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Introduction

NESE pitcher Hideo Nomo’s contract with the Los Angeles Dodgers in
itiated the globalization of baseball; the sport embraced market forces
héightcncd worldwide economic exchanges, integrated this business around
lanet, and boosted global cultural convergence. These consequences arose
a world economy designed by the United States after the Second World
Nomo served as the connective tissue that brought together various drivers
balization, a process encouraged by the American transnational corporate
1‘:1::57 Major League Baseball (MLB). While the confluence of satellite technol-
ay and entrepreneurial broadcasting companies extended MLB’s wotld reach,
corporation also strategized that a global pool of labor and consumers would
ive the game, help it compete with other sports, and boost revenue (by 2009,
enue exceeded $6 billion). The downside to this process became clear: poor
nd young talents from Latin America, for instance, were targeted by a voracious
stem of recruiting ourside the bounds of international labor protections. Be-
use foreign players represented over one-quarter of players on Major League
po'sters, however, the baseball market fourished as an example of the benefits of
globalization.

Having coaxed other nations to send their players to the “big show” in the
United States, the Major Leagues wanted them, above all, to buy into its vision
of expansion and convergence, all under an American brand. Fans around the
world had satellite feeds to the games, in which broadcasts were translated into
over a dozen languages (including Hindi, Papiamento, Arabic, and Korean).
Complex and extensive licensing deals berween MLB and foreign companies
and business nerworks forged lucrative local, regional, and global partnerships.
That idea, simply, was “of a day when its game is played on multiple continents
and the demand for the major league brand—think programming, advanced
media, international corporate sponsorship, and yes, T-shirts and hats—cover the
globe,” wrote columnist Tom Verducci after the conclusion of the first international
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This chapter examines the co-optation, absorption, and rejection ZF the
;’m model by states, cransnational entities, and people o*."er the detca &8 as
lizagion emerged to dominate the world economy. America remained the
gis.'.dominanc baseball arena, for instance, but that ma‘rket accctinmodasf:d a
ser whose appearance porrcndcd changes in the qumtesscnnal American
¢. After the war, US leadership served as the foundation for recovery and
‘t : . but in ensuing decades, rule from Washington was eroded—but not re-
e(i'__—by mulrilateral governance of the world ccon-om.y. The consequence v;as
Ad economy shaped by American free-market prinmpics- and I.)o‘wcr that fu-
cowth for many rich and poor nations alike, brought 1ne(.1u1t1es- to a large
ion of the wotld, and integrated the planet into a system in which goods,
i...c..cs, money, and people flowed across national borders to a greater deig-rce
incensity than ever before. The following is 2 history of postwar globaliza-
s development under American influence. Though the Unired States was at
center of the picture, it was not alone in the global economy, of cou.rse. T:e
cat Depression had devastated international capi.cahsm and facrored ;nto the
ﬁption of the most destructive war in human history, a cataclysm t at. PE)--
Iled the United States to a position of hegemony atop the global economic hi-

chy. From that point until today, competitors have threatened to knock
metica off its perch; repeated crises have cerrainly caten away the country’s
oothold.

- Market forces were always at the heart of this trend, because the hegemonic

Hideo Noma, Coars Field, Denver, May 7, 1995. The Los Ange-
les Dodgers’ ace was the first Japanese player to join Major
League Bascball, thus creating professional sports synergies
across national borders that epitomized the modern era of glo-
balization. (Spores Ilustrared /Gerry Images)

insi i i en and
United States insisted that doors to global economic exchange be pmcc.l op o
main ajar, unfetrered by barriers that were to be reduced on a multilateral ba-

£{9 »
s. This approach (in ideology and practice) is referred to here as the “open door
tournament of professional players in 2006." The only remaining barriers t

MLB’s growth were distance (and supersonic passenger jets were on the drawin
board) and vestiges of nationalism thar restricted the movement of players. Ye
clearly, nations had to play by American rules, even if they beat the United Staré

at its own game, as Japan did in the 2006 and 2009 World Baseball Classic.
rournament,

doctrine, market precepts or policy, or free enterprise. The open—cloo‘r concept
should not be confused with British commercial policy in the mid—mneteffntb
entury or American approaches to China after 1899, although there arc‘s1m;-
larities. Here the meaning addresses market access, the frecing and expans1f:)n of
:frade and financial exchanges, and intimate economic relations that led to inter-

- dependence the world over. Whatever it is called, this open, sprawling, and inte-
Nomo’s case illustrates a central fact chat since the Second World War, the-

world economy reflected the power of the United States, and the reception of
that power. Although US power was significant, however, it was not always hege

grated system of globalization affected nations, territories, organizations, net-
works, and people around the world in different ways. It also prevailed—in a

world torn by war, diplomatic tensions, poverty, and economic turmoil-—because

[ 204 ) [ 205}




THOMAS W. ZEILER

1. Closed Doors

- 1 - . 8
of America’s projection of power through market capitalism, eiche;
: . g Ly
negotiated through a multilateral process among governmens '1'h
theme of this chapter is that state-to-state relations guided the P.foc'é's .

ization, although the agents were transnational entities that thrived
exchanges. i

The path to globalization was neither easy not profitable for al
always pluralistic. That is, the United States was the predominant
world economy, but its power was most concentrated during the eﬁ Tr
years and then gave way to other competitors in ensuing decades. iff
1945 the world economy has been shaped by such seismicb shocks 4
financial collapse, the end of colonialism, hot and cold wars, sharg
ergy costs, revolts against the open door in a Third World, abjéctg a
tremendous debt, the advent of Japanese, European, Chinese, oii—s'tit:
fiian power, the demise of the postwar monetary system, and periodi
in credit, invesement, and commercial markets that have increasingly
the entire world in their clueches. The story of those setbacks, as wily'
cesses, reflected the American marker model that, for bctte; or Worse
world into a dynamic era of globalization. o

T: of the Second World War, as the Allied powers struggled to
2l to the Axis powers and boost the supply of goods from
uction, the United States and Great Britain began shaping post-
mic institutions. The goal fixed on promoting a multilaterally
v that opened Europe and other key trading areas to US goods,
ence, which required exposing the American economy to com-
broad. Washington took aim on British imperial commercial ar-
discriminated against the products of nonmembers. Although
‘with the idea of open global economic networks, Britain de-
closed system of preferential trade for members in its empire. The
_ -+ curvival mode, trading a gradual weakening of imperial protec-
erican largesse to help float their economy during the dire times of

gic materi

ar reconstruction. Negotiations over the outlines of new interna-

nstitutions and the shifting Anglo-American power relation-

ascendancy of the United States, even though a eruly mulrilae-

ould have to wait until partner nations had gotten back on their

mmediate postwar period, US gnilateralism in the wotld economy,

Jlobalization, entrenched American market hegemony.

erived, quite obviously, from the ravages of war around the
»f Europe and Asia lay in ruins. Alrhough US observers in particu-
ced optimistic assessments that the European economies would
quickly, those hopes were dashed by both the magnitude of the war’s
nd the ineffectiveness of piecemeal aid and stimularive fiscal mea-
the capitalist pump toward permanenc recovery. The combination
rophe of war on others, and America’s own productive capacity, gave
States a huge economic advantage—and presence-—abroad. The fig-
ring; the country was a production and consumption monolith
¢ witnessed before, or since. With just 6 percent of the world’s
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population in 1945, America produced nearly half of the world’s e
consumed 4o percent of it; and due to its domination of global oil r
percent), it is not surprising that the United States manufactufe_a igh
more cars than Britain, France, and Germany combined (and one hund
more than its new rival, the Soviet Union) and that 6o percent of cars
drove on American roads. By 1950, American constmers enjoyed the [je
of refrigerators, telephones, and televisions (regarding the [atter, near ;
cent were owned by US buyers). Of course, income levels drove this i
power; by the end of the 19405, Americans earned two times more than
ish worker, three times more than the French, five times that of Ger
seven times the salary of a typical Russian. Added to irs predominar
trade and its hold of nearly half of all global currency and gold rcscrvé.s,-__th
States was truly, as a historian has concluded, “the land of milk and hﬁnc‘y
the despair and struggles of other economies.

In part, the United States faced an enormous task due to the ¢o
war; the times were not righe to impose multilateral, open-door p )
The country had long run sizable trade surpluses with Europe and the B,
Commonwealth, and harmlessly small deficits with Asia and Latin Ame
by 1946 its trade surplus boomed—to a $3.3 billion total with Europ
billion with the British nations, nearly a half billion dollars with Asia
million with Latin America. These trade partners might grow theit wa
correcting their commercial imbalances with the United States—and
like Germany and France, recovery was relatively quick—but the calamit
stymied reconstruction and, therefore, a balanced global economy.”

Lt

ilippines, March 2, 1945. This platoon of American soldiers patrols the Walled
ic World War I1 batele. The destruction signaled the need for tremendous
aid in the postwar exa, (Time & Life Piccures/Getty Images)

nerysides isolated from commercial centers. Japanese anld Ger-
fects did not exist to carry goods. The Soviet Union, for its parf,
' fﬁctorics, and farms, and compelled workers to toil for the USSR’s
stem of compulsion further weakened Germany and gave the QSSR
central Europe. The brutally cold winter of 1946-1947 -pur'ushcd
region prostrate from war and with no good prospects in sight.
(and opportunity) for salvation by the United States was ‘apparc'nt.
aid, a grant of $42 billion in goods and services to tl'%e Allies durm‘g
led rising American dominance over the international economic
oh the main goal of the program focused on military vicrory t}%ro.ugh
ors insisted that the United Kingdom ease imperial restrictions

World War II destroyed territory and property, political systems ans
gies, and livelihoods and lives in Western and Eastern Europe and:Ch
Japan, while Britain, the financier of capitalism, was bankrupted by itse
defeat fascism and survive thereafter. Whole economies ceased funci
sputtered along, tens of millions of people lay dead or injured, and hun
millions of homes and businesses were eviscerated. Famine plagued large s
of the world, acutely so in Europe and Asia. Major cities—Hamburg, M
and Warsaw—had been destroyed, and aerial bombing campaigns had
factories in Germany and curbed commercial traffic in key ports, st
terdam, London, and Tokyo. The European transportation system wasin

4 208 |- I 209 ]




THOMAS W. ZEILER OPENING DOORS IN THE WORLD ECONOMY

on trade and finance for oursiders in return for billions of dollars in Lend-
assistance. By no means would President Franklin Roosevelt exploit Lond
hour of need by withholding aid, but the goal of placing market forces on a
footing after the war was clear, and Britain reluctantly understood this ;@f__al_lp 11d’s dominant currency. . ished
Asaresult, warrime aid (and the 1946 discussions over a $3.75 billion loan'to E : g America such unprecedented influence was not accomplis

rantin .
. .. . : . ions sought a multilateral
gland) was engulfed in testy negotiations that elicited howls from defend ut a fight, bur it should be stressed that all nati g
the imperial system. Lend-Lease served American interests—the main one

d economy, or a system in which several nations, rather than one or two he-
3

. e . . . a . just disagreed on how to set

defeat of Nazism and Japanese militarism—yer that aid provided a platform f ons, worked in concert toward agreement. They jus g

US ideas of free enterprise and their projection in the postwar world,

This was especially so for the British, who, led by the noted economist John
.ard Keynes, understood that New York Ciry had secured from Ijondon
witle of the wordd’s financial capiral, which would weaken the empire, and
ipel it to carefully regulate the domestic economy. R‘?gardless of .thesc pres-
s, under the Bretron Woods accords put into effect in 1947, natlofxs estab-
od the International Monetary Fund (IMF, or the Fund) to provide suff-
. liquidity for commercial transactions. The agreemenc also creatled ‘the
cernational Bank for Reconstruction and Development (OI.’IC of five 1n.st1‘tu-
Sas incorporated today into the World Bank Group), capitaliz.ed at $10 bllh(;n
1d designed to make loans for economic development an.cl specifically speed t dc
covery of war-torn areas. Critical to both institution.s in the ]-3retton W(l)o $
system was the predominance of the United States, which contributed the ar.g-
céf subscription to the Fund and, in return, received power commensurate c.o its
size in the pool of currencies and gold that constituted the IMF reservoir of
iiedic. The IMF and World Bank ensured that the American dollar would act

6 simply abandon the gold standard altogether (as the United States did

the Great Depression). The Bretton Woods system maintained the high
g'of gold but Washington agreed to back it with the dollar, which became
e )

What catapulted the United States to predominance was wartime produ
tion. The output and shipment abroad of military goods led to a more tha
pling of the value of US expores, which in turn helped double the nation’s gr
domestic product. Manufacturers, farmers, and workers counted on continue
growth for their livelihoods, and to avoid a return to the Great Depression yé:'i
of insolvency and unemployment. Overseas trade appeared more important:
domestic economic stability and growth. Thus, US leaders focused on ensuring:
that the world economy had enough money for liquidity and investment, and
also as few obstacles as possible to trade in goods and services, so that all nations
could thrive and buy US goods. America’s selfinterested championing of mark
mechanisms not surprisingly undergirded the establishment of che governin
postwar world bodies for monetary and commercial affairs.*

Financing Hegemony as the postwar world's reserve currency.

Concerned about the menace of inflation that could destabilize prices, the
mericans used their overweening leverage. As the world’s largest creditor, the
United States imposed rules ro guard against price fluctuations by clc.:m.a‘nding
omestic austerity measures from IMF members. To give nations an 1n1tfa1 pe-
riod of adjustment by permitting them to restrict crade and payments ul'ltl.l they
recovered from the war, the United States insisted that members limit their cur-
rency manipulation and rake other measures, such as deflacion or sci.ling off as-
sets, to participate in a multilaceral, market-driven world. The exception was the
Sovier Union. Although Moscow initially agreed to join the Bretton Woods sys-
tem as the third largest subscriber to the Fund, the Western nations welcomed

In July 194 4, over seven hundred delegates from forty-four Allied nations gath-
ered at a resort in New Hampshire to hammer out the Bretton Woods agree-
ments that established the postwar international monetary system. Two years of
Anglo-American wrangling over the extent to which the market or state over-
sight should dictate economic relations resulted in a plan that addressed three.
cardinal issues: what regulations were necessary to stabilize global economic ex-
changes, how they would be enforced, and who would safeguard the system. In
the past the gold standard had permanently fixed exchange rates to prevent fi-'
nancial fluctuations deemed hurtful to stable commercial relations, bur chis
rigid approach had obligated nations to deflate their currencies when bad times
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. .
arket ethic, would prevent a headlong descent into regu’n‘cnm;on,a1 :?u :clllz
cession of human rights, and all too frequently to preparations or.w i

& ﬁbcative actitude roward other nations.”” He frowned alsbo on 'rcstrlmtul)-nz oz
) ﬂ ow of gold, but detested even more the economic natﬁtc;nah;m HI;P;; I1l

Bricish system of imperial trade preferences. As the chl.c crc; he nebok- ti

of the government, the Department of State followed his lead in Wfozr1 1-1‘1.igf

50 pen the closed doors to trade around the world. Hull .SCE the standar dor

:.pursuit of market capitalism as a pillar of US trade policy and as a founda-

Russian membership to encourage diplomatic friendship rather than for ec
nomic reasons. By December 1945, Moscow backed away from the IMF, p
out of recognition that the system further strengthened the capitalist com.i_n_.‘
nity of nations and the USSR’s potential rival, the United Staces.? .
American conservatives in the banking industry and the US Congress-d
not mind the Sovier exit, but they did focus on a monetary deal that playe
US strengths and interests. Promised that Bretton Woods would allow then
tion to forgo major, potentially wasteful foreign aid programs, they got their way
by elevating the dollar as the monetary system’s “key currency.” In reality, this
meant that although nations were to “peg” their currencies to gold (fix th -
within an agreed-upon parity of exchange rates within the IMF regime), the do
lar actually derermined exchange rates. In essence the dollar became the né_
gold standard—international transactions were based on the greenback, and a]]:
nations defined their currencies in relation to the dollar ($35 could be traded for
one troy ounce of gold). That system would not truly function until the postx{{
reconstruction period had ended in the early 19505, but payments for goods and.
services around the world, and thus the basis of the mulrilateral regime, were
made in dollars. As Treasury Secretary Henry Morgenthau told the State Depar
ment, “The financial center of the world is going to be New York. The advantég
is ours here, and I personally chink we should take it.”® The Americans did, and
they exercised supremacy over the global economy. :

v
11 of the process of globalization. N
\What evolved in the postwar period was less an a‘ssault on nrjmona SOV
nty, for recovery and reconstruction demands rcqu1red‘coulntr1cs to I_;n:ocf:ccti
thgélr cconomies, but a planting of the seeds of globalization in thl; trade ants
.o'nctary regimes. In other words, the doctrine of the open door set down roo l
ourish in a later time when the world economy had reached 2.1 fnl_c:rf: norm‘a
a'ge than the mid-1940s era of destitution and instability. The British, in p:;m:%c1
..zir, but essentially all nations, did not pretend to seek unrc:gulated commcltrlcm
;éiations. Each had domestic constituencies vulnerable to 1rr'1port cczlmpct;lt;:mci
ch struggled to normalize their economies during Peacemme, ani cac : ac
erests that superseded the theory behind market Idcol?gy. In s1c?rt, ther
2 never a chance for pure economics to dominate the politics ax‘ld dl{)‘!c.)n'lacy
Frrade; globaliz:u:ion emerged between visionaries and. pragl'natlc p? 1t1c;r1:\.ns(;
ﬁm advent of GATT in 1947 involved a mulrilateralist drive for- m?ta ll.)llb
free-enterprise practices, which themselves were buffeted by prorecuom.sm 1:
uided by the stace’s adoption of Hull's hope for peace through prosperity pr
elled by the market. | f 5
The multilateral trade order reflected a compromise between ufl e1.:ter<:
ommercial relations—the unattainable but ulrimate goal of rnarkcF capitz‘{hsm——
nd narrow economic interests of profits through exports or regulation of 1mp‘o-rts
v protectionism, The upshot of dealings, hedging, ax:xd the like——-'—fl;y tic SBI‘IEII:::
.rcscrving imperial preferences, the Australians backing wool tariffs, t ed ovi
tructured by antimarket state-trading mechanisms, the Eurf)pcans an .Japfan
ndorsing cartels, and colonies in the Third World demanding protection dor
nascent domestic producers and more access into the advanced world—as a tra z
ystem (like the monerary system) reflected less the market and more mute

Pursuit of Trade Muitilateralism

Asin the Bretron Woods arrangement, so in establishing the trade regime under.
the General Agreement on Tariffs and Trade (GATT), the United States ld
bored to shape a globalized market system. American secretary of state Cordell
Hull was a staunch believer in the link between liberal trade and national secu i
rity. He did not pursue the impossible dream of outright free trade (a regime
bereft of protectionist obstructions), for politics in all nations would not permit.
the lifeing of tariffs and other protection for domestic producers. Buc Hull did
tie fair treatment (nondiscrimination), equal opportuniries, and orderly ex
changes in national markets ro the promotion of peace. In his view, an open:
door commercial system, based on multilateral negotiations of trade barriers and
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free enterprise. Even the Unired States would not permit a sweeping aside

tariffs by sectors of the economy, on a percentage basis; US trade law allowed 5

only selected cuts on a reciprocal basis when other nations agreed to reduce ch
duties. The renewal of the Reciprocal Trade Act in 1945 {the US authorizin

legislation for trade negotiations to this day) did push the country roward globa
multilateralism by calling for large cuts, but not by a sectoral process. The Britis}

insisted on large-scale American tariff reductions in return for casing quotas a

closing some preferential trade deals within the British Empire, but like Canada
Australia, and other Commonwealth partners, London preferred to seek a regu
lated trade order thar balanced imports and exports of all nations rather than
focus on expansion through the open door. The result of continual discussio}_i
during the immediate postwar years was a compromise on tariff negotiations in
which each country sought a bilateral deal on an item-by-item basis and then ap-
plied (or multilateralized) the concessions to the broader community of trading

nations who joined the bargaining process under GAT'T.

Yer Anglo-American officials envisioned a more ambitious insticution than
just GATT’s negotiating forum, as well as a commercial complement to the
Bretron Woods monctary system. They hoped to subsume every issuc related
to trade—employment, subsidies, exporr raxes, quotas, cartels, preferential trade
agreements, development, and eariffs—under an agency to oversee commercial

relations and, in the American view, ensure rhar market precepts prevailed,
'The idea developed into the Charter for the International Trade Organization

(ITQ), che outlines of which were hammered out in numerous conferences from

1945 to its completion in Havana, Cuba, in 1948. Yet while the Americans sou he
p g

as few impediments as possible in the ITO, they met the same resistance against -

market multilateralism as before. Nations tacked on amendments thar watered
down their commitments to trade liberalism. Some allowed for countries to es-
cape from prior tariff-reduction deals, others blocked US banking efforts to
protect its investments in the less-developed world by shifting the burden on bank-
ers from profit secking to boosting industrialization. A loose coalition of Latin
American nations demanded that the philosophy of protectionism 2nd anti-
imperialism be enshrined in the I'TO.

‘The modifications eventually doomed the Charter, Cold War ideology im-
pinged on the ITO, because the US Congress (in conservative hands at the time)
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vee-trade purists in the business community deemed itha dang: ut;il::::
ree enterprise, which they saw as being chjllcngcd by t C. com(1: e me
ess execucive Philip Cortney warned, “We ?haI'I d-rlft into cc)lmn »
finally to war” because the Charter promored dxscrlmlnatc.)ry trade arrang y
= od therefore, “socialism the world over.”® Thus, the UmtedlStatcs turne.
e' o reation. Anathema to the market ethic, the ITO was stillborn; Pres'1—
.ltS}—OI:;; Truman eventually withdrew it from congressional consideration 11-11
o. A kernel of its idea resurfaced in the mid-xgslos but ::lis-appcared, ;00, uOnl:_
hé."Worid Trade Organization championed a simlla.r holistic appr(l)ac to ¢
- ial relations during the renascence of globalization forty years :;tﬁéf. .
‘A good example of the difficulties facing the open—dfoo;l: approtac 101};13;; dpof
d of transition from war to peace arose from .one o. .t .e r.noi -g e
ndustries—Hollywood. Facing the worst financial cnsis in its nscolry, e
+w its international payments shortfall (the “dollar gap”) reach an alarming 52

Busin

billion by 1947. London simply could not afford its overseas commitments {and
i :

i inated
hus began to back out of the Middle and Near East in a process that culnc;u <
- i cou
1 its withdrawal from imperial commitments by 1956}, nor, leaders feared, -

. the
| pport the domestic economy. However much Britain might embrace
t su

marker, this was no time for free enterprise. Because film .and tobacco ;ompms;i
40 percent of the value of British imports from the United States, the gove
ment turned to an austerity program—the kind prc’:scribed by theéMF l(;r; ;sz—f
sumer goods—to buy “food before fags [and] films.” A quota on the nu

itain t ; i cent of the
American movies shown in Britain tightened; at one point, 45 per

i icans cried
movies shown in the country had to be domestically made. The America

i iscrimi Iy inter-
- foul arguing that the screen quota violated trade rules as a discriminatory

nal regulation. Motion picture executives offered a‘n open-door sizlutio;; ngii
of curbing consumption of this luxury good, pS mdustr-y \.voz p;od o e
ish film exports to earn London $30 miliion‘ in 1948'. Brltalg .nzs e sce the
remedy as a false promise, for American studios dominared the in Tlstl.'y ome
and abroad, and proceeded a step farther along the road of protecmomsmcvzmu—
posing a special tax on US films alongside the scrcj,en quotas. The‘tax :criaas erenn
ally repealed in March 1948 but not before American prodxi:crs 15:111 " th)e/ o
on exports to Britain. The British would not allow the. mar' et io cfcl o
of their struggling film sector, and screen quotas remained in place for .
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Such trade disputes, and the complexities inherent in linking global marke
to domestic economies, boded ill for a complicated rule-making body like ¢
ITO, so GATT became the fallback institution for a world trade organizatios
Yet GATT met with some success in this period by maintaining modest momen
tum toward lowering or freezing tariff levels. In three “rounds,” or negotiatin
conferences, berween 1947 and 1951, dozens of nations exchanged nearly seventy
thousand tariff concessions. By the end of the third round, duties had been cif
by one-quarter of their level in 1948. To be sure, the market-oriented drive, par-
ticularly against British imperial preferences, sparked tensions at the first round
in Geneva; US negotiators had fits about London’s unwillingness to give wa

due to its dollar gap, which made “multilateral trade almost an impossibiliry,
confessed one British official."® :

i;litﬁd States also organizcd costly occupation governments in G?rmany,]apan,
4 Austria that belied optimistic forecasts of quick recovery. For instance, Japa-
dustrial production crawled along at one-fifth its 1913 level, and Germa:—
+'s sputtered at half chat rate. The USSR, meanwhile, seized some -of Germany’s
(l;;momic assets as reparations, thereby furcher dousingan industrial rc:s‘urgf:nc::i
y.this engine of the European economy. As the split -betwefan tl?e Soviets z;n
'h:c West widened due to terricorial disputes, diplomatic tcns‘lo.ns m.a hosft of is-
- es ranging from sharing atomic technology, the Jomtladmml?trfmon o occud
pation zones of former enemies, and Russian sponsorship of socialist parties ax;
Sﬁbvcrsion in Western Europe, Greece, Turkey, and elsewhere compelled the
United States toward the containment of Russian influence and E)owcr.
Economic containment was the initial answer to the USSRs‘suspected ex-
pansionist and threatening foreign policy. Because this new American approach
divided the world into two camps, installation of 2 multilateral market systcllq:l
was furcher delayed. In fact, the emerging Cold War so eransformed t%le w}cla'r !
economy that it set in motion a process of deglobalization of markc?s, inw .lc
the unilateral leadership of the United States and regional economic orgamzzf-
;ion became the rule for decades. Within this circumscribed system, rfhc Am.cn—
cans adopted an ever more market-oriented ideology as the confrontatlvon aga];rllst
the anticapitalist ideology and practices of the Soviet (and soon Chmcs.c) .oc
became a fixation in Washington and in corporate boardrooms. Globalization
would surface decisively only after the prioricy of securicy over the world econ-

se in

The saving grace for Britain was the Soviet specter. In a pattern that emerge
from the early Cold War and persisted until its end, US officials cast trade nego
tiations wichin the larger context of the struggle against global communism
One of many instances of politics subsuming economics arose during the An.
necy Round of GATT in 1949. American Jemon producers lobbied hard agains _
reducing rariffs in the face of Italian lemon imports, only to be told that to guard
against a peasant revolt in Sicily and promote Italy’s allegiance to the North At
lantic Treaty Organization (NATQ), the concession would be granted.” During:
the Cold War, trade was used as a tool of diplomacy. America often opened its
markets to aid its trade partners while it permitted discrimination against its ex
ports abroad, all in the name of promoting stability within the capitalist world
and secking a liberal, open commercial order in the long run.*

13
omy ended some four decades later. - ] -
Economic containment endured until Cold War tensions had so splic ¢

world in 1948 that militarization, and the subsuming of trade u'nder c.li[.)lomac?(,
replaced economics as the means of promoting national sccunty.. Ifuma.zlly this
-was not a coherent effort, as the Americans loaned France $6s0 million in 1946,
followed by more through 1947, but gave a paltry amount of credits to I.taly even
though the political viability of its democracic system was just a? pre‘canc‘)us.-Un—
forcunately, US leadership quelled neicher the chronic economic crises in either
country, nor communist intrigues. Neither did insistence, at the Geneva Round
of GATT, that Europe allow in more US exports, which furcher worsened tf-le
European trade deficic as well as the dollar gap.'* The World Bank h(::ld $15 k-ul-
lion in assets that could supplement US aid, but none was forthcoming during

Free Enterprise in a Time of Crisis

American leadership had ever greater urgency as the West confronted the threat

of communism alongside the difficulties of reconstruction. The Bretron Woods
institutions were inapplicable in a time of economic crisis. Unstable national
currencies were inconvertible into dollars, and the Wall Street—led IME insisted
upon rigid standards of sound banking and production practices rather than
casing terms of lending. Faced with feeding and housing 120 million people in
the former Axis nations and aiding those Allied areas devastared by war, the
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the dollar crisis. The United Nations offered humanitarian aid financed from
US cofters, but this was simply insufficient. Any hope of market policies was still-

[though America’s economy did not rely on exports, which amounted to just
;5 percent of the gross national product in 1947, farmers, sccelmal-ccfs, and auto

- crories sold a sizable percentage of their goods abroad, and 1.4: H‘Llﬂl(-)ﬂ workers
:..d.epended on exports. But cven though economic arguments might win over the
US Congress and business to full-scale aid for European recovery, the threat to
emocracy in the region was the administration’s trump card. Plans went forth
o draw on World Bank reserves, private loans, and credits, but the need‘ for a large,
ormal program was in order.” Withour it, hunger and hopelessness might lead to

evolucion; politics reflected economic cealities as millions slowly starved and the

born. The more direct unilateral approach of the Truman Doctrine, in 1947, of:
fered a remedy. This granted congressionally mandated, direct assistance of $400
million to stem communist inroads in the Middle East. Most pointedly, the
Truman Doctrine sparked both the adminjstration and Congress, in tandem, to
end the piecemeal approach to European reconstruction and launch a compre-
hensive program of recovery, regional capitalist integration, and the containment
of communism.” '

This European Recovery Program (ERP), or Marshall Plan, offered a solu-
tion to the economic deprivation in Western Europe and communist political
and security rhreats. The situation was dire in the region for American friends.
The Western Allies’ German zones of occupation suffered from slow starvation
and feeble industrial production, due to both Sovierimposed barriers and the
deindustrialization policies of all the occupiers, which was exacerbated by the
dismantling of factories for shipment to the USSR. A shortage of coal arising
from stalled German mining meant death by freezing and cold homes through-
out Western Europe, particularly in Germany, for many in the winter of 1946—
1947. As a result of the “hunger winter” and the desperation instigated by bad
heating, difficulties in procuring water, and struggles to maintain basic hygiene,

ommunists exploited the distress. o
The Marshall Plan by itself did not solve Western Europe’s economic crisis,
Jor did it immediately jump-start the world economy into a condition ?f market
_ é;xchangcs, but it did lay the foundation for a rebirth of free enterprise l?y ‘thc
| .time the five-year aid package expired in 1952. The assistance tota%ed ﬁ?l} billion,
. giving Europeans the resources to promote production, cur[:? d1s'tr1b.ut101118bottlf:—
necks, and generally regain confidence in their economic institutions. [e ctf:r—
tainly added ro the momentum of the division of Europe, partlcu.larly tl.m S?vxet
bloc of nations, which was offered but rejected Marshall Plan aid. As it stun-u-
lated the recovery of the region, the Marshall Plan also united the capitalist
world into an integrated, market-oriented framework of exchanges tha.t kept
alive elements of globalization. To be sure, the ERP nations were not sub.Ject to
" the dictates of the open door; they molded the Marshall Plan to suic their own
craditions and obstruct many US designs, such as che attempt to restrict British
trade with Eastern European socialist nations.*? The Americans got their way,
however. They initiated and furthered the integration of Western E.urope by
stressing production (a market echic) rather than the redistributfon -of income (a
socialist objective). Productionism would allow for the normalization of world
economic relations, a step toward the operation of a truly multilaceral system of
American free c:nterpmisf:.7'0 Such success would also, of course, serve US inter-
ests. ‘The former cotron markerer and State Department official Will Clayton
argued, “Ler us admit right oft thar our objective has as its background t}‘le
needs and interests of the people of the United States. We need markets—Dbig
markets—in which to buy and sell.”* America would use its muscle for the

Berliners turned to a vigorous black marker when it became clear thar concrete
international aid was not forthcoming. Mothers resorted to illicicly trading the
tamily cigarette ration or milk card ro farmers for food; as one woman recalled
in explaining her response ro starvation, “I was no great black marketer bur an
advanced forager.” Youth in particular were skilled at illegal trade. In their oc-
cupation zone, the Americans tried to curb black market practices by openinga
Barter Center in which Berliners could sell their goods for certificates to buy
other products, but even the occupiers were often seduced into trading cigarettes
for sex. In Germany, “an ambiguous moral economy” appeared next to the legal
one and oftentimes was a more effective means of survival.*®

In addition, European agricultural production in 1947 was just 83 percent of
1938 capacity, industrial output was not much better, and exports ran just s9
percent of the prewar numbers. These figures explained the growing dollar gap

. . i i i ¥ i W11
and consequent dysfunction of multilateral trade and financial arrangements. greater good and, in no uncertain terms, for its ov
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Aid received
(in millions of dolfars)

Participants in the Marshall Plan, 1948-1931.

'H'llﬁ saplings of market policies were actually nourished by a transnational
combm;ation of the Economic Cooperation Administration (ECA) t;tiogz
agency in charge of the aid program from the American side, and its léur
counterparts‘. Staffed by prominent corporate leaders brough,t into gover;ri?;n
to run the aid effort, the ECA sponsored advisory boards for all sectors of thz

internati i
onal economy that not only studied remedies for recovery but created
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srenerships with Western European “productivity teams” that represented in-
asery, labor, and government leaders. For instance, ECA leaders and the US

Jamber of Commerce teamed with British technicians, foremen, and manag-

Pt

rs who themselves collaborated with civil servants in the National Joine Advi-

61.‘}’ Council. French business and labor formed into “modernization commis-
ons” to coordinate various scctors of France’s economy under the guidance of
he father of European integration, Jean Monnet, and similar organizations
volved in Western Germany and Italy. "These efforts furthered production goals

nd economic integration in ways that laid the foundation for furure mulrilat-

eral ties, yet they also indicated that the Americans had to compromise in their

‘goal of reshaping European economies in the image of the New Deal, in which

overnment encouraged a grouping of industry, labor, and agriculture into coop-
cative networks. For now, the Europeans preferred their own model—that of

redistributing wealth rather than growing the economic pie, although eransna-
ional links fostered by the Marshall Plan stimulated regional integration.”

The impact of the Marshall Plan on the world economy was significant in

. this regard. In the effore to promote European integration as a basis for perma-

-~ nent recovery, which irself would make possiblc a global regime of open doors,

officials established the Organization for European Economic Co-operation
(OEEC) o administer the ERP. The OEEC eventually, in 1961, merged into the
Organization for Economic Co-operation and Development (OECD), a thirty-
nation body aimed at promoting a free-market global economy. The OEEC, as
well as the ECA under Studebaker Corporation’s Paul Hoffman, encouraged
supranational and transnational economic integration under 2 European Pay-
ments Union in 1950 and a European Coal and Steel Community (ECSC) the
following year. The latter joined France and West Germany in a cooperation
based on selling chis key but politically charged product, and thus won Ameri-
can backing even though the ECSC was really a cartel that contradicred free-
market principles.*’ These institutions reflected che limited form of multilateral-
ism that had come to characterize global economic structures; the European
Payments Union, for example, allowed continued unilateral discrimination
against the dollar and depended on dollar aid rather than a Europe-wide unified
monetary regime. These efforts also led to the establishment of the European
Economic Community, or Common Market, in 1957, although that body, too,
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discriminated against nonmembers’ exports. The open door remained circum
scribed by such regional economic integration, bur the effore prompted political
cooperation {and eventually, greater trade liberalization) within Europe, diplo-
matic unity among Cold War allies, and the potential for market globalization
once conditions were right.

One important seed of the market approach had been planted in Wester
Europe: the overriding importance of consumption as an economic driver. If B
ropeans had their own ideas about the structure and policies to guide their
economies (and, after all, they had long held a tradition of marker economic
before the war), they also gravitated toward the American view thar a high?
standard of living was a right. Europeans became citizen-consumers—"children
of Marx and Coca-Cola”—who sought private gains as well as governmene:
generated higher wages to secure their well-being, Americans pushed Europeans
to embrace the “politics of productivity,” in which workers sacrificed high wages
and job security to revive export-driven growth. This involved mass-marketing
techniques to build a consumer economy and culrure that bypassed politics for
economics. In other words, the “American assembly line” would bring a “full
dinner pail” instead of the “communist party line” of the “free lunch.”?* The
most far-reaching consequence of the Marshall Plan, then, was in the creation of:
a transatlantic alliance of consumption—a bloc of nations aligned as consumer

democracies—which served as the basis for the Americans’ market designs for
the world economy.

cion of currency values, and other intrusions in the market ec?nomy. The Soviet

ide simply did not want to play by the rules of multilateralism al‘ml l:-hc c.:pen

- door, as evidenced by the Russian refusal to join the Bretton Woods.msmtumf)r';s,

'GATT, and the Marshall Plan. Once it was clear that the intcrnauo.nai politics

“of the Cold War had destroyed the World War II grand alliance by mid-1947, the

ERP nations—led by the United States—began to curb and embargo exports to

che communist world.

The ever-tightening noose of the strategic trade embargo, whic‘:h bf:'can‘le a

. pivotal part of the West’s containment of the East, had profound 1mP£1cat1ons

for the global economy. For instance, the Allis-Chalmers Manufa.cturmg Com-

_pany canceled 2 machinery sale for a Czechoslovakian steel plant in 19.47 on.the
rounds that the mill would serve the economic interests of the Soviet Union.
The list of goods denied to the East soon extended beyond military equipment
to technology transfers and civilian-use products, alchough European govern-
ments increasingly chafed at the wide scope of the sanctions, concerned as they
were about recovery. By 1948, trade between Eastern and Western Europe had
fallen to one-third of its prewar level, a worrisome development because expan-
sion was necessary for reconstruction, stability, and growth. Western Europeans
needed Polish coal, which Poland exported in large quantities despite having
been rejected by the World Bank for a loan to help the country overcome its
dearth of hard currency to buy consumer goods. Poland resigned from the World
Bank in 1950, but the issue clearly showed that Europe’s economies were inter-
woven. Sanctions expanded steadily, but the OEEC nations were oftentimes not
willing to make the sacrifices demanded by the United States. Thus, when Lon-
don and Washington established long lists of prohibited goods, the OEEC- coun-
tries, including Britain, undermined the effort by maintaining their bilateral
trade arrangements with the Soviets and the satellites.”

The British were certainly not passive followers of the American lead. In the
critical field of aviation, for instance, they directly competed with US producers
for the burgeoning international aircraft market. This effort, of course, related t.o
their need to export and overcome their dollar shortage and domestic econornic
crises, but it also reflecred che discomfort with American controls on East—West
trade. London had the new air transport model, the Brabazon, on the drawing
board, and as eatly as 1945 it turned to exporting its cutting-edge jet engines to

Cold War Economics

As US assistance poured into Western Europe, the United States led an effort to -
shore up and strengthen the capitalist bloc against the Soviet Union, its satellites
in Eastern Europe, and other potential members. The goal was to limit Western
economic ties to the socialist world, in the hope that this would deny these Cold
War enemies such strategic goods as sensitive technology and critical military .
hardware but also would increase the dependence of chese satellites on the USSR -
and thereby force Moscow to divert precious encrgies to its regional allies and
away from ies military. In addition, the United Staces had long frowned upon
socialist planning, state trading and government monopoly practices, manipula- -
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nations eager to build up their civil aviation fleets. The decision was unusual'iy fused to expand the CoCom lists when it came to nonstrategic trade with

the sense that the Attlee government allowed companies to sell the most advanged tern Europe, at least up to the outbreak of the Korean War in June 1950, and
engines, including Rolls Royce’s Nene and Derwent state-of-the art militar 7 preserved their industrial trade with the communist world. Still, polirics
models, to whomever they wished and with minimum governrment oversigli ﬁ.s.npcd economics. Prime Minister Clement Attlee’s economic policy com-
Aware that making such engines available even o enemies weakened their hal :
on technology leadership, the British nonetheless sacrificed their advanrage'o
the altar of economic need. Thus, in 1946 Britain sold civilian aircraft to Argen
tina, a former Nazi sympathizer excluded from the United Nations, and the

turned ro selling jets to Josef Stalin himself. The Americans protested, recogni

itcee warned that “it was necessary not only to limit the short-term striking
er of the Soviet bloc but also to retard the developmene of its war potential
he longer term.”®” That the postwar trade and payments system in Europe
could reach the point of economic warfare dismayed one-world idealists, hu-
fﬁﬁnicarians, and globalizers, but the Cold War took precedence over open-door
ing thar British competition menaced their monopoly on the postwar aviatio dreams.

business, but they also played the Cold War trump card, arguing that even tec In contested Berlin, for example, the Soviets charged that interzonal eco-
nology directed toward a nonmilitary use could increase the war-making pot mic contact allowed Westerners to plunder the city while the democracies
tial of an enemy. Even worse, by 1948 Britain exhausted its supply of Nene an

plcdgcd to defend inhabitants from a communist scourge. The Soviets claimed
Derwent engines by fulfilling Moscow’s large bid, and thus deplered its ow

that they, not the West, actually were more interested in unifying the European
conomy, for they noted how the Anglo-French-American position on Germany
as predicared on establishing a separate German state.” Frustrated by their in-

Royal Air Force fleer. Americans criticized che sales as immoral, stupid, an
risky, although high-level talks yielded a British promise in 1947 that subsequen
acronautical exports would come under the scrutiny of the government’s mil; ability to control trade coming into and emanating from Berlin, the Soviets de-
tary and security advisors.*® cided to blockade the city, beginning in June 1948, to halt the outflow of wealth
The creation in 1949 of CoCorm, a permanent Coordinating Committec'o d adopt a new currency to separate the zones even more. Faced with a danger-
technical experts with a policy-making executive to provide oversight, were th ous Soviet military presence that shue down all land transportation across Ger-
upshots of continued wrangling among the Western allies over such securi many into Berlin, the Americans turned to airlifting supplies to their forlorn
sensitive items as aircraft in East—West trade. In establishing their multilatera zone. As a result, they outlasted the blockade for nearly a year. This first Berlin
embargo, the Western nations created categories or lists of items, ranging from crisis proved a hot point of the Cold War, convincing both sides that economic
129 military and strategic exports to a handful reserved for furure scrutiny. From
this point onward, the Americans insisted on adding goods to the lists while the

Europeans, in general, wanted them reduced. This was certainly not in keepin

tools were insufficient to confront the enemy. Both turned to military options,
in the form of alliances, weapons, and confrontation. If the United Srares did
1_}1012 achieve its goal of multilateral exchanges dictated by market capiralism, it
with America’s marker ethic of opening doors to trade, but it reflecred the over
whelming effect of the Cold War. The Department of State understood the nee

did assert its rights and power in Germany in the Marshall Plan era.

Ironically, the Soviet counterpart to the ERP was a fairly mulrilateral organi-
to reconcile the embargo with ERP nations’ economic needs, but the Depar zation within the borders of this emerging bloc of socialist nations, of which the
ment of Commerce, Congress, and the newly created National Security Counci
(NSC} tended to equate these exports with Cold War securiry policy. By th
mid-1950s, after the Cold War standoff had frozen the world into two milicar
camps, even the State Department toed a stricter line toward sanctions, includ

ing endorsement of a more extensive Fase—West trade embargo. The Britisk

German Democratic Republic, or East Germany, was a key member. In a defen-
sive measure to counter the Western economic challenge and the fure of the
ERP, the Soviets mobilized their sacellites to face the CoCom export control
regime of the West by establishing the Council for Mutual Economic Assistance
(CMEA, or COMECON) in 1949. This socialist cconomic bloc, which stretched

| 224 | o225 |-




Y
DOORS IN THE WORLD ECONOM
THOMAS W. ZEILER OPENING DO

from Betlin to Vladivostok on the Pacific, lasted until 1991 and included mor
territory than the Marshall Plan or the European Economic Community a de
cade later. Although it was built on coerced bilateral arrangements between the
six original members—the Sovier Union, Poland, Bulgaria, Romania, Czecho:
slovakia, and Hungary (East Germany and Albania joined by 1950)—it actually
engaged in multilateral exchanges and practices in all rhe key categories of the
economy, including production, trade, and finance. As ics organizers announced;
the CMEA would “establish still broader economic cooperation among the
countries of the People’s Democracy and the USSR,” based on the principle of
“equal representation, and having as its rasks che exchange of experience in the
economic field, the rendering of technical assistance to one another and the ren:.

dering of murual assistance in regard to raw materials, foodstuffs,
equipment, etc.”?’

1 of Western sanctions against CoCom, which only reinfsolrced the impulse to
sllaborate in a regional economic policy under Soviet rule.

To be sure, this was also a closed system with no pretense t<') market prf:CEE‘)tS,
1d although it had the potential to evolve into a truly suprananc?nal org;mzamo?
harmonize national plans and practices into a common policy, such a result

0 ' ! Y. —
ned the authority of communist parties and that of Stalin himself. COM

cate : ‘
1eroN served at the whim of Stalin in this period. By 1950, after a brief honey

moon when member states made decisions without ccntf‘alizcd coercion, ;h.c
Soviet dictator abruptly halted che organization’s delibclramo.ns and conve'rtc it
nto merely a facilitator of trade. He did so to prevent his allies from gan.gmg ;p
1 the Soviet Union, and to enhance his own power. W hatever the motives, t de
SSR curbed mulcilateral exchanges in Eastern Europe and the Balkans afx
forced through a principle that gave easy access to ccchnolc?gy for t.ho.se countries
({the Sovier Union being one) thar lagged behind the more mdustrmhziﬁ Eastern
Furopean nations, The CMEA also did not prevent corrupt sFate tra ‘mg przu;
f:tices; monopolies dictated the economies in each member na.t1on. Yet it was.e -
‘Fective in hording scarce hard currencies, stabilizing economies, anc.l protecting
.1rhem from the world markee—COMECON operated by state ?radmg and bar-
er and not on the basis of free enterprise or the use of meamngﬁ.ﬂ‘ exchange
rates. As a result of shurting out its members from forcigr,l cfompeslt.mn ;iue Zlo
i.thc prevalence of state trading monopolies, COMECOI.\I 3 }ntcrnanona dtra ci
gradually declined through the decades. Srill, the orgamzatlon-structure eco

- nomic relations in the communist world, provided the USSR with an answcr‘ to
the Marshall Plan in terms of institutionalizing trade relations alnd boosu.ng
: postwar recovery in Eastern Europe, and, above all, armed the Sf)\f.let bloc with
. economic tools with which to survive, and even expand, in the divided world of
. the Cold War.* o
Once the Korean War began, in the year following the end of the Berlin 31'1'-
- lift, the shared logic of the two sides of a purposively discri'minatory economic
order rendered a freezing of East—West trade more possible, just as the Cold War
itself froze in its tracks the development of a truly open multilateral world econ-

machinery,

Just as the Cominform linked the world’s communist parties and the Wa
saw Pact served as the Soviet bloc’s military organization, so COMECON co-
alesced rhe socialist economies across the globe. For instance, by the mid-1950s.
the People’s Republic of China, Cuba, and Vietnam served as observers, but’
Finland, Iraq, Nicaragua, and Mozambique, among others, participated indi-
rectly in COMECON through commissions in which their government and-
business communities took parr. Such global reach showed that, at least in inten-
tion and name, the communists could offer a viable alternative to free-enterprise
capitalism.”® The Western powers ridiculed the CMEA as an artificial means of
disguising Soviet domination, but in fact COMECON derived from a long his-
tory of organizational economic planning in Eastern Europe, as well as a neces-
sary counter to the GATT’s regime of nondiscriminatory, open-door trade
treaement in the West, It should be noted, however, that socialist states like
Czechoslovakia, Poland, Romania, and Hungary joined GATT over much op
position by Washington, which invoked discriminatory measures against their .
trade. The People’s Republic of China also tried to be seated. But the complexity
of socialist trading practices required a truly multilateral federation like the
CMEA that relied not on the market to mediate economic relations but on agree-

ments between governments to fix prices (usually a artificially high levels) and to
adhere to varied approaches in trade—from reliance on the market to state trad-
ing monopolies. In addition, COMECON was also a response to the provoca-
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omy. Indeed, in 1951 American sales to the USSR declined to just $2 million
worth of goods, while Western European expotts to the Soviet bloc rose to $682
million, or more than one-half of the 1938 level. These figures represenced only a
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partial defear of US stringency, for che total for America’s allies had fallen bya
third from its 1949 peak of $99.4 million.** Add in the ongoing recovery of the
Marshall Plan narions and modest trade liberalization under GATT, as well
the solidifying milivary alliance under NATO, and the Unired States could
claim that a pulse of momentum existed toward the market ideal even within

the rigidities of the Cold War.

nished the citizenry. By 1948, 3.7 million families had n(? homes of th?ir own.

s in Germany, a black marker (called the “free market” 1.n JaRan) thrlveccll, al-

:ough prices came down from roughly 34 times the official price for goods to

double that level by 1949. Initially, Douglas MacArth.ur, the supreme com-
fﬁénder for the Allied powers who oversaw the occupa::1on3,4feared a resurgent
nilitarism more than the impoverished state of the country. - :

. In his pursuit of democratization, MacArthur set out t? eliminate the closely
knit financial and industrial combines that controlled entire sectors of the Ja?a-
I;ésc economy. This assault on the zaibatsu mimicked the Roosevelt camp.algé
~oainst cartels; concentrated wealth, believed the Americans, s?ppressed indi-
dual rights, liberties, and free enterprise, and thus pushed nat‘10ns toward ag;:
gression. The behemoth Mitsui alone was estimated to be the size of several o

A.merica’s largest companies, including U.S. Steel, General Motors, Standard
;Oil, Alcoa, IBM, Nartional City Bank, and DuPont. The reforms gave hea;:t 1o
leftist agitators and labor unions, which further upset j'apanf:sc‘ conscrvat‘:rtres,
who defended the cartels as well as their own elite positions within the political
system. When MacArthur fired fificen hundred businessmen and banl{ler.s,. the
conservarives exaggerated the firings twentyfold. Although many had initially
welcomed the American occupiers as fellow capitalists bound to emb.racc the
aibats as critical to recovery, they turned out to be naive. The Americans flo-
used on punishment, and Japanese business bore the bn-mr:. As well, Premier
oshida Shigeru, although a conservative, agreed to redistribute? land to -farnu::rs,
vho mostly still paid rent to rich holdovers from the feudal period. Yet inflation
in 1947-1950 ruined the rural economy, and the tenant rate plummeted to 8

Asian Battleground

At the time when crises in Europe were elevaring military containment over
cconomic diplomacy, Asia emerged as a testing ground for the securitization of
the world economy and the consequent threat to the muleilateral market visi
Actually, although preventing furure aggression by Japan and trying to mediate
acivil war in China were the top concerns of world leaders, the Cold War stim:
lated concerns over the Asian region’s impact on global markets. As in Europe;
the United States took the lead in attempting to reintegrate Asia back into.a
muleilateral system of trade and payments, but guns often supplanted bucter aé_
the driving force of regional policies. _
This trend was clear in the American occupation of Japan, as the United
States switched in 1947 from a focus on demilitarization and liberalizing Jap
nese political institutions to a focus on placing the narion within the context of
American strategic interests by curbing reforms and pursuing economic recon:
struction. In a sense this was similar to the American experience in Europe whe
the quest for the open door was shoved aside for the pragmatics of economic re
covery. The parallels did not end there, either. Japan lay prostrate after the war,’
having suffered over 1.8 million dead and damage to roughly 40 percent of its:
urban areas. Six million soldiers and repatriated colonists joined their compatri
ots to face the challenges of large unemployment, which jumped to 13 million i
1946. 'The country became dependent on the United States, for Japan had also
lost its overseas territories by war's end and had no access to food and raw materi-.
als, and its industrial production plummeted severely. Like Germany, Japan had.
once been a great world workshop, but it no longer held that starus. Starvation
ensued as agriculrure was plagued by bad harvests. Looting and other crimes -
were rampant, caralyzed by shortages combined with spiraling inflation that’

3%
percent. ; ‘ o
1 i imations of do-
These internal stresses, reparations payments, and underest

‘mestic consumption requirements that left the population hungry and poor.—
plus the spuctering global economy—resulted in a feeble output and stymied
conomic recovery by the end of 1947. Industrial production stood at less than
alf of the early 1930s average, while exports rotaled just 10 percent. Incomc.lcv—
Is also remained at just half of the 1930s level, despite $400 million in American
pending in 1947 alone for the occupation. American officials concluded that
¢parations had to end, along with the assault on the zaibatsu, to prevent Japan
from sliding into permanent depression and socialization of the economy. As
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policy planning staff and containmenc policy author George Kennan put it, jus
as Spain occupied a critical strategic position for the Western allies in the Med;i
terranean, so Japan was a linchpin in Northeast Asia, but economic disaster wé,
so imminent that turning over the reins of power to the Japanese themselves
this point “would be precisely what the communists want.” The fear of a com
munist revolution replaced worries of Japanese militarism.
As a result of strategic concerns, the Americans reversed the course of thei
policies. They curbed the decartelization process and endorsed a peace treaty to
end the costly occupation, but they also pushed Japan toward embracing freer
trade policies to prod the country’s integration into the GATT and Bretton
Woods systems. In 1948 MacArchur agreed to end his vrustbusting of the 247
batsu, phase out reparations (they were halted by May 1949), and generally relax
controls over the economy. Restraints were not wholly lifted, and Japan contin-
ued to discriminate against American exports, but it was allowed to do so in or:
der to strengthen its economy and stabilize its political system as an American
ally in the anticommunist alliance in Asia,>’ '
Cold War strategists argued that Japan should be encouraged to expand irs
trade in Soucheast Asia to enjoy a surplus with its less-developed neighbors that
could be used to fund its recovery and pay offits dollar debr to the United Stare
"The Americans then would recirculate these funds into the occupation econont
to purchase raw materials for Japan, thus building a strong regional ¢conomy. To
effect an export-driven economy rather than restore Japanese heavy industry:
through neomercantilism, the Yoshida government established the Ministry of
International Trade and Industry (MITI) in 1949. MITT embraced the idea
of the Bank of Japan's governor Hisato Ichimada and Nissan conglomerate:
founder Ayukawa Yoshisuke to focus on light, labor-intensive industries. These
were more easily produced and sold (because of their cheapness) than chemicals
and other heavy industrial products, and could betrer compete overseas to earn.
foreign exchange’® There would be no Marshall Plan for Asia, but American

d the United States signed a peace treaty in which the United States re-

P ibility f security. In return, Japan
<eived milirary bases and responsibility for Japa.nese y. n recuen, Jopar
7Ot it$ indcpcndcnce, although within an American framework of governance,

ic structures, and protection. |

:Or”;zla:yo was well on its way to becoming a ke?f member of the Almencan eclo-
nomic system in Asia; recovery and self-sufficiency would only last once 1: he
Tnited States had improved the Far Eastern area’s cconomy s a who.lc so that
U_f“te Id be bought by productive regional buyers. This was no
apanese exports could be oub?t ‘y p fone > Ths was o

rldwide regime of market capitalism and coopcratu.)n U:t a regional p .
frhe Cold War division and fear of communism. Regionalism .was the 'stcppmg
one to greater ECONOMIc integration, sustainability, and security. For llnst'an;C,
tﬁe. Southeast Asian colonial outposts of Indochina for 'France, Malaysia for
Britain, and Indonesia for the Netherlands had long been v1e?vcd as cornerstc-mlclas
f European recovery. Nationalist rebellions and msurgenc.ms wcrlc p(::{:mlltm n)j
angerous harbingers of communist takcovers..Now Amcr‘lclans p-ace lt he tI,th
re region in the context of preventing the Soviets fr-om sn?lzlng mm;ra wea
nd dividing the area into polar camps. The impending v1-ct0ry of-t ? commu-
ists in China already foreboded of this danger, but despite America’s long 1n‘;
6 vement there, the Chinese, unlike the Japanese, lacked both a detvclope
conomy and a history of integration in the global cconomy. s'hus, n ptar;;
‘merican involvement in Southeast Asia evolved from the nee t; mainta
ources of raw materials and markets for Western Europe and Japfm. .
* In essence, while regionalism undermined globalism, the crises in Europe
d Asia were related, because the United States expended great effort and jfor—
tne to combat forces that could destroy democracy and capitalism worldwide.
Washington determined to keep both regions open to American interests j\.l;ld
he market idea in the future. As Kennan noted, Japan and West Germany, "the
wo greatest industrial complexes of East and West,” had to be saved from‘com—
munism. So immunized, they could both serve as regional bases of the anticom-
n;unist coalition.’® This also meant that Japan was treated as a second-rate cc?n—
my; it would compete, not in the US or European markerts, butin -the developing
orld instead. That Japanese central planners envisioned a cutting-edge cc.oi-
my based on long-term investment in science, advanced tec':hnology, and high-
end manufacturing was not noted by the Americans at the time. The confluence

which dominarted Japanese politics into the 1990s, to American free-enterpris
doctrines and the multilateral global economy. The “reverse course” of 1947 woul
be entrenched by the Korean War. In 1951, following the outbreak of that war
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y options prompted by the clash with international communism. China was

of the dollar gap and the open-door doctrine, both laboring in the shadow ¢
£3p P g > tioned in the document, but it was clear from the document that the

Cold War securiry threats, compelled the United Srates to push Japan rowarc
expansion in Southeast Asia—an irony in light of the rationale behind ¢ _
Greater East Asia Co-Prosperity Sphere of the 1930s and wartime period. Italg

urit
v nen .
i;il;clans were prepared to contest communism throughout the‘world, even in
reas deemed peripheral. Secretary of State Dean Acheson also tr1cfi to cover up
ifferences with America’s closest ally, Great Britain, over such 11(3)1: issues as sup-
.f-rting an independent Taiwan and erading with “Red” China. . y
Brirain rurned increasingly to the notion that more trade Wlt.h C 111nla not
iily would promote peace but would help Brirain rt?_gam ies t.:dgc mlsi; ucmd
ive industries as the aviation business; but the Americans voc1fcr(.)us y 1s'agree

d held to their wedge theory of isolating Beijing to stimulate Sino-Soviet ten-
ns. Like the other Western powers, however, Brirain refused to em.bargo
sina, although by 1953 (as a resule of the Korean War) CoCom applied to
ina a larger list of restricted goods than exisced for Eastern 'E‘urope. The ecc:—
mics of the market continued to clash with international pohu-cs. ’-I'hc People.s
oublic did not figure decisively into the US market echic at this time. Ameri-
 trade with China had never lived up to the half-century of dreams of the
open—door proponents; US exports to China were sm‘all compared to 'exl:P);)r-ts to
Eﬁiicope or even Japan. Aid to Jiang’s Nationalist exile government in laiwan
v from $18 million to $80 million from 1950 to 1952, but that was due EO. the
d War and not simply to business expansion. Still, even some COI‘POI‘:’iHODS
siich as General Electric and Bank of America favored recognition of M?.O s go'v-
efnlnent in order to save their invesements {Americans still had $180 Il'lllli()l"l .m
mainland assets in 1950), and they were encouraged when Chinese authorities
ckly restored order after the civil war and welcomed foreign capital. But the
iman administracion and Congress compelled such firms to back out of
.h'ina; the People’s Republic would not be part of the American miltila-teral
glot}al economic order until Mao and communism fell from powe.r. 'Taiwan
ould take irs place as the Chinese representative on the global capitalist stage.
hina was frozen out of the American economic system for over two decades.

converted the United States from a vocal opponent of colonialism to an evolving
backer of a formal European presence in Asia, as well as from a long-time frien
of China to a vociferous opponent.”
China proved to be a lost cause for the open-door campaign, The Truman
administration, under pressure from Nationalist leader Jiang Jieshi's lobbyin
Congress, had actually granted the Chinese a $463 million assistance package 3
an add-on to the European Recovery Program bill in 1948 to prosecute the civil
war against communist forces led by Mao Zedong, Aid was contingent on Gen-
eralissimo Jiang reforming his corrupt government and leadership, which never
happened. Events turned against Jiang, who received only a small amount of the
assistance before Mao conquered his Nationalist government and banished it tﬁ
Taiwan in 1949. This development came as a devastaring blow to the American
psyche as well as to foreign policy interests, although at least before the Korean
War the United States did not restrict trade with the new communist gover
ment as much as it had with Eastern Europe. In part this was because of Britis
concerns with safeguarding banking, investment, and shipping interests i
Hong Kong and mainland China.**
While the Americans viewed the advent of communism in China as another
example of the menace of the Soviet bloc, the British had different ideas. Th __
United States set ou to drive a wedge berween Moscow and Beijing by closing
off all economic conrtact with Mao in the hope that he would become a burden:
some dependent on Stalin, but the Brirish held to a more realistic policy of estab
lishing relations with the new government in order to keep a foor in the Chines
economic door. This approach became apparent even before the communist
took power in October 1949, and it became 2 sticking point in Anglo-America
relations by early 1950 when London withdrew support for Jiang’s Taiwanes
government and recognized the People’s Republic of China. Those moves has
implications not only for American security policies—Washington withdrev
military backing for Hong Kong—but for diplomacy and economics. By th
spring of 1950, US policy makers issued NSC-68, a secret, high-level review of s

War and Trade

£ the late 19405 witnessed the decline of multilateralism in the world economy,
Korean War solidified the move toward a seate of permanent confrontation
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Gred Japanese business. No longer was Japan a minor producer of high—priced

with enemies and, thus, hindered marker-led globalization. Unilateralism: i u ihpricd
. sread it became a major manufacturer of competitive pro

protection replaced openness and internationalism in the mmlds- of \.Wcst_ 1ced by the war. The cconomic manna prompeed by the
leaders once war broke out on June 15, 1950. The Truman administration ha globﬂl economy stim Y” licw makers. and Prime Min-
already largely abandoned the hope that trade and aid would contain commy onflict was “sent from heaven, f:xaltedJﬂP;‘?”.cs‘e po ldz ha st;;bilize d the econ-
nism, as military assistance to allies quintupled to $523 million in che four-ye ter Yoshida saw his govcrnm.cnt saved by d“;f;l tha o back from the
period ending in 1950. The war clinched the conversion of export control pol y and propelled it on a trajectory of growth. .OYOE; SE; : 3 - Selling five
into an immutable instrument of the Cold War, rather than as a means to & nk of bankruptcy, registeringa 40 percent oo I;-VC - elcohri ) J;Oductign o
shortages among allies or prevent the Soviets and their sarellices from obtain housand trucks within a year, che comp am’( b.oo:;tc ;ts r‘r;o; d s?nic the Second
ing vitally strategic goods. The Korean War brought into greater clarity che na wo thousand units, doubled wages, and paid its furst divi f_: led during the first
tional security state and, arguably, represented a low point of American marke orld War. Steel production rose by 38 percent, exp o.rts wor 43 ént From
practices. ; ic .ht months of the Korean War, and the stock marker increased 8o percent.

- _ o
stile to construction sectors and meral to communications firms, the boom ig
&

gc.i'ods; in

While iz clarified the capitalist and communist security structures, the wa
had a significant effect on Asian economies. South Korea went through a po
war downturn, but North Korea boomed for a time as Sino-Soviet aid poure
into the country. The “workshop” of the region—Japan—had a similar expe
ence due to outside assistance. Japanese recovery received a tremendous shot i
the arm, and the economy got a much-needed boost in the midst of a serious e
cession, when the country became a staging area and depot for American troop
and supplies. Two years into the reverse course by mid-1950, Japan had suffered ;
severe recession in which half a million people were unemployed, stock pric
plummeted, and small businesses failed in large numbers. The Toyota Compan
produced just three hundred trucks in June 1950, faced as it was by strong union
and a credit squeeze. Then war erupted in Korea, and like other producers, Toy

ota saw its foreunes reversed and Japan enjoyed a shift in its position in che globa
economy.

46

ited 1o percent annual growth for the next two decades. .

“"The milicary procurement stimulus did not place Japan ona Berman[:nt oot-
ng of trade recovery, yet it did provide the mechamsm.that primed the pu;n}c)i
nd allowed for significant investment in basic industrlles as well as cxpan- 3
redic for capital goods and export growth. But two significant transformalt;ons
lso occurred, one in Japan's economy and the other in the global economy. First,
Jabor and factories underwent upgrades in technology, and the pace of moder.n—
z:sition quickened. At America’s behest, Japan acquired patents and commer;il
Iic:cnses that helped its capital-intensive firms emerge, develop, and pr?spcr. ! e
.c.\ivemment reamed with the nation’s most powerful busines‘slfcderatlon tO I.-ﬁk
Jort American technology that could be used for both military and cw-1har.1
purposes. Such dual-use goods included steel products produced by Mitsui,
hich also made arms, and communications equipment that allowed Japanesc
pfbducers to cross over into making transistor radios and cameras. For instance,
Radio Corporation of America (RCA) fostered the Japanese consumer electron-

s industry by licensing patents to firms that transferred technology to Japan.
Between 1951 and 1984, Japanese companies signed more th_an 42,000 concraczﬁ
to import such technology at a cost of $17 bilhon‘. The i.nvcstmcn; :a; wed
worth the price, as it planted the seeds of later dominance in trade of high-en

As a source of supply for the United Nations military effort in Korea, Japan
carned critical dollars. So influential was this procuremene activity tha by the
end of 1950, after a half-year of fighting, the Japanese trade position dramarically
soared as Europeans and the United States faced crivical shortages of milita_r"
goods. From 1950 to 1954 the United Stares spent nearly $3 billion in Japan on
such purchases as weapons, vehicles, ammunition, and clothing, more than its
expenditures during the five years of the Occuparion. The windfall reversed Ja-
pan’s dollar shortage, and for the first rime since the end of World War I1 Japan
could compete in the world economy—which had become a seller’s market that

. o
goods for Japan.” -

The second transformation wrought by the Korean War came in the ,gr:ograf
phy of trade. The Americans understood that the end of their occupation o
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apan required a shift from maintaining the Japanese economy at subsistence
evels to an engagement in economic cooperation fueled by incentives, subsidies,
and support for Japanese trade expansion in Southeast Asia. Negotiations over
¢ peace treary of 1951 involved a reconcepeualization of the economic relation-
p between Japan and the United States, in which American trade and indus-
crial orders replaced American aid. The Japanese economy would be oriented
a_{vay from China and roward Southeast Asia as well as the US economy. Japan
ioined CoCom in 1952 and issued strict export controls on trade with China
- ¢ diminished its trade with the communist nation to just 0.04 percent of its
total exports {in 1941, by contrast, 27 percent of its exports had been sent to
hina). The payoff for permitting increased exports to the US market for tex-
Jes and other goods—a policy that infuriated congressional protectionists—
ould be Tokyo’s adherence to the Cold War alliance. Likewise, when the Brit-
i complained about the potential of dumping cheap Japanesc goods in
oucheast Asia, Washington replied that the British should “face the realities of
fie situation and be prepared to meet Japanese competition if Japan is to be kept
siented toward the West and free from Communist pressures.”*® Japan thus
ecognized its stake in the “Free World” by developing close ties to the West and
allies in Asia, binds that promoted an adherence to competitive market poli-

ies later on.

Underdeveloped Economies and Aid

The American effort 1o combat communism by creating a world capicalise order
yased on new trade patterns, economic integration, and heightened consump-
jon stabilized specific areas deemed under threa, such as Western Europe and
apan, but it also broadened the American gaze into what became known as the
'Ili'rd World, or the underdeveloped, developing, or emerging economies. In
\sia, Latin America, Africa, and the Middle East, the Cold War brought Amer-
ican economic (and military) power to bear, with oftencimes grave consequences
for tens of millions of subject peoples. Colonialism had undergirded the prewar
global economy, but the United States denounced imperialism after 194s. Yet
security concerns permitced European allies to retain their colonies for a time
Washington granted the Philippines its independence in 1946}, and America

A a i
: Toyora auto assembly plant, June 1952. The Korean War stimulated the Japanese economy, boost:
ing production through exports such as these cars, stabilizing employment, adhering the countr

;o the I)_IS alliance, and pointing Japan toward a future of growth. (Time & Life Pictures/Gect
mages :
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insinuated itself into a position of economic dominance without having to ¢ Jse, but not freedom, righes, privileges, and riches for the general populations
cupy territory. The open door made America an imperialist in disguise; he
United States tried to infuse the Third World with Western market policies tha
served the three purposes of profit, stability, and security,

These aims were clear in the guidance of Japan into Southeast Asia. The irony
of renewing a postwar version of the Greater East Asia Co-Prosperity Sphere w
not lost on some observers, but the need for new trade outlets to turn the Jap
nese away from China and mainain its position in the free world orbit sub
sumed such concerns. This policy had foreign policy and geopolitical implic
tions for the United Stares. Washington decided to support France’s defense o
its Indochina colony against a nationalist-communist insurgency led by Ho Chi
Minh to provide Japan and other Asian allies with a secure source of resources

: erging world.

Tg;:r:dvfnc:d nations and their capitalist insticutions such as the World Ba'nk
4.d IMF actually did not welcome the developing world being used as a stomping
;und for exploiration of resources and cheap labor. The American hege'mon
tomached undemocraric practices and human rights abuses o procu‘rc supphcs- of
itical materials, but foreign investment and trade (excepr for oil) with the Third
World were neither robust nor consistently profitable during the Colfl War. By and
arge, business proved relucrant to invest in the developing a.reas, which compelled
\ mericans and Europeans to send in direct and indirect aid rather than rely on
ultilateral markes mechanisms of exchange.su In addition, the advanced coun-
es also restricted the cheap products of the Third World—from textiles and steel
o agricultural goods—in fits of protectionism that undermined dcveiopmc.nt and
{so, jronically, made the “peripheral” nations more dependent on trade wn:h‘thc
“ore” capitalist nations. The terms of trade simply favored the advance:d nartions
hat consumed raw materials and produced high-cost manufactures, while the op-
pbsite was true for emerging economies. Global bankers and bureaucrats mighe
plead for a nonpolitical, internationalist approach to development thac they be-
ieved would usher in an era of prosperity, modernization, and peace, but states-
men in the core put nationalism—including protectionism against Third World
éroduccs at home and military aims abroad—above one-world ideology and even
market practices. Besides, even the World Bank, the leading nongovernmental .01:'-
ganization pursuing development, targered the economic realm rather than politi-
¢al reform to such an extent that no basic transformation of the international divi-
sion of labor ensucd, regardless of the quest for integraring the poor nations into an
bpcn global marker> Thus, while there was a growing awareness of the humanicar-
fan burdens and political excesses in the Third World, policies and patterns of

¢conomic relationships remained inconsistent and uneven as globalization pro-

10

and trade. Although the eventual American war in Vietnam would become a
crusade against communism, the initial objective was to convert a recovering J
pan into the centerpiece of a multilateral Asian system of trade and finance
that would stabilize the region, pacify Japan, and strengthen the larger global
capitalist order in its fight against communism.*” American development pol
cies in the Third World reflected as much securicy concerns as free-enterprise
impulses. '

To be sure, America determined to keep open the door to access to the
world’s raw materials as a means of maintaining the health of the global and
American economies, but Washington also sought to dominate the underdeve :
oped markets in order to shield them from Sino-Soviet influence. A synergy ex-
isted between the interests of investment and export expansion by government
and business, especially those of multinational corporations. And the conse-
quences of this close relationship were usually uneven, at besr, as development
for the host nation was less common than the exploitation of the bulk of popula-
tions by authorirarian regimes that served Western investors and governments:
In short, the recipients of aid from the advanced nations experienced mixed re-
sults: some modernized and prospered, but most became locked into a system in’
which they provided raw materials, agriculeural goods, and cheap, light indus-
trial products to the Western and Eastern blocs while foreign corporations or
socialist governments so dominated local economies that they distorted develop-
ment and delayed democratic reforms. The Cold War brought security, in a

ceeded through the decades. .

Because security overwhelmed the profit motive in American policies during
this period, the impetus for higher investment and trade derived from the Third
World nations themselves, who looked to the Unired States as the cardinal
source of modernization. They sought protection for their infant industries at
the Havana conference on the ITO in 1947, which Americans saw as inimical to

‘[ 2128 ]' .{ 239 ].




B N THE WORLD ECONOMY
THOMAS W. ZEILER OPENING DOQORS I

a nondiscriminatory trade policy, but when the ITO was rejected and US tariff:
still remained relatively high despite their lowering at GAT'T rounds, these
tions turned to foreign aid. However, the United States preferred the Suppose
benefits of reliance on open doors and private investment to aid, as the record 61.1
the Point Four program of 1949 revealed. Congress approved only $34.5 million
of this technical assistance requested by the Truman adminiscration, an amou
that fell well short of needs and highlighted the gap between Western promise
of development and actual pracrice. Placing aid within the context of security
defense, and diplomacy did not always work for the poor nations.* _
Americans proudly lectured on the benefits bestowed on their own countr
by the free-enterprise system, and developing nations took note. Besides, man
of these nations sent a flow of immigrancs into the United States in search of the
American dream of prosperity. The Unired States enjoyed a certain cachet chat
rendered its campaign for market capitalism all the more powerful, and in the
immediate postwar period there were few competitors to the American way. The
Soviets provided an alternative means and template of development—through
state guidance of the economy and direct aid—but Moscow did not focus atten:
tion on the Third World until the mid-1950s, after Stalin’s death. European col
nial powers were bankrupt, and although some reasserred their power, the days
of imperialism were numbered as a wave of independence movements swept the
world. The idea of Americanism—of “the freedom offered by washing machin
and dishwashers, vacuum cleaners, automobiles, and rcfrigcrators”—captivatcd-
the emerging nations as the Unired Stares reshaped the world economy.”

To claim that open-door enterprise appealed abroad is not the same as arguing
that che Third World embraced multilateralism and free-market capitalism. In
dia was a case in point. The Nehru government planned for a mixed econom
but its five-year plan to raise agricultural production (especially to end a famine);
rural development, and promotion of electric power and industrialization fo
lowed along Western capiralist lines. There was little land redistribution, and.
nationalization of industry was limited to the commanding heights of commu
nications, electricity, arms, and transportation. Free enterprise oversaw the res
American officials preferred more food production and a focus on consuner
goods such as radios, bicycles, and apparel; as Ambassador Chester Bowles ex-:

cliimed in 1952 in pushing for a liberal, marker-driven rural development:

heme, “How I would love to see Sears and Roebuck come out here anccll reall-lly
at::kle ¢he problem of inexpensive distribution of consumer good.s, keyc- EO‘ the
Sidian market.”* Yet differences in economic outlooks, plannn'lg objectives,
;I‘;ita[ist behavior, and culture showed cracks in the frc.e—enterpnsc dream. In
aeral, Indians thought of Americans as greedy materialists who consm:ncd too
much but who had hegemonic trade and financial power, and. chus merited re;—
oé;aition. While Americans cringed at Indian economic pracssu:es such as hoarh-
ing as immature, Indians needed food and money. The Ur‘nt.cd State? was t ;
[ace to turn after the country earned its independence, s?hf into Pakistan an
dia in 1947, and could not count on heavily indebted Britain f?r I:xeip.

The United States did not rash in to South Asia to replace Britain, 'for- Washl-
ington understood that Europe and Japan needed their for-mer and ems.t];:;g C(;).
bnxcs as sources of raw materials and markets. Thus, American .tradc with India
nd Pakistan ran surpluses berween 1948 and 1953, although this C(?m.mercc was
ot tremendous for South Asia and it was of peripheral econormc- mteres-t 1:0
."Vashington for the time being, Still, India possessed cerrain strat.cgm matc.:ria s,
ke manganesc and beryl, and American atcempts to adld these Itemlspl to I\1T1.'shse-
urity stockpile ran up against hoarding by New Delh{ as well as -t e Ne Tfu
governmencs resistance to the extraction of raw materials by foreigne.rs. .1e
.Igovcrnment created a maze of restrictions that scared off investors; Inc?lan dis-
omfort with foreign capiral curbed the inflow of American money into the
country. Such problems, as well as the percepeion that India simply w'as too old
o modernize, led Americans to believe the country could never be integrated
nto a dynamic world economy run by the dictates of the market.

Finance to promote Indian food development started ro flow once the Ko-
tean War broke out, and a loan of two million tons of wheat followed as the
:Uuitcd States focused on Asia. But the specter of famine appeared ever more
hreatening during the delay that occurred before hel.p arrl.ved, de‘lays prompte‘d
y arguments over the American Cold War agenda in ASIE‘I. While the Ar;ler;
ans sought a regional military pact between India and Pakistan, an enfi to bot
new nations’ dispute over the Kashmir region, and prosecuted the war in Korea,
ndia balked on all three goals despite ics failed artempt to help setele che t:horny
issue of prisoner repatriation through talks with Beijing. As the Indila? aid pro-
ram experienced cutbacks and the United States focused morc on military than
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economic assistance to the region, tensions were exacerbated. New Delhi was
difficulty for the American model of global economic governance mainly be

cause Washington focused not on regional development but on placing Indj
within a global Cold War contexe.* :

TAPLINE) from Saudi Arabia to Lebanon, which could lnf)Vfi three hun-
d thousand barrels a day onto ships headed for the West. This involved the
l"fd f heavy-handed “diplomacy” in which economic imperatives compelled
111__gh0p olitical decisions that enraged Third World leaders. AI-'a.mco had ;0 scc.ur("f
-of-way for the pipeline. Lebanon was amenable, but militant Ar'a ' natl?n
:-Syrian leader Shukri al-Quwatly was not, and the Truman administration
ecr :;l backed the army chief of staff to overchrow him in March 1949. The way
?C}c h:; r for TAPLINE. A year later, an agreement to split profits evenly between
,a:;audis and Aramco gave the kingdom skyrocketing revenues, as had be.en the
. when Venezuela forced Royal Dutch Shell and Jersey Standar-d to give the
uhgry a so percent share in profies. The American government v?rawed antlt;us.;t-
nd IRS rules and granted the US corporations a foreign tax credit to offser t. f.':1
< of half their profits to Venezuela and Saudi Arabia. In recurn the Unite
éf't:':s not only had a growing supply of inexpensive oil through wel.ls and the
rabian pipeline, which fueled development in other pro-'\Wcsterr} M1dc-ile- Ea;t—
+ nations as well as European recovery, but a stable ally in Saudi f‘\rabxa in the
gibn. Aid and arms supplies o friendly oil states followed, along with e breaks
- the oil companies because they served the US national interest. Saudi produc-
: increased by 6o percent and royalties to the kingdom by 135 percent; b)sr71954.,
rameo paid King Ibn Saud over $250 billion, four times the tor.al of 1949.
The American hold over Middle Eastern oil expanded and dightened .furcher
ué to the Soviet threat in Iran. After bolstering the British position‘ in Iran
inst Soviet incursions just after the war, the United States teamed with Lon-
1 to block attempts to nationalize the Iranian oil industry by forces lf:d by
shammad Mosaddegh, who detested Western imperialism. When 'hc SG-IZCd a
fitish refinery at Abadan in 1951, Britain issued a boycottagainst I.raman oil that
fectively barred its distribution abroad. A World Bank economic Rlan, to pro(i
| funding to resume operations and act as a trustec over the oil fields an
badan refinery until the British and Iranians reached an agreem?nt, foundftr.ed
n the vagaries of politics. Mosaddegh staked his regime on chasing the British
ut, and London dug in to salvage its imperial claims and prevent a s.up‘posed
adical from destabilizing the Middle East. Fearing a wave of cx’propnanon at-
rﬁpts across the Third World, Washington rejected Mosaddegh’s request for fi-

—

The nexus of the Cold War and international economy was also apparent when
it came to the procurement of natural resources, and particularly the world’s mi
crals. The beneficiaries of national security policy were the large multinational p
troleum companies that profited from Anglo-American efforts ro back pr
Western monarchies in Saudi Arabia and Iran, secure the Persian Gulf arca, and:
maintain the traditional US lock-hold over Latin American economies. It wa
thar prompted a sharp upswing in private and US direct foreign investment in ¢
19508, 2 change from the period 1945 to 1950 when the figures rose only about
percent. American investment in extraceive industries exploded, however, more
than doubling over these five years to $1.2 billion, and doubling again by 1960, yet
it was offset in Latin America by a decline in British investment. Cheap oil and
some minerals deemed necessary for national security (rubber) or consumptio
(coffee) were available only abroad; others were deemed to be in scarce supply after
World War II and in need of stockpiling through imports that were oftentim
cheaper than domestic sources. As a result of the latter concern, by 1948 the world
biggest consumer of oil—the Unired States—became a net importer of petroleum
for the first time. The two Cold War blocs competed for oil supplies.*

‘This was one commodicy and one area of the Third World—the Midd]
East—where the United States took aggressive action to assert its incerests. Wit
shrinking reserves (America held about 15 percent of global supplies of oil), th
United States became dependent on foreign sources of energy. American foreig.
investment in petroleum shot up by sso percent in the decade beginning in 1946
to $9.05 billion. The government allied with a coalition of private companies le
by the partnership of Standard Oil Company of California (Socal) and the Tex:
Company (later Texaco) under the banner of the Arabian-American Oil Cofx_ﬁ
pany (Aramco). This entity drew on financing from Socony-Vacuum and Stan
dard Oil of New Jersey to arrange a profit-sharing deal with Saudi Arabia in 195¢
that developed oil fields and resulted in the shipment of petrofeum to Americaa
a cost of roughly 40 cents under the price sold from US and Latin America
wells. Before, in 1947, Aramco had contracted to build the Trans-Arabian Pipe
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2. Shut and Unlocked Doors

TEREST in the emerging world on the part of both %uperpo.wers rcve::ed
hé't the Cold War became a battleground for markets andixdcolog:eslasl muc1 acs1
military standoff. After the death of Stalinin 19 53,_ the Soviets not only launc 1ed
é'radc and aid offensive throughout the developing vx'forl‘d from 1954 onwa.r ,
Ir Moscow forced the United States to reconceptuah.z?' its ?pen-door tactu.:s.
-ashingcon grew increasingly concerned about the I'lSll'Tg tide of cl(?mrrTuriEz
chireats, expressions of anti-Western sentiments, the pursulc.off neutra :n; in y
old War, and the chafing for modernization, improved living standaras, .an
cter terms of trade as struggling people around the world ?lamcd Amcrlcaln
policies for cheir poverty. It was also apparent that the private investors had only
ﬁ;fcpid interest in helping the Third World. The United States needcd'an answeli
to the Soviet challenge. Blocking communist inroads had been the primary gc;-a
behind US recovery prescriptions and developmenc in the \iv(‘)rld econox;y or
the past decade. Now the effort shifted to meecing the competition for the hearrts,
minds, and stomachs of three-fifchs of the world’s population. | y
- The USSR sparked this economic rivalry by augmcnt:m.g aid to the 'l;hu'
World by 70 percent, from $8s50 million in 1954 to $1.44 billion two years at.cr.
Credits, barter trade, and technical assistance with no demands for ?us'terlty
easures or other strings attached (as the Unired States or World Bank insisted)
hot up even more. Moscow had a public relations pr(?blem t(? (?wr.comc},1 bcc;:usc
many narions, especially those in Asia, disagreed with Stalin’s v1ew.t .al: those
allied with his side should cooperate only with other self-declared socialist c.ou.n—
ries % The new Soviet leader, Nikita Khrushchev, accepted ties to nonsocialist
Third World countries to build unity and confront the imperialist world, led by
the United States. Mulrilateral cooperation, along American lines, was the key.
The effort was neicher seamlessly successful nor withou its detractors. Eco-
nomic ties strengthened, and most significantly, aid to Chinc} rose f;cverTfold to
7 percent of the Soviet national income from 1953 to 1960. Using this assistance,

Mohammad Mosaddegh of Iran, November 10, 1953. A frer his government was overthrown by che
CIA, the former prime minister was put on trial, accused of accempting a coup against the shah of
Iran, America’s longtime ally. Mosaddegh had confronted oil companies in Iran, while the shak
permitted chem the freedom to exploir the critical energy supply. {€ Betemann/CORBIS)

the shah of Iran to power and gave five big American corporations 40 percent of .
Britain’s historic concession, formerly conrtrolled by the Anglo-Iranian Oil.-
Company.”® Iran and its oil supplies remained out of Soviet hands and firmly in*
America’s grasp for the next two decades. For the moment, oil companies ap-
peared to be tools of US foreign policy in the region. Still, as one historian has’
noted, cooperation berween them and the US government had added Iran to -
“the growing list of Middle Eastern nations whose oil fields were integrated into:
America’s national security empire.”*
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The sea change in the Soviet approach to the world economy paid dividends.

a strong People’s Republic would link with Asian communism, the Eastern E ) . .
seop P ’ </ hen just a few years before, local communist parties were isolated throughout
'h

ropeans, and leftist activists throughout the world to standardize productio; A e e hen 1 o
i i L . L - iddle East, by 1954
lines, transportation systems, research and training, and technology innovation ath Asia and the , by ; . ;  Indt
) . iodic i i i nd elsewhere with promises of massive multipronged economic a
e e Ve ol el o e e fi he Soviets contracted with India to build
; instance, the >ovie
lowed the Western capitalist model of economic integration. Beijing resisted cc. In February 1955£, or m}::;t \ T e ot o il
i ilai in the state of Ma . 3
however, seeking less caution and more instanr takeoff in development and huge sceel mill ae Bhilai in :1 oot theydeai e e
. . . . : ; i government loan funde .
certainly less guidance from Moscow to chart its own course. The Sino-Sovi on. low-interest g - ' ; ‘o
: i i i _sand trade by sending India industrial goods in exchange for raw materi
rift was apparent by 1959, especially as Mao angrily denounced the Russian stan xpan ! s e -
e - i 1 ialj AL 1 local currency. A high-level Russian state visic later in the year drove ho
of peaceful comperition with the West and relations with nonsocialist neutrals d loca e s tooes of ot
- i -L0- economic <o .
like Egypt and India. The Soviets disagreed, claiming that substantial aid had e new policy of ;ltactle lto jiate : £ i l;rcdy e
i i i Y i alled the Americans, who had larg
prevented these neucrals and others from economically allying with the West. B economic plans g o ,bl e ot ndis e
. ' i ina an i . Washington scrambled to
the carly 1960s, the Soviets had withdrawn technical experts from China and ial development g. b it share o Indies wee
the alliance was dead . cking to aid in the expansion of che country’s largest p P :
| ion. The US Treasury balked at the special interest rate
Iton and Steel Corporation. The reasury cres
férms offered by cthe American Export-Import Bank, however, not wishing to
] X
favor one borrower over another, and Tata eventually turned to the World Ban
- . . . . .uSE
for financing. The Sovier economic offensive was now in full swing, -anc[ not j
‘India. By mid-1956 the USSR had made credit arrangements with fourteen
merging hations amounting to $82.0 million, with another $180 million on the
. i imed at
way. Washingron noted that, ominously, nearly all of the loans were ai 4
ugoslavia, Egype, India, and Afghanistan, four nonaligned nations that might
' ialist si i i i j ive public
be seduced to the socialist side by skillful Soviet oversight of 1mprc.ssz ’ p;
ector projects. As Russian milicary “frowns have given way to smiles” of eco-
omic largesse, wrote Secretary of State John Foster Dulles, the A:nemcan ap-
r 2
peal to the Third World based on market ideology had disappeared.
- Moscow was just as bold in Latin America, the United States’ supposed
sphere of economic influence. After sloughing off President Dwight D. Eisen-
ower'’s warning thar they would escalate superpower tensions if they shifted their
‘gaze toward the developing world, in January 1956 Russian leaders offered morc;
i i i ica © is of mutua
trade and technical assistance programs to Latin America “on the basis o o
i inds i ion.” So-
dvantage” as part of an offensive to capture hearts and minds in the region
iet trade with Latin America had risen by one-third the year before, with a
special focus on Cuba, which sold over a half million tons of sugar to the USSR,

This Sino-Soviet fissure was a blow to Moscow’s orchestration of socialist
multilateralism, but the USSR focused on a myriad of other places in the Third
World to promote its brand of modernization. Like the United States, which ti:
tored its allies to mimic its course of development through the fruics of free enter-
prise, the Soviet Union counseled nations ro note the great successes of Russian
development during the 1950s. Emerging countries should link their national
liberation movements seeking to cast off the yoke of colonialism to the dream of
ever-growing socalist production that would lift them out of poverty and ensure
their independence. The USSR offered an alternative, proclaimed Khrushchev,
to Western subordination by foreign capitalist monopolies and stunted industri-
alization. Capiralists thought of the Third World as merely hewers of wood, not
as modern, dynamic countries. On the contrary, under Soviet instruction these
nations wouild become independent and use their natural resources to spur indus-:
trialization, chus beginning “a better life” for their people while also strengthen:
ing the socialist world as a whole and nailing down the coffin of colonialism. The
inevitability of socialism sweeping over the world in a generation was mantra for
the Soviets; as long as the West did not try to prevent revolurion in the Third'

World, the global economy could become a rool for progress for the masses once:

in the hands of the communist bloc.** Globalization could be dictated along so-
cialist rather than capitalist lines.

| 247 )




THOMAS W. ZEILER

Actually, trade fell thereafter between the Soviets and the region, but the expr
sions of interest caused the United States concern., :
The region posed challenges for both superpowers as well as for internations

aid agencies. The Cold War was a burden to Latin America; the United Sts;ce
fixated on the threat of Soviet communism, but the Latin nations focused:
their historic rivalries (such as tensions between Ecuador and Peru) or rampan
poverty. Yet they also realized that the United States especially, but the USSR
well, would pay more attention to issues of political stability and dcvclopm_c_:
issues. Of course, this also meant the possibility of heightened meddling in in
ternal affairs by the colossus to the north. In Guatemala, the nascent Centra
Intelligence Agency (CIA) joined with conservatives and the multination
United Fruit Company in 1954 against the land reform programs of a moderat
liberal government. United Fruit protested a compensation package offered b
the government. Washingron viewed nationalization as a dangerous tendenc
toward socialism and thus a threat to its open-door ethic. A CIA-assisted coup
prompted the reformist Jacobo Arbenz to flee Guatemala. A military junta re
placed him and oppressed the population (with tacit support from the Unite
States) for the next three decades. Dulles departed the region without consider
ing requests for economic assistance that might head off similar reforms and r
bellions in the furure, but the merger of the Cold War with market doctrine
could not have been clearer® .
Historians debate whether the Soviet offensive really changed US policies in
Latin America. It sounded alarm bells in Washington that led ro more state vi
its (markedly, Vice President Richard Nixen’s tour in 1958 and a frenzied re-
sponse to revolurion in Cuba). But sccurity agencies were already focused on
places like Guatemala before the Russians issued cheir challenge. In 2 more pro-
found way, the Americans began to realize that the assumption that economic
modernization would lead to democracy and pro-Western policies was valid
only if no outside threat was present. The Soviet offensive changed the equation,
compelling the United States to consider trying to raise standards of living in
the area by pursuing more vigorous economic policies thar did not rely merely on
free-market pronouncements. Latin American governments responded posi-
tively to initiatives that, for instance, established an Inter-American Committee
to discuss economic development. The Eisenhower administration urgently con-

iers si i ive forces (symbokized by

_These soldiers sided wich conservative
e la, Jacobo Arbenz. Aided by the CIA, the rcbt-
priation of land from multi-

Guatemalan rebels stand g oA
e church) thar unseated the president of Guatema ’
els ended the Arbenz democracy and brought to a halt Arbenz’s expro

national fruit corporations. {Popperforo/Getty Tmages)
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. _ . . . World in a “sinister” ploy to secure polirical domination, tke
sidered augmenting aid outlays in order to bolster free enterprise. In the end
though, the pursuir of free enterprise won our over meaningfu] reform by gov
ernment fiat; Washington’s traditional approach of insisting on developmen
through noninterference in markets persisted into succeeding administrations
The region still struggled.” The Soviet offensive also fizzled, but it had nonethe
less marked US development pledges to Latin America as hollow.
The reception to its economic offensive in the Third World encouraged th
USSR and converted economic policy into political gain. Moscow granted eas
credit rerms (usually at 2 or 2.5 percent interest) paid out over the long avcrag
period of forty years, better than nations could get from the Western powers. Bar
ter arrangements such as Egyptian cotton or Burmese rice for industrial good
also sped development. ‘The variety of development programs—from sugar
processing plants to textile mills—also spread modernization to eritical sectors
and quickly, to the delight of leaders and businessmen. In addition, the eco
nomic aid allowed emerging nations to leverage better terms from both the So
ets and the Americans; Indonesia received more agriculrural aid from the United
States, and Afghanistan drew on Soviet geopolitical interests to obtain military
assistance that strengthened its position in the region. Third World bargaining
also led to foreign policy losses for the Americans. Burma evicted the US aid
mission from the country after signing a deal with the USSR, although the
Americans were later invited back in. Assistance to Egypt gave Moscow a cher
ished foothold in the Middle East and at the Suez Canal. Khrushchev traded
arms to Cairo and Syria in return for Egyptian cotton and thus heightened Cold’
War tensions. Russia also entered the Arab-Isracli fray on the side of the raw
materials producers in the region. In general, as one historian has concluded, che

recipients “were generally impressed by this Soviet effort” while the aid injected -
socialist influence into the global economy.®®

Third .
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The president of the United States knew it. Eisenhower had referred to the Cold
War as the ultimate struggle of humankind for freedom and dignity, but now, as
one aide warned, “the Soviers are muscling in on Santa Claus” to the detriment

of US interests. Clearly recognizing that the USSR intended to economically
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: . -
marker ideology of a global economy run by private enterprise bent to a

c - -+ 3 - . -

- modate new realities in the Cold War in this conservative administration.

m - . - -

at the very least, had begun to change as American administrations

order, democracy, and victory over communism. Yet Washingron also evolve
away from purely market considerations when granting aid. Although the Uniteg
States relied on the World Bank ($3.8 billion in investments by 1958 in forty-seven. Attitudes, Jeas ' e vl fo e
couneries, most in the Third World) and the US Export-Import Bank to ﬁnaﬁ' came mmore aggressive -m rounding up priva E : epc A
development on a commercial basis, the Eisenhower administration also turne ] ent, but state intcrventi?n cl:ttmpcd dow}r; 0}111 lt) e tr?m o iiiisi B
to soft loans on easier terms, such as longer repayment periods at lower inter'é' Driven by the revolution in Cuba, Wdlt; hro}:‘igsenhower A
rates. Under the Mutual Security Act during mid-decade, nations could repa president John F. Kennedy greatly expa}rll e lt: - j Fiscnhover ud prograr. T
the United States with strategic materials rather than currency, for example, an ays before che aborted attempt tc? overt ;:owk i le T dondon
Bolivia, India, and many nations in the Middle East and Africa owed the Unjze iministration, Kennedy dctermme-d t(i male the 19 o of develer
States at least half of their debt on a soft-loan basis.*® = by launching a hemisphere-wide “vast cooperaive or, unp al
agnicude and nobility of purpose, to satisfy the basui ::.)eeds of Latin n:fx;can
éople for homes, work and land, health and schools. %{enncd)l( learne. rom
Jdernization advocate Walt Rostow thatat least four Latin American nat:ons;
nezuela, Brazil, Colombia, and Argentina—stood [.)oisejd for ‘takeoﬂ'ﬂ anc;ll s;- -
raining growth by 1970. A renewed Sovier offensive, in which Khrusk ;:- ev
velcomed national revolutions against the capitalists, pro.mpted]FK 1o as orz
cial $s00 million package of food aid for Latin America as well as 1oan? an
ther funding to stabilize commediry prices. He then ann'ounccd t.he ?lhar;ce
- Progress, initially pledging $1 billion in US aid to Latin Arner;ca-. or. 19 ;,
lowed by $20 billion over the next ten years to promote 2 doubling in the
candard of living by 1970 at an annual rate of 2.5 percent. He f:ountcd on an-
ther $80 billion in internal investment by Latin American nations th.er‘nsclves
.:accomplish these goals as well as stimulate land reform, end adult illiteracy,

Still, America preferred bilateral assistance programs to the multilareral Sp
cial United Nations Fund for Economic Development, created in 1956 at. th
behest of emerging nations, and thus moved to capitalize a development loa
fund ar $2 billion in order to foster economic growth. This program arose in
rect response to the Soviet economic offensive as well as crises in Hungary an
the Suez Canal, but Eisenhower also had to overcome opposition within an
outside of his administration to public financing of development. Congress a
most instantly cut his appropriations request by one-third in 1957 and refused t
separate military from economic aid programs. Ike nevertheless linked a long.
term commitment to economic growth to national securicy policies and did s
by pushing the government into the credit arena rather than relying solely o

private investment or the generation of funds through sales of surplus America
products.”’

tabilize prices of raw materials, and promore democracy.”’ |

" "The short-term success of this bold and popular program belied che fact that
ultimately both the Cold War and US market dogma CI:‘imE?Cd the Al'iiancc ftlacrl
Progress. Results never matched the rhetoric, because elites in the reglon vjfou-
¢ reform and such structural problems as large populations stymied gains in
lucation, health care, and housing. Democracy also declined, as the US govern-

72 . .
. M H 1_
ent favored anticommunist strongmen Over improving welfare? Larin Amer

Again Latin America emerged as a main rarget of 2 shift in thinking. Riotin
in Venezuela against Vice President Nixon in 1958 and pressure from liberals i
Congress to aid neighbors led to the establishment of the regional Inter
American Development Bank (IADB). This insticurion made loans and techni
cal aid available and gave investors confidence to inject capital into these poo
nations, although Congress would not provide the massive $5 billion capitaliza:
tion of the Bank as called for by Brazil and other nations. Coneributing jus
$4s0 million, the United States kept the JADB relatively small. In addition
Latin America received a minuscule percentage of the total US world economi
assistance package of $2.1 billion in 1958, with approximately $60 million allo
cated for the region (just more than the $54 million spent on military aid). Still

cih economies grew at an anemic 1.5 annual rate (only seven hit the 2.5 PCI’CCI'.lt
rget), although from 1970 to 1974 the increase in the region’s gross dolrnesnc
duct reached 3.8 percent. Yet unemployment rose and the landed oligarchy
ained entrenched. US funding amounted to $1.4 billion a year until 1968
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(afterward, the Nixon administration cut appropriations), and annual toral aig
reached an average of $3.3 billion when private investment is included. ‘The All
ance sent $22.3 billion to Latin America during its tenure, yet the assistan

olor curtain” that structured global relations along a racial hierarchy, and sought
ays to bring world peace. In the area of economic developments, the Bandung

snference sought cooperation among participating nations, alchough this did
reached very few people in a meaningful way. The poorest got very little assi :

tance; each Larin American received an average of $10 during the progra
Latin American exports grew from $8 billion to $12 billion from 1960 to 1968
but did not keep pace with world trade expansion as a whole. As well, the 7
gion’s share of the lucrative US market was cut in half by the early r970s.”

Meanwhile, the free-enterprise ethic was alive and well, especially under ¢

umbrella of the international campaign to blunt communist expansion. US bus

ot preclude ties to outsiders, including foreign capiral. The goal was to create a
ional economic bloc and consultation mechanism based on self-help through
:craregional trade fairs, banks, and exchanges of information while encourag-
g outsiders to help. The Bandung conferees stressed the need for the United
.acions and the World Bank to undertake equity invesements, stabilize com-
.'odicy prices, and aid in the diversification of trade. In sum, economic coopera-
on would curb unequal trade relationships, predatory financial arrangements,
ﬁd inadequate aid and development efforts. Pledging to take world economic
atters into their own hands by enhancing trade and exchanging technical
now-how among themselves, the Bandung participants led the Third World

ness persuaded Washingron not only to put pressure on regional government ¢
increase private capital flows but also to restrict competition from Latin Amer
can exports and channel foreign aid recipients toward purchasing from Amer
can corporations. The power of US firms manifested itself by the overthrow of
the socialist Allende government in Chile in 1973 at the behest of Internation;

ward a multilateral economic movement for the developing nations.”

- Their efforts sparked the 1961 Belgrade summit of the Non-Aligned Move-
ment, an organization that by 2007 included some 118 nations, likened to NATO
or the Warsaw Pact, in which members oftentimes clashed with each other as

Telephone and Telegraph. That same year the Organization of American States!
terminated its permanent commitree that administered the Alliance for Prog
ress and the program disappeared into history. American direct investments in
the region actually rose and moved from extractive industries to manufactures,
thereby helping ro diversify economies. But US investors went elsewhere searcl

ing for open doors. As a result, many Latin American nations remained either:
dependent on Washington or mired in poverty.

much as cooperated, sided with one or the other superpower rather than main-
taining their neutrality, or split off from the movemenc rather than working ro-
gether. Yet in relation to the world economy, a general thrust occurred toward
changing the unfair rerms of trade that had been perperrated by the superpow-
ers in colonial times in order to exploit poor countries. The results of their pro-
tests were mixed, judged from the angle of economic gain and development (and
their struggle persists in the present-day globalization period), but the nonaligned

Anticolonial Era .
nations transformed the dialogue, if not the structure, of both the socialist and

Not willing to count on foreign aid programs from either of the superpowers for
their salvation, emerging nations drew on a templare for mutual cooperation and:
respect that Jawaharlal Nehru had enunciated in 1954 when addressing Sino
Indian tensions. Twenty-nine, mostly newly independent, nations in Asia and A
sica, representing half the world’s population, gathered in Bandung, Indonesia;
in April 1955 to demand an end to Western imperialism and whart many saw as.
the neocolonialist Soviet offensive. This meeting was the first time the decolo-
nizing world struck a position as nonaligned neutrals in the Cold War. The par-
ticipants took aim on a host of regional disputes, lobbied against the suppose

capiralist economic orders.

The Soviets executed an economic offensive to appeal to the Bandung
Conference members, and the US response ran the gamut from cynicism to con-
cern. Some in Washington viewed the Bandung Conference as a communist con-
spiracy, while others, including Eisenhower, were frustrated by the ability of both
these neutralists as well as the socialists to score public relations points by merg-
ing colonialism with Western capitalism. The administration struggled to join
the propaganda battle with reminders that the USSR acted like an imperial
power and that such nonmarket approaches to development as those followed by
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Nehru's India had largely failed to help the people. Americans also undcrsrbo_
that the Bandung dialogue (and Soviet offensive) represented a transformation
in the world economic power structure, but they did not quite know how to de

This Rostovian model was not, and has never been, without its detractors.
me claim it neglects small nations in favor of big ones, state-controlled econ-
sics for market-driven ones, and development by fits and starts rather than
with the dying out of colonialism, because their allies were imperial power n;ﬂ,; It is not only Western-oriented but American-centric in espousing the
themselves. The answer was to try to push the West toward adopting an orderl ﬁ cess of the US economy and its evolution into a mass-consumption society.
stable phasing out of colonialism, which also meant preserving the America sstow was not that rigid, but his noncommunist “capitalist manifesto” ap-
;.,rcd in 1960 with the Cold War struggle foremost in his scheme. Thus, he did
e in mind the United States, which had with great success followed this lin-
ar path to modernity to the “highest scage” of development (mass consump-
ion), although the communist route of totalitarian guidance of the economy
s another. This battle over the process through the stages of growth underlay

he Cold War competition in the global economy, especially in the Third World.

open-door approach aud the inadequarely glacial—in Third World cyes—-—reform
of the global economy.”
America and the Soviets were now operating in the “market” of a global Cold
War. To preserve and encourage market ideology and practices within the cha
lenging changes in the world economy, the United States considered various op
tions when it came to winning over the emerging nations. Whar Washingto
required was a theoretical foundation to its free-cnterprise leanings beyond mu 1'short, this liberal economic theory was the underlying alternative vision to
tilateralism and the open door, particularly because those prescripts were greete
with suspicion in the Third World, where the doors had long been forced ajar b
predatory capitalists. -

acialism offered to the underdeveloped world, and it hinged on preserving mar-

o
et forces to effectuate modernization.

Such pressures led policy makers to W. W. Rostow’s basic explanation 0 Third World Revolt
Western-oriented modernization theory. This posited that modernizatio
proceeds on a linear progression of development, along g predetermined stages o Maﬂ}’ poor and developing nations simply did not accept US modernization
growth, that decades later culminated in the integration of cconomies under a lans, for they had experienced the meager or deleterious effects of free-market
rowth strategies. At midcentury, other theories than the positivism of liberal
modernization weighed in on the debate regarding the reasons behind poverty.

‘Marxism argued that the world capitalist system was stacked against the South

world regime of globalization, In this structuralist view of how nations climb:
from primitive poverty to the heights of sophisricated capitalist wealth, develop
ment is most influenced—or should be most influenced—by economics and in
stitutions (modernity) rather than by customs (traditions). Nations and peoples:
simply advance stage by stage to modernization, to be helped along by the United-
States and other big powers. Adopting such modern economic accoutrements a

ecause monopolistic foreign financiers and merchants, backed by a nexus of
oreign governments and elite client states, locked the emerging nations into a
ermanent condition of unequal exchange. Indebted to capitalist finance and
a banking system, an entrepreneurial class, and use of technology, nations ad
vance through a “rakeoff” period in which industrialization fuels growth ari
diversifies the economy. A mature society will emerge characterized by a hig
standard of living made possible by mass consumption and reduced rates of pov-

uffering economic distortion because of terms of trade (export prices divided by
mport prices) that mired them in agricultural, raw materials, or light industrial
roduction, the underdeveloped nations could not climb out of poverty except
- by leaving or changing the system, or destroying it through revolution. Few took
this latter path, however, although nationalist rebellions in Vietnam, Cuba, and
Angola brought Marxist regimes to power. Instead, the Third World turned to

erty. Rostow posited that modernization will build “a new post-colonial rela
tionship between the northern and southern halves of the Free World” through

“a new partnership among free men—rich and poor alike.”” -structuralism to critique their predicament. Structuralists agreed with Marxists
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T : ' . : i the home market and nor on the
such as Paul Baran that global capitalism favored the rich North and perpéty sed foreign aid. But the emphasis was on
ated backwardness in the South by unequal terms of trade. Argentine econom

pen door in trade. fed th leilsceal
, . . . - : . : - ing i ialization actacked the multilatera
Ratl Prebisch, a member of the United Nations Economic Commission’ f The drive for inward-looking industr
Latin America, was one of the first thinkers to react against liberalism by adopt:

arket system but had mixed results. It worked for some of the largest nations in
i i i i b the
ing dependency theory to explain why wealth lowed from the Third World pe tin America, such as Argentina, Brazil, Mexico, and Venezuela, because they
riphery to the advanced capitalist core. Immanuel Wallerstein later dubbed ¢k

oyed sizable consumer markets for their home-grown manufactures. Smaller
. i mies, such as high-tariff South
process the “world system.” Cheap primary goods exported by the developing avions had less success, and East Asian econo ) 8
countries faced competition in the world market as well as constant, but ng

“srea and the Philippines, were fueled by American Cold War aid and invest-
necessarily growing, demand from the North, while the rich nations sent their

4ene and a vigorous export trade, so they had litele need for import substitution.
, , , - . - ile, tri heir industrial base by protec-
high-priced manufactured goods to the South, which was compelled to buy Lacin Americans, meanwhile, tried to develop t . N )(’iP g
. . S i i could not escape the advance
them for their own development. Unequal trade relations thus transferred ; jonism, a strategy that largely failed because they co P
come to the advanced nations, and foreign investors either avoided the Thitd

ations’ domination of world markets or open-door rules that guided exchange
- i ' h had risen by nearly a third of
World or concentrated in export sectors that further drained profits from the elations. By 1960, total exports from the Sout y y
South to the North.

. . : isteri increase and Africa
: heir 1950 mark, with Latin America registeringa 22 percent incr
The difference between Marxists and structuralists lay in the solution to this

n percent expansion (though Asia climbed just 10 percent). These figures hid
cycle of trade-induced poverty. While Marxist dependency theorists preached

he fact that Asia dominated in manufactured exports, such as texriles, which
| ! i i . j i in the world economy. Import
revolution, Prebisch and others advocated altering the global economic rules ccounted for just 15 percent of Third World sales y. Imp
through regional integration, expanded intra-Southern investment and com:

ubstitution generally failed to develop economies and did not augment che Third
| ! feuti : ipti Yorld’ ] clined as a percentage of the
merce, and a policy of import substitution. This lacter prescription was the key to World’s share of global exports, which actually de p g
the structuralisc protest against market multilateralism, although at times poor;

wotld’s total exports. Multinational corporations maintained and enlarged their
nations also had to resort to nationalization of foreign investment holdings, pro

. . q I on and
dominating roles in local economies while high tariffs stifled competitio
hibitions on foreign capital, or subsidies to domestic producers to diversify their

monoculture economies. Pushed by Latin Americans since the 1930s and a
opted by African countries by the late 1950s, import substitution called for d
versification from primary goods to manufacturing and services and the nureur-,
ing of infant industries. Specifically, it involved protecting local industries b
tariffs, import quotas and other quantitative barriers to trade, restricting pro-
duction to home consumption rather than for export, and directing growt
through state control of trade, production, and consumption patterns, This pro
tectionist tool might have punch, for the South wielded it against the Western:
capirtalist regime just as the United Nations was transformed by the addition of
dozens of countries newly unshackled from colonialism. Import substicutior
did not mean isolating the Third World from the multilareral market economy,
for it encouraged development by foreign investment by multinationals and wel-

romoted inefficiency at home. -
i i i i i e effect.
Emerging nations issued their challenge nonetheless, and wich som

For starters, they welcomed modernization programs because they came W%th
aid, but many, such as Kenya’s Tom Mboya, insisted that assistance COII:IC with
no strings attached. “Remember, we are also capable of gauging the ultcizor mo-
tives of all those who offer help to us,” he instructed the British in 1961.” In ad-
dition, in 1958 the struggling countries took aim on the trade system. A pam?l of
GATT experts recommended that the North not insist on reciprocal, mulcilat-
eral trade terms and instead try more one-sided purchases of goods from the
ess-developed countries. Structuralism resulred in a campaign that became the
economic equivalent of the diplomatic Non-Aligned Movement of neurrals. It
awakened the advanced nations to Third World needs and expectations, and even
its failure prompted the South to shift from domestic answers to development to
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Aternational solutions. This mean, in short, a rebellion against the American-

4. aiobal capiralist order in finance and trade. Because GATT did not focus on

evclopmcnt needs, emerging nations like South Korea, Mexico, Jamaica, and

rgentina rejected membership in the trade forum. They turned to the United

ations for help and created the Group of 77 in 1964 at the United Nations

onference on Trade and Development (UNCTAD). The G-77 became the

crmanent bloc to represent the economic interests of the South. After the firse

'fﬁcial meeting in Algiers in 1967, the G-77 had chapters in all of the United

Nations’ agencies as well as the IMF and World Bank. A foremost goal was for

JNCTAD to persuade GATT to target development in the international trade

tem. In the end the structuralist model informed UNCTAD, which was led

its first secretary general from its inception in 1964 to 1969, the longtime re-

ormer Ratl Prebisch.”

- After institutionalizing the organization to meet every four years as an inter-

overnmental consultative, research, policy analysis, and technical assistance

'oc[y—wwith 191 members by 2009-~UNCTAD notably assailed GATT’s mul-

ilaceral market system. The obstacles were immense, because the advanced na-
ions had long focused within GATT on their own trade, and at the Kennedy
Round from 1963 to 1967, they concentrated on the new European Common
Market. In 1962 twenty-one nations responded with a recommendation for the
Jorth to remove or reduce barriers to tropical commodities and semiprocessed
goods as well as eliminate new tariffs and quantitative limits on Third World
xports. This idea ran up against resistance from the Common Market. These six
European countries already provided preferential trade treatment to associated
former colonics by granting them concessions (lower barriers to trade than given
to others) on many of their exports and not requiring reciprocity in return. Such
trade preferences created a discriminatory system against those outside of the
arrangement, but the French especially wished to preserve the system because
Paris reached a somewhat closed agreement in 1963 in Yaoundé with eighteen of
its Associated Overseas Countries (AQC) in Africa. The Third World action
program of 1962 threatened this Yaoundé Convention that gave France franc-
based cheap food imports and enhanced its image in Africa as a champion of
decolonization just as it was losing Algeria. Latin Americans protested their ex-
clusion from the Yaoundé Convention, and the United States backed them, in
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part because the Convention discriminated against most emerging narions an
also because the deal restricted Western Hemisphere exports of bananas an,
coffee to Europe, thereby compelling the United States to buy more at a tim
when its international payments balance was suffering a growing deficit.*°

A system of generalized preferential treament to all Third World commodi
ties was also unpalatable to the free-trading United States. Although \Washi.ng
ton recognized the need to correct an ever-increasing Third World trade disad
vantage, preferences threarened both US open-door doctrine and the delicar
political support of Congress for liberal commercial policy. Protectionists a
home did not take kindly to free entry of competitive commodities like sugar,
for instance, while preferences trended away from market processes in the worl

c:enterprise multilateralism of the United States-led GATT regime, and
lien both Great Britain and GATT leaders themselves agreed that erade rela-
‘onis had been guided by an overly doctrinaire adherence to the open door, Amer-
had to choose sides. Domestic protectionist pressures, lack of negotiating au-

ority to embrace such a regime, and overall principles prevented Washington
m boarding the preferences train. They struck at the heart of US most-favored-
ation policy, a nearly two-centuries- -old policy of upholding nondiscrimination
<4 rule, although the US-Philippines trade agreement amounted to a preferen-
| system (it ended in 19 74) and the Canada-United States jlkut-m-norwe Prod-
ts Agreement of 1965 also played favorites but was not prejudicial to others.
references also seemed like a modification of colonial relationships. The first
NCTAD conference actually only created a secretariat, to the satisfaction of
ke Americans, but clearly the United States stood alone. In order to head off
he discriminatory Yaoundé Convention and rising negative press, Washington
arned to the Organization for Economic Cooperation and Development
OECD) in 1966 to create a system of preferences generalized to all nations.™
. When France agreed to lec go of its special accord with the African nations
nd join the generalized system, the Americans gave the Third World a head
tart through special tariff treatment. Most of US business and labor organiza-
ions at this time supported the arrangement as long as American producers and
vorkers were not hure. While Latin Americans sought a distinct hemispheric
referential system, the United States endorsed the global one. In 1968 the Sec-
ond United Nations Conference on Trade and Development (UNCTAD 1I),
meeting in India, approved the generalized system of preferences for a variety of
products seeking entry into Northern markets. Still, Third World squabbling
_and growing resistance in the North to a demand for duty-free trearment of

economy. The United States preferred to help poor nations diversity their econo:
mies through aid, individual (rather than generalized) commodity agrcement_s"
and regional integration. Preparing for the Kennedy Round, the new adminiscra
tion of Lyndon Johnson offered to halve certain US tariffs for all nations and
insisted on a bland “commercial basis” (meaning reliance on the market rathe
than intervention) for trade berween the North and the South. Seeing the wric:
ing on the wall, GATT ministers scrambled to soothe the Third World nation:
by studying preferences on exports of light manufactures. Frustrated Southeri
nations threw up their hands and turned instead to revising the i internationa
trade rules under UNCTAD.

More than two thousand delegates from 120 narions and several interna:
tional organizations at UNCTAD pushed the “core” group of Western advanced
countries not only for preferential treatment for cheir exports but, in the event
that the terms of trade deteriorated further, also for compensation so that thc_-
South could recover its losses. Scoring polirical points (even though prior East-
South economic deals had gone sour), the Soviet bloc warmly embraced these
ideas, denounced the “imperial powers” for their resistance to them, and added
specific criticism of the Common Market’s postcolonial relationship with the
African nations, The communist nations offered to buy commodities at fixed;
stable prices, thereby allowing the Third Woeld to avoid the uncertainty of prof
its in the free-market system of the West.

The capitalist core geared up for a fight. The Western Europeans largely bowed
to the demand for “selective and controlled” North~South trade ro replace the

manufactures and preferences for certain commodities weakened the commit-
ment to helping the South. In the long run, the Generalized System of Prefer-
ences, which took effect in 1976 and became permanent three years later,
emerged as only a temporary deal that exempted key Third World exports bur
imited gains for others. To be sure, rich nations granted preferences to nearly all
- non-OECD countries, yet there were exceptions. The United States refused to
grant tariff waivers to Vietnam until the mid-1990s. In addition, protectionism
in the North prevented preferential treatment for exports of key manufactures
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h'. People’s Republic of China, supported the ouster of Brirish officials from

such as rextiles, glass and steel, and leather goods—products that emerging i
-dan, and expressed dislike for Israel. To boot, southern American congressmen
r

tions made well and traded competitively. Preferences were generalized acr
sied about the specter of competitive Egyptian cotton entering the United

ates. Detesting neutralism in the Cold War, Secretary of State Dulles fostered
- anti-Nasser bloc of Middle Eastern nations while publicly supporting the

products; a truly globalized system of trade arrangements with the emerg ng
countries never evolved. In addition, more-developed nations benefited fio
export favoritism. By the 1980s the attempt to restructure world trade for the
gain of the South had largely failed. Generalized preferences, a bold idea nurse
by structuralism of the 1950s, fell short of its promise.”

World Bank’s financial support for the dam.

Both governments rushed to underwrite half of the cost of the Aswan Dam
rder to woo Nasser; eventually the Americans stepped in with a $270 million
er. Meanwhile, the World Bank worked with the US Treasury to pressure
North and South in the Cold War .r.lt.ain to release Egypt’s large accumulation of pound-sterling reserves held in
In this era of rising expectations in the world economy, the emerging nations se Jondon and negotiated an acceptable agreement on Sudan’s demands.” Yet globz.ll
nkers insisted on standards of international lending by encouraging competi-

out to use the US-Sovier Cold War competition to their advantage. One way wa :
; . bidding for the project, rather than permitting Nasser’s favored German

to work wich nongovernmental organizations (NGOs) such as the World Ban

i i i se strictures as viola-
to procure financing for development projects. Another alternative focused o mpany to construct the dam. Nasser chafed under the

keeping multinational corporate profits at home. jons of Egyptian sovereignty, but the United States precipitated a major crisis by
In 1954 the new revolutionary government of Gamal Abdel Nasser of Egyp inceling the loan in 1956 on the grounds that Egypt would be unable to com-

. . . . : - ; i ed to Nasser’s eco-
sought financing to build the Aswan High Dam in order to generate electricity cte the project. This was untrue, as the World Bank atcest

romic viability. Nasser reacted by dramatically nationalizing the Suez Canal in

from the Nile River, promote agricultural development, and control annu _
order to use the tolls to fund the Aswan Dam and to enthrone Cairo as the leader

flooding. The massive project would raise the country’s living standard and so
lidify Nasser’s revolution. The World Bank quickly drew up plans for financin
the dam’s construction, bur Nasser balked when the $400 million loan cam
with a condition that Sudan, a British holding downstream from the Dam, mus

of the Arab world against the imperialist nations and their corporations. In the
nsuing crisis, Israel, France, and Britain invaded Egypt in October and Novem-
ber 1956, only to be condemned at the United Nations by several nations, includ-
..ng the USSR and the United States, Worried that the crisis would inflame
-motions against the West and allow the Soviets a foothold in crucial areas of
the Middle East, an infuriated Eisenhower used economic diplomacy against

acquire an equitable share of the water and compensation for its displaced popu
lation whose villages would be flooded. The nonaligned Egypt saw Anglo-
American collusion and imperialism behind the World Bank’s demands, but th

i i i i elling off
international bureaucrats countered that their qualified endorsement of the loan Bricain, threatening to cause the collapse of the pound sterling by s

terling reserves. Hegemonic America held the purse strings of the Western alli-
. . .. . . o 84
ance. Meanwhile, Saudi Arabia issued an oil embargo against Britain and France.

The Europeans and Israelis found themselves cornered by friends and enemies

arose from economic and technical concerns. Further complications arose. i
1955 over bids for construction, but the Cold War always hovered above che proj
ect. The Suez Canal, a strategic waterway that connected the Indian and Medi
terranean Seas and through which two-thirds of Europe’s oil was shipped frofh
the Middle East, ran through Egypt. When Nasser announced that he woul
buy arms from Czechoslovakia, the British and Americans feared that the com
munist bloc might penetrate this part of the Middle East, jeopardize the canal’:
security, and undermine British prestige. In addition, Nasser soon recognize

and backed away from the canal.

- The Suez Crisis had major repercussions for the world economy and the
s:tanding of the Third World wichin it. Nongovernmental organizations such as
the World Bank continued to make loans (in this case, extendinga credit to help
widen and deepen the Suez Canal for passage of larger ships), but they could not
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1676. Meanwhile Egypt became a major player in global diplomacy and regional
dispues, aided by the development provided by the dam, which initially pro-
ded half of the country’s electricity. Nasser emerged vicrorious as the leader of

il pan-Arab movement. His emerging nation had successfully played the Cold

 Victories such as Nasser’s and UNCTAD’s were impressive, but the develop-
ng world still remained impoverished and the North remained in control. Third
World nations struggled with strict, conservative loan terms set by the IMF,
hich believed that these nations had to be micromanaged because they did not
onor their agreements due ro bureaucratic unaccountability or corruption. Abet-
ted by 2 dependence on multinational corporations and a lack of substantial
domestic markets, a cycle of poverty dictated underdevelopment. For example,
uador tried to ignore the strictures, but loans from the US Export-Import Bank
and the IMF came with strings attached, requiring austere fiscal policies such as
ﬁgher prices for gasoline and electricity and currency devaluation as well as al-
owances for multinational corporations to gain more business in the country.
Tven the tapping of large oil deposits in the Ecuadoran Amazon by the Texaco-
Gulf Corporation in 1967 and subsequent finds of petroleum riches did not
provide a solution to the country’s economic woes. Revenue generated from the
Construction of the Aswan High Dam in Egypt, May 14, 964, Nine years before, the clash b oil fields and a pipeline augmented exports sevenfold by 1977, and the rise in
tween the revolutionary Gamal Abdel Nasser and European financiers and bureaucrars averth
massive project prompred Nasser to turn to socialist nations for aid. The conflice led eo the Su
Crisis of 1956, when Nasser nationalized the Suez Canal. The United Stazes ended the crisis by hal

ing an invasion by Britain, France, and Israel that had escalated tensions in the Cold War, Th
project weat forth some years later. (Gezty Images)

global oil demand and prices during the decade further augmented the gross
domestic product. But foreign capital invested by multinational companies domi-
ﬁared production and expore and even led to the fall of Ecuador’s military gov-
ernment when Texaco-Gulf boycotted selling the nation’s oil abroad in protest
of tightening regulacions.

Ecuador offers an example of the complex relationship berween multination-
prevent Cold War politics from overwhelming their economic and social
forms so embraced by Egypt and other nations. The crisis hastened the end
French and British colonization, particularly in the Middle East and Africa, an
also destabilized the NATO alliance, for Paris especially grew suspicious of Ame;

als, NGOs, and the emerging nations-~laying bare the basic inequities in the
-global economic system. When competition from abroad lowered prices for ca-
cao and rice in the 1950s, Ecuador turned to bananas and became the world’s top
producer due to growing demand driven by America. Banana exports rose in
ica’s reliability. And the balance of power in the region tipped a bit more towar value from $2.8 million in 1948 to $90 million by 1960, constituting nearly two-
the Sovier Union, which stepped in with financing for the Aswan Dam in 195/ thirds of the nation’s exports in 1961. Roughly three thousand domestic banana
Aided by Russian heavy machinery and technicians, construction began in 196 producers flourished, although exporting and marketing remained in the hands

the dam started to fill four years later, and it reached capacity for the first time i of the five largest foreign firms. At the United Fruit Company’s plantation,
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workers received many benefits, such as low-cost housing, safe drinking war
cheap food, hospital care, paid vacations and sick leave, and high wages relative
to the rest of Ecuador. Yet bananas did not bring widespread well-being or mio

allas, for instance, 0 exchange dara on rock drill bits for rights to manufacture
b
Jew Soviet turbo-drill. The message was clear: chere would be no easing of lists

of banned exports to the Sino-Soviet bloc®”

ernization, because Ecuador’s economy, like that of other countries in the Anje  This rigidity began to change in the 1960s as the Cold War reshaped the dia-

icas, relied on the big export companies. The nation made litele progress towa oguc on economic relations. The Kennedy administration counseled the use of

industrialization or developing the midd[e ClaSS nccdcd for urban dCVC].OPm.Cn :st—WCSt trade as a VChiClC o irnprove SUPCIPO\VCF rc]_ations after the harro“;_.

management, and growth. Overall, industry’s share of the gross domestic Pro fig Cuban missile crisis of 1962. Specifically, the United States approved a large
_le of wheat to the USSR in 1963 and advocated expanding rrade with Eastern
Furope. President Johnson furthered the process of liberalization of East~West

rade by centralizing decisions in the White House and State Department, both

uct in 1970 remained the same as it was in 1940, despite Quito’s embrace of ¢}
UN Economic Commission for Latin America’s recommendations for impo:
substitution in the early 1960s.* This was so because the Cold War continued to
deglobalize the world economy, curbing America’s effectiveness in pursuing of which were prone to seek détente with the Soviets. Thus, LBJ committed to
traditional free enterprise. . idge building by forging trade deals supported by American business and la-
or, and noting endorsement by the CIA and the Department of Defense. Co-
East-West om controls had not prevented the Soviets from infiltrating the Third World

or building an economic base for the development of high-tech weapons sys-
Trade relations with and within the Soviet bloc reflected these security strictures

on the world economy. Earlier Stalin had ruthlessly unified the COMECON
countries by dictating that their production and trade be directed inward. No

tems. Limits and bans on strategic items remained because the United States was
ﬁghting a hot war against communism in Vietnam, but the administration was

determined to extend mostfavored-nation trearment to communist bloc coun-
Moscow sought to expand commercial exchanges with the West. Peaceful coc

istence brought a defrosting of the Cold War. Supported by American farmers

tries as bargaining tools to effect change and to encourage them to engage in the
frce-markct global economy.

America’s wielding of East~West trade as a carrot or stick in shaping com-
munist bloc behavior became the rule. The trend roward liberalization reached

seeking to sell their surpluses, Eisenhower pledged at a2 summit meeting in 19
to lift some of the trade sanctions that were restraining East~West trade an
liberalized the three lists of CoCom controls. He counseled against preco its apex during the administration of Richard M. Nixon, who moved toward
ceived notions of Soviet hostility and instead sought to encourage peace and s
curity through the exchange of goods. Congress largely agreed, and the admini
rration relaxed restrictions on the embargo lists. Two years later Ike ran smack

up against the wall of virulent anticommunism when the British asked the

dérente with the communist bloc. As restrictions gradually diminished with
China, trade rose from $5 million in 1971 to $900 million three years later. A
sweeping US-USSR trade pact in 1972 led to numerous industrial contracts, to-

taling about $1.1 billion of imports into America, and sales of grain to the Sovi-

United States to loosen controls on some machinery trade related to the People’s ets amounting to over $1 billion. The Commerce Department reduced its lisc of

Republic of China. Eisenhower advocated careful study of the issue, not so muc controlled items from 550 to 73 in just months, and rather than continually up-

to encourage diplomatic relations, but to facilitate natural parterns of trad  dating changes in strategic lists, CoCom relied increasingly on waiving items.

between Japan and “Red” China. Congress and a concerned Commerce Depar The US requests for exemptions grew from two in 1962 to more than a thousand

ment compelled him to retreat when he was accused of violating the Battle Ac in 1978. Trade thrived between East and West as Moscow gained entry into the

which prohibited aid to nations that knowingly traded with communist cou global capitalist market and the United States used trade to woo both estranged

tries. The Commerce Department rejected an attempt by Dresser Industries of China and the USSR, Talks even began about cooperation in oil drilling, par-
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ticularly after war broke out in the Middle East to threaten American oif sup
plies. Politics progressively intruded on East~West trade relarions, however,
Congress proposed in 1974 to withhold trade privileges ro the Soviets as punig
ment for human rights violations and restrictions on Jewish immigration®*

urse of unificacion. The Americans Jooked on this European Economic
mUniey (EEC) of six countries in 1957 as serving to contain West Germany
thin the democratic and anticommunist fold of nations and stimularing peace
rough prosperity on a continent so often torn asunder by war. In an economic

Successors applied controls according to their gauge of Soviet foreign poli the Common Market of France, West Germany, Belgium, Luxembourg,

s¢;
"The administration of Jimmy Carter further linked diplomacy to Soviet beh Ncr,hcrlands, and Italy meant the creation of a potentially vast multinational
oms union supportive of free enterprise and an open door to outsiders. So
ﬂuennal was the Common Marker (the British term for the EEC) that its
wers soon eclipsed those of the European Atomic Energy Community as well
¢ European Coal and Steel Community, both of which fell under its juris-
ion. By 1973 the EEC had been enlarged by four members (the United

gdom, Greece, Denmark, and Ireland); it would add more members there-
90
e, totaling twenty-seven by 2009.” The EEC became the economic engine

ior, and as a result trade began to plummer after the Soviet invasion of Afghian;
stan in 1979. Carter imposed a grain embargo, boycotted the QOlympics, a_n_'
tightened controls on technology. Ronald Reagan tried to trade as lictle as p
sible with his Soviet nemesis in order to bankrupt Moscow. Yet such punjs
ment could not change the fact that the communist and capiralist worlds w
closer than ever before, which lay a foundation for Russia’s engagement
globalization after the fall of communism. '

The path to integration was also furthered by the fissures within the cor
munist system itself. It was clear cthat the COMECON regime represented
somewhar false economic union among the European socialist states. Man

Tts advent also came as a direct challenge to the extant global economic power
cture. The EEC comprised 168 million people in Western Europe and 63
the Eastern European satellites chafed at Sovier domination and the suppression illion in associated areas—a sizable trade bloc. The foundets expected not only
that the customs union would become the largest commercial entity in the world

ithin a decade, but also thar the economic organization would spill over into

of the market socialist reforms of the late 1960s; historic rivalries and suspicions
added to Moscow’s hegemonic policies that made a mockery of the push for int
gration. Attempts to replace CMEA centralization with planning and deci i cstabhshment of a supranational political federation in which decision mak-
making by industrial associations also fell flat, for even such horizontal chains o g" ould rest with the bureaucratic executive arm, the European Commission
d not individual narional ministers under the governing council. President
harles de Gaulle of France, who sought to elevate French power at the same
¢ as that of the Common Market, blocked this European Commission initia-
. As well, he prevented Britain from joining the Inner Six, because he viewed
ondon as a proxy for America, which he feared would infiltrate the EEC. Euro-

n supranarionalism did not come to pass until the 1990s with the develop-

command proved unwieldy and overly bureaucratic, unable to generate the fi
nancial and administrative infrastructures necessary for incegration of dispara
economies.”” In essence, by the mid-1970s the American-led capiralist glob
economy had survived the Soviet economic offensive and stood as the heg
monic structure, although it was on rather shakier legs than before.

ment of a single currency, but the Common Market emerged as a trade monolith
European Challenge he 1960s by building an effective customs union.
:;Aftcr considerable debate within the EEC, the resuke was the substitution of

ational commercial policies with a unified approach to the world that defied

The American open-door doctrine ruled in part because of the sheer power: ol
the United States, but also because of the surging economies of Western Europe
and East Asia, which, ironically, placed US hegemony under threar. Afrer glu.i'" merica’s postwar policy of nondiscriminatory rrade and undermined the US
together their coal and steel markets in the eatly 1950s, the Western Europe';i__n_ old on the global economy. The Inner Six installed a common external cariff

followed the pragmatic visions of Robert Schuman and Jean Monnet alorig her than separate national duty schedules) that governed trade in industrial
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goods between the Common Market and the outside world, thereby purpo .e Aclantic about European protectionism. At the same rime the United States

fully discriminating against the multilateral open-door doctrine of the Unite 'i wred from inflation at home, incurred in part by unsustainable domestic
States. They harmonized their duties—France and Italy dropped tariffs, and th, onomic expansion paid for by seemingly unsustainable exports to Western

Benelux narions and West Germany raised theirs—and then applied this co

nrope.
mon tariff to imports while maintaining duty-free induserial trade among them . Alzucrican salvation lay, in part, in trade negotiations to deal with Common
selves. In addition, the bloc established a protectionist levy and quota system o arket protectionism. During the Kennedy Round of GATT (1964-1967), the
food imports, called the Common Agricultural Policy, chart led to major dis i:ﬁtcd States tried to reassert its leadership over the Western economic system
agreements between the French and its European trade partners over the exte Y promoting traditional trade liberalization roward Europe and Japan. Of par-
of farm protectionism in agriculture-rich France. Regardless of the fracas (muc} icular importance was liberalizing the EEC’s Common Agriculrural Policy so
of it provoked by de Gaulle’s drive for French recognition as leader of the new:Eu iat America could benefit from its comparative advantage in farm trade and sell
rope), Western European trading rights took precedent over those of non s surpluses. Washington also sought to lower the external industrial tariff so
Europeans, particularly the United States. Americans actually welcomed t 1at American firms would manufacture at home and export rather than try o
Eurocentric policy for political reasons, which cutweighed the economic rat imp trade barriers and invest and produce in Europe. The French refused ro play,
nale for multilateralism; after all, the unification of Europe (and the linkage o or they understood that the Common Market rested on their access to German
Japan to the West) was a grear success story of US foreign policy. But the poten gricultural marlkets in exchange for opening to West German industrial prod-
tially harmful effect of European trade and consuming power on US economi; cts. When the Americans tried to sneak Britain into the EEC to undermine
prospects could not be ignored. rench intransigence, de Gaulle veroed British membership, reading the ploy as
In every economic category, the EEC emerged as a powerhouse that chal 1 actempt to halt integration of the Common Market itself. The Europeans did
lenged US leadership and hegemony. The gap between American and Europea wer industrial tariffs at the Kennedy Round, although trade in chemical prod-
production was fast closing, even in the 1950s. European steel production rose t cts and steel remained plagued by ingenious nontariff barriers. Furthermore,
an annual level of 62.9 million tons by 1959 (up from 36.6 million seven ye: ransatlantic agricultural trade remained stymied by the Franco-German quid
earlier), while US output stagnated at 84.5 million. By 1960 Common Marke 10 quo as well as longtime protectionist tendencies, as it does today. The effect
:jas clear on the United States. American grain sales to the Inner Six in 1969

rotaled less than half the figures from just three years before.” The EEC hin-

industrial production outpaced American manufacturing, decreasing the Unire:
States’ share of global gross national product while the EEC’s rose throughou
the decade. America remained the single largest trading nation, but by 1960 th ered US trade policy, despite a massive effort by Washington to maintain the
combined Inner Six outstripped the United States in trade volume. The Europe pen door.
ans also caught up in exports, as the American trade surplus with the region be -The figures on the Western European economy were remarkable, but re-
gan to wane. Of course, this was all largely inevitable as recovery from Worl gional economic behavior turned out to be even morse transformative for the
War II ook root by the late 1950s, and the United States could not possibl global economy. Although the Inner Six generated just one-third of US produc-
tion by the mid-1960s, the real purchasing power of the customs union reached

_alf that of the United States. The region had begun to shift from the hierarchies

maintain its tremendous economic edge of the immedjate postwar years. But th
Inner Six and the British-led seven-nation European Free Trade Association—
looser association than the EEC that resisted political integration—threatene f-production and workers to a consumer area in which workers enjoyed rising
to become inward-looking trade blocs that mighe close the door to the Unite incomes and spending power. Europe became a magnet for American multina-

States. Indeed, exports ro both entities began to decline, raising alarms acros tional enterprises that injected mass-marketing techniques into the workplace
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and literally changed Europeans from their social stratification as laborer: he structural and ideological seeds of globalization; academics viewed them as

homemalkers, salarymen, and conservarive executives into afluent and chic con ‘alrernative to nation-states and their mercantilist policies. The move of Amer-
sumers. Advertisements depicted managers as well as workers skiing, eatinga -an corporations abroad shrank the world’s geography, sending business, people,
fast-food restaurants, and driving sleck automobiles. By 1965, 4.2 million colo d technology around the globe in ways that bypassed, negotiated with, or sim-
televisions were sold in France, where only five thousand had been boughe i, .l.y overwhelmed nations. Market advocares applauded the advent of these
1954—the consumer revolution brought Europeans into stores. Belgians aban Jobe-trotting business firms as carriers of dynamic private enterprise, mutual
doned bicycles to travel by car, German washing machines and Italian refrigera ospericy, world federalist government, and ultimately peace, regardless of cheir
tors sold in Holland, and EEC members shared in markers ranging from shoe cputations as profir-seeking, uncontrollable, cowboy capiralists lacking moral
to food, thanks ro lower national tariffs that unsealed borders and allowed trad nd social consciences—unlike their European counterparts.
in consumer goods to flourish. Buying on credit became more acceprable. A While EEC multinationals seemed to invest in social causes, the American
Jean Monnet noted, Europeans would equal the US standard of living withi nulcinational offensive saturated Europe with consumer products, provoking a
fifteen years of the EEC’s creation. His prediction was fairly accurate; the EEC’ cklash that had more political consequences chan economic. European anti-
gross national product rose by an average of 3.5 percent per year until 1974, whil \mericanism, perception of overregulated economies, and labor turmoil had
American growth amounted to 2.1 percent over the same period. US CODSUIHP cared off most big potential investors, but the easing of restrictions and the re-
tion figures also lagged European. As disposable income doubled for wage and | ession in America jump-started multinational activity abroad. American cor-
salary earners, the volume of trade tripled within the Common Market, showing- jorate direct investment in Europe nearly quadrupled, from $4.6 billion in 1958
that European purchasing power (and habits) had changed dramarically.” 0 $16.2 billion eight years later, a sum roughly one-third of all US direct invest-
ﬁ;ent worldwide and the peak of the American share of the world market. Com-
Multi : . anies targeted visible and rapidly growing sectors, such as food, cosmetics, and
ultinational Enterprise : i .
wouschold appliances, that brought high profits. In automobiles, the Americans
One way to take advantage of this departure from the old productionist ethic & old low-cost cars with new gadgers and decent power that competed well against
the new consumer model, as well as hop over European trade barriers, was for U European companies, especially French low-cylinder models. Chrysler alone
companies to invest in plants in the region. In other words, they could engage i made more than all French car producers combined, and General Motors™ an-
trade from inside the Common Market and Free Trade Area rather than attemp ual sales outpaced Holland’s total gross national product by 10 percent. Ameri-
to penetrate Europe from the outside. Multinational enterprises expanded rap an marketing agencies such as J. Walter Thompson set up shop in rebuilt Frank-
idly in the region. Canada still remained the top place for US investments, wit

Britain second, but the EEC (with the addition of the UK in 1973) surpasse

furt and ran accounts across Europe for 117 items, ranging from Kraft foods to
De Beers diamonds. General Electric’s two hundred thousand products over-
America’s northern neighbor in the 1970s. Capitalizing on opportunities in. vhelmed European industry, while American-style supermarkets cropped up in
the region, firms nearly tripled their investments in the Common Market— major cities, replacing the regulated individual sellers with the practice of self-
despite rather repid support from Washington, which viewed foreign investme ervice under one roof. So effective were the US corporations, their techniques,
as a drain on US international paymenrs and a diversion of capital from the do nd their advertising thar de Gaulle and other European (especially French)
mestic economy. The Johnson administration eventually forbade large-scale for oices warned of Washington’s imperialism through the “Americanizacion” of
eign investments because of the ever-worsening payments imbalance—a short Europe or the “take-over” of Britain. Even in Canada, where US companies

fall caused by trade deficits and capital exports. Yet multinationals also planted. eveloped raw materials resources under few restrictions, a wave of nationalism
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. . L i h ut-
led to criticism of American corporate domination and calls for independence percent by 19795 in 1964 the company had installed 62 percent of the comp

from the continental integration of North America.”’ in Western Europe. [BM retained total control of its foreign affiliates even in
Realizing that American multinationals produced more than the EEC itself,
experts counseled Europe to organize its own such corporations across the Inney

Six nations and mobilize capital to meet the American challenge in the oncom:

e face of governmental pressure to sell to locals.

. In transportation, people and freight advanced around the globe at an ever-
tlickcx1ing pace. After investing a quarter of its net worth on developing a lc-mg-
ge passenger jet, Boeing sent the 707 across the Aclantic in 1957. The flight
hrank time and space, allowing American businesspeople, in particular, to travc.:l
2pidly, comfortably, and cheaply to Western Europe in half the time of previ-
s, multistop flights. Passenger numbers rose from 4.3 million ro 18.9 million
“om 1957 to 1973 (and rourists numbered 278 million by 1980, and 880 million

ing high-technology markers of telecommunications and information. Europe
could not shut out the tide of investments from across che Atlantic, so it adapted.
European firms partnered with US know-how, such as che old French perfurie
industry with synthetic scent makers in New Jersey, and allowed Americans to
take over eleven of France’s leading perfume companies by 1970, Britain, Ger-
many, Switzerland, and Iraly were swept by chain and self-service stores (85 per-
cent of Americans bought from such entities), and Kraft, Kellogg’s, and other
companies gained major market leverage in Europe. This did not mean that smal]
provisioners disappeared, but their numbers began to wane as multinationals
could cut prices by just 10 percent and bankrupt local concerns. Meanwhile, dcé
crying violations of the capiralist ethic of competition, American tire makers
like Goodyear and Firestone got around regulations by offering French car pro:
ducers discounts on tires. In the end there was much grousing about the Ameri:
can challenge, but even the French drank cokes and bought Mobil gasoline. And
US corporations turned increasingly to the German market by the early 1970s;
deterred in part by French regulations even after de Gaulle’s departure had the
government scrambling to attract US dollars. Multinationals dodged the nat
tional label for regional and global identities.™

2009, with total passengers amounting to over 2.3 billion by che latter date) as
g:n'ists also took advantage of low-cost fares. In 1969 the Boeing 747, a wide-
dy plane designed to carry cargo, made air travel even more cﬁic‘:icnt by nearly
\alving the seat-per-mile cost. Subsequent models boosted capacity to 2.3.3 }:fas-
ngers traveling between New York and Tokyo, and by 1989 commercial jets
W 42 people for twenty hours at subsonic speeds. Charter flights dropped

s even more, and it became comimon to see young people setting out for Eu-
rope or America and Canada, For first-class travel and business flyers, an Anglo-
French consortium built the Concorde, which began the first regularly scheduled
personic flights in 1976 from London and Paris to New York and Washing-
n, DC. For more than twenty-seven years the Concorde flew across the Atlan-
c:.in just four hours; its routes expanded to include Asia and Latin America; but
a crash in Paris in 2000, and prohibitive operating costs, stopped Concorde ser-
. ce altogether. By this time the air travel revolution, as one historian has noted,

Despize the clash of economic civilizations, simultaneous with the birth of: st -
' allowed for “the translation of prospects into actual foreign investments™ by

the European Common Market a virtual global revolution in transportation
and communication greatly facilitated the expansion of multinational corporate
activiry. Multinationals (with Washington’s backing) oriented much of their
investment activity toward the Third World, especially as Congress frowned on

furthering the process of globalization.”

- Commercial transport also followed this globalized pattern of expansion
through efficiencies wrought by new technology. Air service expanded as the
umber of revenue-ton-miles for air cargo on international flights grew 866 per-
ent between 1957 and 1973, This set the stage for vast matket growth in jec freighe
.._thc following decade, but there were also other options available for trade and

foreign aid. In the North the dynamism of multinarional enterprise blossomed
in large part due to new technology generated by the United States. America ac-
counted for 69 percent of the research and development in major countries. I
ternational Business Machines (IBM)}, for example, dominated the computer
marker in Japan and Western Europe as it used regional marketers to promore it'é_
products. Foreign sales accounted for 20 percent of IBM’s revenues by 1960, and

ultinational commerce. In 1960 two American trucking lines standardized
ailers for moving goods between ports, and other companies soon jumped into
his container shipping business. Soon container ships plied the seas and sped
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om the Pacific to the North Atlanric, Mediterranean, and beyond by the 1980s,
a;;d containerization was so ubiguitous that long-distance trade skyrocketed.
apacicy expanded by 10 percent per year in 2001-2005, and the vessels grew to
ch enormous sizes that many could carry four thousand 4o-foot containers.
.t another way, South Korean, Japanese, and Chinese companies launched
acainer ships capable of carrying 1.3 million 29-inch color televisions or more
than so million mobile phones. Plans existed to more than double the number
£ boxes, enough to create a sixty-eight-mile-long line of trucks for off-loading,
1e only constraints were geographic, for the world’s busiest shipping lane, the
| aits of Malacca berween Malaysia and Indonesia, as well as the Suez Canal,
PE__:_ICEd natural limits on these behemoths.™

New communications technologies also aided the explosion in multina-
onal enterprises. The telex made possible fast and clear communications to
tchestrate deals and manage affairs in faraway places, while transatlantic tele-
ione calls—using the first microwave amplification cable—soared from
.o,oco in 1957 to 4.3 million in 1961. Both telex and telephone allowed
merican corporations to monitor their holdings overseas from US headquar-
s, and metropolitan centers around the world were increasingly linked
yrough communications neeworks. In the decades to come, satellites pro-
Flight acrendancs on the new Boelng Jet Straroliner, March 21, 1956 ntroduced in 1957, the Bo ided the means of integrating remote arcas of the globe into the world econ-

307—this is a model used for training—sposred a new interior. This jet held ninety-eight passc my. Furthermore, television (in the midst of a boom at this point} Providcd
gers wich comforts such as air conditioning and individual air vents, running water, and reading : I ) hat both introduced le to the exotic and also trans
. ; . . ced peo -
lights. The Stratoliner preceded the larger jets, such as the 707, that soon crossed the Atlantic wi isual perceptions that both introdu peop oo .

business executives on board. Air travel became less costly and more efficient, thus shrinking the ormed the foreign into more familiar images. The thinking of executives

business world. (@ Becemann/CORBIS) hanged as their vision and knowledge of opportunities overseas broadened.
anagers the world over shared an image of the world that defied borders and

the flow of trade across the Pacific and Atlantic Oceans, although by the 1980s istances. Technology started to collapse time and space by making even poli-

many were too large to transit the Panama Canal. In addition, large vessels spe cs and diplomacy instantaneous. By the 1970s, technology empowered peo-
le with information through such personal electronic media outlers as radio,
;_CRs, cassette tapes, CDs, and person-to-person video links ehrough satellite.

y the beginning of 2010, more than 4.6 billion subscribers worldwide—or 90

cially designed to hold up to two thousand auromobiles, and rankers built. to
carry vast stores of oil and liquefied gas, expanded the shipping industry and i

regrated transportation systems around the world. The transportation revol

tion fueled the surge of enterprise across the Atlantic and beyond; by 1966 th crcent of the planet’s population—had mobile phones {up from ss.5 million

" . - - - 3
volume of international trade in manufactured products more than doubled th ust fifteen years earlier). In Canadian media theorist Marshall McLuhan’s

rise in global production, accelerated in large part by plummeting freight costs erms in 1962, a “global village” had arisen in which innovations in communi-

chat led to further integration of the world economy. Container ships spread ations and transportation not only increased movement of goods and services

[ 279 1




THOMAS W. ZEILER OPENING DOORS IN THE WORLD ECONOMY

but created interactive bonds that harmonized and even homogenized tas liome, the negative impact was clear. Wages rose with prices, as war spending

and cultures.” Joubled the consumer price index in 1966 and 1967 and almost tripled it the fol-

wmg year. Lyndon Johnson was well aware of the impact of the Vietnam War

The Demise of Bretton Woods inflation, the bogeyman of the American economy for decades afierward.

o and aid expenditures added to tensions within the Western alliance. As

Although the Unired States took pride in its role in promoting European ceneral banks persisted in trading dollars for gold, allies intensified their ques-

gration, PJ.‘OSPCI'ity, and COmPCtitiOfl, the rise of its friends boded ill forits overa Hlng OEAIIICHCR s role in the world and CSPECIB.HY in OVﬂISECIDU the defense of

internarional accounts. These paid for the US presence overseas in the Col estern Europe. The cconomic situation now threatened American foreign

War. A direct result of Western Europe’s recovery, the American balance:o pohcy, Washingron seemed headed toward a rough choice of either defending

payments deficit reflected both a dwindling US export surplus, the outward flo e dotlar or defending Europe.”
Clearly the borrom was fast falling out of the Bretron Woods system. A fi-

ancmi crisis in Britain in 1967 finally led to the devaluation of the pound, a

of direct investment, and Cold War military and aid expenditures. Under
rules of the Bretton Woods exchange system, nations holding stashes of dollar

could cash in their growing reserves for American gold upon demand rathe rrency long under pressure but saved by periodic American bailouts to prop up

s value. When the Suez Canal closed during the SixDay War in the Middle
ast, British exports plummered and Arab countries exchanged their large ster-
ng holdings for dollars, thereby flecing the pound. This led France to demand
hat the dollar be complemented by some other form of currency in order to
tabilize the monetary system and end America’s practice of paying for inflation

than hold dollars entirely as interest-bearing notes. The United States honore;
this agreement because gold was the economic and psychological foundation
the international monetary system, and the dollar was the key currency t
undergirded American power and leadership. _.

By 1958 ten European governments allowed their currencies to be converte
more freely into dollars. This signaled the health of regional economies {and th t home by running deficits overseas. The result was the Eurodollar, an expatri-
the success of American postwar recovery policies), but convertibility quickene, '

te currency market bigger than the reserves of America and all central banks
the drain of gold from the Unired States. America’s gold stocks dropped by $

ombined, as well as an IMF-sponsored system of special drawing rights thac
billion that year and plummeted further the next. Deemed the price to PE‘Y-{Q rovided more international liquidity and overcame the national payments def-
it. Neither measure sufficed. As the gold drain continued into eatly March 1968

n one day, the United States lost $179 million in gold), hopes waned for the

its leadership of the Western alliance, this conversion process led to the Ioss-t_)'
nearly half of US gold reserves between 1958 and 1968. Washington tried to main

tain the dollar’s value by trade promotion and other measures. Instead of devalii recton Woods syster’s continuation. When bankers agreed to sever the dollar’s

ing the dollar, the US Treasury stomached stopgap remedies and urged more: nk to gold in private markets, gold prices began to rise. This tenuous new deal

multilateral burden sharing within the alliance. Yer the payments imbalanc vas dependent on confidence that the overvalued dollar could be defended even

grew worse, giving de Gaulle and others leverage over US foreign policy, becaus
they could threaten a run on Fort Knox.”

s private capital flows soared upward. The Americans barely contained the in-
tability by clamping down on outflows of capital, but much tension existed
vithin the Western alliance over whether dollar-rich nations, such as West Ger-
nany, should revalue or whether the French should devalue the franc, which de
Saulle ultimately refused to do. Experts broached the idea of ending alcogether

Spending on the Vietnam War exacerbated the deficit, as inflation wracke;
the US domestic economy while global economic instability continued. Wit
expendirures for the war in Southeast Asia running at $10 to $14 billion a yea

Congress worried that the conflict could destroy the world monetary system. A he fixed exchange-rate regime of Bretton Woods and allowing the dollar to
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“float” against other currencies. Essentially, this meant that the United State; - ultilateral ethic. The new policies announced by the administration after a

would go off the gold standard, ending the link of bullion to dollars and poss1bl historic meeting of officials on August 15, 1971, were tough, and the rhetoric was
issuing a blow to American hegemony. ven harsher. Ominously, no State Deparement member was invited, and even
Afrer neglecting the moncrtary system in its first two years, the Nixon admin, Narional Security Advisor Henry Kissinger was unaware of the gathering. In-
istration turned to a2 more dramatic fix that midwifed the modern era of globiii cead, economic nationalists ruled the day. Led by Treasury Secrerary John Con-
ization. A debate emerged as to whether domestic inflation was the culprit; nally, who had informed international bankers that the United States would no
monetarists believed, or whether the American payments deficit—worsened b onger engage in a system that did not achieve America’s long-term interests, the
aid burdens—needed to be addressed. Nixon focused on inflation, which wa dministration imposed its bold New Economic Policy of wage and price con-
spiraling out of control and threatening both the trade surplus and monetar; rols, a tariff increase, and, most important, a suspension of dollar convertibiliry
convertibility. He also told frustrated world bankers that the “dollar may be o nto gold. By slamming shut the gold window, Nixon appealed to a domestic
currency but it’s your problem.”*® Actually, the president continued previou udience but alarmed those at home and abroad who cherished monetary and
US policy of fiscal restraine, and such austerity measures resulted in an interna rade liberalizarion. Later he admitted his hasty error, but the president sought a
tional payments surplus in 1969, the first in nine years. The accomplishmen new international monetary system to prevent the dollar crisis from interfering
never occurred again, however, and mounting unemployment and debt worrie wich his domestic economic program and reelection bid. Such crude mercantil-
the administracion. Losses in Congress for Republicans during the midterm “ism shocked those who looked to the United States as the proponent of the
elections of 1970, moreover, alarmed a White House looking toward reelection open-door capitalist system now that the quarter-century-old Bretron Woods

in 1972. It was time to reflate the economy, but this brought a wave of specula
101

ystem was on life suppore.
tion against the dollar in global currency markets in 1971 . Nixon stunned global financial networks into abrupt change. He refused o
Bretron Woods had made the dollar the world’s key medium of exchange depreciate the dollar, so central banks largely went along with the new approach
against which all other national currencies were measured, but under incerna by letting their currencies oat downward. France initially imposed controls on
tional monetary rules the dollar could not be devalued to correce a payme _capital in order to bolster the franc before giving way. Japan proved to be the
deficit. This left the conversion of dollars to gold, yet the process was clearly dy raunchest defender of the old system, as Tokyo attempted to maintain the rate of
functional and unworkable. Afrer the American payments deficit was projcct.c-_ 360 yen to the dollar by purchasing $4 billion in reserves in the first two weeks
to reach a huge $22 billion for the year, Nixon acted. Rather than focus solely or after the Nixon announcement. Japan looked like a dollar hoarder, but it could
Europeans, especially the West Germans, to increase their share of the NATO also be browbeaten into accepting the floating regime as a country dependent on
defense burden, recommendations emanating from the Treasury Departmen - trade and defense support from the United States. Like the orher narions, Japan
counseled an overhaul of the Bretton Woods system. This could be done in - succumbed to the realities of US power.
variety of ways, many of them already on the table, but most effective would b ~ In November 1971 the ten big capitalist powers mer in Washington to sign
forcibly realigning currencies and, in the event that the European run on th the Smithsonian Agreement. In return for America devaluing the dollar o $38
greenback continued, suspending the convertibility of dollar reserves into gol - per ounce of gold, Japan appreciated its currency (making its exports more ex-
and negotiating a new, flexible monerary regime entirely. ' _ pensive) by a whopping 16.9 percent and West Germany revalued upward by over
'The subsequent actions that gurted the Bretron Woods fixed system of ex - 13.5 percent. Whereas the Bretton Woods accord permitted nations to trade cur
change were less revolutionary than evolutionary, although the unilaceralism - rencies within 1 percent of each other as a stabilization mechanism, the Smithso-

followed by the United States certainly jarred America’s allics and tested th _nian Agreement widened the bands to 2.25 percent. Even this arrangement
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3. Prying Open the Door

turned out to be temporary, as the entire monetary system soon turned evw

more volatile. Over the next ewo years dollars poured out of the country again,
This prompred more diplomacy to force appreciation of foreign currencies as the
dollar was revalued again from $38 to over $42 per ounce of gold. After Furo
pean currency markets closed in early 1973, the market took over by allowing
free-floating of currencies that moved up and down against the dollar. The Eurg

peans and Japanese opposed this direction, viewing a declining dollar as a burde T roughly the same time as market forces emerged in the international mone-

on their trade. Yet they also were importing American inflation if they stayed the ry regime, the advanced nartions experienced the worst downturn in their
lobal economic fortunes since the Great Depression. In the Unired Srates, in-
ation shot up followed by interest rates at record levels. Unemployment also
jﬁ:mpcd, while the real gross national product dropped by 2 percent. Similar

roblems occurred in the rest of the industrial wotld as inflation accelerated in

course (something that they were to suffer anyway because of their dependenc
on the US economy). Above all, the United States refused to support the dolla
by artificial means. When new treasury secretary George Schultz announced

that “Santa Claws is dead” in 1973, Bretron Woods was buried.

The overhaul of the monetary system had immediate success for the Amer the early 1970s and hit an average rate of 13 percent in 1974 in the ten largest

cans and a lasting impact on global economic governance. Clearly the Unite oncommunist nations. While prices had risen roughly 2.5 percent during the

States had become less competitive as the dollar had become overvalued, and id-1960s, from 1968 through 1975 consumers from these countries paid between

thus the Nixon economic shock had been designed to keep investments at hom 47 percent and 127 percent more for goods. Experts blamed an overregulared

and sell exports abroad. The Bretton Woods institutions—the IMF and World economy (prompred in part by new environmental protections), self-indulgence,

overnment entitlement programs, and America’s monetary hegemony that al-
wed for inflation to be transferred across borders by other nations’ addiction to
reap US credit. One major factor in inflation and the downturn arose from the

Bank—saw their job descriptions altered. The former was no longer needed to:
oversee national controls and supply payments assistance to developed nations:

Instead, the Fund rurned to integrating Third World nations into the globa

. - - . . ey : - 1 H 1 i — o~
economy, training officials in the practice of opening markets and joining the: explosion in the prices of raw materials—namely food but most notably petro

GAT'T trade regime. In short, the institution emerged as an agent of neoliberal; leurn. The skyrocketing cost of oil seemed to defy standard economic predicrions
g g g :

free enterprise, market ideology. The World Bank joined in this movement, con of correlating prices to boom and busts in the business cycle as well as American
effectiveness to control the global economy and gain from its open-door ideology.
The United States” plunge due to soaring oil prices had a ripple effect on the
world economy. Americans represented just 6 percent of the world’s population
but consumed nearly a third of the world’s oil. After World War II, US suppliers

managed to limit imports, dominate the tremendous domestic market, and keep

tinuing s focus on financial and technical assistance to developing councries.
and also seeking safeguards for international investors in the Third World. Mean-
while, as capital controls were eased, US multinationals resumed their headlong
rush into overseas markers to add to their dominance. And because the Europe-

ans were still a quarter century away from establishing their own single currency

to compete with the Americans, the dollar resumed its privileged position as the - prices low through modest excise taxes. As a result, low retail costs sparked con-

world’s medium of exchange. The floating dollar set the foundation for muleilat- - sumption. The gap between US consumption and global use widened, although

eral openness; global trade and financial expansion underlay the market revolu-: overall world oil demand doubled every decade since the war. Lacking oil ficlds

192 11y the short haul, the Nixon of their own, Western Europe and Japan imported vast amounts, but in 1950

team and the world faced a world economy in trouble.

tion and globalization process of later decades.
even the United States became a net importer. The simple equation of demand

combined with insufficient supply led to price increases. Sensing an opportunity
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for tremendous profits, oil-rich nations formed the Organization of Petroley:
Exporting Countries (OPEC) in 1960. This producer cartel aimed to control
supply and raise prices in pursuit of high revenues.

ed by the Amerxican quotas, five countries—Iran, Iraq, Kuwaic, Saudi Ara-
. and Venezuela—formed their OPEC petroleum bloc. The cartel managed

a, :
eep the posted prices from falling throughout the 1960s, but it could not
OPEC posed the most significant economic challenge ever to the nations.

the North by a Third World entity. The advanced nations had long dominate
world oil markets, helping to ensure a favorable poliical environment, milita;
protection, and profits for the major oil companies—the Seven Sisters (ﬁve"U
companies along with British Petroleum and the Anglo-Netherlands firm Roy:
Dutch Shell). These “majors” built an oligopoly to divvy up oil fields, set price
and undersell competitors. They held the producer nations hostage, granting

« America £o ease quotas or convince companies to reduce production and
s raise prices. OPEC’s weak hand changed in 1970, however, for the West-
industrial nations had exposed their dependence upon oil for energy use.
y this time the cartel controlled the flow of the most important commodity
he world.*™

OPEC seized the opportunity presented by che vulnerable industrialized na-
ons. By 1972 Western Europe and Japan relied on oil for about 60 percent and
small, fixed royaley payments in return for total control of global markets. Ho --.pcrccnt, respectively, of their energy needs (and the Americans for nearly
alF), four-fifths of which came from the Middle East and North Africa. Lib-
1 dicrator Muammar Gaddaf precipitated the oil revolution in 1970 by
\reatening to nationalize independent giane Occidental Petroleum and then
ut production. Unable to gain backing from Western governments or the Seven
sters, Occidental caved and not only raised its prices but also granted Libya a
o percent increase in royalties and taxes. Other independents bowed, too, and
OPEC made similar demands to the majors at the end of the year. Faced with a
. ﬁdaterai severing of oil supplies, the Seven Sisters signed a five-year agreement
1 1971 that raised Persian Gulf oil from $1.80 to $2.29 per barrel with a re-
uirement for an annual rate hike to offset inflation and an increase in royal-

governments managed to increase royalty and tax revenues as imports into i
dustrialized nations rose, but the Seven Sisters continued to dominate noncom.
munist petroleum production, blocking any other companies from entering an
part of the exploration, refining, distribution, and matketing processes. Yet suc
hegemony was in jeopardy. High Western demand, rising Arab nationalism
and emerging nations’ discontent with their palery returns in the American-le
global economic system led the CIA to conclude in 1960 thar “chere may d
velop a kind of ‘creeping’ nationalization under which the companies graduall
retreat to a position where they are liccle more than managing agents of the lo
cal governments.”? _

Several factors led to OPEC’s ascendancy. New oil-producing players like A
geria, Libya, and Nigeria entered the game, more refineries were built to increas
competition for the Seven Sisters, and skyrockering demand reduced the oli-
gopoly’s ability to control prices by restricting supply. In addition, when th
Eisenhower administration slapped quotas on imported oil in 1959 in order to.
protect domestic producers from cheap competitive foreign oil (a betrayal of its
market dogma), the Seven Sisters saw the oil business slipping away. They pr
duced 9o percent of non-North American and communist nation crude oil in
1952, but by 1968 they accounted for only 75 percent of the total. Competition
and protectionism forced the majors to drop the official posted price of oil;
which meant that royalty payments would fall for host nations. In self-defense
these states, led by Libya and Saudi Arabia, renegotiated royalty deals wich th
majors and accumulated growing foreign exchange reserves as a result. Infur

es. The majors received a five-year lock on prices in return. The falling dollar
uring the demise of Bretron Woods undercut the price of il; a new oil accord
ook account of Auctuating exchange rates and adjusted the posted price upward
o $2.48 per barrel. Occidental’s owner, Armand Hammer, warned, “Every-
ody who drives a tractor, truck, or car in the Western world will be affected” by
OPEC.**

"This was just the beginning of OPEC’s muscle flexing, Independent oil com-
panies joined Saudi Arabia, Qatar, and Abu Dhabi to discuss augmenting host-
nation ownership of production facilities. Such nationalization would begin at
one-quarter ownership and rise to s1 percent by 1982. By 1973 Libya seized total
ontrol of a dozen oil companies. The next year the shah of Iran expropriated all
petroleum production facilities, and then Kuwait compensated Bricish Petro-
eum and Gulf Oil $s0 million for their joint concession in the country. By

1 286 | [ 287 ]




THOMAS W. ZEILER OPENING DOORS IN THE WORLD ECONOMY

mid-decade, the long-standing ARAMCQO holdings of Exxon, Mobil, So
and Texaco were handed over to the Saudis in exchange for marketing righe:
the Dhahran fields; Baghdad took over the Irag Petroleum Company holdings
and Venezuela completed expropriation of foreign oil concessions. Qatar'a
Dubai nationalized foreign holdings by the end of the 1970s. The Seven S o
oligopoly ceased to exist in reality.

Consumers, not companies, were the real victims of the OPEC revolution;
however. The majors continued to benefit, because the posted price was frozen;
for five years, despite surging demand for oil that naturally inflated prices. In
dition, inflation in the West and dollar devaluation kept real earnings at modg
levels. Thus, in early October 1973, OPEC and the Seven Sisters entered into'n
gotiations to raise the price of oil. The cartel demanded a 15 percent increase in
prices to offset the dollar’s recent depreciation. The majors delayed the tal
which turned out to be a big mistake. Just two days before these meetings,:
Yom Kippur War erupted, pitting the Organization of Arab Petroleum Expo
ing Countries (a complement to OPEC born in 1968 after the Six-Day War to
use oil as political leverage) against the Western states, consumers, and comp
nies who sided with Israel. When the majors jumped at the 15 percent pri

: kh Ahmed Zaki Yamani, oil minister for Saudi Arabia, December 1973. Yamani led the OPEC
rise, Saudi oil minister Ahmed Zaki Yamani told them chat now OPEC S()ug__h' tions in their successful demands to raise oil prices. The oil-producing countries and kingdoms

a 100 percent hike. The multinationals adjourncd for rwo weeks to consult wrote the rules of the world economy, and reshaped the power structure, after the first oil erisis of

their governments. In their talks with the Nixon administration, they warned 3. (Gerey Lmages)
that backing Israel might jeopardize the “whole U.S. oil position in [the] Mi
dle Bast.”'%®

: +The oil-exporting nations could not lose in playing pure market economics as
Sure enough, within days the Arab OPEC stares more than doubled crus

ong as demand stayed firm and supplies remained limited. They completely con-
oil prices to $5.r2 per barrel, and Libya and Iran went beyond that figure by auc- olled prices, negotiating among themselves over production rates in a show of
oducer unity. Saudi Arabia and Kuwait, the major producers, led the way in
cntting production (and absorbing the costs) to keep up the price. Market condi-

tions remained so tight that companies capitulated to OPEC, receiving technol-

tioning their supplies to the highest bidders. The cartel then decided to cut back
production by § percent a month and slapped an embargo on exports to tl
Unired States until Israel conceded territory in the war. By December 23, OPEC

unilarerally doubled the price of Persian Gulf oil to $11.65 per barrel. The Seven ogy and transportation contracts for their loss of ownership to the oil states. As
for the consumer nations, in 1974. the United States tried to persuade Japan and

Western Europe to form a consumer cartel to boycott purchases of oil and take

Sisters consented, knowing that Western consumers would bear the brunt of the
higher cost and that Latin American and African output could fill any shor
economic or even military action against anti-Israeli producer states. America’s
allies refused, preferring dialogue with the nations on which they depended
for foreign oil. They did agree to an American plan to create the International

ages. President Nixon warned Americans of impending energy shortages, even
though, like previous administrations, his had allowed the majors to run the i
ternational oil business.
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Energy Agency to stockpile and share oil and looked to develop altern
sources of energy, but by and large the industrialized countries did not co
with each other. While Washington placed faith in the new agency and p
als to break the unicy of the producers, the Europeans and Japanese signe
eral agreements with OPEC that undercut a consumer bloe, The American
sorted to warning or persuading their friends to end the destabilizing imp
price increases on the world economy, but even such allies as the shah 6f
sought to make as much profit as possible on the backs of US consumers. il
opened the door to economic blackmail over the North.**’?
The entire global economy had been restructured by the OPEC oil crig
OPEC spurred a massive transfer of wealth that boosted the internationa
ments position of the producer states, undercut the finances of the indust
world, and further impoverished Third World countries not blessed wir oi
sticking them wich higher import bills. By 1977 America imported over on
quarter of its energy supplies from abroad, nearly triple the portion from 196
Like its Western European and Japanese counterparts, the United Stares reli
on OPEC, which enjoyed earnings of $140 billion, a sevenfold boost in revenu
since 1973. The oil sheikhs spent into deficit by the late 1970s, but they were a
sured of revenues because they owned the oil. Throughour the world, depe
dence on oil depressed economic growth due to higher prices. The situation _
hurt the Americas and Africa, though less so Asia because many of the develo
ing nations (as well as Japan) paid for their petroleumn by augmenting exports o
manufactures to the West. Doing so, however, instigated protectionist pressures.
from manufacturers in the United States, such as auromakers who now faced
tide of cheap but well-made and appealing smaller cars from abroad. Less enan
ored with American power afier the Nixon menetary shock, Western allies
turned increasingly to selling Arab nations arms and goods in order to placate
the oil ministers in OPEC’s headquarters in Vienna, Meanwhile Japan embraced
the Arab world, receiving oil in rerurn for Nissan’s becoming the auto sal
champion in Saudi Arabia. The world economy entered an era of transformation
to globalization, in which America remained dominant but increasingly orﬂy
one power among many.™"?
Under the leadership of Saudi Arabia (OPEC’s biggest producer and
exporter, holding the world’s largest petroleum reserves), the oil nations abl

alated output according to whether the world was in a period of excess or
upply, and amassed huge financial reserves accordingly. The Gulf States
+ seek inordinately high prices thar might choke off consumer demand
undcrmmc the oil-based world economy. They also noted chat the North
ht other sources of oil in the North Sea, Alaska, and the Soviet Union and
-4 in conservation efforts by buying smaller cars. The Saudis clamped
on the efforts of aggressive OPEC nations with smaller petroleum re-
but ambitious development plans, such as Venezuela, Iran, Iraq, and Nige-
curb productlon by either absorbing reductions in output in slack times
) or increasing output when supplies were restricted (1979-1980). They also
«d to moderate radical political policies. By and large the West adapted to
er gasoline prices and grudgingly accepted stabilized prices. There was a
to pay for this approach, however, as auto factories closed throughout the

fidwest, and employment (as well as prices) rose. President Jimmy Carrer
fared war on energy crises and urged Americans to moderate their con-

. habits, but the United States was unable to shirk its addiction to im-

ed 0il.}”?

evolution in Iran in 1978 brought a crashing end to Saudi-led moderartion.

e ..\,‘Ve5t had emerged from the worst of the recession by late 1975, and demand
oil resumed. But Iran, which exported 17 percent of OPEC’ oil, fell into
oil that resulted in the overthrow of the shah and the cutoff of petroleum
plies to the West by 1979 under an Islamist government. The Gulf Statc‘s
gely filled the gap, but companies and consumer nations began stockpil-ing oil
offset predicted shortfalls in supply. Prices shot up on turbulent world oil mar-
- OPEC raised prices in December 1978, the firsc significant increase in five
.rs, and both long-term contract and short-term flexible “spot” markets pan-
cked after the Iranian revolution. All oil not under contract was sold on this
pot marker, which adjusted to marker conditions, and volatilicy around the
lobe spurred spot sales well above the set contract price of $13.34 per barrel of
udi Arabian light crude in carly 1979. Even Saudi Arabia could not prevent
tee-for-all price hikes and disorder in the world oil economy. By March 1979
OPEC announced a 14.5 percent increase in the cost of a bacrel of oil. In July
orices rose again. The departing US secretary of energy, James Schlesinger, an-
rounced, “We face a world crisis of vaster dimensions than Churchill described
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a half century ago—made more ominous by the problems of oil. . . . The enér
fueure is bleak and is likely to grow bleaker in the decade ahead.”"*

The seller’s market soon turned, although the reprieve for consumer naﬁ'
was temporary. By mid-1980 Saudi production and world consumption leve
out, but war between Iraq and Iran in September led to the cessation of 0
ports from both nations. World supplies fell by 10 percent, allowing OPE
raise contract prices to $33 per barrel and the spot price to $41. This second.
shock precipitated soul-searching about America’s coddling of the shah an
racl and whether consumer interests {the market) should prevail over for ig
policy concerns. Saudi Arabia and other QPEC nations lost some faith in
reliability of the United States to lead the world and specifically stabilize th
Middle East, particularly during the fifteen-month hostage crisis in Iran.
these dark days for consumer nations, experts began to predict years of ung
tainty ahead for the global economy and an end to American open-d
multilateralism.

During the 1980s the cartel began to fall apart as several OPEC countries

an to cheat by producing above the agreed-upon limits and moderate nations
uld not completely halt the chaos. The result was a leaning toward American
arket forces rather than prices fixed by governments. Algeria, Iran, Libya, Ven-
uela, and Nigeria all raised cheir outpur over OPEC ceilings while cutting
care deals on freight costs and credit terms with consumer nations. Saudi
‘hia and the Gulf states threatened to lower their prices to punish the cheat-
and 2 new intra-OPEC agreement limited production by reducing outpur
id making Saudi Arabia responsible for regularing supply. But more oil was
+ded on spot markets as oil companies no longer feared price hikes. Prices
cually stabilized, but price wars during the decade prompted by oil glurs kept
nues fat or only slightly on the rise. In mid-decade, Britain, Mexico, and
o_;fway actually lowered prices below the price set by OPEC. This forced OPEC
. .ut prices to $28 per barrel, and Saudi Arabia reduced its production to one-
irth of normal levels (2.5 million barrels per day) before abandoning ics role as
¢ cartel’s regulator. By the end of the year, OPEC decided to permit the mar-
o derermine the cost of a barrel of oil. Production increased during 1986, but

By the early 1980s, OPEC proved its own worst enemy as its members’ wealt
and diversity tore apart the consensus that had so enriched the organiza
Substitutes for oil, such as natural gas, nuclear power, and coal—stimulated:
high energy costs created by OPEC—combined with recession to meet globa
demand. Conservation efforts within industrial nations also helped lower prices
as did the dumping of oil by companies eager to avoid high interest rates tha _
companied large inventories. Furthermore, new suppliers jumped into the m
ket to whictle away at OPEC’s dominance, The USSR raised its exports to th
capitalist countries to earn more foreign exchange; Britain and Norway enterc:
the oil business with discoveries in the North Sea; Brazil, India, and Chin
raised their output; Americans looked closer to home for secure suppliers
Canada, Mexico, and Venezuela. Berween 1980 and 1990, oil i imports from thi
Western Hemisphere swelled by 240 percent, to 729 barrels, while those fron
the Middle East dropped by one-quarter to 681 barrels. Whereas OPEC helc
63 percent of the world market in 1973, its share fell to less than a third ren ye:
later. As a consequence, revenues for Saudi Arabia tumbled from $102 billion:
1981 to just $37 billion in 1983, and the Gulf states suffered equally. In 1983, afte
the Saudi oil minister Yamani noted that the organization’s prices were too fa
above what the world marker could bear, OPEC, for the first time, cut prices:

new price target of $18 was much lower than earlier in the decade. In fact,
justed for inflation, that price was one-quarter less than the $11.65 that OPEC
-ad imposed in 1973 while production fell by two-thirds of the level of just five

The end of the Irag-Tran war in 1988 affected oil markets. Both nations sought
‘produce more oil in order o rebuild their economies, but when OPEC could
ot agree on a production arrangement, the Saudis glutted the market. Prices fell
$13 a barrel, below the level of 1974 in real terms. OPEC discipline on output
1& pricing was shateered, and conflict ensued. Iraq exacerbated the dysfunction
y.seeking high ol prices in order to pay off huge debts incurred during the war.
cighboring Kuwait sought to lower prices as a way to discourage non-OPEC
production and deter unfriendly Iraq from retooling its military. Thus, Kuwaie
fused to prop up prices in 1989 under a new quota arrangement. After OPEC
ried to resolve the two nations’ differences over production and prices, Saddam
. ussein’s Iraqgi troops invaded Kuwait in August 1990. Both producer and con-
umer nations rushed to Kuwait's side, because the kingdom accounted for one-
fth of known world oil reserves and occupied a position from which the Iraqgi
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dictator could also threaten Saudi Arabia and interrupt the flow of OPEC oil: sreh and chus enter a cycle of debt. These nations really occupied a “Fourth

large coalition of nations issued an embargo against Iragi oil thac halred export _-1d” of nations, so hopelessly indebted that they could not climb toward the
ry status of Third World.'?

or others, desperate times provided an opportunity. Producers of copper,

of 4.3 million barrels a day, or 7 percent of the world toral. Oil prices spiked up
ward as a result, but the coalition drew on stockpiles of oil and increases in our
put from OPEC and other producers to draw down prices from $40 to $33 Luxite, iron ore, bananas, and coffee organized against the American liberal
the time Kuwair was liberated, by a US-led coalition of military forces in an 'éde system by forging cartels in artempts to limit supplies and raise prices dur-
tion mandated by the United Nations, in January 1991. 1g the 1970s. The North was reliant on imports of tin and coffee, and Western
The war’s end exposed OPEC as an unmanageable organization. Despit - ",;-bpc and Japan, which lacked resource endowments, needed Third World
Saudi influence, OPEC members headed in divergent directions. Besides, th O?ber, phosphates, and other goods. Thus, Jamaica succeeded in raising taxes
cartel also failed to cooperate with nonmembers such as Mexico and Brita nd royalties on bauxite, and Morocco unilaterally hiked prices for phosphates.
both of which also went their independent ways when it came to productio i the short term, market conditions favored producer cartels, and the structure
and setting prices. For the former, the 1994 peso crisis further resrricted:
ability to make arrangements with OPEC. The Gulf War, therefore, added:

the turmoil in the world oil market that benefited the consumer countries in th

1990s.
OPEC hinted at the power of globalization to trump securicy politics. Col

ome sectors {bananas, bauxite) allowed for taxing multinationals or even na-
nalizing production. In the long run, however, cartels did not possess com-
odities with the value and inelastic supply of oil. Buyers of copper could use
iminum instead, and tea might be substituted for coffee. There was no replace-
ment for petroleum. In addition, few producer cartels took a long-term perspec-
War dogma had pushed the United States to privilege private enterprise o ve to building monetary reserves, preferring shore-term gain. Finally, in the
regulation for security reasons. Bur Washingron had granted the oil multi event of a true threat to adequate supplies in the North, advanced nations might
tionals great freedom to run world petroleum markets without fear of antitr act polirically or militarily to prevent nationalization."*
prosecution or congressional intrusion. This system lasted until the produce Some struggling countries, recognizing the iron grip of multinarional enter-
nations exercised their power, bringing privatization to a screeching halt by th rises on their resources and observing the success of OPEC’s nationalization
1970s. By that time it was too late for the United Srates to reform its pseudomar efforts, turned to expropriation as the response to poverty. One example arose
ket policies that elevated the Seven Sisters o oligopolistic status. The North p ; from the election of the avowed Marxist Salvador Allende in Chile, whom the
the price in punishing oil costs and lost revenues for decades thereafrer."** Nixon administration feared might provide an entry point for Soviet and Cuban
operatives in the Western Hemisphere. Chile suffered from low growth, under-
Third World Dreams devalopmcnt, and the oligopolistic hold of foreign companies on its economy,

. particularly its copper mines. Allende set out to correct the disparities, singling
Ominously, the soaring “OPEC tax” burdened non-oil-producing Third Worl out International Telephone and Telegraph (ITT) for nationalization. ITT ac-
treasuries even more than the advanced nations. The price shock halred develdp_ counted for $200 million of American investors” total of $964 million of hold-
ment efforts by curbing growth through trade expansion. In short, high price ings in the country. The Unired States, fearing the move was a prelude to expro-
for energy crippled payments balances, as the value of oil imports overwhelm: priating the facilities of Kennecott Copper and Anaconda Copper Mining
export profits. In Latin America, Guatemala and El Salvador experienced rrad Company, decided to oust him. This successful operation (Allende was killed in
deficits that rocketed from $12 million in 1972 to $112 and $104 million, respec Seprember 1973) not only involved illicit CIA activity but used economic measures

tively, in 1975. The answer for some was to borrow from OPEC nations or th such as preventing IMF credits to Chile and fomenting strikes to destabilize the
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overty. Protests percolated into a strategy of secking change through the Decla-
- 1tion for the Establishment of a New International Economic Order (NIEO),a
¢ of proposals announced by the Group of 77 in May 1974. The effort became
ther forum of opportunity to redress the inequities of the open-door trade
. financial system. The South called for unilateral sacrifices by the North.
Uﬁder the NIEQ these included the old demands for one-sided commitments to
cvide aid and technology transfers with no strings attached and to grant gen-
alized tariff preferences with no insistence on reciprocity from the developing
é)rld. The G-77 insisted on regulation and control of multinational corpora-
ons operating in their nations and on the freedom to expropriate or nationalize
o;:cign holdings. Producer carrtels were suggested, and to ensure their success the
NIEO wanted the North to pledge not to interfere with them. In sum, the mea-
res not only spoke to restitution for past ills but took a more confrontational
ance to address the new realities caused by high oil prices and the inspiration of
O_PEC. The NIEQ directly challenged the power of the United Srates, Western
Eﬁrope, and Japan.''®

Alcthough the UN General Assembly approved the Declaration, the effort

Salvador Allende, president of Chile, Seprember 1973, The socialist leader was overthrown an

sassinared in a coup by a military junta. The Americans feared chat his nationalization of interna faced major obsracles. First, emerging countries shared a vision but not common

tional copper companies would set off more Third World revoles against the market econo

stracegies to achieve global economic reform. This weakness had long under-
{® Luis Ozlando Lagos Vazquez/The Dmitri Baltermants Collection/Corbis) L

ined concerted efforts to change the system. Newly industrializing countries,
such as Brazil, Chile, and Mexico in Latin America and the four “Asian Tigers”
of Taiwan, South Korea, Hong Kong, and Singapore, had different outlooks,
eds, and objectives than the poorest nations. All but Hong Kong had adopted

socialist government. The Cold War continued to rake precedence in these me:

economic times; the emerging nations would have to seek other ways to promot:

their interests.!? import substitution policies after World War II in order to develop manufactur-

The United Nations called the 1960s the Decade of Development, butt ing bases, but by the 1970s they sought more open export and capital markecs

next ten years were a decade of despair and debr. The situation prompted a car and not more regulated trade, finance, aid, and investment projects. The Tigers

paign for a “North-South dialogue” to redress world economic relationshi wished to jettison the import substitution plans, which led to discrimination

against their export drives. Furthermore, little unity with OPEC states existed;
the world was divided by oil haves and have-nots. Third World nations not in the

New on this score was the tying of oil prices to development programs; what wa

not original was the persistent demand for special consideration for the Sout

within the American free-enterprise system. After the UNCTAD revolt in't industrialization stage found themselves isolated in the wilderness of a punish-

mid-1960s, the Group of 77 developing nations demanded a reordering of glob ing world economy. Added to the differential impact of the recession and energy

(and food) crises as well as their different trajectories in the global economy were

wealth. The oil erisis highlighted the ongoing trend of impoverishment withi

capiralist order that promised bue did not always deliver robust growth an traditional political and economic rivalries that simply rendered consensus on

modernization, and elevated anticommunism over attacking internationa the Declaration next to impossible.
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Just as critical to the NIEO's prospects was the response of the North to.t Economic and Social Development, the Islamic Development Fund, the African

strategy of confrontation. Countries in America’s circle of capitalist friends wi Development Bank, and anocher that set a target pool of $5 billion run by
ingly engaged in a dialogue regarding the transformation of the internation OPEC ministers.""” Yet global recession persisted, requiring ever higher infu-
economy, particularly after recognizing that the first oil shock had ushered i

new cra of relations in trade and monetary affairs. The North realized that

sions of capital from these lending institutions (which provided more loans by
thc second oil shock in 1979). And developing nations could not overcome US-

flated prices of grain, metals, fertilizers, cotron, wool, and rubber had incre : ch opposition to many key elements of the Declaration. When the Soviet Union
the price of food for such desperately poor nations as Bangladesh, Vietnam,a did not step into the breach, due to its own economic problems, and countries
many African countries. Initially resistant to an IMF plan to provide loans o within the Southern coalition split, the NIEO was cleatly in crouble.
easier terms to the less-developed countries because chey might encourage pi The conference did not even issue a communiqué. There was agreement to
ducer cartels to opt ourt of the multilateral trade system, Washington reluctan sstablish 2 common fund to stabilize commodity prices and reach a higher
allowed the Fund to act like a bank under a special petrolenm scheme by arget of aid, and a pledge to provide $1 billion to the emerging nations. UNC-
rowing from surplus nations and lending to debtors. By August 1974, nine oj TAD created the common fund in 1980, but not enough countries ratified it
rich states lent $3.6 billion to establish IMF special drawing rights. Eventual}
forty-four nations (most of them Third World bur including Greece and Itz

both hard hit by the oil crisis) borrowed under this 1974 facility, which requires

to existence. The aid target of 0.7 percent of each advanced nation’s gross
ational product was never attained, and the $1 billion promise was window
dressing because that amount had already been committed. The quest for the
an annual 7.7 percent interest rate. The next year, central banks in Europe an IEQ waned by the late 1970s, replaced by efforts at self-help, privatized lend-
oil-producing countries donated funds again to Italy, Britain, Finland, Greece g, and market prescriptions—in other words, American mulrilareral and
New Zealand, Spain, and a handful of developing nations. The Americans re
mained tepid supporters, preferring aid (which diminished over the decade):
this multilateral lending effort. The United Seates balked at the restructurmg

the world financial regime by the G-77 members.

ce-cnterprise programs.

- Sill, many of the NIEQ’s aims materialized both institutionally and in eco-
omic terms. The European Community (renamed from the EEC in 1967)
gned the Lomé Convention wich forty-six associated African, Caribbean, and
Twenty-seven nations—nineteen emerging and eight from the North;: acific states in 1975. Because the Western Europeans were more reliane on trade
cluding the United States—attended the Paris Conference on Internation than the Unired States was, they acknowledged the need to prevent supply incer-
Economic Cooperation in 1975 to discuss the NIEO. Angered by America’s iptions in the hard times of the 1970s. Thus, the EC pledged to increase aid,
quest for a confrontational oil consumer bloc rather than cooperation with th ommitting billions of dollars through the European Development Fund over
Middle East, France banked on the Conference for alternartives to US rule ove 1e lifetime of the Convention. The Lomé Convention was renewed three times,
the global economy. Washington hoped to sever the tightening bond berweer

OPEC and developing nations, limit producer cartels, and keep industrializ

ntil replaced by the Cotonou Agreement in 2000. Investment assistance was
so forthcoming, In addition, the Lomé Convention provided preferencial treat-
economic allies in line with market policies. Secretary of State Henry Kissinge :'__ent for these nations’ exports to the EC without reciprocity based on a quota
held the conference in contempt, but he felt compelled to attend a follow-up ses plied to competitive goods like beef and sugar. Finally, the Convention created
sion in Nairobi in 1976 to head off a mutiny against American interests. To thi nancial arrangement, STABEX, to stabilize export earnings on rwelve com-
end he suggested the establishmenr of a multilateral lending agency under th . odities particularly subject to price fluctuation on the world marker. In typical
risdiction of the World Bank to direct private capital into mineral resource sec _Pm—door fashion, the United States protested the Lomé Convention, arguing

tors. OPEC also initiated its own funding programs, including the Arab Fund fo Elat the preferential deals discriminared against nonmember goods. In the
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mid'IQQOS the World Trade Ofgﬂnization agreed Wlth the Alneficﬂns, and:.f Q,Ecd over the wen years a&cr Ehc Uruguay Round’ Whi[c the Sou[h won a proa‘n_

EC and Unirted States negotiated a setelement. Disputes on commodities—mgo - of 20 percent cuts in agricultural subsidies by the new millennium under an

famously on favored Caribbean banana exports to Europe—continued to sho : bitious proposal offered by the United States and backed by the Cairns Group

that Washington sccmcd to care more for principles and free markers than for -fourteen smaller producing countries. The promise was not honored in 2000,
radical programs.!

The Americans preferred that the South work through GATT, thc tra

+ind chere was also suspicion that its rerms were circumscribed by both the EC,

hich opposed an end to subsidies, and US negotiators, among them representa-

tional liberal-trade forum, for their development needs, although US polici ves from the big agricultural food-processing and distribution companies like

could be hypocritical, owing to the economic downturn in the country’s man Gargiﬂ.m Thus, real progress for the average developing nation dependent on

facturing sectors. At the Tokyo Round (1975-1979), emerging nations won e ade in agriculeural goods was hard to come by.
emptions from reciprocity and nondiscrimination rules, permanent legal stat . For their part, the Asian Tigers and other developed Third World nations
for the generalized system of preferences, and special treatment for the poorest ;‘;;ggravated protectionist sentiment in the North, but they also exposed the hy-
among them. In rerurn, the South would gradually lose its preferences as deve

opment took off; after which GATT obligations would be in force. The Ame

ocrisy of preaching but not living by the open-door doctrine. They gained mar-

et access but also resisted pressure to open their financial services markets, ease

can campaign against preferences continued into the Uruguay Round (198 testrictions on foreign investments, and implement intellectual property rules

1994), at which forty-six developing countries participared, more than eve both new areas for GATT). They also used the Uruguay Round as a spring-

GATT forums. Of special significance for Washingron were the Asian Tlge oard to explore regional groupings that were created in the 1990s. Still, the

whose export-led growth policies made them effective competitors. ruguay Round barely made it to the finish line. Signed by 125 countries in

These Asian nations highlighted a new approach to the global economy: pril 1994, the trade accord involved such contentious disputes over agricultural
pragmatic engagement that focused on GATT multilateralism and che op: bsidies and other issues that the new American president, Bill Clinton, focused

door. The Tigers rargeted light manufactures as a means of dcvelopment,:b". artention on jump-starting the talks. Barriers to trade in farm goods remained
igh regardless of the antisubsidy pledge, and this challenge most affected che
ird World. Although the GATT director hailed the Uruguay Round as vital

sustainable development, reporters countered that while the United States

such goods as textiles had influential constituencies in the United States. A
vanced nations complained that the Tigers engaged in unfair trade practices
such as dumping, export subsidies, and mercantilist import restrictions and th

they did not need the coddling of preferences. As the South emerged by the mi and Europeans dickered over their slices of the “world-trade pie, developing

1970s as the most important source of manufactured goods for the North; ¢ councries have wondered what’s in it for them. Now, for some, the answer is

protests against cheap-labor Third World exports became louder. The Amer clear: the crumbs.”?

cans compelled the signing of numerous pernicious voluntary restraint agre
t oducts, including texciles, otectionist response that d

ments on many products, including texriles, as a protectionist response tha Debt and Interdependence

fied its open-door principles. By 1978 nearly half of the agreements applied to

Third World exports. By the Uruguay Round the EC, Japan, and the United

States had increased nontariff barriers on their impores, including ss percentio

Pragmatic reform arose in part due to an economic nightmare over financing

dévelopment. Because oil-shocked industrial nations were strapped for cash,

iron and steel imports, 8o percent of clothing imports, and more than 2 perce merging countries could not count on flows of publicly inanced aids and loans.

of footwear from abroad. The emerging world thus lobbied for more market a After the onser of the second oil crisis in 1978 and the advent of the fiscally con-

cess and a rollback of protectionist measures. Indeed, textile quotas were elimi- servative Reagan administration in the 1980s, the North looked for ways to assist
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in development. Multilateral aid projects were one way, though Reagan frow _rable terms on new ones. Seeking repayment, private bankers were compelled

upon the expense and principle of handing our assistance. The Americans turpe 5 make more loans so their clients could pay off old debts in an escalating cycle

instead to an expansion of World Bank and IMF loans and increasingly to pri f mutual dependence built on paper. By 1982, external Third World debt
vate bank credits. The Great Depression had witnessed massive internatio ched 264 percent above its 1975 level. As long as interest rates remained low
bank defaults, but by individual creditors. That memory, combined with de ¢lative to inflation, borrowers could service these debts and the house of cards
uld stand.

Then the second oil shock and rising interest rates blew through the deck,

restrictions in Argentina, Brazil, and Peru in the 1960s and general limits of
predatory private commercial loan activity by Third World nations, had stymie

such credits. In 1965, Mexico altered its laws to allow foreign private loans:fo rompting a massive Third World deb crisis. At each dollar hike in oil prices,

public and private borrowers, and other countries followed. A younger gen he non-petroleum-producing nations had to come up with almose $2 billion per

tion of American bankers with no recollection of the Great Depression saliva «ar in funds for their budgets. Private capital provided nearly half of the credis.

at the prospects of opening new global capital markets. They took hold of privar The sicuation locked international bankers into riskier but enticing loans. As ser-

international lending policies. Deregulation of capital markets after the Bretro ice costs rose to an average of 21 percent for all Third World nations (and to

Woods system ended also gave commercial lenders freedom to compete effy arly 39 percent for the worst off ) by 1979, lenders became more cautious and

tively abroad without the burden of higher interest rates charged by local ban urned to shore-term credits at interest rates that floated ever higher as inflation

And because Islam prohibited interest-bearing loans, these bankers comman oired in the United States and Western Europe. Borrowers needed the money,

frentimes for consurnption and not for investment and productive capital. In

deered huge deposits of OPEC petrodollars to sarisfy the needs of developin,

nations, who themselves were willing to pay high interest rates to obtain loa he case of Mexico, the country builr steel mills, oil installations, and electrical

Bankers stepped in to globalize lending at great risk bur also at great profit’ - wer plants controlled by inefficient state agencies and corrupt companies. In

The flow of money surged into the developing world as lenders and recipier ther instances, aggressive bankers pushed loans on naive clients. As a result,
grew increasingly optimistic about this system of privatized finance. Flush wit fexico’s bill to foreign banks tripled between 1978 and 1982, while Argentina’s
OPEC cash, banks flooded markers in Latin America, Africa, and Asia. Berwee

1973 and 1981, annual borrowing by the non-oil-producing importers of't

nd Chile’s indebtedness rose 500 percent. Brazil salivated at financing huge
blic projects after a period of economic reform had led to vigorous growth.

South rose from $6.5 billion to $293 billion. Their exports also shot up, and thei he country welcomed foreign credic with open arms, and loans flowed from Ci-

gross domestic products were more than twice that of the Nosth. Thus, emerg ibank, Bank of America, Morgan Guaranty, and Manufacturers Hanover, among

ing nations seemed able to service the debts. Roughly two-thirds of US privas thers, in a process reliant on OPEC reserve surpluses.”™

loans went to Latin America, due to proximity and bankers’ familiarity wit - This regime could not last. Higher interest rates prompred capiral flight from
Latin American elites who had been educated in the United States. Literacyi’ tin America and elsewhere. Behind debt servicing, capiral exports amounted

life expectancy in the region went up. Multinational lending agencies and OP the second largest use of foreign exchange of these nations. Over a third of the

helped out the poorest of the poor. American and European financial institu: 52 billion rise in the debt of Argentina, Brazil, Chile, Mexico, and Venezuela

tions feasted at the till of the private lending market. They charged Third Woul nded up in foreign bank accounts; Latin America held the largest and most rap-

borrowers a “risk premium” of a higher interest rate vo safeguard their loan dly rising portion of debt of all developing nations. In 1981, Latin America as a

and soon smaller banks jumped into the marker to reap the abnormal proftts o ‘hole borrowed $34.6 billion bur paid interest of $28.2 billion, giving it a net

their larger counterparts. New debts piled on top of old debts month afte cnefit of just $6.4 billion. The region as a whole sent abroad a net transfer of

month, as borrowers prepaid their existing loans so they could obtain moré fa 067 billion between 1982 and 1985, more than it had received in the previous
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nine years combined. Chile suffered worst of all as its per capita gross natio International lending agency oversight replaced the private banking ner

product decreased by one-fifth while unemployment shot up by nearly 2 third ork of loans, but the IMF and World Bank became the instruments to en-
and the entire private sector nearly disappeared into bankruptcy. So ferocious ,urage market doctrine. With support from the United States, Japan, and
was the downturn that some Third World banks borrowed money from foreig_ Western Europe, they set lending terms according to free-encerprise, conserva-
ers and then reloaned it abroad to make a profit. That practice soon ended, hos tive macroeconomic policies as the Cold War gave way to the era of globaliza-

ever. After its defear in the Falkland Islands by Britain in May 1982, Argentina

defaulted on its $37 billion debr. In its fourth year of stagnation when the cris mestic deregulation, privatization of state properties, austerity measures at
hit, Venezuela sunk deeper in misery. Dependent on foreign finance, Brazj ome, trade liberalization, and more open investment climates. Debror nations
economic fortunes so completely reversed that opposition parties joined v curned at least temporarily to a period of modest growth as private invest-
industrialists to oust the military from power and bringin a civilian government nents soared and privatization made millionaires (and even billionaires) out of

in 1985. After word in August that some American lenders were bankrupr, the
Mexican government stunningly announced that it could no longer service irs
debts. Oil prices began to fall, which undermined the oil-rich Mexican econom

ed by debt-servicing obligations, unequal terms of trade, and lack of control
126

The US government rushed in with aid and credits to this important ncighb6

and private bankers issued a moratorium on loan repayment from Mexico. The

African Doldrums
debr crisis was in full swing; a chain reaction of defaules swept over neatly,

the entire region.'” frica was a textbook example of this sad and alarming situation, particularly

In the ensuing years, narions condemned higher interest rates while ¢ he region south of the Sahara, which was the most destituee area of the world.

Americans came up with the Baker Plan of 1985, named after the Treasury secr espite the end of colonialism, much of Africa reetered on the brink of complete

tary, which provided an infusion of US government loans to debtors, curbed financial collapse from the 1980s onward. Many experts believed that the plagues

capital flight, and urged austerity measures to limic spending on consumption; f economic, political, and social turmoil removed the continent from the dyna-

Over the rest of the decade private banks wrote off their losses—Ciricorp lost:$z ism of world markets and the benefits of globalization. The causes were both

billion in 1987—as they generally disengaged from the international lending ternal corruption and inefficiency and the excernally driven effects of unfavor-

market. Absorbing the losses lowered the outstanding loans of America’s nine able terms of trade, unequal exchange relationships, and Structural Adjustment

largest banks in the region from 177 percent of capital in 1982 to 84 percent; bue Programs. Africa became a poster child of the worst conditions existing in the

the Baker Plan merely bought time. In 1989 the new Treasury secretary, James global economy.

Brady, took measures to end the debt crisis altogether by calling for banks to Compared to the economics of other areas of the world, the African conti-
duce and reschedule debts on a voluntary basis in negotiation with each countr nent’s economies were largely dysfuncrional. To be sure, Nigeria, Angola, the

Private bankers restructured Mexico's debt of $69 billion by swapping old loans
for new “Brady” bonds at reduced interest rates. The IMF, World Bank, Mexican
government, and Japan guaranceed interest payments for eighteen months.

Congo Republic, Gabon, and Cameroon enjoyed windfall profits from the oil
crises. South Africa had exceptionally robust growth after World War 11, due to is
mineral resources, skilled management over the industrialization process, a sophis-
was the first instance of international debrt forgiveness by commercial banker ticared system of import substitution, and a favored position within the Ameri-
In 1994, after Brazil became the last major debror nation to sign an agreement can Cold War orbit, which provided the country with capital. By the difficule

with 750 crediror banks, the crisis ended.'** ‘economic times of the early 1970s, however, import substitution had run its course
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and South Africa’s switch to an exportoriented strategy was ill-timed. In¢ her buyers. This pattern repeated throughout the continent resulted in a drop

1980s the racist apartheid system instigated an outflow of capital as overseas African exports by 20 percent between 1980 and 1995. Compounding these

vestors either worried about violence or divested their holdings under pressy 1{ﬁcult1es were classic terms of trade disadvantages in which Africans not only
from civil rights constituencies ar home. Wracked by the oil crises, inflat Id abroad their cheap commodities at basement prices but had to import much

plunging investment, and the end of cheap black labor once apartheid dis; h;ghel-PUCed manufactured goods. Because foreign investors hesitated to sink

Pl

reent of the value of manufactures made with African raw materials rerurned
to the continent—the North kept the rest. GATT trade negotiations did not

peared by the end of the decade, South Africa became a chapter in the story 4 cal into development projects, the unequal terms of trade meant that only 15

general African economic decline in postwar history.”’”
The other forty-two nations of sub-Saharan Africa fared even worse, In

the per capita gross national product of that vast region was fifty times sm;ﬂl ceem to help; after the Uruguay Round in 1994, “like sheep beingled to the slaugh-

than the economies of the West. Whereas Americans registered average incomes * African delegates “went along and rubber-stamped the deal,” even though
of $26,980 per head, a citizen from a median African nation such as Mauritan y knew the continent “had nothing to gain from it.”"* The American market
earned just $460, and the poorest, such as Mozambique, suffered with just:$8o .s.tem trapped the continent and even pur cheir survival at srake.
per capita. Demographic trends exacerbated the economic problems; populat
bursts coupled wich a high infant mortality rate, starvation, and disease hi
dered the development of 2 stable working class. By the mid-1990s, with illiteracy

at over 40 percent, an educated workforce also was hard to find."**

Despite trying to finance development through numerous measures, includ-
ing foreign loans, by the 1990s Africa drowned in debt. The sub-Saharan region
wed a whopping 9o percent of its GNP to international banlkers. Prices for a
riety of crops dropped; in 1981 cocoa exports were worth just a quarter of their
The reasons behind such a depressing record are many, bue Africa was -3 value. For the dozens of countries without petroleum, the costs of energy
prime example of the unequal exchange system suffered by the South. Dom dded to the bad terms of trade and thereby sunk them further into debr. By
nated by a monoculture of coffee, Rwanda depended on the vagaries of wor 94, fuel-importing Zambia owed $5.2 billion in debr, or 161 percent of its gross

market prices and could not generate any additional income should the crop fa mestic product. As in Latin America, banks kepr reissuing credits in the hope
overseas demand slacken, or global prices weaken. Fourteen countries were |
the same boat; Burundi and Uganda produced only coffee, while Zambia relie

on copper and Somalia on livestock. Others produced only two, three, or four

Jat Zambia could service its debt. The nation could not climb out of the hole.
all, Africa spent 21 percent of its export income in debt servicing each year,
nd by 1991 sub-Saharan Africa’s external debt exceeded irs annual GNP, or
commodities. Some nations were luckier, for they possessed oil or possessed val- wice the proportion of any other region in the world. The World Bank and In-

ued minerals such as uranium (Niger), bauxite (Guinea and Ghana), or di rnational Monetary Fund stepped in with Structural Adjustment Programs to

monds (Sierra Leone), but even they were subject to periodic downturns th: scue the continent.”*’
prompted political instability and interrupred development. Only eleven nation In return for these loans Africans had to liberalize their cconomies, both by
Souch Africa, Tunisia, Lesotho, Zimbabwe, and Tanzania among them—enjoyed
more diverse export economies, but they were often at the bottom of the globa

pecking order.

pening them to investors and curbing the presence of the state. The process be-
an with Kenya, Malawi, and Mauritius in the 1980s, and by 1995 all nations—
n socialist Zambia and Tanzania—had come to terms. Governmental pro-
As a result, Africa remained dependent on the North in a neocolonial rela- rams were dismantled, replaced by the market or made more efficient through
tionship that depressed prices because buyers essentially set prices in a closed rivatizarion and reallocation of resources. Urban centers had received the most
system. For example, the French Sucden corporation purchased the entire cocoa enefits from the state under inefficient import substitution planning, which

harvest from the Céte d’Ivoire in 1988 at a bargain price because there were n ompelled farmers to sell their crops below marker value in order to maintain
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low food prices for bureaucrats, industrial workers, businessmen, and polirici on of 195 state-sponsored concerns followed. Many enterprises, such as the

in cities. The IMF now required that farmers receive full prices for their foo hanti Gold Fields, were sold to foreign corporations and then refurbished into
that they, not the industrialists, would become the drivers of export grov 2blec commercial concerns once again. Ghana’s economy stabilized by the mid-
Structural Adjustment Programs lifted state restrictions on imports and e g8os as export carnings rose, but there was no Rostovian ’ ‘takeoff” into sus-

ports, removed tariffs, and reduced government spending as the market impose +ined development. Currency devaluations and increased production worldwide

discipline, even though the client-state was a deep-rooted sociopolitical phenom sused cocoa prices to decline, and thus Ghana’s debt grew. Industrial workers

enon that could not be eradicated as easily as in liberal Europe and the United re laid off, and many could no longer afford higher educarion or health care,
States. Tensions were bound to rise, therefore, between foreign capitalists ‘a scause of new user charges that covered former stare subsidies. Rising food
ensconced bureaucrats and their bourgeois backers.”! sices added to the burden. Calls for change ushered in multiparty elections in

The resules of liberalization were disappointing, tragic in some cases, and 92, although the incumbent military dictator, Jerry Rawlings, a darling of

ND

even dangerous. A 1994 World Bank study found that six sub-Saharan nations hc neoliberal market reformers, won a majority of the votes. In sum, Africa was

registered solid improvements and nine experienced modest positive changes ot only running in place (in the best scenarios) but remained “uncomforeably

eleven ended up in worse shape. Seventeen countries carried such tremendor lose to the economic brink” in many other cases.”

burdens of debt thac the program was simply irrelevant without massive infy Also evident on the continent and elsewhere was an emerging trend of mar-

sions of outside capital. The emphasis on expanding primary goods for expore inalization of large numbers of people, especially along gender lines, due to the

from rural areas meant a new reliance on world markets, which, under pressures mpact of economic globalization. In many societies, especially in the emerging

of globalization, responded to higher supply by lowering commodity prices.Tt

vorld poverty was borne predominantly by women, because the economic re-

plans did not attract more external capital, for transnational corporations shied tructuring wrought by the market led to high rates of unemployment—and the

from these vulnerable economies. Furthermore, urban areas suffered rising u rst to lose work were those at the bottom of the social scale: women. New tech-

employment as reforms cut protection for industries and funding for the public ology, flexible and insecure labor markets, and market processes that undercut

sector. As food became more expensive without state subsidies, the World Ban raditional work patterns increased poverty and placed increasing pressure on

added “poverty alleviation programs” into the structural adjustment regimesin ender distincrions. Restructuring under structural adjusement regimes dictared

order to stave off starvation. Economic crisis actually spurred democratic change y international banks and institutions, and states unable to serve their people,

as people overthrew the now-bankrupt client-based system of the state (in Za placed poor women in ever worse economic situations. Their lack of access to

bia and Malawi) in their demand for help. But it also generated such politic.'al ducation and their illiteracy, combined with a gender bias in development poli-

strife as strikes, loss of faith in government, new ethnic tensions, rebellion (i

Sudan and Liberia), and the collapse of staces (Zaire and Somalia)."*

ies and the distribution of work (more than 75 percent of women’s work in poor
'_ations was unpaid), subjugated females to declining incomes and a male-
Two examples of the downside of the World Bank effort showed that the ‘dominated system of exploitarion. Women took on a greater responsibility for
American open-door regime had unintended consequences. In Zambia, 8,500 manual labor once globalization’s open-door ideology and practices restructured
textile workers lost their jobs and clothing factories operated at no more than 20 Third World economies away from social services provided by the stare and to-
percent of their capacity after 1989. The national airlines, bus company, hotel ward subsistence activities bereft of government safety nets. Since 1975 and the
corporation, and other enterprises were eliminated, leading to 25,000 unem- irst UN Conference on the Decade of Women, activists demanded solutions to
ployed who joined 60,000 laid off from the public sector. In Ghana, a Structural setter the plight of poor women around the world and empower females in the

Adjustment Program raised producer prices for cocoa by 67 percent. Privatiza- workplace. Bur critics of liberal trade noted that ingrained discrimination
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against women and traditions of male domination combined with a regime
exploitation to divide the labor market along gender lines. This actually’,
hanced globalization, and its downsides.

Pacific Century

.thc African nations were losers in the American markert system, then most
the East Asian nations—the Four Tigers, Japan, the People’s Republic of
~hina—were winners. But gendered poverty also became a norm for millions in
his region, too. Like Mozambique, the Philippines, for instance, was also caught
2 debt cycle trap, but while a dearth of social spending was partly to blame, so

For example, in the world’s poorest country—Mozambique—women shou
dered the burden of farm labor to provide for their families. In 1994 the county
ran a huge debt of $5.4 billion, or nearly five times its gross national product
it was virtually cut off from the world financial and manufacturing systeim:
Foreign aid trickled back to donors who were owed this debt, and food aid d;
not reach the entire population, leading to massive hunger and a food riotii
October 1995 in the capital of Maputo that highlighted the magnitude of th
problem. Women farmers in Mozambique, who constituted nearly half of th
labor force in the country, bore the brune of this crisis, because they remained:
the countryside as heads of household while males had migrated to the cities ani
abroad looking for work as the processes of globalization ground on, Bur thei

s the creation of export zones. These were a product of incentives given to
u}tm'zclonal corporations in the 1970s onward to help the counury develop
nd, in the 1990s, the draw of globalization. Export zones gave foreign firms tax-
¢ total ownership supported by government-backed loans to sidestep trade
strictions abroad; investors from Japan, Souch Korea, Hong Kong, Taiwan,
elsewhere in Asia who faced export quota limits abroad fabricated electron-
[cé, rextiles, and other light manufactures in the Philippines and then sent them
to the American or European markets through Filipino quotas. These enclaves
drove export-oriented growth and a market ethic for the country, and they also

access to land and loans was limited by societal traditions and circumstances
women could only occupy land through male relatives, and rising privatizatior
furcher relegated them to marginal land. Plagued by high food prices, low wag
and declining state support (the removal of subsidies to maintain low food price
and affordable transportation, and privatization of health care, for example)
women turned out of desperation to provisioning their families by working’ o
small farms near the capital. Structural Adjustment Programs did not lead v
rural recovery (especially after Mozambique’s seventeen-year civil war ended
but instead led o limits on government spending for a host of services that con
signed women to basic chores such as gathering fuel and water after long and ar:
duous journeys on daily transportation just to get to work. Denied access to re
sources, women more than men became victims of the market, which privatize
land and reduced state programs at the same time that the demands on them fo
family care (child rearing, education, and elder care} remained. Their own healt
suffered as a result. Women were marginalized in Mozambique due to labor con:

ditions propagated by globalization and the free-enterprise system urged on the
South by the Norch.™*

opagated female exploitation.

Export zones offered an escape from poverty that was more promise than
realicy. Work in assembling semiconductors and the like was considered low-
skilled, which meant that most employees were women. Upward of 9o percent of
e employees in these export zones were women drawn from the surrounding
rural areas, thereby escaping traditional social systems and poverty but also en-
suntering the high social and economic costs of Structural Adjustment Pro-
gfams. Families faced with high unemployment and poverty in the Bataan coun-
vside, for instance, sent their daughters (many of them young—the average age
f the workforce was berween 17 and 29 years old) to work in the zones, but the
E'agcs were lower than in the industrial areas of Manila. In fact, about 40 per-
ent of the women worked under the legal minimum wage (just 17 percent of cthe
en earned such paltry salaries), because females were deemed to endure pov-
rey. Living and work conditions were often appallingly overcrowded, pricey,
_ﬁd dangerous. Women also faced a pacriarchal system that gave them no op-
ortunity for redress of these conditions; their every movement, from using the
athroom to traveling to work, was restricted by males, And sexual harassment
nd stereotyping were rampant. Filipino women in the export zones, therefore,
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were marginalized economically and alienaced socially, much like others ¢ xpand cheir economy. Reformed zaibatsu corporate conglomerates like Mitsui

CO“nECring thc fofces ofgiobalization and Amcrican mﬂrket POIiCiCS.lSS ﬂd Mitsubishi emcrgﬁd as hugc trading cornpa_nies ﬁnanccd by ba_nks and over-

Yet the successes in Asia eclipsed these stories, which only lately came to hgh en by the government, Believing that Japanese markets were too emall to de-

after digging by anthropologists and social commentators. The story of ec clop, US firms sold their technology to Japanese companies, which modernized

nomic growth and emergence from poverty for many nations (including o rial base and adopted a hish-tech exporting strategy.'*® American out-
g he indust P g p g 257

Philippines) was stunning and seemed to validate the ncoliberal marker ries led to voluntary export restraints by Tokyo’s ever-sensitive Ministry of In-

trines of free enterprise and the open door. South Korea, for instance, expe ornational Trade and Industry (MITT), but by the late 19605 Japan was an in-

enced a remarkable period of growth. One of the world’s poorest nation reasingly burdensome competitor. Still, Japan complained that restrictions on

1960, with a per capita gross national product ($78) lower than that of its bas s products gave Asian Tigers such as Hong Kong better opportunities in the

case cousin to the north, South Korea adapted modernization theory from Tniced States. As well, Washington only feebly demanded, on Japan’s behalf;

Americans by veering from Western concepts and grounding rakeoff policie hat Europeans open their markets. Crisis loomed, and perceptions of Japanese
religious and family traditions.”® The development process hinged on an outward

looking industrialization strategy led by General Park Chung Hee, who over

ec-riding intensified. The undervalued yen boosted exports abroad. As a histo-
ian has noted, Tokyo “dined at the world trade buffet but declined to share
he bill "

Yet no observer could deny that Japan had taken the teachings of US busi-

threw a democratic government in 1961 and turned to chaebols, family-ow
companies that monopolized production and industries. This plan focused

urban-based, labor-intensive, export-oriented growth chrough sales of cheap ess management gurit W. Edwards Deming to heart (while Americans largely

manufactured products like textiles, chemicals, electronics, and machine tools gnored him) and produced goods of superior quality for discriminating foreign

and eventually automobiles. Foreign investment, mainly from the United Stgt onsumers. Japan gained from a long-run international marketing strategy thar

and Japan, as well as international lending agencies and commercial banks, rressed labor-management cooperation and zero-sum neomercantilist policies

nanced the development until the domestic savings rate rose and the home m ersus the market philosophy of the United States, which counted on open

ket became substantial enough to support growth. The results of Korea’s “catch: oors, competition, and unfettered economic growth. Combining competicive

up” to the advanced nations were breathtaking. Between 1962 and 1989, - rms with government guidance added to a culture of conformism, but it

export drive netted 8 percent growth per year through commodiry trade th vorked wonders in terms of productive efficiency and export porential. The con-

increased sales abroad from $480 million to over $127 billion. Despite the bﬁr

equences of this export-plus-protectionist approach were apparent. A stable la-
den of inflation and having the fourth largest debt in the Third World durin y

or pool rewarded by lifetime employment and bonuses, tight control over im-

the 1980s, South Korea ran an international payments surplus by 1986, thanks t orts and labor costs, high taxes and state industrial policies that strategically

skilled government direction and educated management. Per capita incom avored new industries, and the state’s long-term provisioning of capital for firms

reached $4,380 (2 whopping s2-fold rise), and domestic savings increased ten nd industry, rather than reliance on short-term profits in the stock marker, ex-

fold. South Korea earned its status as a Tiger, a nation thar developed into anded the economy. Japan produced a half million autos in 1960 bur made over

trillion-dollar powerhouse in less than a half century."”’ 5 million by the 1970s, even more than West Germany, the world’s second big-

If Seoul’s development was remarkable, Tokyo's climb to the second bigg est manufacturer. Japan’s shipbuilding industry was twice the size of its three

economy in the world was transformative to the global economy. Provided virt losest competitors. America and che Europeans began running larger trade

ally “free security” by the Americans from the 1950s onward, the Japanese drev eficits with Japan; by the late 1970s Tokyo enjoyed $10 billion annual trade sur-

on US financing and the boon of Korean War expenditures to modernize an luses with the United States. The country obviously made more than transistors,
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as Charles de Gaulle had disdainfully quipped in the 1960s. It marketed with

and Jabor to overcome inefficiencies and seize markets. This was the case in the

miconductor sector. Over a three-year period in the late 19705, government tax

sensitivity to overseas consumer tastes, such as making fuel-efficient cars durin; «

the oil crises.*° ; caks and subsidies fueled a research association comprising Miesubishi, NEC,
That Japan greatly proficed in the global market economy, even though it did jitsu, Toshiba, and others that developed patents to pull the Japanese com-
not necessarily play by the rules of market capitalism, posed a huge challeng to puter industry even with its American counterpares. To be sure, the government-
the United States. Japan beat America at its own game of innovation and mark corporate conglomeration soon belictled as “Japan, Inc.” by Americans played
control through vision, trained management and burecaucracies, and strsifc’ nfaicly; Tokyo locked out US semiconductor manufacturers from competing
Because Tokyo also exported more capital than it imported as it sought * the home market. But the Japanese blamed Americans for not improving
materials and minerals abroad, the yen rransformed into a powerful curre ' Leir own management and production.m It was just this sort of neomercantilist
Meanwhile, America spent on military commitments—Vietnam, bases in South +havior and cold-blooded (market) attitude that had spurred Treasury Secre-
Korea and Japan, NATO programs in Europe—that drained away mdne ry John Connally, a Texan, into announcing, “This cowboy knows that you

. ride a good horse to death, and the world has been riding the United States,
w1t

When Washington insisted that Japan open its trade and capital markets; ¢
Japanese allowed 78 of America’s biggest 200 corporations by 1970 but only ood horse, to death in the postwar years, and this has got to stop.
der bureaucratic control. There would be no free flow of investment into Japa Staying in the saddle got harder during the years of oil crises and energy in-
The country also capitalized on American spending on the Vietnam War to the ation, but Japan adjusted to the new conditions much more effectively than did
tune of as much as $4 billion a year by making military goods for US troog - Americans. Nixon and his successors complained, cajoled, and even threat
Tokyo might have been shocked by Nixon’s announcement in July 1971 that ¢ ned Tokyo for veering from market doctrine, but such an approach blamed the
United States would open diplomatic relations with communist pariah Beijing; ‘;'ﬁpmmsWunemployment, reduced profits, and bankruprcies—rather than
but Japan had already become China’s top trade partner through special’'com 1¢ diseases of American complacency and maladjustment. While Americans
mercial deals and credit arrangements. As well, Japanese investments pour ked for scapegoats for ballooning oil prices, MITT bureaucrats vigorously es-
into South Korea, capturing 64 percent of that market and nearly quadrup'li‘: shed a national energy policy of conservation by heavy industry, develop-
America’s capiral there. The Japanese, in short, were changing the parterns of the nt of nuclear power, bilateral deals with Middle Eastern producers, and in-
global economy. Americans talked of the shifting balance of power away.fr_on .
the Atlantic (and the United States) and toward the Pacific."”

Tokyo had become a dynamo in the emerging age of globalization an

ases of imports of refined oil from China. As Japan turned to services and
owledge-based sectors such as electronics, its energy consumption grew by
1y 7 percent between 1973 and 1986 even though its GDP soared by half**
much a rival as ally to the United States’ rule of the world economy. Americ n and the Unired States remained friends despite the trade and monetary
businessmen warned President Nixon in 1971 that because Japan boug_h;. '_i:_ons, but Japan was branded as an unfair competitor and became the focus
olitical and popular recrimination.

The venerable US auto industry dished out the criticism. Imports of Toyotas

d Hondas sparked protests in the American Midwest. In 1992 an editorial

raw materials from America but sold to Americans lucrative, high-priced fin-
ished goods—and all the while kept its markets closed ro US exports—the Jap
nese treated the United States like an emerging nation. It was time to stop ¢
dlinga country a corporate leader compared to “the golfer who is shooting in oonist depicted a hulking football player wearing a “DETROIT” jersey
8oswith the same 25 handicap he used when he was shooting in the 1005 B ning to a US government referee that a trim player celebrating in the end
with “JAPAN" emblazoned on his shirt was playing unfair. But Japanese

makers made fuel-efficient and durable autos. Hard-pressed consumers facing

American manufacturers also noted the success of Japanese industrialists w.
pooled their resources under MITT coordination and teamed with governm
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anges that might have stimulated Japanese demand, such as reducing vehicle
:ses or switching the steering wheel o the right side. Meanwhile, the transplant
traregy led to nearly 2 million Japanese models being made in the United States
71995 which more than filled the gap when imports dropped off to around 1.3
;illion a year. General Motors brought out its novel and popular Sararn, but
etroit soon returned to making larger cars and sport utility vehicles. Nearing
.he end of the first decade of the new millennium, the Big Three’s demise grew in
oportion to the increasingly iron grip chat Japan’s three largest automakers
d on the US market. By 2009 the American carmakers pleaded for their very

high prices at the pump wanted these imports. As a result, the market double
Japanese imports berween 1975 and 1986, this despite a voluntary cxporfi_'
straint agreement forced on Tokyo in 1981 that raised prices on these cars. Fe
ful of rising protectionism and a strong yen that would boost export costs,
Japanese built “green-field” assembly plants in Ohio, Tennessee, and Kcntu_éi{
These overseas facilities avoided tariffs and won American labor to their side
employing locals, In 1978 Japan made no cars in the United States. Ten yea;
later, green-field “cransplants” delivered 695,000 autos. By the 1980s Japanese ¢
makers owned over a quarter of the US auto market, more than Ford and Ch
ler, and were selling well in Europe as well. rvival by asking for government bailout funding'*

E The second largest economy in the world beat the biggest in auto trade com-
_<ticion, but the US Big Three were not the only ones to feel the winds of change
apan’s open-door policies. The US semiconductor industry also experienced a

That percentage rose to a third by the 19905 as the Japanese juggernaut clever
retooled to changing global conditions while American carmakers seemed a
behind. To no avail, the Big Three and the government focused on fooks
ock from Japan that was ameliorated only by a government willing to shove

performance and the traditional strategy of buying up components manufactu :
ide market dogma. Japanese exports repeatedly cut the legs out of US industry—

ers at home and investing in smaller Japanese companies (Mazda, Suzuki, Mi

subishi) abroad in order to control production. Chrysler declared bankruprey cars, steel, computers, and relevisions. Americans made 82 percent of T'Vs for the

market in 1969; by 1988 a domestically made television could hardly be found.
orts of color sets and then Japanese wide-screen televisions had essentially
ed all US competitors by the year 2000."*” As the modern era of globalization
awned at the end of the Cold War, Americans foraged for answers to the Japanese

1979 before receiving a federal bailout loan and returning to profitability ch
years later. When gas prices fell in the 1980s, Japan turned to the higher end
the market with the Lexus, Infiniti, and Acura models. When supposed fre
trader Ronald Reagan imposed the exporr restraint in 1981, for public relation

purposes Honda, Nissan, and Toyota actually continued to adhere to the lin immercial challenge to their hegemony.

after they lapsed four years later. Regardless, their imports rose to an annual: If Japan issued blows to American dominance in trade, it hammered che US

million cars, up from 1.85 million. American protectionism failed to hold b
Japan’s dominance. As Americans thought about short-term profic, Japan:fo

syche when it came to investments. In 1985 the five leading global economic
Jwers signed the Plaza Agreement, which appreciated other currencies againse

lowed a Jong-haul strategy that internationalized the US market. ¢ dollar, and in particular che yen, which doubled in value. This was one reason

That strategy finally led the United States to concede a large segment of th he Reagan administration saw fit not to insist on the voluntary auto restraing,

field to Japan. Imports into the US market amounted to 43 percent of America TJapanese car exports would rise in cost under the new exchange regime. In

overall trade deficic of $49.4 billion with Japan in 1992. American auto par agan’s worldview, the economic freedom of the marketplace was critical to
. i . : . . . o . in
manufacturers sought to cut into thar deficit by opening the Japanese market taining foreign policy and domestic objectives. Freedom included allowing
their products. President George H. W. Bush championed their cause on 2.t reign investment and substantial overseas borrowing, which were rising al-
dy due vo the accraction of high interest rates, to finance large budget deficits.

as the OPEC nations had recycled their dollars earned from sales of oil in

to Japan in 1992 and insisted that US cars gain a grearer market share in 1

country. He returned with little to show for his effort. Even with export price !
- West into investments abroad, so did the Japanese use their considerable

nings to buy American assets. With che dollar’s fall during the late 1980s,

bolstered by a weak dollar, Big Three sales in Japan did not go beyond the pre
ous year’s meager total of thirty thousand cars. US carmakers refused to m
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Japanese holdings of US sccurities also fell in value, but the yen boughe twice oﬁntf)’ incurred losses of roughly $7 trillion in assets. With the Cold War's

many dollar products as before. Japan turned instead to purchasing propert d. the security alliance that cost the Unired Srates dearly no longer was an

; 148 . St .
fire-sale prices. perative. Japanese policies of lifetime employment, government guidance, and

This shopping spree scooped up some marquee sites and names, althoug sed networks of suppliers seemed unsuited for the new era of deregulation

Americans were no strangers to high-profile investment abroad, includi d global comperition. Japan still ran a trade surplus with the United States

Japan. McDeonald’s, IBM, Apple Computers, and firms ranging from beve £ d remained the second biggest economy in the world, but the nation looked

to elecrronics and chemicals owned more market shares in Japan, and Disney <h foolish and unprepared for new, wide-open-door realities.

theme park in Tokyo Bay captivated hearts and wallets from the time it.-ﬁr Tokyo had launched a trade offensive around the world and changed the

opened the doors to Cinderella’s Castle in 1983. But Japanese companies invade wer seructure of the global economy. But what appeared as a massive challenge

the sanctums of American culture and economy. They bought such icons as Ur, American power ended up as well-orchestrated opportunism. Belatedly,

versal Studios, CBS Records, MCA Entertainment (including commercial rigl ASDAQ Japan linked to the world’s stock markets for the first time in 2000,
d Sanwa, Asahi, and Tokai banks merged that year to form the biggest global
king concern ever. Still, Tokyo did not abandon its directed economy and it

posed American and IMF market fundamentalism. Plans were set forch by

to Yosemite National Park), Rockefeller Center {and its Christmas tree),
lumbia Pictures, and the trademark for the Indianapolis Motor Speedway in o
der to build an oval near Tokyo. Snapping up condominiums, houses, ranc

ski areas, racetracks (and racehorses), golf courses, and Hawaiian beachfr povernment €0 seize concrol of high-speed Web service by 2005, although the

properties, real estate purchases by the Japanese between 1985 and 1990 totale mpetition remained fierce from the United States and Europe. Japan’s lucra-

$65 billion. When added to the $170 billion in sales of American securitie telecommunications market remained closed to outsiders. Targeted indus-

abour 40 percent of Treasury bonds over the same period—the purchases ha I policies were still on the table, but Japan’s effective mercantilism of past de-

psychic impact. Americans were stunned, depressed, and prone to character des was a memory in the era of global integraion.'®

the Japanese spree in sinister and even sensationally racist terms, even thoug

Britain and Holland still surpassed Japan as the top sources of foreign inves
149

China and India

ment in American real estate.

Yer even the mighty Japanese had to pay the consequences of the mark ¢ America, Japan also faced new competition as the People’s Republic of

economy. The flow of investment capital helped the United States by float hina became a force in the world economy. The establishment of diplomaric

American pensions and reenergizing localities hard up for cash in a recessiona lations between Washingron and Beijing in 1979 stimulated China’s economic

economy. Investments proved to be jumbo-sized financial follies as Japan’s ecol o the West and the global arena. The country engaged in 2 combinarion of

omy tanked in the mid-1990s. A serong yen, shamping exports, and sluggish d rt substitution and export-oriented industrial development, seeking to

mand ar home, along with an aging population unwilling to spend on consu rcome the errors of its self-seclusion during the Cultural Revolution of the

goods and crushed under mortgage debts, reversed Japan’s fortuncs. Work vious two decades, which had stagnated growth. Bilateral trade with Japan

were laid off, and the country assumed the largest debt in the world. America he United States rose during the 1970s to approximately $4 billion with

carmakers even started making better and cheaper automobiles in the 1990s; country. Despite Sino-Japanese political tensions, trade between the two

though Japan retained ics hold on the market. The Nikkei stock marker plun; ons multiplied fifteenfold into the mid-1990s. Japan bought Chinese oil while

by the end of the decade; one indicator of the distress was that Sony’s earnin nvested in chemical and steel plants. During the 1980s China’s trade with

dropped by a third in 1999 despite robust worldwide demand for electronics munist countries declined to 8 percent of their value in the 1950s, and by the
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1990s, when the communist world lost most of its members, the capitali _.son for China’s backwardness after the industrial revolution in Western

tions naturally rose in prominence. Japanese officials noted that the future re ries was its closed-door policy,” he noted. Embracing the American free-

ount

with China, a nation predicted to grow into the world’s biggest economy as'e nterprise model, he believed history showed that “if we don’t open to the outside,

as zo10. Armed with apologies for its wartime occupation policies, but'-'r;h wecant make much headway.”**' While importing heavy capital goods, steel and
imporeantly with foreign aid tied to purchases in Japan, Tokyo penetrated ( ron, oil and gas equipment, and grain, China exported textiles, petroleum, toys,
nese markets. +d other consumer goods. Deng and his successor, Jiang Zemin, also opened to
Japan was China’s largest trade partner, followed by Hong Kong (duc o'l e world by joining global institutions. In 1980 China joined the IMF and
rect commerce with the ss million overseas Chinese living in Taiwan and § World Bank, becoming a large recipient of aid from both bodies. Through bilat
Korea) and the European Union. Trade with the United States climbed ‘ab +al deals (the biggest with Japan) with developing countries, Beijing incurred a
zable but not excessive $154 billion in debt by 1999. The Chinese also applied

- GATT membership in 1986, even though the capitalist world took fifteen

that of any single European country; China became the top communist comme
cial partner with the Americans by 1981. Coca-Cola opened a bottling plan
China that year, but in actuality the trade largely went one way. Although di_-c' ars to accept the communist nation.'>®
of the China Market had existed since the nineteenth century, trade was as . In its quest to engage the world economy, China also encouraged foreign in-
merrical as Chinese shoes, apparel, electronics, and consumer goods flooded sement and joint ventures with the capitalist world by creating 124 Special
US market while China bought fewer technology goods than hoped. Both Ame

ica and the Europeans ran trade deficits with China (by 2000 the United St

onomic Zones around the country, particularly in coastal cities, through in-
cemcnts such as tax breaks and guarantees of profit repatriation. Wholly For-
bought $84 billion more than it sold), though Japan enjoyed surpluses. ¢ign Owned Enterprises, foreign companies, and concractual ventures invested
The decentralizing reforms of Deng Xiaoping were the stimulus to this gro in market-oriented “micro climates” chat induced foreign outlays amounting to
Chinese farmers were given the right to buy and sell land-use rights. This stop (o billion by 1998, quadruple the sum from just eight years eadier. Although
short of private ownership in the world’s fargest socialist country, yet it led to riers remained, due to the inconvertibility of Chinese currency, bureaucraric
expansion and more efficient allocation of resources in agriculture, and eve strictions, and worker and management attitudes, direct investment in export-
in fishing, light industry, and restaurants. By the late 1980s, industrial reforms icnted goods poured into the northeast and coastal areas from overseas Chi-
cluded a turn to light industry, more focus on customers, and profits made on:

open market. Stock markets developed, and the banking system diversified. De

se and multinational corporations. These arrangements then connected in-
China with global markets by a multiprong development effort that focused
also decentralized state-owned trading corporations and manufacturing. ent raditional rrade routes into Soucheast and Souch Asia along the Yangzi River
prises o the extent thar both engineered their own export and import policies ar ley, from che new Pudong District of Shanghai to all directions following the
retained export earnings when they exceeded government targets. In the new ilway through the “continental bridge” from eastern to western China"’
ket regime of augmenting consumption over state-driven production, they al The case of Suzhou Industrial Park illustrates the penetration by global capi-
suffered the losses. In any case, the consequences of these changes were stagger lism. Founded in 1994 in an agreement between Singapore and China, the
China’s gross domestic product surged at an annual rate of 95 percent betw hou Industrial Park hosted 103 foreign-invested encerprises capiralized at
1978 and 1999. Per capita income followed this growth, although it was sti £ $16 billion by 2002. Under the mantra “small government, big community,”
than $8c0 in 1999—China remained an emerging country. efficient service-oriented staff attracted overseas investors by minimizing
Deng was determined to end China’s isolation by opening its doors to. ¢interference and pursuing a pro-business agenda. Workers adopted the Sin-

and investment as well as to earn hard currency by exporting. “One impori oran model of a robust but reasonable social security system that provided
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employer contributions into personal employee accounts. Community service rts and foreign firms, and Western standards of worker safery and health
and public housing abounded. The market determined the workforce, as an ad

ministrative committee, not the state, recruited talent. Companies flocked ¢

.t 156
ditions.

China also engaged in a parallel erend of regional economic integration, join-
business there; Philips Semiconductors chose the Park as its site for a new 1g Japan, Singapore, South Korea, and others in joint banking ventures and in
wering tariffs on Asian goods. By 2006 the “going global” campaign, incorpo-

o inro the Communist Party’s Five-Year Plan, yielded a huge boom in foreign-

tory. It was a model of transnational financial strategies and regional busines
nerworks—Singapore shipping and engineering behemoth Keppel and Unig
Industrial Suzhou, both controlled by the Salim Group, Indonesia’s larg anced projects at home. Meanwhile, 3.45 million workers labored overseas and
transnational corporation—operated in alliances with state and private capi:f ] i:ty thousand enterprises operated in more than two hundred overseas coun-
: né:s and regions, in sectors ranging from construction to tourism. Parts of some
e largest firms were listed on the Hong Kong and New York stock exchanges,
ich raised billions of dollars for Chinese parent companies to acquire and

rge foreign holdings."”” At home, the Chinese witnessed over a 954 percent

A question of its expansion arose after opposition emerged to the large-scale de
velopment of arable land in China in the mid-1990s (and globalization itsel
provoked discontent among Chinese intellectuals, who viewed it as a false ide
tity for China and a tool of Western neo-imperialism). Yet Suzhou Industr
Park became a model of a world-class infrastructure supported by abundant hu ase in per capita growth in personal income between 1980 and 2008, triple
man resources—a “garden-like township” lauded worldwide for the creatio at of the next regional competiror, South Korea.*®
an internationally competitive, high-tech industrial complex.'** The global market converted the communist dragon into a key member of

vorld economic community—an arena that favored China and transnational
isincsses but not the market advocate, the United States. In 2008, lagging ex-

orts to China and booming imports from the Asian giant led to a $266.3 billion

‘That both history and foreign policy entered the economic picture was clea
throughout this globalization period, as evidenced by the confrontation at”
ananmen Square in June 1989, human rights violations (Tibet), political tension
cficit, the largest shortfall with a single nation ever recorded by America. Retailer
Walmart was responsible for a big proportion of this deficit, but ominously for
« United States, both advanced technology sales as well as cheap manufactures
ounted for che twenty-year trend of the trade imbalance. By 2009 China had
ccumulated over $2 trillion dollars in reserves from this lucrative commeree,

(with Taiwan, Japan, and so on), and exploitation of workers (especially women
as export-led industrialization became increasingly feminized). Protests agait
Chinese policies caused American automakers to lose a contract to build pizi_
in China in 1995; a German company free of political dissenters won the. day
Still, globalization swept China and the advanced nations along on a rising tid
of commerce. In 2000, Chinese leaders announced a proactive policy of “goi d'it reinvested much of this treasure into US assets to keep interest rates low
. d maintain American consumer purchasing of its goods."*” Transnational cor-
tions such as Walmart welcomed the surge, but smaller competirors and US

r did not, and as the latter urged an increase in the value of China’s artifi-

global” by opening doors to foreigners. The goal was to profi aggressively fro
the world economy and transform enterprises into transnational corporations.
Regardless of politics, China emerged as a gold mine for business expansion:
lly low currency to dampen down the export advantage, others noted that the
¢ was not about China ieself bur about the process of globalization thac ben-

the minds of execurives throughout the world—the biggest retailer in the wotld
Walmart, based much of its manufacturing and assembly base in the country. /AR
d transnational corporations (including many American ones). “Made in
hina” indicated only that the country was the final assembly point for goods
‘had wended their way through Japan, the United States, the Asian Tigers,

160

ter the US Congress and President Bill Clinton overcame their reluctance towa
the repressive government and decided to grant China permanent most-favored
nation stacus in 2000, China acceded to the World Trade Organization (GAT

successor) under rules requiring more openness, fewer state restrictions on d others in a global supply chain dictated by competitive marker forces.
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“ -fri tward-lookin
munist world became one of the most markec-friendly, ou g
5t

161
d the government.
O i ket-oriented de-
i itomi es of market-oriente
The southern city of Bangalore epitomized the rich

sment and the effects of globalization. This city of oxc‘:n, riCkShz.“;s’ and
::J:t-gafde architecture hosted Electronics City, an in%ustnal park w1; r:;c;re
ﬂ._l one hundred high-tech firms that served as the cpxcm:xter of globa 12j<=_l n-
inked to the world market. Software designers and cngmecrs——thc bflg ];ccst
: g minds of the information technology revolucion——found.homcs. in | an—l
':rf:, which became the birthplace of IT giant Infosys in 1981. This multmz;:l'(;iz
«h- helped companies and people around the world programc,lmanage,;z :f e
te their personal computers. Infosys became a slofcwarc an' O}Kiﬁur dgt,;,1 irt
11 over one hundred thousand employees in nine centers i1{2 ndia an y
:51 dwide offices, with revenues topping $4 billion by 1.008. _—
The IT revolution in Bangalore transformed the entire cou.ntry .and rafx e l
n and service. Call centers serviced internationa

dia as a source of innovatio

nts seeking assistance for phone use, household .applian-ccs, 'amcikf:()n‘q:nﬁterzi
fe research and development facilities cropped up in English-spea 1fng1 cz ;ia_
icated Bangalore rather than China. India had‘ caught '.che wlave of glo 2 Lirce
ﬁ, or at least overseas business had identified India as a prime place to outs

g operations to cut COsts. Growth sky-

Corporate proliferation in the new India, February 1994, Globalization and market poten
rived in Indiz after the country deregulated its economy. Roadside signs carrying corporace’]
indicate some of the more chan 160 companies thar staked out claims in Bangalore, 2 dyn
technological hub ciry. (Time & Life Pictures/Getry Images)

igineering, research, and manufacturin ovh
keted in manufacturing, aviation, real estate, and film, among oth her icc.
nsumer spending rose steeply, and six million h.lxury buyers (li)‘oug tup r}:r thi
ds, including homes and land that placed thirty-seven In 1ar11s3 an‘io gand
‘o;ld’s richest people. Deurtsche Bank, Citigroup, Goldman Sachs, .arcbay:med’
ier foreign investment banks paraded into the country. Consumption bo ;

1a a dﬁ cve. 1150 Ob iC hOIl S T S CVCI’Y
thc tClCCOIIl sector

India, too, became an Asian giant during this burst of globalization
though at a slower speed than China. The world’s largest democracy had lon
adhered to a mixed economic model between socialism and capitalism—mark
mechanisms controlled by state regulations. Unlike China’s rather haphaz
and dramatic opening to the capitalist world, India Jeaned toward the marke
an orderly fashion. Prime Minister Rajiv Gandhi removed internal industrial
controls in the 1980s, but more boldly, Manmohan Singh, the finance minist
followed with changes to exchange rates and taxes in the early 1990s, prompt
by rising oil prices and the collapse of its top trade partner, the USSR. Overbc
rowing from the IMF caused a balance of payments crisis and pushed leade
roward liberalization. The government disposed of the License Raj of import
investment, and industrial licensing, curbed state monopolies, and encourag
foreign direct investment. What had been the most regulated country in the no

neh in 2006, surpassing even the explosion in Ch.ina. . .
'.:W'hilc India proﬁted from the fuel of globalizat.lon, however, it C;ll nIOtdia
enied that one-quarter of the planer’s poor inhabired the country. 1;13, ;ect
¢ other nations experienced 2 considerable amount of u.ncasc o'ver the ; 1

neffectiveness) of the market on poverty in the emerging nations. A battle
“sisted into the new millennium regarding che costs and benefits ::)f t-hc open-
| doctrine, especially as a wrend roward unfettered market capitalism took

fiold in the post-Cold War world economy.

1324 1 Lo b




OPENING DOQRS IN THE WORLD ECONOMY

4. The Open Door

merica, Reagan also pursued an agenda of deregulation and privatization at

me, free markets abroad, and business expansion around the globe. He re-
ed the framework of the subordination of economics to security concerns
although he certainly prosecuted Cold War policies of containment and roll-
ack of communism) and instead embraced free enterprise in the marketplace—

tself rransformed by technology and the withering away of constraints placed

BY 1989 the Soviet empire collapsed, violently in some places and less noisil i¢ by the superpower rivalry. Falling oil prices in the 1980s aided his program

others. The USSR itself went out of business in 1991 in some turmoil. Away fro ripping the US economy of regulations; with more money in their pockets

the glare of media attention, the post~Cold War age of globalization spran to cheaper oil and lower taxes, and well-made imports arriving from Japan

life. It was a product of advances in communications and transportation d elsewhere, consumers were inclined toward geteing the government out of

environment particularly in the United States of deregulation, the op he market and freeing up the genius of American capitalism,

of borders and freer movement of people, money, and goods, and a revival of ope The revolution began at home. For instance, Reagan hastened the deregula-

door marker ideology led by American and European business, political, lega q of the communications system in the United States by breaking up the

academic leaders. The process of globalization promoted convergence, groy __ﬂd’s largest corporation, AT&T. The advent of the so-called Baby Bells priva-

transparency, and democratization of the world economy. The nation-state ed the telephone system and opened up the counery to foreign competitors,

second to the transnational corporation; the agent of change was no longer go ho seized the US market (though they did not grant American concerns equal

ernment but firms, producers, bankers, immigrants, travelers—in short, priva ss to their communications systems). In information technology, antitrust

citizens of the world. The marker became the single authority that unified on against computer giant IBM led indirectly to the company joining Intel

ducers and consumers, shaped by nations, international institutions, indivi 'rbprocessors and Microsoft’s operating software with its own hardware to

firms, and business networks to promote integration and harmonization wo oduce the personal compurer. By no relying solely on IBM parts, the compa-

Widc. The Trilatcral Commission Of the 19705 and the World Economic Foru C gygtf:[n Wwas not Proprictary, and s00N spinofI:S of Componcnts, Chips,

(WEF), meeting in Davos, Switzerland, since 1982 voiced the plan of es, and the like cropped up around the world, especially in developing Asian

enterprise to replace regulatory capitalism. Monetary management of the e ons. The US computer manufacturer gave way to marketing organizations

omy, tax relief, containment of unions, deregulation, fluctuating exchange foreign producers, or “hollow corporations” with no production base but

and free trade were the policies of the globalizers. More rapid and massive ﬂ ding neeworks that drew on cheap labor to produce efficient, cutting-edge

of products, money, information, people, and technology were the mech nology. From the mid-1980s to 1998, the information technology sector aug-

nisms they encouraged. The demise of the Cold War created the political ed its share of the gross domestic product from 4.9 percent to 8.2 percent as

diplomaric circumstances for economic globalization to assume its paramo number of people using computers doubled to half of the workforce. By Rea-

status. second term, America enjoyed a growing export surplus in services, thanks

Before the superpower standoff ended, the Americans—and notably Ro s competitive advantage in technology, even as its merchandise trade deficit

Reagan—provided the political impetus to globalization and the spur to:worl omed under pressure from Japan, China, and others. This growth led eft

wide economic integration by a mantra of freedom. While he took aim¢ by the government to inject US private capital and business into overseas

corrupt and destitute Soviet Union through his stridene anticommunist th cts and provide rules against piracy and copyright infringement to protect

ric, a huge milicary buildup, and intervention in the Middle East an ideas and services.
) b P
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Globalization was clearly visible in the world financial system. For start ng the 19805 Furthermore, the number of foreign students studying in the United

services became ubiquitous and grander in scale. The VISA credit card becam:g- ares numbered nearly 454,000 in the mid-1990s, abour five times the number of
global brand with thirty million cards in existence in 1970, expanding to on mericans enrolled in schools abroad. And all of these globalized travelers and
billion by 2000, when this transnational company controlled 57 percent of wor] .1¢ millions who were “virtual” tourists found themselves linked together and
market share of financial services. Accepted in over 130 countries where tra haring common experiences through the Internet. In 1997 fewer than 40 mil-
tions occurred over an average of just five seconds, VISA generated $2.1 tri ion people were connected across the planet but just a year later over 100 million
in annual business. Second, the abandonment of fixed exchange rates and: d' _ommunicateci on the Internet. The world had entered the Information Age,
regulation of capiral controls by Canada, Germany, the Nertherlands, Switze vhich drove the globalization process and revolutionized culture, economies,
land, and America during the mid-1970s (followed by Britain and Japan a fe nd politics.m
years later) aided the globalization process. Also, with the cost of transatla '
phone calls dropping by 9o percent between 1970 and 1990—as well as p.r'_1__c Integration
declines in computers—stock market traders, investors, and capiral manage
planned, organized, and executed transactions around the world on a continy Suriously, a result of this upsurge in integrated markets and peoples before and
ous basis. Global financial dealing skyrocketed as cross-border transactions frer the Cold War was a movement away from the multilateral universalism
bonds and equities climbed from 9 percent of the US gross domestic produc Hampioned for decades by the United States, and toward regionalism. This was
1980 to 164 percent by 1996. Americans held foreign securities totaling $2.38 bi product of GATT’s struggle in the 1980s to maintain trade barrier-reduction
lion in 2000, up from $89 billion in 1984, while foreign ownership of America egotiations, but it also reflected the success of the world’s largest economic bloc,
equities and debt shot up from $2.68 billion to a staggering $3.65 billion over 'l he European Union (EU), renamed from the European Community under the
% otal Maastricht Treaty of 1993. As of 2009, twenty-seven Western, Eastern,
nd Southern European states composed the EU, with several Balkan nations

nd Turkey candidates for admission. After the EU agreed to the Single Euro-

same period. And American private capital increasingly dominared loans an
other exchanges to the Third World; by 1994, 78 percent of the investme
money came from banks, while 4 percent hailed from inrernational institution
World finances were increasingly integrated and expanded under the regime an Act, which focused on forging a single (or common) market in which
globalization; national banking systems were so intimately tied to each othi ods, money, services, and people circulated freely, the Maastrichr Treaty en-
that policies and events affecting one influenced all. nced that unity. Although the Americans feared protectionism and discrimi-
A demographic and cultural synergy occurred alongside this economic co atory treatment (inherent in a customs union), the Europeans largely adopted
vergence. More people than ever before crossed borders as tourists, migrants, ndustrial policies that favored their enterprises (such as the subsidized commer-
students. The number of people who flew on international flights from US :i aircraft manufacturer Airbus Industrie) over a fortress Europe mentality."®
ports rose 240 percent to 3s.5 million during the quarter century ending in The Americans need not have worried. Further unification occurred in 1999
th the introduction of a single currency, the euro, in many of the member

tes, followed by che phasing out of national banknotes three years later in all

2000, Meanwhile, in 19701990 about a half million people per year entered tl
United States; in 1989 the figure reached a million, and an undetermined but
sizable number poured across American borders as undocumented aliens ther Ut Bricain and Denmark. The process of adopting the euro was politically dif-
after. Reflecting regional and global migration trends, Latin Americans shifte ule, and differences among member staces in terms of economic policies re-
ained hurdles to further integracion, but chere was no doubr char the euro ri-

ed the dollar as the world’s reserve currency. The magnitude of the EU

from immigration to emigration, much of it o the United States. They were.
one-quarter of California’s population in 1991. Asian immigration doubled du
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promised to change global economic pateerns, as its soo million citizens ¢ion, as the Europeans would unify their crade, monetary, investment, and aid

. - 3 * a .
counted for nearly a third of the entire world’s gross domestic product, or. ne _programs in international m:gotiations.l67 Europe, like America, thus encour-

$17 trillion by 2007. From the mid-1980s onward, American-style grassroors & ag

ed the process of globalization, even in the midst of a severe downrturn.

sumerism swept the region, undermining traditional society along with th The movement toward regionalism accelerated around the world during the

cialist mantra of producerism and the bureaucraric state. ‘The EU also rank; 19905, especially in the South, which continually searched for development op-

3 . . : . . . . . .
the planet’s largest exporter and trade partner wich the most dynamic Th tions after its decades-long disappointments with import substitution, trade
World countries, India and China, while it was the second biggest global imp sreference systems, and debt. Latin America and Asia looked to growth in in-

and hosted the headquarters of 170 of the Fortune Global s00’s corporat

o

érarcgionai trade, while the many African nations associated with the EU rene-

Despite American economic successes in the 1990s, the Europeans develog gociaced their trade relationship in the late 1990s, leading to the Cotonou

their own rival transnational networks in finance capital that linked horiz Agreement in 2000 that supplanted the Lomé Convention with a more vigor-

tally with each other across the region through myriad interlocking dil‘?{; ous effort at reducing poverty and increasing aid by improving access into Euro-

166 . f . .. .
ates. " That is, market forces were increasingly privileged in Europe. pean markets.!®®

In response to the competitive potential of the European Union, Canada,
the United Stares, and Mexico established the North American Free Trade Area

(NAFTA) in 1992. This trilateral bloc of neighbors promoted investments, trade

Under directives worked out in Lisbon in 2000, the EU determined to'see
up privatization, rechnological innovation and modernization, and workef p
ductivity in order to strengghen its economic power and rival the United Sta
Some talked of a new European imperialism as ruchless as the old but aimed ¢
time as much at the Atlantic world as at che Third. The EU defied the Ameri
open-door model with its customs union, yet it also resisted the temptation

liberalization, and multilateral cooperation. It was vigorously opposed by envi-
ronmentalists, small business, and labor, who feared a gurring of US and Cana-

dian protective laws for endangered species, child and prison workers, and
veer from multilateral trade. The eventual passage of a major internal reform

the EU, embodied in the Treaty of Lisbon, which was finally ratified, after
dissension, by all twenty-seven member states and went into effect on Decembe

unions, along with predatory actions by big corporations. The Canadians ac-
cepted freer trade as a permanent condition of the budding era of globalization

and approved the pact.”’9 Mexico, as the weakest economic link, saw much to

1, 2009, showed a new Europe ready for competition. The Treaty of Lisbon gain by NAFTA's supposed spur to development and access into rich nations.

Reform Treaty, streamlined decision making in the union to promore furthe The Clinton administration fought tooth and nail to get its approval, however.

interdependence through a more efficient institutional structure, strength Opponents used the NAFTA accord as a springboard to protest trade negotia-

executive powers without diluting the democratic process, and created a tions and globalization in the 1990s. The accord, which included side agreements

post, High Representative on Foreign Affairs and Security, to coordinate:E on the environment and labor practices to appease foes, called for gradual elimi-

exrernal relations. This latrer innovation directly addressed the longtime prob nation of barriers on sensitive goods like textiles, autos, and car parts as well as

lem of a lack of cohesion in foreign affairs among the member nations. This Iz access to closed Mexican financial services and land transportation. Supporrers

. 3 . . ’ .
of cohesiveness had weakened Europe’s external influence, because it spoke. and critics contended with each other over the impact. Some claimed that NAFTA

several voices, rather than with a unified one, and cherefore its impact was ma - was a foreign policy success as well as a boost to trilateral investment and trade,
_well above that recorded by the three nations with the rest of the world. Ochers
countered that NAFTA sent US manufacturing jobs south. Opponents also fo-

cused on Mexico. Small farmers were chased off the land and emigrated illegally

ginalized when compared to that of the United States, China, and even emer;
ing powers like Russia, India, and Brazil. The financial crisis that swept th
world beginning in the summer of 2008 revealed the opportunity to junk.th

fractured external policy-making procedure and move toward further integr: to the Unired Srates, because heavily subsidized American agribusiness depressed
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-.'eafs later. The combination of the Andean members Ecuador, Peru, Bolivia,
Venezuela, and Colombia with Mercosur created a potential trade bloc of 341
aillion people with the fifth largest economy in the world. Intraregional trade
Lithin Mercosur and the Andean Community, which climbed to around $2.3
b':illion in 1991, shot up above $35 billion ten years later, Latin Americans as a
whole experienced a rise in commerce among themselves to 19 percent of their
oral trade by 2005.""

 However, they could not ignore the fact that nearly half of their total rrade
weused on the United States. For some the ultimate goal was to balance the
power of NAFTA and the EU by blocking the US-inspired crearion of a Free
Trade Area of the Americas. This arrangement planned to extend NAFTA to
.hirty-four countries to form a super-regional area of rrade and investment and
promote free trade and investments in licu of the world trade negotiation forum.
Many South and Central American countries balked at the idea, fearing it as an
agent of US imperialism in the hemisphere, while the leaders of powerful Brazil

and Mexico thought it a useless organizarion wichout an American commitment
Signing the NAFTA treaty, San Antonio, Texas, December 17, 1992. ‘The leaders of Mexico (Carlg :
Salinas de Gortari), the United States (George H. W, Bush), and Canada (Brian Mulroney) stan
as the North American Free Trade Agreement is signed, NAFTA prompted liberalizacion of trade
and investment ro spur development, profits, and globalization on the continent. It became 2 mrgé

o lower its trade barriers to exports from the region. On the contrary, Washing-
._ou looked to the Free Trade Area as a means of maintaining the openness of
Mercosur and the Andean common market and thus placed less emphasis on
for protest by protectionists, environmentalists, labor, and other groups, some of whom were op educing US tariffs. With the United Stares not forthcmning, the Free Trade

posed to marker globalization. (Time & Life Pictuees/Getty Images) Area remained on the drawing board as ralks on integration, bending the Amer-

can colossus to the needs of emerging nations, and development continued in

corn prices (though the cost to locals of processed corn tortillas rose, furthe; the first decade of the new millennium among Latin and North Americans.

impoverishing them). Business elites in all three councries profited, as megafirms - Still, the “Washington consensus” of market-friendly internal reforms and open

like low-price Walmart (drawing on cheap Chinese labor) entered Mexico an, doors to the world remained strong. Consequences both favorable (inflation de-

bankrupted thousands of small manufacturers of toys, candy, and shoes. Suffice

: clined, debts repaid, fiscal imbalances righted) and unfavorable (poverty, under-
it to say that NAFTA exhibited the benefits and perils of American-style fr_e_e_

performing commodity markets, financial curbulence at home, lagging terms of

- . . 170 .
enterprise capitalism. trade) for the region were the result.'”

A notable effort at regionalism arose when Argentina, Brazil, Paraguay, an: The wave of integration also swept Asia and the Pacific region. In 1992 the

Uruguay formed Mercosur in 1991 to promote freer trade among themselves a quarter-century-old Association of Southeast Asian Nations (ASEAN) created

well as with six associated South American nations. Wielding a gross domestic aFree Trade Area whose six members (projected to ten by 2012, along with sev-

product of $1.2 trillion by 1999, the customs union also aimed for cooperativ eral observer countries) originally soughe to cut all internal tariffs to between o

free trade agreements with outsiders. Mercosur signed a free trade agreemen and 5 percent on certain products and eliminate nontariff barriers on these items

with the five countries of the Andean Community in 2004 and with Israel thre by 2008. They moved up the deadline to impose this common preferential tariff
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nd the Bretton Woods system. Because of its high profile and sweeping respon-
bilities, the WTO became a lightning rod for grievances against the inequities
the trade regime, the power of corporations, globalization, and the hegemony

in 2003, and average tariffs fell to 3.87 percent as intraregional trade more thy;
doubled to $95 billion by the year 2000. By 2006, tariffs stood at 1.74 perce
Meanwhile, each nation retained its national duty schedules that applied ro.
siders.” In 2001, ASEAN and China began talks on a free crade area chat 3]
drew the interest of Japan, and trade surged to $200 billion by 2008. In 19'9: 4

f.thc North. Such nongovernmental organizations as the Sierra Club and the
Vorld Wildlife Federation demanded a seat at the WTO table to shape global
even larger grouping of twenty-one developed and developing nations of ‘th cononnc policies that would protect the environment. On the other side, how-
Asia-Pacific Economic Cooperation (APEC) organization sct out to achic ver were nations arrayed against US regulatory policies that were dominated by
| m:crcst groups; in a reversal of roles, several Asian nations won their appeal in

Le WTO in 1998 against 2 US ban on imported shrimp from nations that did

free trade, investment, and cooperative ventures in industrial, resource; a
banking management by 2010 for the advanced countries (including Canac
the Umted Statcs and Japan) and ten years later for the emerging countries in ot protect sea turtles from dying in fishing nets. In this case, the market advo-
the group.” ate turned state regularor, but it was compelled to change its laws to accommo-
Regionalism thus engineered a takeoft period in trade, but there was 1te business forces. Conservative (and some liberal) groups, meanwhile, found
cern that the mulrilateral system developed under GATT would splinter in he institution undemocratic because unelected bureaucrats dicrated rules to
preferential blocs. This might undermine the American open-door system hich national governments had to adhere. This intergovernmental agency
. merged at odds with many interest groups, as well as the Third World, which
ought to wrest the WTO from the North’s control. Yet undeniably chis global

conomic umbrella organization pushed nations toward embracing the ideal of

through exclusive arrangements that distorted trade. A world umpire to guid
all of the regional groupings along the road of multilateral trade liberalizatior
was needed. This idea had first been broached way back in 1948 with. the
aborted International Trade Organization and then tried and rejected ag:_ii:n one world” in which goods, money, and services were exchanged across borders
in scaled-back form with an Organization for Trade Cooperation in the mid: egardless of national origins, and with consequences both good and bad for the
nregrative process.’”®

One upshot of the new regionalism and the advent of the WTO was an in-

1950s. In order to institutionalize a comprehensive set of trade rules and u
date the international commercial regime so it addressed the full range of
trade and trade-related issues, the EU and 75 members of GATT incorporatet rease in international exchanges and thus the integrarion of the world’s biggest
the negotiating forum into the World Trade Organization (WTO) in 199
after the conclusion of the last GATT Round in Uruguay. The remaining s:
GAT'T members joined within two years. By 2007, the WTO had 151 mem:

bers on its rolls. It monitored and enforced the principles of liberal trad_;f'

conomies. Because of growth by 17 percent in merchandise exports from 1950
0 1999, the seven major industrial economies (the United States, Canada, Japan,
West Germany, France, Britain, and Italy) became more integrated in world
narkets. Even the United States, historically a self-sufficient economy, saw its
served as the barrier negotiation forum, and oversaw the implementation of all mports and exports grow to equal nearly a quarter of its gross national product.
agreements.'” conomic linkages became more pronounced in the 1990s and beyond, as China
Essentially policing national trade policies to ensure their compatibility witl ecame a major investor abroad as well as exporter. Japan committed to trade
liberal trade rules and to maintain open doors in the world economy, the power xpansion and also to direct investment abroad (building Toyota and Honda as-
embly plants in the United States, for instance), and Americans worked abroad

or global companies that sold goods around the world (General Motors made

ful bureaucracy of the WTO had a myriad of functions that quickly drew atten:
tion from critics and supporters. The organization served as a research and analy
: ars in Germany to exporrt to Japan; Compaq purchased hard drives from Tai-
van; IBM produced goods in South Korea and the Philippines; and seventeen

sis center, as a training forum for the developing world’s leaders to engage in
effective trade relations, and as the global commercial regime’s link to the IME
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nations supplied Boeing with aircraft parts). The resurgence of trade after 1950 from 1990 t0 2000 to $2.2 trillion), the advanced nations led by the Americans

led to higher levels of integration among advanced nations and berween thes - irned to negotiating down trade barriers in GATT and the WTO.”™

and the Third World and greater growth than during the so-called Golden Era - This meant that established labor-intensive industries fell by the wayside, re-

of European-led capitalist fusion from 1870 to 1913. Such open doors and marke P‘lﬂccd by the globalization of production in which cheap-labor emerging narions

driven cohesion led analysts to applaud the salutary effects of globalization on manufactured the goods the Americans, Europeans, and Japanese once made.

world politics; economic interdependence, opined some, prevented war, becaus The transformation wrought by the world market revolution not only meant

nations would not doom their lucrative trade and financial relations through. more competition from abroad for the advanced nations but structural changes

conflict with a close commercial partner. Of course, others believed that integr that did not necessarily privilege the powerful countries. That is, although most

tion heightened chances for disagreements or merely focused democracies to of the biggest transnational businesses were headquartered in the United Srates,

much on economics and not enough on their security, thus making them suscep they advocated vigorously for a free trade regime. Free trade would encourage

tible to pressures from authoritarian regimes. Whatever the theory, globaliz imports on behalf of consumers, job growth in the service sector, and US manu-

tion had undoubtedly been spurred by the enhanced economic contacts in the facturers who obtain cheap components that lower costs for domestic produc-

. 3 177 : . . .
era of integration. rion, enabling them to compete better globally. Marker liberalism also favored

fewer internal regulations on investments and more regulations to protect prop-
erty, product standards, and the like to boost capital lows around the world and,

Trade Battles

with them, exports. Thus, cheap imports flooded into US markets, raising howls

Due to its growing dependence on world markets, the Unired States (as well as of protest in Congress and among an emerging coalition of small and medium-

the New Labor government of Prime Minister Tony Blair, which broke with size businesses, organized labor, consumers, small farmers, and others as the in-

British socialism upon his election in 1997, in a trend that continued the fr dustrial and work landscape transformed. Quemoded industries went bankrupt

enterprise policies of Conservative Margarer Thatcher in the 1980s) also ¢ and injected efficiencies in the market. Automakers met the competition by

dorsed a policy of liberal trade that abetted the market revolution. Both America modernizing and becoming leaner. Untrained or uneducated workers, and older

and Britain pushed the process of globalization, which itself fueled more com- workers who lived in the beleaguered manufacturing areas of the country, were

merce, just as they had overseen the reconstruction of the post-World War I1 unable to participate in the booming high-tech service sector and other romping

global economy through a mix of marker and statist approaches. Entry into grounds of the transnational businesses. Steel, textile, auto, and electrical unions,

overseas markets would sustain and f:xpand growth. The United States and Brit: :imong OthCl‘S, lost hundreds of chousands ofj()bs, and wages piummctcd for the

ain embraced the open-door doctrine as both an opportunity and a necessity, obs that remained. The dislocations caused by freer trade were painful for for-

particularly as the oil, debt, and Japan shocks reverberated in the global econ- er union members, who had to take jobs in the low-end service sectors—

omy. Historically the United States had not relied on exports and imports for its security guards, fast food, janitors. Such conditions provided grist for the anti-

income; foreign trade in goods and services never reached higher than 10.8 per globalization protests beginning in the late 1990s by organized labor forces. In

cent of the gross domestic product from 1945 to 1970, and averaged 8 percent fdct, although the United States created 44 million net jobs between 1972 and

annually. During the 1970s the ratio doubled to zo.5 percent, and by the turn of 1992, none arose from internationally traded industries. Those went to Japan and

the century imports and exports amounted to 2.6 percent of gross domestic pro industrializing counctries like Taiwan, Brazil, and South Korea, which were not

uct. With improvements in transportation and communications, a strong dollar, so much free traders as single-minded export boosters who had access to the

and rising overseas investment (which doubled during the 1980s and tripled open American market.'”®
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The flipside of the statistics was that international trade had become more onal markers, were partly responsible for these conditions. At the end of the

lucrative and expansive than ever before in the postwar world economy, due s okyo Round in 1979, the advanced nations moved beyond rariffs to address

negotiations and integration. The history of globalized trade reveals a comp ways to enhance marker access, protect intellectual property rights, and setcle

cated process of winners, losers, and power. For instance, a study of the “trave sputes that marked the modern trade era. Duties on manufactured goods con-

of a T-shirt from irs origins in the cotton fields on a Texas farm to its fabricati tinued cheir fall from the Kennedy Round of the 1960s, but most important, codes

by mobile sweatshop labor in Shanghai’s Number 36 Cotton Yarn Factory an ort such nontariff barriers as subsidies, countervailing duties, dumping, and gov-

Brightness Number 3 Garment Factory to its selling point in a drugstor nment procurement were drawn up for the first time. Such protectionist ob-

south Florida and its final destination as used clothing worn by poor African stacles had proliferated as rariffs fell in significance. In sum, these codes allowed

revealed both exploitation and opportunity. The $1.42 T-shirt (which includ; ations to impose countervailing tariffs or seek fair treatment if hurt by domes-

" » . . .
24 cents in tariffs) fought off obstacles such as US trade barriers, Chinese by tic “safeguard” measures. A system of surveillance, consultation, and dispute

reaucrats who regulated Shanghai’s apparel manufacturing, and American poli settlement was established in the nontariff barrier negotiating process, but only

ticians who granted subsidies to farmers and protectionism to the textile indus: for signatories to the agreement. Thus, the many developing nations that did not

try. By the time a consumer put it on, the shirt had benefited foreign firms sign the codes remained exposed to discrimination. The Tokyo Round also failed

assuring them of a set amount of business under quoras, as well as Workcr to address voluntary export restraints, targeted and discriminatory safeguard

abroad who preferred underpaid, sometimes dangerous, and tiresome factor measures by the European Communicy, and agricultural protectionism~—the lat-

work to the grueling drudgery and culrural backwardness of life on a farm. Th ter the bane of the previous GATT negotiations. Neither the Europeans nor the

. . . . 18
system lasted until the struceure of apparel protectionism under the oft-renewn panese would end their protectionism in agriculrure.

1974 fiber international trade system of quoras on less-developed nations endé:' In the interim between the Tokyo Round and the new set of ralks in Uru-

thirty years larer. Up to that point, a perverse consequence of protectionisn guay that began in 1986, the forces of globalization had added to the list of po-

emerged as actual aid to industrial development in many small countrics. Afte nrial obstacles to the liberal trade order. These included trade in services, such

the demise of the quota regime, however, the monolith China took over th as banking, telecommunications, securities trading, insurance, advertising, and

manufacturing process, and its apparel exports surged after it reached deals with dara processing, that often faced stiff national licensing and tax regulations (and

Walmart, the world’s biggest retailer, which rewarded US consumers with th discrimination). Services were not addressed in GATT but amounred to an esti-

lowest prices. American retailers pressured Congress to lower trade barriers, ang mated 30 percent of world trade in the 1980s—and double that for the United

while other Third World counctries lost jobs, former textile workers in the Umtc States. As well, intellectual property rights emerged as a new trade issue, espe-

States found new jobs at Walmart, Targer, J. C. Penney, and other stores. Sucl cially as Third World nations copied computer software and audio and video

employment paid less, with far fewer insurance benefits, than their textile jobs averials to avoid the expense of developing these products or paying copyrighe

These were the hard realities of the global trade network, whose diverse partici costs. Furthermore, GATT needed to devise an agreement on trade and invest-

pants registered gains and losses depending on luck, perseverance, and entrepre ent issues, because governments had adopted means to protect their markets

neurial skills. The history of a T-shirt rendered debates between friends and foes: through domestic sourcing requirements, special licenses favoring local facto-

of globalization both complicared and, as the system of manufacturing and dis ries, and demands that investors export a percentage of their production or bal-

tribution wound its way through the world, increasingly irrelevane."® ance imports with exports wichin the host counery.

The compromises between freer trade and proteceionism inherent in th These problems were among the issues discussed at the Uruguay Round

GATT regime, which both encouraged and limited open-door access to na {1986-1994), the last GATT meeting before the nearly half-century-old forum
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was folded into the comprehensive WT'O in 1995. The pressures of globalizatio can tuna, to the applause of environmentalists. Mexico protested and the WTO

had so complicated and burdened trade rules that nations had formed the afor eventually ruled in its favor, arguing that trade rules applied only to the content
mentioned regional groupings to defend their interests and undertook bilatera

trilateral, and quadrilateral (the United States, Canada, EC, and Japan) negoti

of the product and not the methods of production. Saying otherwise could ser a
recedent that might gue the goal of curbing discriminarion in an open-door
tions to manage trade, seek access on particular items and sectors, and resoly
disputes. Such talks outside of the GATT framework undermined the multila

system by allowing nations any excuse to restrict trade. This was a victory for the
Third World. Developing nations were ever more on guard, for they believed,
eral regime; the postwar international trade system faced a collapse in the 1980 like the European corporate-raider-turned-politician James Goldsmith, that the
similar to that experienced by Bretton Woods a decade before. The global eco Uruguay Round would end up punishing the Third World as the “poor in the
omy’s American-led trade principles were in jeopardy. The Uruguay Round thy

addressed not only substantive trade issues but also an update of GATT itself

rich countries would subsidize the rich in the poor countries.”** The emerging
nations proved to be a problem, an indication that the international trade order
enhancing surveillance and review mechanisms, strengthening links to the IME had shifred its focus and would face challenges in the furure.
and World Bank, and expanding its scope into new areas. : Activists in the core nations recognized more than ever before that the strug-
The negotiations were difficult, oftentimes rancorous, and dragged along f gles of the poor nations required more attention than they were given by the
cight years with no resolution in sight until the 124 countries decided to coi WTO and other institutions. In the age of globalization, in which people en-
clude this most comprehensive GATT round in 1994. Industrial tariffs fell by: gaged in transnational, private exchanges across national borders without reli-
third, and textile quotas were phased out. Barriers to agriculture remained, bug ance on the state, many groups, nongovernmental organizations, and individu-
for the first time in a GATT round there was agreement on improving market als got involved in helping the economic development of the emerging nations.
access, replacement of insidious quotas with rariffs, and limits on subsidies. The - Scholars and experts began to speak of the movement of “civil society” in which
safeguard codes were tightened to define harmful trade and regulate resort ¢ thousands of volunteer civic and social organizations cropped up berween gov-
protectionist measures. Contracting parties also wrote an agreement on eradein ‘ernment agencies and corporations—filling a gap left by the state and the mar-
services that committed members to apply treatment on a nondiscriminatory. “ket—to effect change in the world economy. Their efforts ranged from security to
basis and provide a formal list of policies such as limits on the number of foreig ocial reforms and took on the characteristic of correcting the wrongs of and
branch banks allowed to operate in a country. Rules now protected patents; damage done by rampant free-market globalization."™
trademarks, and other intellectual property rights, although they would be Much of this work crossed over into the realms of peacemaking, diplomacy,
phased in over a long period to satisfy developing countries. Negotiations also and social reform, as in the work with children, adoptions, and refugees under-
took a first step toward a trade-investment code as well as on a telecommunica taken by movie stars Audrey Hepburn, Brad Pitt, and Angelina Jolie (the facter
tions accord that was completed in 1997."** : ~worked closely with economist Jeffrey Sachs in villages throughout Africa, en-
The Uruguay Round exposed new issues, such as the need for rules on ele gaged the WEF on global economic and social issues, and donated millions of
tronic commerce to allow access to national infrastructures, competition policy: dollars to causes). The WEF itself provided a forum in which to discuss and plan
to curb cartels that unfairly aided domestic over foreign producers in home ma measures to alleviate health and economic scourges around the world. It served
kets, and environmental and labor regulations. Regarding the environment; o alert the public to major initiarives in health programs, for instance; the Bill &
Americans tried to restrict tuna imports from Mexico, becanse that narion’s Melinda Gates Foundation offered substantial funds to fight disease worldwide
fishing nets killed porpoises, which could not escape the nets. US tuna produc:

ers were forbidden from using such nets, so Washington banned sales of Mexi

t Davos meetings of the WEF. And the private Gates Foundation irself—its
“money earned from ownership of the Microsoft Corporation—donated some
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$1.4 billion annually to health causes, more than the annual budget of the Wor] manera of alleviaring poverty and distress through market-based programs run

Health Organization. The efforts went back a few decades but really acceleratcd b)} business, government, and nonprofits. Clinton epitomized a new proccss in

in scope and effectiveness because of the communications wrought by the pr \e globalization trend-~a middle way between corporations and the state.!

cess of globalization. Ex-Beatle George Harrison had raised money for Bangl; Nobody exerted more effort in the Third World, however, than the rock star

desh in 1971 by assembling a group of famous stars, but Bob Geldof’s 1984-198; ono, who parlayed his celebrity and innovative thinking into relationships

Band Aid/Live Aid concerts, and his ten-nation Live 8 event in July 2003, which f;th top politicians. These connections earned him a presence at the G-8 sum-

some 3 billion people watched around the world, drew on satellite technology to its of the richest nations at Gleneagles in 2005 and Heiligendamm two years

garner big rewards. Band Aid/Live Aid, undertaken to fight poverty in the rer. Earlier Bono had demanded that the North cancel the debt obligations of

Third World, occurred over fifteen hours with 1.7 million watching, and raised he South. He then requested that the advanced countries contribute 7 percent

$100 million. Geldof designed Live 8 to pin down commitments of much mo f their gross national incomes to his antipoverty program in Africa. The civil

massive aid to the South by politicians to save the lives of an estimated 4 million ociety campaign in this regard did not exclude stars from the Third World. AE

people a year. In his characteristically undiplomaric fashion, he demanded that ican musicians like Youssou N’Dour, Baaba Maal, and Angélique Kidjo joined

First World countries provide $so billion per year until 2010 as well as efforts to Geldof on stage at Live 8."*¢ Cleatly, people around the world were mobilized,

combat AIDS and other maladies, cancel debts for thirry-eight nations (and ot just to wait for nations to negotiate trade and aid deals, but to do something

eighteen alone in 200s), and provide free education and health care to millions on their own, and the technology and integration of economic globalization

of poor children, by accusing the current generation of politicians of 1mrnora11y would assist them in doing so.

allow1ncr \vorld Poverty to Pefsgst in tirmes ofgrea,[ weal[h in EhC Norgh The next set of trade talks—the Doha Devciopmcnt round schcduled to be-

Orher celebrities often stepped into the wake of natural disasters to help in in Qatar in 2001—was the first to occur under the WTO regime. It came on

with the survival and recovery of areas. Princess Diana was well known for her he heels of antiglobalization protests and the terrorist attacks on the Unired

efforts with victims of war. Soccer star David Beckham appeared asa UN good- tates on September 11, both of which wrought changes in the global economy.

will ambassador in Thailand after the 2004 tsunami as well as in Africa. Media The mulcilateral negortiations had been slated ro start in Seattle under the name

mogul Ted Turner of CNN offered $1 billion to the United Nations over a ten- Millennial Round in 1999, but the developing nations balked when the United

year period beginning in 1998 for humanitarian purposes, and the funding was tates and European Union excluded them from talks on the traditionally difh-

used in health and educational campaigns. Former US president Jimmy Carter’s cult issue of agricultural trade barriers. They resentfully walked out of the forum,

foundation was active in trying to stamp out guinea worm and other diseases in and the Seattle talks collapsed. Massive street demonstrations erupted simultane-

Affica that burdened national and local economies and hindered the develop ously, led by an unlikely coalition of organized labor, environmentalists, anar-

ment of a healcthy workforce throughout the continent. The William J. Clinton hists, students, religious groups, consumer advocates, and political activists.

Foundartion did similar work, including a campaign in Malawi and Rwanda to They lobbied against corporate repression, the power of multinational firms to

stamp out diseases but also bring fair prices and market access for farmers. These urb government safeguards and push for unfettered capiralism, a weakened

Clinton global initiatives actually drew upon the forces of globalization by seek nion movement, poverty in the Third World, elitist international governance,

ing finance from governments but mainly from persons who were rich and well nd degradation of the Earth. Several corporations had already felt the wrath of
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connected in world civil society, such as Hollywood movie tycoons, petroleum he protesters.

The Nike Company was a case in point. Drawing on various strands of the
rocess of globalization, Nike had branded professional basketball star Michael

state royaley, and wealthy entrepreneurs in India. The former president enlisted.:
some fourteen hundred paid staff and volunteers in over forty countries with a-
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Nike plant in Vietnam that the supervisors humiliated women by forcing them
o kneel or stand in the heat and sun as punishment for not working diligently.
1 another indication of the gendering of globalized work in the market econ-
omy, 90 percent of the Nike worlkforce of thirty-five thousand laborers were ex-
Jausted and malnourished women, who worked twelve-hour days to earn $2 for
cach pair of shoes made, which eventually sold for forty ro fifty times thar amount
n the United States.

The resulting press and uproar prompted the Clinton administration to haul
in Nike, L.L.Bean, Reebok, and other manufacturers (and their spokespeople)
to sign a code of conduct limiting work weeks to sixty hours and requiring wages
at national levels. The protesters wanted even more—recognition of unions and
higher minimum wages, because the established wages were insufficient to pay
for adequate food and housing. The criticism continued, but by 1997 the Asian
economic crisis, along with the backlash, caused Nike sales to plummet by nearly
half its record sales of $9.6 billion. Michael Jordan remained a selling point, and
his corporation’s profits stayed high, but the image of globalization itself had
been sullied.’

Additional protests followed in ensuing months after the Seattle outburst.

The Live § concert, London, July 2, 2005, Musician and activist Bob Geldof (in white shirt v
finger in air) is joined by singer George Michael and children to perform the Beatles’ rune “H
Jude,” pact of the campaign by celebrities to promote aid to the impoverished poor nations of the

world. (Gecey Images) Even before Seattle in 1999, there were frequent displays of discomfort and anger

over the effects of the open door in permitting transnational companics to dom-
Jordan himself throughout the world. The company’s “swoosh” logo, coupled inate economies and even change cultural habits. Unlike Nike, which owned no
with “Air” Jordan’s magnificent maneuvers on the court, had joined together a - facrories but depended on specialists to negoriate production and costs with
global sports craze with satellite communications, advertising, a foreign inves ‘hundreds of manufacturers and shippers in several nations, the fast-food giant
ment boom in China, and cheap labor in Asia to elevate Jordan to iconic sta':'. - McDonald’s allowed locals in over one hundred countries to operate, staff, and
throughout the world in the 1980s. At the same time, however, tens of thousand._ supply its thousands of restaurants. The headquarters in Illinois retained half
of American laborers had lost decent-paying jobs at $5.95 an hour as Nike and ownership of these concerns. The problem was not its profirs, but its detrimental
other shoe companies moved production overseas. Nike paid workers in Indonesia influence on children’s eating habits and health (weight gain, teenage mania,
just 14 cents an hour for shoes costing $49 to $125. By the mid-1990s this tra £ - consumerism), family customs, and structures that trended away from nerworks
national came under withering atvack for exploiting foreign workers by not pa to individuals and embraced new forms of togetherness (birthday parties at Mc-
ing a livable wage, forcing them to work overtime, preventing unionization, and Donald’s rather than traditional celebrations at home}, and a change to market
overall subjecting them to subhuman conditions. In Indonesia, Vietnam, and values and entrepreneurship.’”
China, it was the same story—bad wages and worse conditions. In 1997 a mem- These transformations wrought by this powerful transnational corporation
ber of Vietnam Labor Watch, a US-based activist group seeking to protect worl “were fodder for antiglobalization protesters who found the open door to be a

ers abroad from predatory transnational corporations, noted after a visit to means for predatory capitalists to alter traditions and destabilize societies, all in
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the name of modernization and consumerism. Other protests were more co
crete. These involved, at times, tens of thousands of people (and multiple ar.
rests, injuries, and even a deach) in Prague, Quebec City, and Genoa in 200
and 2001, during, respectively, meetings of the IMF and World Bank, Summic
of the Americas (which planned for a frec trade zone of the hemisphere), and
the Group of Seven industrialized powers. Trade delegations reconvened
Doha two years later, just two months after the 9/11 atracks. This horrific even
gave impetus to negotiators to succeed in order to help the world economy r.

cover and provide a show of unity among peaceful trading nations who op
posed terrorism,

ministerial sessions in the WTO until the late fall. Globalization c«fmtinueé de-
spite the trade discussion breakdown, but the process was infused with quahﬁc?—
dons and regulations from all nations, and particuiarly those from t}.lc Soult 1,‘
and especially as challenging world economic conditions made negotiators less
- amenable to compromise. o
 One area that clearly displayed the force and effects of markert globalizarion
' was the environment. By the first decade of the twenty-first cent%uy, people
around the world had become knowledgeable about the rclations‘hi.p bctwe'en
 the global economy and the environment in which they lwed.. Dechnmg‘quaht);
- of air, water, and ground affected all nations, and dealing Wlth”the derrimenta
effects of climate change—or the buzzwords “global warming —became a top
priority of the {nternational community. The Kyoto Protocol of 1997 was an I;l:
rempt to reduce greenhouse gas emissions to an agreed-upon level by 2012. - ¢
United States, the most notable polluter, accounting for over 36 PCI‘CCI'.II of emis-
sion levels before the Protocol was ncgotiatcd, signed but did not ratify the .ac-
cord, out of fear it would overregulate, and thus crimp, its economy. Emerging
nations like China and India also were not parties to the Kyoto Protocol—-thes‘e
big polluters claimed that they were exempt from the requirem‘ents becactllse thei :1
- development took precedence over the environment. The "[hlrld World argue
that the advanced nations should shoulder the burden of cleaning up the world

The seven-year Doha talks became a contest of wills between the North and

a large contingent of angry traders from the South. At a Cancun gatheringin
2003, a new Third World trade bloc called the G-20, led by Brazil, China, Indi
and South Africa, prevented resolution of four so-called “Singapore issues”
(trade and investment, competition, government procurement, and customs i
sues) that had arisen from WTO meetings the year before and that now creared
controversy at the Doha Round. The developing and developed worlds were also
at loggerheads over nearly every trade item, the most prominent being agricu
ture and more specifically export subsidies chat allowed an edge over Souther
commodities to European and US farmers by an artificially priced world market,
Alchough the European delegation pledged to end subsidies, its member states—
namely France—refused to go along, out of their traditional embrace of EU .
ricultural protectionism. By mid-2006 the Doha talks were in trouble, and the
crisis deepened when the US Congress renewed farm subsidies for five years:
Afrer India’s commerce minister announced that he was not “risking the liveli-
hoods of millions of farmers” by allowing subsidics, and China backed him with
a call for tariffs to protect poor producers in the South, the Doha Round col:
lapsed in July 2008. Recrimination passed all around, and hopes for the ralks td_
restart foundered in the ensuing global economic meledown."® _
That the WTO’s first round of trade talks stalled signified neither that the
negotiations had aborted nor the end of liberalization efforts and a crimping o'_f'
globalization. Resolution was possible, for never had a major mulrilateral trade
round failed to produce an agreement, but negotiators discussed Doha issues Ot:l
the sidelines of other economic conferences throughout 2009 and notin formal

' . . £ 191
‘and keeping it safe. .
Nonetheless, later accords, such as one at Montreal in 2005 and the Copen-

hagen agreement in 2009, pledged cutbacks in emissions (cven‘ iflevels and c.lcad-
lines to do so were left vague), and many localities adopted their own compliance
levels. Negoriations for voluntary international partnershlips to develop alct_:rna-l
tive energy sources sprangup around the world. Corporatlo.ns a-nd traflsnatlt??a

businesses 2lso jumped in: a group of tweney-four companies, including British
Telecommunications {BT), Hewlett-Packard (HP), Toyota, Siemens, and Volk-
swagen, proposed a global emissions trading scheme that would sct“lim'itﬁ on
how much greenhouse gas countries could emit and would deffnc emissions
ghts.” This carbon “cap-and-trade” scheme assigned to corporauorfs and other
groups a certain amount of «,llowances” or credits on emissions, which could bz
sold to big polluters who exceeded their cap. Businesses that poli.utcd less earne

profits from the credits; those that did not had to pay for polluting. Companies
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sought these types of limits out of an interest in more certainty for long- he rates were reasonable and people were given aid to help pay for services. They

investments and a more level playing field. In other words, market principle .uld be turned away from such dirty, and costly, energy sources as kerosene and

practices entered the environmental field. Barteries, and toward subsidized electricity grids thar already allowed the rich to

[ive more cheaply.
~ As a direct result of market thinking, a “micropower” approach swept the

So did technology. A leading business that focused on reducing its “carbe
footprint” was coffee retailer Starbucks {which had emitred an estimated 295,04
tons of carbon in Norch America alone in 2003); it focused on gauging m orld, in which small systems and facilities that were initially expensive could
precisely its sources of power for transport and roasting, and committed itsg:i bevi&c cheaper energy over time, as well as autonomy for poor people and
generating 20 percent of its energy use from wind power. Starbucks also engaged groups. In Yemen, locals set up small, privately owned and operated electric gen-
in high-profile campaigns, such as “Green Umbrellas for a Green Cause” and 't Ltors to service households not reached by the country’s inadequare grid sys-
online Planet Green Game to encourage consumers to “go green.” In 2 . In India, the Tata Energy Research Institute developed energy supply links
Google also helped creare a marker for eco-friendliness by leading a groﬁp _'}oss many small villages and focused on the efficiencies of conserving kero-
forty companies (including Starbucks) in kicking off the “Climate Savers Conp ne, diesel, and biomass to “green” the village. A nonprofit organization called
puring Initiative,” a project aimed at building and buying computers that we Preferred Energy Incorporated initiated efforts in the Philippines to build a
more energy-eflicient. Neither Google, Starbucks, nor many other firms wish icro-hydroelectric facility on a creek to service neighboring villages. The proj-
to disclose their carbon footprint data, because this would reveal compe' it :l; was jointly undertaken by several donor agencies and local residents. The
information; nevertheless, Google kept watch on the size of its emissions_” 6;1ors supplied the necessary equipment, while villagers provided labor, materi-
sought to use noncarbon energy sources for much of irs power needs, and pu als, and organization. Evidence of the power of globalization was clear in the
chased carbon offsets for the rest. Recently Google flipped the switch on 1.6 meg ost remote and strapped areas of the world."”?
watrs of solar power modules on the roof of its Mountain View headquarters.

Some European nations, and the Obama administration in 2009, conside Crisis
imposing a “carbon tax” on “dirty” imports, although this would amount to ;
protectionism and would have violated the market precepts of the WTQ M In fact, trade frictions stemmed also from repeated financial problems with the
In the poor and developing world, remedies to the plight of indigenous poj ost—Cold War global market system. In 1994, for instance, the sudden devalu-
ularions, who were often the victims of environmental degradation, sprang up: ion of the Mexican peso precipitated a currency crisis as American banks faced
a result of the melding of market and nature. Eco-tourism and sustainable tou aults on their enormous loans to Mexico. Only a $so billion loan by the US
ist initiatives flourished globally to save forests, islands, seas, and wildlife that overnment in randem with international lending agencies stabilized the peso
were being damaged and depleted by globalization’s thrust of transportationand nd prevented the collapse of many American banks. Across the world, the dis-
communication networks into remote areas. Furchermore, many poor count ution of the Soviet Union and its empire led to lackluster economic perfor-
lacked the capacity for new sources of energy or the money to import them; an _é_ncc at best and sheer crisis at worst. In Eastern Europe, new democracies
estimated one-third of the world’s population went without the modern energy ind themselves bereft of needed large-scale aid from Western Europe and
services of lights, refrigeration, and transport (let alone telecommunications and orth America in their transition to liberal capitalism. Instead, the United
information technology). An impending population explosion in the worl tates and the IMF, coached by advisors such as Harvard economist Jeffrey
achs, advocated marketization by “shock therapy” rather than by gradual

wardship—as had happened in China after the fall of Mao Zedong. The goal

poorest areas boded ill for finding solutions. Yet the World Bank did not's

hopelessness, because roughly a billion people could afford commercial rates;
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was to break with the communist system through a decisive switch to fre o billion, in order to maintain irs value against the US dollag, but the effort

enterprise capitalism and to promote a permanent turn to democracy. Although iled and the currency was allowed to float. As a result ic lost nearly half of its

Poland Ehrived under Ehf: radical OVCI'hﬂll]., Elﬂd most 0{: thc Baikan Ilations far :;\'luc in a matter of days, despite massive govc[nment purchases, and by Septcm-
well, the Western European investors who provided the bulk of the capital care r 1997 the baht had been devalued by 70 percent relative to the US dollar. Due

less for long-term growth in the region and more for quick profits. The form s the integracion of the ASEAN nations, the lack of confidence in Thailand’s

Soviet satellites counted on integration into the EU for their development wh conomy spread anxiety to neighboring Malaysia, South Korea, Indonesia, Sin-

big aid packages were not forthcoming from a rather visionless Western Euro apore, and the Philippines. They witnessed tremendous selling sprees of their

which was preoccupied with its own problems and fearful of weakening the; wurrencies as capital sought haven elsewhere. Stock markers plunged, losing one-

union by admitring southern Europeans susceptible to Islamic fundamentalism hird to one-half of their values, for investors understood that firms would be

EU enlargement took place, but only after the damage of shock therapy was
194

inable to repay debt due to the plunging values of regional currencies. Indone-

done. For Russia, the experiment turned out to be most challenging. ia's stock values fell by 46 percent and Malaysia’s by half. Exchange rates fol-

The advent of Russian Federation president Boris Yeltsin's plan for radic swed downward; the Filipino peso dropped in value by one-fourth. About 150

market reforms through austericy programs advocated by the Unired Statesan - sancial institutions in Asia closed or suspended operations, were nationalized,

the IMF in late 1991 plunged Russia into economic crisis. Shock therapy’s ri came under IMF control.

ping apare of the socialist system by rapid privatizarion and cermination of pri - A sudden and severe recession swept over a region that had been noted for its

controls pushed an estimated one-third of the population into poverty. Both t it igorous growth through globalization. South Korea, for one, saw its eleventh-

gross domestic product and industrial ourpur contracted by half. By 1995 the lace world economic ranking, based on gross domestic product, fall to seven-

neoliberal market jolt prevented Russia from paying off its external.debe, an enth, behind India, Russia, and Mexico, in a matter of two months. The Four

privatization handed over state enterprises to corrupt officials with ties to orga igers were tamed {South Korea accepted an IMF bailout in return for laying off

nized crime. An enriched Russian mafia exported much of rheir newfo millions of workers) and Japan—already suffering economic woes—also felt the

wcalth frorn thﬁ COUHEIY inan outpouring Ofbillions Ofdoﬂars in capital Hig 'ing_ 'I-hc CH-CCtS lingcrcd for a ycar or $0. For insta_nce’ the Philippincs experi-

Meanwhile, Russia decayed into depression, environmental degradation, and oc. nced zero growth in 1998. The Asian contagion then spread beyond the region

casional violent lawlessness as strongman rule clamped down on the command to Russia, Brazil, and Argentina and threatened to infect the entire world. In

ing heights of the economy. As a resule, the capitalist world abandoned its policy ate October 1997, the US stock market fell by 7.2 percent on worries about the

of rapid change, searching for ways ro create “less shock and more therapy for ¢ Asian crisis. Indonesia erupted in riots to protest the suffering caused by the

. . .. . . T E95 . . s i . R
Russian people,” noted a Clinton administration official.” Communism wa downturn, its dictator fell from power after a thirty-year reign, and Thailand’s

surely dead in this pillar of Marxism, but the process of globalization undercu ime minister also resigned.**

the very fabric of Russian society and placed in question the country’s viabil Globalization had been trumpeted as ushering in the end of history—

The global market economy again revealed its vulnerabilities and interdepen. eaning the arrival of liberal democracy, including open-door capitalism, as the

dence, and the tension between American market ideas and American pow nal form of human governance. Buc now American free-market ideology and

and leadership, during the so-called Asian crisis of 1997-1998. Investors in Thai ts Washington/Wall Street advocates were branded as dangers to the world econ-

land had borrowed in foreign currencies to finance stocks and real estate, bu my. As money flowed around the globe through financial liberalization in a

when values went sour they began to sell Thai currency (the baht) and seek cove rderless world, the IMF had joined purveyors of American free-enterprise to

in dollars or yen. In short, the government tried to buy up the baht to the tune o emand that nations liberalize capital accounts in order to right their payments
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deficits. Washington, for its part, blamed foreign corruption and inadequate erate within the dominant culture. Bin Laden rook advantage of the
g p Qquate uld op b

counting standards for the crisis and pushed for even more liberalization ast :-formasion Age, with its easy access to technological know-how, by obraining
remedy. Treasury Secretary Robert Rubin, who had coordinated the bailou ructions from the Internet on making explosives. The migracion of millions
the Mexican peso four years earlier, and Federal Reserve chairman Alan Gree -::Peoplc across borders allowed his suicide teams to pose as students and tour-
pan turned to the IMF to quell the turmoil, much like the Unired Stares. rs in this jet-set era of expanding, cheap travel. The boom in container shipping
done during the Latin American debt crisis of the previous decade. The the integrated transportation system wrought by the global economy and lax
manded heightened free-market practices in every nation. Thus, beginning curity procedures on the part of overwhelmed American customs officials al-
October 1998, Greenspan lowered American interest rates six times to stimulag wed the relatively unchecked entry of tens of thousands of containers flowing
imports from Asia. This helped narions of the region repay debr obligations' ‘and out of ports daily. Terrorist networks, along with drug-runners and gangs,
placed further stress on vulnerable US industries like apparel manufacrarg 1rived in such an accessible, permeable, and huge open market that was difficult
which closed up shop and moved abroad to Mexico, Pakistan, or China, whe to police due to its sheer size and volume of commerce.'”®
labor costs were cheaper. In Asia, Thailand and Malaysia led others in tough. - Signs of global recovery from the September 11 ateacks were apparent as early
forms of their domestic economies by imposing regulations on banks and auste ooz, and international trade and investments resumed amidst the sober real-
ity measures to attract international investors. Clearly, crises stemmed fr ation that globalization would continue despire the subsequent curn toward
greed and overreaching but also from the fundamentals of transnational produ ._.lxance on the state, national security concerns, and war. In essence, although
tion, vast capital transfers, and other elements of the globalization process th the world could not recurn to the Washingron-led framework of a half century
enriched hundreds of millions of people but did not help billions more.”””Th cfore, it was evident that the market had not replaced the nation as the only
Asian financial fiasco abated, although the upturn would not endure for lor ynamic actor in the world economy. And history could repeat itself in another
once the 9/11 tragedy rocked the global economy and exposed the vulnerabiliti ay, as global economic downturns did not seem to be products of a dusty, irrel-
of supply chains that stretched around the world. ant past. By late 2006 the world headed once again toward a collapse of bank-
g and manufacturing, as it had faced seventy years prior. And once more the
arket leader—the United States—stood at the fore of the problems.

Market or State? =

- When American home prices began to fall, a rash of defaults on subprime
The terrorist attack orchestrated by Osama bin Laden showed the dangers an ome mortgages (loans made to low-income homeowners with troubled credit
pitfalls of market doctrine, in that globalization fulfilled the long-held posﬁv istories) ensued and eriggered a massive number of foreclosures. Loans and se-
American hope for openness, which by its very nature, ironically, facilirared such rities backed by subprime mortgages lost their value, straining the banking
deeds. Open borders not only boosted access for corporarions around the worl nd insurance systems in the United States and then worldwide. A global credic
burt allowed criminals and terrorists ease of entry. Nations had been dealing wit runch followed. By mid-2008 the world economy was rocked by a sharp rise in
drug necworks and transnational gang and criminal violence for decades; na gasoline prices to levels not seen since the oil crises of the 1970s. By October the
cotics trade amounted to an estimated $s00 billion a year by the new miller MF issued a bleak forecast, predicting that the advanced nations were already
nium, and gangs raked in somewhere around $7 billion as they annually me{:'d in or approaching a severe recession and that growth for the following year
four to five million people across borders. Criminals mimicked corporarions in ould be the slowest since the 9/11 tragedy. Risk taking and major players in
forging alliances to maximize efficiency, promote cooperarive endeavors to e westment markets—Bear Stearns, American International Group, Lehman

hance profits and opportunities, and include people of diverse backgrounds who Brothers, Merrill Lynch, and Citigroup—went out of business or were acquired
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by competitors for a fraction of their previous value. The two big US governme | depositors in Britain, Denmark, Germany, the Netherlands, Austria, and

lenders, Freddie Mac and Fannie Mae, saw their $5 willion in mortgage-backe way who had invested heavily in Iceland’s banks (Britain had deposits of $1.3

.. . . 199
securities placed in conservatorship by the government.”™ As central bank: hon, for example) now demanded repayment. When it was not forthcoming

scrambled to pump liquidity into frozen money markets, the IMF warned tf ome agreed to temporary loans to Iceland, whereas the Netherlands and Britain

not only would the housing slump in America, Spain, and elsewhere crimp woze lceland’s assets in their countries and sued Iceland. The meltdown that

North, but developing nations would also suffer from soaring food an me to pass in 2008 and zco9 hinged, at bottom, on disproportionate global

prices and slackening demand. “The world economy is now entering a major down cbt that threw the world credit markets into ¢ risis.?

turn in the face of the most dangerous shock in mature financial markets sing As stock markets embarked on roller-coaster rides, plunging by hundreds of

200
the 1930s,” noted an IMF report at the end of the year. sincs in a single day then rising just as sharply the next, governments and finan-

That statement proved prophetic; by March 2009 the economic news.y +s around the world huddled to strategize about selutions. Ceneral banks co-

bleak around the world. Taiwan’s output had shrunk by over 8 percent in the las dinared interest-rate cuts, although the tcumult continued in the economy. In

quarter of 2008 alone, Russian and American unemployment rose to above ¢ia, which was experienced with such turmoil, the free-falling dollar posed

percent, the currencies of Eastern Europe plummeted against the euro and. thy orries. Critical exports abroad slowed; Japanese carmalers witnessed such a

dollar, Japan faced its worst recession in decades (including the “lost decade” ¢ Lo in consumer demand in the United States, and a world mired in the

the 1990s), and aucomalkers around the world were heading for bankruptc orst auto downturn in a quarter century, that Toyota suffered its first losses

Some observers even saw a complete failure of capitallsm and America and th ince its birth in 1937. Like others in the industry, it turned to belt tightening by

world descending into a prolonged depression.*” rbing worker benefits and even pondering layoffs. Indonesia’s stock market

Iceland’s experience wich privatized banking speculation gone mad show, halted trading repeatedly during these years, and investors looked for safe ha-

the dangers of both greed and a shaky world credit system so integrated by globa: ns in banking systems in precarious situations at best. There were not many

ization that tremors in one economy affected many others. The country’s finance fe places to deposit money. Analyses agreed that interest-rate cuts would not

lirerally collapsed, but not because of exposure to the American subprime moret - sufficient; conventional macroeconomic tools could not prevent violent mar-

gage crisis. Rather, the sickness was due to excessive leveraging—too much reli cet gyrations that threatened the biggest global economic collapse since the

ance on debt as a means to enhance rerurns on investments. Borrowing heavi Great Depression.2”

from foreign lenders and depositors, banks lent freely to investors who leverage Soon most nations announced huge financial aid packages (the administra-

their capiral in a buyout spree across Europe on the notion that the stock marke on of George W. Bush stepped in with tax rebates and then a huge bailout of

would forever rise, rather than on basing their accounts on adequate reserve ¢ financial secror totaling $700 billion, and President Barak Obama added

Icelanders became affluent by running up tremendous debt by borrowing fron billions more to the emergency aid to institutions and consumers alike in 2009)

foreign banks that offered lower interest rates than they could receive at home ‘rescue failing banks in a move that amounted to the nationalization of the

As long as the Icelandic kréna remained strong, repayments of these loans wer ohal financial network. The “Big Three” American carmakers also trooped to

feasible. As insolvency hir worldwide financial markets in 2008, however, fo apitol Hill, requesting government assistance for the beleaguered US auto in-

cign banks stopped lending and the kréna lost 43 percent of its value against th dustry. Bush stepped in with minimal assistance when Congress refused to

dollar. Soon no traders would buy it; interbank lending halted. Bankrupteie elp, and then the Obama administration shored up Detroit with Funds while

swept the world and over the country and the stock market shut down temporar oversaw bankruprcy deliberations by General Motors and Chrysler to compel

ily. The government nationalized the banking system. Yet thousands of indivi'gi organizations that might save millions of jobs. Whether these fixtures in the
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Regardlcss of the better forecasts for international recovery, nations and
_snationals around the world were entering, many feared, their own lost de-
e Iceland’s experience was one example, as was the ouster, due to the Japa-
- pcopic s frustration wich fifteen years of prolonged recession, of the pohuca[
ty that had long been predominant in Japan. The number of “failed states” in
1 emerging world also increased: in Somalia, so few people benefited from the
sculeural export economy that many turned to piracy. Zimbabwe’s corrupe
crnment provoked violence and left that country bereft of a workable eco-
nic structure, and its people with a lower per capita gross domestic product
o0) than Somalia’s pathetic level of $600 (the US fignre was $49.900 in 2009).
ation soared; outsiders estimated that four out of five Zimbabweans lived in
t poverty, and the country perched on the brink of total collapse. Africa
-on average, never fared well under the market regime of globalization, but
¢ cconomic crisis of 2008—2009 worsened its prospects even further.”

Giant seimulus plans in Europe, North America, and Asia showed, at least,
winterlinked the global economy had become and that no nation, institution,

‘The Great Recessi i :mbe ied i favik agai s Teel: . . . .
he Grear Recession begins, November 15, 2008. Proteszers rallied in Reykjavik ¢ against the leel; vestor could make a move mdf:pcndently of another. Like Ind1a, Brale, and

dic government’s inept and permissive policies toward banks. As bankruptcies mounted an

Icelandic kréna lostits value with the onset of the global financial collapse, the government naslon ".ith Africa, China went on a StOCk’tmding spree n the first decade of the

alized che banking syscem. (AFP/Gerry Images) oos; stock traciing amounted to 230 percent of the nation’s gross domestic

duction in 2007 (quadrupling over seven years). The country’s merchandise
de also skyrocketed over the same period. And China, which held a signifi-

American economy would survive remained in question as globalization to

1204

its toll. it portion of US debt, warned the Americans on this score. For their part,

The outlook slowly improved but ie was clear that in many cases, the worle ericans worried about China’s growing presence in their economy. They were
economy had changed for the worse. By spring 2010, US banks had lost abou nable fully to accept that financial markets were so globalized that there was no
$88s billion, British financial institutions suffered a drain of $4s5 billion, eur aping the influence of another big power*** As American economist and No-
zone banks saw their accounts plammet by $665 billion, and Asian losse Prize winner Paul Krugman noted, rthe need for international cooperation
|  imperative, “because we have a globalized financial system in which a crisis

tbegan with a bubble in Florida condos and California McMansions has

amounted to $2.3 billion. Spain, Hungary, and Greece threatened to default o
their debts; overextended banks in France, Germany, and Austria created fear
of more turmoil and instability ahead, and even an undermining of the euro atised monetary catastrophe in Iceland. Were all in this together, and need a

Leaders at G-20 summits pledged to reform finances and trade, and seek to cre hared solution.”*"” Such sentiment was widely shared and acted upon.

ate more employment, but they undereook few specific measures to address thei In September 2009 the G-20 summit of the twenty largest economies in the

growing public debts and balance-of-payments imbalances. Still, by late 2010 th rid met in Pittsburgh, Pennsylvania, to discuss the economic crisis and how
global economic signs improved for sustained growth; into 2012 the employ: reshape policies to safeguard the global market. Leaders debated a host of

ment picture picked up in America, even as it sagged in Europe. nsnational problems, including security and environmentral issues alongside
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the weak economy. They focused on the current recovery agenda but alsg "{;l?-fion’ who profited at the expense of the “99 percent,” the middle and lower

knowledged a significant transformation, agreeing that for future discussion 5. That the powerful recovered, abetted by politicians, while the vast major-
the agenda for global economic matters they would replace the exclusive ¢ che middle and working classes remained mired in recession, was not too
gathering with rhe G-20 group, which included emerging powerhouses |j to fathom, just as the Arab Spring, beginning in 2010, showed that a large

China, Brazil, and India. Some experts looked on this development as a'y ;céntﬂge of, say, Egyptians barely subsisted while a fraction of the elites pros-

+d. For decades the working and middle classes have been undermined by

shed, a point in history where the power to arbitrate world marker forces s .

beyond the United States and Europc.ma int giobal—and unelected—bureaucracies and financiers, whom protesters
Forecasters soon looked more positively on the world economy, altho ved were held unaccountable to the common voter, and who were benefi-
they were not greatly excited. High-income nations were expected to gr ¢s of the great movement of the times—market globalization.”" Any im-

about 2.7 percent between 2010 and 2012, while poorer nations’ economi svement in the global economy was a welcome development, although para-

ing not suffered from the downswing in stocks and credic defaulrs, were faj doxically it took another world financial conragion to show both the perils
seable. Qutside of the Eurozone, recovery and growth appeared to be i the possibilities of the post—World War IT American march through the
cards; in China, Russia, Brazil, Mexico, and India, growth would be robust 1 door 1o 2 regime of free enterprise and globalization that guided the eco-
though not as stellar as before, as, for instance, in China), and even th mic hopes, political protests, policies, and prospects of a host of nations and
economy was deemed to return to some dynamism as losses in bank assets ngnacionals.
clined below expectations. Great Britain suffered through extreme austeri
measures to position itself for recovery in the future. However, the un

. e The Record
tainty in Europe due to the continuing debe crisis, which had spread to I_rei
and Spain, troubled economists. Even the strongest economy in Europ Even. though the severe recession of 2008-2009 put in question the merits of
Germany-—grew anemically at .2 percent in 2010, a rare that would rise the n regulation of the global economy, that downturn signaled the integration of
year only to 1.7 percent. As a whole, the Eurozone nations had growth rates ck markets, banks, and producers around the world. The open-door model
feeble 1 percent in 2010. And although capiral flows rose to the developin under stress but trundled on as a paradigm, in part by default but largely
tions, fiscal restraints in the rich nations would likely reduce the amount o cause it offered the potential for growth, profit, and development, just as it had
to the Third World. This would have serious consequences for Third Wor ince 1945. American leadership weakened as new powerhouses in Europe and
economies and modernization. Subtracting the solidly growing countries ik ia challenged Washington’s hegemony. Thus, perhaps the most marked suc-
China and India, the developing world was still in the doldrums. ‘of US stewardship paradoxically undermined American suength at the
In short, the record indicated a slow but steady uptick in economic acti fn_é time. That is, the United States created and engineered a global capitalist
worldwide, but that the global economy would remain fairly sluggish—an onomy, based on free enterprise precepts, that was so open and expansive that
pecially unable to provide the necessary large percentage increases in emplo ed to democratization in the management of trade and finances. Pluralism
ment activity—for the medium term.** In response, bankers were hearcene d power sharing signaled true globalization—the objective of the United
were stock exchanges around the world, but the optimism was tempered | tates for decades. In the world economy, there was no longer any room for the
wave of protests, beginning in Spain and spreading worldwide by October 2 '
Spurred by demonstrations at the capitalist system’s ground zero—Wall Sereet he Nixon period. Globalization required global collaboration; no person, cor-
protesters demanded an accounting by the supposed richest “1 percent” of tht ration, or country was an island.
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While globalization endures as a work in progress—mainly becaise Bate the problems of economic structures, processes, and power-sharing

process and not an end result of exchanges in the world capitalist order. es, and even issues of morality in the global economy. People, corporations,

cord since 1945 reveals winners and losers under the American regime ser transnational entities would carry seeds of change, protest, and growth

doors and multilateralism. All traders and investors enjoyed ups andsuf \em as they crossed national boundaries. Countries would put forth new

downs during this long period; the miraculous rise of Japan and then:its g nd negotiate agreements to forge an ever-expansive system of profit that

tacular slide in the 19905 was a case in point, as is Germany’s ascent from ba eds and ambitions. The United States showed no signs of succumbing to

ity and utter destruction in World War II to the heights of European capiral cacus of a second-rate has-been, even as it struggled to influence the world

and then its recent struggles with high unemployment. The United my. At the heart of American designs lay the force of the markert that the

reigned supreme over the global economy just after the war and fell into th States injected across the globe, along with irs sheer size and economic

drums of the 1970s bur emerged as the champion of globalization in the 19 ¢ Postwar American free-enterprise ideology and practices opened the

Thailand rurned out to be richer than most developing countries, but its q to the explosion of globalization, which would be battered and contested as

of life was lower than most—Thai citizens enjoyed high incomes but lac nurtured and applauded by nations and peoples around the planet. Mar-

proper sewage systems, suffered from flooding, and played catch-up in the In ces proved transformative in various ways and with many consequences,

mation Age because they lacked sufficient high-tech expertise. Some nati ¢ United States unleashed the power of free enterprise that shaped the lives

hillions in negarive and positive ways.

never recovered their economic grandeur in the postcolonial era, yet Europ
imperialists such as Britain, France, and Holland found success in regional
gration. In Africa, Latin America, areas of the Middle East, and parts
old European communist bloc, the ills of economic mismanagement, debt; n
ral crises, insecurity, doctrinaire market policies, inadequate generosity an
patience with diverse models of development in the North (and especially o
part of the United States), and a lack of self-sufficiency mired hundreds o
lions of people in poverty (although the United Nations found that the'nu
ber of people living in extreme economic duress worldwide dropped from
billion in 1990 to 1.4 billion fifteen years latex—much of this due to prospe
in China)*"" It should also not be forgotten that one of the golden era
globalization—the late nineteenth century and early ewentieth century, wh
witnessed improved communications, high growth rates, financial and inves
ment stability, and world economic integration—ended abruptiy with the disa
ter of a world war in 1914. Politics and power can interfere again wich the proc
of globalization.

Although the world economy benefited some and hurt others, and althou
people around the globe could hope but also despair, it was clear that leade
would continue to wrestle with economic theories, models, and results. Just li
during and after che Second World War, experts and poliricians would contint
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