farming is associated with terri-
tory, and the Uruguay Round focused on agriculture. Global firms favor
liberalization because it opens up global sourcing possibilities, especially
desirable to the spatially mobile transnationals. They stand to gain if they
can sell farm products all over the world; they benefit from seasonal dif-
ferences, from different and shared diets, and from the opportunity to seek
the lowest-cost producers.
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Alternatively, commercial farmers are spatially fixed. They tradition-
ally have depended on national farm policy—input and price subsidies
farm credit, and import controls—for their economic viability. They 5<mﬂ.‘
ably oppose farm sector deregulation, which exposes them directly to
<.<9.E prices. Because of the inequality of land productivity and cost varia-
tion, not to mention export subsidization by wealthier governments, most
mwﬂbmnm need protection from price competition. These factors are in addi-
tion to the normal price instability that attends the variabilities associated
with farming, such as unpredictable weather and crop blight.

The absence of trade rules during the closing years of the develop-
ment project showed in the widespread use of export subsidies. The im-
pact of subsidized exports was especially clear in the 1980s, as the
United States and the European Community (EC) farm blocs no.u:vm»ma
for market share with their agricultural surpluses. While First World
farmers reaped the benefits of having powerful states behind them
Third World farmers faced falling agricultural commodity prices mmwmH
cially since their governments had become used to importing mo‘oa as
discussed in Chapter 2. .

Farm subsidies quadrupled in the United States and doubled in the
European Community in the early 1980s, generating ever larger surpluses
to be dumped on the world market. These American and European sur-
pluses substantially depressed world agricultural prices—from a mean of
100 in 1975 down to 61 in 1989, a decline of 39 percent. The relatively
wealthy agro-exporter Argentina experienced a 40 percent fall in earnings
from cereals and vegetable oil seeds in the 1980s—and these products ac-
counted for 50 percent of its export earnings in 1980.2 Many Third World
farm sectors were adversely affected by such commercial dumping, which
deepened food import dependency, especially in sub-Saharan Africa. In
Zimbabwe, for example, U.S. corn dumping forced that country’s grain
marketing board to cut domestic producer prices almost in half in 1986
and to reduce its purchase quota from these producers.?

GATT-style liberalization of agricultural trade claims to stabilize com-
modity markets, but it does not guarantee survival of Third World farm-
ers. Global firms monopolize trade in agricultural commodities; they mar-
ket 70 percent to 80 percent of all global trade in primary commodities.?*
This share means they are in a position to manipulate prices to secure mar-
kets. Church leaders of the European Ecumenical Organization for Devel-
opment, implicitly referring to global managerialism, claimed: “With four
m.nm:.b corporations controlling over 80% of world cereals trade . . . market
liberalization would simply transfer m:ﬂronE\ from governments to cor-

_uo_.m.ﬂm leaders whose activity is guided by the profit motive. We reject this
starting point on ethical grounds.”?
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In addition, wealthier farm sectors have all kinds of infrastructural ad-
vantages (transport systems, subsidized irrigation and other inputs), as
well as related economies of scale (the larger the producer, the greater the
cost spread). For example, the comparative advantage of U.S. com produc-
ers over their considerably smaller counterparts in Mexico includes a pro-
ductivity differential of 6.9 tons versus 1.7 tons per hectare. Under the
NAFTA agreement, the Mexican government agreed to a phaseout of
guaranteed prices for staples such as corn and beans.? The future of Mexi-
can small producers is therefore in doubt. As Herman Daly, former World
Bank senior economist, observed: “U.S. corn subsidized by depleting top-
soil, aquifers, oil wells and the federal treasury can be freely imported [to
Mexico, and] it is likely that NAFTA will ruin Mexican peasants.”?

The Mexican agreement under NAFTA anticipates an ultimate goal of
the free traders, which is to phase out special treatment for many of the
farmers in the former Third World. In the rules established originally in
GATT, Third World countries received special and differential treatment.
That is, they were not required to match First World liberal trade reforms
#inconsistent with their development, financial and trade needs.” Al-
though this position was reaffirmed at the opening of the GATT Uruguay
Round (for the 47 least-developed countries}), proposals have since been
made to remove such special treatment except for the very poorest coun-
tries, mainly those in sub-Saharan Africa.”®

Trade liberalization is understood as an efficiency move on the one
hand and a leveling of the playing field on the other. But the playing field
looks quite different depending on the vantage point from which you
view it. The Jamaican government, for example, demanded that GATT dis-
tinguish between First World subsidies that may finance overproduction
and dumping and Third World subsidies that may promote food self-reli-
ance, rural employment, and sustainable agriculture.” The issue demon-

strates the opposition between global and riational goals, where global
goals are largely those of the wealthier states and their firms.

Free trade versus food security. The opposition between global and national
goals is particularly divisive around the question of food security. The goal
of food security is to provide populations with sufficient and predictable
food supplies. How to attain that goal varies, as food supplies are not al-
ways local—and how local is defined varies by regional ecology and eco-
nomic organization. At its inception, GATT's Article XI included food se-
curity provisions that permitted member nations to implement “export
prohibitions or restrictions temporarily applied to prevent or relieve criti-
cal shortages of foodstuffs or other products essential to the exporting con-
tracting party.”
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In the Uruguay Round, however, the United States challenged this pro-
vision on the grounds of the superior efficiency of free world markets in
food:

The U.5. has always maintained that self-sufficiency and food security are not
one and the same. Food security—the ability to acquire the food you need
when you need it—is best provided through a smooth-functioning world
market. . . . In the food security context, we have also proposed that the per-
mission to restrict or inhibit exports of agricultural food products to relieve
critical food shortage be removed from Article XI.3!

This global conception of food security stems from the superior posi-
tion of U.S. farm exports in the world economy. But it is more than a mar-
ket superiority; it is backed by the institutional legacies of the postwar in-
ternational food regime and the green power strategy. The 1985 U.5. Farm
Bill continued this goal of reorganizing the world food market by drasti-
cally cheapening prices of U.S. agro-exports. In 1986, Agricultural Secre-
tary John Block remarked:

The push by some developing countries to becormne more self-sufficient in
food may be reminiscent of a bygone era. These countries could save money
by importing food from the United States. . .. The U.5. has used the World
Bank to back up this policy, going so far as making the dismantling of farmer
support programs a condition for loans, as is the case for Morocco’s support
for their domestic cereal producers.

This is a remarkably clear statement of the viewpoint, and practice, of
global economic management. This view depends, of course, on the exist-
ence of breadbasket regions and/or the organization of global provision-
ing by transnational food companies. From a North/South perspective,
global thinking such as this aims to subordinate Southern states to giobal/
Northern institutions; indeed, some perceive globalism as a process of
“recolonization.”* However, globalism goes beyond the North/South di-
vide in this respect. It also demands universal trade liberalization.

Since the mid-1980s, the universal reach of trade liberalization has
driven the U.S. demands for trade freedom, especially with South Korea
and Japan, but also including Taiwan, Singapore, Hong Kong, Thailand,
Indenesia, India, and Brazil. Deploying the Super-301 clause of the 1988
trade act, which allows the United States to retaliate against states it
deems to be practicing unfair trade, the United States put tremendous
trade pressure on South Korea and Japan to open up their heavily pro-
tected rice sectors. Rice protection created a price differential of roughly
1 to 7 between world-market and domestic East Asian prices. To the free
trader, this is economic inefficiency. But, as we saw above, price differen-
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tials ignore additional inputs, or externalities, not to mention domestic
food security.

In both Japan and South Kores, rice has traditionally been a sacred cul-
tural symbol, and in the postwar era it has also symbolized national food
security. The dilemma for them is that they are both super-exporters of
manufactured goods. They need to optimize their access to world markets
for these goods, so it was only a matter of time before the logic of liberal-
izing rice markets would triumph. But this liberalization requires dislocat-
ing both a long-standing self-sufficiency in rice and a form of paddy farm-
ing that is environmentally constructive,™

Freedom of enterprise under a GATT regime. Under the terms of the Uruguay
Round, trade liberalization means more than the freer movement of
goods, especially since much of this movement is intra-firm transfer. Lib-
eralization includes three other key issues: (1) ensuring freedom of invest-
ments by eliminating local regulation of foreign investment, such as speci-
fications of how much local content and equity should be involved in such
investments; (2) ensuring freedom of trade in services, a rapidly growing
area of foreign investment where, for example, global banks purchase lo-
cal banks; and (3) ensuring freedom of intellectual property rights—pro-
tection of technological licenses from imitation and protection of corporate
patents across national borders.

All in all, the GATT regime codifies new spheres of global economic ac-
tivity, with new regulations that would streamline the global economy
largely for the benefit of global firms. For example, when global corpora-
tions extend patents over seeds, they potentially monopolize genetic re-
sources developed by local communities of producers over centuries of
cultural experimentation. It is not surprising that Indian farmers have
strongly protested corporate intentions to use the GATT regime for seed
patenting, which removes local control over genetic resources. In early
1993, the Karnataka Farmers Union in Bangalore protested against the pat-
enting intentions of Cargill Seeds, demanding preservation of the law
against patents on all life forms in the Indian Patent Act (1970). This action
was followed by a demonstration in Delhi of 40,000 farmers, protesting
against “gene theft” and the GATT proposals.®

These events are mirrored by African farmers’ concern that if firms can
patent traditional seed stock, farmers planting traditional crops that their
families have cultivated for centuries may be liable for patent infringe-
ment.* Cause for this concern came as firms such as L.C. Industries and
Pioneer Hi-bred sought licensing rights to use a gene from an African cow-
pea. When inserted into crops like corn and soybeans, this gene increases
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pest resistance. As the Rural Advancement Foundation International
(RAF]) asked: “The question is, who are the inventors? [The scientists]
who isolated the gene? Or West African farmers who identified the value
of the plant holding the gene and then developed and protected it?”%

The World Trade Organization

A major outcome of the GATT Uruguay Round was the creation of the
World Trade Organization (WTO) in 1995. This organization, with 117
voting members, assumes unprecedented power to enforce GATT provi-
sions. The WTO has independent jurisdiction, like the United Nations,
and oversees trade in manufactures, agriculture, services, investment,
and intellectual property protection. The rules it administers reflect the
power of the free market/transnational corporation lobby in the global
economy. Whereas earlier any state could ignore a GATT ruling, the
WTO's rules are binding on all members.®® That is, it has global govern-
ing powers.

The WTO has an integrated dispute settlement mechanism. If a state is
perceived to be violating free trade obligations in one area, such as curb-
ing investments in timber cutting to protect a forest, it can be disciplined
through the application of sanctions against another area of economic ac-
tivity, such as some of its manufactured exports. Member states can lodge
such complaints through the WTO, whose decision holds automatically
unless every member of the WTO votes to reverse it.*

The WTO has the potential to overrule state and local powers in regu-
lating environmental, product, and food safety. As an example of this po-
tential of a WTO overruling, a GATT body ruled in 1991 that the U.5. Ma-
rine Mammal Protection Act of 1972, which prohibits imports of tuna
caught in drift nets that kill large numbers of dolphins, was an “illegal
trade barrier” and therefore should be reversed. Further, the international
standards for food safety are set by Codex Alimentarius, a U.N. group with
near majority representation from food, chemical, and agribusiness compa-
nies as well as representatives from consumer and health groups. One stan-
dard recommended by Codex was the use of chemicals long banned in the
United States; in particular, it allows up to 50 times the residues of DDT
permitted under U.S. laws in grains, meat, and dairy products.*?

The WTO can require nations to alter such domestic laws to bring them
in line with its provisions, overriding national regulatory powers. Further-
more, the WTO staff are unelected bureaucrats, who answer to no con-
stituency other than an abstract set of free trade rules. Their proceedings
are secret, denying citizen participation. In other words, citizens are ex-
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cluded from making and evaluating policy. In its confidential bureaucratic
guise, such global authority displays a clear preference for the universal
rule of the market over the individual rule of states. This is a remarkable
development: states, the historical site of democratic politics, potentially
become the instruments of abstract rules.

In this sense, the WTO expresses the essence of the globalization
project, even though its implementation is hardly complete. In this ar-
rangement, global managers assume extraordinary powers to manage the
web of global economic relations lying across the states, at the expense of
those state organizations, including their democratic achievements. What
is so remarkable is that the reach of real economic globalization itself is so
limited in terms of the populations it includes, and yet its impact is so ex-
tensive. The impact is extensive precisely because states have been ab-
sorbed into the project. Just as nation-states were the ideal vehicle of the
development project, so restructured states convey the globalization
project to their populations. Such restructuring of political authority is
multilayered, however, as it includes a macro-regional dimension between
states and global managers.

Regional Free Trade Agreements

The macro-regional dimension of the globalization project lies in the re-
cent spread of free trade agreements (FTAs). These are agreements among
neighboring countries to reform trade and investment rules governing
their economic intercourse. Free trade agreements range from the North
American FTA (known as NAFTA and including originally Canada, the
United States, and Mexico) to the Southern Cone of Latin America, where
Brazil, Uruguay, Argentina, and Paraguay participate in the Mercosur
Treaty. There is the South African Development Community, including
Angola, Botswana, Lesotho, Malawi, Mozambique, Namibia, South Af-
rica, Swaziland, Zambia, and Zimbabwe, and the so-called northern
growth triangle linking southern Thailand with four Malaysian provinces
and northern Sumatra in Indonesia. Then there is the South China region,
linking Taiwan, Hong Kong, and the Chinese province of Guandong,. The
emerging mega-regions are NAFTA, centered on the United States; the
European Community (EC), centered on Germany; and the Asian Pacific
Economic Community (APEC), centered on Japan. They are considered
mega-regions because they currently produce about 62 percent of world
manufacturing output and 77 percent of world exports.#!

Regionalist groupings encourage liberal economic reform at an inter-
mediate level within the nation-state system. They subscribe to the global
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principles of free trade but implement them among neighboring states as
a logical, intermediate step. For example, NAFTA was logical for Canada
and Mexico, which conduct 70 percent of their trade with the United
States.#? Such a grouping is considered an intermediate step for two rea-
sons: first, because it anticipates globalism through the signing of regional
FTAs; and second, because it is a competitive weapon against other re-
gional groupings. In addition, trade blocs represent an alternative to a
GATT-type global regime, should it ever really materialize.

As regional integration occurs, states elsewhere may respond with local
regional groupings, anticipating the possible exclusion of their exports
from other trading blocs. In this sense, regionalism is a defensive, or pre-
emptive, strategy. Much has been written, for example, about the threat to
Japanese and U.S. producers of the European Community’s attempts to es-
tablish a European-wide common market, termed “Fortress Europe,” and
the resulting movement toward integration in the Asia-Pacific region and
the Americas. The United States and Japan conduct 74 percent and 64 per-
cent of their trade, respectively, outside their regions. Compare this with a
figure of only 30 percent for the EC members and their European Free
Trade Association.*® It was therefore strategic in the early 1990s for the
United States and Japan to embrace regional integration as a fallback,
should the global free trade movement fracture into regional blocs. How-
ever, with Japan running a persistent trade surplus with the United States
and the EC, by the mid-1990s the possibility of forming an Atlantic free
trade zone, linking North America with Europe, was under investigation.#

Regionalism embodies the tensions between global and national au-
thority that exist in the globalization project. It just occurs at a more inter-
mediate, and perhaps a more immediate, level. The European Community
has revealed these tensions in its movement toward a common gover-
nance in the 1980s, symbolized in the rejection by Danish voters of the
Treaty of Maastricht in 1992. When the secrecy of the technocratic decision
making behind the formation of the European Union (EU) was challenged
in the European Court of Justice in Luxembourg, lawyers for the European
Council of Ministers responded by stating that “there is no principle of
community law which gives citizens the right to EU documents.” As one
observer argues: “The Treaty of Maastricht seeks to create a supranational,
centralized, bureaucratic state—a homogenized union. It would destroy
the pillars on which Europe was built—its nations. . . . The strength of the
European Parliament and the [European] Commission is in inverse pro-
portion to that of the national democratic institutions.”#® This question of
national sovereignty is explored in the following case study.
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CASE STUDY

NAFTA and the Question of Sovereignty

The North American Free Trade Agreement (NAFTA), founded in
1994, has generated a continuing debate about the implications of
regional rules for local sovereignty. NAFTA is an unelected and
confidential bureaucratic entity, which regulates flows of goods,
services, and capital between the three member nations (Canada,
the United States, and Mexico) according to abstract market rules
rather than national and subnational decisions. In effect, like
GATT, national and local regulations regarding health, labor, and
environmental standards are subjected to the rules of freedom of
trade. For example, NAFTA rules proposed that the United States
could not limit imports of a product based on its production
method (child or unprotected labor, or environmentally damaging
practices such as drift netting for tuna).

NAFTA formalized a decade-long process of turning the Mexi-
can political economy inside out. The real erosion of national
sovereignty occurred as the Mexican state restructured prior to
gaining acceptance into the free trade agreement. The structural
adjustment programs of the debt regime laid the groundwork by
liberalizing markets and privatizing enterprise.

In Mexico, in a World Bank /IMF-proclaimed model privatiza-
tion, more than 80 percent of the 1,555 companies run by the
government were sold or dissolved during the 1980s to pay the
country’s debt and appease Bank managers by demonstrating a
commitment to liberalization. Although many of these were ineffi-
cient, their sale enriched the fabled 13 wealthy families of Mexico
and eliminated employment and services for tens of thousands of
other Mexicans. As Mexican export composition shifted from oil to
manufactured goods, 85 percent of which crossed the northern
border, the Mexican government sccured this export relation by
depressing wages further—a decline of 60 percent since 1976—and
signing a series of agreements to preempt U.S. protectionism. Aver-
age Mexican tariffs fell from 27 percent to 8 percent between 1982
and 1992, agricultural subsidies were reduced, infrastructural in-
vestments in rural areas were cut by 65 percent between 1981 and
1989, and regulations were relaxed on foreign ownership of land.

Preparation for NAFTA, then, was a decade-long process of
establishing Mexico’s liberal credentials at the expense of its



172 The Globalization Project (1980s- )

national economic coherence and its poorer majority. In the de-
bates leading up to the signing of NAFTA, the opposition presi-
dential candidate, Cuauhtémoc Cérdenas, argued that “exploita-
tion of cheap labor, energy, and raw materials, technological
dependency, and lax environmental protection should not be the
premises upon which Mexico establishes links with the United
States, Canada and the world economy.”

On the other side, a GATT director endorsed Mexican progress
since joining GATT in 1986: “Mexico is one of the new trading
powers of the world that has helped to maintain the pace for
bringing about an ambitious reform of the world trading system.”
In other words, Mexico has been a model state, anchoring the
implementation of a global free trade regime. The globalization
project is deeply rooted in the Mexican reforms, and vice versa.

NAFTA did not decree thoroughgoing opening of the Mexican
economy. For example, Mexico agreed to allow foreign banks to
enter the country gradually, permitting them to obtain up to a 15
percent share by 1999; it also reserved exemptions for several state
enterprises, including railroads and satellite operations. But the
1994 debt crisis in Mexico, stemming from the preparations for
NAFTA over the past decade, compelled the Mexican government
in 1995 to try to raise funds by allowing 100 percent ownership of
Mexican financial institutions and selling off its railroads and its
satellite operations. In this sense, regional agreements are inter-
twined with the same processes that make up the globalization
project.

Sources: DePalma, 1993; Barkin, 1991, p. 35; Schwedel, 1991, p. 25; Schwedel &

Haley, 1992, pp. 54-55; Fenley, 1991, p. 41; Resource Center Bulletin, 1993,
p- 2; Fidler & Bransten, 1995.

The Globalization Project as a Utopia

The development project was an ideal that some say was a confidence
trick or an illusion because the world economy has always rested on an
exploited base, or periphery;* others say it was a success because it was
never intended to be absolute.

Some critics make the mistake of proclaiming that development has failed. Tt
hasn’t. Development as historically conceived and officially practised has
been a huge success. It sought to integrate the upper echelons, say ten to
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forty per cent, of a given third world population into the international, west-
ernized, consuming classes and the global market economy. This it has ac-
complished brilliantly.?

Whatever the case, it is clear that the development project was a pro-
cess wherein states affempted to manage national economic integration, but
the integration was often incomplete. This was because the process of de-
velopment often spread benefits unequally. It was also because segments
of the domestic economy were either absorbed into, or marginalized by,
the growing global reach of new commodity chains. In either case, states
often exploited weaker communities in their hinterlands (such as forest
dwellers or peasant villages displaced by dams), justifying this action in
the name of national development. Global financiers and firms funded
this activity, as we have seen. In short, large social segments of the Third
World remained on the margins or experienced dislocation as the devel-
opment project took hold.

The globalization project is essentially similar. Indeed, as our case stud-
ies have suggested, if there was a national integrating trend under the de-
velopment project, there appears to be a disintegrating trend at the na-
tional level under the globalization project because of an integrating trend
at the global level. This is not necessarily a homogeneous integration. Al-
though it is certainly true that more people across the world now consume
standardized products, it is also true that the people who produce these
products do so under quite diverse labor conditions. Any integrating
trends in the composition of labor under twentieth-century forms of na-
tional capitalism are reversing as economic globalization deepens.

We know that the recent history of formation of Western welfare states
rested on a common organizing drive by the working classes of those na-
tions, demanding adequate wages, job and employment protections, the
right to organize into unions, and a voice in national politics.® This trend
has subsided recently as industrial restructuring, offshore investment,
public works downsizing, labor demobilization, and rising unemploy-
ment have swept across the First World. The other side of this process has
involved, as we have seen, the incorporation of new labor forces across the
world into commodity chains of global production. Peasant contractors,
magquila workers, child labor, casual female and male labor, sweatshop
work, plantation labor, homework, and even slave labor constitute a quite
heterogeneous tapestry of labor in the global economy. And with trans-
national corporations using global sourcing employment and countries
cutting back the national work force, employment insecurity rises across
the world. In short, the world market standardizes consumption but dif-
ferentiates production and disorganizes producing communities.
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If this is in fact the dominant scenario under the globalization project,
likely to become more tenuous with further social and national &m_.bﬁmmnm,
tion, then the globalization project looks more and more like a utopia it-
self. The point of thinking about it this way is to emphasize that the glo-
balization project, like the development project, is likely an unrealizable
ideal on two counts. First, as suggested, the expectations do not square
with the reality in which either project is pursued. Neither nation-states
nor world community is singularly composed of market-oriented indi-
viduals: there are class, gender, and ethnic relations that divide people to
begin with. There is a historical context in which some regions are more
equal than others. And there are powerful institutional forces that actually
organize and reorganize markets, with profits rather than social welfare in
mind. Second, as we see in Chapter 7, there are social movements in the
world, of various ideological hues, and state organizations that actively
resist and /or qualify the globalization project. Many of these movements
reject belief in the self-regulating global market as the most logical prin-
ciple of social organization. Some movements aim to protect their commu-
nities by reregulating the market; others see withdrawing from the market
as the most satisfactory form of resistance. Whatever the alternatives, the
globalization project is only one way, albeit the most powerful we have
seen, of reorganizing the world.

The globalization project is the most powerful force so far, in part be-
cause it has not had to confront its contradictory effects in any fundamen-
tal way. Some of these effects are spelled out in the following chapter. But
one effect is already causing alarm in the inner circles of global manage-
ment: the fragility of the world monetary system. The United States is the
most indebted state in the world, but to date it has avoided having to
tighten its financial belt under the kinds of conditions laid down by the
International Monetary Fund during the debt regime. The United States is
arguably the most powerful member of the multilateral financial commu-
nity, and the dollar standard still holds, even though Japan holds the ma-
jority of the world’s financial reserves. In 1994, a group called the Bretton
Woods Commission, headed by former Federal Reserve Board chairman
Paul Volcker, suggested that the world monetary system required over-
hauling and that this implied bringing all countries (including the United
States) under IMF discipline.

The Bretton Woods Commission reported that, since “the early 1970s,
long-term growth in the major industrialized countries has been cut in
half, from about 5% a year to about 2.5% a year.”*? The reason for this was
the instability of exchange rates. (Recall that President Nixon removed the
dollar from gold parity in 1971, leading to fluctuating exchange rates.)

The Rise of the Globalization Project 175

Whete exchange rates fluctuate, currency speculation flourishes. This
change results in resource misallocation, such as endless financial mergers,
which cultivate an uncertain business climate. Such “financialization,”
rather than productive investment, explains the mixed record of economic
growth over the last quarter of a century.®

Although the G-7 countries have attempted to stabilize the system, the
Commission continued: “There has been no reliable long-term global ap-
proach to coordinating policy, stabilizing market expectations, and pre-
venting extreme volatility and misalignments among the key curren-
cies.”5! Confirmation of this volatility came the following year, 1995, when
the American dollar went into a free-fall against the Japanese yen. The
trade war between the United States and Japan intensified, and the mem-
bers of the G-7 experienced great discomfort as President Clinton’s gov-
ernment allowed the dollar considerable space to fall.

In the same year, the perception of a growing possibility that an inter-
national discipline might be imposed on the United States provoked a
deadly bomb attack on a U.S. federal government office building in Okla-
homa City, allegedly by a citizen militia group anxious to stem such a chal-
lenge to U.S. sovereignty. The point of this story is that the globalization
project contains some powerful tensions. State, or national, sovereignty
may have a hard shell in the United States, home of the ideal of national
self-determination.

Whereas the United States may be in the driver’s seat in the globaliza-
tion project in general, as it was in the development project, its seating ar-
rangement is only as good as the willingness of the world to use the dol-
lar, or its own willingness to assert its military superiority globally. We can
only speculate on how the globalization project, as 2 new organizing prin-
ciple for the world, will play out. In the meantime, in June 1995 the G-7
powers created a worldwide emergency fund to bail out states on the
verge of national bankruptcy. The United States, along with its European
allies, pursued this initiative to stabilize the world monetary system. It
had three essential aspects. The first was to shift the burden of such bail-
outs from the United States, which bore the brunt of the Mexican bailout
of 1994. The second was an expectation that the prosperous Asian coun-
tries would underwrite the fund with their financial surpluses—in effect
a way of redistributing the world’s financial wealth so that money would
continue to make the world go around. Finally, the third involved a plan
to establish an “improved early warning system” based on comprehensive
public disclosure by member states of financial information (such as for-
eign exchange reserves) hitherto confidential—using IMF leverage to
deepen financial surveillance of the system at Jarge.”?
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Summary

This chapter has recounted how the development project incubated a new
direction in the world capitalist order, which hatched during the 1980s debt
crisis. This new direction is the globalization project, an alternative way of
organizing economic growth that corresponds to the growing scale and
power of the transnational banks and corporations. The increasing volume
of economic exchanges and the greater mobility of money and firms re-
quire forms of regulation beyond the reach of the nation-state.

All markets have institutional supports. That is, they require certain
kinds of ﬁozﬂnm_ and social regulation to work. When monetary ex-
changes began to govern European productive activity in the nineteenth
century and industrial labor markets emerged, central banks and state bu-
reaucracies stepped in to regulate and protect the value and rights of
these flows of money and labor, respectively. Markets in money and labor
could not work automatically. Similarly, when global money markets be-
came dominant in the 1970s and then the flows of credit needed to be pro-
tected in the 1980s, the International Monetary Fund stepped in to regu-
late the value of international currency.

The new global regulatory system subordinated states’ labor protec-
tions to financial credit protection. This new balance of power marked the
transition from the development project to the globalization project. In-
debted states remained viable regulators of market exchanges, but only
through agreeing to restructure their institutions and their priorities. They
were turned inside out; that is, they downgraded their social functions of
subsidizing education, health, food prices, producer credit, and other so-
cial services and beefed up their financial and commercial export minis-
tries. Overall, with variation according to capacity and indebtedness,
states became surrogate managers of the global economy. These tenden-
cies are also replicated in regional free trade agreements, which express
goals similar to those of the globalization project.

The imposition of austerity measures by indebted governments deep-
ened inequalities within their societies. Their surrender of public capacity
yielded power to global institutions. Economic liberalization and currency
devaluation heightened competition among states for credit and invest-
ment, consolidating Third World disunity. Structural adjustment pro-
grams required the reduction of social infrastructure, privatization of pub-
lic enterprise, and deregulation of protective laws regarding foreign
investment, national banking, and trade policy. And so were laid the foun-
daticns for the new globalization project, the components of which are
summarized in the following insert.
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What Are the Elements of the Globalization Project?

The globalization project combines several strands: (1) an emerg-
ing consensus among policy makers favoring market-based rather
than state-managed development strategies; (2) centralized man-
agement of global market rules by the G-7 states; (3) implementa-
tion of these rules by the multilateral agencies: the World Bank, the
IME and the WTQ; (4) concentration of market power in the hands
of transnational corporations and financial power in the hands of
transnational banks; (5) subordination of former Second and Third
World states to these global institutional forces; and (6) subordina-
tion of First World states to these global institutional forces—a
subordination as yet by no means as severe as in the former two
Worlds, in part because First World societies have more institu-
tional and political coherence, so a smaller proportion of their
population is marginalized.

The standardized prescriptions for liberalization reorganize regions
and locales: from the removal of Mexican campesinos from long-held pub-
lic lands, through the rapid dismantling of public ownership of the econo-
mies of Eastern Europe, to the proliferation of export processing zones and
agro-export platforms. Many of these mushrooming export sites suffer the
instability of flexible strategies of “footloose” firms, as they pick and
choose their way among global sourcing sites. Social protections decline as
communities lose their resource bases (as forests dwindle) or their em-
ployment bases (as firms downsize or move offshore}.

Under these conditions, globalization is everything but universalist in
its consequences. It assigns communities, regions, and nation-states new
niches or specialized roles (including marginalization) in the global
economy. The development project proposed social integration through
national economic growth under individual state supervision. Alterna-
tively, the globalization project offers new forms of authority and disci-
pline according to the laws of the market. Whether these forms of author-
ity and discipline are based in global institutions like the World Trade
Organization or in national institutions managing the global marketplace
within their territories, they perform the governance functions of the glo-
balization project.



The Globalization Project in Action

There are two sides to the globalization project: (1) the goal of global eco-
nomic growth, managed by advocates of the free market ideal, and (2) the
untidy social reality generated in the wake of the development project
and the emerging globalization project. The process of global integration
is not unproblematic. It transforms social structures and introduces new,
undemocratic forms of governance, where whole populations lose any
formal representation in decisions about their material future. Develop-
ment may be thought of as an economic process, but it is also profoundly
political.

In this chapter we consider some of the social effects of global integra-
tion that have the most substantial impact on our future. These are (1) a
growing global labor surplus, including global migrations of labor; (2) in-
tensified informalization of economic activity; and (3) the crisis of govern-
mental legitimacy at the national level. Although these three effects could
be considered the underside of globalization, they have important long-
term implications. Some of these provide the stimulus to the oppositional
social movements examined in Chapter 7. Here we document the struc-
tural trends that accompany the globalization project, beginning with the
labor surplus.

A Global Labor Surplus

In the shadow of globalization lurks a rising dilemma: the redundancy of
labor. For example, in France the GNP grew by 80 percent between 1973
and 1993, but unemployment grew from 420,000 to 5.1 million.! Two ma-
jor trends seem to contribute to labor redundancy, one secular and the
other cyclical. The secular or linear trend is the ongoing process of “de-
peasantization.” The process that expelled peasants from the land and
forced them to migrate to urban centers has, of course, been occurring for
centuries. But it has accelerated outside the First World since the post-
World War 1 era, as more and more areas of land and forest are absorbed
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Around 65,300 U.S. footwear jobs disappeared between 1982 and 1989,
Part of the reason was that during this time Nike stopped tnaking athletic
shoes in the United States, relocating most of its production to South Ko-
rea and Indonesia. In the early 1990s, a worker, usually female, in the
footwear industry in Indonesia earned $1.03 per day compared to an av-
erage wage in the U.S. footwear industry of $6.94 per hour.?

Under competition from cheap labor overseas, core industries in the
United States and the United Kingdom had lost the power to set wages and
stimulate local supplier industries by the late 1970s. By the mid-1980s, the
same decline was occurring in Japan.!? This loss of core function was part of
the industrial hollowing-out phenomenon. Some Japanese manufacturing
had shifted offshore to Southeast Asia, as Japan increasingly supplied com-
ponents and production machinery, such as robots, to other countries for
use in final product assembly. Japan, too, is becoming a high-tech economy
specializing in services and information-based industries. These trends are
indicators of postindustrialism, explained in the following insert.

What Is Postindustriglism?

Postindustrialism describes a society that has moved beyond its
industrial phase of economic growth and social development.
Services now predominate as the major economic activity. These
include public and private work, referred to as “people-process-
ing” work by C. Wright Mills in his classic sociological work,
White Collar, which addresses the decline of blue-collar work in
the United States in the 1950s. Services include clerical work, re-
tailing, health care, restaurant work, finance, and education. The
assumption is that the society is sufficiently technoelogically ad-
vanced that only a small proportion of the labor force is employed
in agriculture and industry. Three puzzles are associated with the
idea of postindustrialism: (1} Have industrial jobs moved off-
shore? (2) Because some postindustrial jobs, such as data process-
ing and insurance processing, have also moved offshore, where
does this leave us? (3) Why are many of the new postindustrial
jobs, often referred to as “pink-collar” work, so low paying and
impermanent?

Whether postindustrial services (retailing, health care, restaurants, fi-
nance, security) are the basis of future economic expansion is hotly de-
bated. Some see many service jobs as inferior to manufacturing jobs,
whereas others argue that service jobs such as design and sales are gener-
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ated by manufacturing systems as they become more sophisticated.! Ser-
vice employment is not, however, immune to relocation. Many new jobs
in the Caribbean, for example, are data processing jobs that large U.S. in-
surance, health industry, magazine subscription renewal, consumer credit,
and retailing firms have shifted offshore at a lower cost. Swissair recently
transferred all its revenue accounting to Bombay, and many U.S, software
firms subcontract labor-intensive programming to Bangalore.’?

Since 1970, manufacturing employment has fallen 50 percent in Britain,
8 percent in the United States, 18 percent in France, and 17 percent in Ger-
many, although most of these jobs were in “low-tech” industries, such as
footwear, textiles, and metals.’? This hollowing-out of First World indus-
trial bases intensified under the debt regime. Deflationary conditions to
the south slowed economic growth rates and middle-income consump-
tion, thereby reducing imports from the First World. Overall, the growth
rate of world exports to the former Third World fell from 7.9 percent to
—0.2 percent between 1969-1981 and 1981-1988.1¢

One solution would be to pursue a form of global Keynesianism,
wherein public monies are redistributed across the world to stimulate pub-
lic employment that would counterbalance falling productive investments
and stimulate new purchasing power. This idea informed the failed New
International Economic Order (NIEQ) initiative in the 1970s. But the idea is
presently preempted by the pervasive belief that minimizing public invest-
ment and allowing the market to work its magic is the proper course. Brit-
ain offers such an example. After a decade of conservative government re-
structuring of the British labor force (weakening union rights, eliminating
minimum wages, reducing jobless benefits), Britain in the 1990s became a
new site for offshore investment from Europe—mostly in part-time jobs
(electronic assembly, apparel, clerical tasks) undertaken by women at con-
siderably lower wages than would be paid in Europe.’® Typically, “Third
World” working conditions are just as likely to appear in the global centers
under the policy of economic liberalism. Garment sweatshops are a recur-
ring phenomeneon, for example, in New York City, and a range of “Third
World” jobs has spread in First World cities over the past two decades.'
This process is further advanced in the United States, which, uniike Eurc-
pean states, has allowed companies to hire part-time employees without
traditional full benefits, thus creating millions of new jobs.!”

Meanwhile, in the former Third World, over half the labor force was
unemployed or underemployed in the 1980s.1® In the early 1990s, the
count approached approximately 1 billion, according to estimates by the
International Labor Organization. In the Organization for Economic Coop-
eration and Development (OECD) countries, approximately 35 million
people were officially unemployed in 1993. In the ex-Communist coun-
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tries of Eastern Europe, the proportion of unemployed was more than
double that in the OECD countries. In the United States, where 60 percent
of new jobs were part time, President Clinton acknowledged a “global cri-
sis of unemployment.” He added: “All the advanced nations are having
difficulty creating new jobs, even when their economies are growing. . . .
We have to figure out how to unlock the doors for people who are left be-
hind in this new global economy.”!®

Arguably, the problem is that the new global economy habitually leaves
people behind, as jobs are automated, shed, or relocated under the com-
petitive pressure of the global marketplace. Competition compels firms not
only to go global, but to keep their sourcing flexible and, therefore, their
suppliers—and their workers—guessing. The women’s wear retailer Liz
Claiborne, which divides its sources mainly among the United States,
Hong Kong, South Korea, Taiwan, the Philippines, China, and Brazil,
claims: “The Company does not own any manufacturing facilities: all of its
products are manufactured through arrangements with independent sup-
pliers. . . . The Company does not have any long-term, formal arrange-
ments with any of the suppliers which manufacture its products.”?

Legacies of First World Labor Importing

Labor redundancy on such a grand scale contributes to social disorder
across the world, as restructuring and relocation of firms destabilize orga-
nized labor markets, industrial districts, and human habitats. The quick-
ened movement of the global economy stratifies populations across, rather
than simply within, national borders. With provocative imagery, Jacques
Attali, former president of the European Bank for Reconstruction and De-
velopment, distinguishes rich nomads (“consumer-citizens of the world’s
privileged regions”) from poor nomads (“boat people on a planetary scale”).
In a gloomy projection in the wake of the “lost decade,” Attali suggests:

In restless n_mmmum:.\ the hopeless masses of the periphery will witness the spec-
tacle of another hemisphere’s growth. Particularly in those regions of the
South that are geographically contiguous and culturally linked to the North—
places such as Mexico, Central America, or North Africa—millions of people
will be tempted and enraged by the constant stimulation of wants that can't
be satisfied. . . . With no future of their own in an age of air travel and telecom-
munications, the terminally impoverished will look for one in the North. . ..
The movement of peoples has already begun; only the scale will grow: Turks
in Berlin, Moroccans in Madrid, Indians in London, Mexicans in Los Angeles,
Puerto Ricans and Haitians in New York, Vietnamese in Hong Kong.?!

Such latent fears, founded in stereotypes, underlie the concern of the global
managers and the First World “consumer citizens” to stem the tide of global
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labor migration. During the NAFTA debate, one study claimed that failure
to implement NAFTA would devastate the Mexican economy to the degree
that “at least 500,000 extra migrants would sneak north each year through-
out the next decade.”?? A year later, following sharp devaluation of the
peso, the Clinton Administration argued that if the United States did not in-
crease the Mexican bailout fund from $2 billion to $40 billion, an additional
430,000 Mexicans would cross the border into Texas and California.

A cursory glance at the First World newspapers of the 1990s confirms
the broad anxiety about the ethnic composition of the global labor force,
often manifested in outbreaks of racist violence toward “guest workers.”
This attitude has been particularly manifest in Europe, where 20 million
immigrants from other world zones live. It is well to remember that in the
postwar development decades states actively promoted the guest worker
phenomenon—when European firms needed a cheap labor force while its
basic industries were expanding, and when Southwestern U.S. industrial
and agribusiness firms needed cheap Mexican labor under the bracero pro-
gram, an official labor immigration policy. Continuing immigration is in
the interests of firms needing cheap labor and of privileged people need-
ing servants, even though it has become the focus of cultural backlash and
political fear campaigns. The scope of labor migration is the focus of the
following case study.

CASE STUDY
The Global Labor Force in Circulation

At the beginning of the 1990s, as many as 80 million people were
estimated to be living as expatriate laborers around the world.
One Geneva-based journalist observed: “A woman gynecologist
from Romania sells bananas in a downtown supermarket here.
Polish engineers pick grapes in Swiss alpine vineyards, earning in
five weeks what it would take them five months to make at horme.
Thai bar girls in Tokyo ride the Japanese economic boom together
with 700,000 workers from Korea. Expatriates from more than 100
countries work in graying Italy, where Roman matrons connive
with Borgian resolve for the services of cleaning women. Among
the 2.8 million foreign workers . . . in the Middle East last year
were 17,000 Vietnamese. Hundreds of thousands of Indonesians
harvest rubber and copra in Malaysia for the same pocketbook
reasons that Mexicans pump gasoline in Los Angeles. In Germany,
there are more than 1,000 mosques for resident Turkish workers.”

Source: Montalbano, 1991, p. F1.
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Labor: The New Export

Just as money circulates the globe seeking investment opportunities, so
labor increasingly circulates seeking employment opportunities. Migra-
tion is of course not new to the late twentieth century. The making of the
modern world in particular has involved the unrelenting separation of
people from the land. Colonialism propelled migrations of free and un-
free people across the world. Between 1810 and 1921, 24 million people,
mainly Europeans, emigrated to the United States alone.?? The difference
today is largely one of scale.

During the 1980s, spurred by debt regime restructurings, there was an
internal migration in the former Third World of between 300 and 400 mil-
lion people.® This pool of labor, then, contributes to current levels of global
migration from overburdened cities to metropolitan regions as it seeks to
earn money for families back home. Estimates suggest that roughly 100
million kinfolk depend on remittances of the global labor force. Also
spurred by debt, labor export has become a significant foreign currency
earner: Filipino overseas earnings are estimated to amount to $3-%5 billion,
for example. About 2 million Filipinos work overseas as contract laborers
(seamen, carpenters, masons, mechanics, or maids).?®

The government of the Philippines has a de facte labor export policy,
which has become an important component of an export-led develop-
ment strategy.?’ In addition to products, labor is exported, mainly to the
oil-rich Middle East, where contractors organize the ebb and flow of for-
eign labor. One contractor, Northwest Placement, a privately run recruit-
ing agency, receives 5,000 pesos ($181)—the maximum allowed by the
Labor Department—from Filipino applicants on assurance of a job; this
covers the costs of a medical check, visas, and government clearance
fees. Not surprisingly, there are plenty of unlicensed agencies operating
also.?

The conditions of foreign labor, or guest workers, are often devoid of
human rights. Workers in the Gulf states, for example, are indentured,
with no civic rights, no choice of alternative jobs, and no recourse against
poor employment conditions and low wages—which are determined by
the income levels of the country of origin. Migrant workers must surren-
der their passports on arrival; they reportedly work 12 to 16 hours a day,
seven days a week. Governments in the migrant workers’ home countries
in Asia, dependent on foreign currency earnings, are reportedly resigned
to the exploitation of their nationals. International labor union organiza-
tions have been ineffectual, especially as Middle Eastern states have
united to suppress discussion in international forums of working condi-
tions inside their countries.”
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The Politics of Global Labor Circulation

In the United States, labor comes from all over the world, principally
Mexico (around 60 percent in 1990), Asia {22.1 percent), Europe (7.3 per-
cent), South America (5.6 percent), and Africa (2.3 percent). About 33 per-
cent of the population of Los Angeles County is foreign-born, a number
that has tripled since 1970. “Latinos, now 28 percent of California’s popu-
lation, will likely be the majority by 2040.”% The scale is large enough that
immigrants retain their cultural and linguistic traditions rather than as-
similate, as they did earlier in the formation of U.S. society. Robert Reich
has commented that “the old American ‘melting pot’ is now cooking a
variegated stew, each of whose ingredients maintains a singular taste.”*!

The juxtaposing of distinct cultures in countries to which labor mi-
grates creates this multicultural effect. The United States took a turn in this
direction in 1965, when the Immigration and Nationality Act Amend-
ments abolished the previous policy of organizing immigration according
to the already established patterns of cultural origin. “During the 1950s
there were nine times as many European immigrants as there were Asians.
Following the passage of the new Immigration Act, the proportions were
sharply reversed.”? However, in the context of economic restructuring in
the United States, a heightened “nativism” is appearing—a local backlash
in response to the economic, social, and cultural uncertainties associated
with this trend. Since 1965, the polled percentage of Americans objecting
to immigration has almost doubled—from 33 percent to 60 percent.*® The
following case study examines the effects of one particular immigrant
group in France.

Increasingly, given the scale of labor migration, minority cultures are
forming identifiable communities in their new labor sites, maintaining a
certain distance from the local cuiture. The inhabitants of these “trans-
national communities” have regular contact with their sending countries
and other migrant communities through modern electronic communica-
tion (e-mail, fax), transportation, and media developments; they establish
their own cultural beachhead within the host society. Such communities
may engage in what Benedict Anderson has referred to as “long-distance
nationalism”; they are activists residing in an immigrant community but
involved politically in their country of origin.* Such offshore activities
distort politics in the countries of origin.

The circulation of cultures of labor binds the world through multi-
culturalism. However, the conditions in which labor circulation has in-
tensified have made multiculturalism a fragile ideal. Labor export
arrangements deny rights and representation to the migrant work force.
Deteriorating economies and communities in the centers of the global
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CASE STUDY
Dilemmas of Multiculturalism in France

In France, the question of multiculturalism has been tested re-
cently with the growing presence, and fundamentalism, of the 3.5
million Muslims living in that country. Muslims comprise a quar-
ter of the total immigrant population (mostly from European
countries). Their presence stems from French policy to import
large numbers of North African men for factory and construction
work from the 1960s through 1974, after which families were al-
lowed to join the men. Arab and African immigrants and their
French-born children form an increasingly distinct suburban
underclass in French society. The children are referred to in French
slang as “beurs,” a reversal of the syllables of the French werd for
Arab. A principal of a Parisian school with a considerable immi-
grant population remarked in 1993: “In the 1970s and 1980s, we
promoted multiculturalism. We had a day of couscous, a day of
paella, it was “vive la différence” much of the time. Now the pen-
dulum is going the other way.”

The pendulum change registers the growing number of Mus-
lim immigrants in France, the charge made by the right-wing Na-
tional Front party that the official number of immigrants is about
the same as the number of unemployed workers, and a 1991 poll
showing that 77 percent of the French agreed that the million or so
“illegal” aliens, mostly African, should be expelled.

Source: Riding, 1993.

economy spark exclusionist politics that scapegoat cultural minorities. In
the days of the development project, a more inclusive attitude prevailed,
rooted in broad-based class movements and political coalitions committed
to cultural integration and the redistribution of resources. In the present
context, inclusion is threatened by separatist politics. The race to the bot-
tom has profound destabilizing tendencies.

Informal Activity

The globalization project is accompanied by another social process arising
from the limits of the development project—a growing culture of infor-
mal, or marginal, activity. This culture involves people working on the
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fringes of the market, performing casual and unregulated labor, working
in cooperative arrangements, street vending, or pursuing what are
deemed illegal economic activities. This culture did not just appear, how-
ever. With the rise of market societies, the boundaries of the formal
economy were identified and regulated by the state for tax purposes; but
they have always been incomplete and fluid, often by design and cer-
tainly by custom. An army of servants and housecleaners, for example,
routinely works “off the books.” Casual labor has always accompanied
small-scale enterprise and even large-scale harvesting operations where
labor use is cyclical. Also, a substantial portion of labor performed across
the world every day is unpaid labor—such as housework and family
farm labor.

It is somewhat artificial, then, to distinguish between a formal econ-
omy with its legal/moral connotations and an informal sector with its il-
legal /immoral connotations. They are often intimately connected and mu-
tually conditioning. The distinction is made by economists concerned
with models of economic activity that can be measured. And the measure-
ment is done by governments who are concerned with their records and
their tax base. We continue to make the distinction here because it helps to
illuminate the limits of official, formal development strategy on the one
hand and to identify alternative, informal livelihood strategies on the
other.

Our point is that those who are bypassed or marginalized by develop-
ment often form a culture parallel to the market culture. There is, of course,
a question as to whether this informal culture is a real alternative or simply
an impoverished margin of the formal culture. This may be an issue of
scale, or it may depend on the context. For example, withdrawal from the
formal economy in the countryside may revive subsistence farming that
represents an improvement in living standards over working as a rural la-
borer or existing on the urban fringe, as long as land is available. The scale
of marginalized populations grows with de-peasantization and the labor
redundancy discussed in the previous section. That is, these trends are of-
ten connected, so that informalization is a direct outgrowth of expanded
formal economic activity or the concentration of resources in fewer corpo-
rate hands.

One source of the quite dramatic expansion of the informal sector has
been the hyper-urbanization in former Third World countries. Agricul-
tural modernization routinely expelled peasants and rural labor from se-
cure rural livelihoods; they migrated to the urban centers where, as they
had heard on the radio and through the migrant labor networks, jobs and
amenities were available. One vivid account of this trend is given by
Hernando De Soto, a libertarian critic of developmentalism:
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Quite simply, Peru’s legal institutions had been developed over the years to
meet the needs and bolster the privileges of certain dominant groups in the
cities and to isolate the peasants geographically in rural areas. As long as this
system worked, the implicit legal discrimination was not apparent. Once the
peasants settled in the cities, however, the law began to lose social relevance.
The migrants discovered that their numbers were considerable, that the sys-
tem was not prepared to accept them, that more and more barriers were
being erected against them, that they had to fight to extract every right from
an unwilling establishment, that they were excluded from the facilities and
benefits offered by the law. . . . In short, they discovered that they must com-
pete not only against people but also against the system. Thus it was, that in
order to survive, the migrants became informals.®

In effect, then, development engendered a growing marginal popula-
tion. Of course, these peri-urban communities, as they are known, have
been expanding throughout the twentieth century: the urban South has
grown from 90 million in 1900 to nearly 1 billion in 1985, with an increase
of over 40 million a year. Its share of world urban population increased
from 39 percent to 63 percent between 1950 and 1990. The United Nations
estimates that in the former Third World there will be 2 billion city dwell-
ers by the year 2000 with increases of 109 percent in Africa, 50 percent in
Latin America, and 65 percent in Asia.?

With globalization, the lines are drawn even more clearly, on a larger
scale, and possibly more rapidly. There are professional and managerial
classes who participate within global circuits (involved with products,
money, electronic communications, high-speed transport} linking enclaves
of producers/consumers across state borders. Many of these people in-
creasingly live and work within corporate domains. For the United States,
Robert Reich termed this the “secession of the successful,” meaning the
top fifth of income earners in America, who “now inhabit a different
economy from other Americans. The new elite is linked by jet, modem,
fax, satellite and fiber-optic cable to the great commercial and recreational
centers of the world, but it is not particularly connected to the rest of the
nation.”¥” And there are those whom these circuits bypass, or indeed dis-
place. These are the redundant labor forces, the structurally ﬁnmgﬁ_o%m?
the marginals, who live in shantytowns and urban ghettos across the
world. Some join the global labor force as migrants and/or refugees, and
others enter the informal, or underground, economy.

Informalization is not new, but under economic globalization it has
some different facets. One facet is the industrial decay or downsizing that
occurs as the global labor market comes into play. The labor expelled in
this process is quite distinct from first-generation peasants forced to leave
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the land. Middle-class people are now entering the ranks of the structur-
ally unemployed daily in the United States.

Projections abound concerning the impact of a GATT regime. Only
time will tell how accurate they are. The former chair of the Group of 77,
Luis Fernando Jaramillo, predicted in January 1994 that “the industrial-
ized countries, which make up only 20% of the membership of GATT, will
appropriate 70% of the additional income to be generated by the imple-
mentation of the Uruguay Round.” According to a GATT report released
nine months later, the big winners would be the United States and the Eu-
ropean Union. It stands to reason that the “level playing field” under a
GATT regime would privilege the strongest markets, but it is by no means
clear that there will be a rising tide of global economic activity. The Orga-
nization for Economic Cooperation and Development predicts that after a
decade of a GATT regime Africa will lose an additional $3 billion of trade
income annually; wheat and corn prices will rise, while cocoa and coffee
prices will continue to fall.®® Finally, in 1994, European Member of Parlia-
ment James Goldsmith reported in a U.S. Senate inquiry that 4 billion
people are joining the world economy as the Cold War, which held them
separate in the Second World, has ended:

The application of GATT will also cause a great tragedy in the third world.
Modern economists believe that an efficient agriculture is one that produces
the maximum amount of food for the minimum cost, using the least number
of people. . . . It is estimated that there are still 3.1 billion people in the world
who live from the land. If GATT manages to impose worldwide the sort of
productivity achieved by the intensive agriculture of nations such as Austra-
lia, then it is easy to calculate that about 2 billion of these people will become
redundant. Some of these GATT refugees will move to urban slums. But a
large number of them will be forced into mass migration. . . . We will have
profoundly and tragically destabilized the world’s population.®

Informalization

Refugees such as those described by Goldsmith are likely to enlarge the
social weight of informal activities across the world. That is, with an en-
larging mass of people existing on the fringes of the formal economy,
informalization may rise. Informalization (as a term describing a soctal
movement) reputedly first defined the consolidation of informal activity in
Africa in the 1970, a trend that grew out of successive development fail-
ures.*! Serge LaTouche argues that informal activity actually constitutes a
society rather than an atypical and invisible economic reality—if not a le-
gal society, certainly an alternative to legal society. It proceeds first from a
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negative description in which marginal types—for example, women and
their work—are perceived by planners as nonformal, unwaged, unorga-
nized, outside the realm of official statistics, and so forth. Such negative
description parallels common First World perceptions of Third World
people. According to Arturo Escobar, non-European pecple often tend to
be perceived by what they lack—capital, entrepreneurship, organization
and political conscience, education, political participation, infrastructure,
rationality.*? This perception underlay the assumptions of the develop-
ment project.

The positive description of the informal economy transcends the nega-
tive definition. Fantu Cheru calls it the “silent revolution,” referring to the
defensive response of African peasants to the failure of trickle-down poli-
cies: they dropped out. Exiting was the choice for producers and workers
consistently bypassed by state policies. Self-defense “has required the re-
suscitation of rural co-operatives, traditional caravan trade across borders,
catering services and other activities that had once fallen into disuse,
depriving the state of the revenue that traditionally financed its anti-
people and anti-peasant development policies.”** LaTouche views the in-
formal as

comprehensive strategies of response to the challenges that life poses for
displaced and uprooted populations in peri-urban areas. These are people
torn between lost tradition and impossible moedernity. The sphere of the
informal has, incontestably, a major economic significance. It is characterised
by a nec-artisanal activity that generates a lot of employment and produces
incomes comparable to those of the modern sector. . . . Resolving practical
problems of living spaces and daily life has all sorts of economic ramifica-
tions, so much so that the practical importance of the “informal economy” is
no longer a matter of debate. Some 50-80% of the population in the urban
areas of these countries live in and from the informal, one way or another.
Moreover, the “informal economy” and more generally the “informal soci-
ety” do not constitute a closed world. There are all sorts of bridges and ties
into “formal” national and international structures.*

In many ways, informalization has become more and more prominent
because more and more people are disenchanted with the economic mod-
els associated with the development and globalization projects. So the dis-
covery of survival strategies among the poor and dispossessed has be-
come an academic industry. Activists are finding these communities to be
sources of hope rather than despair. Ivan Illich, for example, notes that “up
to now, economic development has always meant that people, instead of
doing something, are instead enabled to buy it.”% In this parable he finds

that the “development castaways” constitute a proliferating culture of
alternatives.
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The “lost decade” intensified pressures to consolidate new livelihood
strategies in already overburdened cities. In Latin America, whereas for-
mal employment rose by 3.2 percent annually in the 1980s, informal jobs
rose at more than twice that rate. Presently about a third of urban jobs in
Asia and Latin America and more than half in Africa are estimated to be
informal.** Among the poor in urban Mexico, collective pooling of re-
sources to acquire land, shelter, and basic public services (water, electric-
ity) was one widespread strategy for establishing networks among friends
and neighbors to build their own cheap housing.4?

Many different strategies contribute to the culture of the new commons, a
social inventiveness arising on the fringes of industrial society and draw-
ing on traditional collective interaction to allow people to make ends meet.
Mexican intellectual Gustavo Esteva observes:

Peasants and grassroots groups in the cities are now sharing with people
forced to leave the economic centre the ten thousand tricks they have learned
to limit the economy, to mock the economic creed, or to refunctionalize and
reformulate modern technology. The “crisis” of the 1980s removed from the
payroll people already educated in dependency on incomes and the market
people lacking the social setting enabling them to survive by themselves.
Now the margins are coping with the difficult task of relocating these people.
The process poses great challenges and tensions for everyone, but it also
offers a creative opportunity for regeneration.®

Growth and Marginalization
Arguably, the culture of the new commons may spread, as more and more
regions across the world decay from neglect. The neglect has two sources.
First is the incapacity of debt-stressed state organizations to support re-
gions that do not contribute to the global project. For example, in the
poorer states, with borrowed funds earmarked to promote export produc-
tion to service debt, little remains to subsidize sectors and communities
on the margins. In sub-Saharan Africa, total debt servicing amounts to $10
billion annually, four times the amount spent on health and education.*
The First World is not immune to this fiscal stress—the United States con-
tinues to confront its rising debt burden by slashing social services.
Second, the hallmark of a market regime is inequality—the reinforcing
of growth poles and the neglect of the remainder. We already can see this
in practice:
1. During the 1980s, the North/South gap widened such that the
average-living-standards differential was 10 to 1.

2. According to UN. calculations, within the three super-regions—
the United States, Europe, and Japan (the “Triad”)}—cross-border
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investment tripled between 1980 and 1988, accounting for one-third
of such investment worldwide. “In terms of trade, interactions within
the Triad have outpaced both interactions in the rest of the world, and
interactions between the Triad and the rest of the world, indicating a
faster rate of integration within the Triad than between the Triad and
the rest of the world.”!

3. Between 1990 and 1993, foreign direct investment in the former Third
World nearly tripled, but 60 percent of it was concentrated in Asia
(China, Singapore, Malaysia, Thailand, Hong Kong, Taiwan, and
Indonesia).>?

4. The African share of world exports is now about 1.3 percent, whereas
Latin America’s is around 4.3 percent.”

5. Bleak images of “Europe’s periphery, Africa, [as] a lost continent”
abound: “Since 1970, Africa’s share of the world markets has been
reduced by half; its debt has been multiplied by twenty and now
equals its total gross product; and income per capita in sub-Saharan
Africa has fallen by one-quarter since 1987.7%

The globalization project is likely to be considerably more selective in
its reach. Just because its progenitors speak of globalization does not mean
there is universal and homogeneous development. Weaker regions of the
world have no real channels of representation. They can attract attention
from investors only by making themselves weaker through further struc-
tural adjustment. The selectivity of the globalization project distinguishes
it from the direct interventions in the non-European world under colonial-
ism and from the aid and geopolitics of the development project. The glo-
balization project appears to be a recipe for marginalization.

As noted in the development literature, conditions in sub-Saharan Af-
rica are expected to deteriorate further, and some fear that the reconstruc-
tion of Eastern Europe will draw assistance monies away from the African
continent, According to Brown and Tiffen, “Africa is being marginalised as
never before, as the single European market, the American continental
trade bloc and the Japanese Pacific Rim—the ‘triad"—become the foci for
capital investment and the target markets for the products of that invest-
ment.”% Over and above the neglect, there are the maturing industrial and
biotechnological substitutes for tropical exports (such as sugar, rubber,
oils, fish protein, and cocoa). Robert Schaeffer terms this scenario indiffer-
ent imperialism, where the wealthy countries “have so greatly increased
their technological advantages that they do not need to exploit the whole
world, just some of it.”%

Informalization is one consequence of marginalization. Another is the
loss of governmental legitimacy. In the kind of transition through which
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we are living, the erosion of national capacities expresses itself in the ero-
sion of representative politics. No one votes for global management sys-
tems. Yet, as governments undertake such managerial functions for the
global economy, they shed their own representative role, and their citizens
lose faith—as we see in the final section of this chapter.

Legitimacy Crisis

The third social impact of economic globalization is a growing legitimacy
crisis of government. This means that citizens’lose faith in their govern-
ment or that government policies exacerbate social divisions within the
population between classes and regions. We have already seen that global
managerialism generates new forms of governance—either as regulation
by global institutions or as surrogate global management by individual
states themselves. Both of these new forms of governance pose problems
for national governments in relation to their citizens, because both erode
national sovereignty. Erosion takes many forms—from foreign ownership
of essential national resources {(banking and energy infrastructures),
through the undoing of political coalitions formed around national devel-
opment projects, to the dismantling of social services provided by govern-
ments to their needier populations. All these trends erode government
capacity or social responsibility. With the disappearance of social protec-
tions, described in the following insert, the government’s legitimacy be-
comes more fragile.

Also eroding the legitimacy of nation-states is their loss of coherence or
definition, resulting from the growing integration of economic regions,
currency exchanges, and cultures across the world. This integration is
sometimes termed “coca-colonization”—in metaphorical reference to the
process by which the ubiquitous soft drink replaces local drinks and rede-
fines thirst. Former United Nations University President Soedjakmoto
commented:

In the process of interdependence, we have all become vulnerable. Our soci-
eties are permeable to decisions taken elsewhere in the world. The dynamics
of inter-dependence might be better understood if we think of the giobe not
in terms of a map of nations but as a meteorological map, where weather
systems swirl independently of any national boundaries and low and high
fronts create new climatic conditions far ahead of them.”

It is important to remember that these interdependencies have not
come just with the globalization project, nor has globalization created the
legitimacy problems of governments of the former Third World. These
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What Are Social Protections?

When capitalist economies came into being, they undid the tight-
knit, sometimes oppressive, community relationships of the
premarket society. Peasants, expelled from the land to work as
wage laborers in the cities, found that they were in a fiercely com-
petitive labor market and at the mercy of their employers. Over
time, the new working classes banded together and fought for
their right to organize in unions, and then they demanded the
right to vote. Once able to exercise some power through the elec-
toral systems, they were in a position to demand social rights—
that is, entitlements to unemployment protection, health and wel-
fare benefits, work safety laws, and other safeguards. They had
the power to get their way in the early twentieth century as gov-
ernments needed their loyalty for military and taxing purposes.
Also, as industry grew, labor held increasing power with its threat
of a strike. The politics of social protection is of course more com-
plex than this, but it does invoelve these various kinds of economic,
political, and social relationships. By the mid-twentieth century,
the welfare state was quite well established, at least for a time.

states always had legitimacy problems of one kind or another, in part be-
cause of the colonial legacy. For instance, African states did not necessar-
ily coincide with nations, and colonialism’s disorganizing impact compro-
mised their economic resources and social coherence. But anticolonial
movements and the new governments saw the centralized state as the key
to overcoming the colonial legacy. They mobilized different class and eth-
nic groupings behind the pursuit of material improvements associated
with the development project. The developmentalist state was the primary
actor. ‘

Development Project Legacies

Two elements of the development project, however, typically compro-
mised Third World states in their pursuit of modernity: the network of
military alliances in the Cold War and the urban bias of economic growth
strategies. Urban bias channeled wealth away from the rural sector in Af-
rica, inflating public works in the cities at the expense of small farming.
The deterioration of sub-Saharan African economies through the develop-
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ment decades undercut states’ capacities and their ability to deliver on
their citizens’ heightened expectations from the anticolonial struggle. Citi-
zens disengaged from the formal economy, pursuing activities such as
hoarding, currency exchanging, smuggling, and bartering. Ghana's head
of state, Jerry Rawlings, referred to the “culture of silence,”®® and in the
1980s Fantu Cheru documented the African states’ weakened capacity to
regulate social and economic relations under the pressures of the debt re-
gime in his book The Silent Revolution in Africa (1989).

Militarization, through aid packages from the Cold War superpowers
and through choices made by military or authoritarian regimes, diverted
scarce funds from developmental programs. Between 1960 and 1987, mili-
tary spending in the Third World rose almost three times as fast as in the
First World, as the Third World more than doubled its share of global mili-
tary spending—from 7 percent to 15 percent. Meanwhile, the Third
World’s share of global income stayed below 5 percent. In 1992, 18 former
Third World countries devoted more to military spending than to their
education and health budgets, and eight of these were among the world’s
poorest nations.>

These spending decisions, however, reflect far more than simply the
diversion of resources. The militarization of governments and societies
carries vast consequences. Basic human rights and potential civil rights
suffer in states whose regimes hold power through terror and intimidation
of their subject populations. Legitimacy is always compromised in states
that rule through coercion rather than consent. It is true that certain states
like South Korea managed to establish some legitimacy by providing ma-
terial benefits to the population while suppressing their political rights.
Having North Korea as a neighbor, of course, helped, and this proximity
explains why the Cold War was so critical to the implementation of the de-
velopment project. If governments were balancing their developmental
needs with security needs in a hostile world, then coercion (and military
aid) was more readily justified.

Development and Democracy?

Even in circumstances where militarization compromised or slowed po-
litical development, the expectation was that economic growth would
eventually lead to political democratization. This was the model held
out to the Third World. But it was controversial, because many newly
industrializing countries and middie-income states grew economically
while their governments remained bureaucratic, authoritarian, and mili-
taristic. The term bureaucratic-authoritarian industrializing regimes
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(BAIRs) was coined to describe this type of government.5’ The forme,
prime minister of Singapore, Lee Kuan Yew, justified authoritarianism
in his characteristic paternalist way: “I do not believe that amBOQ.mQ
necessarily leads to development. I believe that what a country needs tp
develop is discipline more than democracy. The exuberance of democ.
racy leads to indiscipline and disorderly conduct which are inimical to
development.”®! Lee Kuan Yew may have meant that when different
classes put conflicting demands on the state—industrial-capitalists seek-
ing propitious business conditions, workers asking for higher wages,
farmers requesting subsidies—the bureaucratic elites have less fiexibil-
ity. In addition, a docile labor force is a strong incentive for foreign in-
vestment. But economic change and the restructuring of economic op-
portunity do alter a country’s social structure, which in turn changes
the balance of social and political forces.

South Korea is a case in point. It appeared to confirm the dictum that
development does bring about democracy. During the 1980s, as it modern-
ized on an expanding base of heavy industry, a sequence of political chal-
lenges was directed at the regime. The national economy was experienc-
ing stress, as rising labor costs were affecting the competitiveness of
Korean export manufacturing. Powerful industrialists, a burgeoning
middle class, and a mobilized working class all put pressure on the state
to adjust the economic system to improve their respective conditions.
Hagen Koo observed at the time: “The capitalist class has grown too
strong to be easily dominated by the state, and workers are not as docile
and quiescent as they once were. At the same time the presence of a rela-
tively large, well-educated middle class exerts pressure on the state for
political democratization.”®? In 1987, a political explosion occurred, as la-
bor unrest and broad demonstrations directly challenged the paternalism
of the South Korean regime, starting a movement for greater democracy in
the electoral system.®

The relationship between development and democracy is always com-
plex, depending at a minimum on the mix of local conditions and the glo-
bal position of states and economic actors. The development project was
always infused with the expectation that development would lead to de-
mocracy. But as the globalization project takes shape, declining state legiti-
macy also encourages movements for democracy. The shrinking of the
state can open space for political activism as patronage systems lose their
funds. It can also stimulate political upheaval when urban communities
lose resources as their states restructure. These complex relationships are
illustrated in the following case study of Brazil.
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CASE STUDY
Development, Class, and Democracy in Brazil

The relationship between development and democracy is gener-
ally mediated by class politics. How central class politics becomes
depends on the particular case. Middle-income states (such as the
newly industrializing countries) typically have substantial domes-
tic economies and therefore quite mature industrial structures in
which class politics features centrally. These circumstances came
together in Brazil.

The Brazilian economic “miracle” followed the 1964 military
coup, which had dismantled the previous government’s develop-
mentalist alliance. Although it encouraged foreign investment in
the auto and auto-parts, electrical goods, and capital goods sec-
tors, the military junta squeezed wages, demobilized Jabor unions,
and repressed political rights. The new working class that
emerged in this private industrial sector erupted in the late 1970s,
demanding improved wages and working conditions and forming
a Workers Party; soon after, a new national trade union organiza-
tion was established. These workers were a different breed from
the public-sector workers the junta had demobilized in the 1960s.
The earlier work force had been incorporated politically into the
state’s developmentalist alliance; the new labor force had direct
class concerns—for economic rights (improved working condi-
tions) and political rights (to organize independently of the state).
Also, these workers came from communities denied social re-
sources, as the developmentalist alliance had been dismantled.
Labor activism included demands for community resources,
known as social-movement unionism. These demands spread to
other classes, and in the 1980s the military government was
brought down by a broad new coalition of social forces demand-
ing a democratized political system.

Gay Seidman has shown in a comparative study of Brazil-and
South Africa that in such industrializing middle-income countries
democratization requires specific conditions—primarily, a show of
real power by the new industrial working class at a moment when
there is conflict between industrialists and the state. In the Brazil-
ian situation, relatively skilled labor forces had to deploy factory-
based organizations to disrupt production before the state or large
employers would consider extending them political rights or
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economic benefits. The opportune moment came when Brazilian
industrialists found that the international business climate had
moved against them, pushing them into a confrontation with in-
dustrial policy makers in the state. At that moment, in the 1970s
and 1980s, labor had its way and established a new democratic
beachhead.

Sources: Hewitt, 1992, pp. 86-89; Seidman, 1994, pp. 260-263.

The democratic impulse spread throughout the Second and Third
Worlds in the 1980s, albeit unevenly. It was often based in relatively new
industrial working classes. But they tended to focus on their falling living
standards; that is, they were not following a sequence of democratization
on a wave of development. This was particularly true in Eastern Europe.
Mass resistance built on growing dissatisfaction throughout the Soviet
bloc. The focus was the inability of the centrally planned regimes to raise
living standards as they had promised and the continued repression of
political rights. The Polish Solidarity movement began the challenge to the
communist political system in the early 1980s. Indebted states submitted
to the conditions of loans from the International Monetary Fund, but
rather than saving these regimes, the conditions sank them. Privatization
posed new problems because “the state could no longer compensate itself
for its expenses out of the profits of enterprises” as it had done under the
central planning system, and so it went deeper into debt, bringing ever-
declining living conditions. These regimes had crumbled from within by
the end of the decade.®*

As citizenship demands have mushroomed in Eastern Europe, the in-
stant markets promoted by the global managers encouraged Mafia-like
activity, the formation of private militias, and self-enrichment for the
former members of the party-states, as well as a general social disinte-
gration. The tidy link between democracy and development no longer
appears to hold in this region of the global economy. It seems that under
a restructuring global system the politics of economic change no longer
follow a clear formula.

The collapse of the Second World coincided with the collapse of the
Third World. This was a major threshold, marking the end of the develop-
ment project and the simultaneous incorporation of all regions into the lib-
eralizing thrust of the globalization project. This thrust came in the form
of loan conditions laid down by the debt managers. It occurred ina period
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of heightened tensions. Across the former Second and Third Worlds, so-
called IMF riots, described in the following case study, marked the m:w» of
the development era. These large-scale, sometimes coordinated urban up-
risings protested the austerity measures of their governments, with the ri-
oters often breaking into food banks to help themselves. Between 1976 and
1992, some 146 riots occurred in 39 of the approximately 80 debtor coun-
tries (including Romania, Yugoslavia, Poland, and Hungary).%°

CASE STUDY

The IMF Food Riots

Food riots, associated with the historic transition to market soci-
ety, reemerged on a broad, global scale around the mid-1970s,
coinciding with the erosion of the development project. The target
of these uprisings was the continuing austerity measures meted
out in Latin America, Eastern Europe, and Africa. Walton and
Seddon define these austerity protests as “large-scale collective
actions including political demonstrations, general strikes, and
riots, which are animated by grievances over state policies of eco-
nomic liberalization implemented in response to the debt crisis
and market reforms urged by international agencies.” The authors
mOncBmamQ 146 incidents of protest between 1976 and 1992, not-
ing that protests within each country were characteristically well-
organized movements that spread simultaneously across several
urban centers.

These austerity protests addressed the unequal distribution of
the means of livelihood, targeting policies that eroded urban
dwellers’ social supports. The collapsing social supports included
a range of subsidized items or services necessary to members of
hyper-urbanized environments, including food, health care, edu-
cation, transportation, housing, and others. The supports were the
elements of the social pact made between the developmentalist
state and its urban population during the period of industrializa-
tion by way of import-substitution; the services were to be deliv-
ered in return for the people’s political loyalty.

The classical food riot, which signaled the destabilization of
traditional food markets during the transition from customary to
market society, occurred during the era of European state-building
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in the eighteenth and nineteenth centuries. By contrast, the confen-
porary food riot signals a new transition, occurring across a world
experiencing the hollowing-out of the national economic project.
The conception of the public household—a state-underwritten
program of public welfare—arose in the First World as states re-
placed communities. This conception also shaped Second and
Third World state policies as these governments supervised na-
tional economic development. It is now undergoing a dramatic
reversal as structural adjustment policies universally enforce aus-
terity. The consequences are more drastic outside the First World
where social security nets are thinner. Austerity protests seek to
restore lost social rights within the national project. At the same
time, they bear witness to and in some cases identify globalization
as the driving force behind the shrinking of the public household.

Source: Walton & Seddon, 1994,

The IMF riots symbolized the link made by protestors between IMF
conditions and the loss of capacity and legitimacy of governments, espe-
cially as “developers.” One scholar has observed that the logic of the struc-
tural adjustment program “is to further weaken the motivation of the state
to respond to the popular demands that have been built into the process
of postcolonial state formation.”® The protests were not simply indicators
of a linear decline in states’ power. They also were a recognition of the re-
structuring of states according to reformist criteria imposed and adopted

E.\ ﬁ.rm global managers. This restructuring exacerbated the sense of a de-
clining government legitimacy.

Political Reforms

Pressures for political reform under the conditions of adjustment have not
always been successful. The African state most successful in meeting
World Bank economic criteria has been Ghana, where the military rule of
Jerry Rawlings persists. Another model of adjustment has been Uganda
under the authoritarian rule of President Yoweri Museveni, who took
power at the end of decades of bloody civil war in 1986. According to one
commentator, Museveni “has for many years succeeded in defying inter-
national pressure that makes aid contingent on democratization efforts.”5”
He is reported to reject multiparty systems, arguing that they are prod-
ucts of Western industrial societies with fluid class divisions, while Afri-
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can societies are divided vertically, along fixed tribal lines. A multiparty
system may, therefore, divide along tribal lines, leading to additional eth-
nic conflict. Museveni’s solution is to use “national resistance councils,”
organized at the local level, to bring local concerns into the national arena.
Critics charge that this is a one-party state by another name. %

Elsewhere, African one-party states have unraveled with democratiz-
ing trends, drawing inspiration and example from the collapse of the East-
ern European one-party states and responding to governance pressures
from the global managers. With the demise of one-party rule and in the
context of declining economic opportunity, protective ethnic lines have
been drawn. These lines often become the basis for civil wars and struggles
for control over national resources. In the normal course of events, such
conflicts then present themselves as ethnic clashes, as if the disintegration
of national cohesion were essentially based in tribal divisions.

An example occurred in West Africa, where a movement for democ-
racy in the oil-producing Congo followed hard on the heels of the collapse
of the Cold War. The one-party rule by a Marxist government ended and
democratic elections were held in 1992. Newly elected President Lissouba
replaced the transitional, multi-ethnic cabinet with people of his ethnic
origin, the Nibolek. He also formed an ethnically homogeneous presiden-
tial guard, distinct from the regular military force. Political opponents then
organized along ethnic lines, based in the Pool Lari and the Mbochi
groups. These divisions subsequently shaped clashes in Brazzaville be-
tween government and oppositional militia. A Congolese economist was
quoted in the New York Times as remarking; “Democratic elections were the
worst thing that ever happened in this country. It's unleashed a Pandora’s
box of tribal hatreds that may take generations to heal.”® The problem is
that ethnic conflict is usually only the tip of the social iceberg, and in or-
der to avoid jumping to simple conclusions about African disunities, we
need to understand the context in which states formed through the decol-
onization process and were then reformed, or deformed, by the process of
restructuring in the 1980s.

In 1994, the world was shocked by massacres of tens of thousands of
people in Rwanda. These occurred during a military conflict between the
majority ruling ethnic group—the Hutu—and the Rwandan Patriotic
Eront, composed largely of minority Tutsi, the traditional ruling group,
who were challenging their removal from power. The ethnic hierarchy de-
tived from precolonial times, was reinforced under colonialism, and was
left in place in the new postcolonial state—until the reform period of the
fast decade, when Tutsis were forced into exile. The Angolan Ambassador

to Zimbabwe, Alberto Bento Ribeiro, commented: “The outside powers,

-
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Belgium, France, the U.S., they all exerted a lot of pressure on Rwanda.
They wanted to get the Hutu into the power structure, to move them up in
the army. All that upset the established order, which had Tutsi at the top.””

Ethnically defined tensions coincide with the economic depression that
has stretched across the continent of sub-Saharan Africa over the last two
decades. The shadow of colonialism also lies across this region. For ex-
ample, former French colonies (Senegal, the Comoros, Burkina Faso, Equa-
torial Guinea, Ivory Coast, Chad, Benin, the Central African Republic,
Congo, Gabon, Niger, Togo, Cameroon, and Mali) suffered a destabilizing
currency devaluation in 1994 when France cut the local French-backed
currency, the C.EA. franc, by 50 percent, causing extensive price increases
for food and pharmaceutical products as well as creating wage freezes.”!

These instances suggest that sub-Saharan Africa struggles with enor-
mous dilemmas, in which economic adjustment often fans social divisions
over dwindling resources. The divisions often express themselves in eth-
nic conflict as economies stagnate and political reforms promote multi-
party systems. Spreading civil war signals the inability of some states 1o
maintain any internal authority, especially in a world where global forces
are now considerably more selective. The characteristic export depen-
dency of many African states handicaps their ability to maneuver in a
technologically changing world economy. The legitimacy crises of these
states have deep roots.

One dramatic manifestation of the loss of political cohesion of some
African states is an exploding refugee population. The United Nations
makes a distinction between “international refugees” and “internally dis-
placed persons.” The latter category, generated through ethnopolitical
conflict (such as that in Somalia, Rwanda, Sudan, and Liberia), soared in
sub-Saharan Africa in the late 1980s and early 1990s, affecting about 16
million, or 60 percent of the world total of displaced persons. In addition,
there are over 6 million international refugees out of a total regional popu-
lation of 600 million. Africa now leads the world in both categories.”

Loss of cohesion is not confined to Africa, however. On a world scale,
the number of international refugees mushroomed from 10.5 million in
1984 to close to 23 million in 1994, in addition to the 26 million internally
displaced persons—f{rom places as far apart as Bosnia and Burma, Iraq
and Sri Lanka.”® Although economic and political authority has been cen-
tralizing in the hands of transnational institutions, military power has re-
mained at the state level—whether held as a monopoly of the state itself
or subdivided between warring factions within the state.

With these destabilizing movements, further global governance mech-
anisms have come into play. The United Nations is assuming an expanding
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role in policing the world. In 1994, for example, that organization was in-
volved in preventive diplomacy or peacemaking in 28 conflicts {(compared
with 11 in 1988) and deployed 17 peacekeeping operations (compared with
5 in 1988} involving 73,393 military personnel (compared with 9,570 in
1988).74

Policing the world has an air of recolonization about it. In 1993, U.5.
marines landed in Somalia. In the absence of a functioning government,
they were uninvited, but the U.N. Security Council approved the action on
humanitarian maoE.ﬁm“ in order to stem the destruction of civil war. This
reappearance of “trusteeship,” historically associated with colonialism,
generated a provocative observation by Paul Johnson, a U.S. historian:

We are witnessing today a revival of colonialism, albeit in a new form. Itis a
trend that should be encouraged, it seems io me, on practical as well as moral
grounds. There simply is no alternative in nations where governments have
crumbled and the most basic conditions for civilized life have disappeared, as
is now the case in a great many third-world countries. . .. The appeals for
help come not so much from Africa’s political elites, who are anxious to cling
to the trappings of power, as from ordinary, desperate citizens, who carry the
burden of misrule.”

One year later, African scholar Ali Mazrui was quoted in a Kenyan
newspaper as asking: “As the whole state machinery collapses in one Af-
rican country after another, is Africa in need of recolonization?” This con-
ception, however, was of self-colonization—where African states might
administer malfunctioning neighboring states under a mandate from the
international community.”® Alternatively, one journalist has suggested that
“new overlords” in Africa are already in place in the form of the Interna-
tional Monetary Fund and the World Bank.”

Summary

The globalization project has many social and political consequences
and implications for the future of the world. We have examined just
three phenomena: the global labor surplus, informalization, and the le-
gitimacy crisis of state organizations. None of these is unique to the glo-
bal project. They have all appeared in previous eras, but possibly not on
the scale found today. The three are linked; indeed, they are mutually
conditioning processes, being three dimensions of a single process of
global restructuring affecting all states, although with variations.

As the world market becomes more consequential, competition among
firms heats up. It takes the form of technical upgrading, movement to
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cheaper labor zones, and constant product innovation. All three competi-
tive strategies, taken together, undermine the stability of labor markets.
Labor redundancy rises. And this, in combination with the growing inter-
national migration of labor forces, generates political intolerance where
ethnic hierarchies (constructed historically} are used to fuel tensions be-
tween the culturally different labor forces. In this way, labor is even more
divided and distracted from addressing the root cause of its insecurity:
economic globalization. Labor organization on a world scale is still very
much in its infancy, partly because of the divisive role of ethnic politics.

The technological shedding of labor and the downsizing and stagna-
tion produced by structural adjustment programs extend informalization.
Indeed, the institution of wage labor is undergoing substantial change
across the world. Not only is wage employment contracting, but wage la-
bor is also displaying a casualizing trend, where jobs become part-time and
impermanent. The strategies of flexibility embraced by firms contribute to
this informalization as much as does the growing surplus of workers.
Some observers see in informalization a countermovement to the official
economy and to state regulation—the new commons. Whether informali-
zation is the source of future alternatives to the formal market economy,
there is no doubt that it is the site of a diverse array of livelihood strate-
gies, some of which are embedded in community or personal relations.

Finally, the legitimacy crisis is substantial under the globalization
project because of the relative indifference or incapacity of states in a
market regime 1o resolve the breakdown of social institutions. The break-
down marks the crossing of a threshold from the national-development
era to a new era in which international competition and global efficiency
increasingly govern nations’ policy and growth strategies. But in such
breakdown there are signs of a renewal, as people across the world push
for democratic participation. Movements for democracy have emerged in
the moment at which already overextended states, sometimes riddled
with unproductive cronyism (pork-barrel politics), are under pressure to
end the pretense of development and repay the debts built up over two
decades of development financing. The emperor really doesn’t have on
any clothes, and disillusioned citizens, repressed workers, and neglected
rural communities have demanded the opening of their political systems.
This demand coincides with the reorganization of states as surrogate glo-
bal managers. The globalization project amplifies the contradictory fea-
tures of developmentalism on the national and the global scale. This is
the subject of Chapter 7.

PART IV

Rethinking Development



Social Responses to Globalization

The globalization project is a relatively coherent perspective and has a
powerful set of agencies working on its behalf. Nevertheless, it is by no
means the only game in town. Like the development project, the global-
ization project is an attempt to fashion the world around a central prin-
ciple through powerful political and financial institutions. Because the
ﬁlsnwﬁ_m is framed in the liberal discourse of rights and freedom, its
power ultimately depends on consent.

Most governments feel the pressure to play by the new and emerging
global rules, but their citizens do not always share their outlook. And
where globalization weakens nation-states (by eroding their public wel-
fare function, increasing social and regional polarization, and reducing
state patronage systems) citizens have fresh opportunities to renew the
political process. This chapter surveys some of the social responses of
these citizen groups, exploring their origins and goals and highlighting
the range of opposition. Examining each movement offers a particular
angle on the dilemmas associated with both the development project and
the emerging globalization project. Although the various opposition
movements have emerged in different ways and places and at different
overlapping times, there is a sense in which they converge. As you en-
counter each broad movement, you will see how each expresses a com-
mon condition across the world. This condition may be represented as an
escalating tension between global (or universal) and local (or particular)
understandings of how humanity should proceed as the globalization
project subsumes the development project. We consider the following so-
cial movements and assess their impact in the development debate: fun-
damentalism, environmentalism, feminism, and cosmopelitan localism.

Fundamentalism

Fundamentalism usually expresses a desire to return to the simplicity and
security of traditional codes of behavior. But it is never quite so simple.
First, who decides what is traditional? There may be sacred texts, but they
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are open to interpretation. And fundamentalist movements are usually
split by factional differences and power struggles. Second, what are the
conditions in which fundamentalism comes to the fore? These conditions
are likely to shape the leadership and the interpretation of tradition. In
the United States at present, the broad-based fundamentalism espousing
family values, among other things, can be understood only in the context
of a significant decline in the proportion of the population that is actually
a part of the traditional nuclear family structure. Even then, the nuclear
family is not exactly traditional; the extended family is the more tradi-
tional structure. What may be traditional is the unquestioned power of
the family patriarch.

In uncertain times, fundamentalism often moves to the front burner.
People gravitate to fundamentalism for protection and security. We have
seen a variant of this in the rising use of ethnic politics as competition for
jobs grows while the economy shrinks. Nothing is absolute or definite
about the content of fundamentalism or about the elevation of ethnic iden-
tity as a way of drawing boundaries between people. The interpretation of
ethnicity is quite plastic and depends very much on the historical and so-
cial context in which people reconstruct ethnic divisions.! Nevertheless, in
an increasingly confused and uncertain world, the presumed essentialism
of ethnic identity either comforts people or allows them to identify scape-
goats. The current challenge to affirmative action in the United States rep-
resents one such reaction. In whatever form, fundamentalist politics has
become a powerful weapon for mobilizing people as the political and class
coalitions of the development era crumble. The illustration that follows is
one of the early landmark fundamentalist responses to the development
project that has since fueled growing opposition across the world to the
globalization project.

In the early 1970s, with oil prices rising sharply, the Shah of Iran
boasted that Iran would now catch up rapidly to the West. His country,
he predicted, would be the world’s fifth greatest military power by 1980,
would equal West Germany's per capita income by 1986, and would
eradicate class divisions on the way.? Iranian oil revenues financed more
than $10 billion worth of military hardware purchased from the United
States, identifying Iran (along with Israel) as the guardian of the Middle
Eastern status quo. Meanwhile, the Shah plunged Iran into a moderniza-
tion program designed to reduce its dependence on oil. But land reforms
were ineffectual because their recipients had no technological assistance,
and agricultural modernization relied on capital-intensive agribusiness
investments from abroad. Between 10 percent and 20 percent of oil rev-
enues financed food imports. The focus on militarization choked indus-
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trial growth. In the end, conspicuous consumption by the beneficiaries
of rising oil revenues intensified inequality and cultural divisions.
Mohammed Reza Shah Pahlavi’s regime was ultimately overthrown in
1979 by a conservative Islamic-led counterrevolution against Iranian
westernization.

The limits of the development project in this case were not set simply
by a reliance on oil-financed militarization. The resulting uneven social
impact empowered a growing opposition to modernity and its symbols.
Leadership of the opposition was claimed by the Ayatollah Khomeini and
the urban network of fundamentalist mullahs, Islamic leaders who sought
power through a reassertion of Islamic rule. But the revolution was multi-
class in its composition, including students, intellectuals, middle-class
professionals, the traders of the bazaar, and workers, particularly those in
the oil fields. A good part of the social base of the counterrevolution was
the mass of displaced peasants driven into the cities at the rate of 8 percent
a year in the 1970s.* The catch-up game, driven by a fixation on military
power, generated its own political limits—in the form of an.unruly surplus
of rural labor generated by rapid modernization.

Fundamentalist opposition to westernization was a powerful symbolic
movement that served the interests of the Islamic establishment in Iran.
The fundamentalists attacked various secular interests in Iran, including
nontraditional women, leftist organizations, and liberal or centrist politi-
cal groups—in fact, anyone who espoused democratic-secular rather than
Islamic rule. In Nigeria, in the same year the Shah of Iran was deposed, a
Muslim fundamentalist movement was suppressed. Members of this
group had been aroused by the social impact of the country’s new oil
wealth, but their protest was held down forcibly by the newfound military
power of the Nigerian state, ruled by a Muslim president. Like the Iranian
fundamentalists, the Nigerian fundamentalists targets were Western-style
consumerism and the venality of the social and political elites. As sug-
gested above, the content and appeal of fundamentalism depend largely
on its context. In Nigeria and Iran a shared context of westernization
drove the resurgence of Islamic politics, but quite different outcomes re-
sulted from the different capacities and roles of the fundamentalist move-
ment in each state. The Nigerian case involved a more radical Islamic

group. As such, it had no broad-based political program with which to at-
tract social groups beyond its base in the informal urban sector.”

Indeed, Islam is known for having two faces. It has been used conser-
vatively (in Iran, Turkey, Pakistan, and Indonesia) to secure the status quo
and radically (in Algeria, South Yemen, Libya, and within the Palestine
Liberation Organization) to promote egalitarianism.® Either way, it has



214 Rethinking Development

also been a general movement of opposition to Western forms of capitalist
demaocracy.

The Iranian case illustrates religious fundamentalism presented as a
cultural alternative to developmentalism. It also shows how developmen-
talism, whether based in oil wealth or not, fuels fundamentalist opposition
in overcrowded cities. In Turkey, for example, Istanbul’s population has
doubled every 15 years. When the modern Turkish Republic was created
in 1923, only 15 percent of its population of 13 million was urban. Now
two-thirds of Turkey’s 60 million people live in urban areas. These city
dwellers offer fertile ground for an Islamic revival challenging Kemalism,
the secular politics associated with the founder of the early-twentieth-
century Turkish republic, Kemal Ataturk.” The anti-westernism challenges
both developmentalism and globalism and will be a major fracture line in
the future.

In Egypt, growing discontent with economic failure and political cor-
ruption in the government has emboldened Islamic fundamentalism. Its
ranks have expanded among the urban poor, partly because Islam offers
community and basic services in the midst of the disorder of huge, sprawl-
ing cities such as Cairo. Fundamentalists have mounted a cultural offen-
sive against Egyptian secular institutions (education, media, courts, and
the arts). In 1994, a fundamentalist member of the Egyptian parliament,
Galal Gharib, accused the minister of culture, Fariq Husni, of promoting
Western pornography to “demolish Islamic religious and moral values.”
He condemned specifically a Gustav Klimt painting of Adam and Eve, an
Egyptian adaptation of a Bertolt Brecht play, and government sponsorship
of ballet schools, movie festivals, and translations of foreign literature. In
southern Egypt’s public schools, fundamentalist teachers have reimposed
the veil on girls as young as six and have revised schoolbooks to empha-
size Islamic teachings. They argue that secularization has suppressed
Egypt's deep Islamic and Arab roots in the pursuit of a communion with
Western culture.?

Opposition to the cultural implications of the development project ex-
tends easily to the new globalization project. India, a leader of the Non-
Aligned Movement, was perhaps the last significant holdout among
former Third World states against IMF-style economic liberalization. In
1991, the Indian Finance Ministry acceded to the borrowing conditions set
out by the International Monetary Fund, and India joined the “structural
adjustment” club. Right-wing Hindu groups, once advocates of economic
liberalism, then organized a “Buy Indian” campaign against imports and
the efforts to globalize the Indian economy on the part of Prime Minister
P. V. Narasimha Rao. The Swadeshi Jagran Manch (S]M), an organization
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promoted by a Hindu revivalist group (Rashtriya Swayamsewak Sangh),
urges Indians to boycott foreign-made goods such as toothpaste, shaving
cream, soaps, detergents, cosmetics, soft drinks, paint, canned food, and
even crayons. The convenor of the SIM, S. Gurmurthy, wears homespun
cotton clothes to invoke the economic nationalism of India’s beloved anti-
colonial leader Mahatma Gandhi. Gurmurthy declared:

We want to create a nationalist feeling that every nation has to evolve a mind
of its own in economics. The integration of India with the rest of the world
will be restricted to just one percent of our population. . ... A nation should
largely live within its means and produce for its own market with trans-
country commerce restricted to its needs.’

In sum, the fundamentalist movements springing up around the world
have two main features. First, they articulate the uncertainties and distress
brought about by the social decay that populations experience as a result of
the limits of developmentalism and the increasing selectivity of globaliza-
tion. Second, they often take the form of a nationalist resurgence against
perceived threats to their culture. The combination frequently involves
contesting the universalist assumptions of global development, presenting
alternative ways of organizing social life on a national or local level.

Environmentalism

Environmentalism as a social movement involves questioning modern
assumptions that nature and its bounty are infinite. It has two main
strands. One derives from growing environmental awareness in the
West, initially inspired by the publication of Rachel Carson’s Silent
Spring in 1962. This path-breaking book documented the disruption in
the earth’s ecosystems that was being caused by modern economic prac-
tices such as the use of agricultural chemicals. Iis title refers to the ab-
sence of bird songs in the spring. Carson’s metaphor dramatized the de-
pendence of life on sustainable ecological systems. It also emphasized
the shortcomings of Western rationalism insofar as it perceives nature as
“axternal” to society. This perception encourages the belief that nature is
an infinitely exploitable domain.*®

A range of “green” movements has mushroomed throughout the First
World as the simple truths revealed by Carson’s study have gained an au-
dience. First World “greens” typically challenge the assumptions and
practices of unbridled economic growth, arguing for scaling back to a re-
newable economic system of resource use. One of their focuses is agricul-
tural sustainability—that is, reversing the environmental stress associated
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with capital- and chemical-intensive agriculture. A key goal is maintain-
ing a natural aesthetic to complement the consumer lifestyle, the empha-
sis being on preserving human health on the one hand and enhancing lei-
sure activities on the other.

The second strand of environmentalism appears in active movements
to protect particular ecological regions from environmentally damaging
practices. In the former Third World, human communities depend greatly
on the viability of regional ecologies for their livelihood. Such movements
are therefore often distinguished by their attempts to protect existing cul-
tural practices. In contrast to First World environmentalism, which at-
tempts to regulate the environmental implications of the market economy,
so-called Southern environmentalism questions the benefits of unregu-
lated market forces. This is especially true where states and firms seek to
“monetize” and harvest natural resources on which human communities
depend.

Local communities have always challenged environmentally damaging
practices where natural conservation is integral to local culture. Opposition
has run from the protests of eighteenth-century English peasants at the en-
closure of the commons, through the resistance of nineteenth-century Na-
tive Americans to the takeover of their lands and the elimination of the buf-
falo, to Indian struggles against British colonial forestry practices.

Recently, in the late twentieth century, forest dwellers across the trop-
ics have been the focus of attention. Indigenous communities such as these
are involved in a common attempt to preserve tropical rain forests from
the extensive timber cutting associated with commercial logging. Timber-
ing and the pasturing of beef cattle in degraded forest areas intensified
with the agro-export boom of the 1980s, spawning Southern environmen-
talism. First World forms of environmental regulation also began to be de-
manded in order to address environmental stresses from overuse of natu-
ral resources resulting in desertification, excessive water salinity, and
chemical contamination associated with the green revolution.

The common denominator of most environmental movements is the
belief that natural resources are not infinitely renewable. The finiteness of
nature has been a global preoccupation, from the neo-Malthusian specter
of population growth overwhelming available supplies of land and the
food grown on it to anxiety about the dwindling supplies of raw materi-
als, such as fossil fuels and timber, that are essential to modern economies.

Lately, however, this rather linear perspective has yielded to a more
dynamic one that sees a serious threat to essential natural elements such
as the atmosphere, climates, and biodiversity. Trees may be renewable
through replanting schemes, but the atmospheric conditions that nurture
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them may not be so easily replenished. As Paul Harrison implies, the
world has moved to a new threshold of risk to its sustainability:

It used to be feared that we would run out of non-renewable resources—
things like oil, or gold. Yet these, it seems, are the ones we need worry least
about. It is the renewables—the ones we thought would last forever—that are
being destroyed at an accelerating rate. They are all living things, or dynamic
parts of living ecosystems.!!

Furthermore, the very survival of the human species is increasingly at
risk as pollution and environmental degradation lead to public health
epidemics. These include lead poisoning, new strains of cancer, cata-
racts from ozone destruction, immune suppression by ultraviolet radia-
tion, and loss of genetic and biological resources for producing food and
medicines.!?

There has been a change in thinking in several quarters. First is the rise
of what are termed “new social movements” {(discussed briefly in the fol-
lowing insert). These include modern-day feminism, environmentalism,
and cooperatives. Their appearance on the historical stage reflects the de-
mise of developmentalism and the search for new directions of social and
political action.!?

What Are the New Social Movements?

The new social movements, such as the greens, feminism, and
grassroots or basismo politics, share criticism of the development
project. Where the development project advocated state economic
management, the new movements tend to reject centralism and
stress community empowerment instead. Where the development
project emphasized industrialism and material abundance, the
new movements tend to seek post- or preindustrial values of de-
centralization, flexibility, and simplicity; and where the develop-
ment project championed state and market institutions, the new
social movements seek grassroots autonomy and the reassertion
of cultural values over those of the market. In short, the new social
movements are distinguished by their expressive politics and their
challenge to the economism and instrumental politics of the “de-
veloped society” model. They have grown as the institutions of
the welfare state (including labor organizations) have receded,
and they have contributed to the declining legitimacy of the de-
velopment project. (Sources: Buttel, 1992; Lehmann, 1990)
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The second indication of a change in thinking is a growing awareness
of the limits of “spaceship earth.” From the late 1960s, space photographs
of planet earth dramatized the biophysical finiteness of our world. The
dangerous synergies arising from global economic intercourse and ecol-
ogy were driven home by the Brundtland Commission’s declaration in
1987: “The Earth is one but the world is not. We all depend on one bio-
sphere for sustaining our lives.”™

Third, there have been various grassroots movements focusing atten-
tion on the growing conflict on the margins between local cultures and the
global market. For example, the Kayapo Indians of the Amazon strength-
ened their demands by appealing to the global community for defense of
their forest habitat from logging, cattle pasturing, and extraction of genetic
resources. One response by the Brazilian government to this kind of de-
mand was the creation of extractive reserves for native tribes and rubber
tappers to protect them from encroaching ranchers and colonists. These
reserves are relatively large areas of forest land set aside, with government
protection, for extractive activities by forest dwellers.!®

Finally, from the 1970s on, the pressure on natural resources from the
rural poor has intensified. This pressure stems from the long-term impov-
erishment of rural populations forced to overwork their land and fuel
sources to eke out a subsistence. As land and forest were increasingly
devoted to export production in the 1980s, millions of rural poor were
pushed into occupying marginal tropical forest ecosystems. Environmen-
tal degradation, including deforestation, resulted. Environmental move-
ments have proposed both local and global solutions under the mantle of
“sustainable development.” The following case study illustrates opposi-
tion to a massive development project in India.

Sustainable Development

The concept of sustainable development gained currency as a result of
the 1987 Brundtland report, entitled Our Common Future. The report de-
fined sustainable development as “meet[ing] the needs of the present
without compromising the ability of future generations to meet their own
needs.”’® How to achieve this remains a puzzle. The Brundtland Commis-
sion suggested steps such as conserving and enhancing natural resources,
encouraging grassroots involvement in development, and adopting ap-
propriate technologies (smaller scale, energy conserving). While acknowl-
edging that “an additional person in an industrial country consumes far
more and places far greater pressure on natural resources than an addi-
tional person in the Third World,” the Commission nevertheless recom-
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CASE STUDY
Resistance to the Narmada Dam Project in India

Since the 1980s, the Indian government has been implementing a
huge dam project in the Narmada River valley, with financial
assistance from the World Bank. This massive development
project involves 30 large and over 3,000 medium and small dams
on the Narmada River, expected eventually to displace over

2 million people and their culture. In 1992, at the time of the Earth
Surnmit, there was an embarrassing simultaneous release of an
independent review (the first ever) of the Bank's Sardar Sarovar
dam project in India. Commissioned by the Bank president, the
review claimed “gross delinquency” on the part of the Bank and
the Indian government in both the engineering and the forcible
resettlement of displaced peasants. These revelations, and the
growing resistance movement, the Narmada Bachao Andolan
{Movement to Save the Narmada), had considerable success in
forcing the Bank to withdraw its support for this project. Members
of the grassroots opposition to the dam argue that the resistance
“articulates . . . the critical legacy of Mahatma Gandhi . . . of the
struggles all over the country that continue to challenge both the
growing centralization and authoritarianism of the state and the
extractive character of the dominant economic process—a process
which not only erodes and destroys the subsistence economies of
these areas, but also the diversity of their systems. . . . The move-
ment is therefore representative of growing assertions of marginal
populations for greater economic and political control over their
lives.”

Source: Kothari & Parajuli, 1993, p. 233.

mended continued emphasis on economic growth to reduce the pressure
of the poor on the environment.'”

The report did not resolve the interpretive debate over the root cause
of environmental deterioration. This is the debate over whether the threat
to our common future stems from poverty or from affluence. Those who
argue the poverty cause consider the gravest stress on the environment to
be impoverished masses pressing on resources. Population control and
economic growth are the suggested solutions. Those who identify afflu-
ence as the problem believe the gravest stress on the environment comes
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from global inequality and the consumption of resources to support aff]y.-
ent lifestyles. Measures of this effect abound, one of the more provocative
being the claim that each U.S. citizen contributes 60 times more to globa]
warming than each Mexican and that a Canadian’s contribution equals
that of 190 Indonesians.!® This perspective has generated the “impossibil-
ity theorem” of former World Bank economist Herman E. Daly that “3

U.5.-style high-resource consumption standard for a world of 4 billion
people is impossible.”??

The Earth Summit

The terms of this debate infused the 1992 United Nations Conference on
Environment and Development (UNCED). Popularized as the Rio de
Janeiro “Earth Summit,” it was the largest diplomatic gathering ever held.
The United Nations Environment Program (UNEP) organized the confer-
ence to review progress on the Brundtland report. Conference prepara-
tions resulted in a document, known as Agenda 21, that details a global
program for the twenty-first century and implicitly addresses all sides of
the debate.

The South, for instance, recognized that the First World had an inter-
est in reducing carbon dioxide emissions and preserving biodiversity and
the tropical rain forests for planetary survival. It agreed to participate in
the global program in return for financial assistance, arguing that “poverty
is the greatest polluter,” a phrase once used by the now deceased Indian
president Indira Gandhi. Accordingly, it called for massive investment by
the First World in sustainable development measures in the South, includ-
ing health, sanitation, education, technical assistance, and conservation.20

In the end, UNCED detoured from the question of global inequities,
stressing that environmental protection should be a development priority,
but “without distorting international trade and investment.”?! The out-
come was a shift in emphasis from the Brundtland report in two senses:
(1) privileging giobal management of the environment over local/national
concerns and (2) maintaining the viability of the “global economy” rather
than addressing deteriorating economic conditions in the South. The glo-
balization project was alive and well.

Managing the Global Commons

Environmental management is as old as the need for human communities
to ensure material and cultural survival. Global environmental manage-
ment preserves the viability and market culture of the global economy.
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The difference is of scale and control of that economy. The global econo-
my’s limits are now planetary, of course. To the Southern greens, First
World decision makers seem to focus on managing the global environ-
ment for the benefit of those who profit most from the global economy.
This includes regulating the use of planetary resources and global waste
sinks such as forests, wetlands, and bodies of water. Instead of linking en-
vironmental concerns to issues of social justice and resource distribution,
the new “global ecology” has converged on four priorities: reducing
greenhouse gas emissions, primarily from automobiles and burning for-
ests; protecting biodiversity, mainly in tropical forests; reducing pollution
in international waters; and curbing ozone-layer depletion.

The institutional fallout from UNCED strengthened global economic
management. A Global Environmental Facility (GEF) was installed,
geared to funding global ecology initiatives. The World Bank initiated the
establishment of the GEF to channel monies into global environmental
projects, especially in the four areas identified above; 50 percent of the
projects approved in the GEF's first tranche were for biodiversity protec-
tion. Additionally, UNCED, via the Food and Agricultural Organization
{FAQ), has plans to zone Southern land for cash cropping with the assis-
tance of national governments. Under this facility, subsistence farming
would be allowed only where “natural resource limitations” or “environ-
mental or sociveconomic constraints” prevent intensification. And where
governments deem marginal land to be overpopulated, the inhabitants are
likely to be forced into transmigration or resettlement programs. The logic
of this scenario is one of managing the “global commons.”* That is to say,
management of the world’s natural environment, on which human life it-
self depends, would pass to a technical and bureaucratic elite accountable
to no one. Given its past and current practices, which are both unrepresen-
tative and favor global over local actors in managing the world’s natural re-
source base, the global elite’s conception of sustainable development has
all the makings of an oxymoron (a contradiction in terms).

This unfolding global ecology movement, geared to environmental
management on a large scale, has priorities for sustainability quite differ-
ent from those of the remaining local environmental managers. It is esti-
mated that there are 200-300 million forest dwellers in South and South-
east Asia, distinct from lowland communities dependent on irrigated
agriculture. Some of these people have been given official group names as-
signing them a special—and usually second-class—status in their national
society: India’s “scheduled tribes” (adivasis), Thailand’s “hill tribes,”
China’s “minority nationalities,” the Philippines’ “cultural minorities,”
Indonesia’s “isolated and alien peoples,” Taiwan’s “aboriginal tribes,” and
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Malaysia’s “aborigines.” Challenging their national status and elevating
their internationally common bonds, these groups have recently redefined
themselves as “indigenous.”?

Indigenous and tribal people around the world have had their rights
to land and self-determination enshrined in the International Labor Orga-
nization Convention. Nevertheless, they are routinely viewed from afar as
marginal. The World Bank, in adopting the term indigenous in its docu-
ments, stated in 1990: “The term indigenous covers indigenous, tribal, low
caste and ethnic minority groups. Despite their historical and cultural dif-
ferences, they often have a limited capacity to participate in the national
development process because of cultural barriers or low social and politi-
cal status.”?

Viewed through the development lens, this is a predictable perspective,
and it carries a significant implication. On the one hand, it perpetuates the
often unexamined assumption that these cultural minorities need guid-
ance. On the other, it often subordinates minorities to national develop-
ment initiatives, such as commercial logging or governmental social
forestry projects involving tree plantations. More often than not, such in-
digenous peoples find themselves on the receiving end of large-scale re-
settlement programs justified by the belief that forest destruction is a con-
sequence of their poverty. This has been the case recently on the Indonesian
island of Kalimantan, where the state has been actively encouraging com-
mercial logging at the expense of a sophisticated and centuries-old rattan
culture practiced by the Dayak Indians. They have begun to form their own
resistance, documenting their ownership of cultivars in the forest.”

The focus on poverty as the destroyer of forests guided the establish-
ment of the Tropical Forest Action Plan (TFAP) in the 1980s by a global
management group consisting of the Bank, the Food and Agricultural Or-
ganization, the United Nations Development Program, and the World
Resources Institute. TFAP was designed to pool funds to provide alterna-
tive fuel-wood sources, strengthen forestry and environmental institu-
tions, conserve protected areas and watersheds, and promote social for-
estry. It became the “most ambitious environmental aid program ever
conceived” and, as such, attracted requests for aid from 62 Sou thern states
looking for new, seemingly “green,” sources of funds for extraction of for-
est products for export. TFAP projects were completed in Peru, Guyana,
Cameroon, Ghana, Tanzania, Papua New Guinea, Nepal, Colembia, and
the Philippines. Seeing their effects, however, and charging that the TFAP
projects furthered deforestation through intervention and zoning, a world-
wide rain forest movement mobilized sufficient criticism (including that of
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Britain’s Prince Charles) that the TFAP initiative ended. Forestry loans,
however, continued through the World Bank.?

One such forestry loan was for “agro-ecological zoning” in the Brazil-
ian Polonoroeste area of Ronddnia and Mato Grosso to set aside land for
farmers, extractive reserves for the rubber tappers, and protected Indian
reserves in addition to national parks, forest reserves, and other protected
forest areas. Typically, the minorities affected were not consulted, even
though Chico Mendes wrote to the Bank president on behalf of the rubber
tappers in 1988, voicing their concerns. He feared a repetition of the mis-
takes made when Rondénia was occupied in the 1980s by impoverished
settlers who burned the Amazonian jungle in vain hopes of farming:

We think that the extractive reserves included in Polonoroeste 11 only serve to
lend the Government’s project proposal to the World Bank an ecological
tone—which has been very fashionable lately—in order to secure this huge
loan. . . . What will be created will not be extractive reserves, but colonization
settlements with the same mistakes that have led to the present disaster of
Polonoroeste. In other words, a lot of money will be spent on infrastructures
which do not mean anything to the peoples of the forest and the maintenance
of which will not be sustainable.”

Mendes was later murdered for his part in championing the rubber
tappers.

Despite profests from local nongovernment organizations, the
Rondénian Natural Resources Management Project loan was approved in
1992, at the same moment the Brazilian land agency, INCRA, “was pro-
ceeding with plans to settle some 50,000 new colonists a year in areas that
were supposed to be set aside as protected forests and extractive reserves
for rubber tappers under the Bank project.”*

On the other side of the world, a similar resettlement project was un-
der way in Indonesia. In this transmigration project, millions of poor peas-
ants were moved from densely populated inner islands of Indonesia, no-
tably Java, to the outer islands of Kalimantan, Irian Jaya, and Sumatra to
settle and cultivate cash crops for export, such as cacao, coffee, and palm
oil. The outer islands were inhabited by non-Javanese indigenous tribes
and contained 10 percent of the world’s remaining rain forests. Critics saw
this project as both a money-spinner for the Indonesian government and
a security project against non-Javanese people who desired autonomy
from the military government.

Building on the Indonesian government’s initial resettlement of more
than half a million people since 1950, the World Bank assisted a further
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resettlement of 3.5 million people between 1974 and 1990, with that many
again moving to the outer islands as private colonizers. The project, by the
Bank’s own accounting, simply redistributed poverty spatially, from the
inner to the outer islands; additionally, it caused roughly 4 percent of
the Indonesian forests to disappear.?®

Environmental Resistance Movements

In all these cases, there is a discernible pattern of collaboration between the
multilateral financiers and governments concerned with securing territory
and foreign exchange. Indigenous cultures, on the other hand, are typically
marginalized. Indonesia’s Forestry Department controls 74 percent of the
national territory, and the minister for forestry claimed in 1989, “In Indo-
nesia, the forest belongs to the state and not to the people. . . . [Tlhey have
no right of compensation” when their habitats fall to logging concessions.*

Under these conditions, grassroots environmental movements prolifer-
ate. They take two forms: active resistance, which seeks to curb invasion
of habitats by states and markets; and adaptation to environmental dep-
redation, which exemplifies the centuries-old practice of renewing habi-
tats in the face of environmental deterioration. In the latter practice we
may find some of the answers to current problems.

Perhaps the most dramatic form of resistance was undertaken by the
Chipko movement in the Central Himalaya region of India. Renewing an
ancient tradition of peasant resistance in 1973, the Chipko adopted a
Gandhian strategy of nonviolence, symbolized in tree-hugging protests
led primarily by women against commercial logging. Similar protests
spread across northern India in a move to protect forest habitats for tribal
peoples. Emulating the Chipko practice of tree planting to restore forests
and soils, the movement developed a “pluck and plant” tactic. Its mem-
bers uprooted eucalyptus seedlings—the tree of choice in official social
forestry, even though it does not provide shade and does ravish aquifers—
and replaced them with indigencus species of trees that yield products
useful to the locals. Success of these movements has been measured pri-
marily in two ways: by withdrawal of Bank involvement and the redefini-
tion of forestry management by the Indian government; and by the flow-
ering of new political associations, sometimes called “user groups,” that
are democratic and dedicated to reclaiming lands and redefining grass-
roots development.?!

Environmental activism like this is paralleled across the South. In Thai-
land, where the state has promoted eucalyptus plantations that threaten
massive displacement of forest dwellers, there has been
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an explosion of rural activism. . . . Small farmers are standing up to assassina-
tion threats; weathering the contempt of bureaucrats; petitioning cabinet
officials; arranging strategy meetings with other villagers; calling on reserves
of political experience going back decades; marching; rallying; blocking
roads; ripping out seedlings; chopping down eucalyptus trees; burning nurs-
eries; planting fruit, rubber and forest trees in order to demonstrate their own
conservationist awareness. . . . Their message is simple. They want individual
land rights. They want community rights to local forests which they will
conserve themselves. They want a reconsideration of all existing eucalyptus
projects. And they want the right to veto any commercial plantation scheme
in their locality.3?

In the Philippines, a successful reforestation program undertaken by
the Ikalahan of the eastern Cordillera followed the decentralization of re-
source control from the Department of Energy and Natural Resources to
management by the local community in the 1980s. The state in effect trans-
ferred ancestral land back to the community. On the island of Mindanaao,
indigenous communities have reclaimed state and pastoral lands for sub-
sistence farming, organizing themselves democratically along Chipko
lines.®

As grassroots environmentalism mushrooms across the South, com-
munity control gains credibility by example, At the same time, the institu-
tional aspects of technology transfer associated with the development
project come under question. An ex-director of forestry at the Food and
Agricultural Organization, Jack Westoby, commented in 1987:

Omnly very much later did it dawn on the development establishment that the
very act of establishing new institutions often meant the weakening, even the
destruction of existing indigenous institutions which ought to have served as
the basis for sane and durable development: the family, the clans, the tribe,
the village, sundry mutual aid organizations, peasant associations, rural
trade unions, marketing and distribution systems and so on.3

Of course, the point is that forest dwellers have always managed their
environment. From the perspective of colonial rule and the developers,
these communities did not appear to be involved in management because
their practices were alien to the rational, specialized pursuit of commercial
wealth characterizing Western ways beginning under colonialism. Local
practices were therefore either suppressed or ignored.

Now, where colonial forestry practices erased local knowledge and
eroded natural resources, recent grassroots mobilization, such as the
Green Belt Movement in Kenya organized by wommen, has reestablished
intercropping to replenish soils and tree planting to sustain forests. Where
development agencies and planners have attempted to impose irrigated
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cash cropping, such as in eastern Senegal, movements like the Senegales,

Federation of Sarakolle Villages have collectively resisted in the .n.:nmammﬁm
of sustainable peasant farming (sustainable in the social as well as the mnOm
logical sense).® -

Hundreds of local communities have evolved new resource manage-
ment practices as livelihood strategies, often with the aid of nongoverm-
mental organizations (NGOs). For example, local environmental manage-
ment in the Manya Krobo area of southeastern Ghana has revived in the
wake of environmental deterioration visited on the forest land by cash
cropping. Nineteenth-century colonialism promoted the production of
palm oil, followed by cocoa cultivation, for export. The displacement of
forest cover by monocultural cocoa crops led to severe degradation of the
soils. With cocoa prices falling in the second half of the twentieth century,
local farmers shifted to growing cassava and corn for local food Bmarmﬁm,.
they also cultivated oil palms and activated a local crafts industry A&mﬂcu
ing) used for subsistence rather than for export. Forest restoration tech-
nologies, combined with food crops, have emerged as a viable adaptation
These restoration methods are based on the preservation of pioneer uoﬂ,mmw
species rather than the fast-growing exotics promoted by development
agencies as fuel-wood supplies and short-termn forest cover. The lesson is
that the community of cultivators is “an originator of technology, rather
than a consumer of technology packages.”

The challenge for grassroots environmental movements in the former
Third World is therefore twofold: (1} to create alternatives to the capital-
and energy-intensive forms of specialized agriculture and agro-forestry
that are appropriate to the goal of restoring and sustaining local ecologies;
and (2) to build alternative models to the bureaucratic, top-down develop-
ment plans that have typically subordinated natural resource use to com-
mercial rather than social ends. Perhaps the fundamental challenge to
Southern environmental movements is the perspective stated in the Bank’s
World Development Report, 1992: “Promoting development is the best way to
protect the environment.”¥ Whether development, understood from the
Bank's perspective, is a source of sustainability is the question. Thus, meth-
ods of environmental management and development, as ideas and prac-
tices, underlie the growing conflict between local and global forces.

Feminism

Where Southern grassroots movements entail protection of local re-
sources and community, women typically play a defining role. This has
always been so, but one consequence of colonialism is that this activity
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has become almost exclusively a women’s preserve. As private property
in land emerged, women’s work tended to specialize in use of the com-
mons for livestock grazing, firewood collection, game hunting, and seed
gathering for medicinal purposes. These activities allowed women to
supplement the incomes carned by men in the commercial sector. Women
assumed a role as environmental managers, often forced to adapt to dete-
riorating conditiens as commercial extractions increased over time.

The establishment of individual rights to property under colonialism
typically privileged men. The result was the fragmentation of social sys-
ters built on the complementarity of male and female work. Men’s work
became specialized; in national economic statistics, it is routinely counted
as contributing to the commercial sector. Conversely, the specialization of
women’s labor as “nonincome earning” work remains outside the com-
mercial sector. Oppositions such as waged and non-waged work or pro-
ductive and nonproductive work emerged. In modern national accounting
systems, only productive work is counted or valued, leaving much of
women’s work invisible. The domain of invisible work in many cases in-
volves the work of maintaining the commons.

When we trace the development of fermninism, we find that it has circled
back toward recovery of this sense of the commons. The journey has been
both practical and theoretical—moving from bringing women into devel-
opment to an alternative conception of the relationship of women to de-
velopment. It began with the movement to integrate women into develop-
ment in the early 1970s. The first U.N. world conference on women was
held in Mexico City in 1975 and concentrated on extending existing devel-
opment programs to include women. This movement was known as
Women in Development (WID). Since then, the movement has changed
gears, shifting from what Rounaq Jahan terms an “integrationist” to an
“agenda-sefting” approach, which challenges the existing development
system of thought with a feminist perspective.®® The goal includes involv-
ing women as decision makers concerned with empowering all women in

their various life situations.

Feminist Formulations

The shift from integration to transformation of the development model
has involved a redefinition of feminism from WID to women, environment,
and alternative development (WED). The redefinition symbolizes a move-
ment from remedies to alternatives.®” There are two aspects to this shift.
First, the WID position originally addressed the absence of gender issues
from development theory and practice. The arguments are familiar:
women’s contributions were made invisible by economic statistics that



228 Rethinking Development

measured only the contributions to development of income-earning units
(waged labor and commercial enterprises). WID feminists have identified
problems and formulated remedies in the following ways.

Women have always been de facto producers, but because of their invis-
ibility, their technological and vocational supports have been minimal.
Planners should therefore recognize women’s contributions, especially as
food producers for rural households and even urban markets, where
males labor or migrate to the agro-export or cash-crop sector. Women also
bear children, and a more robust understanding of development would
include education, health care, family planning, and nutrition as social
supports. Finally, because of patriarchal expectations that women perform
unpaid household /farm labor in addition to any paid labor, development
planners should pursue ameliorative measures. Findings reveal that
where women can be incorporated into income-earning activities, a net
benefit accrues to community welfare since male income is often dissi-
pated in consumer/urban markets.

By contrast, the WED position is that economic development theory is
Eurocentric (it understands non-European reality in Western terms), hier-
archical, and male-biased in its assumptions about development strategy.
Conventional economics excludes the contributions of women and nature
from its models. Insofar as economic theory informs development prac-
tices, they have revealed a predatory relationship to each, in which women
are exploited and socially and economically marginalized and nature is
plundered. The human future is therefore depleted.

The second order of difference concerns our understanding of the
world and how we replenish it. The WED position on developmentalism
is that “the task is not simply to add women into the known equation but
to establish a new development paradigm.”* WED feminists argue that
economic theory is incapable of reform because it is a rationalized form of
knowledge, or paradigm, that is abstracted from practice and history and
presumes to have universal application. An alternative form of knowledge
is practical and rooted in cultural traditions.

WED feminists argue that Western traditions of rational science have
devalued and displaced practical knowledge through colonialism and the
development project.*! That is, local cultures in both the European and the
non-European worlds have yielded to the rationality of the marketplace.
For example, craft traditions have been mechanized; multiple cropping
and animal husbandry combinations have been separated, specialized,
and infused with chemical inputs; and traditional health practices have
been overriden by Western medical science. Similarly, “the work of caring
for the environment, and women’s role as nurturers, are also undervalued
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in the logic of development.”* The difference between WID and WED
feminism is further explored in the following insert.

What Is the Difference Between WID and WED Feminism?

The difference in the two perspectives is not just one of emphasis.
It involves how we look at the world, including what we take
account of. WID feminism tends to accept the developmentalist
framework and look for ways within development programs to
improve the position of women. For example, pushing for new
jobs for women in the paid work force is because women's unpaid
work was implicitly devalued and removed from consideration as
activity contributing to livelihoods. The movement from WID to
WED follows a conceptual shift from a universalist (rational) to-
ward a diverse (expressive) understanding of the world. It is also
a move from a linear (for example, # causes b, where independent
forces act on one another) to a holistic understanding of develop-
ment processes, where all forces are interrelated. In consequence,
WED feminists question the separation in Western thought be-
tween nature and culture, where nature is viewed as separate
from and acted on by culture rather than each shaping the other.
In the WED view, stewardship of nature is understood as integral
to the renewal of culture rather than being constructed as a pro-
gram per se.

The WED position argues that, within the WID approach, women were
presumed to be universally subordinate to men. Further, development
was redefined as a mechanism of emancipation of women. But this per-
spective was seriously flawed; it resembled the colonial mission toward
women, which was to rescue non-European women from the wretched-
ness of their own cultures (for example, Hindu widow cremation in India).
The WID mission tended to judge Third World women'’s position against
the ideal of the emancipated (economically independent) woman of the
First World.#3

In making this comparison, WED feminism stresses that development
is a relative, not a universal, process and we should be aware of how our
ideals shape our assumptions about other societies. Concerns for the em-
powerment of women in Third World settings should refer to those cir-
cumstances, not to abstract ideals of individual emancipation. In other
words, women’s role in sustaining cultural and ecological relations is com-
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plex, place specific, and incapable of being reduced to universal formulas.
Reflecting this perspective was a women'’s tribunal held in Miami in 1991
to document women’s environmental struggles. The outcome was the
Women’s Action Agenda 21, which combined women'’s voices across the di-
vides of North/South, race, and class in a common vision of an alternative
development practice to the Western model.*!

Women and the Environment

At the practical level, women engage in multifaceted activity. Across the
world, women’s organizations have mobilized to manage local resources,
to empower poor women and communities, and to pressure governments
and international agencies on behalf of women's rights. Countless activi-
ties of resource management undertaken by women form the basis of
these practices. Perhaps most basic is the preservation of biodiversity in
market and kitchen gardens. In Peru, the Aguarunu Jivaro women nur-
ture over 100 varieties of manioc, the local staple root crop. Women have
devised ingenious ways of household provisioning beside and within the
cash-cropping systems managed by men. Hedgerows and wastelands be-
come sites of local food crops.* Forest products (game, medicinal plants,
condiments) are cultivated and harvested routinely by women. In rural
Laos, over 100 different forest products are collected chiefly by women for
home use or sale. Women in Ghana process, distribute, and market game.
Indian women anchor household income—with an array of nontimber
forest products amounting to 40 percent of total Forest Department rev-
enues—as do Brazilian women in Acre, working by the side of the male
rubber tappers.% A particular success from Kenya is reported in the fol-
lowing case study.

Women, Poverty, and Fertility

Women’s resource management is often ingenious, but often poverty sub-
verts their ingenuity. For example, where women have no secure rights to
land, they are less able to engage in sustainable resource extraction. Envi-
ronmental deterioration may follow. When we see women stripping for-
ests and overworking fragile land, we are often seeing just the tip of the
iceberg. Many of these women have been displaced from lands converted
for export cropping, or they have lost common land on which to subsist.
Environmental damage stemming from poverty has fueled the debate
surrounding population growth in the former Third World. Population
control has typically been directed at women—ranging from female infan-

Social Responses to Globalization 231

CASE STUDY
The Kikuyu Cooperative in Kenya

In Kenya, the Kikuyu women in Laikipia have formed 354
women'’s groups to help them coordinate community decisions
about access to and use of resources. Groups vary in size from 20
to 100 neighbors, both squatters and peasants; members contrib-
ute cash, products, and/or labor to the group, which in turn dis-
tributes resources equally among them. The groups have been
able to pool funds to purchase land and establish small enter-
prises for the members. One such group, the Mwenda-Niire,
formed in 1963 among landless squatters on the margins ofa
large commercial estate. Twenty years later, through saving funds,
by growing maize and potatoes among the owner’s crops, and
through political negotiation, the group purchased the 567-hectare
farm, allowing 130 landless families to become farmers. Group
dynamics continue through labor-sharing schemes, collective
infrastructure projects, and collective marketing. Collective move-
ments such as this go beyond remedying development failures.
They restore women'’s access to resources removed from them
under colonial and postcolonial developments.

Source: Wacker, 1994, pp. 135-139.

ticide through forced sterilization (as in India) to family planning inter-
ventions by development agencies. Feminists have entered this debate to
protect women from such manjpulation of their social and biological con-
tributions.

Feminists demand the enabling of women to take control of their fer-
tility without targeting women as the source of the population problem.
On a global scale, the current world population of 5.7 billion is mxm.mnﬂ.mm
to double by 2050, according to U.N. projections, unless more aggressive
intervention occurs. Studies suggest that female education and health ser-
vices reduce birthrates. The 1992 World Bank report pointed out mﬁ.ﬁ
women without secondary education on average have seven children; if
almost half these women receive secondary education, the average de-
clines to three children per woman.¥

In addition, recent evidence based on the results of contraceptive use
in Bangladesh has been cited as superseding conventional theories of

rA
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“demographic transition.” Demographic theory extrapolates from the
Western experience a pattern of demographic transition whereby birth-
rates decline significantly as economic growth proceeds. The threshold is
the shift from preindustrial to industrial seciety, in which education and
health technologies spread. This is expected to cause families to view
children increasingly as an economic liability rather than as necessary
hands in the household economy or as a response to high childhood
mortality rates.

Evidence from Bangladesh, one of the 20 poorest countries of the
world, shows a 21 percent decline in fertility rates during the decade and
a half (1975-1991) in which a national family planning program was in ef-
fect. The study’s authors claimed these findings “dispute the notion that
‘development is the best contraceptive,”” adding that “contraceptives are
the best contraceptive.”4®

Feminist groups argue that family planning and contraception need to
be rooted in the broader context of women'’s rights. Presently, almost twice
as many women as men are illiterate, and that difference is growing. Poor
women with no education often do not understand their rights or contra-
ceptive choices. The International Women'’s Health Coalition identified the
Bangladesh Women'’s Health Coalition, serving 110,000 women at 10 clin-
ics around the country, as a model for future United Nations planning.
This group began in 1980, offering abortions. With suggestions from the
women it served, the Coalition has expanded inte family planning, basic
health care services, child immunizations, legal aid, and training in lit-
eracy and employment skills.*® Similar success stories are presented in the
following case study.

With supportive social conditions, fertility decisions by women can
have both individual and social benefits. Fertility decisions by individual
women usually occur within patriarchal settings—households or societ-
ies—as well as within definite livelihood situations. It is these conditions
that the feminist movements and women’s groups have identified as nec-
essary to the calculus in fertility decisions. Over the past decade, the popu-
lation issue has incorporated elements of the feminist perspective, which
emphasizes women'’s reproductive rights and health, in the context of
their need for secure livelihoods and political participation.” This view
was embedded in the 1994 U.N. Conference on Population and Develop-
ment document. Although contested by the Vatican and some Muslim na-
tions (particularly Iran), the document states that women have the right to
reproductive and sexual health, defined as “a state of complete physical,
mental and social well-being” in all matters relating to reproduction.™
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CASE STUDY
Women’s Rights and Fertility

The correlation between women's rights and low fertility rates has
ample confirmation. In Tunisia, the 1956 Code of Individual
Rights guaranteed women political equality, backed with family
planning and other social programs that included free, legal abor-
tions. Tunisia is a leader in Africa, with a population growth rate
of only 1.9 percent. The director general of Tunisia’s National
Office of Family and Population, Nebiha Gueddana, claims that
successful family planning can occur in a Muslim society: “We
have thirty years of experience with the equality of women

and . . . none of it has come at the expense of family values.”

In Kerala, where the literacy rate for women is two and a half
times the average for India, and where the status of women has
been high throughout this century relative to the rest of the coun-
try, land reforms and comprehensive social welfare programs
were instrumental in achieving a 40 percent reduction in the fertil-
ity rate between 1960 and 1985, reducing the population growth
rate to 1.8 percent in the 1980s.

Sources: Crossette, 1994b, p. A8; Bello, 1992-1993, p. 5.

Feminism has clearly made an impact on the development agenda
since the days of WID's inception. However, the improvement of women's
material condition and social status across the world has not followed in
step, even if the statistical reporting of women’s work in subsistence pro-
duction has improved.5? In 1989, at the end of a decade of structural ad-
justment, the United Nations made the following report in its World Sur-
vey on the Role of Women in Development:

The bottom line shows that, despite economic progress measured in growth
rates, at least for the majority of developing countries, economic progress for
women has virtually stopped, social progress has slowed, and social well-
being in many cases has deteriorated, and because of the importance of
women'’s social and economic roles, the aspirations for them in current devel-
opment strategies will not be met.?

Five years later, the United Nation’s Human Development Report 1994
found that “despite advances in labor-force participation, education and
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health, women still constitute about two-thirds of the world’s illiterates,
hold fewer than half of the jobs on the market and are paid half as much
as men for work of equal value.”* Even so, feminism has put its stamp on
the reformulations of development, as the U.N. 1994 report declared in re-
sponse to the crisis in the former Third World:

It requires a long, quiet process of sustainable human development . . . [a]
development that not only generates economic growth but distributes its
benefits equitably, that regenerates the environment rather than destroying it;
that empowers people rather than marginalizing them. It is development that
gives priority to the poor, enlarging their choices and opportunities and pro-
viding for their participation in decisions that affect their lives. Itis develop-
ment that is pro-people, pro-nature, pro-jobs and pro-women.

Cosmopolitan Localism

Perhaps the litmus test of the globalization project is that as global inte-
gration intensifies, the currents of multiculturalism swirl faster. Fractious
mobilizations of communities—urban, rural, class/ethnic—across the
world threaten national and regional orders. The politics of identity sub-
stitutes for the politics of nation-building. Regions and communities see
self-determination as more than a political goal. It now includes the idea
of cultural renewal, which includes recovering local knowledge. Wolf-
gang Sachs remarks:

Today, more than ever, universalism is under siege. To be sure, the victorious
march of science, state and market has not come to a stop, but the enthusiasm
of the onlookers is flagging. . . . The globe is not any longer imagined as a
homogeneous space where contrasts ought to be levelled out, butasa discon-
tinuous space where differences flourish in a multiplicity of places.®

The new forms of imagination embody what Sachs terms cosmopoli-
tan localism, that is, the assertion of diverse localism as a universal right.
Cosmopolitan localism questions the assumption of uniformity in the glo-
bal project. This is a protective response, insofar as comnunities seek to
avoid the marginalization or disruption associated with unpredictable glo-
bal markets. Such questioning also asserts the need to respect alternative
cultural traditions as a matter of global survival. Finally, it is a question of
preserving or asserting human and democratic rights within broader set-
tings, whether a world community or individual national arenas.

The most potent example of cosmopolitan localism was the peasant re-
volt in Mexico’s southern state of Chiapas, a region in which small peas-
ant farms are surrounded by huge cattle ranches and coffee plantations.
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About a third of the unresolved land reforms in the Mexican agrarian re-
form department, going back more than half a century, are in Chiapas. The
government’s solution over the years has been to allow landless campe-
sinos to colonize the Lacandon jungle and produce subsistence crops, cof-
fee, and cattle. During the 1980s, coffee, cattle, and corn prices all fell, and
campesinos were prohibited from logging—even though timber companies
continued the practice.”” The revolt had these deepening classical class in-
equities as its foundation. But the source of the inequities transcended the
region.

On New Year’s Day, 1994, hundreds of impoverished peasants rose up
against what they perceived to be the Mexican state’s continued violation
of local rights. Not coincidentally, the revolt fell on the day the North
American Free Trade Agreement (NAFTA) was implemented. To the
Chiapas rebels, NAFTA symbolized the undermining of the revolutionary
heritage in the Mexican Constitution of 1917, by which communal lands
were protected from alienation. In 1992, under the pretext of structural
adjustment policies and the promise of NAFTA, the Mexican government
opened these lands for sale to Mexican and foreign agribusinesses. In ad-
dition, NAFTA included a provision to deregulate commodity markets—
especially the market for corn, the staple peasant food.

The Chiapas revolt illustrates cosmopolitan localism well because it
linked the struggle for local rights to a political and historical context. That
is, the Zapatistas (as the rebels call themselves, after Mexican revolutionary
Emilio Zapata) perceive the Mexican state as the chief agent of exploitation
of the region’s cultural and natural wealth. In one of many communiqués
aimed at the global community, Subcomandante Marcos, the Zapatista
spokesperson, characterized the Chiapas condition:

Qil, electric energy, cattle, money, coffee, bananas, honey, corn, cocoa, to-
bacco, sugar, soy, melons, sorghum, mamey, mangos, tamarind, avocados,
and Chiapan blood flow out through a thousand and one fangs sunk into the
neck of Southeastern Mexico. Billions of tons of natural resources go through
Mexican ports, railway stations, airports, and road systems to various desti-
nations: the United States, Canada, Holland, Germany, Italy, Japan—but all
with the same destiny: to feed the empire. . .. The jungle is opened with
machetes, wielded by the same campesinos whose land has been taken away
by the insatiable beast. .. . Poor people can not cut down trees, but the oil
company, more and more in the hands of foreigners, can. .. . Why does the
federal government take the question of national politics off the proposed
agenda of the dialogue for peace? Are the indigenous Chiapan people only
Mexican enough to be exploited, but not Mexican enough to be allowed an
opinion on national politics? . .. What kind of citizens are the indigenous
people of Chiapas? “Citizens in formation?”®



236  Rethinking Development

In these communiqués the Ejército Zapatista de Liberacién Nacional
(EZLN) movement addresses processes of both decline and renewal in
Mexican civil society. The process of decline refers to the dismantling of
the communatl tradition of the Mexican national state symbolized in the
infamous reform of Article 27 of the Constitution. The Article now privi-
leges private (foreign) investment in land over the traditional rights of
campesinos to petition for land redistribution within the ejido (Indian com-
munity land held in common) framework. The Zapatistas argue that this
reform, in conjunction with the new liberalization under NAFTA, will un-
dermine the Mexican smallholder and the basic grains sector. They under-
stand that the U.5. “comparative advantage” in comn production (6.9 U.S.
tons versus 1.7 Mexican tons per hectare, including infrastructural dispari-
ties) seriously threatens Mexican corn producers, especially because under
NAFTA the Mexican government has agreed to phase out guaranteed
prices for staples such as corn and beans.>®

The renewal side involves the renewal of “citizenship” demands by the
Chiapas movement. This directly addresses the need for free and fair elec-
tions in Chiapas (and elsewhere in Mexico), adequate political representa-
tion of campesino interests (as against those of Chiapas planters and ranch-
ers), and the elimination of violence and authoritarianism in local
government. The EZLN’s demands included a formal challenge to a cen-
turies-old pattern of caciquismo (local strongman tradition) in which fed-
eral government initiatives have been routinely thwarted by local politi-
cal and economic interests. A case in point has been in the patronage
system, whereby the governor of Chiapas state has channeled federal gov-
ernment welfare funds (Solidaridad loans) to local political allies.5

The renewatl side also includes the demonstration effect of the Chiapas
revolt, because communities throughout Mexico have since mobilized
around similar demands—especially because local communities face com-
mon pressures, such as market reforms. In challenging local patronage
politics, the Zapatistas elevated demands nationally for inclusion of
campesino organizations in political decisions regarding rural reforms, in-
cluding equity demands for small farmers as well as farm workers. They
also advanced the cause of local and / or indigenous development projects
that sustain local ecologies and cultures.®! Chijapas is a region with consid-
erable inter-ethnic mixing (mestizo), although Tzoltal is the local language
along with Spanish. The rebellion has a pan-Mayan identity rather than a
specific ethnic character with ethnic demands, other than the demand for
indigenous co-governors.

Arguably, the Chiapas rebellion is a model for the postnational devel-
opmental era. This model has several elements, many of which have been
associated with the so-called new social movements that have sprung up
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across the world. These movements mark the demise of classical liberal
politics—the framing ideology of modern national political-economic in-
stitutions.® Classical liberalism addressed issues of political representa-
tion, not to be confused with contemporary neoliberalism, which espouses
private market initiatives. It nurtured the rise in the West of the labor
movement, citizenship politics, and the notion of social entitlement; its
demise now coincides with the dismantling of the welfare state. As we dis-
cussed earlier in this chapter, the new social movements tend to reject the
interest-group politics of liberalism and espouse a more associative poli-
tics, connecting various social causes.

What is distinctive about the Chiapas rebellion is the texture of its po-
litical action. Timed to coincide with the implementation of NAFTA, it
wove together a powerful and symbolic critique of the politics of global-
ization. This critique had two goals. First, it opposed the involvement of
national elites and governments in implementing neoliberal economic re-
forms on a global or regional scale, reforms that undo the institutionalized
social entitlements associated with political liberalism. Second, it asserted
a new agenda of renewal involving a politics of rights that goes beyond in-
dividual or property rights to human, and therefore community, rights.
The push for regional autonomy challenged local class inequalities and de-
manded the empowerment of campesino communities. It also asserted the
associative political style of the EZLN, composed of a coalition of cam-
pesino and women’s organizations. And this form of politics addressed
conditions elsewhere in Mexico and the world.

The Mexican government responded to the rebellion by creating the
“National Commission for Integral Development and Social Justice for In-
digenous People” and promised more monies by way of the government's
national solidarity program. The Zapatistas rejected these proposals, how-
ever, as “just another step in their cultural assimilation and economic an-
nihilation.”®* The EZLN program rejects integration into outside develop-
ment projects, outlining a plan for land restoration, abolition of peasant
debts, and reparations to be paid to the Indians of Chiapas by those who
have exploited their human and natural resources. Self-determination in-
volves the development of new organizational forms of cooperation
among different groups in the region. These have evolved over time into
a “fabric of cooperation” woven among the various threads of local group-
ings. They substitute fluid organizational patterns for the bureaucratic or-
ganizational forms associated with modernist politics—such as political
parties, trade unions, and hierarchical state structures.® In these senses,
whether the Zapatistas survive or not, the movement they have quickened
will intensify the unresolved tension between globalism and localism and
between global managerialism and political representation.
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Summary

We have toured some of the world’s hot spots in this chapter, noting the
particular forms in which social movements respond to the failures of
developmentalism and the further disorganizing impact of globalism. Re-
sponses range from withdrawal into alternative projects (for example, Is-
lamic fundamentalism, feminist cooperatives, recovery of noncapitalist
agro-ecological practices) to attempts to reframe development as a ques-
tion of rights and fundamental social protections (such as the feminist
movement as opposed to developmentalism, social-environmentalism
micro-regional rebellions like the one in Chiapas, and even Western amrm
wing fundamentalism). All these responses express the uncertainties of
social arrangements under globalizing tendencies. Many express a funda-
mental desire to break out of the homogenizing and disempowering dy-
namics of globalization and to establish a sustainable form of social life
based on new forms of associative politics.

The opportunity for political renewal lies, paradoxically, in the weaken-
ing of the nation-state by globalization. The opportunity is that as states
shed their public largesse, patronage politics loses its financial foundation.
The developmentalist state loses its salience, resulting in austerity policies
that force public scrutiny by the economically disenfranchised.®® As we
have seen, globalization involves states surrendering leverage to more
powerful global private and public authorities over domestic policy and
institutions. One of the consequences is the decline in the labor unions
caused by the restructuring of work and corporate downsizing, as firms
and states have pursued efficiency in the global economy.® Labor’s re-
sponse will be to forge new forms of organization, especially along the
lines of the new labor internationalism that has emerged to present a solid
front to footloose firms that would divide national labor forces and to states
that enter free trade agreements that would undermine labor benefits.

The new labor internationalism was a key part of the political debate
surrounding NAFTA. American organized labor took a big step in distanc-
ing itself from U.S. national policy, arguing that NAFTA was not in the in-
terests of American labor. Led by the rank and file, organized labor joined
a substantial national political coalition of consumers, environmentalists,
and others in opposing the implementation of NAFTA 7 Although the
U.S. government pushed NAFTA through, it nevertheless argued that the
absence of labor rights in the Mexican maquiladoras was a case of unfair
competition in global labor markets. Similarly, the issue of labor rights was
a substantial point of conflict in the debates of the GATT Uruguay Round
negotiations as well as in the formulation of a social charter for the Euro-
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pean Union.® We can conclude, therefore, that globalization is stimulating
new forms of labor organization to protect hard-won rights and is encour-
aging renewed debate about human rights on a world scale. Both arenas
are important for the preservation of social and political rights.

In sum, the road to the political future has several forks. Across the
world, cosmopolitan localism is expressed in the organization of regional
cereal banks in Zimbabwe, ecological campaigns by women’s groups in
West Bengal, campesino credit unions in Mexico, the emergence of solidar-
ity networks among labor forces, and the defense of forest dwellers
throughout the tropics. How effectively these movements will intercon-
nect politically—at the national, regional, and global levels—is an open
question. Another question is how these movements will negotiate with
existing states over the terms of local and /or cultural sustenance. Poten-
tially, the new movements breathe new life into politics. They transcend
the centralizing thrust of the developmentalist states of the postwar era
and present models for the recovery of local forms of social organization.
Overriding questions include how new political movements will articulate
with states and whether they will replenish nation-states. Many of the
people and communities left behind by the development and globaliza-
tion projects look to nongovernmental organizations (NGOs), rather than
to states or international agencies, to represent them and to meet their
néeds. Indeed, we are currently in a phase of “NGOization,” in that na-
tional governments and international institutions have lost much of their
legitimacy, and NGOs take considerable initiative in guiding grassroots
development activities. In the following, and concluding, chapter we ex-
amine how our future and the future of development are shaping up.



