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ABSTRACT

A Per spective of Global
Capitalism

by
James Soller
Dr. Jonathan R. Strand, Examination Committee Chair
Associate Professor of Political Science
University of Nevada, Las Vegas

Since the 1970s, the political-economic structure of global society has undergone
drastic restructuring. International political economy is concernddpritviding
explanations for these changes. This thesis will provide an alternative view of
international relations that is often marginalized in the mainstreamatiite. It will be
argued that global society needs to be understood under the historical context of
capitalism and the class relations that stem from it. Central to this anyisme
Gramscian derived articulation of hegemony. Thus, hegemony will be conceptualize
this thesis as a transnational class that governs over global societynthomsgnt and
coercion. While hegemony is usually understood as a dominant state or a collection of
powerful states, the state-centric perspective that has persistednatioteal political
economy will be rejected. Moreover, the driving force behind the reorientation of
production, finance, institutions, ideas and social relations in recent decades is a
transnational class movement of capitalism or what will be referred tasithésis as
neo-liberal hegemony. From this perspective, neo-liberal hegemony can betaodies

a class configuration of productive forces, institutions, transnational firreiesttals,

political elites and most importantly the role of ideas.
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CHAPTER 1
INTRODUCTION

Since the end of the Bretton Woods eifze world has undergone a significant
structural transformation. Neo-liberalism is a term that is commonly osgektribe the
contemporary order of global capitalism. This transformation can llsustdl to a
movement on the right to dismantle the post-war Keynesian policy regime andgatte
redistribution in the third world. In recent years, neo-liberal discoursegnaistently
won out in the battle of ideas, productive practices and perceptions of common sense
pertaining to world order. This has resulted in a profound effect on both domestic and
international forces. Moreover, the expansion of free market forces and mabitleas
has engendered globalization.

In the developed north, neo-liberalism has been consolidated through a hegemonic
regime of discourse and policy devoted to market fundamentalism and individual
autonomy. Along the periphery, it has been imposed on politically powerless populations
through development banks, multinational corporations and transnational elites. Despite
the rich diversity of global society, a large number of people, including somg livthe
wealthy north, are subjugated to a one-size fits all version of liberal demoCeatral
to the discourse of neo-liberalism is a strong appeal to freedom and demobracy. T
vision however is becoming increasingly shallow and contradictory as vast papaiat

the expanding periphery are governed by the antagonizing interests of angmoally.

The Bretton Woods program was implemented in respém financial deregulation that offset the Great
Depression. It sought to regulate through a fixechange rate, rules for commercial and financial
interactions between the advanced industrializechtges.
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During post-war Keynesianishihe state provided a modicum of social safeguards
and limited transborder flows of goods, services, and capital. In the last fededeca
however this system has been replaced by the expansion of market forcesd.tG &mis
transition has been the role of free market ideas, transnational corporatizet®, pri
banks, financial institutions and the global restructuring of production. Moreover, the
structural power of global capitalism in the early twentieth centurysrimapossibly
outranks the power of market forces witnessed in the late nineteenth century.
Consequently, by the late 1990s, the richest one percent had a combined income that is
equal to nearly sixty percent of the world’s population. The income of the worllksstic
five percent was 114 times greater than the poorest five percent. In 1960, the income of
20 percent of people living in developed countries was thirty times greater than 20
percent of people living in third world countries (UNDP 2002: 19). By 1997, the disparity
increased to a ratio of 74 to 1 (UNDP 1999: 36-8). With these issues in mind, one purpose
of this thesis is to analyze global society from a critical persgediperspective that is
often marginalized in the study of international political economy.

Building On a Gramscian Perspective

It can be assumed that the study of international political economy is roededth
explaining the complexities of international relations and the implicatiortedduture.
Traditional approaches to the field of study have been state-censpepsves or held
an underlying assumption that the expansion of market forces can be understood through

an apolitical and objective viewpoint. Approaches such as these however magreé/se

’Keynesian economics is a macroeconomic theory dpeel by in the early twentieth century by John
Maynard Keynes. Keynes argued free markets leatefliciencies and inequality. Therefore, market
activity needs to be stabilized under a systenegtilations that allows for investment and produrctio
while also implementing mechanisms of redistributio
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limited in their power to realistically explain contemporary glolbaiety. Moreover,
theory should be fluid and elastic in order to keep pace with the changing dyrmdmic
global society. Contemporary theories of international relations therefedetmenove
beyond state-centrism and understand the fluctuations of global society undertéxt c
of historical capitalism and the asymmetrical class relationshipstidss will draw on
insights from Antonio Gramsci’s conceptualization of hegemony applidteto t
contemporary order of global capitalism. Gramsci was a journalist, ppites and
political activist during the time of Italian fascism in the 1920s and 1930s. His thieory
hegemony has inspired a significant amount of scholarly research inltheffie
international political economy and has served as an alternative view irstamdieng
international relations

Beginning in the 1980s, Robert W. Cox almost single handily made Gramsci's
theoretical abstractions relevant to the study of international politicabety (Cox
1981; 1983). Since then, other scholars often referred to as neo-Gramscians have
produced important empirical research that depicts the global restructudagitaflism
in recent history from a critical perspective. Robinson however points out that even some
of the neo-Gramscian literature at times does not adequately move paatetfoestric
perspective of international relations. Instead, it has a tendency to vieaV lggemony
as a transnational network of capitalist interests led by a dominant Amstate
(Robinson 2005: 4). Subscribing to the same view, hegemony is being conceptualized in
this thesis in a purer Gramscian notion, which encompasses abandoning the state-centr

perspective of the term altogetHer.

*This is not to imply that neo-Gramscian literatthrat may be somewhat state centric does not provide
important theoretical insights about the naturantg#frnational relations. Thus, the point here istoaeject
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Moreover, global hegemony under a revisionist reading of Gramsci is being
understood here as a transnational class movement of capital that pelsistsalis
throughout global society. This will be referred to in this paper as ‘neodlibera
hegemony’. This transnational class, which has been the driving force behind the
structural changes in the international system — what is usually refeasd to
‘globalization’ — has become a governing force in global society. Mordovegjecting
the state-centric view, which is inclined to understand international relatioegards to
the rise and decline of powerful states, the conception of hegemony becomesahistoric
situated and understood in the larger context of global capitalism. Neo-libgeahbey
is a transnational class network consisting of multinational firms, banks, anckitibnal
institutions such as the International Monetary Fund, the World Bank and Wadd T
Organization. It also includes first and third world political elites and ypaotiakers as
well as intellectuals whose ideas are organic to the interests of ttsdtanal class.
Furthermore, central to neo-liberal hegemony is a powerful ideology aulicse
centered on free markets and individual autonomy.

Gramsci recognized that hegemony does not always dominate directly, buashe ide
centered on it are presented in such a way to appear as common sense to the descending
classes (Gramsci 1971: 323-33). Pertinent to this view of hegemony are theidelasof
and ideology that portray a narrow vision of human life that penetrates acrosasgac
time. Moreover, it is important to distinguish neo-liberal hegemony as not juassa’,;c
but also as a ‘movement’ that seeks to homogenize the international system under a

distorted brand of liberal democracy. This has entailed reconfiguring the ecpnom

the existing neo-Gramscian literature, but onlgitgphasize that international hegemony should Istibet
understood as a class.
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political and cultural structure of global society in such a way that is coredwith the
illiberal economic interests of the bourgeoisie. When neo-liberal hegefaits\to breed
consent among the subaltern classes through free market discourse, itveftesntoe
coercion. An example of this are international organizations such as the I whi
serves as the coercive apparatus of the ruling class in imposing preedahdrket
policies against unprotected populations in the third world. Moreover, Van der Pijl
articulates a similar view of hegemony when he says; “ Global hegemoaoyasmatter
of single states taking turns as the ‘hegemon’, but of transnational coalitionsabf soc
forces committed to a particuleoncept of contrdl(Van der Pijl 1997: 196). Thus,
hegemony reflects a vision of human social and productive relations that objectifies
way of life over a historical duration of time.

Furthermore, conceptualizing hegemony as a class is not intended to diminidé the r
of states in the international system. The state has remained amaé$sature under the
context of modern capitalism. The state however is historically constralctegl the
lines of class struggle. Therefore, its composition can be seen axctaeftd competing
class interest. While it may serve as a buffer against some aspeafstalism, as was
the case under Keynesianism, the contemporary state resembles the hegeerests
of capital which is often insulated from regulation and planning. Harvey providefua use
insight for understanding the relationship between states and the market. He motes tha
neo-liberalism perpetrates dialectically across uneven geograpmuaigions of time
and space. In doing so, the movement toward market liberalization collides against
existing state institutions and regulations which either disintegratesaghe power of

market forces or successfully resist them (Harvey 2005: 87-115). Thisyldepsnds on



the existing class positioning within each particular state. In countrie® whnization
and income equality are high, these forces may be resisted, while in pleresincome
inequality is historically persistent such as in Latin America, staage become
susceptible to free market restructuring.

Chapter Overview

In order to further build on the perspective outlined in the previous pages, this thesis
will be divided into two parts. The first will be theory driven in order to highlight aow
Marxist-Gramscian ontology provides insights into critically understanciomtemporary
life under capitalism. The second part, chapters four, five and six, will be more
empirically focused from a critical perspective in order to convey howldhalg
restructuring of capitalism in recent years has been the result okadtenal class
movement. These later chapters will focus on the role of institutions, politjaat$,
policies, intellectuals and ideas in conjunction with each other that have led to the
hegemonic positioning of neo-liberalism.

Chapter two will critique what have traditionally been the more mainstream
approaches in the study of international political economy. These perspetiyde
limited in their explanatory abilities since they derive from a statgrc and seemingly
apolitical view of international relations that has historically been at tieeofdhe
discipline. These conservative approaches are usually concerned wathsyst
management and objective viewpoints rather than providing any critical eeatuaf
global society and how it is situated under modern capitalism. The last dag dhapter

will include a discussion concerning the role of historical materialisnrjtarat theory,



in international political economy as a way to highlight how such an approach offers a
valuable alternative.

Chapter three will begin with a discussion of Marx's historical maseniaMarx and
Gramsci shared the same fundamental vision of modern human life and how it is
historically situated in the context of capitalist relations. The seconafoiduis chapter
will discuss Gramsci's historical materialism in relation to hegenfésryGramsci,
hegemony is complex and contradictory. Moreover, Gramsci's understanding of
hegemony provides an important insight about the nature of global society in the early
twentieth century. The last part will further discuss how hegemony can be caiizeunt
at the international level.

Chapter four will provide a historical overview of the structural transition frota pos
war Keynesianism to the consolidation of neo-liberal hegemony in the early 1980s.
Under the policy regime of Keynesianism, capitalism was subjected tictress and
controls. Moreover, the upper class during this time was forced to redistribute a
substantial share of its income as strong unions and rising wages allowednfqoaary
class compromise. Keynesianism began to breakdown in the late 1960s to early 1970s.
Consequently, a movement on the right began to organize and instill a new perception of
common sense centered on market autonomy. Crucial in this transition has been the role
of ideas and the intellectuals who facilitate them.

Chapter five will focus on the events and circumstances that led to the reiloneoitat
third world economies, particularly those in Latin America. Deregulationtefrational
finance in the 1970s coupled with exploding debt in the developing world culminated

into the third world debt crisis. Since the 1980s, Latin American countries and much of



the developing world, faced with massive debts, stagnant economies and global
institutions preaching free market reforms, have often had seeminglghitiee but to
undergo structural readjustment policies. Structural adjustment policiesuaky
predicated on trade liberalization, privatization, deregulation, fiscal diseiphd foreign
direct investment. These ideas were consolidated under the Washington Gensens
concise list of policy prescriptions that became a blueprint for econoritn®in Latin
America and many other parts of the developing world.

Chapter six will discuss the record of free market reforms in Laterida)
particularly those implemented after the Washington Consensus in 1990. There is
growing evidence that these policies only hurt developing countries and serve the
interests of transnational capitalism. An evaluation of these policiefoauls on income
inequality, growth and the effects of debt. Furthermore, there is a substardiaiteof
research in the literature to suggest that free market policies and thetiamst that
implement them such as the IMF have a negative effect on growth and ineautéy i
third world. Chapter seven concludes this thesis by pointing out how critical theory

enhances our understanding of the evolution of capitalism.



CHAPTER 2
THEORETICAL PERSPECTIVE
The purpose of this chapter is to critique the traditional approaches of intefnationa
political economy in order to highlight how a critical or historical matstigkerspective
may provide added leverage in discerning the complexities of the internagisteaths
While there are many theoretical perspectives in the study of interngtirtadal
economy, this chapter will discuss the limitations of structural realisnitzerd! theories
of international political economy since they have generally held a hieralrplsition
of intellectual discourse in the discipline over the past few decades. Tigaewwill
derive from a Gramscian perspective for two reasons. First, part ofttbal theory
approach to international political economy is critiquing the objective maseni#hat
remains prevalent in the field of study. Second, historical materialestatarested in
many of the same concepts that are also pertinent to the realist andidmbtiains such
as hegemony, structure, market and the state. Furthermore, while histatieabhsm is
often marginalized in the literature of international political economy, suepproach
may be more apt in explaining the historical realities of global sociefygiRand
Solomon 2006: 12).
Cox conveys that all theory has some purpose; it either serves the intettests of
ruling class or acts as an agent for change (Cox 1995: 31).
Theory is always for someone and for some purpose. All theories dave
perspective. Perspectives derive from a position in time and speafically
social and political time and space. The world is seen fromnagbint definable
in terms of nation or social class, of dominance or subordination, ing i
declining power, of a sense of immobility or of present crisipast experience,
and of hopes and expectations of the future. Of course, sophisticated itheory

never just the expression of a perspective. The more sophistecttedry is, the
more it reflects upon and transcends its own perspective; but thal ini



perspective is always contained within a theory and is relegatd explication.
There is, accordingly, no such thing as a theory in itself, ddbrtom a
standpoint in time and space. When any theory so represelftsititsse more
important to examine it as ideology, and to lay bare its coedgadrspective
(Cox 1981: 128).
One theme of this thesis is that all social theory, regardless of whethertoclaimhs to
be objective, is to some extent attached to an ideology pertaining to a perspective of
world order. Theories that rest on the Cartesian dualism of object and subjec beed t
examined for their ideological undertones. The social world is constructed coral se
order reality of inter-subjective meanings that are directly producedghrhuman
agency (Gill 2003: 16). Gramsci understood there to be no concrete separation between
what is objective and subjective in the social ofdeteories that seek to explain the
international order derive strictly from a value judgment of what is perdeis being
good or desirable under certain conditidivghat is perceived as being universal and
objective only appears so because it is conducive with the prevailing ideblogica
perspective of world order that has succeeded in a competition among other pa&specti
(Gill 2003: 17).
Moreover, critical theory in the discipline of international political econsnojten
criticized for failing to be objective and is therefore pegged as being urnicigRapert

2006: 10). The same argument however could be made against mainstream élheoretic

paradigms. An example of this would be the democratic peace theory that@merge

* To quote Gramsci: “Objective always means ‘humandjective’ which can be held to correspond exactly
to ‘historically subjective’: in other words, obje@ would mean ‘universal subjective’. Man knows
objectivity insofar as knowledge is real for theokhhuman rachistorically unified in a single unitary
cultural system. But this process of historicalffigation takes place through the disappearancheof t
internal contradictions which tear apart humanetgcivhile these contradictions themselves are the
condition for the formation of groups and for thetbof ideologies which are not concretely uniatsut

are immediately rendered transient by the practidgin of their substance” (Gramsci 1971: 445).

*This is not an endorsement of a strict relativisnwhich nothing can be discerned in the social avorl
Rather theory cannot detach itself from the histneality that is created by collective humanrexye

Social theory can explain, but only within the paeders of what has already been socially constucte
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following the end of the Cold War. The argument put forth is that liberal denesde
not go to war with each other and therefore it would be in the best interests of
international society if every country adopted a version of liberal demodiasyclaim
is often presented as an objective fact even though a value judgment is minelaxtly
made before any research is conducted. It is assumed by first worleattals that
populations of the third world can only be making strides toward progress if they
embrace their same vision of life.

The Limitations of Structural Realism and Neo-Liberal Institutionalis

Structural realism is an updated version of realism, deriving from Machiavell
Thucydides and Hans Morgenthau. Kenneth Waltz and Robert Gilpin are key contributors
of neo-realism or structural realism. One of the important distinctions &etealism
and structural realism is that the emphasis on human nature is replaced in the
international system by a structure of anarchy. This might also besgkteras structural
anarchism (Waltz 1979: 66-72). For Waltz, the international structure is astiate
system based on a balance of power. The structure is fixed on a Hobbesian realm of
anarchy and chaos. The potential for conflict is decreased when a balpogecokxists
between powerful states. Another distinction between realism and struealrstris the
latter research approach is data driven.

In order to construct parsimonious models, a fixed conception of the state rémains t
basic unit of analysis. Moreover, the state is conceptualized to remain alrationa
individual actor always seeking relative gains in a zero-sum pursuit of povatz (W
1979: 111). For Gilpin, the main premise in his work is to understand the rise and decline

of hegemonic powers in the international system dating back to the beginnings oh weste
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civilization. Similar to Waltz, Gilpin understands states as rationalsatttat make
calculated assessments based on a cost-benefit analysis when agt¢ongitiange the
system or maintain their hegemonic position (Gilpin 1981: 77, 202). Thus, Gilpin reduces
the history of western civilization to a continuous cycle of hegemoniandalecline.
The international order is based on a distribution of power among states. When the
hegemonic state can no longer maintain a monopoly on military, economic and
technological capabilities, war is the expected outcome, resulting in a gemabieic
order (Gilpin 1981: 33). Whereas a Marxian analysis might see hegemonic change as
synonymous with structural change, structural realists maintain a fiaed;tistorical
structure cutting across all dimensions of time and space. Thus, one of the general
assumptions made is that the world structure has for the most part remainedehe sa
since the beginning of western history (Gilpin 1981: 211). Regardless of the changing
forms of governance, historical events or modes of production, states remaingsoverei
and pre-conditioned rational actors seemingly insulated from external fsoces.

In critiquing structural realism from a Marxian viewpoint, it might appeay to
claim that these premises are false. Structural realism however prawaas of world
history that reveals important insights about the rise and fall of greatesnajpid the
general trends and patterns that hold consistent in a broad sense over the canese of ti
Therefore, a critique of structural realism is not to suggest that it igwRather,
because it is limited by reductionism, such a theoretical perspective aifsetofaccount
for the historical realities of the contemporary world order. This stems fncatoaistic
and static conception of international relations which assumes that the socialaortber

understood through the lens of scientific rationalism.
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Rupert argues that structural realism merely reflects the hiijpocastructed social
relations of life under capitalism (Rupert 1995: 32-4). By conceptualizing tlecesta
pre-conditioned, rational actor and immune from economic forces, structurairealis
reiterates the historically manufactured reality under capitahsiret formal separation
exists between the political and economic spheres of society (Rupert 1995: 32-4).
Moreover, structural realism entails a level of analysis that aatlfidragments the
interplay between domestic and international forces as states are getoebe
rationalized, political actors acting under the influence of self help. Imasina Marxian
analysis would understand domestic and international forces together asethey a
historically constructed under capitalism. Furthermore, Rupert goes & tia say that
the rational and autonomous state depicted by neo-realists epitomizes a kingatibalie
in international political economy that derives from the social relationapfatism
(Rupert 1995: 34).

A system of atomized states acting rationally under an immutableustrot anarchy
becomes synonymous with the pre-conditioned individual in society who is seemingly
constrained to a Hobbesian realm of self-help and material calculation.stituasural
realism also reflects the idea that humans are passive objects in thedliptogess,
which is a precondition for life under capitalism. Whereas a Marxian view ofilcest
society would understand the structure of international relations to be the hiistorica
constituted reproduction of human agency, theories grounded in objected materialism
such as structural realism atomize humans from the historically spsamiititions that

make up the prevailing social order.
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Another shortcoming of structural realism is the inability to account fohdregag
nature of the state. Rather than understanding the way in which statesaareahist

constructed under capitalism, structural realism reduces them to a pre-d@aine

universal conception. Rupert conveys that such a world view is a reflection of the deep

conservatism that is at the core of neo-realism (Rupert 1995: 6). The stai@dcsed
from the social-historical realities and expected to behave in a way in itghiolaterial
capabilities are maximized and position of power is enhanced or diminished as it
competes in a system of self-help. Furthermore, the historically spemfiuctive,
ideological and social conditions that sustain the state during a partemlgoral period
are largely ignored (Rupert 1995: 7).

While basically working under the same theoretical paradigm, libecaldtseof
international relations seek to expand and re-articulate the static and iatoatiste of
structural realism. This is often referred to in the literature asibel institutionalism.
In looking to create a synthesis between structural realism and kiper&eohane
attempts to move beyond the deterministic rise and decline of hegemonic states

abstracted by structural realists without abandoning the same paradigm &it thoug

(Keohane 1986: 189). Keohane’s approach to international political economy remains

embedded in the realist paradigm for three reasons. First, Keohane accepisrhltya
assumption at the core of the paradigm. In other words, he adheres to the same
epistemological view of object-subject dichotomy. Thus, he accepts thatubtes is
fixed and predicated on at least a minimal state of anarchy (Keohane 1986: &84, Se
Keohane agrees with the assumption that states are the principal actors in the

international system. The state however does not remain the sole unit ofsaasigqual
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or more emphasis is given to individual institutions and non-state actors (Keohane 1986:
193). Third, he accepts the basic assumption that states seek power and calculate in
accordance with their own self interests (Keohane 1986: 194).

Where liberal theorists primarily differentiate is in the role ofraciWhereas neo-
realists view both the structure and actors (states) as immutable aadtingeunder
ideal conditions of parsimony, liberal theorists such as Keohane asserictnaddstates
are rationalized individuals, they can learn to cooperative over time (Keohane 1986: 194).
Keohane’s theory is premised on the notion that there have been concrete changes in the
international system which refutes the simplistic assumption that statea@ped in a
perpetual rivalry with each oth&Neo-liberal institutionalism derives from the changing
nature of the international political economy since the post-war era which hdsdeat
significant increase in trade among states and the role of institutions\tedidiped to
facilitate economic interdependence. Institutions and other non-statethetoese taken
as good and play an essential function in the maintenance of the internatiagral syst
These non-state actors are viewed from a seemingly apolitical pevspétierefore,
liberal inspired research is usually data driven in order to provide 'objectipelaah
evidence that international institutions are helping to foster cooperation in thstatte

system.

®keohane asserts: “The need to find a way out ofree means that international relations must be a
policy science as well as a theoretical activite $ould be seeking to link theory and practiceging
insights from Structural Realism, modified strueiuheories, other systemic approaches and aotet-le
analyses to bear on contemporary issues in a simgltési way. This does not mean that the sociehsisit
should adopt the policymakers’ framework, much l@ssormative values or blinders about the rarfge o
available alternatives. On the contrary, indepehdbgeervers often do their most valuable work winey
reject the normative or analytic framework of thas@ower, and the best theorists may be those who
maintain their distance from those at the centavehts. Nevertheless, foreign policy and worldtjzs!

are too important to be left to bureaucrats, gdegaad lawyers” (Keohane 1986: 199).
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The liberal approach is presented as a more idealistic and encompassiagtoethat
pessimistic outlook of structural realism. Whereas structural ieédis¢ the struggle
between power seeking states as a given, liberal theorists take the exgéwizhihg
market as a natural manifestation of progressive change. Thus, the coopbkeation t
develops among states derives from a Smithian inspired logic of self-iateres
individualism for the benefit of the whole. In other words, liberal theorists adeept t
Hobbesian analogy of self-preservation in the international system, but asllergher
social contract premised on trade and cooperation. Liberal theorists of i@ahat
political economy may slightly disagree over the role of state interventibrsaine
emphasizing market autonomy while others remain sentimental toward Keyses
Both sides however usually agree that some level of trade liberalizatigatibms on
state regulations and the norms associated with these need to be insizetiondhin
transnational alliances.

Since neo-liberal institutionalism in general is part of the same tivabpradigm,
the before mentioned criticisms that were laid out against structuraineabuld also
apply to neo-liberal institutionalism. The main criticism against|ieoal
institutionalism is the insistence on taking the expanding global market\aanaagd as
apolitical” Liberal international political economy theory can explain international

phenomenon such as the interplay between states, institutions and markets, but only as

"Neo-liberal institutionalism is not the same as-lieeralism or neo-liberal hegemony. Neo-liberal
hegemony in this paper is taking on a negative otation. Neo-liberalism entails certain economic
policies, institutions and powerful ideas that hbeen established to serve the economic and dlitic
interests of the upper class. Neo-liberal institogilism is not intentionally tied to the interestshe upper
class. Instead, this school of thought seeks terstand how liberal trade facilitates cooperatiothe
international system. Therefore, neo-liberal ingitinalism is correct in depicting the emergencébafral
trade since World War Il in a seemingly apolitieady. However, by doing so, it may inadvertentlyghtsl
foster the interests of global capital by cementhgperception that liberal trade is universagiddble and
the only way of fostering peace and cooperatiomdalern society.
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these have already been constructed under capitalism. Whereas a Maalais also
realizes the changing nature of the international system, it does so edoignizing

how the changing landscape of global society has been constructed in tistsitere
capitalism. For liberal theorists, international institutions and non-statesace taken as

a good without ever questioning whose interests they actually serve. Moreovamitimpli
in the literature of neo-liberal institutionalism is the underlying aggiom that an Anglo-
Saxon brand of liberal democracy should be taken as a good and desirable. Aresearc
paradigm however that employs objective materialism as its methodologg tedse
scientific as soon as its starting point of theoretical departure is pestimatan ethno-
centric derived perspective.

Furthermore, in conveying a relationship between the mainstream inteiszotaél
international political economy and the Trilateral Commission, Gillrde=sliberal
international political economy theory as an ‘economic doctrine’ and ‘politlealogy’
that serves the interests of multinational corporations, institutions and the atlvance
capitalist states that maintain a transnational order of global dsmpit@bill 1993: 23}
Moreover, the inter-paradigm debate between structural realism and trandnationa
liberalism also highlights an unyielding conservatism that persigtsiarican-centric
international political economy theory. While these theories may betd#eilithrough
American universities and presented objectively, the underlying ideologispleatives
behind them are often insulated from critique. Oren argues that the bulk of American

political science which is presented as objective is more often than not rooted in a

#Trilateral Commission is a private organizationates to foster economic cooperation between the U.S
Japan and Europe. In his boéknerican Hegemony and the Trilateral Commissstephen Gill argues
that the Trilateral Commission represents the eerarg of a transnational hegemonic bloc (Gill 1990:
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historical or national perspectiVé&hus, when it is discussed how a state may behave
under particular conditions or how certain norms can be understood, these concepts are
usually only understood in a way that is beneficial to American or marketstagOren
2003: 17).

Taken together, structural realism and liberal approaches to internatiatelpol
economy can also be criticized for failing to articulate a realistic stateting of
hegemony. Again, this misinterpretation of hegemony in mainstream lieataralso
be attributed to the same shortfalls mentioned before. Since the late 1970s 19&@sly
both realist and liberal theorists have agreed that the world has been in a phase of
hegemonic decline, although they disagree on the outcome. The main thrust of the
argument for hegemonic decline derived from the decreasing relatimerac power of
the United States after a re-built Japan and Europe had gained larger sHaagatfdl
market. While the inter-paradigm debate has been correct in recogninggbmonic
transition that has taken place since the late 1970s or early 1980s, it has been emoneous
understanding this transition as resembling hegemonic decline. This tailteount for
hegemony can be attributed to two reasons. First is the insistence within the inte
paradigm research program to maintain a state-centric view of interalatlations.
Although liberal theorists do not put as much emphasize on the state and recognize the

role of institutions and non-state actors, they still accept the basic assusgifti

° Oren asks: “How do political scientists label @pof thought that bears the mark of a national and
historical perspective, yet does not acknowledge plerspective? What term in the vernacular ofsdoci
science describes perspective-bound human thobghabstains from self-examination and perceisedfit
as timeless and universal? Political scientistslvpuobably describe such thoughtidsology
Regrettably they rarely bother to reflect uponitlemlogical character of their own thought. Poditi
science in America is a historically and nationatigted ideology as much as an objective scieroedrg
2004: 18).
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structural realism. One being that states are rational and principed acthe
international system. The concept of hegemony therefore remains tisthgeastate.

The second reason can be attributed to the ideological undertones that remain
prevalent in the mainstream literature. One of the main premises of satuetlism is
the ‘hegemonic stability theory’ in which one powerful state is needed to maintain
stability within the international system. Gilpin assumes that Amehegemonic
decline will lead to chaos and conflict. In the 1980s, Gilpin argued that the libztdl w
order established after WWII would soon become unraveled if Americarcpbpower
continued to decline (Gilpin 1987: 39%)While Gilpin was right in proclaiming the
decline of American hegemony, such a view is related to the interests of mamtai
strong American state. The dire picture of chaos and conflict resultingieom
deterioration of post-war liberalism resonates strongly with and providdsaigin for
certain Washington elites who assume that the United States has an obl@gatentain
order around the globe.

If Gilpin’s assertions about hegemony are in the interests of political,powe
Keohane’s argument could be understood as serving the interests of market forces.
Keohane rejects Gilpin’s hegemonic stability thesis and argues that tregesmo
longer a pre-condition for international stability because states amealadctors and
learn to cooperate through increased economic trade (Keohane 1984: 49-64). Keohane is
right in his recognition that increased trade has for the past several slecdited the

international order closer together, but this seemingly optimistic argld€t¢ohane

1% Gilpin summarizes his view as follows: “I belietrese changes are responses to hegemonic deatine an
are caused by diverging national interest amongtivanced countries. As a consequence of profound
changes in the international distribution of povieisupply conditions, and in the effectiveness@ihand
management, the liberal international order isdigpieceding” (Gilpin 1987: 394).
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and other liberal theorists has only served to justify the expansion of globalisapita
doing so, liberal theorists, for whatever reason, fail to recognize the imgigas
asymmetrical class relationship that has correlated with the globatizdtcapital in
recent history.

Moreover, rather than seeing how markets and states are part of thehsdenand
historically created in relation to each other, structural realist andlliégproaches of
international political economy collapse international relations into dicaitdivision
of markets and states. In contrast, because a Marxian analysis of globsl egamines
the whole system as it has been historically constructed under capitalism, a
conceptualization of hegemony is able to move beyond the state-centric peespecti
Whereas mainstream literature has discussed the relative declineeofdmgsince the
early 1980s as an objective fact, a critical analysis views the sarod petime as the
consolidation and ascent of neo-liberal hegemony. Thus, if hegemony is conzegtual
within a historical context, then it may take on the form of a state or a ciisstlfe case
now) and provide more explanatory power in discerning the complexities of interhationa
relations.

Historical Materialism in International Political Economy
Whereas mainstream theory is limited to the constraints of positivism antwebje
materialism, a critical theory approach to international political econoahydes the
role of ideas and productive forces within the international system. Thebretica
approaches such as structural realism and liberal variants become cribachs their
explanatory power due to an insistence on viewing global society through the rearsow |

of scientific rationalism. The international system because of iteesstand perplexity
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is nearly an incomprehensible social order that should not be reduced to parsimonious
abstractions. As asserted before, there is no symmetry between gie@stei and
physical world (Gunnell 1968: 168). Whereas it may be possible to abstrach&ws t
explain the world of physics, the social order is of a second order reality that is
constructed over time and space through inter-subjective meanings. Sanaldieves
from a perspective regardless of whether or not it claims to be objectigedisdburse.
Moreover, historical materialism largely distinguishes itself fronmstr@am
international political economy by rejecting the methodological reductiotmatreduces
the study of international political economy to the interaction among staties
deepening power of institutions which foster liberal trade and cooperation. Instead,
historical materialism adopts a holistic approach to international poktcadomy. Thus,
the unit of analysis becomes an examination of the entire system and how i$ persist
under the historical realities of capitalism. Rather than positing a, S@émingly
immutable structure for the sake of abiding by the stringent requiremerismtifsc
rationalism, historical materialism understands the world through the viewstofibal
structures. Within historical structures are persistent patternsas, idedes of
production, policy regimes and forms of state that persist across space atichever
(Cox 1995: 32; Gill 1995: 63). The state then also should be understood as being
constructed and reproduced under the historical conditions of capitalism and dass for
Whereas structural realist perspectives limit the state to a ratiodizidualized actor,
this ignores the productive forces and social relations that form a recutat@nship

within state-civil society complexes.
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Historical materialism entails a transient conception of world order. \tYieile
contemporary world may often be objectified as universal and immutable, the
contemplation of structural transformation becomes possible and desirable. Aasraic
Gramscian analysis is concerned with providing an explanation of world order, it is
equally concerned with highlighting the contradictions of life under capitahat may
lead to structural change. Furthermore, history is an ongoing, yet nonivegaiicess
encompassing a collage of social forces that objectify and produce sabtgldering a
particular period of time. Theory should be fluid, consistent and reflexive in order to
account for the transient and sometimes hidden social reality that pensistshe
historical conditions of capitalism (Gill 1990: 10).

Furthermore, a historical materialism approach to international ploéiicaomy is
ethically driven and therefore offers an alternative view of globaésothat is usually
marginalized in mainstream international political economy literatureeréas
mainstream applications take a seemingly apolitical stance, histoxdtatialism is
solely concerned with depicting the historical realities under capitalishe hopes of
contributing to structural change that moves in a progressive direction. Subsaithieg t
notion that all theory is grounded in a perspective, historical materialism fllomshe
idea that theory follows reality and has the potential to contribute to a newvustratt
social order (Gill 2003: 14). Critical theories in the social sciences, inclinbtayical
materialism, are often criticized for being value driven and not empirizddiable.

The same argument can be flipped around to criticize positivists for retedia offer

any value driven substance in their research.
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CHAPTER 3
MARX, GRAMSCI, HEGEMONY
AND STRUCTURE
In this chapter, the link between Marx and Gramsci’s historical maserialill be
discussed. This will done in hopes that their radicalized ontology taken together can
provide a starting point to better understand the contemporary situation of iotehat
relations in the larger context of capitalism. This discussion will alsd baithe
previous chapter by showing how a Marxian approach to international political econom
provides an alternative view to the state-centrism and scientific raontdat is
prevalent in the traditional approaches. Most importantly, this chapter will discus
Gramsci’s conception of hegemony and how it can further be applied to the international
system.
Both Marx and Gramsci provide a radical ontology that was in opposition to much of
the social science of their time and which shares a dialectical relapomshimuch of
the social science today. Following a Marx-Gramscian perspectivglotha order is no
longer reduced to an interstate system of rationalized states or an alpmpipooach to
the global economy. Instead, contemporary global society becomes histaiicedted
and mutable. For Marx and Gramsci this requires the undressing of the dapibalesof
production in its historical form which leads to an understanding of the historical
‘actualities’ and makes explicit the historical 'possibilitiésth are latent throughout

society, but often hidden by the social relations of capitalism (Rupert 1995: 24).
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Marx’s Historical Materialism

For Marx, humans are not passive objects in the historical process, but the sole authors
of it. History, or specific durations of history, reflects the realization ofdmuthought
and action (McLellan 1975: 42). Society is a second order reality that is tberdselt
of human agency. For Marx, the driving force behind the historical process is human
labor. It is through the production process that humans objectify the immediate world
around them and the social relations that stem from it as if it were univedsabpective
(Fromm 1961: 16-7). Marx's historical materialism or what might be caléd€ltiical
materialism can be subsumed under an often cited passage in which he says;

The general result at which | arrived and which, once won, servadyagling
thread for my studies, can be briefly formulated as follows:the social
production of their life, men enter into definite relations that are indispensable a
independent of their will, relations of production which correspond tdfiaitede
stage of development of their material productive forces. The stahaf these
relations of production constitutes the economic structure of sodretyreal
foundation, on which rises a legal and political superstructure and tch whi
correspond definite forms of social consciousness. The mode of prodottion
material life conditions the social, political and intellectufal process in general.
It is not is not the consciousness of men that determines theit betig, but, on
the contrary, their social being that determines their conscioushieascertain
stage of their development, the material productive forces oftgooiene in
conflict with the existing relations of production, or-what is a butegal
expression for the same thing-with the property relations withiclwthiey have
been at work hitherto. From forms of development of the productive ftrees
relations turn into their fetters. Then begins an epoch of sasialution. With a
change in the entire immense superstructure is more oraesiyrtransformed.

In considering such transformations a distinction should always be betdeen
the material transformation of the economic conditions of production, which
be determined with the precision of natural science, and the legaicaipli
religious, esthetic or philosophic-in short, ideological forms in which men become
conscious of this conflict and fight it out (Marx 2000: 425-6).

From this passage, the conception of Marx's dialectical materialisns ssrae
foundation of thought for all forms of historical materialism. First, central aost m

pertinent to Marx's theory is the labor process. The social conditions in whignium
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produce and consume has a tendency to objectify the historical order of thingegs if th
were natural, universal, immutable and exempt from human agency. The production
process, or the base of the structure, has a way of conditioning and molding ideas,
ideology, legality and intellectualism, which forms the superstructure. Seacpnd, b
designating man as the maker of history through the reproduction of sociahsslat
humans have the ability, although usually hidden by the social relations ofisapital
recreate society. For Marx, humans remain in a constant struggle with inatuder to
meet their material needs. This process however is dialectical and patibldvtoreover,
life under capitalism is latent with contradictions and based on an antagomissic cl
relationship between the proletarian working classes and the bourgeoisretiWwhe
proletariat becomes collectively conscious of these points of conflict, thdiiostr
revolution develops and collective action can alter the production process and transform
the social relations that govern over the entire superstructure. For Maswoctae
relations of capitalism are a historical creation of modernity and thereforporary and
a transient feature in the evolution of human social life.

Marx, however, recognized the ability of the bourgeoisie to present the siatiahse
of capitalism as natural, universal and the only viable mode of production under
modernity. This is certainly evident in the contemporary world as modern ecésomis
discuss privatization, trade liberalization and free markets as if theyokg@rctive

truths™! For Marx, the ability of capitalism to appear as universal derives from two

Y discussing fiscal adjustment programs (neo-tibeation) for developing counties, also knowrttees
‘Washington Consensus’, John Williamson who coitiedterm says when referring to the validity oéér
market’ economies; “Whereas the superior economitopmance of countries that establish and maintain
outward-oriented market economies subject to maomamic discipline is essentially a positive quasti
The proof may not be quite as conclusive as thefghat the Earth is not flat, but is sufficientell
established as to give sensible people betterghimgo with their time than to challenge its végec
(Williamson 1993: 1332).
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aspects of the capitalist system which are also important for understémelipower of
globalized capital in the twenty-first century. First, the objectifocaprocess under the
capitalist mode of production takes on the form of alienation. Second, the economic
sphere is able to disembed itself from the political realm of society in both tedry
practice as it becomes fortified in civil society and protected by thditctional state.

For Marx, historically situated human intellectual and material acts/dyrectly tied
to the objectification process, or the way in which humans engage with natonel @e
the social relations of capitalism and most essential to his critiquensi@n. Under the
capitalist mode of production, the objectification process takes on relationeratain.
For Marx, history is a progressive development of humankind, but it is also the further
development of alienation as productive activity becomes more sophisticated. Human
society can only emancipate itself from estrangement through the dexeglbpf
socialism or what can be understood as a return to humanism (Fromm 1961: 43). While
the perpetual movement of history is the direct result of human agency, the inherent
social relations of capitalism have a tendency to turn humans into passive oljesis. T
social alienation, which is reproduced through intellectual and productive activity
objectifies the immediate historical situation and obscures humans from the ungderly
possibilities for collective change.

For Marx, alienation is reproduced in three ways. First, as humans produce under the
social relations of capitalism, they become alienated from the items they @i
turn these products serve only as a way to further empower the owners of production.
Thus, the accumulation of capital becomes an alien force that is in direct apptisitne

interests of the proletariat. Humans become only a commodity within the production
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process and are excluded from determining how and what is produced. The worker does
not produce for himself or herself, but only for objects that have no meaning to his or her
nature and only serve the interests of the bourgeoisie. “This fact simply inmgli¢be
object produced by labor, its product, now stands opposed to itadigmbeingas a
power independerdf the producer” (Marx 1961: 95).

Second, humans become alienated from themselves. “First, that thexvesrialto
the worker, that it is not part of his nature; and that, consequently, he does nonfulfill
his work but denies himself” (Marx 1961: 98). Work becomes nothing more than a means
to physical survival rather than something self-fulfilling and potentiallyarding. The
worker then becomes less human and is further estranged from his or her own species.
For Marx, the labor process under capitalism has a tendency to produce theitsalf-lim
and increasingly dehumanized individual. This is a grave contradiction for Maex s
humans to a significant extent are a reflection of how they produce or engagauie
in order to meet their material needs. Rather than engaging in productiwiesacivhich
are meaningful and beneficial to the community, the worker under capitalismiredest
to produce only to meet the shallow interests of material life.

The third aspect is that humans become alienated from each other. “Human
alienation, and above all the relation of man to himself, is first realized gnelssrd in
the relationship between each man and other men. Thus in the relationship ofcalienate
labor every man regards other men according to the standards and relationshipl in whic
he finds himself placed as a worker” (Marx 1961: 103). Not only do humans enter into a
hostile relationship with the owners of production and the objects that are produced,

which take on a life of their own, but individuals learn to form an antagonistic
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relationship with their fellow workers. Rather than seeking worker soligarity

unionization and cooperation, workers remain fragmented, oppressed and compete with
each other in order to secure the means of physical survival. This third aspect of
alienation can be used to depict the culture of consumerism that has become hegemonic
in the developed world under globalization. Whereas societies of poor populations may
become alienated as individuals compete for limited resources, Sociehesavanced
capitalist core are also susceptible to fragmentation as individualslameddy market
fetishisms.

The reproduction of human life under the social relations of alienation is agreeabl
with the ability of the economic sphere under the capitalist mode of production to detach
itself from political controls, which allows the patterns of capital production and
accumulation to become insulated from critique. Under capitalism, socizdmslare
predicated on individual autonomy, which persists in the realm of civil societycatte
by the constitutional state. For Marx, civil society takes on a derogaionptation as it
becomes the space where 'self-egoism' is able to flourish (Marx 2000*%5i8i4)in the
space of civil society where a great paradox in modern society can be found.
Constitutional liberalism ensures to the right to human equality and freedom cé.choi
More importantly, individual autonomy allows for the possibility of political
emancipation (Marx 2000: 54). Thus, the social relations of capitalism are metyenti

oppressive since the doctrine of liberalism, which is based on individual freedors, grant

12 For Marx: “The perfected political state is byiiture the species-life of man in opposition ® hi
material life. All the presuppositions of this eigtt life continue to exist in civil society outld the sphere
of the state, but as proper to civil society. Wh@npolitical state has achieved its true comphetinan
leads a double life, a heavenly one and an eaotiy not only in thought and consciousness bugatity,

in life. He has a life both in the political comnitynwhere he is valued as a communal being, arivih
society, where he is active as a private individtrahts other men as means, degrades himsethtaas,
and becomes the plaything of alien powers” (Mar@2®3).
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the political freedom for collective action to create new relations of huotaal $ife. In
contrast, individual autonomy also permits the individual to fulfill seductive impafses
self-interest and materialism. Life under liberal capitalismtesea “secular division
between political state and civil society” (Marx 2000: 53). Economic activity
bourgeoisie society then becomes regarded as a separate interest gpidrerethe
possible ramifications that it might impose on the rest of the community. Thugghtee ri
of humans are reduced to a self-interested egoism. The capitalist is drydry @ right
to fulfill his or her material interests and obscured from his or her obligabdhs trest

of society. In other words, economic activity is de-politicized and seen onlywasepri
interests in civil society.

The notion of individual autonomy then is in many ways the crux of modern
capitalism. While it grants essential political and individual rightssi aly its nature
creates asymmetrical class relationships as wealth is conedntrad the hands of a
small minority. Under certain historical situations of capitalism, dsei€éase today,
societies have a tendency to become fragmented and increasingly unegualaydan
regards to individual autonomy;

The first point we should note is that the so-cafigtits of manas distinct from
therights of the citizenare quite simply the rights of tmeember of civil society,
of egotistic man, of man separated from other men and from the waitgmthe
right of man to freedom is not based on the association of man withbota
rather on the separation of man from man...The right to private proerty
therefore the right to enjoy and dispose of one's resources asillsnevithout
regard for other men and independently of society: the rightlisinserest. The
individual freedom mentioned above, together with this application &britys
the foundation of civil society. It leads each man to see in otleer mot the
realization but thelimitation of his own freedom. But above all it proclaims the
right of man “to enjoy and dispose at will of his goods, his reveandghe fruit

of his work and industry”...not one of the so-called rights of man gogmbe

egoistic man, man as a member of civil society, namely an indiwdtredrawn
into himself, his private interest and his private desires andaegdairom the
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community...it is man as bourgeois, as a member of civil sociedynanman as
citizen who is taken as theal andauthenticman (Marx 2000: 60-62).

Marx's understanding of the state-civil society relationship resonateglstin
contemporary global society. The transformation of the state in recenyhstoeet the
demands of global capitalism has entailed a neo-liberal state that haseliacceasingly
more preoccupied with catering to the interests of the business class tlizg Is@aal
needs. Because of this, economic activity has been further liberated in an expalmed re
of civil society that transcends state boundaries. The corporation as weliradivtiitial

is understood to be an autonomous actor, devoid of any responsibility toward the rest of
society or the environment. A conception of individual freedom becomes unfreedom as
societies are increasingly fragmented and inhibited by market fooraschllectively
determining their own political-economic structures. The exploitation of thgheey

and contradictions of life under capitalism remain hidden and distorted in the core as a
superficial concept of freedom is reproduced and objectified.

Moreover, central to Marx’s understanding of history is the importance sf clas
relationships (McLellan 1975: 43). The dialectical process of history isateedihrough
class strugglé® For Marx, class inequality and exploitation of the working classes under
capitalism led him to adhere to a deterministic theory in which the proletamisd
inevitably overthrow the bourgeoisie, ushering in the next stage of economic
development, socialism. While Gramsci accepted Marx’s basic assumptioagdied

the economic determinism of crude Marxist theory. For Gramsci, there wasnaotgea

Marx says in th&€ommunist Manifestd;The history of all hitherto existing society isethistory of class
struggles. Freeman and slave, patrician and plepleied and serf, guild master and journeyman, in a
word, oppressor and oppressed, stood in constaatsipn to one another, carried on uninterrupiedy
hidden, now open to fight, a fight that each timdexd, either in a revolutionary re-constitutiorsotiety
at large, or in the common ruin of the contendilagges” (Marx 1959: 321).
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that capitalism would be replaced by a proletarian world order nor could such a
transformation come about through a violent revolution. Instead, capitalism ns&st pe
in various forms under different historical structures.
Gramsci and Hegemony

Gramsci was also concerned with the emancipation of humans from thengeigli
relations of capitalism and the transformation to the self-determiningtgoéie
opposed the idea that humans were isolated beings, exempt from the historical proces
and restricted from the possibility to collectively change it. Follgwitarx, he
understood history to be an ongoing development which is constantly mediated and
understood through humans’ relationship with nature (Gramsci 1971: 34-35). While
working in the Marxist paradigm of thought, Gramsci's ideas become apeltcatble
study of international political economy through his modification of Marx's-base
superstructure abstraction, which is replaced by a complex concept of hegelmony.
accepts the base-superstructure foundation conceived by Marx, but refoitssniet
extent as being too narrow, rigid and determiniéti@ramsci believed that theory had to
be elastic and fluid to keep pace with the ongoing historical process (Cox 1983: 162-63).

Therefore, Gramsci was able to modify the base-superstructure into wafsrhedr
to as a ‘'historic bloc’ or a complex configuration of productive forces, ideas,tiosts
and social relations. The historic bloc is composed of the structure and supaestruct
The structure is formed by the prevailing mode of production and the sociamegiat
stem from it. The superstructure is the realm of ideas, ethics and politgahtions.

Structures and superstructures form an 'historic bloc. That esytthe complex

contradictory and discordaahsemblef the superstructure is the refection of the
ensemblef the social relations of production (Gramsci 1971: 366).

“However, it is debatable how deterministic Markisary actually is.
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Gramsci rejects the seemingly one-way causality of Marx’s theaompich the mode of
production automatically shapes the ideas of the overriding superstructtead|ribe
structure and superstructure are part of same whole that form an ongointicdialec
relationship with each other. Thus, the structure of society cannot be reducediyo st
the economy or the realm of ideas, but is a reflection of the recursive and complex
relationship between the two.

Central to a historic bloc is a hegemonic social class that brings thearstramed
superstructure together (Cox 1983: 168). Hegemony then entails much more than the
material and bureaucratic functions of a state, but is the leading class svaiih to
facilitate and curry the structure and superstructure of the historic bboa cthesive
hegemonic order. In bourgeoisie hegemony, the ruling class takes on the role of
leadership and forms a link between the subordinate classes taking part odtetipn
process and the ideas of the superstructure which are in the interests of teeibeurg
Gramsci derived his conception of hegemony from the western state. He oodi ¢inst
western state to mean the ‘extended state’, encompassing not only the aalivigsird
political apparatus, but also the space of civil society where the rulisgislable to
govern through consent. Gramsci's conceptualization of the advanced western state
derived from his comparison to it with the Russian state in the early twerdrgting

In Russia the State was everything, civil society was prirabedid gelatinous; in
the West, there was a proper relation between State and civil societyhandhs
State trembled a sturdy structure of civil society wasaiexke The State was only

an outer ditch, behind which stood a sturdy system of fortresses dhaaés
(Gramsci 1971: 238).
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In the advanced western states, civil society is well developed and adtvie. the
space of civil society where the leading class socializes the suberdigtasses in the
prevailing hegemonic ideas and material practices.

For Gramsci, hegemony is constructed on two ‘superstructural’ levelssauigity or
the ‘private’ and political society or ‘the state’ (Gramsci 1971: 12). The hagerar
dominant class exercises its power to govern through the private institutiooetiy.

The ideas of the hegemonic group are oscillated and circulated through the churc
economy, political parties, educational system, community organizationsiraaade

media and so forth (Gramsci 1971: 342). It is through these institutional channels that the
hegemonic class is able to harbor ‘consent’. The dominant class is able to obtain
‘spontaneous’ consent from the ‘great masses’ because its holds a histoticalgdsi

image of ‘prestige’ which grants a position of intellectual and productive dytbger

the descending classes (Gramsci 1971: 12). The state, meaning the buceautrat

legalistic side, serves as the coercive apparatus of hegemony. THegsthyeenforces
discipline on subordinate groups that fail to consent either actively or pag$vasci

1971: 12).

Consent is consolidated in civil society when the hegemonic class is able tb arese
rational set of ideas, which appear as common sense. In bourgeoisie hegemongn‘comm
sense’ is not necessarily ‘good sense’, but only appears as good sense in & way tha
advances the narrow economic interests of the ruling class (Gramsci 1971: 3PBeR3)
hegemony in many ways can be understood as common sense. Rooted in common sense
is a prevailing ideology that is legitimated through an appeal to ratioeptylitical-

economic regime becomes hegemonic when the ideology that rationalizesouiving
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struggle for common sense in civil society. When subordinated groups fail to cansent t
the hegemonic ideology and the social relations that stem from it, they may be
conditioned to do so by coercive means. Thus, groups within society may consent to
common sense voluntarily or hegemony may be imposed on them through arbitrarily
methods. This may largely depend on the class status of an individual or group. For some,
consent to hegemony encompasses material and social benefits, while f®rtahtils
further subordination and marginalization.

For Gramsci, pertinent to the construction of common sense is the role of uslect
who facilitate and foster ideas within the different strata of sodrmégllectuals are
broken up into two camps; organic and traditional. Organic intellectuals playdbe lar
and essential role in the consolidation and maintenance of hegemony. The organic
intellectuals provide awareness and breed economic, political and social imety
the social group in which they are organically tied to (Gramsci 1971: 4). Bong@r, the
organic intellectuals within bourgeoisie hegemony are the technocrats, enées:,
legal experts, economic experts and other professionals who contribute in orgdm@zing t
masses and advance the interests of capital (Gramsci 1971: 5). These and meman
who often function as ‘specialist’ in the emergence or preservation of the hegetassic
(Gramsci 1971: 6).

For Gramsci, traditional intellectuals are typically artists néisies, professional
intellectuals, philosophers and so on (Gramsci 1971: 9). These intellectuals aiftetocl
be independent and autonomous from the dominant group (Gramsci 1971: 7). However,
Gramsci thought that this claim by the traditional intellectuals wagadsg and led to

wide-ranging consequences within the field of intellectualism (Grab®3d.: 7). This
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stems from his conviction that all intellectual thought is to some extenthedtac an
historical situation. Thus, Gramsci articulated that an important functiorgehieny is
the ability of the dominant class to assimilate and ideologically conquer diteotral
intellectuals (Gramsci 1971:18)An example of this could be the mainstream
approaches to international political economy that were discussed in chapté/hile
these theories are presented as autonomous from the dominant group, from a Gramscian
perspective, they are a reflection of hegemonic class interest.
Gramsci and Counter-Hegemony

What is important to distinguish is that unlike Marx, civil society for Gramas
something much more than simply an empty realm of 'self interested egaiamscb
rejected a noxious conception of civil society and instead understood it to be the site
where not only hegemonic ideas prevailed, but also the space where counter-hegemonic
ideas could be fostered and eventually challenge the leading class. Thus, in tleecdva
western states, civil society becomes the space of class strugglepogeaiéing
perception of common sense. Gramsci referred to counter-hegemony instegidtds as
a 'war of position' in distinction to a 'war of movement'. In countries with les$opede
civil societies Gramsci reasoned that the state could be directly overttimmugh the
use of force, as was the case in Russia during the 1917 revolution. This would be
considered a 'war of movement'. In places where civil society is more advamnd fluid,

such as in the advanced capitalist states, a ‘war of position’ would have to be waged.

*Gramsci puts it as follows: “One of the most impottcharacteristics of any group that is developing
toward dominance is its struggle to assimilate tancbnquer “ideologically” the traditional intellemls,
but this assimilation and conquest is made quiakeérmore efficacious the more the group in question
succeeds in simultaneously elaborating its ownmicgatellectuals” (Gramsci 1971:10).
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In a war of position, counter-hegemonic forces would have to build institutions,
networks and promote a discourse through the various outlets of civil society in order to
challenge the prevailing hegemonic order. A counter-hegemonic movement \gould a
entail the reorganizing of productive and consumption practices in a way that vaguld li
together the various subordinated classes. Counter-movements would have to become
self-sufficient and establish a new political-economic structure thaglisshed itself
from the ruling class. A counter movement must establish itself as sometifengrdi
from the prevailing order, but it may resemble it is some ways becausst#t exder the
same historical conditions (Cox 1983: 165). However, Gramsci thought that a counter-
hegemonic movement could not be expected to quickly succeed the hegemonic order, but
would require a considerable amount of time and patience (Gramsci 1971: 239).

Moreover, counter-hegemony can only be successful if it is able to challenge the
prevailing conception of common sense. Gramsci understood the prevailing hegemonic
ideology or common sense not to be entirely homogeneous or unproblematically
dominant (Gramsci 1971: 323-34). Instead, common sense or the prevailing hegemonic
discourse persists dialectically across space and time. For Graetgemony is
contradictory and fragmentary (Gramsci 1971: 419-25). The interplay thebeftoveen
hegemony and counter-hegemony is in many ways an ideological struggle fought out in
civil society. Just as the bourgeoisie class educates the masses throngtittitiens of
civil society, counter-hegemonic forces would also have to re-educate the subordinate
classes through institutions that have some autonomy from the prevailingdhgzeas
organic intellectuals are essential in fostering the narrow insepéite bourgeoisie

class, it is also possible for organic intellectuals to arise among theng@tlisses. Such
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as those of the Bourgeoisie, the organic intellectuals of the subaltern wodgsg<l
would also be tied to the production process (Hoare and Nowell-Smith 1971: 4). Organic
intellectuals of this type would seek to abolish the separation of economic anzhpoliti
life that is presented under Bourgeoisie rule (Hoare and Nowell-Smith 1971: 4)
Gramsci also stressed what he referred to as the ‘active politiciantehiemplating
the possibility of counter-hegemony. Gramsci was concerned with ‘etaetality’ or
the ‘is’ and what ‘out to be’ (Gramsci 1971: 171). For Gramsci, the statesman and the
political scientist works within ‘effective reality’, meaning he or shenly concerned
with the way things are, which in effect helps to maintain the prevailingtste
(Gramsci 1971: 172). Gramsci derived his conception of the ‘active politician’ frem t
works of Machiavelli, who he considered not to be a political scientist, but an active
politician; “but Machiavelli is not merely a scientist; he is a partisan,raochpowerful
passions, an active politician, who wishes to create a new balance of forces efodether
cannot help concerning himself with what out to be” (Gramsci 1971: 172). Thus, Gramsci
conceived of theory as not only explaining the historical actualities, but alsogsas a
tool to guide social change.
The active politician is a creator, an initiator; but he neitheates from nothing
nor does he move in the turbid of his own desires and dreams. Hehbaseff
on effective reality, but what is effective reality? Is sibmething static or
immobile, or is it not rather a relation of forces in continuous marmahshift of
equilibrium? If one applies one's will to the creation of a new ibguilm among
the forces which really exist and are operative-basing onesdlieoparticular
force which on believes to be progressive and strengthening it toithtdp
victory-one still moves on the terrain of effective reality, butsdse in order to
dominate and transcend it (or to contribute to this). What “oughbetois
therefore concrete; indeed it is the only realistic and higsbriicterpretation of

reality, it alone is history in the making and philosophy in the ntgkt alone is
politics (Gramsci 1971: 172).
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From this statement, Gramsci seems to imply that the active politiciauotec-
hegemonic forces operate between the historically constructed ‘is’ and the tobght
The active politician does not create from nothing, but applies his or her will and seeks to
alter the equilibrium through what is historically possible. Thus, the ‘ought &xisés
within the ‘terrain of effective reality’ (Gramsci 1971: 172).
Hegemony at the International Level
Central to the modern structure is a strong relationship to hegemony. At the
international level, the dominant structure within a competition of structures can be
understood in a Gramscian sense as an 'historic bloc' or cohesion of roatetiabns,
ideas and political institutions. Neo-liberal hegemony then is the prevailingatiteral
class movement which perpetrates dialectically against existing, idsétutions and
productive patterns. While the state remains an essential component of theiamainat
system, hegemony cuts across state boundaries and links together dominant ideas,
production patterns, institutions and transnational networks of elites and inteieasial
discussed in chapter one, the Gramscian conception of hegemony in the study of
international political economy has largely been developed by Robert Cox.
Hegemony at the international level is thus not merely an orden@ states. It is
an order within a world economy with a dominant mode of production which
penetrates into all countries and links into subordinate modes of produtisn.
also a complex of international social relationships which conrectsocial
classes of the different countries. World hegemony is descrilzable social
structure, an economic structure, and a political structure; aadiot be simply
one of these things but must be all three. World hegemony, furtherimase
expressed in universal norms, institutions and mechanisms which lag dow
general rules of behavior for states and for those forces dfsoeiety that act

across national boundaries-rules which support the dominant mode of production
(Cox 1983: 171-2).
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Neo-liberal hegemony is strongest at the core through ‘consent’ and understandre
distorted form in the periphery. Since the expansion of neo-liberal capitalgonis to
uneven development and gross disparities in wealth, the core and peripheryrare ofte
located in close proximity to each other. Neo-liberal hegemony most poteistly iex
particular capitalist states, but as accumulation continues to be conakntrate
reproduced and concentrated in certain financial hubs within the core. These arg not onl
spaces where wealth is concentrated, but also geographical areas a®rarigle
circulated, often through well-funded think tanks and by powerful business, intallect
and political elites (Peet 2007: 21-3). This has created affluent islands aftocosré,
surrounded by the marginalized poor and working classes. An example of this could be
the dichotomy in wealth between the prosperous core of San Francisco and the
impoverished areas of Oakland, California.
Neo-Liberal Hegemony and the State

Conceptualizing hegemony as a class movement is not to diminish the role okthe stat
in understanding world order. From a Gramscian perspective, the stalass hased
entity. In other words, it is a struggle between the ruling capitalist afass/orking
classes which maneuver against each other in order to gain leverage. $&secstdy
complexes serve as sites of positioning between the capitalist class aminsubdr
classes, the state is a dialectical creation which can exist in vasious &s it is
historically situated. The movement of neo-liberal hegemony can be sarratismpt to
capture the state and homogenize it in accordance with the interests of global

capitalism'® Whereas mainstream approaches portray the state as an ahistorical

%This should not be misinterpreted with instrumefaains of Marxism in which the state is viewed
primarily as an instrument of the capitalist cldastead, the state is being understood here etaibtal
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abstraction, insulated from economic activity, in this sense, the state igchistor
constructed and a reflection of the current hegemonic-structure. Thus, the neo-
liberalization of the state in recent years is a movement to weaken the pahestidte

to regulate the market and further disembed capital from political contigth @02:

17-30). Furthermore, while neo-liberalism to some degree may be understood as a
movement to homogenize the international system of states toward a markagtowili
based on individual rationalism, it will always be countered and develop in varying ways
as it oscillates through resistance and specific circumstances (Peet200Bifice the

state in the Gramscian sense is understood as the site of class struggfesrako-I
capitalism is always susceptible to some form of state control. Moreo\es, stay

embrace components of neo-liberalism for different reasons and under varying
circumstances. Thus, the ideas of neo-liberalism may be embraced imthef fronsent

in places such as the U.S. and Britain or used as a way to enhance competition as in the
case with China. In other cases, free market policies have often been imposed on the
developing world through indirect forms of coercion. An example of this has been the
draconian structural adjustment policies that have been used in the third wbhddast

three decades by international financial institutions such as the InterhMiometary

Fund and the World Bank. This will be discussed in more detail in chapters five and six.

construction in which subordinated and marginalickedses possess some level of autonomy and ability
maneuver and reclaim power from ruling capitaliass. An example of this could be the current distia
movement in Venezuela under the direction of Hubav@z.

MRichard Peet's discussion of the geographical déieers of hegemony is worth quoting at length:
“Clearly the world is not a homogenous space, &g/l ethnic or spatial terms. Hegemony conceivéiokin
centre has to be creatively ‘translated’ to fit méocal contexts... Or it can be thought of in terrhs o
space, and often ethnicity was with local intellds$ translating the latest ideas from New Yorkpdon or
Paris into languages and terms that regional psagle understand. Then too, this whole process of
hegemony construction and translation is not a $moperation whose end is known from the first
instance. The great thing about ideas is that taeyalways be countered. The great thing abougthids
that is can be silent. Specifically, countering legemony of a broadly defined ruling class mean, f
Gramsci, constructing a ‘counter-hegemony ‘as phactass struggle” (Peet 2007: 13).

40



Moreover, Marxist oriented scholars often note that a strong tension exiggtetw
the hegemonic discourse of individual autonomy and collective efforts by populations to
determine the role of the state that is in the interests of the workingscéas$éhe
marginalized poor. Liberalism, in its classical and ‘neo’ meaning, placeg)s
emphasize on the right to individual autonomy and a person’s right to choose. However,
when individuals come together and collectively choose to regulate markets;rfioms
or enact policies centered on income re-distribution, this is often branded as aembvem
toward despotism in the western media (Harvey 2005: 69-70; Rupert and Solomon 2006:
48; Gill 1997: 51-76) While developing countries are encouraged to industrialize and
embrace a shallow version of liberal democracy, they are strongly dessfrach
constructing societies that might be complementary to the cultural and saitésths of
that particular country. Marginalized populations of both the first and third werlbtese
to choose so long as it doesn't deviate too far from the narrow, economic interests of the
ruling class.

Moreover, the vulnerability of the developing world to the authoritarian natune of t
free market is not to imply a notion of neo-imperialism. In other words, ne@llibe
hegemony should not be reduced to one or a few powerful capitalist states that impose
their wills on poor countries. While the United States is often depicted as adregem
power or in a state of hegemonic decline, this portrayal ignores the deep divisierrbetw
classes that also exist within America. As the growing disparity attivand
movements of migration continue to prevalil, it could be argued that many parts of
America are taking on characteristics of a third world country. Morebl\agvey points

out that the core fundamentals of neo-liberalism have usually only been partially
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implemented by states (Harvey 2005: 87). Therefore, the transformation oflttewe
state to one increasingly predicated on individual autonomy, deregulation and trade
liberalization is not to imply that the majority of states in the current woddratrictly
adhere to the axioms of market fundamentalism, but rather neo-liberal hegemony
penetrates and affects states in different ways and across unevapbaaglines?
Neo-liberal discourse may be strongly opposed in one state (e.g., Veneztnetajly
institutionalized in another (e.g., United States) or only make slight inroadsauntry
where a heavily regulated market system already exists.

Sweden could be depicted as an example of the last case. Historically, Sweden has
been characterized as an actively entrenched welfare state gupsteahly trade unions
and high expectations for social benefits. (Harvey 2005: 112-3). In the 1970s, the
business class and the sanctity of private ownership came under a serious/tlaieat
This began with the enactment of the Meidner plan (wage earner funds), which was a
policy intended to redistribute the means of production from the concentrated business
class into the collective hands of the workers (Blyth 2002: 205). While the policyedllow
for labor to take a hegemonic position over capital during the 1970s, it also ignited a
counter-movement by the business community (Blyth 2002: 2@/)rthermore, the

profit margin for the business class was squeezed even more when the gledsbrein

B1arvey purports that “A moving map of the progretseoliberalization on the world stage since 1970
would be hard to construct. To begin with, mostestdhat have taken the neoliberal turn have doronky
partially-the introduction of greater flexibilityio labour markets here, a deregulation of findncia
operations and embrace of monetarism there, a tooverds privatization of state-owned sectors
somewhere else. Wholesale changes in the wakéstf (such as the collapse of the Soviet Union)lman
followed by slow reversals as the unpalatable aspEmeoliberalism become more evident. And in the
struggle to restore or establish a distinctive wmbess power all manner of twists and turns oesur
political powers change hands and as the instrisrahnfluence are weakened here or strengtherezd.th
Any moving map would therefore feature turbulentrents of uneven geographical development that need
to be tracked in order to understand how localdfiemmations relate to broader trends” (Harvey 2@75:
*The Meidner plan was a wage earner fund in a 26epétax was imposed on all corporate profits that
were distributed back into a collective workersgiduthat was then reinvested into the corporatibowing
for the workers to control a significant portiontbé company.
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the early 1970s hit the OECD countries (Blyth 2002: 206). The Swedish Employers’
Federation (SAP) began to mobilize from the mid-1970s onward by increasing
membership and funding that was used to mount an ideological campaign against
unionization and the Meidner plan (Blyth 2002: 209). Expenditures for the SAP increased
from 60 million krona in 1975 to nearly 200 million in 1988 (Blyth 2002: 211).

Consequently, the conservative party came into power in the late 1970s for the first
time since the 1930s. However, because unionization remained strong, they were
unsuccessful in rolling back the wage earner fund. The SAP then turned up the intensity
of its ideological campaign against the fund (Blyth 2002: 212-3). To do this, it reached
out to academia, including a Nobel Prize winner in economics, Assar Lindbeck, who
challenged the conventional wisdom of Sweden’s embedded liberalism ateh@Hhjtn
2002: 216). This began an alliance among business leaders and intellectuals who viewed
Sweden’s heavily fortified welfare state as an obstacle to individualdre@and
democracy (Harvey 2005: 113). These sentiments continued to be fostered throughout the
media, academia and conservative think tanks during the 1980s (Blyth 2002: 223-5).

By the mid-1980s, the ideological campaigns were paying dividends and soime leve
of neo-liberal reforms were implemented (Blyth 2002: 224). The movement onhihe rig
was also augmented by the left’s inability to fight off economic stagnatidnnflation.
Eventually, the unions agreed to curtail wage increases as a way to figtwiménd
moderate deregulation was enacted in the banking industry. This led to speculation in the
housing market, credit allocation and tax cuts for the wealthy (Blyth 2002: 226-7)e By th
early 1990s, the Swedish government was running into deficit problems and high levels

of inflation. The SAP blamed the problem on the welfare state and called for furthe
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privatization of social services. Privatization did occur, but not nearly to theesdare
as other OECD countries such as the United States and Great Britain. Moreyther, Bl
concludes that while the business class was able to muster increased suppedtin, Sw
public sentiment for welfare programs still remains high (Blyth 2002: 246). Karve
describes the limited success of business interests in Sweden as a witneanseo-
liberalism’ (Harvey 2005: 115).
Conclusion

Viewing society through the Marxist-Gramscian ontology provides legénag
understanding the dynamics of modern capitalism. Gramsci’s articulatiog&loay,
which includes the role of ideas, is particularly important for breaking awaythe
traditional state-centric view and envisioning a more realistic intatpya of the current
global situation. Under this conceptualization, hegemony can be seen as aitnaalsnat
class that perpetrates under an historical duration of time and space. Mdtemaver
concept of historical structures that has been developed in the Gramscian inspired
literature provides additional leverage for understanding the global restngobf
production, ideas, forms of states and patterns of social relations that hasddcwimg
the last three or four decades. Building on this perspective, chapter four wilbentai
broad historical overview of the transition from post-war Keynesianism to thenbege

ascent of neo-liberalism.
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CHAPTER 4
KEYNESIANISM TO NEO-LIBERALISM
Neo-liberal globalization or what Stephen Gill calls 'market civibnatan be
examined from several different angles (Gill 2003: 118). It has alreadydbteulated
throughout this paper that neo-liberal hegemony should be understood as a capitlist clas
movement which permeates dialectically throughout the global system. lodricef
make a brief, yet concise articulation how neo-liberalism came to poweo]¢seof
ideas, intellectuals, acts of coercion and reorganization of institutions and preducti
practices will be examined. The ascent of global capitalism in recesdeshould not
be misunderstood as the natural manifestation of economic life nor as a vastecynspir
but rather as the direct result of human agency driven by an ideological peespécti
world order. Important to understanding how structural transformation in globatysoci
has occurred in the last three or four decades is the role of ‘organic intEbéegt.g.,
academics, business elites and political leaders) in oscillating thegeleaane to the
class movement of neo-liberal hegemony. Moreover, this chapter will not be an
exhaustive account of the transformation to neo-liberal hegemony, but will attempt to
provide a broad historical overview beginning with post-war Keynesianism.
Neo-Liberalism Defined
Neo-liberalism can be understood in two different ways: a social-economig ¢ineor
capitalist class movement. Harvey refers to the latter as the atestoof class power
(Harvey 2005: 9). As an economic theory, it derives from the classicallisipe i@t
Adam Smith, David Ricardo and John Stuart Mill. Neo-liberalism is an updated version

of classical liberalism that was developed by Milton Friedman, Freddagkk and

45



many others associated with the Austrian and Chicago School of economicghédyalo-|
or neo-classical economists often produce scientific models to demonstrabe that
market functions most efficiently when individuals are left free to makenedtdecisions

in the exchange of goods and servitadoreover, it is also asserted that the market can
serve as the governing force of society if individuals are allowed to pursuewimeself
interests. Furthermore, although neo-classical economists may disagrexertain

details, central to this perspective is the idea that political freedom caustatretil
economic freedom is first established.

As a political discourse, neo-liberalism asserts that the role of goetshould be
diminished as much as possible and that any government interference only undermines
the efficiency of the market (Jessop 2002: 453). It is assumed that stable dgrmanrac
only be achieved if the market functions as the sole mechanism to shape human thought
and behavior. Moreover, there may not be a clear agreement on how neo-libaralism i
interpreted between academic and political elites (Panizza 2009: 10). Invotidst
intellectuals may adhere to economic liberalism strictly out of ideplelgye state
leaders may often implement neo-liberal policies for political purposestly that it has
a tendency to marginalize the lower classes, making it easier to core@otnegr in the
upper classes.

Post-War Keynesianism
The movement of history does not occur by way of an invisible force of inertig, but i

the direct result of human agency applied to the historical process. The soerakor

®Hayek argued that human knowledge is limited tosoimemediate surroundings. Thus, the price
mechanism is crucial in allowing individuals to maiational decisions. Consumer choice would then
ensure that the market worked in an efficient aspatable manner. This is in contrast to socigdlahning
in which the state would control the price of cansu goods. For Hayek, this leads to the negation of
individual freedom (Hayek 1944: 49-50).
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never static, is an ongoing dialectical struggle between competirsgriasests over the
role of ideas and material practices. However, capitalism is a scmi@ment which
creates the inclination for exponential growth, expansion and accumulation which
ultimately leads to a precarious concentration of wealth into the hands of a small
minority. While Marxism may appear as an obvious challenge to capitalisen, pur
Marxism, just like orthodox liberalism is a utopia idea that seems negrbssible to
achieve on a global level. What is a direct threat to the bourgeoisiesclalsesn Marxist
derived ideas (i.e., collectivism) are embraced in the developing world and es@stioh
full employment and high taxes on the rich become part of a common sense perception
in the first world.

In the post war years, such a situation was developing. The drive to accumulate by
the bourgeoisie was curtailed by Keynesianism in the north and developmergeispiroj
the south. These policies became ingrained in a ‘common sense' ontology of derld or
because of their relative successes. The core of Keynesianisrentased on an
American led liberal political-economic order constituted by a junior pestmp between
business and labor (Rupert 1985This led to strong unionization, even in the United
States, high productivity and increased working wages. This class compens
included a commitment to full employment and substantial investments in soliakewe
programs. Nations devastated from the war, including Europe and Japan were able to
rebuild quickly. Moreover, this construction of consent was attributed to the abittig of

mixed economy to deliver substantial growth and exponential increases in geal wa

“n his bookProducing Hegemonyark Rupert articulates how an American centerstbric bloc in the
post-war years predicated on a cooperative relghip between labor, business, mass production and
consumption. A mode of production and consumptiailt eround ‘Fordism ‘produced a hegemonic order
that was emulated to some extent around the giRbpdrt 1995).
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throughout the 1950s and 1960s (Harvey 2005: 11). Furthermore, a consensus emerged in
the post-war years that both capitalism and communism in their raw and idaljogic
driven forms were failures that needed to be discarded in favor of the right mix of
markets and social institutions. In the aftermath of the Great Depressiongchnstduik
income inequalities and unregulated capitalism plunged the world into a state of
economic misery, Keynesianism policies, such as those outlined in the New Deal
provided safeguards against market forces and protections for the workimeg.class
Moreover, classical liberal economics of the late nineteenth century baddygaced
with ‘embedded liberalism’ (Ruggie 1982: 383). Valdes notes that Keynesian derived
policies became synonymous with notions of economic wisdom, pragmatism and
common sense (Valdes 1995: 59).

The policy of import substitution industrialization was implemented in many g@iart
the developing world. This was particularly the case in parts of Latiniémdhe
development projects in the third world centered on building a strong state thatdnvest
heavily in infrastructure, school systems, universities and other amenitiexiefmity.
More importantly, it also embraced policies geared toward unionization, the
nationalization of industries and social solidarity. While much of the developing world
remained decades away from catching up to the north, parts of Latin Amerie able
to make relative strides. In Latin America, families living below the pggvme
decreased from 51 percent in 1960 to 40 percent in 1970 (Sheahan 1992: 37). During the
post-war era, countries such as Argentina and Chile were successful ussteatieigy in
achieving steady growth and relative gains of social equality. Argentisagsesl the

largest middle class in South America by the 1950s and strong, influential \worker
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unions gained significant power throughout the southern cone of the continent (Klein
2007: 67). Chile was an exceptional case in the post-war era. It was a countrtynae the
that was highly democratic, stable and non-aggressive. Moreover, it went beyond
Keynesian policies in favor of a more state planned economy. Not only were these
redistributive policies implemented by Chilean governments in the post-avar er
successful, but they were brought about in a peaceful and democratic manner. More
significantly, the leftist governments of Chile were serving as a modet t@st of the
developing world. This in turn made it a perceived threat to the conservative U.S.
business class (Roxborough 1976: 72-3).
The Antithesis to Keynes

In summation, a 'situation’ was being objectified in the post-war etaich e
majority of the population in the North embraced some form of embedded liberalism and
developing countries maintained enough autonomy that allowed them to carry out state
planned economies. In many parts of the world, labor possessed enough power to reach
collective bargaining agreements and demand wage increases. More inpah@ant
common sense perception of welfare capitalism and elements of redistribeton thnat
the capitalist class was being forced to redistribute a large percenitgyeeélith.
Before the Second World War, the richest 0.1 percent of Americans received 6 to 9
percent of the national income. During the 1950s and 1960s, this amount decreased to
nearly 2 percent. Interestingly enough, the amount went back up to around 6 percent by
1988 (Peet 2007: 86). Moreover, leftist, state planned economies in the South meant that
the post-war bourgeoisie were burdened with a shortage of cheap, surplusrtabhahd-

perception of business leaders, industrialists and powerful think tanks, the market had t
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be liberated from the constraints of the state and a new perception of world outigr w
have to be crafted in the interests of capital accumulation (Valdes 1995: 60).

While the transition toward neo-liberal hegemony began in the 1970s, a 'war of
position' by the right, emboldened by neo-liberal economic theory began in the
immediate post-war years. During the time when Keynesian ideas weneatiomthe
western world, the still marginalized ideas of neo-classical lilsenalere being
developed and circulated within small, but powerful circles of academics, derpora
executives and political leaders (Plehwe 1993: 269-70). For the most partdtese i
which would eventually come to rule the world were developed by academics in the
Chicago School and Austrian School of economics who became the key ‘organic
intellectuals’ of neo-liberal hegemony. Most notably were Frederick \eyeldand
Milton Friedman who working together with other prominent economists employed
scientific rationalism in their research to ‘objectively’ demonstrate imankets would
behave more efficiently if they were liberated from the constraints ofdbe s

In ending the Great Depression, the New Deal policies entailed masearament
spending, public works programs and state intervention. Whereas the New Deatpolici
were often championed as democratic, neo-classical economists suclelas Hay
interpreted them as despoti$hiThe Hayekian critiques of welfare capitalism and state
planning were embraced by American political and business conservativesese
fearful that the New Deal policies would eventually lead America dowratne gath of

totalitarian socialism that was being witnessed in the Soviet Union (Blyth ZGD2:

#Hayek wrote in 1944 that “For at least twenty-fixgars before the specter of totalitarianism became
real threat, we had progressively been moving dway the basic ideas on which Western civilizatias
been built. That this movement on which we havereat with such high hopes an ambitions should have
brought us face to face with the totalitarian hohras come as a profound shock to this generatibat..t
socialism means slavery, we have steadily movékdrdirection of socialism” (Hayek 1944:; 12-3).
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Hayek, who was part of the Austrian School of economics, eventually took a position at
the University of Chicago. Although there are some differences betweenstreaA and
Chicago Schools, both schools adhere to similar axioms of thought, including the idea
that true freedom cannot be found where there is no economic freedom. In 1947,
intellectuals from both the Chicago and Austrian Schools along with business and
political elites created the Mont Pelerin Society. The main objectiveorgsvelop an
intellectual critique that could directly challenge the welfareesiéhtis can be summed
up in the founding statement of the society in 1947:
The central values of civilization are in danger. Over Iatgetches of the earth's
surface the essential conditions of human dignity and freedom hesedl
disappeared. In others they are under constant menace from the dem¢lopme
current tendencies of policy. The position of the individual and thenteny
group are progressively undermined by extensions of arbitrary pBwen. that
most precious possession of Western Man, freedom of thought and expressi
threatened by the spread of creeds which, claiming the privilegelesfince
when in the position of a minority, seek only to establish a position oémpimw
which they can suppress and obliterate all views but their own. T dpolds
that these developments have been fostered by the growth of a viestaoy
which denies all absolute moral standards and by the growth afighavhich
guestion the desirability of the rule of law. It holds further thaty have been
fostered by a decline of belief in private property and the cotiyeetharket; for
without the diffused power and initiative associated with thesetutistis it is
difficult to imagine a society in which freedom may be dffety preserved
(www.montpelerin.org).
In the early stages of development, the fundamental ideas of neo-liberal disumirses
market liberalization and limited government remained confined to a smiadiugtt
powerful, circle of elites. As an economic theory, neo-liberalismestifited along the
periphery of academia. During the post-war years, most of the economics @gpsitm

major American universities were dominated by Keynesianism. Howdv#ip$Fein

explains that neo-classical economic ideas deriving from the Chicago SoHool a
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Austrian School were beginning to make significant inroads in the field of economics
science and business (Phillips-Fein 2009: 281-5).

Furthermore, these organic intellectuals were not only interestedvigoeating the
ideas of classical liberalism, but they also envisioned themselves as defanfdeedom
against what they perceived as the encroaching anti-freedom of the wé&dtarerhus,
while using scientific rationalism to create models which provided persuasipiical
evidence to discredit Keynesian liberalism, intellectuals such as Hayekiadoh&n
represented the then marginalized class who subscribed to a concept of fre¢dom tha
derived from the classical liberalism of Adam Smith and David Ricardo. Trdship of
the Great Depression and the devastation caused by World War Il had propeited a
portion of the world’s population to embrace social policies that to some extetegdnta
sacrifices of individual autonomy for the betterment of the community. The dnigina
liberal intellectuals sought a return to liberalism in its most pure form. \isesvérgued
that the “point of departure of all liberalism lies in the thesis of the harmaomyholy
understood interests of individuals” (Von Mises 1983: 183).

A rejuvenated conception of freedom that highly prioritized the rights of individual
autonomy over the state continued to gain recognition and was popularized during the
1950s and 1960s in books such as HayEk&s Road to Serfdoand Friedman’s
Capitalism and FreedorfVan Horn and Mirowski 1993: 166-7). Moreover, the early
discourse on neo-liberalism developed by members of the Mount Pelerin society and the
Chicago School of economics provided a powerful intellectual and philosophical
response to the prevailing discourse of Keynesianism. Hayek argued that an entire

generation of people in the western world at the time had forgotten the truptooince
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freedom that not only derived from the enlightenment, but was rooted in the foundations
of Christianity and the intellectuals of ancient Greece and Rome (Hayek 198%.FA@&
Hayek, even minimal forms of state planning would eventually become infringement
and obstacles to the sacrosanctness of private property and consumer chake (Hay
1944: 105). Because state planning and liberalism formed an antithetical réigtions

there could be no harmony between the two. Hayek argued that any form of state
intervention, even the moderate doses prescribed in United States, would ensure an
eventual outcome of totalitarianism (Hayek 1944: 43-55).

Friedman, along the same lines as Hayek, argued that political freedom cgudd onl
achieved through the emancipation of economic freedom (Friedman1962: 7-21). He
claimed that history had provided clear evidence to show that political freedoan coul
only be achieved under a free market system (Friedman 1962: 7). Friedmanaargned
objective fact that capitalism was the only viable system compatible witbatacy.

Similar to Hayek, Friedman viewed even minimal forms of state planning as$ ah a
coercion by the state and a suppression of individualism (Friedman 1962: 13). He argued
that in modern societies, the only mechanism that could ensure freedom to the masses
was the market. For Friedman, it is through the voluntary exchange of the rhatket t
coercion can be suppressed and cooperation through an appeal to rational individualism
can ensure freedom (Friedman 1962: 15). Thus, the neo-liberal intellectuals of the post-
war era were playing a significant role in reviving and circulatioigssical liberal

appeal to individual autonomy that for a marginalized group of conservative business
leaders, politicians and intellectuals was being distorted and in somesuppesssed, by

the mixed economy.

53



Structural Transition: From the 1970s Onward

It is generally understood that the policy regime of Keynesianism bagaing into
trouble by the late 1960s and early 1970s. This in turn would further create a space in
civil society that would allow for the previously peripheralized ideas of nemlibm to
expand and become hegemonic. There are a few reasons that can be attribated to t
demise of embedded liberalism. First, after delivering high rates oflyrovhe post-
war boom, Keynesianism began to slow down. Capitalism entered into a crisis of
accumulation as growth substantially flattened out by the early 1970srédesliing
years of stability were suddenly replaced by sharp spikes in both unemployment and
inflation. During much of the 1970s, the term 'stagflation’ was used to depict tla¢ glob
economic slowdown (Harvey 2005: 12). The stagnation in growth, inflation and
unemployment allowed for many in the previously marginalized neo-liberg) sach as
Friedman and Hayek to openly criticize Keynesianism (Peet 2007: 71). Howewer, it
important to highlight that growth in the OECD between 1961 and 1980 still maintained
an average of 3.5 percent under Keynesian economics, while between 1981 and 1999
(neo-liberalism), growth only managed to grow at 2 percent (Pollin 2003: 133). While
growth substantially began to decrease in the late 1960s and early 1970s, the rate of
decline was relative to the boom years of the 1950s and 1960s. Nevertheless, the
perceived crisis of Keynesianism during the early 1970s allowed for nesicelas
liberalism to make significant inroads within the intellectual community ad@wia as
well (Peet 2007: 71). Harvey notes that by 1990 all economics departments at major

American Universities were dominated by neo-classical economisteejH2005: 56).
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Another important aspect about the period of stagflation was the falling ratdiof pr
that U.S and European firms were experiencing. The rate of profit dedreas around
20 to 23 percent in the early 1960s to 13 percent by the early 1980s (Dumenil and Levy
2004a: 23). Unemployment also increased from 4.6 percent to 7.7 percent during this
time in the U.S. and from 1.8 percent to 6.1 percent in Europe (Dumenil and Levy 2004a:
24). The economic downturn of the 1970s was also exasperated by thé*@PEbcks
of 1973 and 1979. The high oil prices of the late 1970s proved to be detrimental to the
import substitution industrialization projects of developing countries that werdyheavi
reliant on the importation of oil. Many of the same countries that were affect@®BC
were also beginning to suffer from high rates of inflation and public debt dfteg taut
unfixed interest rate loans from newly deregulated international banks {Ruagder
Solomon 2006: 46-7). Moreover, state-run economies in the developing world were
successful in achieving substantive levels of equality, but catching up to themater
living standards of the OECD countries remained a lofty ambition (Bello 1999:

It was also during this time that Fordism, the prevailing mode of production and
consumption deriving from an U.S. oriented hegemonic bloc, was beginning to be
weakened by increased competition in the manufacturing sector (Rupert and Solomon
2006: 41). In the aftermath of World War Two, Fordism was coalesced with Kaynes
social policy to incorporate strong unions in the U.S. and other advanced capitalist
nations which were able to wield significant bargaining power in gaining comeess
(Rupert and Solomon 2006: 38). The majority of U.S. firms operated under a collective
agreement with labor which ensured that as productivity increased, so would the real

wages of workers. Real wages for non-managerial workers increased byrd& pe

% The Organization of the Petroleum Exporting Caiestr
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between 1929 and 1966 and continued to increase until the early 1970s (Rupert 1994:
169). The middle class quickly expanded in the U.S. during the post-war years and
unionized workers were encouraged by mass marketing to take part in a culture of
consumerism. This fostered a structure of mass production and consumption in the U.S.
which was emulated to some extent in the other advanced capitalist statas dRdpe
Solomon 2006: 39). However, after Europe and Japan recovered from the war and were
forming their own versions of Fordism, the competition to export manufactured goods
substantially intensified.

U.S. firms no longer operated within a comfort zone of dominance. Furthermore,
newly industrialized countries (NICs) that had previously been confined to prgdaain
materials under conditions of colonization began to employ a relatively chigdpssof
labor to produce their own manufactured products which penetrated into the world
market (Held 1999: 171-75). Consequently, U.S. and European firms were faced with a
direct threat to profit which meant that Fordism and state planning in the south had to be
disassembled in favor of more flexible systems of lean production (Rupert and Solomon
2006: 175-81). This initiated a full assault on the collective bargaining powdyauf la
unionization and worker solidarity. Since the 1970s, this has been coupled with the rise of
multinational corporations which have increasingly shifted manufacturingtoges
away from the developed core and into developing countries where a seemingly
inexhaustive and often disorganized labor force is employed to produce a wide ofariety
consumer products (Rupert and Solomon 2006: 46-7).

Furthermore, the reorganization of the relationship between labor and the owners of

production was significantly affected by the rapid decline of transportation and
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communication costs. Since the 1970s, this has allowed for the drastic mobilization of
capital and for production to become increasingly more flexible and spediétarvey
2005: 92). Rupert and Solomon point out that what distinguishes neo-liberal globalization
from the lassie faire capitalism of the late nineteenth century is thig abbipowerful
multinational corporations to utilize the reduction in transportation and communication
costs in making it substantially more difficult for labor to organize (Rupert alwin®n
2006: 44-5). This is largely attributed to the changing nature of production. A company
that manufactures scooters might in name be attached to a particular counkry, but t
various parts of the product may be assembled in different geographicalgiecesing

to the price and availability of skilled labor and the cost of transportation. Ticas, |
populations become vulnerable to capital flight and external market forcds @dnand
efficiency over societal well-being. Moreover, a crucial aspeceofliberalism has been
the attack on labor and real wages.

Another reason for the disintegration of embedded liberalism can be attribuked
demise of the political left in the core, particularly in the United Statespifeethe
concessions that were granted to working classes following the greassiept a
Keynesian world order was still a capitalist system centered on tlyestges of mass
consumerism and suburbanization. The problems of social injustice and inequality in the
U.S. loomed behind the high growth rates of embedded liberalism. These issues were
brought to the forefront of U.S. society through the civil rights movement andoresacti
to the Vietnam War. The latter was seen as an imperialistic invasitre gart of the
United States by many on the left (Peet 2007: 86). More importantly, a cobsdera

number of people held the view that welfare capitalism needed to be more progressive
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and move further in the direction of redistribution (Ryner 1997: 21). This led to a
formidable counter-culture built around civil rights, feminism, militant unioronat
environmentalism, sexual freedom, and drug policy. However, the counter-movement of
the 1960s and early 1970s was only able to muster an ephemeral challenge to the status
guo and other social forces on the right which sought to maintain a politically moderate
and consumer oriented society.

These same social movements, which were often perceived as radical-and anti
corporate, triggered a reactionary movement on the right led by the Americaedsusi
class that was politically and economically threatened by ideas orientetlasocial
solidarity (Peet 2007: 87). Since the mid 1970s, U.S. corporations have spent around
$900 million a year to fund ideological campaigns and decentralize organizedRakor
2007: 87; Harvey 2005: 44). A large proportion of this money has gone to fund powerful
think tanks such as the Heritage Foundation, the Hoover Institute, the Center for the
Study of American Business and the American Enterprise Institutth(B002: 156 ¥+
Well funded by business executives, many of these think tanks have employed their
resources to spread ideas consistent with market fundamentalism, consuametis
center-right ideas. For example, in 1977, Milton Friedman's Boe& to Choos&as
turned into a television program, funded by the Scaife Foundation (Blyth 2002: 156).
This program was shown on both American and British public television. By tlye earl
1980s, the threat to corporate power by social movements in the core states had been
greatly undermined and the business class had firmly reconsolidated its hegemonic

position in American society (Peet 2007: 87). Edsall notes that the political wing of t

#In 1973 the Heritage Foundation had a budget afrat&@1million dollars; by 1981, that figure increds
to $7.1 million a year (Blyth 2002: 156).
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American corporate sector was so successful in reestablishing power thraihghout
1970s and early 1980s that the American business community was gaining tae simil
levels of influence that were witnessed during the pre-Keynesian eral26es (Edsall
1984: 107).
The Chicago School and Chile

The crisis of capital accumulation, disintegration of Fordism, de-unionization and
increasingly incoherence of leftist ideas has provided a space in cigtyssrice the
1970s that has been parlayed by the capitalist class into a global hegemonitherder.
reconstitution of '‘common sense' since the 1970s has been implemented by the use of
brute force, coupled with an ideological campaign in the realm of civil sometynt
over the hearts and minds of the subordinated classes. A common strategy of the neo-
liberal class is to employ acts of coercion and manipulation during timesch whi
populations are vulnerable. Although studies can be undertaken to fully grasp the ascent
of neo-liberal hegemony, Chile’s transformation not only exemplifies theigeer
dimension of neo-liberal hegemony, but also provides a way to better understanding it as
a class movement. While the ideology of neo-liberalism may have first ledoomdated
in the U.S. and Great Britain, what occurred in Chile serves as a startindopoint
discerning the ideological and authoritarian expansion of neo-liberal hegdéraonthe
elite classes of the core and into the descending classes along the p¢Yialoes 1995:
4).

As discussed before, the state-planned economy of Chile was considered to be a
relative success in the post-war years. However, Valdes notes thaggofici

redistribution in Chile came under attack in the mid 1950s for two reasons. First, there
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was a perception of a class threat against the minority of conservaties pad

business elites (Valdes 1995: 103). Business elites at the time were mgt foalthe

radical free market reforms that would later be applied, but they understood thersitua
as a class struggle between themselves and state forces seekingogentecbnomic

life (Valdes 1995: 104). Second, although the state-planned economy was successful to
some extent, Chile was struggling with high levels of inflation by the mid-195@sled

to serious discussions among economic elites concerning the sustainabibtg of s
planned industrial development (Valdes 1995: 105).

This resulted in an opportunity to modernize the field of economics within Chilean
society (Fischer 2009: 308). The U.S. government, under the auspices of theitmarnat
Cooperation Association (ICA), became directly and deliberately involvedomsaxg
Chilean students to the most conservative economics at the time in an effortrto thwa
sentiments of socialism in Chile during the mid 1950s (Valdes 1995: 49). To do this, a
program by the ICA was established that would pay for Chilean students to tstey a
University of Chicago under prominent professors such as Hayek, Friedman and Arnold
Harberger (Fischer 2009: 305). By 1955, students from Santiago’s Universidad Catolica
de Chile were sent to Chicago courtesy of the United States government (E3@9rer
309). Valdes articulates that an ‘ideological transfer of ideas’ wasréakin Chilean
society through a triage consisting of the Chicago School of Economics, thd Btates
government (ICA) and the Universidad Catolica de Chile in Santiago (Valdes 1995: 48-
50). The idea at the time was to dampen ambitions of socialism in Latin Anagdc

instill ideas geared around market fundamentalism among the educatéd elite.

%y/aldes goes on to say “The explicit goal was tadopluralism in the economic theories that wergyta
in Chile at the time. The implicit goal was to camhlwhat was perceived as “socialist ideology” iril€in
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The United States government continued to fund the program until 1964 and thereafter
it was funded by private donors such as the Ford Foundation, Rockefeller Foundation and
the Organization of American States (Fischer 2009: 310). By the 1960s, the Chicago
School was also expanded to target other Latin American countries such agmargedt
Columbia. The objective was for the newly educated Latin American studaetsirn to
their home countries and facilitate the ideas associated with market aut@wrogled
by the most prominent neo-classical economists at the time, the returningstudet
on to become the ‘organic intellectuals’ that would channel these same ideas withi
Chilean society (Silva 2008: 151).

Furthermore, most of the thirty Chilean students from the Universidad Catblica w
received post-graduate degrees from the University of Chicago went onertcChi
become recognized industrialist, academics, and executives of financielrmerates
(Silva 2008: 148). This group of Chilean elites became known as the ‘Chicago Boys.’
Moreover, after returning to Chile, the Chicago Boys set out to enact andtualle
revolution at the Universidad Catolica. The economics department at the Catholic
University was overhauled and soon emulated the intellectual orientation of tagghi
School. The old professors and their sympathy for import substitution and
developmentalism were replaced by a coterie of enthusiastic ‘Friedsigviglkeles 1995:
165)2° Moreover, student enrollment in the school’s economics department increased

from 147 in 1957 to 289 in 1963 (Valdes 1995: 165).

economics and to change things in such a way &arisform the country’s economic administrationhivit
a decade. Therefore, right from the start, the ggsdeing discussed was a deliberate and programmed
attempt to transfer ideas, an effort that was bédtlea specialized Structure-Chicago University-aad
based on an intermediary who had the adequate mApaaticularly the financial resources-to make the
operation viable” (Valdes 1995: 49).

By 1963, the staff at the Universidad Catolica déleCincluded 13 full-time professors, 12 of which
graduated from the University of Chicago (Valde83:9165).
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However, while the Chicago Boys were experiencing great succgs®ading their
ideas among academics, business and political elites, they were sglcireumvented
from any substantial political power (Valdes 1995: 201). Furthermore, this proved to be a
crucial time for class struggle in Chile (Gill 2003: 70). This came to @ imek970 when
Salvador Allende, a socialist, was elected president. Allende’sagledttory was the
outcome of years of careful planning by the left to build a strong coalition agaens
bourgeoisie (Drake and Jaksic 1995: 3). Allende’s agenda was to further natikaglize
industries and exert control over the economy (Fishcher 2009: 314). Against this, a
cohesive movement on the right emerged composed of intellectuals, technocrats and
business elites (Fisher 2009: 315). After Allende came into power, the busassss cl
funded right wing think tanks and media outlets designed to alter public opinion and
incite social unrest (Fischer 2009: 316).

However, a consensus emerged within the business class that it would not be able to
come into power through ‘democratic’ means. Instead, an understanding abalesce
between the advocates of free market reforms and the military that émel@ll
government would soon be overthrown and the military would allow for the neo-liberal
intellectuals and technocrats to implement their economic and social agdnal2(88:

149). Furthermore, Chilean society in the early 1970s was also feeling the effact

global recession. Between 1971 and 1973, the economy suffered from debt and inflation
(Valdes 1995: 249). With the population vulnerable, the business class and military had
an opportunity to restructure Chilean society. In 1973, a military coup led by August
Pinochet and backed by the CIA, U.S corporations and Henry Kissinger was sugnessful

overthrowing the Allende government. Allende, popular among the working clagkes a
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known for advancing democracy through peaceful means, was killed by the Pinochet
army in the presidential palace (Harvey 2005: 7-8). During and after the Conpn@c
technocrats and members of the military were supplied with the ‘brick’, an eaonomi
doctrine adhering to the market fundamentalism of the Chicago School (Silva 2008: 149).

After crushing the left with brute force, Pinochet initially chose to woallye
moderate economic reforms in the immediate months following the coup (Silva 2008:
151). However, by 1975, the economy was revamped by what became known as the
‘shock treatment’ approach (Fischer 2009: 3¥lilton Friedman, who became a
supporter of Pinochet’s ‘shock treatment’, met with him in 1974 and from then on
corresponded several times through an exchange of letters and advised ithleogene
how to implement components of ‘free trade’ (Fischer 2009: 320). Moreover, most of the
key posts in the Chilean economy under Pinochet were filled by Chicago Bolgs. Wit
leftist forces defeated, the Chicago Boys in collaboration with the Ch®egwol of
economics and the military junta could now use Chile as a lab to test theirdladorie
economic rationalism (Klein 2007: 58).

The Chicago boys in collaboration with the Chicago school used their new found
freedom to implement what was referred to as “the seven modernizations” incorder t
neo-liberalize Chilean society and further dismantle the welfate (8dva 2008: 1533
However, there was an obvious contradiction between economic liberalism andlpolitica

authoritarianism that had to be rectified before the neo-liberal project wmye

#"Pinochet thought that the economy could only liBaally reformed through economic shock treatments.
This was also supported by members of the Chicapo@, most notably Milton Friedman. Pinochet
though could not be considered a neo-liberal imseilectual sense, but he was enamored with thasi@f
market fundamentalism as a way to crush the leftamsolidate his military rule.

%The seven modernizations included labor refornvgpiation of social security, education, healtecar
opening up agriculture to foreign investment, tfarmeation of the judiciary, and decentralization of
government.
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forward. This was accomplished on two grounds. First, acting as organiedtuals, the
Chicago School, led by Hayek, claimed that before Pinochet, Chile was not a democra
society (Silva 2008: 155). Moreover, Friedman and Hayek also argued that political
liberty could not be achieved first without economic liberty. Therefore, palitica
authoritarianism was a legitimated precondition for economic reform (Silva 2008: 156
Silva attributes the second reason to the introduction of mass consumerism iran Chile
society. The implementation of mass consumerism promoted individualism, economic
rationalism and the depoliticization of the population (Silva 2008: 159-69). Furthermore,
while the case of Chile may be unique, it marked a new era that would latéthentai
political-economic transition of other Latin American countries towardlibeoalism in
the 1980s and 1990s.
Reaganism

In the developed North, Hayek won the Nobel Prize for economics in 1974 and
Friedman took the same award in1976. Friedman became President of the American
Economics Association in 1977 and by that time had become the best known critic of
welfare capitalism (Ashford 1993: 19). Moreover, the Volker shock of 1979 marked a
turn in the New Deal policy of the U.S. from obtaining full employment to a commitment
to fighting inflation (Blyth 2002: 171). One of the themes espoused by economist, think
tanks and forces on the right in the 1970s was that the government should be fully
committed to fighting inflation. Whereas the 1950s and 1960s embraced unionization,
wage increases and social expenditures, these were now being articulatetkasdns
for inflation, a word that increasingly took on a negative connotation in political

discourse (Blyth 2002: 147).
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The mid 1970s onward was a transition period between the disintegrating structure of
Keynesianism and the ascent of neo-liberalism. While the right hadyabedt a
successful campaign against the welfare state, the business class ddéaeth
political power to further implement its agenda. The election of Ronald Reagan
represented the consolidation of neo-liberal hegemony through state powery(Harv
2005: 51; Peet 2007: 8)Not only did Reaganism play a significant role in replacing
Keynesianism with supply-side macroeconomics and a reduction in social spending, but
his political regime also marked a new perspective of common sense in world orde
(Ashford 1993: 43). The conservative turn in American politics meant that the lsusines
class now possessed immense power to mobilize the ideas that were first tahsiruc
1947 at the Mount Pelerin Society by economists such as Friedman and Hayek.
Reagan set out quickly to reverse the policies that had been constructed dwese the
Deal. During the 1980 presidential campaign, Reagan’s team createkdortas
intended to formulate economic reforms that would replace the interventi@testhsth
free market ideas (Hodgson 1996: 212). Many of the task force members included
powerful intellectuals who were ‘organic’ to the newly established hegerposition of
neo-liberalism. Some of the people on the list included Alan Greenspan, George Shultz
and Milton Friedman (Hodgson 1996: 212). Reagan himself regularly carried a copy of
Friedman’sCapitalism and Freedoran the campaign trail (Klein 2007: 34). Shortly after

coming into office, the policies that were formulated by the task forcespresented in

2 While the Reagan revolution in the United States wertainly instrumental in the consolidation efn
liberalism, the political rise of Margaret Thatcluering the late 1970s and throughout the 198@réat
Britain was also a key factor in the consolidatidmeo-liberal hegemony. Similar to ‘Reaganism’,
‘Thatcherism’ was centered on the same of fundaahédeas of dismantling the welfare state, dimimmgh
the power of unionization and espousing the virtfaadividualism and self sufficiency. Like Reagaiti
of her policies were geared to cut social spendimdredistribute wealth to the upper class (HaB@g5:
57-62).
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a document published by the White House entitledherica’s New Beginning: A
Program for Economic RecoveBilyth refers to this document as depictihg ideology
and ambitions of the ‘Reagan Revolution’ (Blyth 2002: 172). The main objectives for the
administration were to drastically cut federal spending, restructutaxtsystem,
deregulate finance, and reduce inflation with a stable money supply (Blyth 2002: 173).
In 1981, the Economic Recovery Act was passed which included substantial tax
breaks for the wealthiest Americans (Blyth 2002: 175). The tax rate for ateppncome
was decreased from 33.1 percent to 15.8 percent (Edsall 1984: 226). The corporate tax
breaks initiated under the act would end up costing the American state roughly $500
billion over a ten year period (Blyth 2002: 177). Reagan’s presidency also greatly
expedited the ongoing tax revolt that has occurred since the late 1970s by tim@Amer
upper class. In 1980, the highest income earners in the United States wdrat taxate
of around 70 percent. When Reagan left office in 1988, the tax rate for the richest
Americans was just under 30 percent (Dumenil and Levy 2004b: 113). The Reagan
revolution sparked a trend in the United States and in many other parts of the world of the
gross inequality of income distribution between the upper classes and evesgri®el
example, the salary for the highest ranking CEOs in 1970 was 50 times that of the
average wage-earner in the United States. In 1988, the disparity increased to around 400
times and by the year 2000, the top CEOs in America made somewhere between 2,000 to
3,000 times the salary of an average wage-earner (Dumenil and Levy 2004b: 117).
Moreover, massive tax cuts under Reagan resulted in huge government deficits, whi
in turn justified the need to drastically cut social spending. The drive to ¢at soc

spending and reduce taxes on the rich is an important feature of neo-liberaksm. T
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discourse of neo-liberalism has been incredibly successful in instillingehehat
government deficits should not be attributed to drastic tax cuts for the rich, but il&ead t
blame is often placed on social spending for the poor and working classes. In other
words, a significant difference between the discourse of embedded libesialisneo-
liberalism is that the working poor and the social programs they often rely on have
become the enemy of the middle and upper classes, while the enormous tax cuts that the
upper classes have received in recent years are usually ignored anddrfsutate
critigue. Between 1981 and 1985, Reagan cut $140 billion dollars in spending. A
significant portion of the cuts were for programs geared toward the poor sloctas
stamps and medical aid. In the 1982 State of Union Address, Reagan vowed to rollback
much of the social policies of the New Deal and Great Society, deeming them to be
wasteful (Blyth 2002: 179). The reshuffling of the tax code and eradication of social
programs by the Reagan administration signaled a significant victory fousingess
class and the further dismantling of the welfare state. It also meanafhtlism as a
neo-liberal class movement was taking shape in the core of global sbtietpver, the
tax revolt was only part of the process under Reaganism to consolidate necstibarali
the United States. Harvey explains that the Reagan revolution produced pdlaties t
always gave business the advantage whether it was concerning industny;ribveneent,
welfare, healthcare or the relationship between the consumer and sellery(Bl20%e
52).

The Reagan administration was also instrumental in the further erosion of labor’
bargaining power that had already begun to become unraveled during the previous

decade. After coming into office, Reagan quickly shut down the Air Tri@ffiatrollers
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Union to make it clear that his administration intended to put an end to the class
compromise that was constructed between labor and business in the 1950s and 1960s. All
of the 11,400 striking members of the union were fired (Harvey 2005: 52) Even before
Reagan came into office, most U.S. economists had become neo-liberal descendents of
Friedman and Hayek and a conventional wisdom prevailed that labor was voluntary
(Blyth 2002: 181). This further augmented the changing perception that the role of
government was not to ensure full employment, but to fight inflation, regardless of the
social cost or unemployment figures.

Moreover, because of the breakdown of Fordism in the 1970s, many unionized plants
had already begun to close down in the industrialized parts of America, sendiyig man
jobs overseas where they could be preformed for fraction of the cost. Furthesutsiie
social spending and interest rate increases led to relatively high lewgisraployment.
When unionization was strong during the 1960s, U.S. unemployment rates remained
steady at about 3 or 4 percent. During Reagan’s administration, unemployniead aea
around 9 or 10 percent between the years of 1984 and 1985 (Dumenil and Levy 2004a:
54). This contributed to the continued attack on labor as high unemployment rates usually
decrease wages and make it easier to open up more flexible labor marketsimeuethe
whereas productivity and an increase in real wages grew together in the damsnofy
the 1950s and 1960s, real wages in U.S. have steadily decreased while productivity has
increased since the early 1980s (Dumenil and Levy 2004a: 34-5).

It could also be argued that the governance of Reaganism marked the consolidation of
financial capitalism (Peet 2007: 38). Whereas key government economic post under

Keynesianism sought some level of regulation of the banks, since the Reagan
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administration, government positions concerning the economy are almost al\ldalgg he
those connected to Wall Street. This trend has continued in all administsatioaghen
(Peet 2007: 38). The majority, if not all of people holding such government positions
subscribe to free market policies and fiscal discipline. James Bakerewleal@s U.S
Secretary of the Treasury between 1985 and 1988 had previously been a senior counselor
to the global investment giant, the Carlyle Group (Peet 2007: 39). He would later go on to
initiate the Baker Plan, a structural adjustment plan for certain Lataridam countries
following the debt crisis of early 1980s. Furthermore, Dumenil and Levy note that
although the financialization of capital began in moderate doses from the 19%88s it w
substantially increased during the early 1980s (Dumenil and Levy 2004a: Xjcial
corporations in comparison to non-financial corporations, grew in net worth by 12
percent in 1982, nearly 20 percent in 1990 and by 23 percent in 1999 (Dumenil and Levy
2004a: 111).

It was also during this time that developing countries were being redigty
from strategies of import substitution industrialization. It is not surprigiagReagan
and his team of neo-liberal technocrats held a level of disdain for the developmental
projects of the third world (Bello 1999: 20). This view of the developing world from the
Reagan administration stemmed from a conservative view that began in the 1960s and
1970s which was eager to dismantle the economies of countries that had taken the route
of state planning redistribution. Building on the circulation of ideas through powerful
think tanks such as the Heritage Foundation in the early 1970s, the Reagan administration
adhered to the perspective that the third world was systematically toyinglermine the

liberal world view of the developed north. Working directly with the Heritage
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Foundation, the Reagan administration subscribed to the same view that every country in
the developing world, with the exception of Hong Kong and Chile, were economic
failures and a threat to democracy (Bello 1999: 19).

A consensus emerged between the Reaganites, powerful conservative thinkdanks a
economists that the developing world would have to be transformed to stabilize the
global system under an American-centric liberal world order (Bello 1999:.23-4)
Reagan’s team rejected the previously held consensus of liberal containmenthin whi
the primary objective was to thwart the influence of the Soviet Union away fi@thitd
world. Instead, the Reagan administration took the view that foreign aid should only be
distributed as a method for enhancing U.S. military and economic interekts1(8#9:

25). This would eventually lead to the reorientation of the IMF and World Bank that we

used in conjunction throughout the 1980s and 1990s to impose free market reforms on

developing countries. This will be further discussed in chapters five and six.
Conclusion

Central to the role of the structural transformation from Keynesianism to Neo
liberalism was the role of intellectuals, policy leaders and businesswhte came to
embrace ideas centered on free markets when embedded liberalisml wees sti
prevailing order. Moreover, it is important to note that the class compromiseabat w
established under Keynesianism was short-lived and soon become antagonistic. The
upper classes were being forced to redistribute are larger shiaggrahtomes.
Furthermore, when the mixed economy began to breakdown in the late 1960s to early
1970s, powerful circles of political elites, intellectuals and business congesvaere

able to take advantage of the situation and brand a new perception of common sense
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based on free market principles that eventually became hegemonic in the developed
world after Reagan came into office. Moreover, this chapter has provided a broad
overview of the recent historical changes that have taken place in glob&}.SOhegpter
five will seek to narrow the discussion and focus on how neo-liberalism has been

exported to developing countries, particularly in Latin America.
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CHAPTER 5
MOVING TOWARD THE WASHINTON
CONSENSUS

While chapter four provided a broad summation of the post-war transition from the
hegemonic policy regime of Keynesianism to neo-liberalism, the purpose of thisrchapt
is to provide a historical account of how neo-liberalism has been able to make hegemonic
inroads in Latin America and the rest of the developing world. Whereakithi® s1eo-
liberalism in the developed north marked a moderate departure from post-war
Keynesianism, the neo-liberal hegemonic ideas that have often been imposed on
developing countries represent a sharp break from the state-planned anst $earafg
policies of the post-war years. Pertinent to the spread of market-orientezh@c policy
in Latin America and the rest of the third world has been the role of institutiohsas
the International Monetary Fund (IMF) and the World Bank. Changes in the interhationa
financial system since the early to mid 1970s have also coalesced with dzesiimgr
power of development banks, the technocrats who control them, political elites and
multinational corporations that collectively govern over the fate of milladmeople in
the developing world.

Since the early 1980s, Latin American countries and the rest of the thirchaeeld
been engulfed in a perpetual debt trap to the financial institutions of the north and the
shareholders who control them. There is a growing body of evidence and litevature t
suggest that institutions such as the IMF and World Bank have come to represent the
interests of transnational capitalism rather than the general publie iV&ilMF, World

Bank and regional development banks have provided the third world with billions of
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dollars in loans for decades, developing countries can only receive these lbags if t
make stringent free market reforms to their economies. Since the early t@80D4F

and World Bank have played a leading role in distributing loans and ensuring that
developing countries meet conditions of economic reform. These structurahejust
policies have been centered on fundamental neo-liberal hegemonic policies such as
privatization, trade liberalism, devaluing currencies, opening up to foreigst dire
investment, decreased government spending, and other market oriented reforms. More
often than not, first world technocrats under the influence of Washington and financial
institutions have pushed relentlessly to impose a one-size fits all conceptieo-of

liberal capitalism on the Third World.

Moreover, the neo-liberal driven ideology that has been the driving force behind
international financial institutions was captured in the late 1980s and early 1990s under
the highly publicized 'Washington Consensus'. This consists of a list of policy
prescriptions deriving from Washington elites that was presented in thaatheof the
Cold War as being a road map for development in Latin America and the restthifrtl
world. Panizza notes the Washington Consensus became a ‘Decalogue’ for economi
development in Latin America during the 1990s (Panizza 2009: 11). While chapter four
included a discussion of structural adjustment in Chile, this chapter will provide an
overview of the development of neo-liberal policy in the third world, partigulatin
America, which culminated into the Washington Consensus by the early 1990s.

From ISI to Debt Crisis
As Dbriefly discussed in chapter four, many governments in Latin Anfelicared

the model of import substitution industrialization (I1SI) in the post-war yeafsinBon
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refers to ISI in Latin America as a policy regime centered on aofafyspecific variant
of Fordist-Keynesian national capitalism which focused on nationally oriented
accumulation” (Robinson 2008: 51). Central to the system of import substitution
industrialization were policies geared toward accumulation and growth iwedith
regulations and wealth redistributions. Robinson notes the economic growth paflicies
Latin American countries were made possible by being tied to the ‘galdénfa
capitalism in the north during the 1950s and 1960s (Robinson 2008: 52). The historically
high growth rates of the OECD countries and the expansion of the global economy
provided a healthy market for Latin American exports. At the same tinrmey, badin
American countries erected import tariffs, subsidized key industries and had thaibns
helped foster elements of worker solidarity and nationalism (Robinson 2008: 52).
Thus, many Latin American countries were able to grow while nurtuatey st
regulated economies and adopting some of the policies of Keynesianism such as
monetary measures and incentives that allowed for moderate internationttheves
While contemporary economists often tag policies of protectionism and statenglanni
with a negative connotation, the results from the post-war period reveal that overal
growth in Latin America was relatively successful. The aggeegdée of industrial
growth in Latin American between 1950 to the mid-1970s was 6.9 percent. Overall,
manufacturing as a percentage to gross domestic product (GDP) grew fronoet@ poer
24 percent (Weaver 2000: 129). The largest country in the region, Brazil, grew thising t
period at an average of 7.4 percent (Malan and Bonelli 1992: 55). Under strict state
regulations that incorporated basic elements of import substitution induati@alizGDP

growth in Mexico averaged 7 percent and real wages grew steadily between 1960 and
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1970 (Enriquez 1988: 24). Moreover, ISI strategies and the ability to grow their
economies provided many countries with some level of national autonomy in the pre-
globalization age. Moreover, many of the countries’ economies during this emnee w
managed by a growing middle class of educated elites who formed multitizssesl
through an appeal to populism. State planned capitalism existed in a regulated form
which incorporated projects of redistribution and an increase in real wages (Robinson
2008: 52-3).

However, Robinson points out that the multiclass compromises that emerged during
this time were often predicated on authoritarian arrangements betwesraatl the
working classes (Robinson 2008: 53). While ISI was successful at deliveomthgand
making relative gains in equality, this also brewed an antagonistionslaip between
the technocrats, who increasingly sided with military interests and thendizsg classes
of society (Panizza 2009: 14). The technocrats and military elites of mény La
American countries viewed the social policies attached to ISI sucloag simionization
as breeding grounds for sentiments of further property redistribution antssdiclarity
that threatened the interests of the ruling class (Panizza 2009: 15). As wasetisa
the case of Chile under Pinochet, the free market ideas of neo-liberalisategipethe
technocrats and military elites of many Latin American countries @gpbtools to
maintain class inequality. Between the mid 1960s and mid 1970s, Peru, Brazil, Argentina
Chile and Uruguay all experienced military coups. Most of the other countries in t
region that were not controlled directly by the military were governeslbiyoritarian

regimes (Robinson 2008: 54).
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Although the import substitution industrialization strategy implemented inlratst
American countries provided some level of autonomy, the region as a whole vas stil
reliant on international markets. Thus, the internal political problems althghs
breakdown of Keynesian growth models in the OECD (discussed in chapter four) made
Latin America a vulnerable region in the 1970s and ripe for drastic political and
economic change. The changes that would sweep the region and culminate in the ‘lost
decade’ of the 1980s can be attributed to both internal and external global fostes. F
the effort to maintain high levels of growth in many Latin American countrieated a
precarious reliance on imported technology, energy, equipment and raw maietlats.
same time, accumulation under ISI was being hampered by the saturation of
manufactured and agricultural products in international markets. In orderamsust
growth and maintain social policies under ISI, many Latin American cesriggan
taking private loans from banks of the OECD countries, which began the process of debt
accumulation in the region (Robinson 2008: 53).

The policy of borrowing and incurring debt in the mid to late 1970s was to a large
extent the result of drastic changes in the international monetary systaoul@dytthe
demise of the Bretton Woods fixed exchange rate system. Negotiated in 1944, tive Bret
Woods system, which included the creation of the International Monetary Fund and
World Bank, was designed to regulate international financial capitalmidst important
goal was a stable system of fixed exchange rates among countries cemdtitithe
nationally oriented growth models of Keynesianism. Under the Bretton Woodsregim
the U.S. dollar, backed by gold, served as the main currency and was pumped into

international markets in the immediate post-war years in order to promaoteystand
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growth (Wachtel 1990: 50-51). However, by the late 1960s, dollars were flooding out of
the U.S. rapidly and foreign investors, mostly European, began to suspect that the U.S. no
longer possessed an adequate gold supply to back up every dollar (Wachtel 1990: 80).
The lack of gold supplies in the U.S. coalesced with the economic downturn that emerged
in the late 1960s and early 1970s. The rebuilding of Europe and Japan and the saturation
of exports on the global market by newly developed economies meant that the U.S. no
longer had the economic might to anchor the international financial system andserve

the central lender for the developing world.

Posed with the possibility that European investors might attempt to cash iroltieir g
backed dollars, Nixon de-pegged the dollar from gold in 1971. Consequently, $3.7 billion
dollars were converted into European currencies (Wachtel 1990: 81). More argfhyfic
the demise of Bretton Woods meant that the U.S. no longer maintained tight controls over
international currency exchanges and investments. The fixed exchangedeges
Bretton Woods were replaced by floating exchange rates in which the ddlllar st
remained the main currency, but fluctuated according to global supply and demand of
other currencies. Moreover, the dollars converted into European currencies or
‘Eurodollars’ along with other newly unregulated and state-less cuesgriostered a
vast supply of money into the global economy that could be used for speculative
investing (Rupert and Solomon 2005: 46).

The sudden de-regulation of financial capital in the early 1970s occurred just before
the 1973 OPEC oil shock. Substantial increases in world oil supplies following thé initi
shock of 1973 generated windfall profits for the Organization of Petroleum Exporting

Countries (OPEC). After a fourfold increase in oil prices in 1974, OPEC states ha
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surplus of $68 billion, ten times larger than the previous year. Surplus increases for
OPEC countries totaled $173 billion by 1977 (Wachtel 1990: 105). After the second
OPEC oil shock of 1979 following the political turmoil in Iran, surplus totals from 1973
until the end of the decade reached $357 billion (Wachtel 1990: 108). The surpluses
accumulated by the larger members of OPEC such as Saudi Arabia, Kuwait and the
United Arab Emirates meant they possessed vast amounts of dollars that could be re
invested into the global economy. The Bretton Woods monetary system from 1944 to
1971 that regulated exchange rates and influenced the international money sgpply wa
being replaced in the early to mid 1970s by a de-regulated financial systsh in
unprecedented sums of capital.

Most of the surpluses accumulated by OPEC members during this time were re
invested into the newly deregulated Eurodollars. Vast amounts of Eurodollars were
deposited in offshore accounts of American banks that were insulated fromticggahd
taxes (Wachtel 1990: 105-6). Wachtel notes that while many of the deregulated
transnational banks were delighted to receive these deposits, most of thestswere
overwhelmed by a sudden and massive supply of e economic downturn in the
1970s stifled investment in the developing countries which meant that most of the
available Eurodollars could not be absorbed only by transnational corporations and
therefore a new outlet for investment was needed. In an effort to sustainrtivafisg

economies and maintain political power, government leaders from Latin&naerd the

M\Wachtel summarizes this situation: “They were pgyitierest on the large certificates of deposthiir
OPEC customers, and the problem was to find lendirlgts that could earn higher rate of intereantthe
one paid on the petrodollars. The traditional loegipients of Eurodollars, multinational corporaso
could not absorb the tens of billions the banksiedeo unload for two reasons. First, the worldwide
recession soured prospects for new investmentiseoadale required. Second, even in the best oktithe
multinationals could not profitably absorb that fnumoney. Never in the history of the world has ¢her
been such a massive movement of wealth among éesintrsuch a short period of time” (Wachtel 1990:
106).
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rest of the developing world were more than willing to absorb the vast amounts of what
by then had become known as ‘petrodollars’ (Wachtel 1990: 106-7). Wachtel identifies
two factors which contributed to the massive amount of debt that many developing
countries would be faced with by the end the 1970s. First, newly deregulated,
multinational banks pursued aggressive lending strategies to push money into the
struggling economies of the developing world. Second, imprudent political leaders
throughout the Third World were eager to take the money to maintain their own personal
ambitions despite the future consequences of long-term debt (Wachtel 1990: 107).
Ironically, a substantial proportion of the recycled petrodollars that developing
countries began borrowing in the 1970s were used to cover the sharp increase in oil
prices. The policies of ISI in Latin America required substantial amadfimesources,
including imported oil. Petroleum based products were crucial in industriafizat
projects including petroleum based fertilizers needed to sustain agricpltodaiction.
Bello points out that the control of much of the world’s oil supply during the 1970s by
OPEC also depicted the shallowness behind the rhetoric of third world solidality (B
1999: 24). Amidst the drastic rise in oil prices, third world leaders attended the
Conference on International Economic Cooperation (CIEC) hoping that OPEC c®untrie
would cooperate over the price of petroleum based commodities. However, the iaffluenti
members of OPEC such as Saudi Arabia were more inclined to side with thetstdr
the Northern banks (Bello 1999: 24).
The correlation between the OPEC oil shocks combined with the drastic changes in
international financial capitalism and the detrimental effects they hdteateveloping

world during the mid to late 1970s is indisputable. In just seven years, the nearly $350
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billion in surpluses accumulated by OPEC was matched by $400 billion in Third World
debt (Wachtel 1990: 108). For almost every petrodollar of surplus that was pumped back
into the global economy, a dollar of debt was incurred by a developing country. More
importantly, the demise of Bretton Woods and the deregulation of global capitali
demonstrated the unprecedented power that capitalism had already obtainechdyothe e

the decade. Moreover, the augmentation of this neo-liberal form of capitaés greatly
enhanced by advancements in communication technologies. New breakthroughs in
technology allowed for deregulated banks from OECD countries to open offshore
branches and make quick and efficient transactions from anywhere in the wartdeWa

points out that between 1978 and 1979, 803 branches of European and British banks were
located in offshore centers compared to the 875 branches that operated within Europe and
Britain (Wachtel 1990: 111). During this time of hegemonic transition, U.S., European

and Japanese banks competed fiercely with each other to distribute recyddd|ises
throughout the developing world and further link the Third World to the whims of a

global market controlled by small financial and political elite of the ldgesl North

(Bello 1999: 25).

The precariousness of mounting third world debt and the hegemonic ascent of
financial capitalism was consolidated when in 1979 the head of the U.S. FederaeReser
Paul Volcker, signaled a sharp turn toward neo-liberal monetary policy in tielxyort
drastically increasing U.S interest rates. The political reaswréofng so derived from
concerns over the declining value of the dollar against surging Europeamceesrand

the Japanese Yen. This later became known as the Volcker Shock and is whiait Dume
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and Levy (2004a) refer to as a financial c8tiphe effects on Latin America and the rest

of the developing world were devastating. As discussed in chapter four, the global
economy during the mid to late 1970s was characterized by high inflation. The economic
rationalization behind the 1979 interest rate shock was that it would decrease mgrrowi
encourage savings and bring down the rate of inflation. However, neo-liberal driven
policy is often myopic and ethno-centric by nature. Saving was not a viable option for a
substantial portion of the population in the developing world which was living in abject
poverty.

Since all of the capital lent to Latin America was from U.S banks or tied tiollae,
borrowing and servicing existing debt for countries in the region became morsieepe
Already struggling to keep their state-planned economies afloat and dedhngplitical
corruption, most Latin American countries descended into an endless trap @tadrpiay
off seemingly insurmountable debts. Every percentage point of interestaigsab vy
OECD banks added millions, if not billions of dollars to the existing private bank loans
that were written with variable interest rates. Following the Volcker I§hbe aggregate
total of third world debt by 1980 was $700 billion (Bello 1999: 25). More significantly,
by 1980 the ISI policies of Latin American governments became effgctive
unsustainable and inept. Latin America was thrust into a state of crisiscaredfor
transition. What began with the dismantling of the state in Chile in 1973 could now be

expanded across the entire region of Latin America and the rest of theplegetorld.

31 In Dumenil and Levy’s words: “From a financial pobf view, the most spectacular element in the
restoration of the hegemony of finance was the gbam monetary policies at the end of 1979; the9197
coup. One should not see here the hand of the nyssemarket, but, in fact, a centralized decisin,
deliberate policy. At the time when inflation waking off, priority was given to its eradicationhatever
the price for some and after having taken into antthe advantage for others” (Dumenil and LevyZ00
69).
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Changing Nature of the IMF and World Bank

By the early 1980s private lending to Latin America and developing countgas be
to dry up as it became clear that the rate of GDP growth for many countridshooul
keep up with loan repayments. Desperate to contain social unrest and keep thelr sluggis
economies from completely collapsing, many Latin American leadersttiadhoice but
to turn to the international financial institutions for help. Moreover, the debt crigie in t
Third World and the demise of the Bretton Woods monetary system culminated in the
restructuring of the International Monetary Fund. The IMF and World Ban& laeth
created under the auspices of the Bretton Woods agreement in 1944. The original
intention for creating the World Bank and IMF was not to enhance the interests déf globa
capitalism or directly restructure the economies of developing countritee |
Keynesian, post-war years, the IMF and World bank were used in conjunction with each
other (Babb 2009: 27). Vreeland notes that one of the original intentions of the IMF was
to monitor exchange rates between industrialized states, primarily Inetveedorn
Europe and the United States (Vreeland 2007: 5). In the 1960s and 1970s, the Fund began
to get involved in the developing world. This usually entailed assisting developing
countries with managing their exchange rates and providing short-term fundiagéo m
up for balance of payment problems (Panizza 2009: 31).

However, Peet explains that by the 1970s, the IMF had already been working under
the radar to encourage new third world members to implement ‘stabilizationmpsigra
that resonated with free market ideas (Peet 2003: 73). In one of the first srdfghe
Fund, Payer sketched an outline of the early neo-liberal policies the IBIBdepting by

the mid 1970s. These included; 1) liberalization of foreign exchange; 2) devalohti
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the exchange rate; 3) domestic anti-inflationary programs; including detwea
government spending; cutting wages; increasing interest rates; diaghante controls;
4) making domestic markets more accessible for foreign investment (F8iger33).
Not surprisingly, Payer concluded that the demise of Bretton Woods and the early
transformation of the IMF characterized a global economy increasirayky imclined to
give priority to extracting profits over the well being of the people (P&9@é6: 207-8).
Her only suggestion at the time was to do away with the Eiifide World Bank in the
post-war years for the most part dealt with lending funds to developing coumtoieker
to build infrastructure such as roads and agricultural projects. In the 1970snthe&a
largely concerned with the alleviation of poverty (Panizza 2009: 31).

Whereas the IMF and World Bank in the immediate post-war years playsseta le
role in international affairs, the transformation toward a neo-liberal atientmeant that
both institutions were retooled to play a direct role in administering stalledjustment
policies in third world countries that entailed the implementation of free markatex
policies by the early 1980s (Peet 2009: 106, Rupert and Solomon 2005: 47). However,
Panizza explains that although the IMF and World Bank made a substantiaWard t
neo-liberalism by the early 1980s, the full shift developed throughout the 1980s and was
not consolidated until the emergence of the Washington Consensus in the late 1980s and
early 1990s (Panizza 2009: 36). Furthermore, the reasons attributed to the changing
nature of the IMF and World Bank seems to be based on a loose consensus among

scholars that may be attached to an ideological perspective. However, cagdideri

$payer asserts that “Since the international mopeigstem is controlled by rich nations, it is Utpito
expect the guardian of the system to be the chamgdithe have-nots as well. For all these reasdrasé
offered no suggestions for changes in the operatibthe Fund itself, for it would have to tearitgp
constitution and become a different animal altogetiefore it could conceivably play a positive rimle¢he
development of the third world” (Payer 1975: Appieridl).
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drastic political, economic and ideological changes taking place during thed8¥0s
1980s, it seems inconceivable that the changing nature of the IMF and World Bank
resulted from some accident. Instead, the influence the IMF and World BankvJeve
the economic policies of developing countries has to be understood as coinciding with the
expansion of global capitalism.
Structural Adjustment Before the Washington Consensus

By the early 1980s, the debt ridden and seemingly unsustainable economies of the
developing world emboldened the neo-classical liberal argument deriving from the
Chicago School that the policies of state-planning and ISI were not viable options for
development in the third world. Thus, Sheahan argues that the U.S, along with the IMF
and World Bank took advantage of the political and economic turmoil in Latin Aaneric
during this time to implement the conservative views that that had been brewing in
powerful circles since the 1950s (Sheahan 1992: 33). The first drastic and synepolic s
toward restructuring the IMF and World Bank began with the 1982 Mexican debt crisis,
which was part of a larger regional crisis that plagued much of Latin Anderigzg the
1980s. The Mexican debt crisis was also significant because it represerftest thal
threat to the interests of the newly de-regulated international banks thatlivas loif
dollars invested in the Third World (Panizza 2009: 34).

Mexico's foreign debt increased from $6.8 billion in 1972 to $58 billion by 1982
(Harvey 2005: 99). Following surging oil prices, recession and high interesaftates
the 1979 Volcker shock, Mexico effectively filed for bankruptcy on its loan to New Yor
City investment banks. Instead of letting Mexico default on its debt, U.S. Sgarkta

Treasury James Baker along with the newly reoriented World Bank and djgiest in to
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bail out Mexico under strict conditions that it adopted free market reformgedhef
growing social unrest gave the Mexican government little choice but tohtaki=al and
liberalize the economy. In 1984, Mexico became the first country in history to receive
loan from the World Bank under the conditions of structural adjustment. These
conditionalities included budget austerity, privatization, lowering tafifisralization of
investment and the creation of flexible labor markets (Harvey 2005: 99). To paytdown i
massive debt, much of the restructuring that Mexico underwent entailed séilatgte-
run enterprises and cutting social programs (Harvey 2005: 99).

The outcome of the Mexican debt crisis was significant for two reasonsttarst
policy reforms that Mexico was forced to undergo meant that the IMF and Béank
had been so radically restructured that they were now in the business of giviity tarior
the interests of commercial banks over the social needs of the general populegion. T
consequences of cutting public services in metropolitan areas such as Méxioy e
sake of paying down debts to de-regulated, international banks were dramatey, Har
notes that the “crime wave that followed turned Mexico City from one of the most
tranquil into one of the most dangerous of all Latin American cities within adéca
(Harvey 2005: 100). Second, the demonstration of power the World Bank and IMF now
had to restructure the economies of entire countries marked the beginnings of a maj
paradigm shift in Latin America and the developing world that centered @mixeket
hegemonic ideas (Panizza 2009:17).

By the mid 1980s, two-thirds of African countries and three-fourths of Lateriéam
countries were subjected to some form of IMF or World Bank supervision (Peet 2003:

75). However, it was also becoming apparent to Washington and transnational capital
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interests that the initial structural adjustment loans of the early 1980s stinehcaee
used for Mexico, were not effective in restarting growth or reducing dahtz#a 2009:
35). In the first few years in office, Reagan had employed a strategy iplidisg the
IMF and World Bank. This included the administration’s decision in conjunction with
other OECD countries to cut nearly $1 billion of the Bank’s soft-loan window, the
International Development Association (IDA), which normally went to functsuch as
building infrastructure (Bello 1999: 28). Moreover, the initial structural adjustloans
set up by the IMF and World Bank were given out as fast disbursing short term loans
Although the extent and amount of conditions varied from loan to loan, they usually
centered on reducing wages of state employees, cutting social seivaradizing trade,
privatizing state enterprises, and devaluing currencies to decreasie¢hef @xports
(Bello 1999: 27).

These early attempts at structural adjustment geared toward debt redution we
unsuccessful. Most developing countries were not able to reduce their debts mainly
because loan repayments often only covered the high interests on the loanieprinci
adding millions of dollars to existing debt (Babb 2009: 132). By 1985, two-thirds of low
and middle income third world countries had increased their debt totals by a third of the
1982 level (Babb 2009: 132). Moreover, although many Latin American countries had
implemented neo-liberal reforms, government leaders were frustratqittzde lending
by banks had virtually stopped (Cline 1994: 118). Thus, a concern began to arise in
Washington and among executives of international banks that other Latin American
countries might follow the same path as Mexico and attempt to default on their loans

(Cline 1994: 118). In response to this a commission was set up composed of twenty-six

86



multinational banks, including Bank of America and Goldman Sachs. The banks argued
that their financial assets were at risk of default and they would needphaf he

government intervention to ensure that private lending in the third world continued (Babb
2009: 132).

Thus, what emerged was a consensus in Washington that the IMF in conjunction with
other financial institutions would have to play a more aggressive and central role i
overseeing structural adjustment programs aimed at reducing debt. Hilsdent
scrapping the original short-term loans of the earlier programs fortésngloans
combined with more stringent adjustment policies (Cline 1994: 118). Moreover, the
interests of the international banks to empower the IMF and World Bank in angrsee
structural adjustment programs also correlated with a change in policy etthels
Reagan administration. Babb notes that although the first Reagan administration wa
interested in dismantling the state-planned economies of the third world marde
contain communist sentiments, the Reaganites were skeptical that the dewtlognks
could function unilaterally (Babb 2009: 133). However, after four years of discigli
the third world and making inroads in the policy direction of the development banks, it
became clear to the administration that the World Bank and IMF were now oghthe r
path and could implement policies consistent with Washington (Babb 2009: 133).

The failure of early structural adjustment programs, threat of defaludtiny
American countries and willingness to further augment the governingpoivthe IMF
and World Bank culminated in the 1985 Baker Plan. U.S. Secretary of State J&®mes Ba
along with U.S. Federal Reserve Chairman Paul Volcker and chief exedutive€hase

Manhattan, Citibank and Bank of America formulated a plan that increased the afount
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loans available from both the IMF and World Bank and private commercial banks (Peet
2003: 77). The Baker Plan increased the funding of the IMF and World Bank to $27
billion over three years (Woods 2006: 50) This also included an additional $20 billion in
loans coming from private banks (Woods 2006: 50). To persuade private banks to give
out the loans, developing countries were required to further undertake strict
conditionalities before receiving them (Woods 2006: 50).

These included privatization of state-owned enterprises, reduction of tarifigygpe
up to foreign investments and cutting taxes (Peet 2003: 73). Overall, the adjustment
policies of the Baker Plan did not deviate much from the early structural adjustment
agenda. The main difference was that the IMF along with the World Bank tedsta
more central role in the lending process. This also meant that the IMF arctB&oi
were being deployed on the third world to ensure that developing countries were
implementing free market reforms on a macro level and making their depirepis on
time. In further institutionalizing the governing role of the development bamk&aker
Plan also departed from the earlier plans by taking a long term approach to detmmeduc
as opposed to the original short-term loans (Babb 2009: 129). The plan also further
empowered the World Bank and put it on equal footing with the IMF. Whereas the IMF
had previously distributed most of the structural adjustment loans, the World Bank also
took on the same responsibility of disbursing loans and helping developing countries to
‘modernize’ their economies (Woods 2006: 50-51).

The Baker Plan proved to be a failure at reducing overall debt in Latin Anterea
with the downsizing of government programs and liberalization of markets, Latin

American countries continued to be plagued by low growth and perpetual debt. The IMF
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and World Bank came under international scrutiny in the late 1980s as social urkest br
out in developing countries such as the 1989 riots in Venezuela (Woods 2006: 51).
Moreover, liberal democracy, which in theory places an emphasis on human rights and
individual liberties, had taken a global hierarchical position by this time. Thus,
marginalized populations of Latin America and the developing world werdtapgn a

grim contradiction of life since their governments had to give priority to segvic
unsustainable debts and conforming to market oriented ideas over the well being of the
general public.

The Baker Plan was succeeded by the Brady Plan. Then U.S. Secretary of the
Treasury Nicholas Brady came up with a plan that would allow for some meésietat o
forgiveness to Latin American countries (Woods 2006: 52). This occurred byrejl€ovi
debt buy backs and substituting existing loans with bond swaps in the hopes that this
would reduce a country's overall debt (Panizza 2009: 35). However, the Brady Plan still
maintained the strict structural adjustment policies of the Baker Plan (Woods52)06:
Similar to the Baker Plan, it also failed to decrease the overall debt of dexglopi
countries or to restart growth. Out of this grew a new consensus that antliffeliey
formation needed to be enacted in order to send the third world on the path to economic
recovery (Woods 2006: 53). This resulted in the Washington Consensus.

The Washington Consensus

Much has been written about the Washington Consensus in recent years. The
literature on the subject usually drifts toward two questions: what was therdgtas
Consensus and who did it benefit? When the Washington Consensus came together in the

late 1980s and early 1990s the Soviet Union had collapsed and liberal democracy with an
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American flavor had triumphed throughout much of the world. Despite the growing
concerns about the role of the IMF and World Bank in the third world, state planned
economies with policies centered on redistribution were already higlehedited. Thus,
the early evidence that the structural adjustment policies imposed on debt hiddien t
world countries were causing more harm than good was not enough to offset the
hegemonic position of neo-liberal capitalism. Moreover, the debt reduction plans of the
1980s may have been considered a failure, but the market-friendly macroeconomic
ideology which had driven them had not fallen out of favor. Furthermore, while the
Washington Consensus may have been presented as an alternative to the previous
structural adjustment programs, it should be understood as the culmination of policies
applied to the third world that have been discussed thus far in this chapter. Whereas the
onset of Reaganism may have marked the consolidation of neo-liberal hegemony in the
OECD north, the policy formation and ideological discourse of the Washington
Consensus came to epitomize the consolidation of neo-liberalism on a glob&f scale

The 'Washington Consensus' has become a popularized term that was cdoted by
Williamson in 1989 to convey a list of economic policy reforms that Latin Araeri
countries should adopt to restart growth and reduce debt. Williamson has worked for both
the IMF and World Bank. Moreover, his publications provide a concise summation of the
macroeconomic neo-liberal policies that have been at the core of third world devaiopme

before and after the term "Washington Consensus' was first used. UndeciGrams

%3The policies deriving from the Washington Consershauld be seen as the consolidation of neo-liberal
hegemony on a global scale rather than just ithing world. The policies of trade liberalizatidonreign
direct investment and so on affect vulnerable segsnef populations in the developed north as well.
Structural adjustment policies in the third worltieh create a surplus of cheap labor also driverdow
wages in the North and deter unionization.
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definition of the term, Williamson along with the technocrats and policy leaders who
converged on the Washington Consensus can be understood as key 'organic intellectuals
In publicizing the Washington Consensus, he claimed to be speaking for both the

“political Washington of Congress and senior members of the administratioheand t
technocratic Washington of the international financial institutions, the ecoramgancies
of the US government, the Federal Reserve Board, and the think tanks” (\@6iiam
1990: 7). As the spokesman for those who converged on the Washington Consensus,
Williamson noted that the debt crisis and stagnant economies of Latincancerld
only be resolved if developing countries “fulfill their part of the proposed bargain b
setting their houses in order, undertaking policy reforms, or submitting to strong
conditionality” (Williamson 1990: 7). Williamson also asserted that the pallitic
objectives of Washington did not influence the Washington based economic policies
geared toward Latin AmericA.

Williamson claimed to be representing the worldwide 'intellectual $teling the
time which were coming to an agreement over economic policy (Williamson 1993:
1329). What is striking about Williamson's account of the intellectual clievate
assuming that he does actually represent the views of most neo-liberadrient
intellectuals, economists, financial technocrats and Washington itbes, persistence
to present the free market reforms as deriving from an objective source of #gewln

reporting about what was ‘conventional wisdom' at the time, Williamson“stied to

#williamson argues that “Washington certainly hasienber of other concerns in its relationship wigh i
Latin neighbors (and, for that matter, with otheuitries) besides furthering their economic welhge
These include the promotion of democracy and hurgguts, suppression of the drug trade, preservation
the environment, and control of population to gteviRor better or worse, however, these broader
objectives play little role in determining Washiog's attitude toward the economic policies it urgas
Latin America” (Williamson 1990: 8).
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describe what was conventionally thought to be wise rather than what | thousgisea
this is, it was intended as a positive rather than a normative list” (Wstiarh993:

1329). He argued that the list of policy reforms attached to the Washington Consensus
depicted a 'universal convergence' deriving from an agreement over gogccpolies
(Williamson 1993: 1330). Moreover, in accordance with classical liberal economic
thought, Williamson sees a clear separation between the economic policysrefdha
Washington Consensus and political issues. He asserts that political issuas $ugnan
rights' and 'racism’, strictly derive from 'value judgments’, but the eslamed at
restructuring economies around outward oriented production and macroeconomic
discipline is 'essentially a positive one' (Williamson 1993: 1330).

While the list of policy instruments subsumed under the Washington Consensus were
formulated for Latin America, they are generally regarded as bpplgable anywhere
(Williamson 1993: 1332). The framework has guided development policy-making in
Latin America and the rest of the developing world since the early 1990s is divided |
ten discrete policies. The next several paragraphs will discuss eacheoptiey
instruments.

Fiscal Discipline Governments need to find ways to reduce deficits and create
balanced budgets. Large government debts are the source of macroeconomic inflation,
payment deficits and capital flight. Government leaders need to find thegebiora

ensure that spending on public expenditures does not outpace the available financial

*In his words, Williamson says: “Indeed, the chanmieemoving these basic economic issues from the
political agenda, insomuch as the latter depenelysapon value judgments whereas the superior en@no
performance of countries that establish and mairdatward-oriented market economics subject to
macroeconomic discipline is essentially a positjuestion. The proof may not be quite as conclussre
the proof that the Earth is not flat, but it isfaiéntly well established as to give sensible gedyetter
things to do with their time than to challengevigsacity” (Williamson 1993: 1330).
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resources to cover these expenses. A sound budget deficit should not exceed one or two
percent of total GDP output unless excess debt is being incurred to financekssent
infrastructure. A priority should be given to controlling inflation by scalingrdtve size

of state-run enterprises, local governments and central banks.

Public Expenditure PrioritiedVhen attempting to decrease fiscal deficits, decisions
need to be made about whether to increase taxes or cut public expenditures. The
Consensus tries to distance itself from the 'supply side' economics of temRea
administration by allowing for increased taxes under acceptable condittoa®l3o
entails a deviation from 'Reaganism' by calling for the redirection ad@opton of
funds that traditionally go to military expenditure to be invested in things suclalds he
care and education. Whereas Reagan generally diverted funding away fraim soci
programs, Williamson asserts the need to invest more in human capital becalpse it he
the disadvantaged.

Tax ReformaVhereas Williamson implies that an increase in taxes to fund important
public expenditures is acceptable, he seems to backtrack on this under the policy
instrument of ‘tax reform'. Instead, increasing taxes to pay down fisiaksles not a
sound alternative to simply cutting public expenditures. According to Wilbanthe
consensus finds that any general increase in taxes is 'irresponsible’ and
'incomprehensible’.

Interest Rateg.he Consensus has two guiding principles in relation to interest rates.
First, interest rates should be market-determined. State determinedtind¢es may lead
to arbitrary controls and the 'misallocation of resources' by governmentibraisa It

has to be suspected that the control over certain credit markets by theastétadrto
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increased corruption. Second, real interest rates should be positive to encouragge savin
and discourage capital flight.

The Exchange Rat8imilar to interest rates, exchange rates should be determined by
market forces. However, governments can intervene to produce a competitive exchang
rate. An acceptable exchange rate is one that achieves an increasanirgscexports.
Thus, a competitive exchange rate is essential for meeting a fundamentsteonaomic
policy of creating an 'outward oriented' economy. This also includes the poodant
exporting of non-traditional products. Moreover, an export driven economy can
overcome the balance of payments dilemma that is usually associated vpittidles of
import substitution industrialization. Furthermore, the Consensus emphasizesshelout
orientation of production is essential for economic growth.

Trade LiberalizationThe creation of an export oriented economy is also highly
dependent on the liberalization of trade. Countries need an abundance of access to
imports because it will result in more competitive prices of products and promote
consumerism. The old policies protecting domestic industries only incipgaeal
protectionist policies by other potential trading partners. Overall, an erashasild be
placed on the policies of 'free trade'. Tariffs can be used to protect infarties usut
should not exceed twenty percent and should be closer to ten percent.

Foreign Direct InvestmeniRestrictions on foreign direct investment (FDI) should be
discouraged and are considered to be irresponsible. FDI brings essensiatagital,
technology and educated professionals which can promote the production of goods to be
sold in the domestic market to increase exports. Moreover, protections againstyFDI onl

derive from economic nationalism, which should be discouraged.
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Privatization.The main rationale behind privatization is that privately run firms are
more efficient than state-run firms. This is attributed to the simpleHfatthtanagers of
private firms have more incentive to run them more efficiently because theg have
personal stake in the firm. Moreover, private firms are motivated to procurts maffiof
the fear of bankruptcy; whereas state firms often times have access toratedn
amount of funds, leading to wasteful government spending. Countries that allow stat
firms to persist do so out of sentiments of nationalism, which should be seen as a
deterrent to economic progress. Williamson takes the view that staterisetegye
sometimes preferable in cases where private firms might createrenental damage or
increase rates on public transportation. However, he notes that it is the typicaf vie
Washington that all state firms should be privatized.

DeregulationThe move toward deregulation is another way to enhance competition
within the economy. The Consensus notes that Latin American countrieseoelitt
from deregulation considering that the domestic economies are heavily rdgulate
Furthermore, regulation only leads to corruption and inefficiency by actiadpasgier to
domestic and foreign firms that may offer products or services at mogettue
prices.

Property RightsThere is a general agreement within the Consensus that private
property rights are insecure in Latin America. Property rightessential to a liberal
economy and the legal system should enforce the right to private property without
excessive costs. These rights should also be extended to the informal seelbr as w

(Williamson 2003: 9-17).
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Williamson concluded that the Consensus was based on “prudent macroeconomic
policies, outward orientation, and free-market capitalism” (Williamson 28)3He also
claimed that the United States often does not abide by the same list of poficynerds
listed in the Washington Consensus (Williamson 1990: 18). He noted that even though
the United States fails to follow the policies it preaches, this should not digbeadi
Washington Consensus and the positive role it can play in Latin AmericaafWétin
1990: 18). Moreover, Williamson also stated more recently that the polidies of
Washington Consensus were a “godsend to the “opponents of reform who yearned for
socialism or import-substituting industrialization or a state in which thaldglay a
leading role” (Williamson 2003: 325).

Williamson and other proponents of the Washington Consensus, including more
recently updated versions such as the ‘Post-Washington Consensus’, have maintained tha
their views should not be held synonymous with neo-liberal ideology or the ‘supply side’
economics associated with the Reagan administration (Williamson 2003: 326).
Williamson implies because the policy instruments of the Washington Consamses
out of Washington, anyone with a “smidgen of anti-Americanism could be persuaded to
foam at the mouth with indignation at the idea that Washington was seeking to inspose it
interests, and then they would, it was hoped, be easy to recruit to the antireform
cause”(Williamson 2003: 326). Williamson argues that a distinction can be madzhetw
himself along with the other technocrats and policy leaders who converged tihvéorm
Washington Consensus and the ‘neo-liberalism’ deriving from the Mont Pelergtysoci

and developed by Friedman and Hayek and implemented by political leaders such as
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Reagan and Margaret Thatcher (Williamson 2003: $2HE concedes that ‘non-
neoliberals’ agree with ‘neo-liberals’ on many of the same macroeconornaepol
However, Williamson again tries to distance himself from the neo-liberalepicted in
this thesis by implying that neo-liberalism is based on the political agénda
Washington, while the Washington Consensus derives from objective economic facts,
some of which just so happen to overlap with the ideas of neo-liberal ideology.
Despite Williamson’s convictions, the Washington Consensus on face value cannot be
understood as an objective policy list, since it perpetuates neo-liberal hegé&sony.
discussed in chapter two, all social theory is predicated on a kind of ideological
undertone. Williamson implies that critics are too inclined to disagreethdth
Washington Consensus by conveniently associating it with neo-liberal ideology
(Williamson 2003: 326). However, whether or not Williamson and proponents of the
Washington Consensus claim that it is not attached to neo-liberal ideologasgant.
For the most part, the ten policy instruments listed under the Washington Consensus
resonate strongly with the neo-liberalism discussed in chapter four lipaedgost-war
Keynesianism and has taken a hegemonic position.
Moreover, the hegemonic discourse and policy implementation of neo-liberalism is
not completely uniform across space and time. There is some deviation within the

paradigm of thought among intellectuals, technocrats of financial institutionts;adol

*n williamson’s words: “The ideological agenda vesserted to be that of neoliberalisim, meaningéte

of ideas emanating from the Mont Pelerin Socieiy developed primarily by Milton Friedman and
Friedrich von Hayek, and then to some extent impleted by Ronald Reagan and Margaret Thatcher when
they were in power. There were of course impordaeas of overlap between my original meaning aad th
neoliberal interpretation of the term, for most litegrals believe in macroeconomic discipline,

privatization, a market economy, and free trade.d& lots of non-neoliberals; that is to say tharé was

a consensus that these ideas make sense. Indeedeoliberals seem to be much better at implemgntin
some of them, notably fiscal discipline, at leasjudge by what happens in Washington” (Williamson

2003: 326).
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leaders and business executives of multinational corporations. For example, some
fundamental neo-liberals may be completely against any form of stateeintion, while
others such as Williamson advocate the need for government in instances to peotect t
environment and human rights (Williamson 1990: 8-17). However, as Richard Peet notes,
neo-liberalism is nothing more than the renewal of late nineteenth centwgigalas
economics that emphasizes free trade, free markets and anti-diaides(Peet
2007:114). It could be argued that all neo-liberals, including those adhering to the
Washington Consensus share these sentiments. Moreover, Peet argues that the
Washington Consensus represents and helps to facilitate what he refers to as the
‘pentagon of economic policy power’ (Peet 2007: 115). Peet sees the Washington
Consensus as the ideological core that links together a neo-liberal hegetaonic
consisting of wall Street investment banks, Washington think tanks, elite acagd#émic
US Treasury, the Federal Reserve and the IMF and World Bank (Peet 200Th&10).
perspective being taken in this paper is similar to Peet’s argument. Theipstraments
listed under the Washington Consensus do not derive from an objective source and are
pro-rich®’
Conclusion

The purpose of this chapter has been to provide a historical overview of the changing
nature of international financial institutions such as the IMF and World Bank in
conjunction with the transition to neo-liberal restructuring in the third wortcarfaial

deregulation in the developed world during the early 1970s had a reverberatingreffect

3’Peet states it this way: “These are not politica#ytral, science based policy proposals. They doone
a ‘mainstream’ economics infested with right wipge-rich neoliberal ideologies. They are part & th
immoral attitude that ‘development’ can only coradhte poor people of the worldroughincreasing the
power and profit of the already rich people of weld. That's what | think” (Peet 2007: 118).
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the entire world economy. By this time, the political economies of developing state
already integrated into global markets. The sudden disintegration odiBW&tiods

combined with an enormous influx of ‘petrodollars’ proved to be detrimental to the plight
of Latin America and the rest of the developing world. Transnational bankseagee to
provide loans to third world leaders who were willing to finance away their casintry’
future well-being. As a result, much of the developing world has been caught i

perpetual debt trap during the past three decades. Consequently, debt has hindered the
possibility for third world sovereignty and independence. More importantly, it hasdbpene
up the possibility for free market restructuring in the developing world and pdovide
transnational capital with new opportunities for investment. Structural ag§ost

policies evolved into the Washington Consensus by 1990. The policy guidelines outlined
by the Washington Consensus can be seen as ‘organic’ to neo-liberal hegamony. |
chapter six, the effects of free market reforms, particularly in latiarica, will be

discussed.
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CHAPTER 6
THE RECORD OF STRUCTURAL ADJUSTMENT
PROGRAMS

Chapter five introduced the ten policy prescriptions promoted as part of the
Washington Consensus: fiscal discipline, public expenditure priorities, tax reform,
interest rates, exchange rates, trade liberalization, foreign directnmarégFDI),
privatization, deregulation and property rights. For the most part, many of thesespol
are designed to overlap with each other. For example, public expenditure pramtties
cutting taxes are intended to promote fiscal discipline while liberaizand
privatization foster foreign direct investment. Strong property rights provide mor
confidence for potential foreign investors. Flexible exchange rates support the
exportation of manufactured goods. Competitive exchange rates along withthrgistin
rates also provide an incentive for foreign direct investment. In chapteit fivas
asserted that neo-liberal structural adjustment policies, such as thosedoutline
Washington Consensus, are pro-rich and hurt the poor. The purpose of this chapter is to
discuss the results of these policies in order to determine the validity ofghment.

Professionals, economists and technocrats of the first world have taken it as an
objective given for about three decades that third world countries can only devamp if t
embrace a narrow, western brand of economic liberalism. On the other hand, a growing
proportion of the population in developing countries views structural adjustment policies,
such as those of the Washington Consensus and the IMF and World Bank as failures and
instruments of transnational capitalism. Regardless, the record on stradjustment

policies in Latin America and elsewhere in the developing world suggests that
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development under the guise of neo-liberalism remained unsuccessful throughout the
1990s and continues that way today.

Nonetheless, by the early to mid 1990s, almost every Latin American courgtgdado
the free market reforms outlined in the Washington Consensus. Moreover, thess polici
were enacted in conjunction with the continuation of the Brady Plan which lasted until
1994. Eighteen countries in Latin America, including larger economies sitbxaso,
Argentina and Brazil entered into debt relief plans with lenders. Overalh, Amterica
received $60 billion in debt forgiveness of the $180 billion that it owed to international
banks. Each country received about a 30 to 35 percent decrease in their debt repayments
(Vasquez 1996: 235-6). Attached to these debt forgiveness deals were congsonali
promoting free market reforms. Considering the economic stagnation and crigighing
that plagued Latin America by 1990, many countries had little choice but tot dicee
deals and further liberalize their economies. The economic performancdinstthalf
of the decade suggested that the free market reforms were workingdGmusstic
product grew throughout the region and poverty decreased during the first half of the
1990s.

However, by the mid 1990s, Latin American countries fell back into economic crisis.
Mexico was the first country to see its economy collapse, followed by Argemtdha
Brazil. Whereas the 1980s is often referred to as the 'lost decadehiiregrica
because of negative growth and booming debt, Panizza refers to the second half of the
1990s and early 2000s as the 'lost half-decade’ (Panizza 2009: 2). Despite the optimism
that many liberal economists shared after free market reforms in thiedliiref the

decade, by the second half of the 1990s, GDP was once again declining and poverty was
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increasing (Williamson 2003: 1). Moreover, after over two decades of substantial
structural adjustment policies in the region, including the ones deriving from the
Washington Consensus, the situation did not change much in Latin America. In short, the
policies Williamson and other economists referred to as a ‘godsend’ tovitlegiag
world create social and political problems. The next several pages wilkdidte
failures of free markets reforms by focusing on poverty, inequality, gramdidebt.
Poverty and Inequality

Since the early 1980s and continuing into the 1990s with the Washington Consensus,
growth and debt reduction have been the focus of structural adjustment policies. Whil
the IMF has traditionally not made fighting poverty a priority and the d\Bank turned
away from it after the 1970s, poverty reduction and movements toward income equality
are indicators of economic and political progress. Furthermore, recentlresaa shown
that neo-liberal structural adjustment in Latin America has coecklaith a substantial
increase in overall social inequality, polarization and poverty (Robinson 2008; Damian
and Boltvink 2006; Hoffman and Centeno 2003; Reygadas 2006). The way in which
poverty is measured remains problematic. The traditional approach used thyiomsti
such as the World Bank has been to measure as national product per capita. More
inclusive methods such as the Human Development Index combine per capita income
with other attributes such as life expectancy, literacy, health, nutrition aadtmitCture.
However, Robinson points out that orthodox methods used by international financial
institutions are often partial, arbitrary and do not reveal the full extent afl soequality
(Robinson 2008: 251). Damian and Boltvinik explain that the measurement used by the

Economic Commission for Latin America and the Caribbean (ECLAC) providesea

102



adequate way of measuring poverty in Latin America. The ECLAC measurasydoye
income in relation to the cost of food items. This includes the varying pricesdf f
across different countries and the nutritional requirements within each couatnyai
and Boltvinik 2006: 148).

Overall, the total number of poor people increased in Latin America from 13@milli
in 1980 to 220 million in 2002, amounting to a 61.8 percent increase (Damian and
Boltvinik 2006: 145). The percentage of people living under the poverty line increased
from 40.5 percent in 1980 to 44 percent in 2002. Extreme poverty increased during the
same time from 18.6 percent to 19.4 percent. Poverty reached its highest peak in 1990 at
48.3 percent and decreased to 42.5 percent in 2002. Honduras had the highest poverty
rate in 2002 at 77.3 percent, followed by Nicaragua at 69.4 percent, Bolivia at 62.5
percent, Paraguay at 61 percent and Guatemala at 60 percent. Uruguay ghtissesse
lowest poverty rate at 15.4 percent. The three largest countries, Argentxieo ldied
Brazil, possessed poverty rates of 41.5 percent, 39.4 percent and 37.5 percent (ECLAC
data, as compiled by Damian and Boltvinik 2006: 146-7). Robinson explains that
technocrats at the international financial institutions have been quick to atthleut
reductions in poverty between 1990 and 2000, particularly in early 1990s to the structural
adjustment policies of the Washington Consensus (Robinson 2008: 251). However,
Robinson also points out that the seemingly effectiveness of the Washingtom<Lisnse
to reduce poverty in the early 1990s was offset by an increase in income dastribut
which is a result of the same policies. Moreover, the persistence of povertyad tela

disparity in the distribution of income among different classes (Robinson 2008: 252).

103



Hoffman and Centeno contend that not only has the inequality of income distribution
increased, but Latin America remains the most unequal region in the world @thodimal
Centeno 2003: 365). While the region has historically been plagued by income inequality,
the pre-1980 era of import substitution industrialization did produce some upward
mobility and relative gains in equality of income (Hoffman and Centeno 2003: 367).
However, every country in Latin America since the 1970s, except for Columbia in the
1980s, has experienced a significant increase in the concentration of wealthgiHoff
and Centeno 2003: 367). For example, between 1984 to 1994, the period that introduced
free trade policies in Mexico, the wealthiest 10 percent of the population increased i
concentration of wealth by 20.8 percent, whereas the income of the poorest 10 percent

decreased by 23.2 percent (Hoffman and Centeno 2003: 368).

from 26 to 34 percent in Mexico (1984-1996); from 29 to 37 percent in Panama (1979-
1997); from 29 to 33 percent in Paraguay (1981-1997); from 30 to 36 percent in

Argentina (1980-1997), from 39 to 44 percent in Brazil (1979-1996) and from 35 to 40
percent in Columbia (1990-1997). In addition, the richest 10 percent of Latin Americans
possessed 25 times the income of the poorest 10 percent in 1990. By 2002, that ratio
increased to 40 times (Robinson 2008: 253). The GINI coefficient is one method often
used to measure income equality (O represents perfect equality and 1.0 iseabsolut
inequality). In Latin America this number rose from 0.45 in 1980 to 0.50 in 1990 to 0.53

in the late 1990s (Reygadas 2006: 121). The world average in the late 1990s was 0.38 and

0.34 in developed countries (UNDP 2004:43). In 2004, the GINI coefficient in Latin
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America was 51.7 percent, compared to 40 percent for the world average (Ungar
2006:172).

Furthermore, Hoffman and Centeno point out that statistics which depict poverty and
income distribution do not reveal the larger social issues that derive from thessnsobl
(Hoffman and Centeno 2003: 368). Most noticeably has been the increase in crime in
most Latin American cities since the introduction of free marketmes. The homicide
rate across the region increased by 41 percent in the 1990s, three times the global
average, and giving Latin America the highest rate in the world (Ungé&r 2@@). In
Venezuela alone violent property crimes increased threefold between 1990 and 2003
(Ungar 2006: 171). The population of Latin America has grown since 1980 by 30 percent
and the number of people living in urban areas increased from 65.1 percent to 75.6
percent (Ungar 2006: 172). Not surprisingly, increases in crime and poverty leave be
concentrated in the cities. The murder rate in large Latin Ameritias is often three or
four times that of rural areas. Sharp spikes in violent crime may lead to further
militarization of police forces and confrontations with organized gangs that umgermi
stability within city limits. In 1992, the Sao Paolo police killed 1470 civilians fiHah
and Centeno 2003: 368).

The persistence of income inequality also has a substantial impact on labor. For
example, the increase in poverty and income inequality has often meant that more
members of the household, mostly woman and children who are paid lower wages, are
thrust into the workforce. Privatization and deregulation coupled with the lisrah of
the economy means that a large percentage of available workersyemfkaxible labor

markets which deters unionization and suppresses wages, ensuring that even highly
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productive workers will remain in a perpetual state of poverty or make just enough to
stay above the poverty line. Moreover, the anti-statist and regulatory discodrse a
insistence on creating flexible labor markets that derives from policydagesuch as the
Washington Consensus only serve the interests of transnational capital antdquds da
precarious disadvantage.

Portes and Hoffman (2003) note that following the free market reforms of the 1990s,
wages and the protection of workers declined substantially in Latin Amé&hey
contend that by the end of the decade, three-fourths of the proletariat (proletariat
representing 80 percent of the population) did not make enough money to surpass the
poverty level under the more strict guidelines of the ECLAC method for niegsur
poverty (Portes and Hoffman 2003: 59). Moreover, the results of their study on neo-
liberal reforms and the effects on labor are significant. In every coutdepefor Chile,
real wages under neo-liberal reforms either remained stagnant orede@verall, the
average incomes of all subordinated classes declined. With the exceptionrofRarth
Chile, the income of the dominant classes grew faster than average.siift,ale
Washington Consensus reforms only exacerbated income inequality in the regjion a
further marginalized the working poor: “More than ever, the fact was maaffithat, in
Latin America, it is not necessary to be unemployed in order to be poor” (Portes and
Hoffman 2003: 65).

While a gradual increase in wages and job security may lead to higherddasfda
living and strengthen communities, policies such as trade liberalization eegiiidéion
places an emphasis on export oriented economies that require a surplus of cheap labor,

which can result in workers remaining fragmented, unorganized and poor. Whereas
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‘flexible labor’ markets are supposed to provide workers with additional jobs and more
employment opportunities, most of the jobs are low wage, temporary and without
benefits. Moreover, deregulation and the restructuring of domestic economiest tinene
needs of foreign direct investment ensures that transnational corporationsikateadns
from any significant regulations that may intertwine the production proadsshe
interests of the community in developing countries. Market liberalizationpnoayde
consumer products and advancements in technology to developing countries, but as soon
as workers begin to organize and demand better wages, transnational corpoaations
easily move their operations from one developing country to another. Furthermore,
Hershberg and Rosen note that the movement toward flexible labor entails much more
than just the inability of workers to procure long-term contracts and berféfés.
fragmentation of the workforce in Latin America that has correlatddintteased social
inequality also imposes cultural changes in the global periphery. Flexiolertaarkets
incline workers to think as individuals and accept the changes in the workforce, which
result from unrecognizable, external market forces, as unavoidable and irevitabl
(Hershberg and Rosen 2006: 10).
Growth

It can be taken as a given by economists on both the left and right that economic
growth is a good thing. Sustainable growth can play a positive role in the creation of jobs
and increased wages, which in turn has the potential to alleviate poverty, inequality a
generate revenue for the state. As mentioned in chapter five, growthnmbadrica
was at its highest during the post-war era of Keynesianism. Betweenrd®@5S&0,

Latin American GDP grew at an average of 6.1 percent. In the 1980s or what is
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considered to be the 'lost decade’, growth was at its lowest point at 1.6 perdat (W
Development Indicators 2009). In 1990, it was at zero, but jumped back up to 4.5 percent
between 1991 and 1994 after the first generation reforms of the Washington Corisensus.
was during this time that free market reforms appeared to be working. Hothever
short-term growth of the early 1990s was largely attributed to an influx ofiisgpiee

investing by transnational banks after Latin American countries furtheedgbeir

economies to foreign direct investment.

Following the Mexican Peso Crisis, growth managed to average only 2.4 percent
between 1995 and 2000. In 1999, with the onset of economic downturn in Argentina and
Brazil, growth averaged zero percent throughout the region. Growth shot back up to 4
percent in 2000, but declined again to zero during 2001 and 2002. Overall, growth in
Latin America between 2000 and 2008 averaged around 3.6 percent (WDI 2009).
Furthermore, the stagnation of growth in Latin America since the 1980sear{res
global pattern of economic slowdown since neo-liberalism became hegemonitatethe
1970s to early 1980s. Global GDP averaged 5.4 percent between 1961 and 1973, 3.2
percent between 1974 and 1990 and 2.8 percent between 1991 and 2008. Sub-Saharan
Africa, which along with Latin America has traditionally had the gstngrowing
economies of non-OECD countries, grew at 4.2 percent between 1965 and 1980, but has
averaged less than three percent growth ever since global restructuring.

Moreover, since structural adjustment became used as a policy instrument by the
Reagan administration in the early 1980s, it has been the countries that rejected the
Washington Consensus that have produced high and consistent rates of growth. The only

two non-OECD regions in the world that have experienced substantial growth have been
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East Asia and South Asia. Most notably, India and China account for much of the growth
in Asia. East Asia has grown consistently at over 7 percent since 1965 ahd\Siautas
grown at over 5 percent since 1980 (WDI 2009). Whereas the Reaganites, Washington
elites and advocates of the Washington Consensus have preached for limited gotsernm
and liberated markets, the economies of countries such as China and India have been
directed with strong government planning while slowly adopting certain libeoaomic
policies when it has deemed to be beneficial.

Stiglitz notes that China and India have been able to take advantage of globalizati
by opening up their economies slowly and ensuring that domestic industriesellere
developed before competing in the global market (Stiglitz 2002: 60). Not surfy;ising
these regions have been substantially more successful in reducing povertyithaatithe
American counterparts that were subjected to drastic free markehsafothe 1990s. As
mentioned before, measuring poverty is controversial and subjective. Using bioel met
employed by the World Bank (i.e., those living on less than $1 dollar a day), extrem
poverty in Latin America remained stable; increasing only from 10 percehtgerdéent
between 1981 and 2001 (this number is higher using the ECLAC method). In contrast,
the percentage of those living in extreme poverty decreased in Eastohsi&grto 15
percent and from 52 to 31 percent in South Asia during the same time period (Sachs
2005: 21). However, it should also be considered that much of Asia has also experienced
to the same global trend of income inequality and wealth concentration.

The Consequences of Perpetual Debt
One of the intentions of structural adjustment policies since the early 198f¥ehas

to reduce debt. Latin America and much of the developing world remain burdened by
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substantial debt. Latin American debt alone increased from $50 billion in 1974 to $300
billion in 1981 and to more than $417 billion in 1987 (Robinson 2008: 260). After further
free market restructuring, debt increased to $533 billion in 1994 to $761 billion in 2004
and slightly decreased to $633 billion in 2006 (ECLAC 2006: table A-18). Moreover,
what is significant about debt is not necessarily the amount, but the way#drassed

for political leverage over the third world by financial institutions. Robinsorsrtbtg

debt repayment to first world Banks has served as a mechanism to implement neo-
structural adjustment in the developing world. After lending began to dry ap mitd

1980s, Latin American countries were hard pressed to further open their ecotwtines
interests of international banks. Since that time, transnational capitaidséasally

increased its power in the developing world (Robinson 2008: 261). Third world
governments face the difficult choice of defaulting on massive loans or gegeratin
enough funds to cover domestic programs. When budgets become too tight and default
seems to be the only option, state leaders are often pressured to adopt simatkete
reforms by international financial institutions and private banks.

However, Robinson also points out that the image of international financial
institutions imposing neo-liberal restructuring on debtor countriessieading. As
discussed in the previous section, Latin America suffers from a grosstgligparealth,
which means that it is a highly stratified region consisting of an eliss,cdaweak middle
class and descending lower classes. Policies instruments such as thossddrbywthe
Washington Consensus not only augment the power of transnational elites, but also
members of elite classes across Latin America and the rest of #legleg world.

Institutions such as the IMF and World Bank and transnational corporations could not
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impose their interests on developing countries without ‘organic intellectugls’as
professionals, technocrats and financial experts of third world countries wiealsdar

same vested interests (Robinson 2008: 262). Many of these professional elite imthe thir
world also hold significant investments themselves in foreign countries, helpmgra f
transnational network between the developed north and developing south.

The onset of perpetual debt in the developed world since the 1980s, which has enabled
capital to become more mobile through structural adjustments, has meant that many
countries are threatened by ‘capital flight’. The opening up of third woddaenies
through liberalization, foreign direct investment and market determined exclzege
exposes portions of society to the whims of transnational investors. The ideagf fore
direct investment may appear to benefit third world populations by bringing in muc
needed infrastructure, professionals, skills and technology, but most foreign direct
investment since the 1980s has been in the form of financial ventures such as
international investment bonds. The aftermath of the Washington Consensus, which
stressed such policies as deregulation, privatization and liberalizatiomarasterized
by an investment bonanza throughout Latin America. In the 1990s, it became an
attractive region for speculation by foreign investors (Potter 2000: 65).

Overall, between 1991 and 1997, foreign direct investment in Latin America intcrease
nearly fivefold. Contrary to those in the first world who advocate for foreign direct
investment, a significant portion of the money that flowed into Latin Americagltiria
time was in the form of foreign portfolio investment (FPI) such as diversified lzomtls
stocks (Robinson 2008: 262). Between 1980 t01999, the peak year in Latin America,

foreign portfolio investment in the region increased from $6.1 billion to 86.5 billion
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dollars (Correa and Vidal 2006: 169). By far, Mexico, Brazil and Argentina saw the
largest increases in this type of investing during the 1990s (Robinson 2008: 262).
Moreover, market liberalization and the influx of foreign investment has also thaant
many of the banks in Latin America are either foreign owned or have sudidstant
investments in foreign markets (Correa and Vidal 2006:171). For example, in 2001, the
Spanish banks BBVA and BSCH had over thirty branches in ten Latin American
countries with assets of around $153 billion dollars or 10 percent of Latin American bank
assets at the time (Correa and Vidal 2006: 171).

More importantly, the liberalization of markets and unregulated inflows of capita
through foreign portfolio investment mean that financiers from the firstveam place
money into a country just as fast as they can pull it out. Whereas foreign innestme
supposed to bring great rewards to impoverished populations in Latin America and
throughout the developing world, capital inflows through foreign portfolio investment
often only procure profits for private firms and investors (Correa and Vidal 2006: 174).
Moreover, the stripping away of post-war Keynesian safety nets and the furthise aé
import substitution industrialization throughout the 1980s, coupled with advances in
communication technologies enables investors to pull money out of a countrgkaygcli
a computer mouse. Free market reforms more often than not seem to ensure that
international investors are exempt from any social obligation in the third Waniksl.
provides an incentive for investors to invest during short durations of economic growth
and quickly pull money out of third world countries (i.e., capital flight) when the market

hits a downturn.
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The result is that large numbers of people in Latin America and elsewliege i
developing south are often held hostage by a miniscule minority of the world’s
population who with the help of international financial institutions and third world elites,
arbitrarily direct the political-economic destinies of developing countresever, as
mentioned before, neo-liberal hegemony stems from transnational class relpions
State leaders and elites of developing countries compete with other counatigadt
foreign investment, often regardless of the intentions of the investment or hdlv it wi
impact the working classes and poor. In order to receive investment, whigbarenate
growth, create jobs and reduce debt, countries are rated by transnationalctonding
to their investment climates. Countries that are agreeable to free palikets are
considered to be emerging markets. Schwartzman explains that enmesghkegs must
meet two important reforms. First, countries must provide unlimited accessestment
opportunities, and second “detailed information regarding those opportunities. While
privatization, deregulation, and liberalization facilitate the entry (anchgtee the exit)
of outside investors, transparency gives investors information about the potential
security/risk of their investments” (Schwartzman 2008: 281). Thus, countriesghat a
pegged as emerging markets usually receive a large influx of foreign gortfol
investment, often allowing transnational capital or neo-liberal hegemaygit some
level of political sovereignty and destiny over a country. The situationsnf@tied in
Argentina and Brazil in recent years demonstrate the structural powanshational
capitalism.

Argentina began receiving large inflows of foreign capital in the early Ei@04ts

leaders opened up the economy by creating flexible labor markets, and puligéaize
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owned companies, pensions and social security benefits. Argentina was a¢sbbsal
investors because it possessed a large number of skilled workers, a sound education
system, infrastructure, and political stability. The peso was pegged tolldnreinorder

to control inflation which in turn attracted foreign investors (Harvey 2005: 104)igRore
investment in Argentina increased substantially between 1991 and 1998. In 1991 and
1992 alone, the economy grew at 13 percent and 12 percent. Overall, Argentina’s
economy grew at an average of 6.5 percent between 1991 and 1998 (World Development
Indicators 2009). By the mid 1990s, Argentina was being praised as a model of free
market development and a ‘poster child’ by advocates of the Washington Consensus.
However, the economy turned out to be built on a weak foundation. As state enterprises
were sold off and debt repayments were made to transnational banks, the government
increasingly relied more on foreign investment, much of it in the form of diveztsif

bonds, to keep the economy afloat.

The growing dependency on foreign investment pushed state leaders to implement
deeper fiscal discipline, such a selling off additional state entes@amsgcutting taxes to
attract investors (Robinson 2008: 268). However, privatization resulted in a substantial
loss of jobs and unemployment began to undermine the domestic economy. Further
liberalization in the 1990s brought with it an influx of cheap, consumer products. Local
businesses often could not compete and were forced to close, contributing to
unemployment and economic stagnation. The creation of flexible labor makétsd
decline in real wages which when combined with rising unemployment meant a
significant reduction in available funds for local and provincial governmentsa¢Retd

Veltmeyer 2003: 96-7). By the late 1990s Argentina’s economy was quicklyalatierg
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and a crisis began to form that was greatly exasperated by the countrys gelat
Argentina’s foreign debt grew from $58.7 billion in 1990 to $139.9 billion in 1998.
(Petras and Veltmeyer 2003: 74). In 1998, Argentina’s interest payments alameign f
debt consumed 35 percent of its export earnings (Robinson 2008: 267).

International investors and large multinational banks became increasincgyrossh
about the prospects of a severe economic recession. In the few years Ugeitirihe
financial collapse of 2001, transnational banks began to pull their investments out of the
country (Petras and Veltmeyer 2003: 75). Amidst the turmoil and panic, small &d mi
sized domestic firms began to withdraw their investments as well. The #dpest in
between 1999 and 2001 with a $6 billion dollar loan to stabilize the economy and prevent
the massive outflow of capital. However, these loans were unable to stabilize the
economy or prevent a run on banks. In 2001 alone, Argentinean banks lost 17 percent
(i.e., $14.5 billion) of deposits (Harvey 2005: 105). In the same year, the ten largest banks
decamped $27 billion dollars worth of assets (Petras and Veltmeyer 2003:75). Moreover,
the IMF refused to provide additional loans to the country unless the government
practiced further fiscal discipline and rescheduled debt repaymentse$hited in
substantial layoffs of health, education and other public employees (Petrasitameler
2003: 74). A loss of state revenue and massive capital flight left the goversimagpped
for funds. In order to make debt payments and prevent the banking system from
collapsing, the government froze all bank accounts and seized pensions in order to
procure hard currency (Peet 2003: 84).

Personal savings was reduced to a third of what it was before the cnisesw®rkers

lost all of their savings and were stripped of their pensions (Harvey 2003: 106).
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International firms refused to recapitalize the banks and Argentina feth idépression

in December of 2001, which was followed by mass rioting and social unrest. By 2002,
unemployment reached 30 to 40 percent in the cities and 60 to 70 percent in the rural
areas (Petras and Veltmeyer 2003: 98). Before the induction of free meddkets,

Argentina was one of the most economically equal countries in Latin Ameyi¢heB

early twenty-first century, it had been transformed into a highly saatfociety,
characterized by desperate inequality, unemployment and social uprigiegsoverty

rate of Buenos Aries alone increased from 4.7 percent in 1974 to over 50 percent by the
end of the century (Reygadas 2006: 124).

Furthermore, in the midst of an economic depression during 2002, the IMF, along with
Washington elites called on Argentina’s government to cut spending, elimicgdé s
programs, and rescind legislation that sanctioned international banks engalgeglin il
activity (Petras and Veltmeyer 2003: 83). In other words, the IMF and otheradietna
that the Argentinean government ignore the social problems that were tia&peyand
instead secure enough funds to make debt payments to foreign banks. Moreover, in the
view of the IMF, Argentina’s economic collapse was entirely the fault oledtm
problems and failure to fully implement free market reforms. In the eyeslitital and
economic elites, Argentina had practiced irresponsible fiscal polictesauld only
solve its crisis by adhering to sound economic guidelines (Petras and \él200\3:

84-5).

Another example of the political power that transnational capital can hold over a

country is what took place in Brazil during the 2002 elections. Leading up to the

elections, presidential candidate Luis Ignacio de Silva, also known as “Luta’thei
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support of the Workers’ Party (PT), structured his campaign on an anti-nead-liber
platform. The policies of the Workers’ Party centered on land redistributipanding
social programs to the poor, redistributing income and de-prioritizing debtmepés/to
clear additional funds for social spending. However, prior to the election, Beakil
already gone through years of free market reforms, during which it idcaisabstantial
amount of debt to international firms. Between 1980 and 1998, Brazil's private debt
increased from $71 billion to $232 billion (Robinson 2008: 267).

In the weeks leading up to the election, it became clear that Lula anbrkers’
Party were going to win. This set off a reaction from the vested capéetsté that was
sure to suffer under potential left leaning policy reforms. Brazil’'s cratiig score
plummeted and investment firms such as Merrill Lynch and Morgan Stanley\idé&ar
began to take billions of dollars out of the economy. Large banks such as Bank of
America and Citigroup also decamped on large amounts of equity (Robinson 2008: 266).
Goldman Sachs discouraged further investing by using a ‘Lula-meter’ to deauge t
possibility of a Workers’ Party victory (Schwartzman 2006: 299). More impoytantl
despite the rhetoric of Lula and the Workers’ Party to redistribute incoramatibnal
investment firms and banks had the ability to send the Brazilian economyngpirali
toward a depression. Two months before the election and faced with the possibility of
entering office amidst economic chaos, Lula and the Workers’ Party backed down by
agreeing to a $30 billion loan from the IMF. The loan came with attachments whic
ensured that Lula would not default on Brazil’s foreign debt or abandon the fred¢ marke

reforms that were implemented in the previous decade (Schwartzman 2006: 299).
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The structural adjustment policies that have been imposed on Latin Ameriba and t
rest of the developing world since the 1980s and those that were further implemented
after the Washington Consensus seem to only hurt economic performance, increase
inequality and weaken the sovereignty of individual countries. The perpetadtiebt
that is owed to transnational banks seems to play a significant role in ensuring that
developing countries maintain free market reforms. Many developing couwtgxiete a
substantial amount of resources to service their foreign debts. For example, in 1998,
Mexico spent 59 percent of its budget on making debt repayments (Reygadas 2006: 128).
In some cases, interest paid over long periods of time exceeds the original e bal

Furthermore, free market reforms such as those of the Washington Consendos seem
make countries prone to crises and economic shocks. Countries are subjected to a one-
size fits all version of neo-liberal capitalism which leads to drastigditon and
liberalization. The result is a mass influx of foreign capital that is ieddasta country
not with the intention of creating sustainable growth, but with the sole purpose of
procuring a profit. The minute a country is no longer deemed to be a good ‘investment
opportunity’, transnational investors pull their money out and place it back into thé globa
market. The economic collapse of Argentina is just one example of how unrdgulate
capitalism can create sudden economic shocks.

The Liberal Assessment

Since the turn of the century, the free market reforms of the Washington Consensus
along with the IMF and World Bank have increasingly been subjected to growing
criticisms. Much of the backlash against neo-liberal restructuring haed&om the

same reasons highlighted before. Free Market reforms have failed totgenstainable
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growth, reduce inequality or significantly reduce third world debt. Despitepparent
shortcomings of the Washington Consensus, some first world elites, such as John
Williamson, have been reluctant to abandon a blind faith in the free marketnsadie
says in reference to Latin America: “The authors of this volume do not takesthé¢hat
the liberalizing reforms of the past decade and a half, or globalization, ¢exhdbe
responsible for the region’s renewed travails in recent year” (Widican 2003: 2).
According to Williamson, economic crises that have erupted in ArgeMamco,
Asia, Russia and elsewhere in the developing world since the 1990s should not be
attributed to the free market system. Instead, Williamson indentifies phoblems. First,
“Too many countries encouraged money to flood in and overvalue the currency when the
capital markets were throwing money at the region” (Williamson 2003: H)akvson
ignores the idea that debt-strapped countries were coerced into openirgoheimies
to capital and international investors encouraged attractive curreesyimairder to
squeeze out larger profits. Second, “reforms were incomplete” (Williamson 2003:5).
Williamson reaffirms the myopic faith that first world technocrats pladée all
encompassing ability of markets to perform efficiently. Third, “potieyained focused
on accelerating growth, not on growth plus equity. There remained reldiitlely
concern for income distribution or the social agenda” (Williamson 2003: 6). The same
argument has been made recently by liberal economists seeking to modify the
Washington Consensus into something that is more socially conscious. This has led to
new agendas such as the ‘Post Washington Consensus’ and the ‘Millennium’ piatject t
are aimed at alleviating poverty. However, everything that has come lsence t

Washington Consensus still places an emphasis on free markets. Thus, a past&lox ex
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the argument that strong market forces can be used to curtail poverty and inequality
because the market, without strong regulations, is inherently designed ésoaat
inequalities.

In contrast to Williamson’s assessment, Joseph Stiglitz has been a ootabdé the
Washington Consensus and neo-liberal arguments regarding development irdthe thir
world. Stiglitz’s criticisms of neo-liberal capitalism are sigraht because unlike the
perspective taken in this thesis, Stiglitiz is not a leftist thinker, nor isrhpathetic to
Marxism. He is a liberal economist from the United States. He is curreptbfessor of
economics at Columbia University and a former chief economist for the Wankl Ba
Stiglitz believes that free market policies such as fiscal discjdliage liberalization,
privatization and deregulation can play a positive role in the development of third world
countries. For Stiglitz, the problem is that “many of these problems becalsée
themselves, rather than means to more equitable and sustainable growth. In doing so,
these policies were pushed too far, too fast, and to the exclusion of other policies that
were needed” (Stiglitz 2002: 54). Stiglitiz notes that technocrats fromvifR@and the
World Bank as well as other advocates of the Washington Consensus are devoid of
pragmatism and instead are driven by an ‘ideology’ that derives from aibehefrket
fundamentalism that is related to abstract theories of Adam SmithtgXg02: 73).

Stiglitz contends that market fundamentalists derive their ideology from elwonom
models that demonstrate the efficiency of the market under idealistic cosditi
However, these models are ‘restrictive’ and simply cannot be applied to the degelopi

world where information is often incomplete and markets are imperfeclit¢gS#Q02:73-
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4) 3 Stiglitz in no way dismisses the liberal paradigm of thought, but he centers his
argument on the idea that Keynesian style government intervention is good, desicibl
necessary in the development and maintenance of modern markets. He argues the policy
prescriptions outlined in the Washington Consensus are related to a lassiotaine
of thought that was widely discredited in many parts of the world after tre¢ Gre
Depression (Stiglitz 2002: 74). Furthermore, Stiglitz points out that many OECD
countries did not open their economies until after years of state regulation and
development. Yet institutions such as the IMF and World Bank, which are drivee by t
same political perspective of Reagan and Thatcher, arbitrarily demartkteddping
countries quickly restructure their economies (Stiglitz 2002: 65). Moreowvglifisti
strongly disagrees with the market fundamentalist mentality that gowerhisIF and
World Bank and believes that developing countries should open their economies slowly
and only when it is beneficial to development.

In critiquing the Washington Consensus, Stiglitz focuses on three aspects:
privatization, liberalization and foreign direct investment. Whereas hemali
economists argue that privatization leads to greater efficiencytidtigites that rapid
privatization is detrimental to developing countries because it results intia tbss of
jobs. More importantly, job cuts can be more devastating in the third world because
developing countries usually do not have the same social safety nets in place such as
unemployment insurance. Moreover, state employment is essential in developing

countries since private industries may not be developed enough to employ the vast

¥However, using Stiglitiz’s argument is not to imphat free market policies work in the developedldo
either. Much of the liberal criticism of the freearket reforms seems to focus on the failures oflitewal
economics in the third world, when in reality thesdicies wreak havoc in the first world as welh A
obvious case and a future study could be to exathmeegative impact that free market reforms Heack
on the United States.
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majority of people. Furthermore, Stiglitz agrees with the argumenptivatte firms are
usually more efficient than public firms, but he recognizes the social costsatsd
with privatization. Private firms often become more efficient by cuftbg. This leaves
a huge gap in developing countries where poverty and social inequality was already
prevalent before free market reforms (Stiglitz 2002: 54-8).

The inability of free market reforms to create jobs and increase hagessulted in
an increase of labor employed in the informal sector throughout Latinidareerd the
developing world. Because the free market excludes the interests of theatsed
poor, many workers have little choice but to work in the informal sector, which
sometimes may include jobs in drug trafficking and results in these waorkepsying
taxes. In Latin America, urban workers employed in the formal seatoeaked from
70.2 percent in 1970 to 42.1 percent in 1998 (Robinson 2008: 243). In 2004, Argentina
had an unemployment rate of 12.1 percent and 44.3 percent of its workers were émploye
in the informal sector. In the same year, Columbia had an unemployment rate of 15.5
percent and nearly 60 percent of its workers were in the informal sector (Robinson 2008:
243).

Stiglitiz is critical of trade liberalization for two reasons. First, éstig firms in
developing countries cannot compete with transnational corporations. Developing
countries are required by the IMF, World Bank and World Trade Organizatoundkly
eliminate tariffs before their domestic industries can fully develbs fesults in
additional job losses as local companies go out of business (Stiglitz 2002: 59-60).
Because transnational firms are geared toward squeezing out profits, by den’t

rehire all of the workers laid off by domestic firms. Second, OECD countrigs;yarly
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the United States, do not practice fair trade with developing countriesnatemsl
firms that are based in the United States push exports of their products to third world
countries, but they often favor protectionist policies that give them an unfair aglvamta
their home markets (Stiglitz 2002: 60). The most obvious example is the tradeagree
between Mexico and the United States under NAFTA. Since the mid 1990s, the Mexican
market has been flooded with highly subsidized and efficiently produced agatultur
products from the United States. Even the most efficient Mexican farmdrg @ifficult
to compete with these highly subsidized corporate farms. Contributing to the problem ar
additional reforms since the mid 1990s which have pushed for privatizing public lands.
As a result, peasants are forced to relocate to overcrowded urban areais\theates
is a surplus of available labor competing for a fewer amount of jobs. This yaztohf
surplus labor drives down wages and deters unionization, resulting in higher profits for
transnational firms.

Stiglitiz is critical of foreign direct investment for two reasonstfafser tariffs have
been eradicated or greatly reduced through trade liberalization, imeaidirms are
often able to gain monopolies in many important industries. Whereas tra@ddizdiesn
in theory is supposed to provide consumer choice and decrease prices through
competition, populations in developing countries usually get stuck with only the oduct
produced by transnational firms. Moreover, when a large firm obtains a monopoly in a
developing country, it is often inclined to raise prices on consumer productgZStigli
2002: 68). Second, Stiglitz argues that transnational firms often purchase ddraeksic
and take over the financial system. Stiglitiz argues this was one of thesfl@etding to

the economic collapse of Argentina in 2001. Because many of the banks wene foreig

123



owned, they curtailed their lending to small entrepreneurs and this had a nefiattve
on growth because local businesses closed, which undermined the economy (Stiglitiz
2002: 69).

Who does the IMF Benefit?

The last several pages have discussed the effects of neo-libenas rafthe
developing world, particularly in Latin America. This section addre$sesftects of the
International Monetary Fund. More specifically, how have IMF programstedfec
economic development in the third world? Vreeland notes that as of 2008 140 countries
had entered into about one thousand separate arrangements with the IMF (Vreeland 2008:
352). In 2007 alone 49 countries with populations totaling more than one billion people
were participating in IMF structural adjustment programs (Vreeland 200vtotgover,
Vreeland notes that while the initial function of the IMF was to help countribstiatr
balance of payments problems, it now is in the business of restructuring econbmie
third world governments. Through conditionality, the IMF has claimed to bdyarge
concerned with fostering growth in the developing world. Furthermore, afteatite E
Asian Financial Crisis in the late 1990s, the IMF expanded its objectivesaimpass
the reduction of poverty (Vreeland 2008: 355).

As mentioned before, it can be assumed that sustainable growth, meaning equitable
growth, is a good thing. Equitable growth should create jobs and increase wages, which
in turn can play positive roles in alleviating poverty and income inequality. Thaus, t
IMF, at least ostensibly, abides by the belief that growth and a reduction ineincom
inequality can be achieved through free market reforms. However, as Vreelandpgints

almost every major study done since the 1970s has found that IMF programs have little
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effect, no effect or a negative effect on growth. Most of the early studidscend

before 1990 showed that the IMF usually had no effect or a slight positive effdet, whi
more sophisticated measuring techniques since then have almost always cbinetide
IMF programs have a negative effect on growth or only a statistioalynificant

positive effect on growth (Vreeland 2007: 89). In a study done in 1998, Haque and Khan
concluded that IMF programs have a negative effect on growth in the shorttdrafter
structural adjustment polices are implemented, growth begins to riseraegHaque

and Khan 1998: 19). A similar study used a more advanced methodology for testing the
relationship between IMF programs and growth concluded earlier findingsssingge

that IMF programs produce positive effects on growth were statigtftaaled (Dicks-
Mireaux, Mecagni, Schadler 2000: 522).

In a 2000 study, Vreeland and Przeworski controlled for countries which have never
entered into IMF programs and those that have. They found that countries whict entere
into IMF programs suffered from negative growth after completion of thgrgm. In
contrast, countries that have never entered in IMF arrangements, but sutiereder
same problems such as large fiscal deficits, inflation and balance of paynuodhesns:;
grew faster without the help of the IMF (Przeworski and Vreeland 2000: 402). Hurtchis
and Noy (2003: 12) reaffirmed this, finding that the IMF had a negative effect on the
growth of Latin American countries that had successfully completedwstatict
readjustment programs. Dreher (2006: 18) concludes that the IMF has beareaatail
creating growth. More importantly, Dreher finds that the IMF hagjathes effect on

growth even in countries that have fully complied with free market reforms.
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In regards to the relationship between IMF programs and income inequaignd
notes that there is a clear consensus in the literature that IMF prdgelprie exasperate
income inequality in the developing world (Vreeland 2007: 91). Many have questioned
that if IMF programs hurt growth and exasperate income inequality, then why do
governments enter into these arrangements? Furthermore, why has thetIben
abolished or drastically reformed? Vreeland’s response to this mightidpetfaisfor
answering these questions.

The reason is that by bringing in the IMF, governments gain politicatdge, via
conditionality, to help push through unpopular policies. For some constituencies,
these policies dampen the effects of bad economic performaneelisgributing
income upward and thus rewarding elites. If the distributional consequanee
strong enough, key groups can be made better off even though growth Butur
IMF programs doubly hurt the less well off in society: totalpatitgrowth is
lowered, and income is shifted away from them” (Vreeland 2008:366).
If the IMF is used by third world elites to enhance their economic and politicedstge
as Vreeland suggest, then it is possible that the IMF may also serve tastings Wall
Street, international investors, Washington and transnational banks. Furthetiwmut |
be that the economists who work for the IMF are driven by a blind faith in frdetaar
despite the evidence that Washington Consensus derived policies do not work in the
development of third world economies. Therefore, it can be argued that the IMF
implements neo-liberal policies in a way that is by ideology, not economitscie
Conclusion

This chapter has focused on a discussion concerning the results of neo-liberal

restructuring in the developing world, particularly in Latin Ameridae €vidence points

391t should be pointed out that Vreeland is not ax¥&. He is a professor at Georgetown University,
which is an elite American institution. His sugdestthat third world elites use the IMF to furthbeir
class interest, while subordinating the lower @assighlights the larger relationship of capitadiass
relations that exist across transnational networks.
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toward the argument that structural adjustment policies, such as those fadnutae
Washington Consensus, have a negative effect on third world development. Recent events
also imply that free market reforms are pro-rich and hurt the workasges$. Following
free market reforms, Latin American countries have experienced sesr@aincome
inequality and poverty. This is troubling for a region that has historically bederead
by such problems. Moreover, market friendly policies have failed to creasensiie
growth or significantly reduce debt in Latin America.

While this chapter focused on Latin America, the discouraging resulte ohénket
reforms in the region are a reflection of larger global trends assbevdteneo-
liberalism. In many places where neo-liberalism has been implemarnited been able
to make significant inroads against existing political-economic structgr@sth has
become stagnant, while inequality and poverty have increased. Furthermore, if free
market reforms have been a burden on third world development since the 1980s, then
why have these policies not been abandoned? More importantly, why have Kegnesia
and state-planning been so drastically replaced by neo-liberal fundédsmemtamany
parts of the world? If free market ideas are pro-rich and marginalize dhetipen why
do they remain hegemonic? These questions make explicit the underlyingeledisas
that are at play within global society.

From the perspective of transnational banks, corporations, industrialist, investors,
professionals, technocrats, political elites and other members of the uppefrekas
market reforms have been highly successful. Behind the rhetoric of eradicatinty,geve
a neo-liberal hegemonic class movement which has been efficient at cahngmwealth

and marginalizing the lower classes of societies. In other words, freetnagés, such
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as those outlined under the Washington Consensus, have consistently remained dominant
because they satisfy the narrow, economic interests of the ruling chmikadis. As long
as an increasing number of poor remain marginalized, workers unorganized andsountrie

mired in debt, neo-liberalism may well remain hegemonic in the future.
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CHAPTER 7
CONCLUSION

As Mark Rupert notes there is an ‘impoverishment’ that persists in the mamstre
the international political economy literature (Rupert 2003: 181). One of purpo$es of t
thesis has been to present an alternative view of international relations; topeftem
marginalized in the field of international political economy. As highlightechapter
two, the social world consists of subjective meanings that take on objective appsaranc
One of the themes throughout this paper is no social theory is entirely objective
regardless of the claims its advocates proffer. This is not to assect eetdtivism in
which the contemporary world order cannot be understood. As demonstrated in chapters
four, five and six, an abundance of empirical evidence exists that can be used to
understand the current world system from a critical perspetive.

Thus, critical theory not only gets past the limitations of objective ralder; but
because it is driven by an ethical perspective, it is able to recognize #nyunysocial
forces and interests that play essential roles in constructing s@digl fdarx was the
first to recognize that life under capitalism has the tendency to prestindgsiniversal,
natural and immutable. This is reflected in much of the mainstream realisea-liberal
institutionalist perspectives of international political economy, both of whimalined
to maintain state-centric interpretations of international relatiodéen take the

emergence of global capitalism as an apolitical process. It coulddhaathis mode of

“0The point being made in this paragraph might appea contradiction in thought and a perspective
consistent with relativism. However, this is not tase. The argument being made in this thedisis t
social theory is historically grounded to some ekt&herefore, theories that claim to be objectind
employ a methodology of scientific rationalism acg objective. Behind each theory are political inext
and perspectives that are not value-neutral. ®mther hand, the inter-subjective meanings ofespcian
still be understood and expressed to others uh@enistorical context in which they persist.

129



thinking is also prevalent in conventional thought as well. However, a Marxistderive
interpretation of modern society is conscious of the idea that the current historic
situation is ephemeral and transformable. The prevailing ideas, norms,tpreduc
practices and institutions that are preponderant in the current world order are not
constructed and reproduced objectively. These forces reflect the intairesirticular
parts of domestic societies and benefit the dominant groups across global society

The international system has undergone a significant transformation ¢heriagtt
three or four decades. This is often referred to as globalization. The pobcess
globalization has proven to be so significant and controversial because it hasleh&ail
transformation of the state, changes in the patterns of production, consumption, the rise of
new institutions, advancements in communication technologies and the spreadrof certa
norms and ideas. Most, if not all of the international political economy literature
recognizes the drastic transformation that has transpired on a globaiscalthe 1970s.
However, the way these changes are interpreted may depend on one's ideeologic
perspective and position within sociéhyA Marxist-Gramscian ontology provides an
alternative account of the contemporary global situation. From this perspéwtive,
current structure of globalization can be understood as being constructed under the
historical context of capitalism. Thus, the underlying driving force of giodt#bn can be
characterized as an increasingly asymmetrical class struggledretimnsnational

capitalist interests and the expanding periphery consisting of subordinated ipapulat

*1 As discussed in chapter two, this gets back tosCaxiom that, “Theory is for someone and for some
purpose” (Cox 1981: 128). Theory is either inclinednaintain the status quo or seeks change in the
system. Theory is used as a tool to interpretwndd. The theory or ontology in which one embracesy
largely depend on his or her social position opldgical orientation.
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The end of feudalism and the rise of modernity to a significant extent cenfreliil
the advent of the capitalist mode of production. While other modes of accumulation have
existed, capitalism has been the primary economic, social and polititahssisice at
least 1500. Within each historical structure are historically construatad,idorms,
institutions, productive patterns and forms of state that are reproduced through human
intellectual and material activity. Moreover, capitalism is an economitigablsystem
that has evolved dialectically and therefore taken different formstiove. Central to the
modern structure has been the role of the state and antagonistic classstaladi
During the post-war historical structure of Keynesianism, capitalissnceatained to
some extent by and in the confines of state. The interventionist state eegctetions
and constraints on the flow of capital and, more importantly, imposed policies to
redistribute capital accumulation downward from the upper classes to the nmddle a
lower classes.

Even in the United States, relatively strong unionization correlated with aasedn
real wages from the 1950s until the mid 1970s (Dumenil and Levy 2004a: 46). However,
capitalism, regardless if it is highly regulated or not is prone to crisesadictions and
class inequalities. An asymmetrical class relationship certaxmdiee under
Keynesianism, although the system as a whole was more equitable thamenalcsin.

More importantly, the class compromise that persisted under embedded libgratism
built on antagonistic relations. State-planned capitalism provided a buffer for the
proletarian classes against the tendency of the free enterprise gyst@meentrate
wealth into a small minority of the population. By the mid-1970s, however, class

relations changed as Keynesianism entered a crisis of accumulation. Ecstemgnation
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combined with high taxation of the rich and wage increases for the workingsclasse
resulted in a falling rate of profit for the upper class.

The rise of neo-liberalism, which has been the driving force behind ghtializdid
not occur by chance or as the result of some natural evolution of market forces. The
global restructuring of capitalism is a reflection of a transnationss$ cleovement to
restore power to the upper class, fragment the middle classes and furtheahzarghe
poor. A key feature of the structure of globalization has been the recotibgurathe
state to meet the narrow economic interests of the neo-liberal hegemassid/ihereas
the state could potentially be constructed in a way to serve the interestskofgy
classes, the diffusion of state power has allowed for neo-liberal capitaibecome
hegemonic on a global level. From this perspective, the concept of hegemony is
historically situated as well. Traditionally, hegemony may have beea ondess
confined to a powerful state, whereas in the contemporary situation, it has easesyed
transnational class movement.

Neo-liberal hegemony is understood here as a ‘movement’ because of itsianctmat
shape and mold the political-economic structure of global society under a narrow and
distorted vision of liberal democracy. Central to the movement of neo-liberal begem
are the roles of ideas, norms, production patterns, organic intellectuals amstitbéans
which facilitate them. As discussed in chapter three, this conceptualizahegehony
derives from a revisionist understanding of Gramsci’s thought. Hegemortjieved
through the garnering of consent and policies of coercion that discipline vast populations
of people. Moreover, consent and coercion are not always easily distinguishable-and neo

liberal hegemony perpetuates in a fragmentary and contradictory wagltbrgiglobal
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society. The overlap of consent and coercion is used to instill a perception of common
sense or a way of life that becomes objectified. Rupert identifies this gobadization
of common sense (Rupert 2003: 190).

The movement and success of neo-liberal hegemony to globalize common sense ca
be attributed to a strong, ideological discourse. Under neo-liberalism, lite @fithe
bourgeoisie to foster consent among the descending classes has rested on &m appeal
free markets. In contrast, the state is regarded only as a barrier to eceffanency and
growth. Pertinent in facilitating the ideas behind market liberalizatioa haen the role
of organic intellectuals. In chapter four, the rise of neo-liberal econtweyt deriving
from both the Chicago School and the Austrian School was discussed. Intellecthals suc
as Friedman and Hayek were instrumental in exhuming classical liberal acenom
during a time in which capitalism was being regulated by the KeynesianGta of the
key features of neo-liberal discourse that has held constant since yhéagarbf the
Chicago School has been the skillfulness of intellectuals and politicians tatdrese
market ideas as objective facts.

Moreover, an important aspect of globalizing common sense has been creating the
perception that there are no viable alternatives to the free market. Thdseikin
sentiments remain embedded in western media and within elite circleslefraaa
Moreover, the ideology of market fundamentalism has been the driving force behind the
policies of political figures such as Reagan and international financiautiesig such as
the International Monetary Fund, the World Bank and the World Trade Organization. |
chapter five, a list of the ten policy prescriptions known as the WashingtonrSasse

was introduced. These policies were presented by Williamson as anvebget
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apolitical doctrine of economic development for the third world. This thesis atwates

they are reflective of the larger hegemonic discourse of neodlgraraoreover, from

an ideological perspective, central to the discourse of market fundamensaéisrappeal

to freedom. It can be taken as a given that the concept of freedom is cherished by
members of all classes and social positions. While individual autonomy has alwa
remained a central component of modern capitalism, under neo-liberalismbédras
monopolized under hegemonic discourse to exist in a more excessive and myopic form
reflected in the materialistic culture of an Americanized brand of libapatalism.

Moreover, Marx recognized the contradictory nature of individual autonomy under
capitalism. On the one hand, the right to individual liberty that is protected by the
modern, constitutional state allows for political emancipation. Considering ¢leat fr
markets cannot exist without protections of individual liberty, life under cegoitas not
entirely oppressive. On the other hand, too strong of an emphasis on individual autonomy
creates the opposite effects as society becomes a collection of fragnmelviduals
preoccupied with market fetishism and self-interested egoism. A kegftreeo-liberal
hegemony has been to reconfigure the political-economic structure in such atway as
encourage the latter and limit social solidarity. Thus, even the average wodarmeo-
liberalism may be socialized to believe that he or she enters into labmm=lander
equitable conditions, mostly unaware of the asymmetrical power that largadtional
firms possess now that they are liberated from the constraints of Kayymegulations.
Moreover, the distorted vision of individual autonomy under neo-liberalism runs so deep
at times that the same worker may despise the idea of unionization as much as the

corporate executive.
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When the ruling class cannot foster consent through ideology, the use of coercion has
been instrumental in the success of neo-liberalism. One of the most obvious @nd cite
cases is the 1973 coup in Chile as discussed in chapter four. Chapter five provided a
chronological account of the events that paved the way for the implementation of neo
liberal structural adjustment policies in the third world. It seems unlikelythe demise
of Bretton Woods, the creation of Eurodollars, the 1979 interest rate shock, the
reorientation of the IMF and World Bank during the Reagan administration and the
Washington Consensus were a series of unrelated events. Instead, the evidgasts
that powerful interests have converged since the 1970s to enact economic refodas that
not produce growth or reduce poverty.

Structural adjustment policies and the institutions such as the IMF and World Bank
which implement them in the third world serve as the coercive apparatus obtranal
capitalism. Since the late 1970s, many developing countries have been inhibited by
excessive debt and stagnant economic growth. Development banks and private banks
have been eager to provide loans under the conditions that third world countries open up
their economies to the global market. Market liberalization, privatizatioagdktion
and foreign direct investment are preached by business interests and the teckhracrat
work for the IMF and World Bank as the axioms of success. On any given daigra bill
or more people may live in countries in which the government is participating in a
program under the auspices of the development banks. What has resulted under
globalization in the last three decades is system that is not demodnatcworld
populations are stripped of their autonomy to create self-determining sothatiesight

be more reflective of local cultural and social needs. Instead, peoplevammed by
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powerful individuals from transnational firms, banks, international financiatutistns,
Washington policy makers, academics and third world bourgeoisie who are part of the
same transnational class. Moreover, third world countries may be threatemethesne

reject market liberalization and seek out policies of wealth redistribii@aazjl and
Venezuela serve as two recent examples. The first, Brazil, watetheday capital flight

in 2002 and the latter under Chavez was subjected to a failed coup as well as offen bein
branded in the western media as a rouge state.

More importantly, as discussed in chapter six, structural adjustment palicheass
those outlined in under the Washington Consensus do not work. Recently, these free
market ideas have even been subjected to harsh criticisms by liberanestsrsuch as
Joseph Stiglitz. The implementation of trade liberalization, privatizatidrilee inflow of
foreign investment only serve to disadvantage workers in the developing*vorld.
Moreover, as briefly examined in chapter six, recent research has shoWRhat
programs lead to negative growth and increase income inequality in third world
countries. The IMF seems to be blinded by a myopic faith in market fundareenégadd
mainly benefits the interests of transnational capitalism.

Beyond Neo-Liberalism

There is no doubt that neo-liberalism is latent with dire contradictions and
consequences that are proving to be detrimental to vast populations of the world. The
crisis of life under capitalism in the twenty-first century is at onceipaljteconomic,
ecological and cultural. Because it is intended to help foster structurgectmthe same
degree that it is able to explain the system, critical theory provides dgeviena

addressing this crisis. Therefore, future research should focus on two agfette

“2 However, the same argument can also be made whbokers in the developed north.
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hopes of contributing to progressive change. First, it should provide concrete dmpirica
evidence to show that neo-liberal capitalism is not sustainable from eithesraomnéc,
ecological or social point of view. Quantitative analysis can also be usetkatds a

valuable tool in dissecting the shortcomings neo-liberal economic policies.dig!

parts of East Asia and South Asia, global economic growth has been stagnant under neo-
liberalism. As highlighted in chapter six, free market policies, such asdlbilgton
Consensus have correlated with an increase in poverty, inequality and socialhunrest
many parts of the world. Future empirical research should compile red@inlees of
information and present these findings in a way that examines whether or nittenab-|
policies are pro-rich and hurt the middle and lower classes.

Chapters five and six focused on the developing world, particularly Latin éaneri
However, the crisis that persists under neo-liberalism should not be confined as a
problem that only affects the third world. Class inequalities that have come to
characterize globalization are preponderant in the first world as well. Moy ¢toze
distinction between the developing and developed world is becoming increasingbyg blur
as wealth continues to be concentrated into the hands of a small minority. From this
perspective, future research could examine the movement of neo-liberalism under
globalization in relationship to the global expansion (including OECD countrigsg of t
third world.

Second, future research should elucidate movements of social resistance and the
potential for counter-hegemonic forces that can challenge the contradictmyrdes of
neo-liberalism. Global society is not static or entirely comprehensibtypersists

fragmentary and dialectically against the backdrop of class positionindib¢eal-
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hegemony does not dominate in the sense that it completely blankets over society.
Instead, it creates contradictions that offer an opportunity for movementsvand ne
interpretations of human social relations. One way to find inspiration for progressi
change in the future is to draw on the insights of Karl Polanyi. In examining the
devastating effects of free market forces in the late nineteenth aydhesartieth

century, Polanyi argued that modern society was based on a 'double movemenst The fir
being the market which seeks constant liberation and expansion; the second being
movements of social resistance which protect society from the encroachment of
unplanned market forces (Polanyi 1957: 130). This should not be interpreted as
determinism in which counter-movements will automatically replaceibecalism with
a more equitable system. On the other hand, the future well-being of gloledy seams

entirely dependent on such a movement.
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