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Introduction: Hettner-Lecture 2004 in Heidelberg

PETER MEUSBURGER and HANS GEBHARDT

The Department of Geography, University of Heidelberg, held its eighth ‘Hettner-
Lecture’ from 28 June to 2 July 2004. This annual lecture series, named after Alfred
Hettner, Professor of Geography in Heidelberg from 1899 to 1928 and one of the
most reputable German geographers of his day, is devoted to new theoretical
developments in the crossover fields of geography, economics, the social sciences,
and the humanities.

During their stay, the invited guest-speakers present two public lectures, one of
which is transmitted via teleteaching on the Internet. In additon, several seminars
give graduate students and young researchers the opportunity to meet and converse
with an internationally acclaimed scholar. Such an experience at an early stage in the
academic career opens up new perspectives for research and encourages critical
reflection on current theoretical debates and geographical practice.

The eighth Hettner-Lecture was given by David Harvey, Distinguished Professor
of Anthropology at the City University of New York Graduate Center. David Harvey
is widely recognized as one of the most innovative and influential geographical
thinkers of the last 40 years, His Explanation in geggraphy (1969) provided a major
contribution to the methodological debate over geography as a spatial science that
captivated geographers in the 1960s. Harvey’s subsequent move from the UK —
where he had lectured at Bristol University — to the Johns Hopkins University in
Baltimore coincided with a profound shift in the intellectual foundations of his
research. With Social justice and the city (1973), Harvey produced a pioneering text in
critical urban studies that explored the relevance of Marxist ways of thinking to
account for and challenge poverty and racism in Western cities. His The lmits to capital
(1982), a geographical extension of Marx’s theory of capitalism, firmly established
Harvey as leading Marxist geographer with his reputation extending well beyond the
confines of the discipline. Harvey returned to urban issues in The wrbanization of capital
(1985) and Consczousness and the urban experience (1985), before embarking on his most
successful book to date, The condition of postmodernity (1989), a materialist critique of
postmodernism written while he held the Halford Mackinder Chair in Geography at
the University of Oxford. More recently, Harvey has revisited and further explored
issues of social justice and the idea of utopia in [ustice, nature and the geography of difference
(1996) and Spaces of hope. (2000). His latest books ate Paris, capital of modernity (2003)
and The new imperialism (2003).

During the Hettner-Lecture 2004 David Harvey presented two public lectures
entitled ‘Free market capitalism and the restoration of class power” and “Towards a




general theory of uneven geographical development’,! both of which are published
hete in revised form, together with an essay on ‘Space as a key word’ and a short
photographic documentation. Three seminars with graduate students and young
researchers from Heidelberg and nineteen other European and US universities took
up issues raised in the lectures. The seminars were entitled “The new imperialism’,
‘Geographical knowledges/political powers’, and ‘Space as a key word”.

We should like to express our gratitude to the Klaus Tschira Foundation for
generously supporting the Hettner-Lecture. Particular thanks are due to Dr. h.c.
Klaus Tschira, our benevolent host in the Stwdio of the foundation’s magnificent Villa
Bosch. We would like to thank Prof. Dr. Angelos Chaniotis, Vice-Rector of
Heidelberg University, and Prof. Dr. Peter Hofmann, Dean of the Faculty of
Chemistry and Earth Sciences, for their welcome addresses at the opening ceremony
in the university’s Alte Aula.

The Hettnes-Lecture 2004 would not have been possible without the full
commitment of all involved students and faculty members. We thank Tim Freytag
and Heike J6ns for their effective organisational work and the planning and chairing
of the seminar sessions with graduate students and young researchers. We are also
grateful to the students who helped with the organisation of the event. The concerted
effort and enthusiasm of all participants once more ensured a successful Hettner-
Lecture in Heidelberg.

! ‘Free market capitalism and the restoration of class power’, Alte Aula der Universitat, Monday, 28th
June 2004, 18.15; afterwards reception. “Towards a general theory of uneven geographical
development’, Hérsaal des Geagraphischen Instituts, Tuesday, 29th June 2004, 15.15. The second
lecture was followed by a public discussion, chaired by Michael Hoyler (Loughborough).

NEO-LIBERALISM AND THE
RESTORATION OF CLASS POWER




Neo-liberalism and the restoration of class power

DAVID HARVEY

President Bush repeatedly asserts that the US has conferred the precious gift of
“freedom” on the Iraqi people. “Freedom,” he says, “is the Almighty’s gift to every
man and woman in this world” and “as the greatest power on earth we have an
obligation to help the spread of freedom.”! This official mantra (repeatedly advanced
by the administration and the military) that the supreme achievement of the pre-
emptive invasion of Iraq has been to render the country “free” is echoed throughout
much of the media in the US and appears to be a persuasive argument for many to
continue to support the war even though the official reasons given for it (such as
connections between Saddam and al-Quaeda, the existence of weapons of mass
destruction and direct threats to US security) have been found wanting, Freedom,
however, is a tricky word. As Matthew Arnold observed many years ago: “freedom is
a very good horse to ride, but to ride somewhere.” To what destination, then, are
the Iraqgi people expected to ride the horse of freedom so generously donated to
them?

The US answer to this question was spelled out on September 19, 2003, when Paul
Bremer, head of the Coalition Provisional Authority, promulgated orders that
included “the full privatization of public enterprises, full ownership rights by foreign
firms of Iraqi businesses, full repatriation of foreign profits ... the opening of Iraq’s
banks to foreign control, national treatment for foreign companies and ... the
elimination of nearly all trade barriers.””> The orders were to apply to all arenas of the
economy, including public services, the media, manufacturing, services,
transportation, finance, and construction. Only oil was exempt (presumably because
of its special status and geopolitical significance as a weapon of distinctively US
control). The right to unionize and to strike, on the other hand, were strictly
circumscribed. A highly regressive “flat tax” (an ambition long held by the US
conservatives) was also imposed. These orders were, as Naomi Klein points out, in
violation of the Geneva and Hague Conventions since an occupying power is
mandated to guard the assets of an occupied country and has no right to sell them

' Gw. Bush, “President Addresses the Nation in Prime Time Press Conference,” April 13th, 2004;
http:/ /www.whitehouse.gov/news/releases/2004/04/20040413-20.html.

2 Matthew Arnold is cited in R. Williams, Culture and Society, 1780-1850 (London: Chatto and
Windus, 1958), p. 118.

3 A Juhasz, “Ambitions of Empire: the Bush Administration Economic Plan for Iraq (and
Beyond),” LeffTurn Magazine, No.12 Feb/March 2004.




off# There is, furthermore, considerable resistance to the imposition of what the
London Economist calls a “capitalist dream” upon Iraq. Even Iraq’s ir_lterim trade
minister, a US appointed member of the Coalition Provisional Auth.omy,“artackcd
the forced imposition of “free market fundamentalism,” describing it as ‘@ ﬂawcd
logic that ignores history.”5 Almost certainly, as Klein also points out, '_thc lmt:al us
resistance to direct elections in Iraq stemmed from its desire to work with appointed
representatives who would be as pliant as possible in locking in these free-market
reforms before direct democracy (which would almost certainly reject them) took
over. While Bremer’s rules would be judged illegal if imposed by an occupying
power, they would likely be considered legal under international l:.lw if.conﬁxmcd bya
“sovereign” (even if unelected and interim) government. The interim government
that took over at the end of June 2004, though dubbed “sovereign,” only had the
power to confirm existing laws. It could not modify existing laws or write new ones
(though given the personnel involved it was unlikely that it would have departed
radically from the Bremer decrees).

The neo-liberal turn

What the US evidently seeks to impose by main force on Iraq is a f_u:ll—_ﬂ@gegl neo-
liberal state apparatus whose fundamental mission is to facilitate conditions for

p}aﬁ?ablc ce_.P_itaJ accumulation. The sorts gf; ‘measures_that Bremer __Qxhjliﬂed,
according to neo-liberal theory, are both necessary and sufficient for the creation of
wealth and therefore for the improved well-being of whole populations. The

conflation of political freedom with freedom of the market and of trade has long
been a cardinal feature of neo-liberal policy and it has dominated the US stance
towards the rest of the world for many years, On the first anniversary of 9/11, for
example, President Bush announced in an op-ed piece published in the New Yo.ra’e
Times, that “We will use our position of unparalleled strength and influence to build
an atmosphere of international order and openness in which progress and ]jberty'can
flourish in many nations. A peaceful world of growing freedom serves Amc'rlcan
long-term interests, reflects enduring American ideals and unites America’s @es
We seek a just peace where repression, resentment and poverty are replaced with Fhe
hope of democracy, development, free markets and free trade,” these last two having
“proved their ability to lift whole societies out of poverty.” Tod?.y, he conclude.d,
“humanity holds in its hands the opportunity to offer freedom’s triumph over all its

4 N. Klein, “Of course the White House fears free elections in Iraq,” The Guardian, January 24,
2004, p. 18. '

5 T, Crampton, “Iraqi official urges caution on imposing free market,” New York Times, October 14,
2003, C5.

age-old foes. The United States welcomes its responsibility to lead in this great
mission.” This same language appeared in the prologue to the National Defense
Strategy Document published shortly thereafter.® It is this freedom, interpreted as
freedom of the market and of trade, that is to be lmp#(;szc?—ul;)n_lﬁq_

It is useful to recall here, that the first great experiment with neo-liberal state
formation was Chile after Pinochet’s coup on the “little September 11th” of 1973
(almost thirty years to the day before Bremer’s announcement of the regime to be
installed in Iraq). The coup, against the democratically-elected and leftist social
democratic government of Salvador Allende, was strongly backed by the CIA and
supported by US Secretary of State Henry Kissinger. It violently repressed all the
social movements and political organization of the left and dismantled all forms of
popular organization (such as the community health centers in poorer
neighborhoods). The labor market was “freed” from regulatory or institutional
restraints (trade union power, for example). But by 1973 the policies of import
substitution that had formerly dominated in Latin American attempts at economic
regeneration (and which had succeeded to some degree in Brazil after the military
coup of 1964) had fallen into disrepute. With the world economy in the midst of a
serious recession, something new was plainly called for. A group of economists
known as “the Chicago boys,” because of their attachment to the theories of Milton
Friedman then teaching at the University of Chicago, were summoned to help
reconstruct the Chilean economy. They did so along free-market lines, privatizing
public assets, opening up natural resources to private exploitation and facilitating
foreign direct investment and free trade. The right of foreign companies to repatriate
profits from their Chilean operations was guaranteed. Export-led growth was favored
over import substitution. The only sector reserved for the state was the key resource
of copper (rather like oil in Iraq). The subsequent short-term revival of the Chilean
economy in terms of growth rates, capital accumulation, and high rates of return on
foreign investments, provided evidence upon which the subsequent turn to more
open neo-liberal policies in both Britain (under Thatcher) and the US (under Reagan)
could be modeled. Not for the first time, a brutal experiment carried out in the
periphery became a model for the formulation of policies in the center (much as
experimentation with the flat tax in Iraq is now proposed).”

The Chilean experiment demonstrated, however, that the benefits were not well-
distributed. The country and its ruling elites along with foreign investors did well
enough while the people in general fared badly. This has been a persistent enough

6 Gw, Bush, “Securing Freedom’s Triumph,” New York Times, September 11th, 2002, p. A33. The
National Security Strategy of the United State of America can be found on the website:
www.whitehouse.gov/nsc/nss.html.

7' J. Valdez, Pinochet’s Economists: The Chicago School in Chile (New York: Cambridge University Press,
1995).




effect of neo-liberal policies over time as to be regarded as structural to the whole
project. Dumenil and Levy go so far as to argue that neo-liberalism was from the very
beginning a project to achieve the restoration of class power to the richest strata in
the population. Commenting on how the top one percent of income earners in the
US fared, they write:

Before World War 11, these households received about 16 percent of total income. This
percentage fell rapidly during the war and, in the 1960s, it had been r{::duct:tf to 8 percent, a
plateau which was maintained during three decades. In the mid 1980s, it soared sudldenjy and
by the end of the century it reached 15 percent. Looking at total wealth, the trend is broadly

identical .2

Other data show that the top 0.1 percent of income earners increased their share
of the national income from 2 percent in 1978 to over 6 percent by 1999. Aim.ost
cettainly, with the Bush administration’s tax cuts now taking effect, the concentration
of wealth in the upper echelons of society is continuing a-pace. Dumenil and Levy
also noted that “the structural crisis of the 1970s, with rates of interest hardly
superior to inflation rates, low dividend payout by corporations, and depressed stgck
markets, further encroached on the income and wealth of the wealthiest” during
those years. Not only were the 1970s characterized by a global crisis of stagﬂ'ation,
but this was the period when the power of the upper classes was most seriously
threatened. Neo-liberalism arose, the argument goes, as a response to this threat

But substantiation of this thesis of restoration of class power requires that we
identify a specific constellation of class forces assembled behind the turn to neo-
Jiberal policies since in neither Britain nor the United States was it possible to resort
to violence of the Chilean sort. It was necessary to construct consent. We must go
back to the crucial decade of the 1970s to see how this was done.

The social democratic state in Europe and the Keynesian compromise that
grounded the social compact between capital and labor in the US, had “.rorkcd ‘\x‘re]l
enough during the high growth years of the 1950s and 1960s. Redistributive politics,
controls over the free mobility of capital, public expenditures and welfare state
building had gone hand in hand with relatively high rates of capital accumulation and
adequate profitability in most of the advanced capitalist countries. But by the end Qf
the 1960s this began to break down, both internationally and within domestic
economies. By 1973, even before the Arab-Isracli War and the OPEC oil embargo,
the Bretton Woods system that had regulated international economic relations had
dissolved. Signs of a serious crisis of capital accumulation were everywhere apparent,

8 G. Duménil and D. Lévy, “Neo-Liberal Dynamics: A New Phase?” Unpubiishcd MS, 2004, p. .4'
See also Task Force on Inequality and American Democracy, American Democracy in an Age of Rising
Inequality (American Political Science Association, 2004) p. 3.

7 Ibid.
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ushering in a global phase of stagflation, fiscal crises of various states (Britain had to
be bailed out by the International Monetary Fund in 1975-6 and New York City went
technically bankrupt in the same year, while retrenchment in state expenditures was
almost everywhere in evidence). The Keynesian compromise had evidently collapsed
as a viable way to manage capital accumulation consistent with social democratic
politics.'?

The left answer to this was to deepen state control and regulation of the economy
(including, if necessary, curbing the aspirations of labor and popular movements
through austerity measures and wage and price controls) without, however, ever
challenging head on the powers of capital accumulation. This answer was advanced
by socialist and communist parties in alliance in Europe (with hopes pinned on
innovative experiments in governance and management of capital accumulation in
places like “Red Bologna™ or in the turn towards a more open market-socialism and
ideas of “eurocommunism” in Italy and Spain). The left assembled considerable
popular power behind that program, coming close to power in Italy, actually
acquiring state power in France, Portugal Spain and Britain and maintaining power in
Scandinavia. Even in the United States, a Congress controlled by the Democratic
Party legislated a huge wave of regulatory reform (signed into law by Richard Nixon,
a Republican President) in the early 1970s governing environmental, labor, consumer
and civil rights issues.!! But broadly the left failed to go much beyond traditional
social democratic solutions and these had by the mid-1970s proven inconsistent with
the requirements of capital accumulation. The effect was to polarize debate between
social democratic forces on the one hand (who were often engaged in a pragmatic
politics of curbing the aspirations of their own constituencies) and the interests of all
those concerned with re-establishing more open conditions for active capital
accumulation on the other. -

Neo-liberalism as a potential antidote to threats to the capitalist social order and as
a solution to capitalism’s ills had long been lurking in the wings of public policy. But
it was only during the troubled years of the 1970s that it began to move center stage,
particularly in the US and Britain, nurtured in various think tanks such as the
Institute for Economic Affairs in London and at the University of Chicago. It gained
respectability by the award of the Nobel Prize in economics to two of its leading
proponents, von Hayek in 1974 and Milton Friedman in 1976. And it gradually began
to exert practical influence. During the Carter presidency, for example, deregulation
of the economy emerged as one of the answers to the chronic state of stagflation that
had prevailed in the US throughout the 1970s. But the dramatic consolidation of

1P, Ammstrong, A. Glynn and J. Harrison, Capitaliom Since World War II: The Making and Breaking of
the Long Boom (Oxford: Basil Blackwell, 1991).
1 Ihid,
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neo-liberalism as a new economic orthodoxy regulating public policy in the advanced
capitalist world occurred in the United States and Britain in 1979.

In May of that year Margaret Thatcher was elected in Britain with a strong
mandate to reform the economy. Under the influence of the thinking of Keith
Joseph and the Institute of Economic Affairs, she accepted that Keynesianism had to
be abandoned and that monetarist “supply-side” solutions were essential to cure the
stagflation that had characterized the British economy during the 1970s. She
recognized that this meant nothing short of a revolution in fiscal and social policies
and immediately signaled a fierce determination to have done with the institutions
and political ways of the social democratic state that had been consolidated in Britain
since 1945. This meant confronting trade union power, attacking all forms of social
solidarity (such as those expressed through socialist municipal governance) that
hindered competitive flexibility (including the power of many professionals and their
associations), dismantling or rolling back the commitments of the welfare state, the
privatization of public enterprises (including social housing), reducing taxes,
encouraging entrepreneurial initiative and creating a favorable business climate to
induce a strong inflow of foreign investment (particularly from Japan).

What Pinochet did through coercive state violence was done by Thatcher through

the org za__uon__ of democrauc consent. On_this_p point, Gramsm s observation that

consent and hegemony must be organized ahead c:f_rcjg}_ggonaxy action - and
“Thatcher was indeed a self—groclmmed “réevolutionary - is deeply rclevant . Strong
currents of thought, willingly propagated through a media that was more and more
subservient to the interests of big capital, about individualism, freedom, liberty as
opposed to trade union power and stifling bureaucratic ineptitude on the part of the
state had become widespread in Britain during the bleak years of economic

stagnation du::ing the 1970s. A crisis of capitz]ism was interpreted as a_crisis of

interests of its traditional supporters - mandated by the International Monetary Fund
in 1976 in return for loans to cover the chronic state of indebtedness, helped pave
the way for the idea that, as Thatcher had it, “there is no alternative” to neo-liberal
solutions. The Thatcher revolution was, in this way, prepared by the organization of a
certain level of political consent particularly within the middle classes that bore her to
electoral victory. Programmatically she held an electoral mandate to roll back union
power. Taking on the professional associations that held a great deal of power in
areas such as education, health care, the judiciary and municipal governance was quite
another matter. On this her cabinet (and her supporters) were notoriously divided
and it took several years of bruising confrontations within her own party and in the
media to hammer home the neo-liberal line. There is, she famously later declared,
“no such thing as society, only individuals and,” she subsequently added, “their
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families.” All forms of social solidarity were to be dissolved in favor of individualism,
private property, personal responsibility and family values. The ideological assault
along those lines that flowed from Thatcher’s rhetoric was relentless and eventually
broadly successful.'” “Economics are the method,” she said, “but the object is to
change the soul.”” And change it she did, though in ways ‘that were by no means free
of political costs as well as contradictory impulses as we will later see.

In October of 1979, Paul Volcker, Chairman of the US Federal Reserve Bank,
engineered a draconian shift in US monetaty policy.!® The long-standing
commitment in the US to the principles of the New Deal, which meant broadly
Keynesian fiscal and monetary policies with full employment as the key objective,
was abandoned in favor of a policy designed to quell inflation no matter what the
consequences might be for employment or, for that matter, for the economies of
countries (such as Mexico and Brazil) that were highly dependent upon economic
conditions and sensitive to interest rate shifts in the US. The real rate of interest, that
had often been negative during the double-digit inflationary surge of the 1970s, was
rendered positive by fiat of the Federal Reserve. The nominal rate of interest was
raised overnight (the move came to be known as “the Saturday night special”) to
close to 20 percent, deliberately plunging the US, and much of the rest of the world,
into recession and unemployment. This shift, it was argued, was the only way out of
the grumbling crisis of stagflation that had characterized the US and much of the

global economy throughout the 1970s.

The Volcker shock, as it has since come to be known, could not be consolidated
without parallel shifts in government policies in all other arenas. Ronald Reagan’s
victory over Carter proved crucial. Reagan’s advisors were convinced that Volcker’s

“medicine” for a sick and stagnant economy was right on target. Volcker was
supported in and reappointed to his position as Chair of the Federal Reserve. The
Reagan Administration’s task was to provide the requisite political backing through
farther deregulation, tax cuts, budget cuts and attacks upon trade union and
professional power. Reagan faced down PATCO, the air traffic controllers’ union, in
a lengthy and bitter strike. This signaled an all out assault on the powers of organized
labor at the very moment when the Volcker-inspired recession was generating high
levels of unemployment (ten percent or more). But PATCO was more than an
ordinary union: it was also a white collar union that had the character of a skilled
professional association and which was, therefore, an icon of middle class rather than
working class unionism. The effect on the condition of labor across the board was

12The story of Thatcher’s path to neo-liberalism is outlined in D. Yergin and J. Stanislaw, The
Commanding Heights: The Battle Between Government and Market Place that is Rematking the Modern World
(New York: Simon and Schuster, 1999).

131, Panitch and S. Gindin, “Global Finance and American Empire,” forthcoming in Socialist Register,
2005.
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dramatic - perhaps best captured by the fact that the Federal minimum wage that
stood on a par with the poverty level in 1980 had fallen to 30 percent below that level
by 1990. Reagan’s appointments to positions of power on issues like environmental
regulation, occupational safety and health, took the campaign against big government
to ever-higher levels. The deregulation of everything from aitlines and
telecommunications to finance opened up new zones of untrammeled market
freedoms for powerful corporate interests. The market, depicted ideologically as the
great means to foster competition and innovation, was in practice to be the great
vehicle for the consolidation of monopoly corporate and multinational powers as the
nexus of class rule. Tax cuts for the rich simultaneously began the momentous shift
towards greater social inequality and the restoration of upper class power.

Thomas Edsall (a journalist who covered Washington affairs for many years)
published a prescient account of the class forces behind all this in 1984:

During the 1970s, business refined its ability to act as a class, submerging competitive
instinets in favor of joint, cooperative action in the legislative arena. Rather than individual
companies seeking only special favors ... the dominant theme in the political strategy of
business became a shared interest in the defeat of bills such as consumer protection and labor
law reform, and in the enactment of favorable tax, regulatory and antitrust legislaticm.”

In order to realize this goal, business needed a political class instrument and a
popular base. They therefore actively sought to capture the Republican Party as their
own instrument. The formation of powerful political action committees to procure,
as the old adage had it, “the best government that money could buy” was an
important step. The supposedly “progressive” campaign finance laws of 1974 in
effect legalized the financial corruption of politics. Political action committees could
thereafter assure the financial domination of both political parties by corporate,
moneyed and professional association interests. Corporate PACs that numbered 89
in 1974 had burgeoned to 1,467 by 1982. While these were willing to fund powerful
incumbents of both parties provided their interests were served, they also
systematically leaned towards supporting right wing challengers. The $5000 limit on
each PACs contribution to any one individual, forced PACs from different
corporations and industries to work together: and that meant building alliances based
on class interest. The willingness of the Republican Party to become the
representative of “its dominant class constituency” during this period contrasted with
the “ideologically ambivalent” attitude of the Democrats which grew out of “the fact
that its ties to various groups in society are diffuse, and none of these groups —
women, blacks, labor, the elderly, hispanics, urban political organizations — stands
clearly larger than the others.” The dependency of Democrats, furthermore, on “big

14T, Edsall, The New Politics of Inequality New York: Norton, 1984) p. 217.
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money” contributions rendered many of them highly vulnerable to direct influence
from business interests.'> Domestic manufacturing, mining, forestry and agribusiness
interests took the lead in this aspect of the class war that then unfolded.

The Republican Party needed, howevet, a solid electoral base if it was to colonize
power effectively. It was around this time that Republicans sought an alliance with
the Christian right. Jerry Falwell founded the “moral majority” movement in 1978 as
the political arm of a right-wing and very conservative Christianity. It appealed to the
cultural nationalism of the white working classes and their besieged sense of moral
righteousness (besieged because this class lived under conditions of chronic
economic insecurity and felt excluded from many of the benefits that were being
distributed through affirmative action and other state programs). This “moral
majority” could be mobilized through coded if not blatant racism, homophobia and
anti-feminism, Not for the first, nor, it is to be feared, for the last time in history has
a social group willingly voted against its material, economic and class interests for
cultural, nationalist and religious reasons. From then on the unholy alliance between
big business and conservative Christians steadily consolidated, eventually eradicating
all liberal elements (significant and influential in the 1960s) from the Republican
Party and turning it into the relatively homogeneous right wing electoral force of
present times.

Reagan’s election began the long process of consolidating the political shift
necessary to support the earlier monetarist shift towards neo-liberalism. His policies,
Edsall noted at the time, centered on:

an across the board drive to reduce the scope and content of federal regulation of industry,
the environment, the workplace, health care, and the relationship between buyer and seller.
The Reagan administration’s drive toward deregulation was accomplished through sharp
budget cuts reducing enforcement capabilities; through the appointment of anti-regulatory,
industry-oriented agency personnel; and finally through the empowering of the Office of
Management and Budget with unprecedented authority to delay major regulations, to force
major revisions in regulatory proposals, and through prolonged cost-benefit analyses, to
effectively kill a wide range of regulatory initiatives.!

There was, however, one other concomitant shift that also impelled the movement
towards neo-liberal solutions, but this time at the global level, during the 1970s. The
OPEC oil price hike that came with the oil embargo of 1973, placed vast amounts of
financial power at the disposal of the oil producing states such as Saudi Arabia,
Kuweit, and Abu Dhabi. We now know from British intelligence reports that the US
was actively preparing to invade these countries in 1973 in order to restore the flow
of oil and bring down oil prices. We also know that the Saudis agreed at that time,

15 Ibid,, on PACs see pp. 129-38; p. 235.
16 Thid., p. 235.




presumably under military pressure if not open threat from the US, to recycle all of
their petrodollars through the New York investment banks.!” The latter suddenly
found themselves in command of massive funds for which they needed to find
profitable outlets. The options within the US, given the depressed economic
conditions and low rates of return in the mid-1970s, were not good. Mote profitable
opportunities had to be sought out abroad. But this required open entry and
reasonably secure conditions for US controlled finance to operate in and across
foreign territories. The New York investment banks looked to the US imperial
tradition both to prize open new investment opportunities and to protect their
foreign operations.

The US imperial tradition had been long in the making and to great degree defined
itself against the imperial traditions of Britain, France, Holland, and other European
powers.'® While the US had toyed with colonial conquest at the end of the nineteenth
century it evolved a more open system of imperialism without colonies during the
twentieth century. The paradigm case was worked out in Nicaragua in the 1920s and
1930s, when US marines were deployed to protect US interests but found themselves
embroiled in a lengthy and difficult guerilla insurgency led by Sandino. The answer
was to find a local strongman — in this case Somoza — and to provide economic and
military assistance to him and his family and immediate allies so that they could
repress or buy off opposition and accumulate considerable wealth and power for
themselves. In return they would always support and if necessary promote US
interests both in the country and in the region (in this case Central America) as a
whole. This was the model that was deployed after World War IT during the phase of
global decolonization imposed upon the European powers at US insistence. For
example, the CIA engineered the coup that overthrew the democratically elected
Mossadeq government in Iran in 1953 and installed the Shah of Iran who gave the oil
contract to US companies (and did not return the assets to the British companies that
Mossadeq had nationalized). The Shah also became one of the key guardians of US
interests in the Middle Eastern oil region. In the postwar period, much of the non-
communist world was opened up to US domination by tactics of this sort. But this
often entailed an anti-democratic (and even more emphatically anti-populist and anti-
socialist/communist) strategy on the part of the US. This had the paradoxical effect
of putting the US more and more in alliance with repressive military dictatorships
and authoritarian regimes in the developing world (most spectacularly, of course,

17 L. Alvarez, “Britain says U.S. planned to seize oil in '73 crisis,” New York Times, January 4, 2004, p.
A6. On the Saudi agreement to recycle petrodollars through the US see P. Gowan, The Global
Gamble: Washington's Faustian Bid for World Dominance (London: Verso, 1999).

By Harvey, The New Imperialism (Oxford: Oxford University Press, 2003); N. Smith, American
Empire, Roosevelt's Geographer and the Prelude to Globalization (Berkeley: University of California Press,
2003).
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throughout Latin America). US interests consequently became more rather than less
vulnerable in the struggle against international communism. Backing ever more
repressive regimes was always in danger of proving counter-productive. While the
consent of ruling elites could be purchased easily enough, the necessity of coercion to
counter populist or social democratic movements associated the US with a long
history of largely covert violence against popular movements.

It was in this context, that the surplus funds being recycled through the New York
investment banks were dispersed throughout the world. Hitherto, most of the US
investment that flowed to the developing world during the postwar period was of the
direct sort, mainly concerned with the exploitation of raw material resources (oil,
minerals, agricultural products) or the cultivation of specific markets
(telecommunications, etc.). The New York investment banks had always been active
internationally but after 1973 they became even more so though in ways that were
less focused on direct investment.!® This required the liberalization of international
credit and financial markets and the US began actively to promote and support this
strategy almost immediately after the Volcker shock, The investment banks initially
focused on direct lending to foreign governments. Hungry for credit, developing
countries were, in effect, lured into the debt/credit trap and the investment banks
(backed by US imperial power) were in a position to demand more favorable rates of
return than could be had domestically?® Since the loans were designated in US
dollars, any modest let alone precipitous rise in US interest rates could easily push
vulnerable countries into default. The New York investment banks would then be
heavily exposed to losses. The first major test case of this came in the wake of the
Volcker shock which drove Mexico into default in 1982-4. The Reagan
administration, which had seriously thought of withdrawing support for the
International Monetary Fund in its first year in office, found a way to put together
the powers of the US Treasury and the International Monetary Fund to resolve the
difficulty by rolling over the debt in return for structural reforms. This required, of
course, that the IMF shift from a Keynesian to a monetarist theoretical frame of
reference (and this was quickly accomplished making the IMF a global center of
influence for the new Monetarist orthodoxy in economic theory). In return for debt
re-scheduling, Mexico was required to implement institutional reforms, such as cuts
in welfare expenditures, relaxed labor laws and privatization, a procedure that came
to be known as “structural adjustment.” Mexico was thereby partially pushed into a
growing column of neo-liberal state apparatuses and from then on the IMF became a

12 Panitch and Gindin, “Global Finance and American Empire” gp. ait.
20 The many debt crises of the 80s are covered extensively in Gowan, The Global Gamble gp. ai.
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key tool in the promotion and in many instances forced imposition of neo-liberal
policies throughout the world.?!

What the Mexico case demonstrated was one key difference between liberalism
and neo-liberalism: under the former Ienaers take the losses that m bad

mvcstment decisions. wlnle u.nder the lattcj: the | bgzr_@.@r_s are forced by state and
international powers to take on board the cost of debt repayment no matter what the
consequences for the livelihood and well-being of the local populatton is
required the surrender of assets to foreign companies at fire-sale prices, then so be it.
With these innovations in financial markets at the global level, the systemic form of
neo-liberalism was essentially rendered complete. As Dumenil and Levy show, the
effect was to permit the upper classes in the US in particular to pump very high rates
of return out of the rest of the world.??

The restoration of class power in the US also rested upon a certain reconfiguration
of how class power was itself constituted, The separation between ownership and
management (or between money capital earning dividends and interest and
production/manufacturing capital looking to gain profit of enterprise out of the
organization of production) had at various times produced conflicts between
financiers and producers within the capitalist classes. In Britain, for example,
government policy had long catered primarily to the requirements of the financiers in
the City of London often to the detriment of the manufacturing interest and in the
1960s conflicts in the US between financiers and manufacturers had often surfaced.
During the 1970s much of this conflict disappeared. The large corporations became
more and more financial in their orientation even when, as in the automobile sector,
they were engaging in production. The interests of owners and managers were fused
by paying the latter in stock options. Stock values rather than production became the
guiding light of economic activity and, as later became apparent with the collapse of
companies like Enron, the speculative temptations that resulted could become
overwhelming, The general effect was that financial interests (the power of the
accountants rather than the engineers) gained the upper hand within the ruling
' classes and the ruling elites. Neo-liberalism meant, in short, the financialization of
everything and the relocation of the power center of capital accumulation to owners
| and their financial institutions at the expense of other factions of capital. For this
~ reason, the support of financial institutions and the integrity of the financial system
became the central concern of the collectivity of neo-liberal states (such as the group
known as the G7) that increasingly dominated global politics.

21 Thid.

22 G. Duménil and D. Lévy, “The Economics of US Imperialism at the Turn of the 21st Century,”
Unpublished MS, 2004.

18

The neo-liberal state

The fundamental mission of the neo- Ijberal state is to create a “good business

thmmwmm. ThlS contrasts with the

social democratic state that is committed to full employment and the optimization of
the well-being of all of its citizens subject to the condition of maintaining adequate
and stable rates of capital accumulation.

The neo-liberal state looks to further the cause of and to facilitate and stimulate
(by tax breaks and other concessions as well as infrastructural provision at state
expense if necessary) all business interests, arguing that this will foster growth and
innovation and that this is the only way to eradicate poverty and to deliver, in the
long run, higher living standards to the mass of the population. The neo-liberal state
is particularly assiduous in seeking the privatization of assets as a means to open up
fresh fields for capital accumulation. Sectors formerly run or regulated by the state

(transportation, telecommunications, oil and other natural resources, utilities, social
housing, education) are turned over to the private sphere or deregulated. The free
mobility of capital between sectors and regions is regarded as crucial to reviving
profit rates and all barriers to that free movement (such as planning controls) have to
be removed except in those areas crucial to “the national interest” (however that may
be conveniently defined). The watchword of the neo-liberal state is, therefore,
“flexibility” (in labor markets and in the deployment of investment capital). It
trumpets the virtues of competition while actually opening the market to centralized
capital and monopoly power.

Internally, the neo-liberal state is hostile to (and in some instances overtly
repressive of) all forms of social solidarity (such as the trade unions or other social
movements that acquired considerable power in the social democratic state) that put
restraints on capital accumulation. It withdraws from welfare provision and
diminishes its role as far as possible in the arenas of health care, public education and
social services that had been so central to the operations of the social democratic
state. 'Ibis_t_::_c_lgl___&;'i_ﬂ:_tg net.is-reduced-to-a-bare-minimum.-This does not mean the
elimination of all forms of regulatory activity or government intervention.
Bureaucratic rules to ensure “accountability” and the “cost effectiveness” of public
sectors that cannot be privatized flourish (Margaret Thatcher, for example, sought
and achieved strong regulatory control over universities in Britain). Public-private
partnerships are favored in which the public sector bears all of the risk and the
corporate sector reaps all of the profit. Business interests get to write legislation and
to determine public policies in such as way as to advantage themselves. If necessary
the state will resort to coercive legislation and policing tactics (anti-pickefing fules,

for example) to disperse or repress collective_forms of opposition. Forms _of
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surveillance and policing multiply (in the US incarceration became a key state strategy
to—dealwith™ problems arising _ among d1$carclecl _workers and“_margmahzed
populations). T

" Externally, neo-liberal states seek the reduction of barriers to movement of capital
across borders and the opening of markets (for both commodities and money capital)
to global forces of capital accumulation, sometimes competitive but more often
monopolistic (though always with the opt-out provision to refuse anything “against
the national interest”). The powers of international competition and the ideology of
globalization are used to discipline internal opposition at the same time as new
terrains for highly profitable and in some instances even neo-colonial capitalistic
activity are opened up abroad. In this sphere too, large corporate capitalist interests
typically collaborate with government power in policy making as well as in the
creation of new international institutional arrangements (such as the WTO or the
IMF and the Bank of International Settlements).

The neo-liberal state is particularly solicitous of financial institutions. It seeks not
only to facilitate their spreading influence but also to guarantee the integrity and
solvency of the financial system at no matter what cost. State power is used to bail
out or avert financial failures (such as the US savings and loans crisis of 1987-8 and
the three trillion dollar collapse of the hedge fund Long Term Capital Management in
1997-8). Internationally it operates through institutions such as the IMF to shelter
investment banks from the threat of default on debts and in effect covers, to the best
of its ability, exposures of financial interests to risk and uncertainty in international
markets. This connectivity of the neo-liberal state to the protection of financial
interests both promotes and reflects the consolidation of bourgeois class power
around processes of financialization. In the event of a conflict between the integrity
of the financial system and the well-being of a population, the neo-liberal state will
choose the former.

The neo-liberal state is profoundly anti-democratic, even as it frequently seeks to
disguise this fact. Governance by elites is favored and a strong preference for
government by executive order and by judicial decision arises at the expense of the
former centrality of democratic and parliamentary decision-making., What remains of
representative democracy is overwhelmed if not, as in the US, totally though legally
corrupted by money power. Strong institutions are created, such as central banks (like
the Federal Reserve in the US) and quasi-governmental institutions internally and the
IMF and the WTO on the international stage, that are entirely outside of democratic
influence, auditing, accountability and control. In the neo-liberal view, mass
democracy is equated with “mob rule” and this typically produces all of the barriers
to capital accumulation that so threatened the power of the upper classes in the
1970s. The preferred form of governance is that of the “public-ptivate partnership”
in which state and key business interests collaborate closely together to coordinate
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their activities around the aim of enhancing capital accumulation. The result is that
the regulated get to write the rules of regulation while “public” decision-making
becomes ever more opaque.

The neo-liberal state emphasizes the importance of personal and individual
freedom, liberty and responsibility, particularly in the market place. Social success or
failure i s therefore interpreted in terms of personal entrepreneurial virtues or failings

rather than attributable to any systemic properties (such as the class exclusions typical
of_capitalism). Opposition within the rules of the neo-liberal state is typically
confined to questions of individual human rights and “rights discourses” of all kinds
have, as a result, blossomed since 1980 or so as a primary site of “radical” and
oppositional politics. Solutions and remedies to problems have to be sought by
individuals (and, recall, corporations are legally defined as individuals) through the
courts. Since access to the latter is nominally egalitarian but in practice extremely
expensive (be it an individual suing over negligent practices or a country suing the US
for violation of WTO rules — a procedure that can cost up to a million dollars which
is equivalent to the annual budget of some small impoverished countries) the
outcomes are strongly biased towards those with money power. Class bias in decision
making within the judiciary is, in any case, pervasive if not assured. It should not be
surprising that the primary collective means-of action under neo-liberalism are then
defined and articulated through non-elected (and in many instances elite-led)
advocacy groups for various kinds of rights. NGOs have grown and proliferated
g&icr neo-liberalism, giving rise to the illusion that opposition mobilized outside of
the state apparatus and within some separate entity called “civil society” is the
powerhouse of oppositional politics and social transformation.

By this account we clearly see that neo-liberalism has not made the state or
particular institutions of the state (such as the courts) irrelevant, as many
commentators on both the right and the left have argued in recent years. There has,
however, been a radical reconfiguration of state institutions and practices (particularly
with respect to the balance between coercion and consent, the balance between the
powers of capital and of popular movements, and the balance between executive and
judicial power on the one hand and parliamentary democratic power on the other).

The neo-liberal state internalizes some fundamental structural contradictions.
Authoritarianism (embedded in dominant class relations whose reproduction is
fundamental to the social order) sits uneasily with ideals of individual freedoms.
While it may be crucial to preserve the integrity of the financial system the
irresponsible and self-aggrandizing individualism of operators within the financial
system produce speculative volatility and chronic instability. While the virtues of
competition are placed up front the reality is the increasing consolidation of
monopoly power within a few centralized multinational corporations. At the popular
level, the drive towards freedom of the individual person can all too easily run amok
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and produce social incoherence. The need to perpetuate dominant power relations
necessarily creates, therefore, relations of oppression that thwart the drive towards
individualized freedom. In the international arena the competitive volatility of neo-
liberalism threatens the stability and status of hegemonic power. A hegemonic power,
such as the US, may then be provoked into repressive measures and actions designed
to protect the asymmetries of economic relations that preserve its hegemony. To all
of these contradictions we must then add the potentiality for a burgeoning disparity
between the declared public aims of neo-liberalism — the well-being of all — and its
actual consequences — the restoration of class power.

We will take up these contradictory elements later. But, clearly, neo-liberalism is an
unstable and evolving regime of accumulation rather than a fixed and harmoniously
functional configuration of political economic power. This paves the way for looking
at neo-conservatism as a potential response to its inherent contradictions.

Implantations, diffusions and evolutions

Consider, then, the ways in which neo-liberal politics and policies actually became
embedded within the historical geography of global capitalism after the mid-1970s.
Cleatly, the UK and the US led the way. But in neither Britain nor the US was the
turn unproblematic. In Britain neo-liberal political reforms were fought over during a
long decade of class confrontation and struggle, with the prolonged and bitter
miners’ strike of 1984-5 a central motif. While Thatcher could successfully privatize
social housing and the public utilities, core public services such as the national health
care system and public education proved immune to anything other than tinkering at
the edges. And since many in her own party were initially unconvinced of the
direction she had chosen, all sorts of barriers were thrown up to the realization of her
objectives. Her re-election in 1983 owed far more to the rising tide of nationalism she
cultivated around the Falklands/Malvinas war than to any real successes down the
neo-liberal road. In the US the transformation during the Reagan years was less
conflictual and of stronger import. The “Keynesian compromise” of the 1960s had
never got close to the achievements of social democratic states in Europe and the
opposition to neo-liberalism was less combative. Reagan was also heavily
preoccupied with the Cold War and launched an arms race that entailed a certain kind
of deficit-funded military Keynesianism of specific benefit to his electoral majority in
the South and West. The rising Federal deficits provided a convenient excuse to gut
social programs. 2

B D. Stockman, The Triumph of Politics: Why the Reagan Revolution Failed (New York: Harper-Collins,
1986).
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In spite of all the rhetoric about curing sick economies, neither Britain nor the US
achieved high levels of economic performance in the 1980s, suggesting that neo-
liberalism might well not be the answer to the capitalists’ prayets. To be sure,
inflation was brought down and interest rates could fall, but this was all purchased at
the expense of high rates of unemployment (averaging 7.5 percent during the Reagan
years, for example)) On the other hand, the collapse of the French
socialist/communist attempt to deepen state control (by nationalization of banks)
and to foster growth through conquest of the internal market meant the erasure of
any left alternative after the mid-1980s. So where was an adequate alternative?

The 1980s in fact belonged to Japan, the East Asian “tiger” economies and West
Germany as powerhouses of the global economy. The fact that these proved very
successful in spite of radically different institutional arrangements makes it difficult to
argue for some simple turn to (let alone imposition of) neo-liberalism on the world
stage as an obvious economic palliative. To be sure, in both Japan and West
Germany, the central banks generally followed a monetarist line (the West Getman
Bundesbank was particularly assiduous in combating inflation). But in West Germany
the unions remained very strong and wage levels relatively high. One of the effects
was to stimulate a high rate of technological innovation and this kept West Germany
well ahead of the field in international competition. Export-led growth could power
the country forward as a global leader. In Japan, independent unions were weak or
non-existent, but state investment in technological and organizational change and the
tight relationship between corporations and financial institutions (an arrangement
that also proved felicitous in West Germany) generated an astonishing export-led
growth performance, very much at the expense of other capitalist economies such as
the UK and the US.? Such growth as there was in the 1980s (and the aggregate rate
of growth in the world was lower even than that of the troubled 1970s) did not
depend, therefore, on neo-liberalism. By the end of the decade those countries which
had taken the stronger neo-liberal path still seemed to be in economic difficulty. It
was hard not to conclude that the West German and Japanese “regimes” of
accumulation were deserving of emulation. Many European states therefore resisted
neo-liberal reforms and increasingly found ways to preserve much of their social
democratic heritage while moving, in some cases faitly successfully, towards the West
German model®® In Asia, the Japanese model implanted under authoritarian systems
of governance (one of the hidden features of neo-liberalism more generally) in South
Korea, Taiwan and Singapore also proved viable and consistent with reasonable
equality of distribution. But in one respect the West German and the Japanese

A Johnson, MITT and the Japanese Mirack (Stanford: Stanford University Press, 1982).

25 Much of this was explored in the 1980s with the aid of “regulation theory” — see R. Boyer, La
Théorie de la Régulation: Une Analyse Critigue (Paris: La Découverte, 1986).

23




models were not successful: and this was from the standpoint of the restoration of
class power. The rapid increases in social inequality to be found in the UK and
particularly in the US during the 1980s were held in check elsewhere. If the project
was to restote class power to the top elites, then neo-liberalism was clearly the
answer. The question therefore arose of how to accomplish this on the world stage
when neo-liberalism was failing to stimulate real growth.

In this regard the accounts of Dumenil and Levy supplemented by those of
Brenner, Gowan and Pollin provide much of the necessary evidence.?s From these 1
distill three distinctive components. First, the turn to financialization that had begun
in the 1970s accelerated during the 1990s. Foreign direct investment and portfolio
investment rose rapidly throughout the capitalist world. Financial markets
experienced a powerful wave of innovation and became far more important
instruments of coordination. This undermined the close tie of exclusivity between
cotporations and the banks that had served the West Germans and the Japanese so
well during the 1980s. The Japanese economy went into a tail spin (led by a collapse
in land and property markets) and the banking sector was found to be in a parlous
state. The hasty re-unification of Germany created stresses and the technological
advantage that the Germans had earlier commanded dissipated, making it necessary
to challenge more deeply the social democratic tradition there. German resistance
remained strong and as late as 2004, residual battles were still being fought over
attempts to eliminate the social democratic achievements in realms such as state
pensions and free higher education. Secondly, the Wall Street/IMF/Treasury
complex that came to dominate economic policy in the Clinton years was not only
able to persuade, cajole and (thanks to structural adjustment programs) to coerce
developing countries into a neo-liberal path. The US also_used the carrot of
preferential access to the huge US consumer market to persuade many countries to
reform their economies along neo-liberal lines, most particularly in opening their
capital markets to the penetration of US finance capital. These policies produced a
rapid economic expansion in the US in the 1990s. The US looked as if it had the
answer and that its policies were worthy of emulation, even if the full employment
achieved entailed employment at relatively low rates of pay (the mass of the
population actually experienced very little improvement if not a net loss in well-being
during these years as Pollin shows?’). Flexibility in labor markets began to pay off for
the US and put competitive pressures on the more rigid systems that prevailed in
Europe and Japan. The real secret of US success, however, was that it was now able
to pump high rates of return into the country from its operations (both direct and

26 G. Duménil and D. Lévy, Ecomomic Marxiste du Capitalisme (Paris: La Découverte, 2003); R.
Brenner, The Boom and the Bubble: The US in the World Economy (London: Verso, 2002); Gowan, The
Global Gamble gp. at; R. Pollin, Contours of Descent (London: Verso, 2003).
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portfolio investments) in the rest of the world. It was this flow of tribute from the
rest of the world that founded much of the affluence achieved in the 1990s. Thirdly,

' the global diffusion of the new monetarist economic orthodoxy also exerted a

powerful ideological role. As early as 1982, Keynesian economics had been eradicated
from the cotridors of the IMF and the World Bank and by the end of the decade
most economics departments in the US research universities — and these helped train
most of the world’s economists — had fallen in line with broadly monetarist
arguments,

All of these strands came together in the fierce ideological offensive that produced
the so-called “Washington Consensus” of the mid 1990s.2% The effect was to define
the US and UK models of neo-liberalism as the answer to global problems and
thereby put considerable pressure even on Japan and Europe (to say nothing of the
rest of the world) to take the neo-liberal road. Ironically, it was Clinton and then Blair
who, from the center-left, did the most to consolidate the role of neo-liberalism both
at home and internationally. The formation of the WTO was the high point of
institutional reform on the world stage. Programmatically, the WTO set neo-liberal
standards and rules for interaction in the global economy. Its primary objective,
however, was to open up as much of the world as possible to unhindered capital flow
(though always with the caveat clause of protection of key “national interests™), for
this was the foundation of the capacity of the US financial power as well as that of
Europe and Japan, to exact tribute from the rest of the world.

This narrative sketch of the uneven geographical development of neo-liberalism
suggests that its 'i'rnplanta'giqn was as much an outcome of diversification, innovation
and competition (sometimes of the monopolistic sort) between national, regional and
in some instances even metropolitan models of governance and economic
development; rather than the imposition of some model orthodoxy by some
hegemonic power; such as the US. That this was the case can best be illustrated by a
brief examination of the strange case of China.

The strange case of China

In December 1978, faced with the dual difficulties of political uncertainty in the wake
of Mao’s death in 1976 and several years of economic stagnation, the Chinese
leadership under Deng Xiaoping announced a program of economic reform. This
coincided — and it is very hard to consider it as anything other than a conjunctural
accident of world-historical significance — with the turn to neo-liberal solutions in
Britain and the United States. The outcome has been a particular kind of neo-

28 B. Fine (ed.) Development Poliey in the Twenty-First Cm‘:.r&: Beyond the Post-Washington Consensus
(London: Routledge, 2001).

25




liberalism interdigitated with authoritarian centralized control. But for much of East
and SouthEast Asia — in South Korea, Taiwan and Singapore most noticeably — this
connection between dictatorial rule and neo-liberal economics had already been well-
established. As the formative case of Chile had early on demonstrated, dictatorship
and neo-liberalism were in no way incompatible with each other.

While egalitarianism as a long-term goal for China was not abandoned, Deng
argued that individual and local initiative had to be unleashed in order to increase
productivity and spark economic growth. The corollary, that certain levels of
inequality would inevitably arise, was well understood as somcﬂ:ung that wcmld need
to be tolerated. Under the slogan of xiaokang — the concept of an ideal society ty that
provides well for all its citizens — Deng focussed on “four modernizations” (in
agriculture, industry, education, and science and defense). The reforms strove to
bring market forces to bear internally within the Chinese economy. The idea was to
stimulate competition between state-owned firms and thereby spark, it was hoped,
innovation and growth. Market pricing was introduced but this was probably far less
significant than the rapid devolution of political-economic power to the regions and
to the localities. To supplement this effort, China was also to be opened up, albeit in
a very limited way and under strict State supervision, to foreign trade and foreign
investment, thus ending China’s isolation from the world market. One aim of this
opening to the outside was to procure technology transfers. The other was to gain
enough foreign reserves to buy in the necessary means to support a stronger internal
dynamic of economic growth.??

China’s extraordinary subsequent economic evolution would not have taken the
path and registered the achievements it did, had not the turn towards neo-liberal
policies on the world stage opened up a space for China’s tumultuous entry and
incorporation into the world market. China’s emergence as a global economic power

29 It is hard to keep up with the pace of change in China. Reports from the Asian Development
Bank, the Asian Monitor coupled with reports in the financial press allow some rough assessments
to be made. Si-ming Li and Wing-shing Tang, China's Regions, Polity, and Econonry: A Study of Spatial
Transformation in the Posi-Reformr Era (Hong Kong: The Chinese University Press, 2000); D. Hale
and L. Hale, “China Takes Off,” Foreign Affairs, 82 No.6 (2003) pp. 36-53. See H. McRae,
“Working for the Yangtze dollar,” The Independent Rewiew, November 18, 2003, pp. 2-3; K.
Bradsher, “Is China the next bubble?” New York Times, January 18, 2004, Section 3, 1 and 9; T.
Crampton, “Asia’s rally defies most expectations,” International Herald Tribune, January 21, p. 17; L.
Uchitelle, “When the Chinese consumer is king,” New York Times, December 14, 2003, Week in
Review, p. 5, K. Bradsher, “Consumerism grows in China, with Beijing’s blessing,” New York
Times, December 1, 2003, C15; K. Bradsher, “China’s Strange Hybrid Economy,” New York Times,
November 21, 2003, C5; J. Kahn, “China seen ready to conciliate U.S. on trade and jobs,” New
York Times, September 2, 2003, Al and C2; K. Bradsher, “Like Japan in the 1980, China Poses
Big Economic challenge,” New York Times, March 2, 2004, Al and C2; T. Fishman, “The Chinese
Century,” New York Times Magazine, July 4, 2004, pp. 24-51.
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must in part be considered, therefore, as an unintended consequence of the neo-
liberal turn in the advanced capitalist world.

~ To put it this way in no way diminishes the significance of the tortuous path of the
internal reform movement within China itself. For what the Chinese had to learn,
among many other things, was that the market can do very little to transform an
economy without a parallel shift in class relations, private property and all the other
institutional arrangements that typically found a thriving capitalist economy. The
evolution along this path was both slow and frequently marked by tensions and
crises. It became clear during the 1980s, for example, that most of China’s
phenomenal growth rate was being powered outside of the centralized state sector
rather than, as the Chinese had hoped, through a bureaucratically organized state
sector rendered more productive and competitive by the market reforms and a more
flexible approach to market pricing mechanisms. This was true even though the State
Owned Enterprises were much favored (partly through regulatory and political
controls but also by differential access to state regulated credit) over the numerous
local township and village enterprises that arose out of local initiatives as well as over
indigenous private capital. But if the dynamo of growth lay in the local or private
rather than in the central state sector, then sustaining growth demanded and
eventually required further decentralization and privatization. The parallel political
demand for liberalization that culminated in the spectacular repression of the student
movement in Tiananmen Square in 1989 signaled a tremendous tension in the
political realm that paralleled the economic pressure towards further liberalization.

The response to the events of 1989 was to initiate yet another wave of economic
reforms, several of which moved China closer to neo-liberal orthodoxy. Wang
summarizes these as follows:

monetary policy became a prime means of control; there was a significant readjustment in the
foreign currency exchange rate, moving towards a unified rate; exports and foreign trade
came to be managed by mechanisms of competition and assumption of responsibility for
profits or losses; the ‘dual track’ pricing system was reduced in scope; the Shanghai Pudong
developrr;g.nt zone was fully opened and the various regional development zones were all put
on track.

The first wave of foreign direct investment into China met, however, with very
mixed results. It was initially channeled into four special economic zones in southern
coastal regions (where proximity to Hong Kong was deemed to be helpful). These
zones “had the initial objective of producing goods for export to earn foreign
exchange. They also acted as social and economic laboratories where foreign
technologies and managerial skills could be observed. They offered a range of

30 Wang Hui, edited by T. Huters, China’s New Order: Society, Politics and Economy in Transition
(Cambridge, Mass.: Harvard Univessity Press, 2003) p- 66.
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inducements to foreign investors, including tax holidays, early remittances of profits
and better infrastructure facilities.” Subsequently the Chinese government designated
several “open coastal cities” as well as “open economic regions” for foreign
investment of any type. But initial attempts by foreign firms to colonize the internal
China markert in areas like automobiles and manufactured goods did not fare at all
well. Ford’s joint venture barely survived and General Motors failed in the early
1990s. The only sectors where clear successes were recorded in the eatly years were
in those industries oriented to exports of goods with high labor content. More than
two thirds of the foreign direct investment that came in during the early 1990s (and
an even greater percentage that survived) was organized by the overseas Chinese
(particularly operating out of Hong Kong but also from Taiwan). The weak legal
protections for capitalist enterprises put a premium on informal local relations and
trust networks that the overseas Chinese were in a privileged position to exploit.*!
The massive bankruptcies of the village and township enterprises in the
manufacturing sector in 1997-8, spilling over into many of the state-owned
enterprises in the main urban centers, proved a turning point. Pricing mechanisms
and competition then took over from the devolution of power from the central state
to regions, export zones and localities as the core process impelling the restructuring
of the economy. The effect was to severely damage if not destroy much of the state-
organized sector and create a vast wave of unemployment. Reports of considerable
labor unrest abounded and the Chinese Government was faced with the problem of
absorbing vast labor surpluses if it was to survive.’? Since 1998, the Chinese have
sought to confront this problem through debt-financed investments in huge mega-
projects to transform physical infrastructures. They are proposing a far more
ambitious project (costing at least $60 billion) than the already huge Three Gorges
Dam to divert water from the Yangtze to the Yellow River. Astonishing rates of
urbanization (no less than 42 cities have expanded beyond the one million population
mark since 1992) have entailed huge investments of fixed capital. New subway
systems and highways are being built in major cities, 8,500 miles of new railroads are
proposed to integrate the interior to the economically dynamic coastal zone,

31 Yasheng Huang, Foreign Direct Investment in China: An Asian Perspective (New York: Columbia
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New York Times, January 5, 2003, Section 3, 1 and 10.
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March 20, 2002, A4; E. Eckholm, “A Ming Town’s Sullen Peace Masks the Bitter Legacy of
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including a high-speed link between Shanghai and Beijing and a link into Tibet. The
Olympic_Games_is_prompting-heavy- investment (as”well as massive popuf-_
displacement) in Beijing. This effort is far larger in fots than that which the United
States undertook during the 1950s and 1960s in constructing the interstate highway
system and has the potential to absorb surpluses of capital for several years to come.
It is, however, deficit financed (in classic Keynesian style) and that entails high risks
since if the investments do not return their value to the accumulation process in due
course, then a fiscal crisis of the state will quickly engulf China with serious
consequences for economic development and social stability.

But the crisis of 1997-8 also opened the way for private (particularly foreign)
capital to take over bankrupt state enterprises without taking on any of their social
obligations (such as pension and welfare rights). The door now became wide open
for foreign capital, particularly from the rest of East and South East Asia but also
from the US and Europe, to restructure much of the Chinese manufacturing sector at
will under conditions of massive labor surpluses (nearly 50 million workers laid off
from the state sector during the 1990s and a growing mass of 150 million
unemployed rural workers to draw upon) and easy state-backed credit. By 2002, over
40 percent of China’s GDP was accounted for by foreign direct investment. China
had by then become the largest recipient of foreign direct investment in the
developing world (and was widely expected to assume second place in the world for
FDI after the US as early as 2004).* Multinationals interested in the China market
were now in a position to exploit it profitably. General Motors, for example, that had
lost on its failed venture in the early 1990s re-entered the market at the end of the
decade and was reporting far higher profits on its Chinese venture by 2003 compared
with its domestic US operations.?® Foreign investors, though still technically at a
disadvantage in relation to by then uncompetitive state enterprises, were, according
to many reports, actually advantaged relative to the indigenous private sector that still
suffered from significant exclusions and the hidden costs of corruption within the
state and state-dominated banking apparatus. This contributed to the dominant role
of foreign (including overseas Chinese) investment in manufacturing relative to
indigenous capital.

But the legal institutional basis of this giant movement remained uncertain.
lnformal land and property 1 markets had arisen particularly in peripheral urban areas.

33 . Kahn, “China Gambles on Big Projects for its Stability,” New York Tines, Jan 13, 2003, Al and
AB8; H. French, “New Boomtowns Change Path of China’s Growth,” New York Times, July 26,
2004, Al and AS8.

34 Congressional-Executive Commission on China, Statement of Yasheng Huang, “Ts China Playing
by the Rules? Free Trade, Fair Trade, and WTO Compliance,” September 24, 2003,
http:/ /www.cecc.gov/ pages/hearings /092403 /huang.php

* K. Bradsher, “GM to Speed Up Expansion in China,” New Yark Times, June 8, 2004, W1 and 8.

29




This was accompanied by powerful waves of primitive accumulation. Commune—
leaders, for example, frequently assumed de facto property rights to communal land
and assets in negotiations with foreign investors and these rights were later
confirmed as belonging to them as individuals, in effect enclosing the commons to
the benefit of the few and to the detriment of the mass of the population. In the
confusion of transition, writes Wang, “a significant amount of national property
‘legally’ and illegally was transferred to the personal economic advantage of a small
minority.”* Speculation in land and property markets, particularly in urban areas,
became rife even in the absence of clear systems of property rights. In 2004,
however, the rights of private property were formally enshrined in the Chinese
constitution, signaling a move towards the confirmation of informal institutional
arrangements for indigenous entrepreneurs more typical of a capitalist social order.
The admission of business entrepreneurs into the communist party set up the
possibility for the emergence of some kind of “public-private” governance system
that, as we have shown, is characteristic of neo-liberal states.

China has, in short, been experiencing a radical process of bourgeois and
capitalist-class formation (rather than a restoration of pre-existing class power as in
the US).*” Communism had never eradicated structural inequalities in the Chinese
economy of course. The differentiation between town and country was even written
into law. But under conditions of reform, writes Wang, “this structural inequality

quickly transformed itself into disparities in income among different classes, social
strata, and regions, leading rapidly to social polarization.”® China has also evolved
(rather as happened in the Reagan era in the U.S)) a very distinctive (and almost
certainly unstable) mix of Keynesian deficit-financing of infrastructural projects
under state direction and a more free-wheeling neo-liberalism of privatization and
consolidation of class power under authoritarian rule. The pressures and
opportunities that came with China opening up to foreign trade, capital inflows and
foreign influences undoubtedly played a critical role. And China’s accession to the
World Trade Organization in 2001 in principal binds it, after a period of transition, to
abide by neo-liberal rules on the world market. But the power of the state and of the
communist party (and their ability to engage with authoritarian practices at will) as
well as the peculiar conditions of the transition process make for some very
distinctive features to the Chinese case. It remains to be seen if the Chinese
configuraton will in turn exercise strong influences on the general path of capitalist
development by its sheer competitive power on the world stage. The explicit
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authoritarianism of the Chinese instance is particularly troubling in view of the more
covert anti-democratic tendencies unphcnt in neo-liberalism. It suggests that the turn
towards neo-conservatism, not only in the US but also in some European countries
(Traly stands out), may be a deepening of the antidemocratic tendencies within neo-
liberalism rather than a radical departure. And China’s competitive weight may add
momentum to this trend towards authoritarianism.

However, China is not alone as a potential competitor on the global stage, for the
class transformations occurring in Russia and India, just to cite two other examples,
may also exert influences well beyond their borders.”” And as new systems alliance,
such as that which formed between Brazil, India, China, South Africa and others at
the Cancun conference could well signal the _emergence of a completely different
power force in global polmcs just as important, if not potenmally more so, than the
alliance that-came together at Bandung in 1955 to create a bloc of non-aligned
countries in the midst of Cold War polarization. All of this shows, however, that we
‘are not confronting any SIMplE “export” of neo-liberalism from some_hegemonic
center. The development of neo-liberalism must be regarded as a decentered and
unstable evolutionary process characterized by uneven geographical developments
and strong competitive pressures between a variety of dynamic centers of political-
economic powet.,

Achievements: the resurgence of accumulation by dispossession

In what ways can it be said that the neo-liberal turn has resolved the problems of
flagging capital accumulation? Its actual record in stimulating economic growth is
nothing short of dismal. Aggregate growth rates stood at 3.5 percent or so in the
1960s and even during the troubled 1970s fell only to 2.4 percent. But the subsequent
global growth rates of 1.4 percent and 1.1 percent for the 1980s and 1990s (and a rate

 that barely touches 1 percent since 2000) indicate that neo-liberalism has broadly

failed to stimulate world-wide growth.*” Why, then, are so many persuaded that neo-
liberalism is the “only alternative” and that it has been so successful? Two reasons
stand out. First, the volatility of uneven geographical development has accelerated
permitting certain territories to advance spectacularly (at least for a time) at the
expense of others. If, for cxamplé_“tT'lE 1980s belonged largely to Japan, the Asian
“rigers” and West Germany, and if the 1990s belonged to the US and the UK, then

the fact that “success” was to be had somewhere obscured the fact that neo-
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