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Industrial Convergence and the Persistence

of the Nort-South Divide

Itisnow morethanfifteenyearssinceNigel
Harris announced the disappearance of the
Third World as economic reality and ideo-
logical representation. In a1986 book enti-
tled The End of the Third World: Newly
Industrializing Countriesand The Decline
of anldeology, Harrisargued that theemer-
gence of “agloba manufacturing system”
was making the very notion of a Third
World hopelessly obsolete.
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The conception of an interdependent,
interacting, global manufacturing sys-
tem cuts across the old view of aworld
consisting of nation-states as well as
one of groups of countries, more or less
developed and centrally planned—the
First, the Third and the Second Worlds.
Thosenotionsboresomerelationshipto
an older economy, one marked by the
exchange of raw materialsfor manufac-
turing goods. But the new world that
has superseded it is far more complex
and does not lend itself to the simple
identification of First and Third, haves
and have-nots, rich and poor, industri-
alized and non-industrialized.... The
process of dispersal of manufacturing
capacity brings enormous hopeto areas
where poverty has hitherto appeared
immovable.... [T]he realization of one
world offers the promise of arationaly
ordered system, determined by itsinhab-
itantsin theinterestsof need, not profit or
war. Harris [1987 [1986]: 200-2]

Harris contention that the North-South
divide is becoming obsolete (although not
necessarily his prediction of a “rationally

[ 11]



12

ordered system”) hasgained credenceamong
someof thebest-informed observersof glo-
balization. (See, for example, Hoogvelt
[1997: xii, 145]; Held et a 1999: 8, 177,
186-7]; Robinson and Harris 2000; Bur-
bach and Robinson 1999; Hardt and Negri
2000). According to this view, the spatial
restructuring of the last 20-30 years has
eliminated the structural divide between
First and Third Worlds. “Worldwide con-
vergence, through the global restructuring
of capitalism, means that the geographic
breakdown of the world into north-south,
core-periphery or First and Third worlds,
whilestill significant, isdiminishinginim-
portance” (Burbach and Robinson 1999:
27-8). Polarizingtendenciesarestill atwork
but within rather than between countries.
“Core-periphery”—in Ankie Hoogvelt's
words—"isbecomingasocial relationship,
and no longer a geographical one” (1997:
145).

Weagreethat thecoll apseof the Second
World in the early 1990s makes the con-
ceptsof First Worldand Third Worldanach-
ronistic. Moreover, even beforethe Second
Worldcollapsed, theThirdWorldwaslarge-
ly exhausted asapolitical-ideol ogical force
inworld politics. We also agree that con-
vergence in industrialization levels makes
the association of First and Third Worlds
with “industrialized” and “non-industrial-
ized” misleading at best. Nevertheless, as
thisarticlewill demonstrate, industrial con-
vergence has not been accompanied by a
convergence in the levels of income and
wealth enjoyed on average by theresidents
of the former First and Third Worlds. In
other words, the divide between the rich
nations of the former First World and poor
nations of the former Third World —the
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North-South divide—remainsafundamen-
tal dimension of contemporary global dy-
namics.

Thefirst sectionof thearticlelaysoutthe
premises and conceptual framework that
undergird our analysis. Theempirical anal-
ysisin the second section shows that there
hasindeed beenwidespread convergencein
the degree of industrialization between
former First and Third World countries,
however, this industrial convergence has
not been accompanied by aconvergencein
incomes between the two groups of coun-
tries. Thethird section offersan explanation
for this puzzling combination of conver-
gence in degree of industrialization on the
oneside, andlack of convergenceinincome
levels on the other. Finally, the fourth and
concluding section specul ates on how sus-
tainable this pattern of global inequality is
likely to bein thelight of its past dynamic
and emerging sources of potential instabil-

ity.

I. World Incomelnequality,
Development and “ Globalization”
Harris' contentionnotwithstanding, thereis
abroad consensusintheempirical literature
that inequality between countries is a far
more important component of total world
income inequality than inequality within
countries. The exact percentage of total
world income inequality found in recent
studiesto beaccountedfor by inter-country
rather than intra-country inequality in the
1990s varies from a high of 86% (Korze-
niewicz and Moran 1997: 1017) toalow of
68% (Goesling 2001: 752). Theseand other
estimates (based on the decomposition of
the Theil index) all find that inter-country
income inequality accounted for at least
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two-thirdsof total worldincomeinequality
inthe 1990s (see also Milanovic 1999: 34;
Firebaugh 1999: 1597-8; Firebaugh2001) 2

There is also a broad consensus in the
empirical literature that today’ s enormous
between-country income inequality is the
outcome of the “great divergence” in na
tional incomes that began in the late eigh-
teenth century,®and that thisgap continued
towidenthroughthemid-twentieth century
atleast. Disagreementsconcernthetrendin
recent decades. Using FX -based data, Rob-
erto P. Korzeniewicz and Timothy Moran
(1997) find that the between-country com-
ponent of the Theil index increased from
79% in 1965 to 86% in 1992. Using PPP-
based dataand focusing on the period from
198801993, Branko Milanovic (1999: 34,
51) findsthat the samecomponent remained
roughly constant—that is, 75%in 1988 and
74% in 1993. Also using PPP-based data
but extending theanalysi sanother coupl eof

2 The differences among the estimates cited
above are almost entirely due to whether income
dataare convertedinto US$ at actual exchangerates
without adjustment for differencesin costs of living
(FX-based data) or they are adjusted for “purchas-
ing power parity” (PPP-based income data) (Fire-
baugh 1999: 1601 and table 3). Korzeniewicz and
Moran measure income in different countries at
actual exchangerates, whileMilanovicand Goesling
use Purchasing Power Parities. Korzeniewicz and
Moran's finding are based on data for 1992, Mil-
anovic'sfor 1993and Goedling' sfor 1995. Goedling's
findingsfor 1992 (74%) arethe sameasMilanovic's
for 1993.

3 For reviews of the evidence, see O’Rourke
(2001) and Firebaugh (2001). Since this was a
period of simultaneous Western industrial and ter-
ritorial expansion, there is little agreement in the
relevant literatures on whether present inequality is
primarily the legacy of Western industrialism or
Western colonia imperialism.

years, Brian Goesling (2001: 752) finds a
rather sharp declinein the percentagefrom
74%in 199210 68%in 1995. Neverthel ess,
asGoesling himself acknowledges,if China
isexcluded from the analysisthe declining
trendinbetween-nationinequality “flattens
out” (2001: 756) —an important point to
which we shall returnin thefinal section.*

The above debates on world income
inequality do not directly addresstheissue
of the persistence or non-persi stence of the
North-South divide —the focus of this pa
per. For in theory, the North-South divide
coulddeclineinsignificanceevenif extreme
inter-country income inequality persists.
This would be the case if inter-country
inequality were accompanied by a signifi-
cant switchingof positionswithintheworld
income distribution between former Third
World countries and former First World
countries. Eventhemost unequal of income
distributionscanbeassociatedwithanequal
distribution of wealth if yesterday’ srecipi-

4 Milanovic derived the world income distribu-
tion of individuals for 1988 and 1993 from house-
hold survey data from 91 countries, adjusted for
differences in purchasing power parity between the
countries. This study was made possible by the
massive expansion in the data base on incomes that
ensued from a major increase in the number of
household surveyscarried out in Africaand fromthe
opening up of hitherto unavailable sourcesin China
and the former Soviet Union. Replicating this study
for earlier periods may be difficult or altogether
impossible. Goesling attempts to take the analysis
back to 1980 but because of datagaps herelieson a
basket of countriesthat changesfromyear toyear in
a non-random (biased) fashion, making less than
convincing his conclusion that the percentage of
total inequality attributable to the between-nation
component of the Theil Index has been declining
since at least 1980 (leaving aside the China issue
mentioned in the text above).
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entsof highincomesaretoday’ srecipients
of lowincomesandvice-versa. However, if
anunegual incomedistributionischaracter-
ized by little long-term upward/downward
mobility, it can betakentoreflect an under-
lying hierarchy of wealth. For wealth is
nothing but «long-term income» (Harrod
1958).5

It is such a stable hierarchy of wealth
that Giovanni Arrighi and Jessica Drangel
(1986) found for the 1938-1983 period.
Based ontheworld distribution of GNP per
capita, they identified threedistinct clusters
of countries(high-, middle- andlow-income
countries). Moreover, they foundthat long-
term upward/downward mobility of coun-
tries from one cluster to another was ex-
ceedingly rare. Korzeniewiczand Moran’'s
(1997: Table 5) more recent data on the
position of countries within income quin-
tilesfor the period between 1965 and 1990,
likewise, confirms that cases of upward/
downward mobility by countries across
quintileswerefew innumber and insignifi-
cant in terms of their share of total world
population. Thesefindings, inturn, arecon-
sistent with theliterature that suggeststhat
OECD countriescongtitutea“ convergence
club,” that is a group of countries that
experienceincomeconvergenceinrelation
to one another but not in relation to the
broader constellation of countries (Abram-
ovitz 1986; Baumol, Blackman and Wolff
1989; Peacock, Hoover and Killian 1988;
Jones1997). Theabovefindingspointtothe

5 Cf. Oliver and Shapiro 1995 and Conley 1999
for an analogous distinction between income and
wealth with reference to the long-term rigidity of a
racial stratification of wealth within the United
States.
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continuing importance of political geogra-
phy in determining the world hierarchy of
income and weal th.

Aspreviously mentioned, thereisagen-
eral consensus in the relevant literatures
that thisglobal hierarchy of wealthislarge-
ly alegacy of the industrial and territorial
expansion of Western nations in the nine-
teenth and early twentieth centuries.® This
consensusis consistent with the earlier ex-
pectation that decolonization and Third
World industrialization would substantial -
ly reduce the North-South income divide.
Oncedecol onizationhad occurred, theories
of national devel opment were nearly unan-
imous across the ideological spectrum in
maintaining that industrialization of one
kind or another wasessential if Third World
countries were to attain the standards of
wealth enjoyed by First World countries.
Catching up withthe standardsof wealth of
First World countries was the generally
acceptedobjectiveof Third Worlddevelop-
mental efforts. But the narrowing of the
industrialization gap between Third and
First World countrieswasjust asgenerally
considered to be the most essential and
effectivemeansinthe pursuit of that objec-
tive.

This expectation that industrialization
andincomeconvergencewouldgohand-in-
handwasreinforced by theexpectation that
inthe course of their own development the

6 Weshall not question this consensus. Nor shall
we try to settle the dispute over whether present
North-South incomeinequality isprimarily alegacy
of Western industrialism or Western colonial impe-
rialism. On the interdependence between these two
sourcesof theinitial gap see Arrighi and Silver et al.
1999, chapter 4.
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wealthy countriesof theFirst World would
experience a gradual de-industrialization
—what Daniel Bell (1973) calledthe* com-
ing of post-industrial society.”” Since the
productivity of serviceactivitieswasgener-
aly believed to belower than manufactur-
ingactivities(seeespecialy Clark 1957 and
Baumol 1967), the rate of growth of per
capitaincome was expected to decreasein
rich, de-industrializing countriesand toin-
crease in poor, industrializing countries.
Eventually, al societieswoul d becomepost-
industrial butinthemeantimeindustrializa-
tion was generally thought to be the surest
way for Third World countries to catch up
with First World standards of wealth.
Indeed, such has been the power of this
consensusthat academic nolessthan popu-
lar discourse has cometo treat “industrial-
ization” and “ development” as synonyms.
This semantic conflation of the ends of
development (catching upwith First World
standardsof wealth) withitsallegedly most
effective means (industrialization) under-
lies Harris claim that the geographical
dispersal of manufacturing capacity means
that wecannolonger identify zonesof more
or less permanent prosperity (the North or
former First World) and zones of more or
lesspermanent poverty (the South or former
Third World). But in conflating industrial
with wealthy, non-industrial with poor,
ad industrialization with development,
Harrisisfar from alone. A similar confla-
tion underlies Alice Amsden’s claim that

" Daniel Bell's expectation was itself based on
Colin Clark’ searlier analysis of sectoral shiftsfrom
industrial to service activities in the course of eco-
nomic development (1957). For more recent analy-
ses, see Rowthorn and Wells (1987) and Alderson
(1999).

“The Rest”—a group of countries outside
the North Atlantic accounting for over half
of world population— has “risen.” At the
basis of the claim lies the identification of
development with “attracting capital, hu-
man and physical, out of rent seeking, com-
merce, and ‘ agriculture’ (broadly defined),
andintomanufacturing, theheart of modern
economic growth” (2001: 1-2). In spite of
accumulating evidence to the contrary, in-
dustrialization and development thus con-
tinueto be used as synonymsasif industri-
alizationwereanendinitself, rather thana
means—and asit turnsout, anincreasingly
ineffectual means— in the pursuit of na-
tional wealth.®

A firstreasonforfocusingonindustrial-
ization is thus to verify empirically the
validity of thewidely held hypothesis(turned
intoassumption) thatindustrializationisthe
most effective means of catching-up with
Northern standards of wealth. A second
reason isthat industrialization has costs as
well asbenefits. Someof thesecosts—such
asthepollutionof air and water, theerosion
of the countryside, and the destruction of
natural beauty—though hardto quantify by
means of synthetic indicators, are at least
visible. Other costs—such as those cap-
tured by Marx’s concept of “aienation”,
Weber's “iron cage” and Durkheim’'s
“anomie”—are not just hard to quantify;
they are also largely invisible. As Dean

8 On the decreasing effectiveness of industrial-
ization as a means in the pursuit of income/wealth,
see Arrighi and Drangel (1986: 53-57). Although
this finding was incorporated in some later recon-
ceptualizations of national development (e.g., Ger-
effi 1994: 44-45), it has largely been ignored in
academic and popular discourses about develop-
ment.
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Tipps (1973: 208) has noted, the ambiva-
lencetowardsmodernindustrial society that
characterized the writings of Marx, Weber
and Durkheim is conspicuous by its ab-
sencein early modernization and develop-
ment thinking. Although ecol ogical anden-
vironmental concerns have of late become
quite prominent in development discourse,
the costsof industrialization continueto be
underrated in comparison with its real or
imagined benefits.

Recent research onbetween-country in-
comeinequality abstractscompletely from
thecostsandintensity of thedevel opmental
efforts undertaken by Third World coun-
triesintheir attemptsto catch-up with First
World standards of wealth and welfare. In
reality, a constant income gap has an ato-
gether different meaning, depending on
whether it is associated with arising or a
declining industrialization gap. Our focus
ontherel ationship betweentheNorth-South
incomeandindustrializationdividesisthus
aimed also at assessing the success or fail-
ure of Third World developmental efforts,
not in isolation from, but in relation to the
intensity and cost of those efforts.

Finally, weshall pay particular attention
to the mgjor change that occurred around
1980 in the world context in which Third
World development effortsunfolded. Phil-
lip McMichael (2000) has described the
change as a switch of the policy of the
hegemonic power from promotion of the
“development project” launchedinthelate
1940s and early 1950sto promotion of the
“globalization project” under theneoliberal
Washington Consensus of the 1980s and
1990s. As a result of the switch, the US
government—directly or throughthe Bret-
tonWoodsinstitutions— withdrew support

ARRIGHI, SILVER & BREWER

from the “statist” and “inward-looking”
strategies that most theories of national
development had advocated in the 1950s
and 1960s and began instead to promote
capital-friendly and outward-|ooking strat-
egies.® Thischangein the policiesand ide-
ologies of national development promoted
by the hegemonic power corresponds to
what Christopher Chase-Dunn (1999) has
labeled “ideological globalization”. An
equally important aspect of thetransforma-
tion in the global political economy that
occurred around 1980 was the intensifica-
tion of competitive pressureson Third (and
Second) World countriesthat accompanied
but wasonly inpart duetotheemergenceof
the globalization project as ideology and
policy. Thisintensification in competitive
pressures is an important aspect of what
Chase-Dunn (1999) haslabeled “ structural
globalization” .10

How did thiscombination of “ideol ogi-
cal” and “structural” globalization affect
the developmental efforts of Third World
states?Diditmakeiteasier or moredifficult
for them to narrow the income gap that
separatedthemfrom First World countries?
In order to answer these questions it is
necessary tocomparetheoutcomesof Third
World developmental effortsintheperiods
before and after 1980. Thus, in the next

° On theimplications of this switch for develop-
ment theory, see especially Toye (1993) and Gore
(2000). As Hans Singer (1997) points out, the
description of development thinking in the post-war
era as statist and inward-looking is correct but
neither term had the derogatory connotations they
acquired in the 1980s.

0 For a detailed discussion of the mechanisms
underlying this intensification of competitive pres-
sures see Arrighi 1994; Arrighi and Silver et a
1999.
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section, wecomparetrendsinindustrial and
income convergenceor divergencefor two
distinct periods of approximately equal
length: thetwodecadesbefore1980andthe
two decades after 1980.

I1.Industrial Convergenceand the

Per sistenceof theNorth-South Divide
As previously noted, several studies have
shownthat theNorth (or former First World)
constitutesa“convergenceclub” at thehigh
end of the world income distribution. We
shall takethisfinding asoneof our premises
and assume further that joining this club
(that is, catching up withtheincomethat on
average accrues to its members) has been
theprimary objective of thedevelopmental
efforts of the countries of the South (or
former Third World). Starting from these
premises, weshall investigatetheoutcomes
of these developmental efforts, measuring
the performance of a particular country by
means of theratio

Y. =Y.y,

where y. is the GNPPC (Gross National
Product per capita) of country i in agiven
year andy, isthe (weighted) average GNP-
PC of First World countries asawholein
thesameyear. If y increasesover time, the
income gap between country i and First
World countries is narrowing, and if it
decreases, the gap is widening. Whenever
we calculate the indicator for groups of
countries (such as the First or the Third
World), weweight countriesby their popu-
lation size.

2 n calculating theseratios, and throughout this
paper, we classified as First World the United

We use GNPPC instead of GDPPC
(Gross Domestic Product per capita) be-
causeour focusisondifferencesin national
incomeandwealth. GNPisthesumof all the
wages/salaries, interest payments, rents,
profits and combinations thereof (mixed
incomes) that accrue to the residents of a
givenpolitical jurisdiction (normally asov-
ereign state). Hence, GNPPC issimply the
averageincomeof ajurisdiction’ sresidents.
GDP is the same as GNP, except that it
excludestheincomesthat thejurisdiction’s
residentsderivefromtransfersfrom abroad
(suchastherepatriation of corporateprofits
or migrant workers' remittances) and in-
cludesincomestransferred abroad. Unlike
GNP, therefore, GDPmeasurestheincomes
that havebeengenerated (“ produced”) within
a country, rather than the incomes that
accrueto acountry’ sresidents.*?

States, Canada, Western Europe, Australia, New
Zealand and Japan, while the countries classified as
Third World are those in Sub-Saharan Africa, Latin
America, West Asia and North Africa, South Asia
and East Asia (except Japan). The data for both
income and manufacturing are from World Bank
sources. (For the exact countries included in the
following analysesaswell asthe sources, see Tables
land2)

2Weuse GNP dataconvertedinto US$ at actual
exchange rates (FX-based data) without adjusting
for differences in the cost of living (as PPP-based
data does) for analogous reasons. While PPP data
allow for a more adequate description of trends in
material consumption, FX-based data are a better
mesasure of differences in the relative level of in-
come/wealth among residents of different countries
inthe global economy. Wealthinagloba economy
isthe command that people have over one another’s
goods and services on the world market. PPP-
adjusted data actually obscure what we seek to
measure. For example, even though a book pro-
duced in India or China may be significantly less
expensive than a book produced in the United
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While Third World countries success/
failure in narrowing the income gap that
separates them from First World countries
will be measured by theratioy,, their suc-
cess/failurein narrowing theindustrializa-
tion gap will be measured by the ratio

mtzmi/mN

where m, is the proportion of country i’s
GDP accounted for by manufacturingin a
givenyear andm, isthesameproportionfor
theFirst World asawholeinthesameyear.
If m increasesover time, theindustrializa-
tion gap between country i and First World
countriesisnarrowing, and if it decreases,
thegapiswidening. Whenever wecal cul ate
thisindicator for groups of countries (e.g.,
the First or Third World as a whole), we
weight countriesby thesizeof their GDP.*®

Owingtotheir commonform, theindus-
trialization indicator (m) can be readily
compared with the income indicator (y,).
Through such acomparison, we can gauge
discrepanciesbetween Third World perfor-

States, purchasing any of these books takes asmall-
er percentage of the income of the average resident
of the United States than it would take to make the
same purchases for the average resident of India or
China. One can think of thisin terms of the differ-
ence it makes in the ability of differently located
universities to maintain a world class library.

3 To be sure, manufacturing isavery heteroge-
neous category with products subject to varying
levels of competitive pressure and varying profit-
ability. A central argument in the next section isthat
there are mechanisms by which the geographical
distribution of profitability in manufacturing activ-
ities has been continuously reproduced aong estab-
lished geopolitical (North-South) lines—despite
continuous Southern efforts to invest in those man-
ufacturing activities with the highest returns avail-
able at any given point in time.
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mance in narrowing the industrialization
gap on the one side, and in narrowing the
income gap on the other. In order to assess
theimpact on Third World developmental
efforts of the radical change in the global
political-economic environment that oc-
curred around 1980, we shall begin by
comparing changes in the three indicators
for the period 1960-1980, and then turn to
the same comparison for the period 1980-
1998/9.

Figure 1 shows the scatter diagram of
the natural log of m/m,, for 1980 (y-axis)
and 1960 (x-axis). The diagonal istheline
of equality (no change between 1960 and
1980 in the value of m/m, ). Points above
thediagonal denoteanarrowing, and points
below the diagonal a widening, of the in-
dustrialization gap.

Themost striking featureof thediagram
is the widespread tendency towards a nar-
rowing of the industrialization gap. Aswe
shall see, this tendency is a result both of
FirstWorldde-industriaizationandof Third
World industrialization. Nevertheless, itis
still quiteremarkablethat only ahandful of
Third World countries (the countries indi-
cated by points on or below the diagonal)
did not manageto narrow theindustrializa-
tion gap. At the same time, severa Third
World countries(thecountriesindicated by
points on or above the x-axis) succeeded
either in completely closing theindustrial-
ization gap or inovertaking theFirst World
in industrialization. Moreover, since the
slopecoefficient of theregression equation

Inm,, =0.06 +0.639 Inm_,
(adj usted R-squared = 0.5) (n—60)

islessthan 1, therewasatendency towards



INDUSTRIAL CONVERGENCE AND THE PeRsISTENCE OF THE NORT-SouTH DiviDE 19

convergencein the degree of industrializa-
tion not just between Third World and First
World countriesbut amongtheThirdWorld
countries themselves. The less industrial-
izedamong Third World countries, inother
words, were the ones that industrialized
faster.14

Insharp contrast tothisgeneralized ten-
dency towardsconvergenceinthedegreeof
industrialization, therewasno overall con-

14The regression equations used throughout this
section are used, not as models of causal relation-
ships, but as descriptive statistics—that is, as means
to identify patterns in the relationship between
industrial and income convergence/divergence over
time. In Section 111, weshall offer our explanation of
the patterns identified in this section.

vergence in income levels. This lack of
overall convergenceisevinced by the scat-
ter diagram of the natural log of y /y, for
1980 (y-axis) and 1960 (x-axis) shown in
figure 2. Thevast majority of pointson the
diagram fall below the diagonal line, indi-
cating anincreasein the gap separating the
per capita GNP levels of those countries
from the averagelevel for the First World.
Moreover, sincetheslopecoefficient of the
regressionequation

Iny,, =0.053+1.101Iny,,
(adjusted R-squared = 0.9) (n=71)

isgreater than 1, therewasno convergencein
incomelevelswithinthe Third World either.

Ficure 1

GDP in M anufacturing: 1960-1980
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In short, in spite of widespread conver-
genceinindustrialization (thegeneraly pre-
scribed meansof Third World devel opmen-
tal efforts) there was no narrowing of the
incomegap between First and Third World
(the generally accepted objective of those
efforts). At the aggregate level, between
1960 and 1980 the proportion of GDP in
manufacturing for the First World as a
whole(m, ) decreased from28.9%1024.5%,
while the same proportion for the Third
Worldasawhole(m,) increasedfrom21.6%
to 24.3%. The ratio m/m,, increased by
32% from .75 in 1960 to .99 in 1980 (see
Table 2). By 1980, therefore, the Third
World had by thisindicator virtually closed
thegapinthedegreeof industrializationthat
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separated it from the First World. And yet,
its GNPPC as a proportion of the GNPPC
of theFirst World (y Jy, ), far fromincreas-
ing, declined slightly from 4.5%in 1960 to
4.3%in 1980 (see Table 1).

Asthe proportions of GDPin manufac-
turing for the First and Third World report-
ed above show, industrial convergencein
thisperiod wasduemoreto First World de-
industriaizationthanto ThirdWorldindus-
trialization. Nevertheless, the paradox of
industrial convergencewithoutincomecon-
vergenceisnot the spuriousresult of heter-
ogeneousnational experiences—that is, of
countries that experienced a narrowing of
both theindustrialization and income gaps
and countries that did not. Rather it is the

FIGURE 2
Changes in Income Gap: 1960-1980
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result of the absence of any positive corre-
lation between industrial and income per-
formance. Thisisevinced by theregression
equation

INYgo=-19-017Inmy,
(adjusted R-squared=0.0) (n=58)

tive values for 1980 over the values for
1960. As the adjusted R-squared shows,
noneof thevariability in Third World coun-
try income performance was predicted by
variability intheir industrialization perfor-
mance. In sum, in the 20 years preceding
1980 Third World countriesdid succeedin
narrowingtheindustrialization gapthat sep-
aratedthemfromFirst World countries. But

where y,, . Mg, o, areratios of the respec-

80-60,

TABLE 1:

GNP PER CAPITA FOR REGION AS% OF FIRST WORLD’S GNP PER CAPITA
Region 1960 1970 1980 1990 1999
Sub-Saharan Africa 5.2 4.4 3.6 25 2.2
Latin America 19.7 16.4 17.6 12.3 12.3
West Asia and North Africa 8.7 7.8 8.7 7.4 7.0
South Asia 1.6 1.4 1.2 1.3 15
East Asia (w/o China and Japan) 5.7 5.7 7.5 104 125
China 0.9 0.7 0.8 1.3 2.6
Third World 45 3.9 4.3 4.0 4.6
North America 1235 104.8 100.4 98.0 100.7
Western Europe 110.9 104.4 104.4 100.2 98.4
Southern Europe 51.9 58.2 60.0 58.7 60.1
Australia and New Zealand 94.6 83.3 745 66.2 734
Japan 78.6 126.1 134.1 149.4 144.8
First World 100 100 100 100 100

Source: Calculations based on World Bank (1984, 2001)
Countriesincluded in Third World:

Sub-Saharan Africa: Benin, Botswana, BurkinaFaso, Burundi, Cameroon, Central African Republic, Chad, Rep. of
Congo, CongoDem. Rep., Coted’ Ivoire, Gabon, Ghana, Kenya, L esotho, Madagascar, Ma awi, Mauritania, Mauritius, Niger,
Nigeria, Rwanda, Senegal, South Africa, Tanzania, Togo, Uganda, Zambia, Zimbabwe

Latin America: Argentina, Bolivia, Brazil, Chile, Colombia, CostaRica, Dominican Republic, Ecuador, El Salvador,
Guatemala, Haiti, Honduras, Jamaica, Mexico, Nicaragua, Panama, Paraguay, Peru, Trinidad and Tobago, Uruguay,

Venezuala

West Asia& North Africa: Algeria, Arab Rep of Egypt, Morocco, Saudi Arabia, Sudan, Syrian Arab Rep., Tunisia,

Turkey
South Asia: Bangladesh, India, Nepal, Pakistan, Sri Lanka

East Asia: Hong Kong, Indonesia, South Korea, Malaysia, Philippines, Singapore, Taiwan, Thailand

China
Countriesincludedin First World:
North America: Canada, United States

Western Eur ope: Austria, Belgium, Denmark, Finland, France, Germany, L uxembourg, Netherlands, Norway, Sweden,

Switzerland, United Kingdom
Southern Europe: Greece, Ireland, Isradl, Italy, Portugal, Spain
Australiaand New Zealand
Japan
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while they bore the visible and invisible
costsinvolvedin agreater degree of indus-
trialization, they did not reap the expected
benefits in terms of a narrowing of the
income gap. As we shall see in the next
section of the paper, thefailure of devel op-
mental effortsto deliver on their promises
contributed to the deep crisis that shook
devel opment theory inthe 1970s. For now,
however, et usseewhether thechangeinthe
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global political and economic environment
of the early 1980s made any differencein
termsof theefficacy of Third World devel-
opmental efforts.

Unfortunately for Third World coun-
tries, or at least most of them, the new
environment turned out to be at least as
unfavorabletothesuccessof their devel op-
ment efforts. Figures3and 4 show thesame
scatter diagramsas Figures 1 and 2 but for

TABLE 2:

% OF GDP IN MANUFACTURING FOR REGION AS% OF FIRST WORLD’S
Region 1960 1970 1980 1990 1998
Sub-Saharan Africa 53.0 63.0 71.1 88.1 77.6
Latin America 97.1 94.8 115.3 113.1 105.0
West Asia and North Africa 37.7 43.0 411 70.4 71.1
South Asia 47.9 51.2 71.2 81.6 79.1
East Asia (w/o China and Japan) 48.5 67.9 95.4 115.3 130.0
China 81.8 106.6 165.8 149.5 190.1
Third World 74.6 78.3 99.4 108.1 118.0
North America 95.9 87.5 88.0 84.4 92.8
Western Europe 101.5 101.3 97.0 96.8 97.3
Southern Europe 90.6 91.8 111.3 99.7 95.7
Australia and New Zeadland 87.1 86.0 80.3 68.3 67.0
Japan 1195 127.4 1195 127.6 119.1
First World 100 100 100 100 100

Source: Calculations based on World Bank (1984, 2001)

Countriesincluded in Third World:

Sub-Saharan Africa: Benin, Botswana, BurkinaFaso, Cameroon, Central African Republic, Chad, CongoDem. Rep.,
Congo Rep.,Coted'’ Ivoire, Gabon, Ghana, Kenya, L esotho, Maawi, Mali, Mauritania, Mauritius, Niger, Nigeria, Rwanda,

Senegal, South Africa, Togo, Zambia, Zimbabwe

Latin America: Argentina, Brazil, Chile, Colombia, CostaRica, Dominican Republic, Ecuador, El Salvador, Guatemal a,
Honduras, Jamaica, Mexico, Nicaragua, Panama, Paraguay, Peru, Uruguay
West Asia& N. Africa: Algeria, Egypt Arab Rep., Morocco, Oman, Saudi Arabia, Tunisia, Turkey

South Asia: Bangladesh, India, Pakistan, Sri Lanka

East Asia: Hong Kong, Indonesia, Ma aysia, Philippines, Singapore, South K orea, Thailand

China
Countriesincludedin First World:
North America: Canada, United States

Western Europe: Austria, Belgium, Denmark, Finland, France, L uxembourg, Netherlands, Norway, Sweden, United

Kingdom[No Netherlandsin 1970]
Southern Eur ope: Greece, Italy, Portugal, Spain

Australia& New Zealand: [No New Zealand in 1960 and 1970]

Japan
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the period from 1980 to the | atest year for
which comparabledataare available (1999
for incomes, 1998 for manufacturing).”®
Themost striking feature of thesediagrams
is how similar they are to those for the
earlier period. Figure 3 showsasgenera a
tendency toward anarrowing of theindus-
trialization gap between First and Third
World countries as does Figure 1. More-
over, as for the earlier period, the sope
coefficient of theregression equation

Inmy, =-.012 +0.545 In m,
(adj usted R squared 0.5) (n—61)

15 See footnote 11 on country classification and
sources.

islessthan 1. Thetendency towardsconver-
gence in the degree of industrialization
among the Third World countries them-
selvesthus continued after 1980.

Equally strikingisthecontinuingfailure
of thisgeneral convergenceinthedegreeof
industrialization to tranglate into conver-
gence in income levels either between the
First and the Third World or within the
Third World. Again, the magjority of the
countries in Figure 4 (asin Figure 2) are
below the diagonal, indicating growingin-
comedivergence onthewhol e betweenthe
First and Third World. At the same time,
sincethed opecoefficient of theregression
equation

Iny,=-0.06+1.05Iny,,

Ficure 3

GDP in M anufacturing: 1980-1998
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(adjusted R-squared = 0.9) (n=71)

is still greater than 1, the lack of income
convergencebetweenFirstand ThirdWorld
countriescontinued to bematched by alack
of convergence among Third World coun-
tries.

Attheaggregatelevel between1980and
1998theproportion of GDPinmanufactur-
ing for the Third World as a whole de-
creased dlightly from 24.3%1023.3%, while
the same proportion for the First World as
a whole declined further from 24.5% to
19.8% (see Table 2). Thisinvolved a 19%
increaseinthem/m, ratiofrom.99in 1980
t0 1.181in 1998. Thus, by thisindicator the
Third World had not just caught upwith but
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had overtaken the First World in degree of
industrialization. In spite of this conver-
gence, therewas virtually no narrowing of
the income gap, the GNPPC of the Third
World asaproportion of the GNPPC of the
FirstWorldincreasingonly marginally from
4.3% in 1980 to 4.6% in 1998.

Asthe proportions of GDPin manufac-
turingintheFirstand Third Worldreported
above show, industrial convergenceinthis
period was due exclusively to First World
de-industrialization. Nevertheless, as in
1960-1980, thediscrepancy betweenstrong
industrial convergenceand virtually noin-
comeconvergencebetweentheFirstandthe
Third World as a whole in the post-1980
period, is the result of a general lack of

Ficure 4

Changes in Income Gap: 1980-1999
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correlation between industrial and income
performance. This can be seen from the
regressionequation

INYgq=-020+.06INM
(adjusted R-squared = 0.0) (n=59)

Once again, as the coefficient and ad-
justed R-sguared show, noneof thevariabil -
ity in ThirdWorld country’ sincomeperfor-
mance was predicted by variability intheir
industrialization performance. Thus, the
distinction between anindustrialized and a
non-industrialized world continued to be
superseded, but thissupersession|eft virtu-
aly unchanged the great divide that sepa-
rates the wealth of the de-industrializing
North from the poverty of theindustrializ-
ing South.

Therewasnonethel essanimportant dif-
ference between the pre-1980 and the post-
1980 periods. As Table 1 shows, aready
before1980therewasconsiderableregion-
a unevennessintheeconomic performance
of the Third World. But after 1980 the
unevenness increased considerably, with
Sub-Saharan Africa and Latin America
experiencingamajor deteriorationand East
Asia a mgjor improvement. As we shall
argue in the next section, this bifurcation
within the Third World constitutes an im-
portant dimension of thereproduction of the
North-Southincomedivideunder thecondi-
tions of structural and ideological global-
ization of the 1980’ s and 1990’s.

I11. Global Capitalism and the
Reproduction of theNorth-South
Divide

The persistent failure of the generaly pre-
scribed meansof national development (in-

dustrialization) to accomplish its putative
objective(catching-upwithFirst World stan-
dardsof wealth) isapuzzlethat needsto be
explained —especially since this failure
recurred in two periods characterized by
radically different world contextsfor devel-
opment. Inseeking such anexplanation, we
shall take Joseph Schumpeter’s theory of
“creativedestruction” asour starting point.
According to this theory, magjor profit-ori-
ented innovations are the fundamental im-
pulse that generates and sustains competi-
tivepressuresinacapitalist economy. These
innovations are defined broadly to include
theintroduction of new methodsof produc-
tion, new commodities, new sourcesof sup-
ply, new traderoutesand markets, and new
formsof organization. Whileinnovationsof
this kind occurred also in non-capitalist
social systems, under capitalism their oc-
currence Aincessantly revolutionizes the
economic structurefromwithin, incessant-
ly destroyingtheold one, incessantly creat-
ing anew one” (Schumpeter 1954: 83).

Thisprocessof creative destruction has
two main effects. Onthe one hand, Schum-
peter argued that it is “not only the most
important immediate source of gain, but
also indirectly produces, through the pro-
cess it sets going, most of those situations
from which windfall gainsand losses arise
andinwhich speculativeoperationsacquire
significant scope.” On the other hand, it
transformscompetitionintoacutthroat com-
petition that inflicts widespread losses by
making pre-existing productive combina-
tionsobsol ete (Schumpeter 1964 80). Asa
consequence,

[spectacular] prizes much greater than
would have been necessary to call forth
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the particular effort are thrown to a
small minority of winners, thus propel-
ling much more efficaciously than a
more equal and more*“just” distribution
would, theactivity of that largemajority
of businessmen who receive in return
very modest compensation or nothing
or less than nothing, and yet do their
utmost because they havethebig prizes
before their eyes and overrate their
chances of doing equally well (Schum-
peter 1954: 73-74).

Schumpeter observedthat revolutionsin
the economic structure occur in discrete
rushes separated from each other by spans
of comparativequiet. Heaccordingly divid-
ed the incessant working of the process of
creative destruction into two phases: the
phase of revolution proper and the phase of
absorption of the results of the revolution.

While these things are being initiated
we have brisk expenditure and predom-
inating “ prosperity”... and while [they]
are being completed and their results
pour forth we have the elimination of
antiquated elements of the industrial
structure and predominating “depres-
sion” (1954: 68).

In this representation, profit-oriented
innovations (and their impact on competi-
tive pressures) cluster in time generating
swingsintheeconomy asawholefromlong
phases of predominating “prosperity” to
long phasesof predominating“ depression.”
Yet it isplausible to hypothesize that they
also clusterin space. That isto say, we can
substitute“where” for “while” intheabove
quotation and read it as a description of a
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gpatial polarization of zonesof predominat-
ing “prosperity” and zones of predominat-
ing“depression” (Arrighi and Drangel 1986:
20).

Tosomeextent asubstitution of thiskind
wasalready implicitintwo highly influen-
tial models of economic development in-
spired by Schumpeter’s theory of innova-
tions; Akamatsu’'s “flying geese” model
(1961), and Raymond Vernon’s “product-
cycle” model (1966; 1971 chapter 3). Both
models portray the diffusion of industrial
innovations as a spatialy structured pro-
cess originating in the more “ devel oped”
(that is, wealthier) countries and gradually
involving poorer, less “developed” coun-
tries. And both model s—more so Akamat-
su’s than Vernon’'s— emphasize the in-
creasing homogenization of the countries
involved as they all become “industrial-
ized.” Nevertheless, the two model s them-
selves provide good reasons for supposing
that the spatial structuring of innovations
they describe will tend to reproduce the
incomedifferential that separatethe” geese”
that lead theprocessfromthosethat follow,
evenif thelatter industrialize.

For one thing, as both authors empha-
Size, theinnovation processtendstobeginin
the wealthier countries. But neither Aka-
matsunor Vernonseemtorealizetheimpli-
cations of thistendency. For it is the resi-
dentsof the countrieswheretheinnovation
process startswho have the best chancesto
win (Schumpeter’s) “spectacular prizes’,
that is, profits that are “much greater than
would have been necessary to call forththe
particular effort”. The processtendstoini-
tiateintheweal thier countriesbecausehigh
incomescreateafavorableenvironmentfor
product innovations; high costs create a
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favorable environment for innovations in
techniques; and cheap and abundant credit
createsafavorableenvironment for financ-
ingtheseand al other kindsof innovations.
Moreover, asinnovatorsin wealthy coun-
triesreap abnormally highrewardsrelative
to effort, over time the environment for
innovationsinthesecountriesimprovesfur-
ther, thereby generating a self-reinforcing
“virtuouscircle” of highincomesandinno-
vations.

Theobversesideof thisvirtuouscircleis
a second tendency —the tendency, that is,
for thepoorer countriesat thereceivingend
of the process to reap few, if any, of the
benefitsof theinnovations. Asemphasized
especiadly in Vernon's “product cycle”
model, the spatial diffusion of innovations
goeshandinhandwiththeir routinization—
that is, with their ceasing to beinnovations
inthewider global context. Asaresult, by
thetimethe «new» productsandtechniques
are adopted by the poorer countries they
tendtobesubject tointensecompetitionand
no longer bring the high returnsthey didin
the wealthier countries. In thisrespect, the
poorer countries resemble Schumpeter’s
«large majority of businessmen,» whose
efforts are propelled by the “spectacular
prizes’ won by the*small minority of win-
ners’, but who end up with Avery modest
compensation or nothing or lessthan noth-
ing.”

Equally if not moreimportant isathird
tendency that Akamatsu and Vernondisre-
gard. It concernsthe destructive aspects of
innovations—what Schumpeter referstoas
“the elimination of antiquated elements of
theindustrial structure”, but moregenerally
includesall the economic and socia dislo-
cationsthat directly orindirectly ensuefrom

major innovations. Poor countries are not
necessarily moreexposed thanwealthy coun-
triestothedestructivenessof majorinnova
tions. Nevertheless, the greater mass and
variety of resourcesthat wealthy countries
command nationally and globally endow
their residentswith afar greater capacity to
adjust socially and economically tothedis-
ruptive strains and to move promptly from
the activities that innovations make less
rewardingtothosethey makemorereward-
ing. As a result, even when they do not
initiate the innovations, wealthy countries
tend to be in an incomparably better posi-
tionthan poor and middle-incomecountries
to reap their benefits and shift their costs
and disruptions on to others.*

In short, opportunitiesfor economic ad-
vance, as they present themselves succes-
sively to one country after another, do not
constitute equivalent opportunities for al
countries. As countries accounting for a
growing proportion of world population
attempt to catch up with First World stan-
dards of wealth through industrialization,
competitivepressuresintheprocurement of
industrial inputs and disposal of industrial
outputs in world markets intensify. In the
process, ThirdWorld countries, like Schum-
peter’ s majority of businessmen,” tended
to overrate their chances of winning the
“gpectacular prizes’ that industrialization
had brought to First World countries, and
correspondingly tended to underrate their
chances of becoming the losersin the in-

16 For a discussion of this process with regards
to the greater ease with which wealthy countries
have been able to absorb/accommodate social dis-
ruptions associated with industrialization, especial -
ly the emergence of strong labor movements, see
Silver 2003, especially chapter 3; also Silver 1990.
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tense competitive struggle engendered by
their very successinindustrializing. To be
sure, some Third World countries did suc-
ceedinclimbingupthevalue-added hierar-
chy throughindustrialization, South Korea
and Taiwan being the most conspicuous
examples. Neverthel ess, thevirtual absence
of any positivecorrelation betweenincome
andindustrialization performance(seesec-
tion |l above) suggeststhat, for most coun-
tries, industrialization turned out to be an
ineffectual means of economic advance-
ment.

In the light of these considerations, the
kind of wealth that First World countries
had attained through industrialization ap-
pearsto have been aninstance of what Roy
Harrod (1958) called“oligarchicwealth” in
contrast to “democratic weath.” Demo-
cratic wealth isthe kind of command over
resourcesthat, inprinciple, all can attainin
directrelationtotheintensity and efficiency
of their efforts. Oligarchic wealth, in con-
trast, bears no relation to the intensity and
efficiency of itsrecipients efforts, and is
never available to all because generalized
attempts to attain it raise costs and reduce
benefits for all actors involved. As Fred
Hirsch putit, thereis“an ‘adding up’ prob-
lem. Opportunities for economic advance,
as they present themselves serially to one
[actor] after another, do not constituteequiv-
alent opportunities for economic advance
forall. What each... canachieve, al cannot”
(1976: 4-5).

Asweshall emphasizebelow, this* add-
ing up” problem (or “fallacy of composi-
tion™) affected not just thosewho struggled
to attain oligarchic wealth (Third World
countries) but also those who struggled to
retainit (First World countries). Moreover,
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theadverseeffectsof theaddingup” prob-
lemonboth Firstand ThirdWorld countries
(andtheir responsestoit), provoked adeep
crisisinthe1970s, whichinturn precipitat-
ed the magjor transformation in the world
contextfor national developmentinthe1980s
and 1990s.

Thus, the intense competition that en-
sued from generalized industrialization ef-
fortsdidnotjust prevent Third World coun-
tries from attaining their objective; it also
tended to underminetheindustrial founda-
tionsof theoligarchicwealth of First World
countries. Thistendency was especially in
evidenceinthe1970’ s, whentheworldwide
intensification of competitive pressureson
industrial producers appeared to be affect-
ing First World countries more negatively
than ThirdWorld countries. Indeed, through-
out the 1970's many Third (and Second)
World countries benefited from the higher
pricesfor natura resources (oil in particu-
lar) and from the abundant supply of credit
and investments at highly favorableterms,
generated by theintensification of competi-
tion among First World countries.r” Al-
though the actual improvement of the eco-
nomic position of the Third World relative
to the First in the 1970s was modest (see
Tablel), the relative industrial advance of
the Third World was substantial (see Table
I1). Thisindustrial advance, concurrentwith
severelocal social dislocationsinde-indus-
trializing First World sites, engendered a
widespread “fear of falling” in First World
countries, particularly inthe United States.

For ThirdWorld countries, theresultsof

T For a detailed discussion, see Arrighi 1994;
Arrighi and Silver et a 1999; and the somewhat
different interpretation of Brenner 1998 and 2002.
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industrialization also fell far short of the
expectations raised by the promises of the
“development project”. Third World disil-
lusionment with the pace of change was
especially sharpinthe 1970sgiven that the
worldbal anceof political power wasgener-
aly perceived as having shifted in their
favor.”® As a result, a small but growing
number of Third World countries threat-
ened to quit or actually quit playing the
devel opment gamethrough onekind or an-
other of radical “de-linking” and “deviant”
behavior, while the vast majority joined
forces in seeking a re-negotiation of the
rules of the game, demanding re-distribu-
tive measures under a New |nternational
EconomicOrder (NIEO) (cf. Krasner 1985).

Initially, First World countries seemed
toyieldto Third World pressures (seeespe-
cialy Brandt Commission 1980), even
pledging 1% of their GNP in aid to Third
World countries. Whilethese pledgeswere
being made, however, thereoccurred asud-
den turnaround. Under US leadership, the
ideas that had thus far guided the policies
andactionsof FirstWorld countries(Keyne-
sianism broadly understood) were aban-
doned in favor of previously discredited
neo-utilitarian, state-minimalist doctrines.
Asweshall arguebel ow, thissudden change
inthe"“rulesof thegame” would play akey
roleinreconstitutingtherattled foundations
of the North-South wealth divide.

The sudden change was primarily are-
sponseto the broader crisisof UShegemo-

18 Evidence of the growing political strength of
the Third World included the US defeat in Vietnam,
Portuguese defeat in Africa, Israeli difficulties in
the 1973 War, and the entry of the PRC in the
Security Council of the United Nations.

ny. For most of the 1970’ stheUnited States
sought torecover competitivenessinindus-
trial production through an expansionary
monetary policy that depreciated thedollar
and provided US banks and corporations
withall theliquidity they needed to expand
abroad through direct and other forms of
foreign investment. Although initialy this
strategy seemed to pay off, by 1979 it
becameclear that the strategy had the unin-
tended consequenceof deepeningtheongo-
ing crisis of US hegemony. Inflationary
pressuresincreased, both domestically and
worldwide. Coming asit did inthewake of
USwithdrawal from Vietnam, theincrease
sent US financial and military power on a
downwardspiral that reacheditsnadir at the
end of the 1970’ swith the Iranian Revolu-
tion, a new hike in oil prices, the Soviet
invasion of Afghanistan, and anew serious
crisisof confidencein theUSdollar (Arri-
ghi 1994: 308-323; cf Parboni 1981: chap-
ters 3-4; Brenner 2002).

It wasin this context that in the closing
year of the Carter Administration, and with
greater determination under Reagan, there
occurred a drastic change in US palicies,
including a severe contraction in money
supply, higher interest rates, lower taxesfor
thewealthy, andvirtually unrestrictedfree-
dom of action for capitalist enterprise.
Through this battery of policies the US
government started to competeaggressively
for capital worldwideto financeagrowing
trade and current account deficit inthe US
balance of payment, thereby provoking a
sharp increase in real interest rates world-
wideandamajor reversal inthedirection of
global capital flows. From being the main
source of world liquidity and of foreign
directinvestment inthe1950" sand 1960's,
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inthe 1980’ sand 1990’ sthe United States
becametheworld’ smain debtor nation and
by far the largest recipient of foreign capi-
tal.

Theextent of thereversal can begauged
fromthechangeinthecurrent account of the
US balance of payments.*® In the five year
period 1965-69 the account still had a sur-
plus of $12 billion, which constituted al-
most half (46%) of the total surplus of G7
countries. In1970-74, thesurpluscontract-
ed to $4.1 billion and to 21% of the total
surplus of G7 countries. In 1975-79, the
surplusturnedinto adeficit of $7.4 billion.
Afterthat thedeficit escalatedto previously
unimaginablelevels: $146.5billionin 1980-
84; $660.6 billion in 1985-89; falling back
t0$324.4billionin1990-94 beforeswelling
t0 $912.4 billionin 1995-99. Asaresult of
these escalating US deficits, the $46.8 bil-
lionoutflow of capital from G7 countriesof
the1970’ s(asmeasured by their consolidat-
ed current account surplusesfor the period
1970-79) turned into an inflow of $347.4
billionin 1980-1989, and of $318.3 hillion
in 1990-1999.20

Thisextraordinary reversal reflectedthe
capacity of the United Statesto accumul ate
capital, not just by playing in conformity
withtheexisting rulesof thecapitalist game,
but by changing the rules themselves. As
Pierre Bourdieu has argued with reference
to the reproduction of distinct positionsin
national distributions of “cultural capital”
(see for example, Bourdieu 1984), when

] eaving aside“ errorsand omissions,” current
account surpluses are indicative of net outflows of
capital and deficits of net inflows.

D All figures have been calculated from IMF
(various years).
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challenged by a race to the top by the
occupants of lower positions, the groups
that occupy adominant position can stepup
their investments so as to reproduce the
rel ative scarcities on which their dominant
positionisbased. For example, whensocial
groupsthat previously madelittleuseof the
school system enter the race for academic
qualifications, thegroupswhosestatuswas
duetoeducational credentials” stepuptheir
investments so as to maintain the relative
scarcity of their qualifications and, conse-
quently, their positionintheclassstructure”
(Bourdieu and Passeron 1979: 77-8). This
strategy, however, tendsto generate anin-
flation of credentials that undermines the
participants' belief in the game and in its
stakes—what Bourdieu callsillusio (from
ludus, the game)— thereby reducing the
effectiveness of the game in reproducing
distinct positionsin the cultural field. The
dominant groups must therefore also en-
gageinsymbolicstrugglesaimedat redefin-
ing the stakes and the rules of the game.
They must, thatis, play notjust “toincrease
their capital... in conformity with the tacit
rulesof thegameandtheprerequisitesof the
reproduction of the game and its stakes,
but... also... totransform, partially or com-
pletely, the immanent rules of the game.
They can, forinstance, work tochange... the
exchange rate between various species of
capital, through strategiesaimed at discred-
iting the form of capital upon which the
force of their opponentsrests... and to val-
orizethespeciesof capital they preferential -
ly possess’ (Bourdieuand Wacquant 1992:
98-9).

In terms of Bourdieu’s categories, the
initial USresponseto theintensification of
competitivepressuresinworld marketsand
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theconcomitant crisisof UShegemony can
be characterized asastepping up of invest-
mentswithin the disintegrating Keynesian
framework of state action and capital accu-
mulation. Asnoted, however, this strategy
had the unintended result of deepening fur-
ther the crisis of US hegemony and of
intensifying symbolicstrugglesbetweenthe
First and Third World over therules of the
devel opmental game. TheU Sresponsethat
materialized around 1980, in contrast, cut
short these struggles by establishing anew
development game that valorized the spe-
ciesof capital that First World countriesin
general, and theUnited Statesin particul ar,
preferentially possessed.

Thisspeciesof capital isfinancecapital.
Already inthe1970’ s, UScapital had begun
to withdraw from the trade and production
of commaoditiestoengageinfinancial inter-
medi ationand specul ation. But USspecial-
ization in global financial intermediation
and speculation gained momentum only
whentheUSgovernment adoptedfiscal and
monetary policies that openly encouraged
it.2Inasense, specializationinhighfinance

2 Hisgtorically, a specidization of this kind has
enabled the declining hegemonic states of world
capitalismtoturntotheir own advantage, for awhile
at least, the intensification of competition that has
undermined their hegemony. AsHalford Mackinder
put it acentury ago in a speech delivered to a group
of London bankers, the industrialization of other
countries enhanced theimportance of asingle clear-
inghouse. And the world’s clearinghouse “will
always be where there is the greatest ownership of
capital .... We [the British] are essentially the peo-
ple who have capital, and those who have capital
always sharein the activity of brains and muscles of
other countries’ (quoted in Hugill 1993: 305). To-
day, “the people who have capital” more than any
other are US residents. What Mackinder said of

isnothing but the continuation of thelogic
of the product cycle by other means. The
logic of the product cycle for the leading
capitalist organizationsof agiven epochis
to ceaselessly shift resources through one
kind or another of “innovation” from mar-
ket niches that are becoming overcrowded
(and therefore less profitable) to market
nichesthat arelesscrowded (and therefore
moreprofitable). When escal ating competi-
tion reduces drastically the actual and po-
tential availability of relatively empty and
highly profitable niches in the commodity
markets, the epoch’s leading capitalist or-
ganizations have one last refuge where to
retreat and from whereto shift competitive
pressuresonto others. Thislast refugeisthe
world’ smoney market—themarketthat, in
Schumpeter’ swords, “isalways, asit were,
the headquarters of the capitalist system,
from which orders go out to itsindividual
divisions’ (1961: 126).

Occupation of the headquarters of the
capitalist system, however, regeneratesthe
capacity to accumulate capital only to the
extent that the system itself isrestructured
so asto feed the headquarterswith an ever-
expanding supply and demand for capital.
The massiveredirection of capital flowsto
the United States that resulted from the
changein USpoliciesof 1979-1982wasin
itself apowerful stimulant of sucharestruc-
turing. By reflating effectivedemandinthe
United States and deflating it in the Third

Britain at the end of the nineteenth century holds a
fortiori for the United States at the end of the
twentieth century. On the anal ogies and differences
between the present US-centered financial expan-
sion and earlier expansions see Arrighi 1994 and
Arrighi and Silver et a 1999.
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World, it created powerful incentives for
capital to flow into the United States, and
turned the “flood” of capital that Third
World countries had experienced in the
1970's into the sudden “drought” of the
1980's. First signaled by the Mexican de-
fault of 1982, this drought was probably
the single most important factor in the
overall deterioration of theeconomic per-
formanceof theThird Worldinthe 1980’ s
(seeTablel).

At the sametime, however, theredirec-
tion of capital flows enabled the United
Statesto run large deficitsin its balance of
trade, thereby expanding the demand for
imports of those goods that US businesses
nolonger found profitableto produce. Since
competitive pressures had become particu-
larly intense in manufacturing industries,
theseimported goodstended to beindustrial
rather than agricultural products. Thisten-
dency wasthe primary source of the bifur-
cation in the fortunes of Third World re-
gionsof the 1980’ sand 1990’ s. On the one
hand, therewereregions(most notably East
Asia) that for historical reasonshad astrong
advantage in competing for a share of the
expanding North American demand for
cheap industrial products. These regions
tended to benefit from the redirection of
capital flows, because the improvement in
their balance of payments lessened their
need to compete with the United Statesin
worldfinancial markets. Ontheother hand,
there were regions (most notably Sub-Sa-
haran Africa and Latin America) that for
historical reasons were particularly disad-
vantaged in competing for a share of the
North American demand. These regions
tended toruninto bal ance of payment diffi-
cultiesthat put theminto the hopel essposi-
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tion of having to compete directly with the
United Statesin world financial markets.?

This global restructuring was consoli-
dated by theestablishment of thenewillusio
propagated by the Washington Consensus-
-what John Toye(1993) hasaptly calledthe
“counter-revolution” indevelopment think-
ing. Taking advantage of theongoingcrisis
of theold devel opment project, theagencies
of the new Washington Consensusinvited
Third World countriesto abandon the stat-
istandinward|ooking strategiesadvocated
by devel opment theory and play by therules
of anatogether different game—that is, to
openuptheir national economiestothecold
windsof intensifyingworld-market compe-
tition and to compete intensely with one
another and First World countriesin creat-
ing within their jurisdictions the greatest
possible freedom of movement and action
for capitalist enterprise. From the stand-
point of the hegemonic power these strate-
gies had the advantage of widening and
deepening the reach of the US-centered
global money market, thereby increasing
the effectiveness of financialization in re-
viving US wealth and power (cf. Arrighi
1991; Toye 1993: ch. 8; McMichael 2000;
Bracking 1999: 208; Bienefeld 2000).
Whether and how they would alsoimprove
the chances of success of Third World
developmentad effortswasnever madeclear.
Their theoretical and historical justifica-
tionswere shaky at best (Toye 1993: ch. 3-
4; Tickner 1990). Be that asit may, disen-
chantment withtheoldstrategies, intensify-

2For apreliminary analysis of the comparative
advantages of East Asia and disadvantages of Sub-
Saharan Africainthe new global environment of the
1980's and 1990's, see Arrighi 2002, 24-31.
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ing competitive pressures, or sheer lack of
credible alternatives made Third World
countriesinclinedtobelieveinthe* magicof
themarket” andto play by the new rules of
the game. The question to which we must
turn by way of conclusionishow stablethe
new illusio can be expected to be, and
whether we can detect in present trendsany
signof afuture subversion of the Northern-
dominated global hierarchy of wealth.

IV.Limitsand Contradictions

of theNeoliberal Counter-Revolution
Our argument has been that the reproduc-
tionof theNorth-Southincomedividesince
1960 has been based on two main mecha-
nisms—onestructural and oneideological.
The structural mechanism consists of the
tendency of profit-oriented innovationsin
theorganization of economiclifetopolarize
spaceinto zonesof moreor less permanent
“prosperity” and zones of more or less
permanent “ depression” . Around 1960, the
concentration of First World countries in
zonesof moreor less permanent prosperity
and of Third World countries in zones of
more or less permanent depression was
largely alegacy of Western territorial and
industrial expansion since about 1800. Af-
ter 1960, however, thevery successof Third
Worldcountriesininternalizingwithintheir
domainstheindustrial activitieswithwhich
First World wealth had been associated,
activated a competition that sharply re-
duced the returns that previously had ac-
crued to such activities. Around 1980, a
radical change in US policies provoked a
major restructuring of the industrial appa-
ratuses that had grown up under the previ-
ous regime. Under the new global regime,
only thoseindustrial apparatusesthat could

become profitable by world standards re-
mained in operation or expanded further,
whilethose that could not were downsized
or eliminated altogether. From thispoint of
view, the main difference between the pre-
1980 and the post-1980 periods is that
before 1980rel ationshi psamong theindus-
trial apparatuses of Third World countries
were predominantly non-competitive, pro-
ducing broadly similar developmental out-
comes, while after 1980 they became pre-
dominantly competitive, producing sharply
divergent developmental outcomesamong
Third World regions.

Structural mechanismdid not operatein
anideologica void. Rather, they wereshaped
by beliefs and theories about the pursuit of
national wealth in a global economy that
channeled Third World developmental ef-
fortsin particular directions. These beliefs
andtheorieswerefundamentally contradic-
tory because they reflected the hegemonic
power’s attempt to do two incompatible
things—toaccommodate Third World coun-
tries’ aspirationsto catch up with the stan-
dards of wealth of First World countries,
and to preserve standards of oligarchic
wealth for itself and for its closest alies.
Fromthispoint of view, themaindifference
between the pre-1980 and the post-1980
periodsisthat, whileintheearlier periodthe
need to accommodate Third World aspira-
tions was predominant, in the later period
theneedto preserveoligarchicwealthgained
the upper hand.

What has emerged at the turn of the
century is not an effective and widely ac-
cepted new illusio, nor Amsden’s “rise of
the Rest” and certainly not the “rationally
ordered system, determined by itsinhabit-
antsintheinterest of need not profit or war”
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envisaged by Harris. Rather, itisaglobal
system characterized by a highly unstable
mix of largeand persistent inequalitiesbut-
tressed by appeals to moral sentiments,
such as universal human rights, that fly in
thefaceof theunderlyingeconomicreality.
Elsewhere we have discussed in detail the
latentinstability of thecontemporary world
capitalist system (Arrighi 1994; Arrighi
and Silver et al 1999; Arrighi and Silver
1999; Silver 2003). In bringing thispaper to
aclose, we shall briefly discuss those dy-
namicsthat aremost likely to destabilizethe
“globalization project” as well as those
which have at |east the potential to subvert
theNorthern-dominated hierarchy of wedlth.

A first major source of instability isthe
nature of the restoration of US power and
Western wealth. The ease with which the
United States succeeded in mobilizing re-
sourcesinglobal financial marketsto defeat
theUSSRinthe 1980’ s, and thento sustain
along domestic economic expansion and a
spectacular boom in the New Y ork Stock
Exchangeinthe1990's, ledtothebelief that
“America sBack!” Evenassumingthat US
global power was resuscitated as much as
thisbelief implies,itwouldbeavery differ-
ent kind of power than the one deployed at
the height of US hegemony. That power
rested onthecapacity of theUnited Statesto
solve the problems that had plagued the
world in the terminal crisis of European
colonial imperialism. Integral to this solu-
tionwasthecapacity of the United Statesto
use its unprecedented and unparalleled fi-
nancia resources to launch a global eco-
nomic expansion that reproduced the exist-
ing hierarchy of wealth but nonetheless
transformed interstate competition into a
positivesum game. The new power that the
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United States came to enjoy in the 1980's
and 1990’ s,incontrast, rested onthe capac-
ity of theUnited Statesto out-competemost
other statesin global financial markets. In
exercising this capacity, the United States
was no longer pump-priming the global
economy asit didinthe1950"sand 1960's.
On the contrary, it has been sucking in
liquidity from the rest of the world. US
power hasthusbeenreflated, and theglobal
hierarchy of wesalth consolidated, through
thetransformation of interstatecompetition
into anegative-sum game (Arrighi and Sil-
ver et a 1999: 272-4; Arrighi and Silver
1999).

The sustainability of this negative-sum
game for much longer is doubtful. The
overal contraction in effective global de-
mand brought about by the tightening of
monetary policies advocated by the neo-
liberal counterrevolution has succeeded in
bringing under control theinflationary ten-
dencies of the 1970's. But it continually
threatensto tilt the balance in the opposite
direction of aglobal overproduction crisis,
asalmost happenedin 1997-8, and asmight
be happening again now in the wake of the
bursting of the* new economy” speculative
bubble. Moreover, the entire process has
beenassoci ated withwidespreadtendencies
towards social and political disintegration
in the former Second and Third Worlds.

Thisbrings usto asecond major source
of systemicinstability. TheUSgovernment
and the Bretton Woods institutions have
been encounteringincreasingdifficultiesin
persuadingformer Thirdand Second World
governmentsthat openinguptheir domestic
economiestotheunfettered sway of foreign
commodities and capital actually serves
their national interests. In the 1980s and
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1990s, partly out of choiceand partly out of
necessity, Third World governments com-
pliedwiththedevel opment strategiesadvo-
cated by the neoliberal Washington Con-
sensus. But thesesamegovernmentsappear
to be running out of patience, as the prom-
ised benefitsfor thosewho play by therules
of thenew game havefailed to materialize.
Thetwo regionsthat performed worst after
1980 according to Table 1 (sub-Saharan
Africaand Latin America) weretheregions
that weresubjected earliest and most exten-
sively to the prescriptions of the neoliberal
Washington Consensus. They werealsothe
two regions that were affected most nega-
tively by theintensification of competitive
pressureson ThirdWorld countries. Whether
subjection to the neoliberal prescriptions
wasprimarily aconsequenceor alsoamajor
causeof poor economic performanceishard
to tell. Yet, even a distinguished World
Bank economist, William Easterly, hasnot-
ed that greater adherence by “developing
countries” to the policies advocated by the
Washington Consensushasbeen associated
withasharp deterioration of their economic
performance, the median rate of growth of
their per capitaincomefallingfrom2.5%in
1960-79 to 0% in 1980-98 (2001: 135-45).

Thefailure of the Washington Consen-
sustodeliver onitspromisesisanimportant
element of thecontextinwhich ThirdWorld
delegates to the 1999 WTO meeting in
Seattlesuccessfully torpedoed USattempts
to launch anew round of tradeliberalizing
negotiations (cf. Silver and Arrighi 2000).
We can detect in Seattle and in subsequent
UNCTAD meetings in Bangkok and else-
where, the potential re-emergence under
entirely new historical circumstancesof the
demands for a NIEO that Third World

countries advanced without success in the
1970=s. These new demands for a NIEO
might havelittleimpact ontheactual future
trajectory of events were it not for a third
source of instability. This is the re-emer-
gence of East Asia as the most dynamic
region of the global economy, as it was
beforetheriseinthenineteenth century of a
Western-dominated global hierarchy of
wealth. Inthelast two decades of thetwen-
tieth century East Asia experienced a re-
gion-wideindustrial expansionthat for speed
and extent has few parallels in history.
Moreover, unliketheindustrial expansions
that occurredin other Third Worldregions,
East Asian industrialization has been asso-
ciated, not just withthemajor improvement
in relative GNPPC shown in Table 1 but
alsowith arapid accumulation of financial
surpluses. Thus, the obverse side of the
transformation of the United Statesintothe
world’ sleading debtor nation has been the
emergence in the 1990’ s of Japan and the
overseasChinese(operatingout of Taiwan,
Hong Kong, Singapore and the main com-
mercial centers of Southeast Asia) as the
world’ sleading creditor nations (Fingleton
2001; Arrighi, Hui, Hung, and Selden 2002).

True, theinability of the Japanese econ-
omy to recover from the crash of 1990-92,
followed by theregion-widefinancial crisis
of 1997-98, has led many to question the
real extent of East Asian financial and eco-
nomic power. Nevertheless, the economic
and financial crises in East Asia in the
1990s do not in themselves support the
conclusion that the “rise of East Asia’ isa
mirage. In past transitions, it wasthe newly
emerging centers of world-scale processes
of capital accumulation that experienced
the deepest financial crises, astheir finan-
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cial prowess outstripped their institutional
capacity toregul atethemassiveamountsof
mobile capital flowing in and out of their
jurisdictions. Thiswastrue of London and
England in the late eighteenth century and
evenmoretrueof New Y ork and the United
Statesin the 1930's. Wewould not use the
Wall Street crash of 1929-31 and the subse-
guent USGreat Depressiontoarguethat the
epicenter of global processes of capital ac-
cumulation had not been shifting from the
United Kingdomto the United Statesinthe
firsthalf of thetwentieth century. Nor should
wedraw any anal ogousconclusionfromthe
East Asian financia crises of the 1990’s
(Arrighi and Silver et al 1999, especialy
chapter 1 and Conclusion).

Be that as it may, the most important
tendency for understanding the present and
futureof theglobal hierarchy of wealthmay
be the continuing economic expansion of
China. Given the demographic size and
historical centrality of Chinaintheregion,
thiscontinuing expansionisfar moresignif-
icant for thesubversion of theglobal hierar-
chy of wealth than al the previous East
Asian economic “miracles’ put together.
For al these miracles (the Japaneseinclud-
ed) wereinstancesof upward mobility with-
in afundamentally stable global hierarchy
of wealth. The hierarchy could and did
accommodate the upward mobility of a
handful of East Asian states (two of them
city-states) accounting for about one-twen-
tieth of world population. However, accom-
modatingtheupward mobility of astatethat
by itself accounts for about one-fifth of
world population is an altogether different
affair. Statigtically, thevery pyramidal struc-
ture of the hierarchy would be subverted.
Indeed, as pointed out in Section |, to the
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extent that recent research onworldincome
inequality has detected a statistical trend
towards declining inter-country inequality
inthe 1990s, thisisdueentirely totherapid
economic growth of asingle country, Chi-
na. Moreover, any significant upward mo-
bility of Chinawithintheworld hierarchy of
wealthwouldalsoimply not just astatistical
subversion of thepyramidal structure, buta
political and cultural one aswell.

Tobesure, inspiteof itsgreat advances,
China is dtill a low-income country—its
GNPPC in 1999 being amere 2.6% of that
of theFirstWorld (seeTablel). Noristhere
any guarantee that China’s economic ex-
pansion will not itself be punctuated by
crises. Indeed, thechancesarethat it will be
because, as just noted, crises are integral
aspects of emerging economic centers.
Moreover, the" spontaneous’ tendenciesfor
theglobal hierarchy of wealthtoreproduce
itself emphasi zed throughout thispaper will
continue asserting themselves. In particu-
lar, China’'s rapid growth raises in acute
form the problem of the absolute and rela-
tive scarcity of natural resources—a prob-
lem that the postwar world of oligarchic
wealth accommodated through the exclu-
sion of the majority of world population
fromthemassconsumption standardsof the
West. A new model of development that is
less wasteful than the US-sponsored mass
consumption model will be needed in a
world of democratic wealth.

Closely related to this is the further
guestion of whether and how the Chinese
government will use China's wealth and
rel ated power (assuming that they will both
continuetorise) toinfluencetherulesof the
global development game. Will it put Chi-
na’ sweight behind aNIEQ that issimulta-
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neously more equitable, less wasteful and
moresustai nablethantheUS-centered eco-
nomic order? Or will it continue, asit has
donesofar, to mimictheunsustainableand
resource-intensive US model of develop-
ment. Indeed, China srecent rapid econom-
ic growth has al so been associated with the
growth of enormous inequalities within
China(Riskin, Zhao, and Li 2001)Catrend
that further increases the likelihood that
China's expansion will be punctuated by
major social-political crisesaswell aseco-

nomic crises. Theresolution of these prob-
lemsrequiresaminimum of political intel-
ligence and good will (admittedly scarce
goodsthese days) not to mention acompel-
ling new hegemonic vision for the world.
Eventhoughat themomentlittleisvisibleof
either, therise of East Asiaseemsto usthe
most hopeful sign that the extreme global
inequalities created under European colo-
nial imperialismand consolidated under US
hegemony will eventually give way to a
more just and equal world.
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