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Conservation as 

Economic Imperialism

Introduction
Protected areas (PAs) have historically been 
viewed as a desirable (and sometimes the 
only) way to engage in conservation of for-
ests and biodiversity. In 2010, the World 
Database on Protected Areas recorded 
nationally designated PAs of 17 million km2 
(or 12.7%) of the world’s terrestrial area, 
excluding Antarctica (including inland 
waters) around the world. A higher pro-
portion of total area of the ‘developing’ 
world (13.3%), is classified as PAs than the 
‘developed’ region (11.6%), with the Latin 
American region offering the highest level 
of ‘protection’ (20.4%) (Bertzky et al. 2012). 
Popular perception holds that PAs act as bul-
wark against over-extraction by capitalists as 
well as the local populace. 

Since European colonialism, however, 
the colonised and residents of dominated 
states, on the one hand, have been fighting 
against capitalist over-extraction (although 
this is not to suggest that they have not been 
incorporated into a consumer society). On 
the other hand, they have been resisting the 
imposition of conservation. Forest conser-
vation is viewed as yet another way to con-
trol nature and the labour of the dominated 
population. While conservation is desirable 
from an ecological perspective, the specific 
form and nature of conservation require 
attention because they can mask imperialist 
aspirations. Conservation under these cir-
cumstances would either provide a source of 
capital accumulation or safeguard imperial-
ist interests, but lead to what David Harvey 
refers to as accumulation-by-dispossession 
(Harvey 2003). The incorporation of conser-
vation into the imperialist project forms the 
basis of resistance against conservation by 
regulation as well as conservation through 
market forms. In the interests of brevity, the 
discussion will focus on the incorporation 
of forest conservation into imperialism. 

Fortress conservation
Early colonialism was characterised by eco-
logical imperialism (Crosby 1993) and highly 
intensive extraction of valuable minerals 
and biological matter (e.g. Clark and Foster 
2009) to profit the colonisers. This effected 

a change in land use across vast swathes of 
forestland to agricultural and mining pur-
poses. With increasing scarcity of raw mate-
rials affecting capitalist production, colonial 
governments adopted ‘scientific’ manage-
ment of forests that dictated land use and 
land management practices. In the US, while 
scientific management was adopted with a 
view to stemming unbridled laissez faire capi-
talism in the interests of enhanced efficiency 
(Guha and Gadgil, 1989), scientific manage-
ment in the colonies maintained its efficiency 
objective but, without a thriving capitalist sec-
tor, directed its ire toward the ‘natives’. Thus, 
indigenous (and in British India non-indigenous 
but local) populations, with their seem-
ingly bewildering and overlapping usufruct 
rights and incomprehensible use of forest 
land, were viewed as anathema to advancing 
planned use and were often removed through 
the threat or actual use of violence. Thus, the 
dominant policy was to engage in fortress 
conservation and the forcible expropriation of 
the forest commons from its inhabitants. 

For instance, the British in India enforced 
state monopoly by nationalising forests in 
the late 1800s. The main objective of the 
Indian Forest Act, 1865 and its subsequent 
amendment in 1878 was to establish PAs to 
secure a steady increase in timber production 
and silvicultural improvement. Forests were 
categorised according to their commercial 
value, and the degree to which local commu-
nities were excluded was determined accord-
ingly. Images of severe scarcity, famine and 
environmental annihilation were invoked by 
colonial foresters to justify the severe social 
and political costs of expropriating the com-
mons. Indian teak was used in building 
ships employed by the military in the Anglo-
French wars in the early 19th century (ibid.). 
Also, timber extraction for railway sleepers, 
required to build an extensive rail network in 
India, exhausted large swathes of forests in 
the country. The rail network transported raw 
materials needed by capitalists and the British 
state especially during the two world wars. 
Forests were thus transformed into instru-
ments of state power that allowed the imperi-
alists to discipline the local populations, and 
at the same time incorporate nature into the 
capitalist project and aid in war efforts.

The actions of the imperial state were 
consistent with seeking to resolve the crisis 
of capitalism. The resolution was through 
a piece of legislation but enforcement was 
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assumed through means of violence and 
conflict. However, ‘conservation’ was under-
taken not as a result of a crisis of over- 
accumulation, but a crisis in the availability of 
raw materials to fulfil the needs of the impe-
rial state (Magdoff 2003). Colonial poli-
cies formed the basis of post-Independence 
neo-Malthusian forest conservation policies 
in Asia and Africa (e.g. Fairhead and Leach 
2005).

Markets and forests
While post-Independence states were free 
of direct control, imperialist interests con-
tinue to influence their economic and for-
est policies. This influence was accentuated 
with the debt crises of the 1980s and 1990s. 
Due to the subsequent structural adjust-
ment programmes imposed by the IMF and 
World Bank, many economies (willingly or 
by force) liberalised their trade and invest-
ment regimes. Conservation policies were 
not immune to the tremendous impact of 
neo-liberalisation consequent to the interven-
tion of the international economic regime. 
There has been a change in economic ide-
ology, and discourses of the state and local 
communities. Despite the alleged progres-
sive agenda of community participation and 
a ‘bottom-up’ approach, the associated focus 
on decentralisation has opened the field for 
market-based forest conservation (McCarthy 
2005), and allowed international develop-
ment and conservation agencies direct access 
to their intended audience. In many coun-
tries, PAs are heavily financially dependent 
on international organisations. In 2003, only 
3 per cent of funds for PAs in Bolivia were 
supplied by the Bolivian state (La Prensa 2005 
cited in Boillat, et al. 2008). Furthermore, in 
many countries PAs are administered directly 
by international conservation NGOs (Boillat 
et al. 2008). This has not diminished the role 
of the state, which, with its monopoly on 
legalised violence and significant control on 
instruments of ideology, facilitates accumula-
tion by dispossession. 

Debt-for-nature swaps
The debt crises led to significant interven-
tion by the Paris Club, a group of 19 credi-
tor countries formed to resolve and manage 
international debt. The Paris Club includes 
debt swaps, including debt-for-nature swaps 
(DNSs), in its arsenal of debt management 

instruments. DNSs usually involve an interna-
tional agency that buys the debt of a ‘develop-
ing’ country in the secondary market. It then 
sells the discounted debt back to the debtor 
country for local currency. This money is 
used by a local government agency or envi-
ronmental group for use in an environmental 
programme agreed on by the agency buying 
the debt and the debtor country. In addition, 
swap agreements may also include the bank 
holding the debt. While the Paris Club has 
been forced to engage in debt forgiveness in 
some cases, its interventions have proved to 
be a boon for surplus capital (Harvey 2003). 
In 1987, the first DNS was agreed on between 
Conservation International, a US conservation 
group, and Bolivia. In exchange for the debt, 
Bolivia agreed to expand the 334,000 acre 
Beni Biosphere Reserve by 3.7 million acres. 
By 1993, conservation groups had raised $128 
million at a cost of $47 million for 31 environ-
mental projects primarily in Latin America 
and Africa (World Bank 1993 cited in Didia 
2001). 

DNS has been made possible by multiple 
actors – environmental NGOs, development 
agencies, and governments of the credi-
tor and debtor countries. It has also allowed 
for a reorganisation of internal social rela-
tions to accommodate the needs of interna-
tional capital looking for a spatio-temporal 
fix (Harvey 2003). For instance, the Canada/
Costa Rica DNS investment was signed in 
1995 and the conservation was to be over-
seen by the Costa Rican National Institute 
for Biodiversity (INBio), a Costa Rican NGO, 
and the Canadian Worldwide Wildlife Fund 
(WWF-C). It led to the creation of the Arenal 
project over an area of 250,561 hectares, of 
which 116,690 hectares were declared as 
PA; local inhabitants from 108 communities 
were expelled (Isla 2001). Conservation of 
trees on this land is sold as pollution credits 
to countries including Canada. Local inhab-
itants, previously engaged in subsistence 
production, are employed by INBio under 
the direction of the World Bank and are ‘ser-
vice providers’. The employed inhabitants 
produce inventories of local species which 
are used in bioprospecting for new pharma-
ceutical and agricultural products (ibid.). 
The Arenal project also promotes micro-
enterprises aimed at women’s participa-
tion in small-scale marketing of biodiversity 
financed by international funds at an interest 
rate of 20–30 per cent (ibid.). 
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As part of the Paris Club, the US has also 
played a significant role. The US Congress 
authorised three channels through which 
DNS was put into practice: (a) in 1989, 
the United States Agency for International 
Development (USAID; a federal government 
agency that disburses and administers for-
eign aid, and which reportedly has close ties 
to the CIA) was permitted to purchase com-
mercial debt of foreign countries as part of a 
DNS agreement; (b) DNS transactions were 
included as part of the Enterprise for the 
Americas Initiative (EAI), which promoted 
free-market reform (Bush 1990),  which 
restructured or sold Latin American debt 
equivalent to nearly $1 billion (of the total 
$1.8 billion) and generated $178 million in 
local currency for expenditure on environ-
mental and developmental projects (Sheikh 
2006); (c) an expansion of the EAI model 
resulted in the Tropical Forest Conservation 
Act (TFCA) to include tropical forests around 
the world, not just Latin America. Since 1998, 
this has led to the restructuring of loan worth 
$82.6 million and is expected to raise $136 
million in local currency for tropical forest 
conservation in the next 12–26 years (ibid.). 
Eligibility for DNS transactions under EAI 
and TFCA include multiple criteria includ-
ing co-operation with the US on drug con-
trol. Eligible countries are also required to 
undertake a structural adjustment loan or its 
equivalent from the IBRD (International Bank 
for Reconstruction and Development) or IDA 
(International Development Association), or 
an agreement with the IMF and to implement 
economic reforms to ensure an open invest-
ment regime (ibid.). 

As a debt-reduction instrument, DNS 
has not lived up to its promise (Didia 2001; 
Sheikh 2006). Nevertheless, advocates argue 
that it stimulates economic growth, interna-
tional trade, and foreign investment in erst-
while low-income countries. On the issue of 
conservation, advocates argue that it gener-
ates significant conservation funds, though 
there has not been much evidence to show 
that this actually reduces over-extraction or 
increases forest conservation (Sheikh 2006). 
DNS agreements have resulted in conflict 
in some cases, especially due to the role of 
international agencies. In the Beni Biosphere 
Reserve, for instance, one result of the DNS 
was the formation of the Central de Pueblos 
Indigenas del Bolivia. This organisation 
accused the DNS of contravening the claims 

of the indigenous people who had lived on the 
land for centuries. The DNS deal collapsed 
in 1990 after negotiations between the indig-
enous Chicame people and the Bolivian gov-
ernment (Hobbs 2012).  It was later revealed 
that government agencies involved in the 
negotiation received significant funding from 
concessionaire logging companies that would 
have potentially been affected by the Reserve 
(ibid). It nevertheless does not detract from 
the fact that indigenous communities would 
also have been subject to the exclusionary 
policy. 

PES, REDD+ and carbon sequestration
Following the failure of the Kyoto Protocol, 
consecutive rounds of the Conference of 
Parties (COP) negotiations under the UN 
Framework Climate Change Convention have 
failed to arrive at any agreement on the limits 
on carbon emissions for individual countries. 
However, there is considerable excitement at 
the prospect of creating carbon offsets that 
can be traded in the market. One mecha-
nism through which carbon offsets could be 
produced is carbon sequestration, presently 
referred to as REDD+ (reducing emissions 
from deforestation and forest degradation). 
It combines offsets with payment for envi-
ronmental services (PES), which compen-
sates those individuals who contribute labour 
to the provision of environmental services 
(WWF 2006). It is expected that providing a 
market for carbon offsets will compensate 
forest communities for conserving forests 
and thus provide an incentive to maintain or 
restore them (UN-REDD Programme 2010).

The conservation organisation WWF has 
recently undertaken to experiment with 
REDD+ projects by creating protected areas 
(PAs) in 15.5 million hectares of land spread 
across three key tropical forest regions. 
These include the Maï-Ndombe region of 
the Democratic Republic of Congo (DRC), 
the Kutai Barat District of East Kalimantan 
Province in Indonesia, and the Madre de Dios 
region of Peru; these constitute three of the 
five largest rainforest countries in the world. 
WWF’s report claims the use of participatory 
planning, recognition of customary rights, 
and community participation in decision 
making (WWF 2013). Including funds from 
recipient countries and the US (in the case 
of Indonesia), financing is expected through 
the Forest Carbon Partnership Facility, a 
World Bank programme created specially 
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to facilitate REDD+-type projects; and 
Forest Investment Program of the Climate 
Investment Funds, of which the World Bank 
is a Trustee and has fiduciary responsibilities. 
Funds from the Forest Investment Program 
are disbursed through multilateral develop-
ment banks such as the African Development 
Bank, Asian Development Bank, Inter-
American Development Bank, World Bank, 
and International Finance Corporation. The 
WWF report does not mention the amount of 
carbon credits or certified emissions reduc-
tions, possibly because currently there is no 
fully developed and stable carbon market.

Despite the enthusiasm for REDD+, not 
everyone is convinced of its desirability. 
Peru, one of the countries in which WWF has 
undertaken the project, had received $350 
million between 2008 and 2011 to implement 
REDD+ projects (Llanos and Feather 2011). A 
group of indigenous organisations affected by 
these projects released an analysis of REDD+ 
mechanism. One of the leaders of these 
organisations stated: 

We live here in the Peruvian Amazon where 
there is a new boom, a new fever just like 
for rubber and oil but this time for car-
bon and REDD. The companies, NGOs 
and brokers are breeding, desperate for 
that magic thing, the signature of the vil-
lage chief on the piece of paper about 
carbon credits, something that the com-
munity doesn’t understand well but in 
doing so the middle-man hopes to earn 
huge profits on the back of our forests and 
our ways of life but providing few ben-
efits for communities. We denounce this 
‘carbon piracy’ that is one side of the reality 
of REDD in the Peruvian Amazon. The 
other side is the big programs of the envi-
ronmental NGOs, the World Bank, the IDB 
and the government who promise to act 
with transparency and respect our collec-
tive rights but will this include the respect 
of our ancestral territories and self deter-
mination? The safeguards and guidelines 
of the big projects always say that they 
will respect our rights but the reality is 
always different. (Alberto Pizango Chota, 
President of the Interethnic Association for 
the Development of the Peruvian Amazon 
(AIDESEP) in Llanos and Feather 2011)

The report notes that more than 10 mil-
lion hectares have been handed out to various 

timber, tourism, REDD+ and conservation 
projects to the detriment of indigenous com-
munities. Notwithstanding criticism of the 
implementation of REDD+ projects and car-
bon offsets, the report also discusses the 
pressure put on indigenous communities 
to waive their rights to land on highly unfa-
vourable terms; contracts are complex and 
rendered in English to an illiterate, Spanish-
speaking audience. Thus, the situation is set 
up to facilitate land grabs. The report further 
claims that REDD+ proponents have been 
manipulating the representation of costs 
and benefits, and that there is usually either 
no community consultation or that they are 
held only after the projects have been put in 
place (ibid.). Many REDD+ and REDD+-type 
projects have experienced land grabs, vio-
lent expropriation, human rights violations 
and militarisation; for instance, Papua New 
Guinea’s indigenous leader was reportedly 
forced to abdicate carbon rights of his tribe’s 
forest at gunpoint (Bond 2012). 

Payment for environmental services, which 
forms the basis of REDD+ projects, requires 
monetising the value of nature and commodi-
fying it for market exchange. The benefits 
of these projects to global capital are mani-
fold. The imposition and rationalisation of 
property rights, whether vested in the indi-
vidual or community, provides a lien on the 
extraction of further surplus value. It could 
be used as collateral to incur debt (Mandel 
et al. 2009; Sullivan 2013) and it could lead to 
real-estate appreciation. Similar conservation 
projects around the world could potentially 
absorb surplus capital and hence represent 
capitalised surplus value, which would be 
incorporated into the reproduction of global 
capitalism (see Harvey 2003; Kemp, 1967). 
According to a WWF report, while REDD+ 
projects only amassed $7.2 billion in actual 
or pledged funds by 2010, forest conserva-
tion could potentially tap into a $100 trillion 
bond market (Cranford et al. 2011). The actual 
impacts on sustaining nature and poverty 
alleviation, the stated objectives of REDD+, 
may be beside the point. 

This explains the enthusiasm for REDD+ 
even though climate negotiations have been 
a failure (ibid.). The World Bank has conse-
quently taken the lead in its implementation 
well before a global agreement about its use 
and framework has been reached. In addi-
tion, unlike previous fortress conservation 
projects, it is expected that there will be less 
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opposition to conservation efforts even if it is 
not always clear what the benefits are for the 
local populace. In cases when local commu-
nities are resistant to such projects, the state 
steps in and uses a combination of physical or 
psychological violence, regulation, or dangles 
the possibility of higher market income. 

Conservation as imperialism
Control of raw materials has been cited as 
one of the motivating factors propelling the 
control of distant territories (Luxemburg, 
1913/2003; Magdoff 2003). In contemporary 
times, however, imperialism has been mani-
fested not through direct control of territories 
but through indirect control, influence of eco-
nomic policies, and international relations. 
Capitalist businesses inherently attempt to 
manage risks through the control of raw 
materials among other factors, to influence 
not only the profit rate but also manage capi-
tal investment and competitive pressures 
(Magdoff 2003). This increases monopoly 
power that serves as a barrier to entry, and 
controls costs. Given capitalism’s pen-
chant for continuous expansion and growth, 
O’Connor (1998) argues in a Luxemburgian 
vein that capitalist expansion necessarily 
requires the degradation of the very condi-
tions necessary for its survival, and that con-
servation would be viewed merely as costs 
for capitalism. While important in highlight-
ing the limits to unfettered capitalist growth, 
O’Connor’s analysis falls short in under-
standing the dynamic nature of capitalism. 

Capitalism benefits not only from the cur-
rent extraction of raw materials from nature, 
but also requires its maintenance for future 
extraction. Further, under incomplete sub-
stitutability between human-made goods 
and services and those provided by nature, 
capitalist production depends on what the 
Millennium Ecosystem Assessment (2005) 
refers to as the provisioning services of 
nature. O’Connor’s (1998) analysis ignores 
the profit-making possibilities of environ-
mental degradation (see Burkett 2005). 
Rather than be constrained by environmen-
tal degradation, the economic system has 
developed a number of solutions to the envi-
ronmental problem such as free-market envi-
ronmentalism evident in the rise of ‘green’ 
products in the market; cut-and-run envi-
ronmental frontier approach, which is made 
possible due to high spatial displacement of 
capital and an approach often associated with 

international mining companies; regulation 
of consumption of nature and environment; 
and co-opting community management in 
market endeavours; or some combination of 
the above. These responses are rooted within 
the fundamentals of imperialism, though the 
form of these responses is influenced by his-
torical, geographical, socioeconomic, and 
cultural factors; thus necessitating the combi-
nation of solutions to tackle the problem, and 
at the same time sharpening contradictions. 

(Biel 2012). These contradictions lie beyond 
the scope of this essay.

Harvey (2003) argues that if global capital 
is in surplus and seeks to be valorised, owing 
to uneven development, it can undertake 
geographical expansion, spatial reorganisa-
tion, and temporal displacement. This, he 
argues, explains the absorption of surplus 
capital into physical infrastructure that has 
use value and may also lead to appreciation 
of land value. The same argument could also 
be employed to explain the increasing attrac-
tion of forest conservation projects to finance 
capital (see Sullivan 2013). The most valuable 
forests have significant present and future 
use value. These long-term conservation 
projects also constitute temporal displace-
ment as the value is realised for profit in the 
future through the employment of financial 
instruments. Further, these forests tend to be 
located in areas of low economic development 
and are often inhabited by indigenous people 
or the most marginalised section of soci-
ety. Due to the current and future productive 
and consumptive possibilities, these forest 
conservation projects, whether voluntary or 
established by force, thus also become sites 
of asymmetric power and wealth, and unequal 
exchange.

While the imperial strategy has involved 
the use of some force in setting up and imple-
menting forest conservation projects, this is 
not always necessary. The state may partici-
pate in the setting-up of institutions and the 
crafting of domestic and international regu-
lation and treaties, as in the case of climate 
change agreements (or non-agreements). It 
may use the threat of economic fallouts and 
sanctions, as in the case of DNS. This draws 
our attention to institutions that govern the 
global circuit of capital, and the unequal 
exchange that displaces the burden of envi-
ronmental contamination as well as envi-
ronmental conservation to the Third World 
(Clark and Bellamy-Foster 2009; Sutcliffe 
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1999). For instance, poorer countries are the 
recipients of both e-waste and funds to reduce 
carbon and conserve forests (Bond 2012). 
This is not a contradiction for, as Sutcliffe 
(1999) argues, despite the existence of eco-
logical limits, the ‘privileged can afford to 
overpollute because the underprivileged are 
underpolluting’. Conserving forests in poorer 
countries using ‘innovative’ mechanisms 
such as PES and REDD+ displaces the burden 
of consumption reduction on those who are 
already underconsuming, so that industrial 
and post-industrial countries need only mar-
ginally deviate from their high consumption 
path. 

The intervention of imperialist states and 
international development and conservation 
agencies in forest conservation is reminis-
cent of a desire for reintroducing what Max 
Booth, an editor of the Wall Street Journal and 
an advocate of US imperialism against terror-
ism, described as ‘enlightened foreign admin-
istration once provided by self-confident 
Englishmen in jodhpurs and pith helmets’ 
(Max Booth quoted in Harvey 2003). If and 
when a global agreement on the combina-
tion of state intervention and market instru-
ments to tackle the problem of environmental 
conservation is reached, control of nature is 
likely to lead to monopolies. It would then be 
appropriate to invoke Lenin: 

Production becomes social, but appropria-
tion remains private. The social means of 
production remain the private property of 
a few. The general framework of formally 
recognised free competition remains, 
and the yoke of a few monopolists on the 
rest of the population becomes a hundred 
times heavier, more burdensome and 
intolerable. (Lenin 1916 /1963: 205)

Resistance against certain forms of nature 
conservation as well as opposition against 
environmental degradation thus assume rel-
evance; they becomes sites of anti-imperialist 
struggle.

Sirisha Naidu
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Debt Crisis in Africa 

and Imperialism

Introduction
George (2000) criticises imperialism and the 
debt crisis with regard to Africa’s increas-
ing poverty and misery. The impact is felt in 
all aspects of people’s lives, from health to 
environmental degradation. This essay starts 
from the premise that the concept of imperi-
alism encompasses different meanings to the 
extent that one needs to clarify it before using 
it in a discussion. It argues that not only does 
the term ‘imperialism’ have a long history, but 
there are various conceptualisations of what it 
entails, including its impact on Africa (Abu-
Lughod 2000). 

The discussion will also show that there 
are contesting views about the nature and 
impact of the debt crisis in Africa and how to 
reduce it. In this context, ‘debt crisis’ will be 
used as a general term for the proliferation of 
massive public debt relative to tax revenues. 
It has been mostly used in reference to Latin 
American countries during the 1980s, and the 
US and European Union since the mid-2000s 
(Farah and Masongo 2011; Kang 2000).

Concerning different views of imperialism, 
some relate it to a process of capital export 
from developed capitalist economies to the 
developing regions, including Africa. Others 
address it in the context of the economic 
dominance by the world’s capitalist centres 
in North America and Western Europe of the 
world’s post-colonial regions. This involves 
the exploitative effects of transnational cor-
porations,  their technological dominance of 
developing regions, and unequal exchange 
in trade (Aglietta 1982; George 2000). In the 
context of this conceptualization, inequities 
between states, and within the interstate sys-
tem, create opportunities for these centres 



 Debt Crisis in Africa and Imperialism  983

of world capitalism to exploit peripheral 
regions. Ravenhill (2001) looks at imperi-
alism as the predominance of the US and 
Western European countries, including their 
militarised threats towards the develop-
ing regions of the world since 1945. These 
hegemonic processes and mechanisms char-
acterising imperialism could be categorised 
as ‘expansive’, on the side of the dominant 
powers, and a state of ‘dependency’ for the 
developing regions. 

In this essay, imperialism is viewed as the 
stage, mechanisms, and processes of interna-
tional capitalism characterised by monopoly 
corporations and the compulsion to export 
capital abroad, especially to the developing 
regions of the world (including Africa) for 
higher profits. These transnational corpora-
tions are supported and protected by their 
respective governments. The essay uses an 
analysis of secondary sources to interrogate 
imperialism and the debt crisis in Africa, 
which is one of the regions in the world most 
affected by them.

Imperialism and Africa’s 
contemporary global political 
economy 
Some scholars such as Asher (2001), George 
(2003), and Hussain and Oshikoya (2002) 
have argued that in order to show the rel-
evance of imperialism to Africa’s contempo-
rary global situation, especially its debt crisis, 
one has to examine imperialism beyond the 
categories outlined above; that is, contem-
porary imperialism should be looked at as an 
integral part of the global political economy 
of capitalism. Ruppert and Smith (2002) sum-
marise the characteristics of contemporary 
imperialism as the:

• relentless expansion of capitalism as a 
socioeconomic system on a global scale;

• undoubtedly competitive, expansionist, 
and warlike character of the developed 
capitalist states (US and other Western 
powers);

• unequal nature of capitalist expansion, and 
the reproduction on a global scale of socio-
economic inequalities and poverty;

• creation on a global scale of structures 
of inequality of power and wealth not 
only in the economic sphere, but also 
the social, political, legal, and cultural 
ones;

• generation, through the very process of 
capitalist expansion, of movements of 
resistance, of anti-imperialism.

In addition to the above features of contempo-
rary imperialism, the transplanted structures 
of imperialism through its various forms, 
including colonialism, have created their own 
seedlings in Africa to perpetuate exploitation 
through a rapidly growing, and often rapa-
cious, economic and political elite character-
ised by greed and graft (George 2000). 

In his discussion of the new forms of accu-
mulation within the context of Africa and 
the global political economy, Simon (2000) 
indicates that using the conceptualisation 
of imperialism as discussed above does not 
reduce Africa to a passive recipient of global 
capitalist intervention. New forms of accu-
mulation emerge within Africa, products of 
social relations in specific places and their 
articulation to broader networks of trade 
and production. There are also complexi-
ties to the interplay between state power 
and private economic power, an interplay 
that is changing its patterns in response to 
both external forces and popular movements 
(Randriamarao 2003). Meanwhile, exter-
nal forces are themselves in a state of flux as 
there is a complex set of relations between the 
imperialist states and their transnational cor-
porations. Furthermore, the financial flows 
into Africa promote investment by ‘home’ 
companies which themselves become sites of 
contestation as new forms of accumulation 
are infused with new forms of inequality and 
social differentiation (George 2003).

Africa and the debt crisis
The International Monetary Fund (IMF) indi-
cated that the cash-strapped Zimbabwe could 
only get new financial aid if its old debts were 
serviced. The country is faced with a debt 
amounting to over US$10 billion and has 
US$142 million in arrears. Zimbabwe is seek-
ing the cancellation of debt from its interna-
tional creditors in order to relieve itself of the 
burden of servicing loans so that the money 
may be used for economic recovery and devel-
opment. Foreign investment in Zimbabwe 
had more than halved in 2010, and its indus-
tries were either operating below capacity or 
shutting down (Woods 2012).

Mistry (1988) states that, a century ago, 
Africa was conquered and plundered by 
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European powers because they had far supe-
rior technology. However, to date the con-
tinent is still being exploited by the same 
Western powers because they possess not 
only advanced weapons but financial capital. 
Robin (2008) defines financial imperialism as 
the system and process through which inter-
national capital dominated by Western pow-
ers exercises authoritarian control over the 
economies of the developing world, including 
Africa. Matthews (2004) reveals a paradoxical 
situation whereby Africa is spectacularly rich, 
yet the natural resources benefit other regions 
of the world. Cline (2002) indicates that the 
Western capitalist powers use debt as a tool 
for exploiting Africa and the rest of the devel-
oping world. The use of debt to exploit Africa 
ensures that funds generated in these poor 
countries are diverted from their developmen-
tal investment strategies towards interest pay-
ments into imperialist banks. 

The Western powers use financial insti-
tutions such as the International Monetary 
Fund (IMF) and the World Bank to put African 
economies, governments, companies, and 
households into debt, by sucking their 
incomes as debt interest payments. Indebting 
African governments allows creditors an 
instrument with which to take ownership and 
control of land, public infrastructure, and 
other property in the public domain. Edwards 
(2003) looks at the nature of debt historically 
by arguing that although the concept and 
practice of debt have been there for centu-
ries, the contemporary debt crisis in Africa is 
controlled by a dictatorship of international 
private capital led by a consortium of impe-
rialist banks in pursuit of profit without care 
for human suffering (George 2003).

However, Hussain and Oshikoya (2002) 
argue that debt is not the only way in which 
the capitalist countries keep Africa and other 
poor regions of the world underdeveloped 
and deindustrialised. The main weapon 
financial imperialism uses is the promotion 
of neo-liberal economic policies through 
Western institutions such as the IMF and 
World Bank, as well as through African pup-
pet neo-liberal political parties and elites.

Neo-liberalism and Africa’s 
underdevelopment
Hill (2002) considers neo-liberalism to be the 
greatest cancer spreading across the African 
continent. Neo-liberalism is the promotion 

of a combination of counter-developmental 
economic policies (such as privatisation, aus-
terity, and structural adjustment) that put the 
interests of foreign capital over local labour 
and the African masses.

Through debt and neo-liberalism, the IMF 
and World Bank exert de-facto control over 
the African economies, determining macro-
economic policies and national budgets. The 
indebted African state is thus left with only its 
judicial functions; that is, the maintenance of 
internal public order (Isard 2005). 

Farah and Masongo (2011) indicate that 
financial imperialism ensures Africa cheaply 
exports raw materials such as minerals, and 
cash crops such as coffee, sisal, oil, tea, and 
so forth, and buys them back expensively as 
industrial products. This situation creates a 
great problem for Africa, but an opportunity 
as well. It is a problem because those capital-
ist countries and their transnational corpora-
tions constitute power without responsibility, 
and for the suffering African masses it means 
exploitation without justice. It creates an 
opportunity for Africa by creating awareness 
of the necessity not only to control its raw 
materials but also to build the processing 
capacity of these raw resources which would 
allow them to be exported as finished prod-
ucts with additional value (George 2000). The 
following section looks at some of the causes 
of the debt crisis in Africa.

The causes of debt in Africa
George (2003) demonstrates that with the 
loss of their African colonial territories 
after the Second World War, the Western 
European powers’ direct military adminis-
tration and control of these territories was 
replaced with economic control and domi-
nation, which was greater in effect than it 
had been in the past. The nascent capital-
ist class in the ex-colonial countries was far 
too weak to develop the economies of their 
countries without profound dependence 
on the rich imperialist states and transna-
tional corporations. For instance, in 1960, 
the former colonial powers imposed a sum 
of US$59 billion in external public debt on 
the newly independent states with an inter-
est rate of 14 per cent. This was designed to 
maintain these newly liberated states in per-
petual poverty and debt, and keep them ser-
vile to their former colonial masters among 
the industrialist Western capitalist countries. 
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Imperialism merely changed its exploitative 
tactics. In 2006, the developing countries, 
including those of Africa, paid almost £540 
million interest on their debt every day to the 
Western banks, governments and financial 
institutions. This puts the poor developing 
countries, especially those in Africa, at the 
mercy of the imperialist powers. The poor 
masses in these countries stay in a perpetual 
state of poverty, and remain a massive reserve 
of cheap resources and labour for imperialist 
exploitation (Robin 2008).

The energy crisis in the 1970s and subse-
quent rise in inflation levels led many Western 
capitalist institutions to lend increasing 
amounts of money to the poorer ex-colonial 
countries. However, that money, which was 
to be used for economic development and 
the improvement of living standards, was 
generally spent on arms. There was massive 
corruption and generally large sums ended 
up in the Swiss bank accounts of Western-
supported dictators such as Mobutu of the 
then Zaire. Interest rates rose sharply in the 
1980s, resulting in more and more money 
being spent to pay off interest on loan repay-
ments rather than the principal amount. For 
example, the money borrowed by Nigeria 
under President Obasanjo of Nigeria in the 
1980s was around $5 billion. The country paid 
about $16 billion and yet it owed the Western 
financial institutions around $28 billion due 
to foreign creditors’ interest rates. 

The indebted ex-colonial countries have to 
repay these loans in hard currency, such as 
Euros, US dollars, or the Japanese Yen, which 
do not fluctuate much in value. Debt crises 
often occur because of the devaluation of a 
given developing country’s currency; that is, 
the amount needed to be paid back rises. The 
indebted countries must generate the foreign 
exchange in hard currency, which is gener-
ally done through exports whose value keep 
on falling in the world market dominated by 
the same Western imperialist countries and 
their financial institutions. Therefore, to pay 
interest on their debts, the African countries 
have to export more. Most of them depend on 
just two or three export crops; that is, miner-
als or agricultural products whose prices keep 
on falling in the world market (Farah and 
Masongo 2011). 

Falling export prices for these raw materi-
als means that it becomes increasingly dif-
ficult for indebted countries to pay off the 
interest on the loans, let alone the principal 

sums. As a result, more and more countries 
refinance their loans by taking out new loans 
to cover the old ones, and sink further and 
further into debt. 

In her discussion on the impact of drought 
on the debt crisis in Africa, George (2003) indi-
cates that the situation was worsened by a pro-
longed and devastating drought in the 1980s 
which severely impaired Africa’s agricultural 
production and exports, hence the financial 
structure of the continent’s fragile economies. 
Furthermore, protectionism in the world’s 
markets for agricultural products and low-
technology manufactures makes it difficult 
for African countries to diversify and increase 
exports to hard currency markets. This also 
limits their ability to escape the debt trap. 

Edwards (2003) reveals that in the 1990s the 
Western imperialist countries and their finan-
cial institutions such as the World Bank and 
IMF set up the Heavily In-Debt Poor Countries 
(HIPC) initiative to assist the most indebted 
countries handle their increasing debt pay-
ments. The debt of the HIPC countries was, 
on average, more than four times their annual 
export earnings, and 120 per cent of GNP. 

In order to force the African countries to 
pay back their debts to the imperialist banks, 
the World Bank and the IMF imposed so-
called Structural Adjustment Programmes 
(SAPs) on African countries. These SAPs 
involved cutting welfare expenditure, priva-
tisation, and increasing exports to cover debt 
servicing. The exports are mostly primary 
commodities such as mineral and agricul-
tural products whose prices have been falling 
since the 1980s, whilst the cost of imports has 
continued to rise. This has caused a sharp 
decline in Africa’s terms of trade, as the pur-
chasing power of Africa’s exports has been 
falling since the early 1980s. This is in spite 
of an increase in the volume of exports. For 
instance, the collapse of the International 
Coffee Agreement in 1989 meant that cocoa 
prices continued to fall, costing Africa sub-
stantial amounts of money for development 
(Woods 2001). 

Matthews (2004) elaborates that when 
a country is in danger of defaulting on its 
debt, the IMF usually intervenes with these 
SAPs. The packages are not meant to cancel 
the debt of these countries, or even signifi-
cantly reduce it. They are designed to ease 
debt figures down to a level where they will 
be ‘sustainable’. This means severe cuts to 
social spending, so that more money can 
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be spent on debt repayment. This type of 
financial arrangement does not assist the 
indebted country. It only helps the capital-
ist countries and their financial institutions 
by ensuring that they receive payments on 
their loans. Africa’s debt in 2006 amounted 
to about US$600 billion. This was equivalent 
to almost three times its annual export earn-
ings. Africa’s debt has become one of the 
most crucial factors constraining the conti-
nent’s socioeconomic development (African 
Development Report 2006).

The impact of debt on Africa
An analysis of literature sources shows that 
the debt crisis has had devastating effects on 
Africa’s development as will be discussed below.

Unsustainable sacrifice
Substantial resources flow out of Africa as 
the continent struggles to service debt ratios 
averaging more than 40 per cent. Despite the 
principal loan amount being smaller than 
those of other regions such as Latin America, 
Africa has a severe lack of foreign exchange 
resources for its developmental needs. The 
outflow is financed by drastic cuts in imports, 
in some cases amounting to more than 50 
per cent (Isard 2005). This strangles imports 
which are so crucial for African economies. 

This essay contends that Africa’s attempt 
to service the debt and meet repayment 
schedules amounts to a sacrifice which 
most African countries are unable to sus-
tain because directly or indirectly it can lead 
to a reversal in the decline of mortality rates. 
The United Nations Children’s Fund (2005) 
blames the debt crisis for  an increase in 
deaths of hundreds of thousands of children 
in some African countries. Average incomes 
have fallen by more than a quarter since the 
1970s. The number of people living below the 
poverty line rose from 220 million to over 400 
million in 2008 (Woods 2012).

Wasted expertise
This essay agrees with the view that the con-
tinuous monitoring of the debt situation, 
including negotiations and so forth, takes up 
a lot of time for the few African experts avail-
able in their respective countries. These same 
experts are also expected to handle economic 
and financial matters for development poli-
cies and programmes. While it is difficult to 
quantify the loss these countries are incurring 

through having their experts ‘tied down’ to 
the debt crisis and related matters, the loss is 
substantial (Ndegwa 1990).

Divided not collective responses
Cline (2002) shows that the case-by-case 
approach followed by Western creditor insti-
tutions such as the World Bank and the 
International Monetary Fund undermines 
Africa’s co-operative efforts against financial 
imperialism. The African countries are com-
pelled by the Western capitalist countries and 
their financial institutions to develop policies 
and programmes in the context of individual 
national economies. The approach provides 
no opportunities for the indebted African 
countries to plan new recovery and develop-
ment initiatives together. This co-operation 
could, through collective self-reliance in 
areas such as food security, minimise Africa’s 
dependence of foreign sources. 

Loss of independence
The detailed and continuous negotiations with 
creditors, involving close scrutiny of  individual 
African countries’ economic and social poli-
cies, undermines those countries’ independ-
ence. The debt crisis is used by some creditors 
to impose their political and economic influ-
ence on Africa as a continent. Loss of that inde-
pendence in deciding on their own economic, 
political, and social policies amounts to a 
recolonisation, with all its undesirable implica-
tions and consequences (George 2003).

Economic performance 
This essay notes that although there are other 
factors contributing to the poor performance 
of African economies (including adverse 
weather conditions, collapse of export earn-
ings, social/political conflicts, economic 
mismanagement, etc.), the debt problem is 
also a direct and indirect contributing fac-
tor. This is related to the reduction in the vol-
ume of imports in order to service the debt. 
The number of African countries recording 
GDP growth rates below 3 per cent (i.e. a rate 
below the average population growth rate of 
3.2%) has been increasing since the 1980s 
(Matthews 2004).

Randriamarao (2003) indicates that there 
is a strong association between debt cri-
sis accelerating urban unemployment in 
Africa. In most African countries, the indus-
trial and commercial activities are located in 
urban areas. Therefore, when these countries 
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implement the stringent financial measures 
dictated by imperialist financial institu-
tions (involving reduction of food subsidies, 
bank credit, public expenditure, and in some 
cases laying-off civil servants), the adverse 
effects on urban employment are substan-
tial. Furthermore, the scarcity of foreign 
exchange also constrains economic expan-
sion through shortages of raw materials and 
spare parts, thereby leading to job losses for 
workers in the private sector. When such 
developments are accompanied by consumer 
price increases, they create social and politi-
cal tensions which further undermine invest-
ment. Real wages have fallen in most African 
countries by 60 per cent since the 1980s. 
However, this essay argues that the high lev-
els of unemployment become counter-pro-
ductive because they result in fewer taxpayers 
contributing to government revenue.

Health
The poor health of most Africans is stag-
gering. Infant mortality rates are 50 times 
higher than in the imperialist nations. An 
estimated 6 million children under the age 
of five die from malnutrition each year. 
Another 30 million are underweight. About 
20 per cent of the population is anaemic. 
African women are 50 times more likely to 
die during childbirth than women in impe-
rialist nations. In the 1990s, two-thirds of 
African governments were spending less 
on health per capita than they were in the 
1980s. In Zimbabwe, spending per head 
on healthcare has fallen by a third since 
the 1990s when the Structural Adjustment 
Programme was introduced. In Uganda, 
US$4 per person is spent on healthcare 
(2014), compared with US$14 per person on 
debt repayment (United Nations Economic 
Commission for Africa 2012). Diseases 
considered to be eradicated (including yel-
low fever, yaws, etc.) are emerging again in 
some African countries due to a decline of 
treatment and vaccination coverage. West 
Africa is currently struggling with the Ebola 
epidemic and depends on Western powers 
and their financial institutions to deal with 
the crisis.

Education
African people’s education is also affected by 
the debt crisis. For instance, the Jubilee Debt 
Campaign in 2007 showed that primary-
school enrolment in some heavily indebted 

African countries fell from an average of 78 
per cent in the 1970s to below 50 per cent 
in the 2000s. Less than a third of all chil-
dren attend secondary education. For exam-
ple, the situation in Tanzania – which was 
hailed for its universal primary education 
in the 1970s – has changed since the intro-
duction of school fees in the 1980s as part 
of the Structural Adjustment Programme. 
Primary and secondary-school enrolment in 
the country has dropped significantly. Fewer 
parents can afford to send their children to 
school.

Food self-sufficiency
One of the major effects of the debt crisis is 
that as Africa has become less and less self-
sufficient in food, it has become a dump-
ing ground for heavily subsidised European 
Union (EU) and US agricultural exports. 
For example, in Burkina Faso, EU grain is 
sold for $60 a ton, about a third lower than 
locally produced equivalents; this low price 
being guaranteed by a Common Agricultural 
Policy subsidy of $100 per ton. Likewise, the 
EU exported 54,000 tons of subsidised maize 
to Zimbabwe, which then had to sell its own 
stockpile under World Bank advice at a huge 
loss, leaving it without any strategic food sup-
plies when it was hit by the 1992 drought. 
Whilst the EU and the US spend over $20bn 
annually on subsidising agricultural over-
production and export subsidies, the net 
effect on Africa is to undermine local agri-
culture, increase unemployment and increase 
dependence on food imports. Meanwhile, the 
environment becomes ever more degraded, 
mainly because of the increasing use of 
cash crops as a means of generating export 
income. Fragile grasslands and forests have 
been turned over to the growth of timber and 
cocoa, forcing nomadic herders onto poorer 
grasslands which have suffered intensified 
erosion. The result is increasing desertifica-
tion, further reducing any chance of agricul-
tural self-sufficiency (George 2003).

The way forward 
There are divergent views on solving the debt 
situation in Africa. Some argue that the debt 
should be cancelled and then everything 
would be fine; African countries would be 
able to lift themselves out of poverty and mis-
ery (Aglietta 1982). Asher (2001), on the other 
hand, argues that cancelling the debt would 
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solve the situation as the problem for Africa 
is not just about how much debt is cancelled, 
or the percentage this debt would represent 
in terms of total world debt. On the contrary, 
even though these countries might then be 
able to spend more money on health, edu-
cation, and other social programmes, they 
would again sink into debt. The African rul-
ing elites are far too weak to develop their 
countries on their own. Most of the com-
panies that operate in Africa or from whom 
African countries buy products for their vari-
ous developmental needs (health, education, 
agriculture, mining, etc.) are from the impe-
rialist countries. The profits created in Africa 
do not remain there but return to the banks of 
the imperialist countries (George 2000). 

George (2003) adds that it is also in the 
interests of the imperialist financial institu-
tions to continue this parasitic relationship 
and keep the ex-colonial world in perpetual 
debt. They lend the money and, in return, in 
the form of interest payments, make billions 
on their investment. Moreover, cancelling the 
debt is not going to cause capitalism to col-
lapse, or cause it to seriously reform itself. 
The developing world’s debt is essential for 
the continuation of international capitalism. It 
provides the imperialists with cheap resources 
and labour. The debt crisis also demon-
strates that one cannot tinker with capitalism 
because as long as the means of production 
remain in the private hands of the capitalists, 
there will always be poverty and the ex-colo-
nies will remain impoverished and indebted 
(Aglietta 1982). Others argue that not only 
must the debt of the developing world be 
annulled, but the major financial institutions 
of these countries must be nationalised and 
put under the democratic control of the work-
ing class, creating a harmonious plan of pro-
duction (Callinicos and Rogers 1980). 

However, this essay subscribes to the view 
that in considering future policy, African 
countries need to concentrate on those areas 
of critical importance where concrete action 
can be achieved. They should keep in mind 
that their situation in dealing with the impe-
rialist financial creditors is different from that 
of Latin American debtor countries. The latter 
have bigger debts which enable them to get 
the attention of the creditors. They cannot be 
ignored because default on their part could 
have serious consequences for the imperial-
ist financial institutions. Latin America is 
also a major market for some of the Western 

imperialist countries such as the US. It is this 
weaker position of African countries which, 
we agree, demands that they adopt collective 
action and approaches if they are to exert any 
meaningful influence in negotiations with 
their international creditors (Raffer 2001; 
Ravenhill 2001).

This essay also argues that in spite of its 
political and social consequences, the debt 
crisis in Africa is basically financial, aris-
ing from African countries’ lack of foreign 
exchange resources to meet their develop-
mental needs. They desperately require for-
eign exchange for debt service, imports of the 
necessary items not locally produced, and for 
further investment. It therefore follows that 
for as long as they cannot get debt relief from 
their creditors, they have the responsibility 
and capacity to reduce the outflow of foreign 
exchange resources.

Ndegwa (1990) provides three examples of 
such outflows where African countries could 
act to great benefit. They are dealt with sepa-
rately below.

Cutting imports which could be 
produced at home
African countries, through collective self-
reliance, could reduce the import of those 
goods which Africa can produce internally, 
especially foodstuffs such as grains and veg-
etable oils. Paradoxically, some African coun-
tries used to export the food items they are 
now importing. Food production is an area 
of critical importance for the continent’s 
development and maintenance of its politi-
cal independence and not just for alleviating 
the debt problem. African countries need to 
agree on the collective production and trade 
arrangements needed. As Haddad (1997) 
indicates, the problem is not technical so 
much as political, and the African Union 
(AU) is currently taking this issue seriously 
(Jemaneh 2012).

Murison (2003) shows that the debt cri-
sis has resulted in reduction of intra-trade 
within Africa rather than inducing a sus-
tained effort to promote it. This is due to the 
fact that in cutting down imports to service 
debts, African countries have reduced imports 
from each other more drastically than imports 
from the industrialised countries. Therefore, 
without harmonisation, co-operation, and 
co-ordination in the ‘adjustment’ policies and 
programmes, there will be further reductions 
of intra-African trade as each country cuts 
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down its imports and hopes to promote its 
exports to others.

Reducing military imports
Foreign exchange outflow could also be 
reduced through cutting down on military 
imports. In Africa these account for more than 
10 per cent of all imports. In some countries, 
military imports are more than 20 per cent of 
the Gross Domestic Product (GDP). Okigbo 
and Eribo (2004) elaborate that in the 1980s 
some African countries spent more on mili-
tary imports than on education and health.

Lowering capital flight
As well as dis-investment by foreign inves-
tors, capital flight due to economic, social, 
and political factors is another area of con-
cern in Africa. It is estimated that the con-
tinent loses more than US$3 billion a year 
this way through various forms and mecha-
nisms (e.g. over-invoicing of imports, under-
invoicing of exports, smuggling of foreign 
currencies) undertaken by both foreigners 
and residents. It is suggested that capital 
flight can only be minimised through sound 
economic, social, and political management 
(Labonate 2004).

This is an area for which African govern-
ments should collectively accept that only 
they themselves are responsible and capable 
of finding solutions. In this case, realism, 
courage, and determination are crucial and 
necessary. The objective should be not only 
to prevent capital flight, but also to create 
a stable and conducive investment climate 
for both external and domestic capital. It is 
argued that attempts to deal with the prob-
lem of capital flight through more laws and 
exchange-control regulations will not suc-
ceed. Indeed, in some cases, a reduction in 
the number of such controls and regulations 
could be a significant factor in reducing 
capital flight and establishing a more favour-
able environment for inflow of foreign capital 
(Almounsor 2007).

Conclusion 
This essay has shown that just as there are dif-
ferent conceptualisations of the term ‘impe-
rialism’, so there are also divergent views on 
the nature and impact of Africa’s debt cri-
sis and how to solve it. The discussion has 
revealed that imperialism and the associated 
debt crisis are great burdens during Africa’s 

developmental efforts. They affect all sectors 
of society, bring poverty to the masses, and 
result in environmental degradation. In spite 
of the argument that Africa will continue to 
depend on external assistance for its devel-
opmental requirements in the same way that 
the industrialised countries have done during 
their process of development, adequate relief 
measures for Africa’s debt crisis are a mat-
ter of urgency. This essay propagates the view 
that in considering future responses, African 
countries need to concentrate on those areas 
of critical importance where concrete action 
can be achieved. In doing so they must real-
ise that solving the existing debt crisis should 
not be regarded as the final objective but one 
of the necessary enabling conditions for the 
continent’s economic recovery and sustain-
able development. The discussion has high-
lighted the continent’s limitations in a world 
dominated by imperialist financial institu-
tions which are driven by profit and pose grave 
danger to Africa’s socioeconomic and politi-
cal independence. The essay also argues that 
despite its political and social ramifications, 
as in the rest of the developing world, Africa’s 
debt crisis is basically financial, arising 
from its countries’ lack of foreign exchange 
resources to meet their developmental needs. 

However, while they cannot get debt relief 
from their creditors, African countries and 
their respective governments have the respon-
sibility and capacity to reduce the outflow of 
foreign exchange resources which occurs 
at significant levels in some areas. Through 
collective self-reliance, they should reduce 
importing those goods they can produce 
internally; cut down on unproductive mili-
tary imports; and show courage and deter-
mination in  lessening capital flight from the 
continent and establishing a stable and con-
ducive investment climate for both external 
and domestic capital.

This essay has also emphasised the neces-
sity for African countries to co-operate and 
co-ordinate their recovery and developmental 
efforts. This is based on the argument that by 
continuing to pursue such efforts individually 
countries will perpetuate their vulnerability to 
imperialism and underdevelopment. 

Hassan Omari Kaya
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Dollar Standard 

and Imperialism

Capital exports played a key role in Lenin’s 
analysis of imperialism at the turn of the 20th 
century. In a curious breach of Lenin’s for-
mulation, the dominant imperialist power in 
the contemporary global economy, the US, 
is a major importer of capital. The growing 
debt of the US is, however, not a reflection of 
a decline in imperialist hegemony but rather 
of its strength. The puzzle of an imperialist 
country that holds the bulk of the global bal-
ance of payments deficits can be explained 
by the privileged position of the dollar glob-
ally as the dominant key currency. The dollar 
is the main currency used to denominate and 
settle international transactions. The fact that 
the rest of the globe uses dollars for its inter-
national dealings places the US in a unique 
position to exercise an ‘exorbitant privilege’ 
over the rest of the world. The US can finance 
its external debt and deficits by issuing its 
own monetary liabilities, thus enjoying an 
elastic credit line that is not available to most 
other countries. 

Dominance in the international financial 
system has allowed the US an easy access to 
global savings and has given rise to the grow-
ing global imbalances that emerged in the 
first decade of the 21st century. The emer-
gence and persistence of global imbalances is 
a reflection of the international hegemony of 
the dollar and the central role that the US has 
come to play in sustaining global demand. 
In 2007, when the subprime market was 
unwinding, the dollar entered on one side of 
about 88 per cent of all foreign exchange 
transactions, while its closest competitor, the 
euro, entered on one side of 36 per cent of 
foreign exchange transactions. At the same 
time about 61 per cent of foreign exchange 
reserves were held in dollars, while the euro 
share of foreign exchange reserves was about 
26 per cent in 2007.

The crisis triggered by the collapse of the 
sub-prime market in the US brought 
the hegemonic role of the dollar into sharp 
focus. Far from setting off a run on the dol-
lar, the complete seizure of financial markets, 
after the fall of Lehman in 2008, precipitated 
a global flight to the dollar safe haven. There 
was a surge in the global demand for US 
treasury bills and the US Federal Reserve had 
to extend dollar swap lines to overseas central 
banks that sought dollar liquidity. The crisis 
reflected the contradictions of an interna-
tional monetary system hinged on the dollar 
standard (Vasudevan 2009a). The key ques-
tion is whether it also presages the end of the 
dominance of the dollar or the decline of the 
US imperial power. 

This chapter explores the implications of 
the dollar’s international role for the work-
ing of imperialism. Drawing on Vasudevan 
(2008), it traces the history of the emergence 
and evolution of the dollar standard after the 
Second World War and discusses some of 
the different analytical approaches to under-
standing the pivotal role of the international 
dollar standard in the mechanisms of con-
temporary imperialism. 

The historical evolution 
of the dollar standard
The International Gold Standard that pre-
vailed before the First World War hinged 
around the dominance of Britain and the 
pound sterling in the international financial 
system. Britain emerged after the Second 
World War with its dominant international 
position significantly eroded. The US, on the 
other held substantial reserves of gold and 
was now the leading creditor in the interna-
tional arena. The world capitalist economy, 
in the wake of two world wars confronted the 
emergence of a new balance of forces glob-
ally. This changing balance of power paved 
the way for the establishment of the dollar 
standard. 

The Bretton Woods System and the launch 
of dollar hegemony
The establishment of an international dollar 
standard required that the critical problem of 
a global dollar shortage be solved. In particular, 
the urgent need was to find means of financ-
ing the post-war reconstruction of Europe 
and Japan (Eichengreen 1996). 
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The Bretton Woods negotiations reflected 
the tensions of forging a new international 
monetary order under the hegemony of the 
dollar. Keynes’s Plan for an International 
Clearing Union sought to ease the credit 
restraints facing deficit countries through 
the aegis of a supranational authority that 
extended the principle of banking to the inter-
national sphere, while transcending the nar-
row political constraints of a system based 
on the fiduciary issue of a hegemonic coun-
try (Keynes 1980). But the actual outcome of 
the negotiations cemented the dominance 
of the US and established a de facto dollar 
standard. The Bretton Woods arrangements 
involved fixing the dollar’s price with respect to 
gold, while all other currencies were pegged 
to the dollar. 

The International Monetary Fund (IMF), 
which had initially been conceived by Keynes 
and White as an institutional mechanism 
to enable member countries to overcome 
temporary liquidity problems and balance-
of-payments crises, played only a marginal 
role in the immediate post-war transition; in 
large part because of its limited resources, 
US resistance to any increase in IMF quotas, 
and the increasing stringency of the condi-
tions for drawing on IMF funds. Even when 
special drawing rights (SDRs) were created as 
an alternative source of liquidity in 1969, the 
stringent provisions for drawing and repay-
ing SDR loans meant that SDR arrangements 
played only a limited role and did not under-
mine the dollar’s international role. 

Instead of depending on the mechanisms 
of the IMF, the US government launched the 
Marshal and Dodge Plans for the post-war 
reconstruction of Europe and Japan, as the 
means by which the dollar shortage would 
be alleviated. The US state was also trying 
to ensure that closer integration with the US 
economy would circumvent the possibility 
that these countries would shut out US capi-
tal. After the lapse of the Marshal and Dodge 
Plans, the US began a programme of military 
and economic aid. These mechanisms of off-
setting capital flows enforced the asymmet-
ric dependence of the international monetary 
system on the dollar for expanding liquidity, 
and helped solidify the role of the dollar as an 
international reserve currency. Thus, recipi-
ents of Marshal aid could not turn to the IMF 
for additional funds. 

The desirability of dollar-denominated 
capital flows would fuel the resort to private 

foreign capital flows to meet the dollar gap, 
and sections of the US regime actively pro-
moted the expansion of private dollar invest-
ment as an alternative to official channels 
when faced by the problem of international 
liquidity (Helleiner 1994). 

Establishing the international role of the 
dollar required, in addition, pre-empting 
any possibility that Britain would reassert 
the dominant role of pound sterling. The 
terms of the Anglo-American Loan negoti-
ated after the end of the war targeted the 
system of Imperial Preference (while purs-
ing the agenda of a liberal trade regime) and 
the blocked sterling balances of British colo-
nies. The premature launch of convertibility 
of the pound, as part of this agreement, led 
to a wholesale conversion of the sterling bal-
ances of the colonies into dollars, precipitat-
ing the sterling crisis of 1947. Apart from 
prying open former British colonies to US 
exports, the vulnerable payments position of 
Britain also meant that the pound had been 
effectively set up as a lightning rod for inter-
national speculative pressures, providing a 
measure of insulation to the dollar from the 
strains that the international monetary sys-
tem faced (Block 1977).

The Suez Crisis and the ensuing collapse 
of the pound in 1956 was an important mile-
stone in the effective eclipse of the pound’s 
international role. It marked a shift in 
Washington’s attitude towards the IMF. The 
IMF was drafted into the rescue of the pound 
from speculative attacks, in what could be 
considered its first ‘bail-out’ operation. The 
US was also able to use the promise of an 
IMF bail-out to oust the British from Egypt, 
while making a minimal contribution to the 
rescue. With the reinstatement of capital con-
trols following the Suez Crisis, British finan-
ciers began to resort to offering dollar loans 
against their dollar deposits in an attempt to 
evade these controls. This paved the way for 
the growth of the euro-dollar market (dol-
lar denominated bank deposit liabilities held 
in foreign banks or foreign branches of US 
banks). British banks began to substitute an 
international financial business based on 
dollars for one based on sterling, as a way of 
preserving the role of the City of London as a 
financial centre in the face of the erosion of 
sterling’s importance. 

The dollar’s position at the apex of the 
international monetary system was well 
established by the end of the 1950s. However, 
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as Europe and Japan emerged as strong com-
petitors to US industries, the US current 
account balances began deteriorating through 
the 1960s and the problem of a dollar short-
age transformed into a dollar glut. With the 
large overhang of short-term dollar liabili-
ties overseas, the possibility of a speculative 
run on the dollar posed a threat to the inter-
national payments mechanism. The rapid 
growth of unregulated international financial 
flows, through the eurodollar markets, also 
came into conflict with the constraints of the 
Bretton Woods system, precipitating the dol-
lar crisis of the 1960s. However, the US exter-
nal deficit and debt also reflected the burden 
borne by the US as the provider of interna-
tional liquidity (Kindleberger et al. 1966).

A variety of measures were adopted to con-
tain the dollar crisis. The prevailing financial 
arrangements of offsetting finance and the 
system of unilateral capital controls failed 
to prevent speculative flight from the US to 
Western Europe and fuelled inflation in these 
countries. The persistent deficits eroded the 
willingness of foreign central banks to hold 
dollar liabilities. The growing speculative 
pressure on gold prices and the demands of 
financing the war in Vietnam and the Great 
Society programme in the US brought the 
crisis a head. Finally, the US government sus-
pended gold convertibility in August 1971. 

The consolidation of dollar hegemony 
under a floating dollar standard
The closing of the gold window and the sub-
sequent ‘float’ did not result in the dollar los-
ing its privileged position in the international 
monetary system. Rather, the dismantling 
of the Bretton Woods arrangements paved 
the way for the evolution of a floating dollar 
standard (Serrano 2003)– an international 
monetary system based not on a commodity 
like gold, but on the monetary liability of the 
leading country. Crucial to this role is the will-
ingness of central banks and private investors 
to hold dollar liabilities. 

With European central banks (Germany 
and France in particular) displaying increas-
ing reluctance to support the US’s exorbi-
tant privilege, the US state drew the growing 
surpluses of the OPEC countries after the oil 
price shock of 1973 into the service of financ-
ing its deficits. US political and economic 
power ensured that these surpluses were recy-
cled through the private channels of the euro-
dollar markets so that the funds were routed 

through American banks. The US vetoed pro-
posals to channel these surpluses through 
multilateral channels like the IMF (Spiro 
1999). Initiatives directed at controlling the 
offshore Euromarket – including the intro-
duction of reserve requirements and limiting 
central bank borrowings in the Euromarkets – 
were also blocked. There was a shift in focus 
to promoting private capital flows as the criti-
cal means to finance the US deficit and pro-
mote dollar dominance. 

Capital controls were lifted in 1974 and in 
1980 the Deregulation and Monetary Control 
Act was enacted in US. The sharp hike of 
interest rates enforced by the Federal Reserve 
head, Volcker, in 1979 was directed at battling 
inflation and stabilising the dollar after the 
1978–79 dollar crisis. The Volcker shock was 
also a defining moment in the launch of the 
neo-liberal phase.

Internationally, too, the US pushed for a 
‘liberal financial order’ promoting liberalisa-
tion of not only trade in goods and services 
but also flows of capital (Helleiner, 1994). 
Oil surpluses that had been channelled into 
the eurodollar markets were then recycled to 
the emerging markets, in particular in Latin 
America, through syndicated loans in the 
1970s. This bonanza of cheap credit came to 
an end with the debt crisis of the 1980s. This 
debt crisis was used to give a further impe-
tus to liberalisation of financial markets 
in emerging markets. The Bretton Woods 
institutions were also refashioned under the 
so called ‘Washington Consensus’ into a 
means of imposing deflationary policies of 
fiscal austerity and monetary stringency on 
indebted developing countries.

There was a revival of capital flows in the 
1990s along with a proliferation of new finan-
cial instruments including derivative con-
tracts. Unlike the previous wave, the capital 
flowed increasingly to private entities rather 
than sovereigns. Apart from Latin America, 
South-East and East Asia become impor-
tant recipients of private capital flows in the 
1990s. The continued surge of US deficits 
throughout this decade propelled interna-
tional liquidity and capital flows to emerging 
markets and reinforced the pivotal role of the 
dollar internationally.

While the surge of private capital flows had 
helped preserve and expand the role of the 
dollar, the persistent current account defi-
cits and the gross overvaluation of the dol-
lar in the 1980s would pose a challenge. The 
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US government brokered the Plaza Accord in 
1985 that committed the central banks of G5 
countries to adjust their monetary and fiscal 
policies in order to effect an orderly deprecia-
tion of the dollar. Two years later, in 1987, US 
policymakers engineered a new agreement, 
the Louvre Accord to put a floor on further 
depreciation of the dollar. Foreign Central 
Banks were thus drawn into the defence of 
the dollar and official purchases of dollars. 
Official holdings of US treasury bills have also 
played an important role in the multilateral 
clearing mechanisms of the ‘floating-dollar 
regime’. In fact, the Revived Bretton Woods 
thesis ascribes the stability of the global 
adjustment mechanisms primarily to the 
reserve holdings of current account surplus 
countries (Dooley et al. 2004). Japan was the 
principal creditor country through the 1990s 
with the largest holdings of US reserves. 
Since 2000, China has emerged as a major 
holder of dollar reserves. The experience of 
the Asian crisis in 1997–98 also triggered a 
pattern of increasing reserve accumulation by 
developing countries in order to insulate their 
economies from the debilitating impact of 
capital flight. 

There are thus two dimensions to the pro-
cess of refashioning the dollar standard after 
the collapse of the Bretton Woods system. 
It was based, on one hand, on the concerted 
advocacy of liberalisation of international pri-
vate financial flows in the interests of preserv-
ing dollar dominance. The pivotal role of the 
US in global financial markets reinforces 
the privileged status of the dollar, enabling the 
US to generate international liquidity by run-
ning up its trade deficits and external debt. 
On the other hand, its stable functioning also 
drew on the interventions of official investors 
and central banks to buttress the dollar. The 
official demand for US treasury bills serves as 
the basis for the profusion of private finan-
cial flows. The dollar is the monetary liability 
of the US state, but the international dollar 
standard is constituted by the global private 
dealer system and its interface with the hier-
archy of central banks (Mehrling 2013).

Theorising imperialism in the 
context of the dollar standard
The dollar standard is a critical element in 
the institutional edifice of US imperialism. 
The precise character of US imperial power 
exercised through its privileged key currency 

status involves the interactions and interlink-
ages of states and private capitalist institu-
tions in the global economy.

Characterising contemporary imperialism
There are (at least) three broad characterisa-
tions of contemporary imperialism hinged 
around the dollar standard: first, the domi-
nation of other states by the US state in 
pursuit of its own geo-political objectives 
(Hudson 2003); second, the deployment of 
US structural power in the wider interests of 
expanding and managing capitalist accumu-
lation globally (Panitch and Gindin 2012); 
third, the global hegemony of the US and 
US-dominated finance in the restoration of 
capitalist accumulation in the neo-liberal 
period (Duménil and Levy 2004; 2010).

In Hudson’s (2003) view, the dollar-debt 
standard that emerged after the collapse of 
the Bretton Woods system signifies a new 
form of imperialism in which the US state 
exploits and exercises power over other 
nations while pursuing strategic advan-
tages and agendas, independent of the profit 
motives of private corporate capital. The US’s 
dominant status in the international arena 
was not undermined by the transformation 
from creditor to debtor status since the estab-
lishment of the dollar-debt standard meant 
that balance-of-payments deficits and rising 
public debt no longer imposed a constraint 
on US policy. Hudson relates the transforma-
tion of the US from a creditor to a debtor to 
US military interventions in Korea and the 
dollar crisis of the 1960s to the demands of 
the war in Vietnam. The military adventures 
of the Cold War were the primary impetus 
to the subsequent growth of US deficits and 
debt in Hudson’s account. The key role of the 
dollar-debt standard and this ‘deficit strat-
egy’ was to enable the US to prosecute its 
military imperatives while running up debt 
without necessitating domestic adjustment. 
He characterises the dollar-debt standard 
as ‘super-imperialism’ since the privilege 
of unrestrained deficits is exercised only by 
a single state, the US. Super-imperialism 
entailed the siphoning of surpluses by the US 
state from the rest of the world through the 
interventions of central banks and multilat-
eral institutions like the IMF and World Bank, 
rather than by the actions of corporations. 

In contrast to Hudson (2003), Panitch and 
Gindin (2012) do not envisage contemporary 
imperialism as primarily a conflict between 
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the US state and other states. The privileges 
of the reserve status of the dollar and the 
related economic and financial hegemony 
that the US enjoys have not, in their view, 
been directed to drawing surpluses to the 
US state or even to exclusively promoting US 
capital. Rather, the strategic objectives of the 
US state are directed towards superintending 
global capitalist accumulation of capital and 
widening markets for capital in general. As 
the dominant imperial state, the US has taken 
on the responsibility for ensuring the smooth 
reproduction and expansion of capitalism and 
has overseen the restructuring of global capi-
talist relations to fashion an integrated global 
capitalist system by promoting liberalisation. 
At the intersection of the US state and inter-
national finance, the US treasury and Federal 
Reserve have played a key role in promoting 
global capital mobility and free trade, and 
also in containing and managing capitalist 
crisis. It serves as the ultimate guarantor of 
capitalist interests. This role is also central to 
the successful containment of inter-imperial 
rivalry in their analysis, as the US state acts 
not in the interests of US capital alone, but of 
global capitalist system more generally.

While Panitch and Gindin (2012) argue that 
the US state has promoted neo-liberalism to 
further the interests of a global capitalist class 
rather than the specific interests of American 
capital, Duménil and Levy (2004; 2010) link 
the rise of neo-liberalism to the resurgence 
of the hegemony of US finance (defined as the 
upper fraction of capitalists and their finan-
cial institutions). The euro-dollar market was 
the terrain where finance launched its revival 
in the 1970s. The coup of finance that was 
launched following the hike of interest rates 
in 1979 paved the way for this revival. With 
the coup of finance, the neo-liberal model 
was also pushed globally as a means of sus-
taining the dollar’s international role within 
a world of floating exchange rates. The dol-
lar’s key international role provided the US 
with a greater degree of freedom in pursu-
ing its broader policy imperatives, and with a 
measure of insulation against the impact of 
crisis that other nation states did not enjoy. 
More important, the US economy can grow 
and accumulate capital unfettered by its 
external imbalances. US imperialism is char-
acterised by the US private corporate capital 
pumping surpluses from the rest of the world 
in the form of net flows of financial income 
from abroad. That the US has been earning 

more income on its foreign asset holdings 
compared to what it pays out on its liabilities 
to the rest of the world is a manifestation of 
imperial mechanisms in their account. 

Contemporary imperialism entails the com-
plex and contradictory process of the inte-
gration, under the hegemony of the dollar 
standard, of the interconnected hierarchy of 
nation states that constitutes the world capi-
talist economy. The exercise of imperial power 
by the US state is embedded in the structure of 
the financial system. The dollar standard has 
played a pivotal role in relaxing the external 
constraint on the US economy and the US state 
as argued by Hudson (2003) and Duménil and 
Levy (2004; 2010).

Hudson’s (2003) argument that these 
gains are garnered exclusively by the US state 
misses the role US imperial power has played 
in the smooth coordination of global capital-
ist accumulation system stressed by Panitch 
and Gindin (2012). The analysis of Panitch 
and Gindin (2012), on the other hand, under-
plays the dominance of US financial and 
corporate capital over other capitals and the 
asymmetric gains that US financial and cor-
porate capital has reaped with the neo-liberal 
backlash and the emergence of a floating 
dollar standard. It also underplays the extent 
to which the 1970s crisis constituted a struc-
tural break both in the manner in which the 
US exercised its imperial hegemony and 
the global regime of capitalist accumulation. 

Imperial power and the dollar stand-
ard played a crucial role the restoration of 
profitability after the stagflationary crisis 
of the 1970s that is central to the analysis of 
Duménil and Levy (2004; 2010). The col-
lapse of the Bretton Woods system did signal 
a fundamental structural transformation of 
capitalist relations globally in response to this 
structural crisis. Arrighi (1999) also sees the 
resurgence of finance and the collapse of 
the Bretton Woods system as the outcome 
of the crisis of the 1970s, which he charac-
terises as an over-accumulation crisis. The 
subsequent expansion of finance signalled, 
in Arrighi’s historical world view, the closing 
moments of American hegemony. Parboni 
(1985) also saw the floating of the dollar as a 
reaction to the relative decline of the US econ-
omy with respect to Western Europe and Japan. 
However, the post-war period actually wit-
nessed a restructuring of imperial relations 
and a consolidation of US imperial power 
under the floating dollar standard as outlined 
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by Panitch and Gindin (2012) and Duménil 
and Levy (2004; 2010).

 Panitch and Gindin’s (2012) elaboration 
of the manner in which the US deployed its 
imperial power in the post-war period to miti-
gate inter-imperial rivalries throws light on an 
important dimension of imperialism. In par-
ticular, the imbrication of rival nation states 
in international financial markets centred on 
the US has been a major means though which 
this cohesion was welded. The integrated 
global order is thus not simply an outcome 
of the spontaneous workings of capitalist 
expansionist tendencies, but has been forged 
through the concerted actions of states – in 
particular the US state.

Integrating the periphery
Contemporary imperialism involves a hier-
archy of state power; not just domination 
of rival imperialist nation states by the US, 
but also that of the periphery by imperialist 
countries. The integration of nation states in 
the periphery into the global circuit of capital 
under US hegemony entails the articulation 
of corporate and financial capital from the 
advanced capitalist countries with changing 
class configurations within these countries. 
The trajectory of development in the periph-
ery is fundamentally altered by its absorption 
into the circuit of capital’s global circuit. 

Hudson’s (2003) account stresses the use 
of debt as a crucial lever for the exercise of 
power. Debt enables the US state to pressure 
foreign governments to align their policies to 
the imperatives of US policy. The Washington 
consensus, in his view, encapsulated the stra-
tegic objectives of the US and was imposed 
on debtor countries as part of the condition-
alities associated with IMF bailouts and World 
Bank loans that enforced the dependence 
of the debtor countries in the periphery on 
global finance. At the same time, the dollar-
debt standard obliged the central banks 
of surplus countries of Europe and Asia to 
extend short-term loans to the US in the form 
of holdings of US treasury bills. 

Panitch and Gindin (2012) emphasise 
the crucial role that the US Treasury and 
the Federal Reserve play in enforcing the 
US’s geo-political agenda to shape and 
govern global capitalism. In their per-
ceptive account, the structural power 
that the US state wields over its informal 
empire does not depend on wars and mili-
tary occupation or the interventions of 

the Pentagon, but more fundamentally 
on the inter-penetration of elements 
of the US state in the international finan-
cial system. US imperialism has forged a 
new international division of labour that has 
embedded domestic capitalist classes in the 
periphery more deeply in the process of global 
capitalist accumulation. In a departure from 
most accounts of imperialism, they argue that 
nation states in the rest of the capitalist world 
economy have been absorbed into the infor-
mal American empire not solely through US 
pressure or the actions of multilateral institu-
tions, but also significantly through the active 
initiatives of the ruling elites in these nation 
states who in a sense ‘invited’ integration 
within the US informal empire as a strategy 
for furthering capitalist accumulation and 
relations. They place short-term capital in US 
financial markets, not necessarily because of 
military threat or diplomatic pressure, but 
because of the unrivalled attractiveness of the 
dollar. 

The dollar standard and the dominant posi-
tion of US financial markets in the pyramid 
of global capital markets have, however, also 
helped preserve the structural vulnerability 
of the periphery and the fundamental asym-
metry of the imperial hierarchy. The coup of 
finance, launched with the ‘Volcker shock’, 
marked an important juncture in US imperial 
relations in Duménil and Levy’s (2004; 2010) 
analysis, and brought countries of the periph-
ery deeper into the embrace of the US finance-
dominated dollar empire. The integration of 
the periphery through the ne-liberal phase 
also helped resolve the crisis of the 1970s. 

Apart from restoring profitability and pro-
viding a market stimulus, the periphery plays 
an essential role in ensuring the stability of 
the capitalist accumulation in the core impe-
rial countries. In Patnaik’s (2008) formula-
tion, countries in the periphery perform the 
functions of being both a market on tap and 
a shock absorber, imparting stability to the 
dollar standard. This stability rests on the 
existence and perpetuation of a reserve army 
of labour both within core countries and in 
the pre-periphery. The persistence of unor-
ganised and informal producers within the 
pre-capitalist sectors in the periphery weak-
ens the bargaining power of workers in the 
capitalist sectors in both the core and the 
periphery. This pauperised populace in pre-
capitalist sectors serves an essential function 
in stabilising the dollar standard by securing 
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favourable terms of trade for the goods pro-
duced in the periphery and also by putting 
a lid on the wage claims of workers in the 
core. Patnaik (2008) argues that US impe-
rialism under the dollar standard has a dual 
character, furthering both retrogression in 
terms of perpetuating the pre-capitalist rela-
tion in the periphery on one hand; and on 
the other hand, enabling a limited diffusion 
of capitalist relations by providing access 
to markets in the core countries through its 
growing deficit. 

Apart from stabilising the dollar stand-
ard by curbing wages, Patnaik argues that 
the periphery also helps sustain the growing 
deficits of the US through triangular patterns 
of offsetting balances, whereby its surpluses 
with primary goods exporting semi-capi-
talist peripheral countries balances deficits 
with other capitalist countries. This offset-
ting role is more important, in his view, than 
the role of the periphery in providing a stim-
ulus to investment. He sees the pressure 
placed on surplus countries in the periphery 
to appreciate their currencies as a reflection 
of the growing strains on these offsetting 
mechanisms. 

But the unfolding forms and strategies 
of Western imperialism cannot be under-
stood solely on the premise of the con-
tinued existence of pre-capitalist regions. 
Patnaik’s account of the role of the periph-
ery in stabilising the dollar standard does 
not address the implications of financialisa-
tion for the functioning of the dollar stand-
ard. Financialisation is, however, central 
to Lapavitsas’s (2013) account of the dollar 
standard. He argues that the US state fostered 
the ‘subordinate financialization’ of develop-
ing countries in the periphery through the 
1990s and promoted private financial mecha-
nisms based on the capital market as the 
means of integrating these countries into 
the US imperial system. As primary commod-
ities prices and export of manufactures grew, 
there was a big surge in the reserve holdings 
of developing countries. Lapavitsas (2013) 
sees this stockpiling of reserves by countries 
in the periphery as a manifestation of their 
subordinate status; the imperatives of ‘self-
insurance’ from capital flight and of main-
taining favourable exchange rates in order to 
promote exports. It is not a sign of a funda-
mental reordering of their place in the impe-
rial hierarchy but an integral dimension of 
their subordinate financialisation. Since the 

bulk of these reserves are held as US treas-
uries, the accumulation of reserves boosted 
the demand for dollar holdings by foreign 
central banks. Subordinate financialisation 
induced uneven development and imposed a 
significant burden on the periphery in terms 
of rising interest rate spreads between coun-
tries in the periphery and the US and the cost 
of sterilisation of these excessive reserves. 
The reverse flows of capital from the periph-
ery to the core, which stem from interactions 
between states rather than private capital, 
are characterised by Lapvitsas as an informal 
tribute extracted by the US state. This tribute 
is deployed, in Lapavitsas’s framework, not 
solely to benefit the US state but also private 
capital more generally. 

Vasudevan (2008; 2009a) elaborates on the 
triangular patterns of adjustment that char-
acterised core–periphery relations in both the 
floating dollar standard and during the pre-
1914 International Gold Standard. The mech-
anism of recycling surpluses and the export of 
fragility to Latin America through the unregu-
lated euro-dollar market during the 1970s and 
early 1980s paved the way for the neo-liberal 
impetus to liberalisation in international 
capital markets at the end of the century. The 
essence of these mechanisms of triangular 
adjustment is not so much that they provide 
offsetting finance, as Patnaik (2008) stresses, 
but that they underwrite the capacity of the 
US to draw on the surpluses of creditors and 
continue to incur debt despite growing defi-
cits, and recycle these to other debtor coun-
tries in the periphery. These capital flows are 
instrumental in sustaining the US deficits 
and the ability of the US to act as a banker 
to the world. The debtors in the periphery bear 
the brunt of the burden of deflationary adjust-
ment in the form of recurrent currency crises 
and serve as a safety valve against speculative 
attacks on the dollar. The export of finan-
cial fragility to the peripheral countries in 
this framework is an integral component of 
the triangular adjustment mechanisms that 
mediate adjustment and liquidity creation 
and help preserve stability in the centre. This 
pattern of recycling surpluses that underlies 
the generation of international dollar liquid-
ity engendered and depended on the tremen-
dous growth of private international capital 
flows and not just the actions of states, and 
has been fuelled by the ability of the US to 
‘borrow’ internationally from both official 
and private investors. These borrowings 
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were then recycled to buttress global demand 
and restructure the international production 
system with the relocation of production from 
the advanced core to developing countries. 
The US is not merely the banker to the world, 
it is also the prime engine of global demand. 

Finance, world money and the dollar 
standard
The analyses of Patnaik (2008), Vasudevan 
(2009b), and Lapavitsas (2013) approach 
the working of the dollar standard through the 
prism of Marx’s elaboration of world money. 
In Marx’s analysis, world money evolves as 
the ultimate material embodiment of power 
internationally, once the money-form ‘breaks 
through the barriers of home circulation to 
assume the part of a universal equivalent in 
the world of commodities’. World money 
serves as ‘the universal means of payment, 
as the universal means of purchase, and as 
the absolute social materialization of wealth 
as such’ (Marx 1976 [1867], 242). It is the 
means by which wealth is redistributed across 
nations. The distribution of reserves is thus 
also a measure of power between nations (De 
Brunhoff, 1976). 

The international monetary system that 
Marx was investigating was in essence a 
commodity standard and bullion was the 
prevalent form of world money. The actual 
historical development of the international 
monetary system has witnessed the evolution 
of a key currency system, with the dollar cur-
rently performing the role of world money 
among a hierarchy of currencies.

Patnaik (2008) characterises Marx’s con-
ception of money as ‘propertyist’, in that the 
value of money is determined outside the 
demand-and-supply fluctuations. Patnaik 
puts forward the argument that in a fiat 
money system, like the dollar standard, the 
stickiness of wages in the key currency coun-
try helps ensure the relative stability of the 
value of money. The pre-capitalist periphery 
where the pauperisation of large populations 
has created a price-taking reserve army of 
labour is essential to stabilising wages in the 
core. This conception of world money also 
provides a framework for analysing imperial-
ism, seen here as  primarily a relation between 
the capitalist centre and the pre-capitalist 
sectors in the periphery where stability is 
ensured from ‘outside’ through the preser-
vation and recreation of this reserve army of 
labour. The leading key currency country is 

the dominant imperialist power mediating 
the relationship between the advanced capi-
talist nations and the periphery. Its relation 
with the pre-capitalist periphery is integral 
to the confidence its currency enjoys among 
wealth-holders. 

Patnaik (2008) also puts forward the argu-
ment that the floating dollar standard is still 
in essence a commodity standard. With the 
erosion of union power, increased capital 
mobility, and the erosion of the scope of tra-
ditional Keynesian demand management 
policies since the 1970s, rising wages have 
not been the primary threat to the stability of 
the dollar. Rather, he argues that the price 
of oil, as the critical primary commodity, has 
become the more pervasive threat to the value 
of the dollar. Patnaik (2008) characterises 
the floating dollar standard as an oil-dollar 
standard, not because oil transactions are 
denominated in oil or that the oil surpluses 
are denominated in dollars, but because of 
the significance of oil prices to price stability. 
He sees the imperative to control oil resources 
as a motive force for the US’s military adven-
tures in the Middle East.

Patnaik’s crucial insight about the link 
between world money and the international 
division of labour forged by the exercise of 
imperial power does not go far enough in sit-
uating this division of labour in a hierarchy of 
international credit relations. The breakdown 
of the Bretton Woods system marked the 
severing of the connection between the dol-
lar and gold. It also signalled the maturation 
of a state credit standard, through a process 
that was embedded in the rise to dominance 
of finance (Duménil and Levy 2004; 2010) and 
financialisation (Lapavitsas 2013). The dollar 
standard rests on the interplay of the actions 
of the state and central banks on one hand, 
and private financial institutions on the other, 
what Gowan (1999) has christened the Dollar-
Wall Street regime.

McNally (2010) ascribes the spread of 
financialisation to the mutation that occurred 
in the form of world money after  formal con-
vertibility between the dollar and gold was 
abolished and world money became tethered 
to the  dollar. He argues that the heightened 
volatility in currencies and the uncertainty in 
valuation of international transactions precip-
itated under the new floating dollar standard 
gave an impetus to trade in foreign exchange. 
In particular it led to a tremendous growth 
of trade in new financial instruments, such 
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as exchange-rate and interest-rate derivatives 
that were designed to hedge against volatil-
ity by commodifying risk. While intended to 
serve as efficient means of hedging risk and 
reallocating capital, this derivative trade was 
increasingly used for speculation and evading 
regulatory requirements, leading to the build-
up of leverage and fragility in the financial 
system. Financialisation in McNally’s frame-
work is not only about the rising power of 
rentiers and financiers and the changing pat-
tern of accumulation to financial channels, or 
even the pursuit of liberalisation and deregu-
lation, but more fundamentally about the 
product of this metamorphosis of the money 
form to a fully fledged credit-money standard 
and the related transformation of financial 
intermediation to the riskier terrain of capital 
markets. 

In Lapavitsas’s (2013) framework, the mon-
etary basis of contemporary financialisation 
ultimately also derives from the emergence 
of the dollar-US treasury bill as world money. 
The US treasury bill lies at the apex of global 
capital and money markets, and plays a cen-
tral role in generating international liquid-
ity. The dollar standard is a reflection of the 
use of the power of the US state to establish 
the dollar as key currency by transforming it 
into a secure financial asset that is perceived 
to be relatively free from the risk of default. 
Such a risk-free liquid asset is essential to 
the smooth functioning of the international 
financial system (Fields and Vernengo, 2013). 

However, as Mehrling (2013) has argued, 
monetary systems are hybrid in that public 
and private liquidity is interlinked, and hier-
archical in that monetary instruments are 
qualitatively distinct and organised around 
the dominant key currency – the dollar. Thus, 
financialisation and the growth since the 
1990s of a private, global, shadow banking 
system has supported the official public dol-
lar system, but its growth has also eroded the 
US Federal Reserves’s ability to manage 
the monetary system.

Lapavitsas (2013) also argues that the dol-
lar as a state-backed debt instrument com-
bines elements of fiat and credit money but 
he treats it as essentially a form of ‘valueless 
tender’. However, once money as a means of 
payment takes the form of a financial asset, 
it is not strictly ‘value-less’, though its valu-
ation is subject to principles of valuation 
which are distinct from those of other pro-
duced commodities. Marx had put forward 

his formulation of fictitious capital as a dis-
tinct basis for valuation of financial assets like 
public debt. The evolution of the floating dol-
lar standard also implies the emergence of an 
international monetary system based on ficti-
tious capital (de Brunhoff 1976; de Brunhoff 
and Foley 2007; Foley 2005; Vasudevan 2009b. 

The valuation and management of state 
debt is thus a useful point of departure for 
comprehending the link between US impe-
rialism and the dollar standard within the 
framework of Marx’s theorisation of world 
money (de Brunhoff and Foley 2007; Foley 
2005). The US treasury bill is not simply the 
link between the US state and private capital 
markets. As world money, the dollar is the 
link between the US state and a hierarchy of 
other nation states and private capital in the 
international sphere. The management of 
public debt and the development of finance 
are integral to the exercise of imperial power 
in the international dollar standard. These 
were also critical during the phase of British 
financial hegemony under the International 
Gold Standard (Vasudevan 2008; 2009b).

The working of the dollar standard requires 
the willingness of foreign investors to buy 
the debt instruments of the US state. The 
growing debt burden necessary to sustain 
this role would, however, tend to undermine 
the status of the dollar as world money as it 
faces the prospect of speculative outflows of 
capital. This is the crux of the contradictions 
in the use of a country’s currency as interna-
tional money – the ‘Triffin dilemma’ (Triffin 
1960). The floating dollar standards resolved 
this dilemma by displacing the thrust of 
deflationary crisis to debtors in the periph-
ery, while compelling creditors countries in 
Asia to share part of the burden of adjustment 
(Vasudevan 2008; 2009a; 2009b).

The privileged capacity to generate and sus-
tain international liquidity and sustain global 
demand is both a reflection of and mecha-
nism for the exercise of imperial dominance 
by the US. The ability of the central bank of 
the key currency country to calibrate capital 
inflows, without eroding confidence in its 
credit worthiness, does not depend simply on 
the magnitude of the debt burden but, more 
significantly, on the liquidity of the market 
for its public debt. This liquidity is contingent 
on the depth and breadth of the key currency 
country’s financial markets and the posi-
tion of the currency within the structure of 
international credit relations as the principle 
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means in which international transactions 
and wealth holding are denominated. 

The dollar’s role as internationally accepted 
money is thus the outcome of the historical 
evolution of the US as the financial centre 
of the global economy and as the dominant 
imperialist power. While the contemporary 
crisis does not necessarily herald the end of 
dollar hegemony, it does, however, signal a 
protracted period when the imperial relations 
fashioned under the US-led dollar standard 
are being restructured. The future trajectory 
of global capital accumulation and the evolu-
tion of the international monetary system will 
be shaped by the manner in which the current 
crisis and the contradictions of the imperial 
dollar standard are resolved.

Ramaa Vasudevan
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Emmanuel, Arghiri 

and ‘Unequal Exchange’

Arghiri Emmanuel was a Greek-French 
Marxian economist who came to promi-
nence in the 1960s and 1970s for his theory of 
‘unequal exchange’. In the 1930s, Emmanuel 
received a degree from the high school of 
economics of the University of Athens and 
another from the faculty of law. In 1942, he 
volunteered for the Greek liberation forces in 
the Middle East, and he was active in the left-
wing uprising of the Middle Eastern forces 
against the government-in-exile in Cairo in 
April 1944. Emmanuel would later find his 
way to the Belgian Congo, where his family 
was involved in the textile industry. His expe-
riences there provided a microcosm of the 
capitalist world, revealing an economy with 
certain characteristics which inhibited invest-
ments in the downward phase of the business 
cycle, precisely when they would be needed. 

In the 1970s Arghiri Emmanuel reformu-
lated Marx’s (1967) contribution to the trans-
formation of value into prices of production 
as a means of explaining why the terms of 
trade for developing countries are consist-
ently unfavourable. He coined the term ‘une-
qual exchange’ in his theoretical exposition of 
the trade relationship that existed between the 
‘core’ and the ‘periphery’ (1972). In particu-
lar, this provides an explanation of the grow-
ing inequalities that have been observed in the 
terms of trade between developing countries 
and the advanced industrialised economies. 
In recognising the possibility that the rate of 
profit is to be equalised on the world scale, 
Emmanuel also understands that there are 
huge differences in both wages and rates of 
exploitation between advanced and develop-
ing countries. Because of the international 
mobility of capital, substantial gaps in profits 

have seemingly been eliminated. Accordingly, 
Emmanuel claims that wages ‘can vary enor-
mously in space but very little in time’ (1972: 
120). For him, wage differentials between rich 
and poor countries explain why it is that com-
modities produced in the Third World are so 
cheap in comparison with those produced in 
the West. This, he argues, is a primary reason 
for the wide and growing gap in economic 
development between the two regions. In this 
regard unequal exchange acts as the basis 
for a process of unequal development on two 
separate fronts. First, capital is attracted to 
demand, so that the high incomes generated 
by unequal exchange attract further invest-
ment, and start a cumulative process of devel-
opment. Second, high wages lead to the use 
of capital-intensive methods of production, 
which raise productivity and promote devel-
opment. Emmanuel explains:

Even if we agree that unequal exchange is 
only one of the mechanisms whereby value 
is transferred from one group of coun-
tries to another, and that its direct effects 
account for only a part of the difference 
in standards of living, I think it is possi-
ble to state that unequal exchange is the 
elementary transfer mechanism and that, 
as such, it enables the advanced countries 
to begin and regularly give new emphasis 
to that unevenness of development that 
sets in motion all the other mechanisms of 
exploitation and fully explains the way that 
wealth is distributed. (1972: 265) 

Continued prosperity in rich countries 
increases the speed of their overall eco-
nomic development. This, according to 
Emmanuel, allows for additional raises in 
wages, while the narrowness of the internal 
market of poorer countries means that accu-
mulation is retarded, allowing for unemploy-
ment increases and decline in wages. As this 
gap widens, the consequences of unequal 
exchange grow dire for those underdevel-
oped areas. Most importantly, Emmanuel 
attacks any notion of international working-
class solidarity, claiming that any class strug-
gle must be understood within the conflict 
between rich and poor countries and the 
central divide in world capitalism. He identi-
fies workers in the advanced countries as the 
chief beneficiaries of unequal exchange and 
as no longer having a common interest with 
those in developing areas, whose continued 
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exploitation provides for their high standard 
of living. Such loyalty to nation, according to 
Emmanuel, transcends class interests, and 
‘national integration has been made pos-
sible in the big industrial countries at the 
expense of the international disintegration of 
the proletariat’; he goes on to suggest that in 
the coming global revolution, workers in the 
West are likely to be on the wrong side (1972: 
339–340). 

At its core, Emmanuel’s contribution can 
be viewed as a rejection of Ricardo’s theory 
of comparative costs and international divi-
sion of labour because of its assumption 
that capital was immobile and wages could 
be equalised in a full-employment econ-
omy. According to Emmanuel, the rate of 
profit was equalised because of the mobil-
ity of capital, thus contributing to Marx’s 
Labour Theory of Value in its understanding 
that wages may not always be determined by 
biological factors, but must recognise the 
impact of sociological and factors as well. 
For example, Emmanuel highlights trade 
unionism as an essential factor in determin-
ing higher wages in developed countries. 
Consequentially, in developing countries the 
product of their labour will have lower value 
in international trade in comparison to the 
amount of labour in a developed country. 
Emmanuel contextualises imperialism as a 
means of exploitation and inequality rather 
than political or military domination of one 
country over another. Such a view underlines 
an essential feature of imperialism, whether 
colonial or not, which is that it is mercantile 
in character. While this is not a direct inten-
tion of Emmanuel it does serve as a by-prod-
uct of his analysis (Bernal 1980; Brewer 2012). 

In terms of development, Emmanuel cites 
unequal exchange as a mechanism that per-
mits relatively high wages in one country 
without a corresponding relative depression 
of profits. He argues that the ‘organic compo-
sition of capital’ occurs when capitalists try to 
minimise costs by substituting means of pro-
duction for labour when wages are high. By 
exploiting the means of production produced 
in low-wage countries they can avoid price 
increases occurring from high-wage labour 
(Brewer 2012). The consequence for the high-
wage country is a reduction of employment in 
much the same way as that effected by sub-
stitution of lower-priced for higher-priced 
products, and a reduction in the attraction of 
capital to the production of non-traded goods 

in high-wage areas. Emmanuel argues that 
the cause of development and underdevelop-
ment is the transfer of value involved in inter-
national trade. There is a transfer of value 
from underdeveloped countries to developed 
countries which is sufficiently large to cause 
development in the recipient countries and 
underdevelopment in the countries from 
which value is drained. Simply put, relatively 
high wages preceded and are the cause of 
economic development, and low wages cause 
underdevelopment (Emmanuel 1972: 103). 
Emmanuel argues that once wage dispari-
ties exist, a ‘cumulative’ process of interac-
tion between economic development and 
wage levels results. The mechanism which 
operationalises and sustains this process is 
unequal exchange, through which value is 
transferred from the underdeveloped coun-
tries, thus retarding accumulation, to the 
developed countries to fuel accumulation. 
Herein, ‘the impoverishment of one country 
becomes an increasing function of the enrich-
ment of another … super-profit from unequal 
exchange ensures a faster rate of growth’ 
(Emmanuel 1972: 130). 

Through the integration of ‘unequal 
exchange and the theory of international value 
into the general theory of value’ (1972: 266) 
Emmanuel demonstrates that exploitation of 
underdeveloped countries by developed coun-
tries takes place through international trade. 
Draining value from underdeveloped coun-
tries severely handicaps the ability to accumu-
late capital and therefore prevents economic 
development. Developed countries offer high 
wages, high organic composition of capi-
tal, continual technological improvement, 
and high productivity of labour. In contrast, 
developing countries have low wages, low 
organic composition of capital, a lack of tech-
nological improvement, and low productiv-
ity of labour. Such exploitation of developing 
countries through international trade was a 
product of manipulated exchange by mercan-
tilist policies during colonialism before 1840. 
After 1870 unequal exchange continued under 
the guise of ‘free trade’ (Emmanuel 1972: 
186–188).

Whereas raw materials and certain agri-
cultural products have to be sought where 
they can be found, Emmanuel suggests that 
the movement of capital is not an increas-
ing but a decreasing function of difference 
in incomes. Because of the limits to import-
substituting industrialisation the advanced 
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countries are too rich to be able to absorb 
all the new capital that is formed in them, 
and the underdeveloped countries are too 
poor to offer attractive investment prospects 
to this same capital, apart from their few 
import-substitution industries. All this, in 
turn, keeps them poor, or makes them even 
poorer. Imperialism is not self-destructive: 
it is self-reproducing (Emmanuel 1974). It is 
possible, despite these general deficiencies, 
for certain marginal movements of capital 
to enable a developing country to cross the 
threshold of development. Such examples 
would include the ability of an individual 
to rise out of their social or economic class. 
The prospects, however, for underdeveloped 
countries becoming developed are so slight 
that there is no danger of capitalists losing 
a workforce to operate the factories, and it 
is perfectly reasonable to believe that those 
countries in the periphery will continue to 
follow the same path. In a separate analysis, 
Stephen Hymer (1979) refers to the enor-
mous ‘latent surplus-population’ or reserve 
army of labour in both the backward areas 
of the developed economies and the under-
developed countries, ‘which could be broken 
down to form a constantly flowing surplus 
population to work at the bottom of the lad-
der’. Hymer reinforces Marx’s understanding 
(1967) of the accumulation of capital as an 
increase of the proletariat. The vast ‘external 
reserve army’ in the Third World, supple-
menting the ‘internal reserve army’ within 
the developed capitalist countries, consti-
tuted the real material basis on which multi-
national capital was able to internationalise 
production – creating a continual movement 
of surplus population into the labour force, 
and weakening labour globally through 
a process of ‘divide and rule’ (Foster and 
McChesney 2012). 

Consequently, Emmanuel concludes that 
in order for developing countries to push up 
wages at home and thus improve their trade 
position, they will have to resort to policies 
of economic diversification and protection-
ism rather than seeking to select and develop 
industries which have proved to be dynamic 
in the developed world. In recognising that 
no country can hope to improve its living 
standard without trade, Emmanuel argues 
that unequal exchange cannot be rectified 
simply by channelling additional funds into 
poor countries in the form of investment cap-
ital, foreign aid, expanded exports, or higher 

commodity prices. These funds must also be 
transformed by one means or another into 
an increase in the general wage level in the 
country. Herein he identifies ‘a link between 
the variations in wages and those of develop-
ment … based directly on the incentives to 
invest, on capital movements, and on the sub-
sequent specialisation and techniques’. Thus 
it is not unequal exchange that determines 
development, but the very rise in wage itself 
(Emmanuel 1972: 54).

Stacy Warner Maddern
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Finance, Finance 

Capital, Financialisation

The late 1800s and early 1900s witnessed 
a wave of colonial expansion and increas-
ingly hostile rivalries among major capitalist 
countries, while at the same time significant 
transformations were taking place in these 
countries’ economic structures. Capital con-
centration and centralisation were growing, 
integration between financial and industrial 
capital increased with finance seemingly hav-
ing the upper hand, and cross-border capi-
tal movements expanded. Hobson (1902), a 
British left liberal, provided a first explana-
tion that brought these two developments 
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together and a number of Marxists, includ-
ing Hilferding (1910), Luxemburg (1913), 
Kautsky (1914), Bukharin (1917), and Lenin 
(1917) theorised the relationship between the 
rise of finance and imperialism. The broad 
argument was that the concentration and cen-
tralization of capital indicated a new era in 
capitalism and competition was giving way 
to monopolies. In order to sustain profitable 
accumulation, these monopolies had to con-
stantly expand, not only to export products 
but also to export capital. In the meantime, 
finance capital acquired greater power and a 
dominant position, pushing the state towards 
imperialist expansion to secure its interna-
tional investments and to acquire colonies. 

The concept of finance capital was first used 
by Rudolf Hilferding, who analysed the rise 
of the financial capitalists in the context of 
Germany and Austria and focused on the rela-
tions between credit, banks and industrial cap-
ital in Finance Capital: A Study of the Latest Phase 
of Capitalist Development, published in German 
in 1910. Hilferding (1910) argued that under 
modern capitalism ‘free competition’ was 
replaced by a process of concentration and 
centralisation of capital that led to the crea-
tion of cartels and trusts. This process brought 
banks and industrial capitalists together as 
finance capital – a close integration of the 
financial capital of banks with industrial 
capital in which banks acquired a dominant 
position and representatives of banks started 
sitting on the boards of corporations in a 
reflection of not just economic leverage but 
direct control as well. Finance capital was cre-
ated as large monopolistic corporations had 
to rely increasingly on banks to finance their 
investments. This new institution was not only 
economically important but it also impacted 
social and political power as finance capital 
pushed governments to implement policies 
that would protect it domestically while sup-
porting it internationally in efforts towards 
global expansion. Hilferding (1910) wrote:

The demand for an expansionist policy 
revolutionizes the whole world view of 
the bourgeoisie, which ceases to be peace-
loving and humanitarian. The old free trad-
ers believed in free trade not only as the 
best economic policy but also as the begin-
ning of an era of peace. Finance capital 
abandoned this belief long ago. It has no 
faith in the harmony of capitalist inter-
ests, and knows well that competition is 

becoming increasingly a political power 
struggle. The ideal of peace has lost its 
luster, and in place of the idea of humanity 
there emerges a glorification of the great-
ness and power of the state …. The ideal 
now is to secure for one’s own nation the 
domination of the world. (335)

Hilferding thought that imperialism was 
a direct outcome of finance capital, but he 
did not regard imperialist wars as the inevi-
table outcome. Instead, he saw the domi-
nance of finance capital over the state as a 
structure that could be taken over and used 
by the working class. Later, Bukharin (1917) 
defined imperialism as ‘a policy of finance 
capital’ in Imperialism and World Economy. 
Lenin (1917) took the core arguments of 
Hilferding and Bukharin and produced what 
would later become the classical Marxist the-
ory of imperialism in Imperialism: The Highest 
Stage of Capitalism. He saw finance capital as 
directly related to imperialism since states 
attempt to gain power not only through trade 
but also through export of capital. The rise 
of finance capital resulted in the establish-
ment of trade barriers, the export of capital, 
and a drive towards militarism and imperial-
ism. Imperialist powers searched for colo-
nies where finance capital could export its 
excess capital and surplus. Lenin particu-
larly emphasised that imperialism was not a 
political choice but a necessity rooted in the 
modern capitalist system; the centralisation 
and concentration of capital both underlay 
finance capital but were also given added 
impetus by it. Therefore, finance capital was 
inseparable from imperialism:

[F]inance capital, literally, one might say, 
spreads its net over all countries of the 
world …. The capital exporting countries 
have divided the world among themselves in 
the figurative sense of the term. But finance 
capital has led to the actual division of the 
world. (66–67, emphasis in the original)

The characteristic feature of imperialism 
is not industrial but finance capital. It is 
not an accident that in France it was pre-
cisely the extraordinarily rapid develop-
ment of finance capital and the weakening 
of industrial capital, that from the eighties 
onwards, gave rise to the extreme intensi-
fication of annexationist (colonial) policy. 
(91, emphasis in the original)
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Hobson (1902) had argued that the prin-
cipal driving force behind capital export was 
insufficient demand among lower-income 
groups of the core countries, and had sug-
gested that the problem could be solved by a 
redistribution of income. Lenin (1917) did not 
see this as a possibility and argued that within 
the context of finance capital, since the world 
was already divided, further expansions would 
result in a struggle for a re-division and this 
would be the principal reason for imperialist 
wars. Hence, imperialist wars were a direct 
outcome of the dominance of finance capital. 

At the time, this theory of imperialism was 
both new and sophisticated and seemed to 
provide an explanation for the events that 
were unfolding. The period from 1914–45 
witnessed two world wars, one great depres-
sion and the emergence of the Soviet bloc. 
After 1945, the capitalist world entered a 
new era. The conflict among capitalist pow-
ers gave way to the Cold War, while a pro-
cess of decolonisation changed the nature 
of the relationship between advanced capi-
talist countries and the rest of the world. As 
the uncontrolled expansion of finance was 
seen as one of the major causes of the Great 
Depression, the international financial system 
and domestic financial structures were strictly 
regulated and attention turned towards state-
led economic growth. This led to a change in 
the focus of theories of imperialism, since in 
this new set-up the thesis of finance-driven 
imperialism seemed out of date. New theo-
ries of imperialism relied on concepts such 
as monopoly capital (Baran and Sweezy 
1966) and dependency and unequal exchange 
(Amin 1974; Frank 1966; Emmanuel 1972; 
Wallerstein 1974) rather than finance capital. 
In fact, the finance capital thesis was criti-
cised for representing more of a transitional 
phase that only applied to Germany but not 
the US or UK. Instead, the new focus was 
on management-controlled and largely self-
financed corporations and it was argued that 
imperialism occurred mostly through trade, 
not so much through finance. In this view, 
surplus is transferred from the dependent 
periphery to the core, while excess surplus in 
the core is directed to wasteful expenditures 
such as military spending. 

The multifaceted crisis of the 1970s, which 
included declining profitability and stagfla-
tion in leading economies and the collapse 
of state-led, import-substitution industriali-
sation strategies in less-developed countries, 

paved the way for major changes. As all these 
countries opened their doors to neo-liberal 
policies in the 1980s, finance was once again 
ascendant, this time globally. The concept of 
financialisation was developed as a means of 
analysing this era. It refers to the increase in 
the size, importance, and power of financial 
markets, as well as transactions, institutions, 
motives, and financial elites in the function-
ing of the economy. Some describe the finan-
cialisation process as a shift from productive 
activities to financial activities, while others 
emphasise the dominance of finance in gen-
eral over economic activities. Indicators of 
financialisation are abundant. For example, 
total global financial assets as a percentage 
of the world’s gross domestic product (GDP) 
increased from 109 per cent in 1980 to 263 
per cent in 1990, 310 per cent in 2000 and 
355 per cent in 2007. Moreover, the size of 
the financial sector with respect to the GDP, 
financial incomes as a percentage of national 
incomes, financial corporations’ profits with 
respect to non-financial corporations’ profits, 
debt to GDP ratios, non-financial corpora-
tions’ financial incomes, and financial pay-
ments have all shown sharp increases in the 
last three decades (Orhangazi 2008; 2011). 
Financialisation has also entailed an increase 
in cross-border capital movements in the 
forms of foreign direct investment and port-
folio investment flows. In some regards, the 
era of financialisation bears similarities to 
that of Hilferding’s and Lenin’s theorisation: 
the world economy is dominated by large 
corporations (though these are more multi-
national today), capital export has substan-
tially grown, the role and power of finance has 
substantially increased, and imperialism has 
reasserted itself. However, there are no trade 
barriers corresponding to territorial powers. 
Moreover, in the new era, finance is not limited 
to banks, not even to financial institutions, as 
large non-financial corporations now also run 
sizeable financial operations integrated with 
productive and commercial operations. 

This new rise of finance led some schol-
ars to argue that it has played a key role in 
securing the hegemony of the US as the 
leading imperialist power (Gowan 1999; 
Hudson 2003;). Some have interpreted finan-
cialisation as a ‘sign of autumn’ marking 
the decline of the US as an imperial power 
(Arrighi 1994). According to this approach, 
as rivalries among economic powers inten-
sify, a financial expansion centred around the 
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hegemonic power in decline occurs and a new 
locus of power in the world economy begins 
to emerge. In this formulation, these finan-
cial expansions are repeated throughout capi-
talist history at times of imperial decline. The 
prime reason behind this is the over-accumu-
lation of capital – reflected as an exhaustion 
of profitable investment opportunities in the 
real sector, preceded by increased competi-
tion in product markets. Profits grow relative 
to stagnant business opportunities and this 
gives rise to financial liquidity. The differ-
ence between the post-1980 period and the 
early 20th century is that the US, as the major 
imperialist power, now has greater poten-
tial than Britain did to preserve its declining 
hegemony through ‘exploitative domination’, 
which includes both taking advantage 
of financial flows into the US and the use of 
military power to secure resources (Arrighi 
and Silver 1999). However, financialisation 
undermines the hegemonic power’s impe-
rial position at the same time, since it weak-
ens the industrial sector as US firms turn to 
offshoring. The US economy becomes more 
and more a rentier economy with respect to the 
rest of the world, while domestically it shifts 
towards a service economy (Harvey 2003). 

Leaving aside the debate about whether US 
hegemony is in fact facing a decline, the rela-
tionship between financialisation and imperi-
alism is presented through the argument that 
financial mechanisms are managed by the 
imperialist power(s) and work in their interests. 
In particular, the US Federal Reserve, together 
with the US Treasury and Wall Street, sets the 
conditions for financialisation. The International 
Monetary Fund (IMF) and the World Bank sup-
port this set-up globally. The US Federal Reserve 
can largely determine the levels of international 
interest rates by moving its domestic interest rate 
targets. Washington decides the level of finan-
cial regulation and supervision through its 
(de)regulatory interventions. When faced with 
international financial crises, the US Treasury 
and the IMF intervene in the interests of the 
large financial corporations and investors of 
the core countries. 

The US and other leading powers benefit 
from this set-up through the availability of 
low-cost funds from the rest of the world. 
This is ensured in the US case by the reserve 
role of the US dollar and in the UK case by 
the London-based banking system. While the 
role of the US dollar as a reserve currency was 
created before the era of financialisation, it 

has been dramatically strengthened in recent 
decades (Vasudevan 2008). Moreover, the dol-
lar holdings of developing countries in the 
form of reserve accumulation – mostly in US 
Treasury bonds – have become a seigniorage 
tax levied by the US on the rest of the world 
(Hudson 2003). However, in contrast to the 
earlier era of finance capital when Britain 
was a major capital exporter, the US is a 
large capital importer. In the late 2000s, the 
US economy received financial investments 
from the rest of the world equal to more 
than twice the amount of US financial invest-
ments abroad. However, there is an asym-
metry here since the rates of return realised 
on US capital exports are about twice as high 
as the rate of returns obtained from capital 
exports to the US from the rest of the world. 
A main reason behind this is the composition 
of these investments. A significant portion of 
capital exports to the US goes into low-return 
treasury bills. While capital incomes com-
ing from abroad now constitute a large and 
increasing portion of capital income in the 
US, other major powers – including the UK, 
Germany, and France – also acquire large 
flows of financial income from the rest of the 
world (Duménil and Lévy 2011). Furthermore, 
the financial centres located in core countries 
capture a share of the globally produced sur-
plus value as they provide financial services, 
including loans, to the rest of the world; and 
in return, they receive large sums of interest 
and other financial payments, both from gov-
ernment and private enterprises. In addition, 
by financing the operations of the core’s large 
corporations either through bank financ-
ing or through the stock market, they enable 
concentration and centralisation of capital 
globally.

Furthermore, the increased cross-country 
mobility of financial capital together with 
frequent financial crises have been effective 
in imposing on countries in the periphery 
an increasingly deregulated and liberalised 
financial system that works in the interest of 
imperialist powers and a small group of elites 
in these countries. Financial crises have been 
occasions for furthering financial deregula-
tion and liberalisation, while financial capital 
has used them for quick returns and transfers 
of ownership, and hence power in its favour. 
The crises in Latin American countries in the 
1980s, the 1997 Asian crisis and the 2001 crisis 
in Turkey are all examples of this (Dufour and 
Orhangazi 2009; Wade and Veneroso 1998). 
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Increasing unemployment and impoverish-
ment, as well as the loss of public services 
through privatisations after these crises, led to 
a shift in the tone of anti-imperialism as well. 

In short, the nexus between finance and 
imperialism has been theorised since the 
early 1900s. Even though there is no definite 
fully fledged theory of the link between finan-
cialisation and imperialism, there is much 
interest in the issue. Clearly, there is still a 
need for more empirical work examining the 
propositions advanced in the literature. On 
the other hand, the 2007–08 US financial cri-
sis and the ensuing global financial crisis and 
economic slowdown suggests that while the 
US and other leading powers might have ben-
efited from being able to manage the process 
of financialisation, the future of financialisa-
tion and the position of the core within this 
set-up remains uncertain. 

Özgür Orhangazi 
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Introduction: Imperialism old 
and new?
Export processing zones (EPZs) – histori-
cally often labelled Free Trade Zones (FTZs) 
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and, more recently, special economic zones 
(SEZs) – have been and continue to be one of 
the most striking phenomena in the global 
capitalist system. In the 1970s and 1980s it 
was common for social scientists to regard the 
rise of EPZs as a new pattern of Western impe-
rialism. Imperialism was understood as, for 
example, ‘the system of military, political, eco-
nomic, and cultural domination of the Third 
World by its former colonial masters’, and 
EPZs were portrayed as bastions facilitating 
the exploitation of the Third World by multi-
national corporations (MNCs) (Lim 1983: 73). 
Authors working with a different perspective 
on imperialism, one that considers complicity 
among Third-World bourgeois, explained the 
rise of EPZs by a fear of ‘growing internal pres-
sures for change’ that drove such bourgeois 
to ‘initiate self-expanding capitalist develop-
ment’ (Landsberg 1979: 50–63, 51).

During the 1970s, EPZ employment grew 
at such a scale that an important macro-
sociological theory saw them as drivers of a 
‘new international division of labour’. This 
was particularly affecting the garment and 
the light-consumer electronics sector, where 
relocation created structural unemploy-
ment in industrially advanced countries and 
super-exploitation in the receiving regions 
of so-called newly industrialising countries 
(NICs) (Fröbel and Kreye 1981). EPZ facto-
ries employed mainly young women, whose 
labour was devalued by patriarchal dis-
courses nurtured by MNC factory managers 
as much as by nationalist right-wing (often 
religious) groups and political movements 
which propagated a ‘myth of the male bread-
winner’ that rendered women’s earnings 
irrelevant for the sustenance of the popula-
tion (Safa 1995; see also Neveling 2015a; Ong 
1987; Kim 1997). This way, super-exploitative 
wages were morally sanctioned although they 
were insufficient to reproduce labour power 
and therefore extended kin-groups ended up 
co-funding exploitation (Meillassoux 1981). 
These issues indicate that the nexus of impe-
rialism and EPZs is more complex than an 
analysis positioning the West against the rest 
allows for. This essay therefore seeks to offer 
a definition of EPZs, and of their recent rela-
belling as SEZs, that recognises their nega-
tive impact on all workers and the fact that 
capitalist elites in the First and Third Worlds 
alike have (had) an interest in increasing the 
number of zones since the beginning of the 
Cold War. 

The following section provides a brief over-
view of existing definitions, mainly those 
of international organisations such as the 
World Bank and the International Labour 
Organization (ILO). I argue that the very tech-
nical definitions offered and the – however 
important – statistical research on the global 
spread of EPZs rather ignores the question of 
their  position in global capitalism. This essay’s 
third section presents an analysis of this posi-
tioning in historical terms. The concluding 
section offers a comprehensive definition that 
considers EPZs as patterns of imperialism and 
as pertinent, highly contested patterns of capi-
talist exploitation in the 21st century.  

FTZs, EPZs, and SEZs from the 
vantage point of international 
organisations
The above introduction illustrates the impact 
of the global spread of EPZs in the 1970s. 
Although relations between capital, state, and 
labour have been and continue to be a hotly 
debated issue in and around EPZs across the 
world, definitions coming out of the research 
departments of international organisations 
address technical issues mainly. An ILO 
working paper from 1995 defines an EPZ as 
‘a delimited geographical area or an export-
oriented manufacturing or service enterprise 
located in any part of the country, which 
benefits from special investment-promotion 
incentives, including exemptions from cus-
toms duties and preferential treatment with 
respect to various fiscal and financial regula-
tions’ (Romero 1995: 1). Based on a similar 
definition, one recent survey by an ILO in-
focus group counted more than 3,500 such 
zones in more than 130 countries employing 
more than 70 million workers worldwide 
(Boyenge 2007). A 2008 survey by FIAS, a 
‘multi-donor investment climate advisory ser-
vice’ under the auspices of the International 
Finance Corporation (IFC), which is the 
World Bank’s public-private partnership 
wing, supports the ILO survey data but pro-
poses ‘special economic zone (SEZ)’ as the 
new umbrella term for free-trade zones, 
export processing zones, free ports, enter-
prise zones, and single-factory EPZs (Akinci 
et al. 2008: 10–11). 

The label ‘special’ implies that the zones 
are different, not just formally set apart from a 
‘regular’ national economy. As I said, interna-
tional organisations define such exceptionality 
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not by aggravated exploitation and a gen-
dered, new international division of labour 
but in spatial and legal terms. Social scientists, 
instead, often regard the zones as exceptions 
because they are a main marker of ‘gradu-
ated’ national sovereignty that has emerged 
at the turn of the 21st century (Ong 2000). 
Sovereignty is said to be graduated in the 
zones because nation states abstain from basic 
(post-colonial) rights such as taxation and the 
collection of customs duties in an effort to 
attract foreign and local direct investment. 

Taking into account the role that EPZs play 
in the establishment and maintenance of 
super-exploitation, we are left with incom-
mensurable definitions. Such incommensu-
rability is also evident on the policy level. In 
India, for example, SEZ legislation introduced 
in 2000 (replacing an existing EPZ scheme) 
has resulted in the large-scale dispossession 
of landowners, particularly smallholders, 
for the construction of new SEZs. Fierce pro-
tests leading to violent police crackdowns are 
often blamed on insufficient compensation, 
while the actual battle waged is over funda-
mental assumptions guiding the SEZ scheme. 
Pro-SEZ arguments in India resemble those 
of recent World Bank policies claiming that 
without SEZs there would be no growth in 
exports, hence no ‘overall economic growth’ 
(Ananthanarayanan 2008: 44). So-called 
deregulation of labour laws is said to increase 
productivity. Tax breaks and deregulation 
of fiscal laws ‘are needed in order to attract 
investment’ (47). All this is framed by refer-
ence to global competition and claims that 
‘SEZs have succeeded in many countries in 
Asia, like China’ (51; what is criticised here 
as new imperialism matches promotions in 
recent World Bank publications, e.g. Akinci 
et al. 2008; Farole 2011).

Statistics illustrating the global spread 
of EPZs seem to back these arguments. 
Table 1 reveals two strands of global EPZ/
SEZ development. First, the great leap for-
ward was between 1986 and 1997 when 
zone-employment grew from 1.3 million to 
22.5 million. Second, this great leap forward 
is largely attributable to China; indeed is a 
development that is labelled as ‘the rise of the 
Chinese model’ (Baissac 2011: 36).

Confronted with the rise of EPZs, analysts 
and policymakers in international organi-
sations have for long had an urge to define 
the zones’ origins. A joint report by the 
International Labour Organisation and the 

United Nations Centre on Transnational 
Corporations, for example, says that EPZs 
are modifications to ‘an age-old concept, the 
free trade zone’. Such free ports have offered 
non-protectionist storage and trans-shipment 
of goods ever since the Roman Empire. The 
establishment in 1959 of the world’s first 
EPZ in Shannon, Ireland, radically altered 
this principle to include tax and customs-
free manufacturing (UNCTC and ILO 1988: 
1–3).  In the late 2000s, World Bank research-
ers abandoned this notion of rupture and 
now portray SEZs as permanent features 
of human sociability, tracing their positive 
impact back to 167 BC when a free port was 
established on the Greek island of Delos 
and the ‘island’s status as a trading platform 
improved greatly’ (Baissac 2011: 31). The fact 
that the Roman Empire used the Delos free 
port to destroy the economy of an enemy, 
Rhodes, by undercutting transit duties, is 
deliberately ignored (see Reger 1994: 256). 
More strikingly, that World Bank publication 
knows nothing of failures in free-port estab-
lishment in the past 2,181 years.  

The following shows that it is impera-
tive to look at such failures to understand 
firstly the role of free ports in the history of 
the Roman Empire as well as in the history 
of 19th-century European imperialism; and, 
secondly, the leverage that populations have 
in their response to the establishment of FTZs 
and, later, EPZs/SEZs. I consider two exam-
ples: failure to establish a second Singapore 
in northern Australia in the 19th century and 
a succession of failed EPZs in Haiti in the late 
20th and early 21st-first century.  

In 1846, a certain George Windsor Earl 
published ‘Enterprise in Tropical Australia’. 
This summed up several years of British fail-
ure to establish a port city on the Cobourg 
Peninsula. Still, The Spectator (1846), a 
London-based weekly, triumphantly reported 
that the presence of the mission had pre-
vented a French expedition from claim-
ing northern Australian shores and waters. 
This was as far as success went. Except for 
the French, no-one showed interest in Port 
Essington. Indian Ocean merchant commu-
nities that had had a good share in the rapid 
growth of Singapore, and even Macassan 
trepangers, who annually harvested the 
northern Australian shores working with 
coastal populations, avoided the British set-
tlement. The free-port regime did not mat-
ter because the vast northern Australian 
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coastline could not be controlled by the 
British in the same way as Singapore con-
trolled access to the Strait of Malacca (for 
detailed summary and analysis, see Neveling 
2002). Now, according to that recent, widely 
cited World Bank publication, Port Essington 
would go down in world history as a Special 
Economic Zone (SEZ), a failed one, but an 
SEZ nevertheless. 

The brief assessments of the Delos free-
port regime shows that imperial power in 
Mediterranean antiquity (as in other eras and 
regions) relied on the ability to control trade 
and turn this against enemies and defec-
tors. The race between France and Britain in 
northern Australia underscores how highly 
this principle was contested in the 19th cen-
tury and that European imperial powers 
had little leverage over significant parts of 
the global system, which allowed others to 
plainly ignore their efforts. In the 20th cen-
tury, this has changed significantly. The mis-
erable working conditions in EPZs founded 
since 1947, instead, could only emerge within 
captivated markets. Markets were captivated 
because workers in regions where EPZs were 
set up had little choice but to subject them-
selves to the new regimes. The following 
account of failure concerns Haiti and illus-
trates that international organisations are 
aware of the existence of captivated labour 
markets and sometimes use this knowledge 
in bold and cynical terms to promote EPZs. 

Paul Collier declares himself a former anti-
imperialist, as he was part of the ‘Oxford 

Revolutionary Socialist Students’ group in 
1968 (2007: xiii, ix, 205). That such a group 
was a contradictio in adjecto is best illustrated by 
his biography. Collier is a former World Bank 
economist whose most recent, widely cited 
work blames 50 ‘failed states’ for the exist-
ence of the world’s ‘bottom billion’ popula-
tion. The only cure for these nations is to ‘get 
a dynamic manufacturing sector’ and there 
is no better way for this than EPZs, backed 
by preferential bilateral trade agreements 
granted by generous Western industrially 
advanced countries (167). Although Sumner 
(2010) has rebutted Collier’s theses on empiri-
cal grounds (the bottom billion rather lives in 
middle-income countries), he has co-authored 
the 2009 edition of the influential Industrial 
Development Report (Collier and Page 2009). 
Also, his expertise was called upon to revive 
the Haitian economy after the most recent 
disasters. The creation of jobs on a massive 
scale is, of course, no secret ingredient to such 
cures and had been central to Haitian govern-
ment development agendas for a long time. To 
the measures of the 2007-UN ‘HOPE II’ pro-
gramme giving Haiti preferential access to the 
US market, Collier added recommendations 
to create EPZs, arguing that a ‘few islands 
of excellence’ were preferable to efforts ‘to 
improve standards across the whole coun-
try’. The fact that this particular strategy has 
a long history in Haiti, where several waves of 
EPZ establishment have done more harm than 
good over recent decades, has nevertheless 
escaped Collier (Shamsie 2009).

Table 1 The global spread of EPZs/SEZs since 1975 

Year 1975† 1978* 1984* 1986† 1997† 2002† 2006†

Number of countries 
with EPZs 

25 28 35 47 93 116 130

Number of EPZs 79 N/A N/A 176 845 3000 3500

Employment (millions) 0.725** 0.6945 0.8375 1.97†† 22.5 43 66

- of which PR China - - 0.015 0.07†† 18 30 40

- of which other countries 
with figures available 

0.725** 0.6945 0.8225 1.9 4.5 13 26

Share of PR China in % 0 0 1.79 3.55 80 69.77 60.60

Note: These figures are pooled from sources with different definitions of what an EPZ is and should be understood as 

approximations. 

Sources: † Boyenge (2007: 1); * Currie (1985); ** Fröbel et al. (1981: 310); †† UNCTC and ILO (1988: 163, figure for PR 

China 17).
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Collier’s approach of saving a country from 
economic and social mayhem by the sin-
gle, grand stroke of a development scholar’s 
genius has been central to the global spread 
of EPZs in the second half of the 20th century. 
Importantly, this motive runs counter to the 
recent World Bank effort to date the zones 
back to Antiquity. For the ideology inform-
ing such ‘saviour-dom’ is inextricable from 
capitalist development policies during the 
Cold War and its implementation in a num-
ber of post-colonial nation states. The follow-
ing section considers this and shows, among 
other issues, how former colonial powers and 
international organisations have been instru-
mental in the global spread of EPZs.

The global spread of 
EPZs/SEZs – for real
The ideological foundations of the linkage 
between developmentalist saviour-dom and 
EPZs are nowhere as evident as in the US 
dependency Puerto Rico, where the world’s 
first EPZ-like structure emerged in 1947. 
That Caribbean island’s trajectory from a 
19th-century colonial economy to a 20th-
century post-colonial economy is not neces-
sarily prototypical for global developments 
but not dissimilar from many of the world’s 
planation economies. At the turn of the 20th 
century, Puerto Rico changed from Spanish 
to US colonial rule. The Foraker Act of 1900 
established the island as US territory but not 
as part of the US federal system, with the 
exception of its monetary system. A common 
tariff also became operational. US agricul-
tural trusts turned Puerto Rico into ‘a classi-
cal monocultural economy’ (Dietz 1986: 98), 
giving a fast-forward lesson in the imperi-
alist policies in other colonies (for British 
Mauritius, see Neveling 2013; for Indonesia, 
see Stoler 1985). That lesson was particu-
lar for the US because the Spanish colonies 
they had acquired were those of a declining 
imperial power and, hence, in rather derelict 
condition with few efforts having been made 
to replicate the establishment of industrial 
agriculture seen in other European colo-
nies. In the 1930s there emerged an alliance 
between the local government and the main-
land New Deal administration and policies 
seemed to change. Early efforts focused on 
the production of shoes, cement, and glass 
bottles in government-owned factories and 
plans for a government-owned sugar mill 

that would free cane-growers from having to 
sell to the mills owned by US trusts had been 
drawn up. 

But the Second World War drew Puerto 
Rico into the US economic machinery for 
winning the anti-fascist battle. After the war, 
the Puerto Rican Partido Popular called for 
independence. The US Tariff Commission 
responded with calculations stating that inde-
pendence would increase economic hardship 
because Puerto Rico would lose its free access 
to the US markets. That report reversed the 
logic of the New Deal policies for the island. 
In an early version of the nowadays common-
place trickle-down argument, it was argued 
that mainland capital investment was for 
the benefit of the island as it created profit-
able investment and employment, and should 
therefore receive political and financial sup-
port from the local government. 

Already in 1942, the consulting company 
Arthur D. Little Inc. (ADL) was hired to rec-
ommend on changing the Puerto Rican econ-
omy. ADL had been thriving in the Boston 
area that in those days had a Silicon Valley-
style atmosphere nurtured by proximity to the 
Massachusetts Institute for Technology and 
Harvard University. This helped ADL become 
the world’s leading consultancy firm in the 
1960s. Following ADL recommendations, in 
1947 the local government set up the Puerto 
Rico Industrial Development Corporation, 
established a development bank, sold off 
government-owned factories at low prices, 
and built new factories for leases to mainland 
investors. This brought Puerto Rico consid-
erable increases in employment and export 
earnings and was also beneficial to US for-
eign policies. As more and more US main-
land corporations set up shop on the island, 
Puerto Rican senators travelled around Latin 
America praising the benevolence of the US 
government and US corporations while US 
ministries invited any Third-World delegation 
that expressed interest to Puerto Rico to wit-
ness the benefits of export-oriented policies 
(see Neveling 20015b; 2015c). 

Before moving on to sketch the global 
spread of EPZs from Puerto Rico, it is impor-
tant to outline how policies there related to 
the global debate over development policies 
for Third-World nations in the 1950s and 
after. 

Many post-colonial nations that emerged 
from the ashes of European imperialism in 
the decades after 1945 put similar emphasis 



1012 Free Trade Zones, Export Processing Zones, Special Economic Zones

on import-substitution policies to boost 
industrialisation as the Puerto Rican New 
Deal did. Post-war policies were backed on 
scientific grounds by what would become 
known as the Prebisch-Singer thesis in the 
1950s. Raúl Prebisch was director of the UN 
Economic Commission for Latin America in 
1950 and would become the first secretary 
general of the United Nations Commission 
on Trade and Development in 1965. His the-
sis suggested changes in the global division 
of labour based on an analysis of commod-
ity and capital flows in the global system. 
Imperialism, Prebisch stated, had turned 
many regions of the world into little more 
than suppliers of raw materials for manu-
facturing industries located in the wealthy 
countries of the world. The plight of former 
colonies and the continuing prosperity of for-
mer colonisers continued after decolonisation 
because the price that former colonial pow-
ers paid for imports of raw materials from 
former colonies did not reflect the gains that 
manufactured goods would fetch when sold 
to countries that produced the raw materials 
(see Bair 2009).

Now, the Puerto Rican scheme offered a 
rationale that was different and can be read 
as a preclusive response to Prebisch’s work. 
Instead of closing off the economy by protec-
tive measures to generate ‘native’ industries, 
the door was opened wide for industrial relo-
cations from the former colonisers’ countries. 
Government money was channelled into the 
coffers of investors who enjoyed so-called ‘tax 
and customs holidays’, implying that paying 
taxes was hard work and a holiday was well 
deserved. 

Importantly, the EPZ scheme emerged in 
the early days of the Cold War. In the coming 
decades, violent crackdowns and witch-hunts 
against communists and trade unionists 
would dominate the capitalist bloc’s domestic 
and foreign policies. Central to early Cold War 
US foreign policies was a programme called 
‘Point Four’. This identified poverty and large-
scale deprivation as the road to communism 
(Neveling 2015c). The Puerto Rican scheme 
under the populist label ‘Operation Bootstrap’ 
would become a crucial instrument within 
Point Four; making ten-year tax breaks and 
other incentives to invest in manufacturing 
operations would become a blueprint for cap-
italist development policies around the globe. 

ADL was likewise of importance for the 
global spread of EPZs. The zone set up in 

Shannon, for example, was inspired by vis-
its from Irish officials to Puerto Rico and 
to Panama, where a similar zone became 
operational in the late 1940s. In the 1950s, 
ADL would advise on zone development in 
Egypt and Honduras under Point Four. But 
it was one of the company’s employees who 
would remain a central figure in global EPZ 
development until the 2000s. Richard Bolin 
was acting head of ADL’s Puerto Rican office 
from 1957–62. In the early 1960s, when tax 
breaks ended and other zones offered better 
deals, many US investors left the island and 
so did ADL. Bolin then advised the Mexican 
government on the Border Industrialisation 
Programme (BIP). Under the BIP-scheme, 
bonded factories, later infamous as maquilado-
ras, opened in Tijuana, Juarez, and other cit-
ies along the border with the US. As millions 
of Mexicans had to return from working in 
the US agricultural sector in 1965, when the 
so-called Bracero-Program ended, there was 
an abundance of labour. Not only US com-
panies but also Japanese and South Korean 
companies tapped this vein to get an entry 
into the US market; a development that is so 
far under-represented in scholarly accounts 
of the rise of non-Western MNCs despite the 
fact that in places like Mauritius South–South 
capital flows made up more than 50 per cent 
of investment (for a 1970s exception see 
Watanabe 1974).

The Mexican EPZs emerging from the BIP 
are another good example of the negative 
impact that the zones have on workforces in 
industrially advanced and developing coun-
tries alike. Two US tariff legislations, clauses 
806.30 and 807.00, implemented in 1930, 
provide positive sanctions such as custom-
free export and import for the part-assembly 
of US products outside the mainland. This 
way, a US car manufacturer can have several 
production steps in EPZs in Mexico or else-
where and still have the final product, the car, 
declared a US product without ever having 
paid duties for cross-border shipments in the 
assembly process. US tariff legislation then 
creates a global assembly line with commodi-
ties labelled ‘Made in the US’, although no US 
worker has been involved in labour-intensive 
production steps. It is no wonder that trade 
unions in the US have opposed these tariff 
regulations for many decades. One such pro-
test led to a hearing of the Ways and Means 
Committee of the US Congress in 1976. Such 
hearings call all parties involved for interview, 
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from workers, labour activists, and industrial-
ists in Mexico to US government officials and 
corporate pressure groups. In that 1976 hear-
ing, former ADL employee Bolin showed up 
as director of a certain Flagstaff Institute that 
had written a report in favour of US business 
interests in Mexico. His arguments won the 
day (STCWM 1976).

Within the limits of this essay it is impos-
sible to give a comprehensive account of the 
global spread of EPZs and what nowadays are 
labelled SEZs. So before concluding, I want 
to follow briefly the trail of Richard Bolin as 
this leads directly to the authors of the most 
recent World Bank studies promoting EPZs 
that I have discussed above.

Bolin and the Flagstaff Institute would take 
centre stage in the global promotion of EPZs 
from the 1970s onward. In the 1980s, they 
would have a big hand in spreading EPZs 
as the World Bank Structural Adjustment 
Programs declared the zones a universal cure 
for the Third-World Debt Crisis. In the 1990s, 
Bolin and his institute rushed to post-socialist 
Eastern Europe where EPZs opened on a mas-
sive scale. 

Such activities were facilitated by an 
unlikely ally. That ally was the United Nations 
Industrial Development Organisation, 
whose mandate derived from the rise of the 
Non-Aligned Movement (NAM) in the UN. 
Operating in the spirit of the Prebisch-Singer 
thesis (see above) and bolstered by the foun-
dation of the United Nations Conference 
on Trade and Development, UNCTAD, with 
Prebisch as director, the NAM sought to 
strengthen national sovereignty over resources 
and over the operations of MNCs. In 1975, the 
NAM call for a New International Economic 
Order (NIEO) was at its peak. But, based on 
cross-referencing the 77 states making up the 
NAM with the list of states operating EPZs in 
the appendix of Fröbel, Heinrichs and Kreye’s 
seminal study (1981), it emerges that 27 NAM 
members had operational EPZs or were plan-
ning such zones in 1975. 

The UN had for long operated a so-called 
Special Fund and at UNIDO this was extended 
to a measure called Special Industrial Services 
(SIS). SIS invited UN member states to donate 
money to UNIDO for a defined purpose. In a 
nutshell, this enabled governments of indus-
trially advanced countries, not least the US 
and the Federal Republic of Germany, to 
direct funding towards that UNIDO work-
ing group promoting EPZs. Actually, that 

UNIDO working group came up with the 
label EPZ following a global survey of export-
oriented development schemes and free-port 
structures conducted in 1970 (for a detailed 
account of this study and the establishment 
of the EPZ label, see Neveling forthcoming). 
UNIDO set up an EPZ promotion programme 
with technical assistance missions, train-
ing workshops and fellowships. Initially, the 
EPZ in Kaohsiung, Taiwan, set up in 1965 as 
part of a new container harbour, was chosen 
as the hotspot for EPZ training. But when 
the People’s Republic of China entered the 
UN system, UNIDO had to move its training 
centre to the Shannon Free Trade Zone. The 
management of the Shannon Free Airport 
Development Corporation (SFADCo) quickly 
realised the potential benefits from this col-
laboration. A UNIDO handbook outlining 
how to establish EPZs and including a blue-
print for national EPZ law in the appendix 
came out of Shannon, as did a certain Peter 
Ryan who would further accelerate UNIDO’s 
EPZ promotion activities in the 1970s and 
1980s after taking over the Export Promotion 
Unit from Japanese William Tanaka. To my 
knowledge it was Ryan who initiated the 
establishment of a World Export Processing 
Zones Association (WEPZA) that was inau-
gurated during a meeting in the Philippines 
in 1978 (author’s personal conversation with 
Ryan). From 1980, WEPZA was headed by 
Bolin and its headquarters merged with the 
Flagstaff Institute. Of the consultancy ser-
vices that UNIDO bought for dozens, if not 
hundreds, of technical assistance missions to 
Bangladesh, Togo, or Vanuatu, for example, 
WEPZA and SFADCo staff held well above 25 
per cent of contracts. Even communist China 
sent Jiang Zemin during his term as minis-
ter for electronic industries to Shannon for a 
training workshop (author’s personal con-
versation with UNIDO staff members). Thus, 
it remains to be studied whether the ‘rise of 
the Chinese model’ was actually the rise of the 
Irish model. 

WEPZA lost its grip on UNIDO contracts 
from the mid-1990s onward when Ryan 
retired and anti-EPZ campaigns by labour-
rights organisations and international 
trade unions, particularly the International 
Conference of Free Trade Unions, suc-
cessfully demolished the myth of EPZs as 
engines of growth and happiness (ICFTU 
1996). To the contemporary historian’s eye, 
the impact of the ICFTU campaign is easily 
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identifiable on the Internet pages of WEPZA, 
where a furious Bolin went as far as publish-
ing a response that sought to contradict each 
and every single paragraph of the ICFTU 
report (WEPZA n.d.a). 

A definition of EPZs/SEZs 
as guidance for a possibly 
unpleasant future
In light of recent developments, the 1990s 
standoff emerges as a somewhat different 
turning point in the global spread of EPZs. 
After Bolin retired in the 2000s, WEPZA 
was renamed as the World Economic Processing 
Zones Association. A certain Claude Baissac is 
now acting secretary general, assisted by a 
certain Jean-Paul Gauthier (WEPZA n.d.b). 
Baissac and Gauthier feature prominently as 
authors in those recent World Bank studies 
I have discussed above. That chapter locat-
ing the origins of SEZs in Roman antiquity 
was authored by Baissac, who, according to 
his LinkedIn profile, started off with a two-
year stint as research associate at WEPZA/
The Flagstaff Institute in 1995 (Baissac n.d.). 
Now he runs Eunomix, a South African 
‘mining risk management company’ that 
fiercely opposes any state involvement in 
mining and other resource-extractive busi-
ness. Eunomix is active in several south-
ern African states and its mission seems to 
be putting the blame for incidents such as 
the mass-killing of workers at the Lonmin/
Marikana mills on political parties and 
labour movements (Candy 2012; Creamer 
2012) . While Gauthier, second in command 
at WEPZA, seems to be making good busi-
ness with SEZ consultancies, many former 
ICFTU officials have taken up influential 
posts at the ILO in recent years. The succes-
sor of the ICFTU, the International Trade 
Union Confederation (ITUC), continues to 
support workers’ rights in EPZs, not least 
rights to collective bargaining, unionisa-
tion and fair wages (ITUC n.d.). The ILO, 
on the other hand, has been rather quiet 
about EPZs since that in-focus study was 
published in 2006 (see above), but might be 
forced by the recent mass-killings of work-
ers in Bangladeshi EPZ/SEZ-style garment 
factories to take a stronger position on the 
renewed promotion of EPZs/SEZs. 

Labour rights organisations, such as the 
Asia Monitor Resource Centre (AMRC) in 
Hong Kong, continue to support struggles 

such as those of Indonesian EPZ workers 
against Samsung and other 21st-century 
MNCs, not least by providing excellent docu-
mentation and analysis of zone regimes and 
the harsh lives and times they create across 
Asia (AMRC 2012).

As the struggle over EPZs and SEZs contin-
ues in the 21st-century, it is important to offer 
a definition of the zones that goes beyond the 
prevailing legalistic and spatial approaches I 
have outlined above. Starting with the issue 
of imperialism, the global phenomenon of 
EPZs/SEZs makes a strong case for abandon-
ing simplistic notions that juxtapose for-
mer colonial powers and former colonies. 
Alliances supporting the spread of EPZs cut 
across this divide, as do alliances opposing 
the zones. Obviously, the conflict of interests 
in EPZs and SEZs is one over strongly aggra-
vated conditions of exploitation. From the 
early days, when in the late 1940s US capital 
abandoned mainland manufacturing loca-
tions whose workers had gained bargaining 
power and turned to non-unionised, low-
cost labour in Puerto Rico, the zones have 
served to increase the bargaining power of 
capital. A similar development is evident in 
the relation between the state and capital 
in the zones. Although it may seem ironic, it 
is nation states that set up EPZs and thereby 
abdicate from basic revenues in taxes and 
customs, while at the same time spend-
ing highly on infrastructure for investors. 
This move is not necessary voluntary, as my 
earlier remarks about the role EPZs have 
played in World Bank SAPs since the 1980s 
have indicated. In many cases, however, EPZ 
companies are joint ventures between lead-
ing international manufacturers in certain 
sectors and local capital; often in close alli-
ance with, if not owned by, the post-colo-
nial political elites. EPZs and SEZs then are 
emblematic for a global class struggle by 
the bourgeoisie against the workforces in 
developing and industrially advanced coun-
tries alike.

Patrick Neveling
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‘Global Labour 

Arbitrage’ and the New 

Imperialism

We have yet to see a systematic theory 
of imperialism designed for a world in 
which all international relations are inter-
nal to capitalism and governed by capital-
ist imperatives. That, at least in part, is 
because a world of more or less universal 
capitalism … is a very recent development. 
(Wood 2005/2003: 127)

Introduction
The most significant transformation wrought 
by the past three decades of neo-liberal glo-
balisation is the tremendous expansion of 
the southern proletariat, whose living labour 
contributes most of the value that is unequally 
shared between ‘lead firms’ headquartered 
in North America, Europe, Japan, and out-
sourced producers in the low-wage econo-
mies of Africa, Asia, and Latin America. This 
is the principal form taken by the ‘global 
labour arbitrage’-driven globalisation of pro-
duction, in which cheap and flexible work-
ers in low-wage countries replace relatively 
expensive workers in the imperialist coun-
tries. It signifies a new, qualitative stage in 
the globalisation of the capital–labour rela-
tion, a principal result of which is the greatly 
enhanced dependency of northern capitalists 
on the super-exploitation of southern living 
labour. This reality is obscured by supposedly 
objective statistical data which records value 
generated by low-wage workers in coun-
tries from China to Bangladesh to Mexico as 
‘value-added’ by firms – multinational cor-
porations (MNCs) and their numerous ser-
vice-providers – in the countries where there 
products are consumed. Another result is the 
transformation of the global working class: 
three decades ago, half of the world’s indus-
trial workers lived in low-wage countries, 
now 80 per cent do. Neo-liberal globalisa-
tion has hurled the workers of the dominant 
nations and the workers of the global South 
together, in competition with each other and 
yet bound together in mutual interdepend-
ence, connected by globalised production 
processes, their labour power exploited by the 

same banks and MNCs. But this new, qualita-
tive stage in capitalism’s evolution possesses 
a very specific quality: the globalisation of 
the capital–labour relation, in the context of 
and on the foundation of a pre-existing divi-
sion of the world into oppressed and oppres-
sor nations, entails the internalisation of this 
division. Neo-liberal globalisation is, there-
fore, the unfolding of the imperialist form of 
the capital relation. The division of the world 
into oppressed and oppressor nations, which 
Lenin emphasised was the essence of impe-
rialism, lives on in the form of the racial and 
national hierarchy that makes up the so-called 
‘global labour market’. To put this another 
way, the globalisation and global shift of 
production signifies that the oppression of 
nations is now internal to the capital–labour 
relation, giving rise to a mutant, imperialist 
form of the law of value. This transformation 
of the essence of capitalism, of the capital–
labour relation itself,  was first proposed by 
Andy Higginbottom: 

The wage labour relation is not only 
between capital and labour, but between 
northern capital and southern labour. In 
this sense, class exploitation and racial 
or national oppression are fused …. The 
working class of the oppressed nations/
Third World/global South is system-
atically paid below the value of labour 
power of the working class of the oppres-
sor nations/First World/global North. 
This is not because the southern working 
class produces less value, but because it 
is more oppressed and more exploited. 
(Higginbottom 2011: 284) 

As a result, this latest stage of capitalist devel-
opment has been leading not to convergence 
with the ‘advanced’ countries and the wan-
ing of the North–South divide but to global 
apartheid, in which the southern nations have 
become labour reserves for super-exploitation 
by northern capitalists. The suppression of 
the free international movement of labour 
is the linchpin of a vast system of racism, 
national oppression, cultural humiliation, 
militarism, and state violence that imperi-
alism has imposed on the proletarianised 
peoples of the world. It is a weapon of class 
warfare, wielded in order to enforce the high-
est possible overall rate of economic exploita-
tion and to wage political counter-revolution 
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– to divide and rule, to impede the emergence 
of the international working class as an inde-
pendent political force fighting to establish 
its own supremacy. 

This is imperialism on an entirely capital-
ist basis, in an advanced stage of its develop-
ment, in which capitalism and its law of value 
has fully sublated the old colonial division of 
the world; in other words, it has discarded all 
that is inimical to it, and preserved and made 
its own all that is useful to its continued 
dominion. Just as Karl Marx could not have 
written Capital before its mature, fully evolved 
form had come into existence (with the rise 
of industrial capitalism in England), so it is 
unreasonable to expect to find, in the writ-
ings of Lenin and others writing at the time of 
its birth, a ready-made theory of imperialism 
capable of explaining its fully evolved mod-
ern form. This accords with a basic axiom of 
materialist dialectics: there cannot be a con-
crete theoretical concept of a system of inter-
action which is not itself fully concrete and 
developed. An urgent task is still before us: 
to understand the evolution of the capital–
labour relation in the era of what Jyoti Ghosh 
calls ‘imperialist globalisation’, in which 
the relation between capital and labour has 
increasingly become a relation between impe-
rialist capital and low-wage southern labour. 
In other words, the task is to develop a theory 
of the imperialist form of the law of value.

Central to this task is the development of a 
concrete concept of ‘super-exploitation’. For 
present purposes, exploitation and super-
exploitation can be simply defined. If the 
working day comprises two parts –  necessary 
labour-time (the time a worker takes to 
create value equal to what he/she consumes) 
and surplus labour-time (the time spent 
producing surplus value for the capitalist) – 
the rate of exploitation is the ratio between 
them. Super-exploitation signifies a higher 
rate of exploitation than the prevailing aver-
age domestic rate of exploitation within the 
 imperialist economies. It is argued here that 
international wage differentials provide a dis-
torted reflection of international differences 
in the rate of exploitation; and that north-
ern capitalists, in ways to be explored, can 
increase their profits by relocating produc-
tion to nations where the rate of exploitation 
is higher than average; that is, where living 
labour can be super-exploited. 

Imperialism and super-exploitation are 
brought together in the increased dependence 

of northern capitalists on the proceeds of 
super-exploitation of low-wage workers in 
the global South, as captured in the term 
‘global labour arbitrage’, which denotes the 
substitution of relatively highly paid domes-
tic labour by low-wage southern labour. This 
can take the form of shifting production 
processes to low-wage countries or import-
ing migrant labour from low-wage coun-
tries and super-exploiting them at home. 
The former, in the words of the International 
Monetary Fund (IMF), is ‘the more important 
and faster-expanding channel, in large part 
because immigration remains very restricted 
in many countries’ (IMF 2007: 180).

Global labour arbitrage: ‘an 
increasingly urgent survival tactic’
By uprooting hundreds of millions of work-
ers and farmers in southern nations from 
their ties to the land or their jobs in pro-
tected national industries, neo-liberal capi-
talism has greatly stimulated the expansion 
of a vast pool of super-exploitable labour. 
Suppression of the free mobility of labour has 
interacted with this hugely increased supply 
to produce a dramatic widening of interna-
tional wage differentials between ‘industri-
alised’ and ‘developing’ nations, vastly 
exceeding price differences in all other global 
markets. This steep wage gradient provides 
two different ways for northern capitalists 
to increase profits: through the emigration 
of production to low-wage countries, or the 
immigration of low-wage migrant work-
ers. The IMF’s World Economic Outlook 2007 
(IMF 2007), which included a special study 
of ‘labour and globalisation’, made the con-
nection between outsourcing and migration 
quite precisely: ‘The global pool of labour can 
be accessed by advanced economies through 
imports and immigration’, significantly 
observing that ‘[t]rade is the more important 
and faster-expanding channel, in large part 
because immigration remains very restricted 
in many countries’ (180). But not precisely 
enough: by the ‘global pool of labour’ they 
mean the global pool of low-wage labour.

What the IMF calls ‘accessing the global 
labour pool’ others have defined as ‘global 
labour arbitrage’ (sometimes ‘global wage 
arbitrage’), whose essential feature, accord-
ing to Stephen Roach, the economist most 
associated with this term, is the substitution 
of ‘high-wage workers here with like-quality, 
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low-wage workers abroad’ (Roach 2004). 
Roach argues that ‘[a] unique and powerful 
confluence of three mega-trends is driving the 
global arbitrage’. These are ‘the maturation 
of offshore outsourcing platforms … e-based 
connectivity… [and] the new imperatives of 
cost control’ (Roach 2003: 6). Of these, ‘cost 
control’ is the most important, ‘the catalyst 
that brings the global labour arbitrage to life’. 
The first two mega-trends, in other words, 
merely provide the necessary conditions for 
the third – reducing the cost of labour – to 
express itself. Expanding on this, Roach 
explains that:

In an era of excess supply, companies lack 
pricing leverage as never before. As such, 
businesses must be unrelenting in their 
search for new efficiencies. Not surpris-
ingly, the primary focus of such efforts is 
labour, representing the bulk of produc-
tion costs in the developed world; in the 
US, for example, worker compensation 
still makes up nearly 80% of total domes-
tic corporate income. And that’s the point: 
Wage rates in China and India range from 
10% to 25% of those for comparable- 
quality workers in the US and the rest of 
the developed world. Consequently, off-
shore outsourcing that extracts product from 
 relatively low-wage workers in the developing 
world has become an increasingly urgent survival 
tactic for companies in the developed economies. 
(ibid., my emphasis)

This is a much sharper and richer description 
of neo-liberal globalisation’s driving force 
than the one offered by the IMF’s technocrats 
– or indeed than is to be found anywhere in 
the radical, ‘value chain’ or Marxist litera-
ture. We might ask, though, why Roach says 
‘extracts product’ instead of ‘extracts value’ – 
capitalists, after all, are not interested in the 
product of labour but in the value contained 
in it. We suspect that to say ‘extracts value’ 
would imply that these workers create more 
wealth than they receive in the form of wages 
– in other words that they are exploited, chal-
lenging the very foundations of modern eco-
nomic theory, which categorically denies 
that capitalism is a system of exploitation, 
and opening the door to its Marxist critique, 
which calls the difference between the value 
generated by workers and what is paid to 
them surplus value, the source and substance 
of profit in all its forms. It is notable that, in 

order to give the most concrete possible defi-
nition of this most important phenomenon, 
Roach felt obliged to dispense with the empty 
abstractions of mainstream economics and 
invoke Marxist concepts and, almost, Marxist 
terminology.

Despite being jargon, which can act as 
a code, giving access to those with the key 
while mystifying everyone else, there are two 
reasons why ‘global labour arbitrage’ is much 
more useful than any of the core concepts so 
far developed by value-chain analysts, pro-
ponents of global production networks, or 
neo-Marxist theorists of ‘new imperialism’ 
and ‘transnational capitalism’. First, ‘global 
labour arbitrage’ foregrounds the labour–cap-
ital relation, spotlights the enormous interna-
tional differences in the price of labour, and 
encompasses the two ways in which north-
ern capitalists can profit from wage differ-
entials: outsourcing and migration. Second, 
it focuses attention on the fragmented and 
hierarchically organised global labour market 
which gives rise to these arbitrage opportuni-
ties. ‘Arbitrage’, in the economists’ lexicon, 
means profiting from imperfections in mar-
kets that are reflected in different prices for 
the same product. By communicating prices 
across segmented markets, arbitrage causes 
existing price differences to narrow, thereby 
improving the efficiency of markets and pro-
moting their unification (in contrast, specu-
lators bet on the future movement of prices, 
typically amplifying price swings) unless 
some artificial factor (in this case, immigra-
tion controls) intervenes to prevent price 
differences from being arbitraged away, in 
which case arbitrage becomes an opportunity 
for open-ended profiteering. In general, the 
bigger the market imperfections, the bigger 
are the price differences and the bigger the 
potential profits; and there’s no market more 
imperfect than the global labour market. (For 
a useful discussion of the difference between 
arbitrage and speculation in modern financial 
theory, see Miyazaki 2007.)

That capitalist firms seek to boost prof-
its by cutting wages is hardly a startling rev-
elation. Their employees don’t need Stephen 
Roach to tell them this. Indeed, Roach’s 
advice is not intended to alert workers to the 
challenges they face but to advise capitalists 
what they need to do more of. Stephen Roach 
is not alone in according primacy to capital-
ists’ voracious appetite for low-wage labour. 
Others include Charles Whalen, a prominent 
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labour economist, who has argued that ‘[t]
he prime motivation behind offshoring is the 
desire to reduce labour costs … a U.S.-based 
factory worker hired for $21 an hour can be 
replaced by a Chinese factory worker who is 
paid 64 cents an hour’ (Whalen 2005: 13–40, 
35). David Levy is another international busi-
ness scholar who explicitly recognises that 
what he calls the ‘new wave of offshoring … is 
a much more direct form of arbitrage in inter-
national labour markets, whereby firms are 
able to shift work to wherever wages are lower 
(Levy 2005: 685–693, 689). According to Levy, 
two things have unleashed this ‘new wave’: 
‘low-cost and instantaneous transmission of 
data that embed engineering, medical, legal, 
and accounting services’ combined with ‘the 
increasing organizational and technological 
capacity of companies, particularly multina-
tional corporations, to separate and coordi-
nate a network of contractors performing an 
intricate set of activities’. However, Levy con-
siders ‘increasing organizational and techno-
logical capacity’ to be the ‘core driver of the 
latest form of offshore sourcing’, confusing 
the driving force (desire for cheap labour) 
with the means of harnessing this force. 

Roach’s views deserve the attention given to 
them here because when he expressed them 
he was not an academic viewing the world 
from an ivory tower but chief economist for 
Morgan Stanley, the leading investment bank, 
with particular responsibility for its very active 
Asian operations; and because he has gone 
further than most in analysing how and why 
wage arbitrage is the essence of outsourcing. 
Roach’s emphasis on the ‘extraction of prod-
uct’ from ‘like quality’ low-wage workers in 
India, China etc. by MNCs headquartered 
in ‘developed economies’ – and his plain 
 speaking – contrasts with the general rule in 
academic and business literature, which is to 
obfuscate this most important point and treat 
labour as just one factor of production among 
others, making glancing, desultory references 
to wage differentials as one of a number of 
possible motives influencing outsourcing 
decisions. IBM CEO Samuel J. Palmisano gave 
a classic example of this in an article in Foreign 
Affairs:

‘Until recently, companies generally chose 
to produce goods close to where they sold 
them …. Today… companies are investing 
more to change the way they supply the 
entire global market …. These decisions 

are not simply a matter of offloading non-
core activities, nor are they mere labour 
arbitrage. They are about actively manag-
ing different operations, expertise, and 
capabilities so as to open the enterprise 
up in multiple ways, allowing it to connect 
more intimately with partners, suppliers, 
and customers. (Palmisano 2006: 127–136, 
129–31)

Anwar Shaikh points out that ‘cheap labour 
is not the only source of attraction for foreign 
investment. Other things being equal, cheap 
raw materials, a good climate, and a good 
location … are also important … But these 
factors are specific to certain branches only; 
cheap wage-labour, on the other hand, is a 
general social characteristic of underdevel-
oped capitalist countries, one whose implica-
tions extend to all areas of production, even 
those yet to be created’ (Shaikh 1980: 204–
235, 228).

Global labour arbitrage and the 
theory of ‘comparative advantage’
A survey of outsourcing literature published 
by the World Trade Organization (WTO) 
and the Hong Kong-based Fung Global 
Institute (FGI) asks two questions which 
serve well as a starting point for this discus-
sion: ‘Why did firms in advanced economies 
find it profitable to increasingly offshore 
tasks or parts of the production process to 
developing economies? And does interna-
tional trade theory need a new framework 
to study this phenomenon of global supply 
chains?’ (Park et al. 2013: 29). Their answer 
to the first question – ‘Vast absolute differ-
ences in unskilled labour wages between 
developed and developing economies, driven 
by differences in factor endowments, made 
cross-border production sharing profitable’ – 
accords well with Stephen Roach’s concept of 
global labour arbitrage, and – if we strike out 
‘driven by differences in factor  endowments’ – 
shares its qualities of clarity and direct-
ness. ‘Differences in factor endowments’ is 
a euphemistic reference to the vast unem-
ployed and underemployed reserve army of 
labour, dehumanised and converted by the 
bourgeois mind into a ‘factor of production’, 
and the purpose of its inclusion is to justify 
the authors’ affirmative answer to their sec-
ond question, which is that no, ‘international 
trade theory’ does not need a new framework. 
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Production outsourcing to low-wage coun-
tries, the WTO-FGI researchers argue, ‘stays 
true to the concept of comparative advantage, 
as defined by the Heckscher-Ohlin model of 
trade’ in which each country ‘use[s] its rela-
tively abundant factor of production relatively 
intensively’ (30).

Fleshing out their ‘concept of comparative 
advantage’, the WTO-FGI researchers predict 
that ‘a relatively unskilled, labour abundant 
developing economy would complete and 
export the relatively unskilled labour inten-
sive tasks …. Similarly, a relatively capital or 
skilled labour intensive country would export 
intermediate products, such as capital goods 
and design and research and development 
services’ (29–30). This boils down to a banal 
assertion that each country will try to use its 
resources to its own benefit. The Heckscher-
Ohlin [H-O, sometimes rendered as H-O-S-S 
with the addition of Wolfgang Stolper and 
Paul Samuelson] model turns this simplis-
tic truism into a theoretical model by mak-
ing three false and far-fetched assumptions. 
The first is that products for final sale cross 
borders but ‘factors of production’ do not – 
there is no place in the H-O model for foreign 
direct investment or indeed any international 
capital flows, and this also rules out struc-
tural trade imbalances, since the resulting 
accumulation by one country of claims on the 
wealth of another is tantamount to foreign 
investment. As for the immobility of labour, 
this is treated as a fact of nature that needs no 
explanation. The second assumption is that 
all ‘factors of production’ are fully utilised, a 
necessary condition for ‘equilibrium’; that is, 
for supply and demand to be balanced and for 
the ‘factors of production’ to be rewarded to 
the full extent of their contribution to their 
firm’s output. It assumes, in other words, 
the validity of ‘Say’s law’, after the classical 
economist Jean-Baptiste Say, who more than 
200 years ago argued that supply creates its 
own demand. Heterodox economists ques-
tion whether the ideal state resulting from 
these two assumptions has any practical rel-
evance. Marxists argue that this ideal state is 
itself absurd, pointing to the third and most 
important of the fallacious assumptions upon 
which ‘modern trade theory’ and indeed the 
entire edifice of economic theory is based: the 
conflation of value and price, or the presump-
tion that the value generated in the produc-
tion of a commodity is identical to the price 
received for it. This conflation is achieved by 

making the production process invisible; the 
value of commodities is not only discovered 
but, in the world of marginalist economics, is 
determined by the confrontation in the mar-
ketplace between sovereign and equal individ-
ual buyers and sellers. As Marx said, the value 
of commodities ‘seem[s] not just to be real-
ised only in circulation but actually to arise 
from it’ (Marx 1991/1894: 966). Modern trade 
theory, in essence, is constituted by substitut-
ing individual nations for individual property 
owners.

The WTO-FGI researchers contrast the 
H-O model of comparative advantage with 
what they call the ‘Ricardian model’: ‘The 
Heckscher-Ohlin model of trade argues that 
technology is freely available across countries 
and hence comparative advantage is deter-
mined by relative factor endowments. In con-
trast, the Ricardian model of trade stresses 
differences in technology as the basis of 
international trade – countries tend to spe-
cialise in activities about which their inhab-
itants are especially knowledgeable’ (Park et 
al. 2013: 30). The ‘Ricardian model’ is given 
its moniker because ‘differences in technol-
ogy’ imply differences in the productivity of 
labour, and David Ricardo’s original theory 
hinged on the difference in the productiv-
ity of weavers and winemakers in Portugal 
and England. Yet on closer inspection, this 
theory has much more in common with the 
H-O approach than with Ricardo’s original 
theory. Ricardo, along with Karl Marx and 
Adam Smith, espoused the labour theory of 
value, according to which only one ‘factor of 
production’ – living labour – is value-produc-
ing; materials and machinery merely impart 
to the new commodities already-created 
value used up in the process of production 
(Bhagwati 1964: 1–84). Eli Heckscher and 
Bertil Ohlin replaced Ricardo’s labour theory 
of value with a two-factor (labour and capi-
tal) model in which the relative abundance 
of each determines where the supply and 
demand curves intersect, which in turn deter-
mines the value of commodities and thus the 
productivity of the labour that produces 
them. The so-called Ricardian model does 
essentially the same thing with its two-factor 
production function; both are founded on a 
tautological identification of value and price 
and on the circular reasoning which springs 
from this. The difference between them is 
where in the circle they choose as their start-
ing point.
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Outsourcing and migration – two 
forms of global labour arbitrage
The wildfire spread of outsourcing during the 
past three decades is the continuation of capi-
tal’s eternal quest for new sources of cheaper, 
readily exploitable labour power. Nearly 
150 years ago, Karl Marx gave prominent 
place, in his 1867 address to the Lausanne 
Congress of the International Workingmen’s 
Association, to a prescient warning that ‘in 
order to oppose their workers, the employ-
ers either bring in workers from abroad or 
else transfer manufacture to countries where 
there is a cheap labour force’ (Marx 1867a). 
Intense rivalry between competing imperial-
ist powers inhibited the development of this 
trend within Europe, but not so in North 
America, where, as Gary Gereffi’s recounts, 
‘In the early 20th century in the United States, 
many industries … began to move to the US 
south in search of abundant natural resources 
and cheaper labour, frequently in ‘right to 
work’ states that made it difficult to estab-
lish labour unions. The same forces behind 
the impetus to shift production to low-cost 
regions within the United States eventu-
ally led US manufacturers across national 
borders’ (Gereffi 2005: 4). What began as 
a trickle in mid-19th-century Europe had 
become a steady stream in North America in 
the early 20th century, and by the end of that 
century and the beginning of the next was an 
enormous floodtide, ‘a systematic pattern of 
firm restructuring that is moving jobs from 
union to non-union facilities within the coun-
try, as well as to non-union facilities in other 
countries’ (Bronfenbrenner and Luce 2004: 
37–38).

The three quotations cited in the above 
paragraph have a common theme: a central 
motive of capitalists’ outsourcing impulse is, 
in Marx’s words, ‘to oppose their workers’, to 
negate efforts by workers to organise them-
selves into unions and counter employers 
attempts to force workers into competition 
with each other. Unfortunately, trade unions 
in the imperialist countries did not heed 
Marx’s warning and nor did they act upon 
the advice which immediately followed it: 
‘[g]iven this state of affairs, if the working 
class wishes to continue its struggle with 
some chance of success, the national 
organisations must become international’.

Aviva Chomsky, in Linked Labour Histories, 
a multi-layered study of the coevolution of 
the labour movements in New England and 

Colombia since the late 1900s, recounts how 
New England textile mills relocated first to 
North Carolina in the first decades of the 
20th century, then, in the 1930s, to Puerto 
Rico, thereby becoming the true pioneers of 
international production outsourcing in the 
Americas, before moving to Colombia and 
beyond in the post-war period. Chomsky 
points out that ‘most accounts place this 
phenomenon in the second half of the 20th 
century. I argue that the events of the late 
20th century continue a pattern begun by the 
earliest industry in the country, the textile 
industry, a century earlier’ (Chomsky 2008: 
294). She calls this phenomenon ‘employers’ 
‘capital flight’ away from strong trade unions 
and towards cheap labour’, and makes an 
essential observation: ‘most accounts treat 
immigration and capital flight separately. 
My approach insists that they are most fruit-
fully studied together, as aspects of the same 
phenomenon of economic restructuring’. She 
also persuasively argues that ‘[c]apital flight 
[i.e. outsourcing] was one of the main rea-
sons the textile industry remained one of the 
least organised in the early to mid-20th-cen-
tury, and it was one of the main reasons for 
the decline of unions in all industries at the 
end of the century’.  Chomsky draws atten-
tion to another specific quality that immi-
gration and outsourcing have in common: 
‘immigration and capital flight … relieve 
employers of paying for the reproduction 
of their workforce’ (3) by giving employers 
access to a ready-made workforce in southern 
nations, who are sustained in part by remit-
tances from migrant workers in the imperial-
ist economies, by foreign aid and public debt, 
and not least by unpaid labour performed 
in the family or informal economy. William 
Robinson (2008: 204) similarly argues: ‘the 
use of immigrant labour allows employers in 
receiving countries to separate reproduction 
and maintenance of labour, and therefore to 
“externalise” the cost of social reproduction’. 

Bangladesh provides a particularly vivid 
example of how, during the neo-liberal era, 
outsourcing and migration have become 
two aspects of the same wage-differential-
driven transformation of global production. 
Speaking of 1980s and 1990s Bangladesh, 
Tasneem Siddiqui reported that ‘the continu-
ous outflow of people of working-age … has 
played a major role in keeping the unem-
ployment rate stable’ (Siddiqui 2003: 2). 
According to the International Organisation 
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for Migration, 5.4 million Bangladeshis 
work overseas, more than half in India, with 
the rest spread between Western Europe, 
North America, Australasia and the Middle 
East, especially Saudi Arabia. Some $14 bil-
lion of remittances flowed into households 
in Bangladesh in 2012, equivalent to 11 per 
cent of Bangladesh’s GDP. In the same year, 
Bangladesh received $19 billion for its gar-
ment exports (80 per cent of Bangladesh’s 
total exports), but this includes the cost of 
imported cotton and other fabrics, typically 
25 per cent of the production cost. In other 
words, net earnings from garment exports in 
2012 approximately equalled total remittances 
from Bangladeshis working abroad. And 
while only a small fraction of export earnings 
are paid out in wages, all of the latter flows 
directly into poor households.

The World Bank reports that in 2013, each 
of Britain’s 210,000 Bangladeshi migrant 
workers, the largest concentration of all 
imperialist countries, sent home an aver-
age of $4,058, close to the average for other 
imperialist countries. In comparison, aver-
age wages following the 2013 increase in 
Bangladesh’s textile industry were $115 
per month, or $1,380 per year. Thus, each 
Bangladeshi working in Britain remits in one 
year what it would take his (most Bangladeshi 
migrant workers are male) wife, sister or 
daughter three years to earn working in a gar-
ment factory. 

Neo-Marxists and the ‘global 
labour arbitrage’
Most of the scholars and analysts cited so 
far in our survey of ‘global labour arbitrage’ 
have been from mainstream or heterodox 
schools. This is because Marxist academ-
ics have, by and large, neglected this subject. 
This is epitomised by an anthology of essays 
published in 2005 by Marxist scholars enti-
tled Neo-liberalism: A Critical Reader (Saad-Filho 
and Johnston 2005). Its front cover is a pho-
tograph of women working on a production 
line somewhere in Asia, yet – despite the 
many insightful articles it contains – not one 
of them discusses the super-exploitation of 
southern labour, male or female, or asks how 
capitalist firms in imperialist countries reap 
super profits from them, or recognises 
that this might be not just relevant to ‘neo- 
liberalism’ but its very essence.

What is so special about ‘global labour 
arbitrage’, apart from its great force, is that 
it takes place entirely within the orbit of 
the capital–labour relation. ‘Global labour 
arbitrage’, or the globalisation of capitalist 
production processes driven by the super-
exploitation of low-wage southern labour by 
northern capital, is capitalist imperialism par 
excellence. Here, capitalism has evolved ways 
of extracting surplus value from the so-called 
‘emerging nations’ which are proper to it, 
which are effected not by political-military 
coercion but by ‘market forces’ – what Ellen 
Wood in Empire of Capital calls the ‘inter-
nationalization of capitalist imperatives’ 
(2005/2003: 118). 

As Wood recognises, the exercise of mili-
tary power by states continues to play a cen-
tral and very active role in constituting the 
imperialist world order, policing it and vio-
lently removing obstacles in its way, whether 
these be forests and forest dwellers, insubor-
dinate despots, rebellious social movements 
or radical governments. But, in common with 
other neo-Marxist theorists of ‘new imperial-
ism’ and ‘global capitalism’, her theoretical 
framework gives no place to the most impor-
tant, most direct, most pernicious and most 
quotidian exercise of coercive violence by 
the state in the global political economy: the 
suppression of the international mobility of 
labour. Apart, that is, from one cursory men-
tion, a brief and passing acknowledgement 
that ‘[n]ot the least important function of the 
nation state in globalisation is to … manage 
the movements of labour by means of strict 
border controls and stringent immigration 
policies, in the interests of capital’ (137). Yet 
she gives neither this nor the massive reloca-
tion of production processes to the global 
South any further attention, despite their 
obvious relevance to her stated aim of defin-
ing ‘the essence of capitalist imperialism’ (7). 

International differences 
in the rate of exploitation
Critics of dependency theory used to argue 
that, if there were differences in the rate of 
exploitation between imperialist and semi-
colonial countries, the much higher pro-
ductivity of labour in the former means that 
workers in imperialist nations may even be 
subject to a higher rate of exploitation than 
in the Third World, despite their much higher 
levels of consumption. Thus, in their 1979 
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exchange with Samir Amin, John Weeks 
and Elizabeth Dore argued that ‘[s]ince it 
is in the developed capitalist countries that 
labour productivity is higher, it is not obvi-
ous that a high standard of living of workers 
in such countries implies that the exchange 
value of the commodities making up that 
standard of living is also higher’ (Weeks and 
Dore 1979: 62–87, 71). Nigel Harris put for-
ward essentially the same argument: ‘other 
things being equal, the higher the produc-
tivity of labour, the higher the income paid 
to the worker (since his or her reproduction 
costs are higher) and the more exploited he or 
she is – that is, the greater the proportion of 
the workers output [that] is appropriated by 
the employer.’ (Harris 1986: 119–120). 

The globalisation of production processes 
has fatally undermined this argument: the con-
sumption goods consumed by workers in the 
North are no longer produced solely or mainly 
in the North. To an ever greater extent, they 
are produced by low-wage labour in the global 
South; what matters is their productivity, their 
wages. Nevertheless, these arguments con-
tinue to be advanced to the present day – Alex 
Callinicos argues that ‘[f ]rom the perspec-
tive of Marx’s value theory, the critical error 
[of ‘theorists of unequal exchange such as of 
Arghiri Emmanuel and Samir Amin’] is not to 
take into account the significance of high levels 
of labour productivity in the advanced econo-
mies’ (Callinicos 2009: 179–180); while Joseph 
Choonara believes that ‘it is a misconcep-
tion that workers in countries such as India or 
China are more exploited than those in coun-
tries such as the US or Britain. This is not nec-
essarily the case. They probably [!] have worse 
pay and conditions, and face greater repres-
sion and degradation than workers in the most 
developed industrial countries. But it is also 
possible that workers in the US or Britain gen-
erate more surplus value for every pound that 
they are paid in wages’ (Choonara 2009: 34). 

Ernest Mandel uncomfortably straddled the 
dependency thesis and its ‘Marxist’ antith-
esis without achieving anything in the way 
of synthesis. This equivocation is evident 
in his major economic work Late Capitalism 
(1975/1972). In the chapter entitled ‘The 
Structure of the World Market’, he admits 
that ‘the existence of a much lower price for 
labour-power in the dependent, semicolonial 
countries than in the imperialist countries 
undoubtedly allows a higher world average 
rate of profit’ (Choonara 2009: 68), implying 

that its value is also lower, that it endures 
a higher rate of exploitation. Later, in the 
chapter on unequal exchange, he appears to 
reiterate this, referring to ‘vast international 
differences in the value and the price of the 
commodity labour-power’ (Mandel 1975/1972: 
353), but on the next page he argues the 
opposite, that there ‘exists in underdeveloped 
countries … a lower rate of surplus value’, 
spending several pages developing a numeri-
cal example in which the oppressed-nation 
workers endure a lower rate of exploitation 
than in the imperialist  countries – with no 
explanation or justification. Either way, nei-
ther the vast differences in the value nor the 
price of labour-power make it into the ten 
features defining ‘the structure of the world 
market’ that concludes his analysis.

Wages, productivity … 
It is argued here that global wage differen-
tials have driven and shaped the global shift 
of production. It is therefore important to 
remind ourselves just how wide these differ-
entials are. Data on average wages, in both 
rich and poor countries but especially in the 
latter, are notoriously unreliable. Masking 
growing wage inequality, they include the 
wages of skilled workers and managers, they 
typically count only those in formal employ-
ment, and they take no account of wide-
spread underpayment and of illegally low 
wages. Bearing this in mind, the US govern-
ment’s Bureau of Labour Statistics reports 
that, despite decades of wage stagnation in 
the US and years of above-inflation wage rises 
in China, average hourly ‘labour compensa-
tion’ (wages + benefits) of US manufacturing 
workers in 2010 was 20 times greater than 
in China ($34.74/hr vs $1.71/hr), or 14 times 
greater when Chinese wages are measured 
in PPP$. This obscenely high ratio under-
estimates the global picture, since labour 
compensation in countries like Canada, 
Germany and Denmark is higher than in the 
US, while Indian, Sri Lankan, Indonesian and 
Vietnamese workers are even cheaper than 
Chinese workers. Bangladeshi wages are low-
est of all: there, the minimum wage in the 
garment industry is just 31¢ per hour – and 
this after a 77 per cent increase wrested by 
hard-fought strikes in 2013. Wages elsewhere 
in Bangladesh’s economy are even lower. 
Dhaka’s The Daily Star reported in May 2013 
that tea-pickers are paid 55 taka ($0.71) for a 
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day’s work (‘Tea worker’s daily wage only Tk 
55’, in The Daily Star, 25 May 2013).

Clearly, wages are profoundly affected by 
conditions in labour markets – like repres-
sion of unions, massive unemployment and 
underemployment – none of which have any 
direct bearing on the productivity of workers 
when at work. This is one reason to question 
the widespread belief of mainstream econo-
mists that differences in wages reflect differ-
ences in productivity and that low wages in 
‘emerging economies’ merely reflect the low 
productivity of their workers. That Western 
firms are so keen to outsource production to 
the other side of the world is proof in itself 
that the low wages they find so attractive are 
not cancelled by low productivity. As Larudee 
and Koechlin found (2008: 228–236, 232), 
in the case of FDI into low-wage countries, 
multinational firms carry a considerable 
share of their productivity with them. Why 
is this important? Because, to the consider-
able extent that international wage differen-
tials do not reflect differences in productivity, 
they must reflect international differences in 
the rate of exploitation. And a higher rate of 
exploitation implies that more of the wealth 
created by these workers is captured by capi-
talists and turned into profit. There is noth-
ing more important in political economy than 
understanding how this happens, and how it 
is rendered invisible in standard interpreta-
tions of economic data.

A theoretical concept of ‘productivity’ is 
essential if we are to understand anything 
about global political economy. But produc-
tivity is especially complex because it can be 
measured in two mutually exclusive ways: 
by the quantity of useful objects created in a 
particular amount of time, or by the quan-
tity of money that these useful objects can be 
sold for. The ‘use value’ and ‘exchange value’ 
definitions of productivity produce very dif-
ferent results. For example, if Bangladeshi 
garment workers increase production from 
ten shirts per hour to 20 shirts per hour, they 
are, according to the first measure, twice 
as productive as before; but if the multina-
tional firm they are supplying imposes pro-
portionate cuts in the price of each shirt, the 
‘exchange value’ measure of their productivity 
will remain unchanged. These two definitions 
of productivity are contradictory, mutually 
exclusive, incompatible. To formal logicians 
and vulgar economists, they cannot both be 
true. But to dialecticians, these contradictory 

definitions reflect a really existing contradic-
tion inherent in commodities and therefore 
in the labour that produces commodities. 
While the mainstream concept of productiv-
ity attempts to solve this puzzle by abolishing 
the use-value definition, obliterating it; for 
Marxist political economy, ‘productivity’ is 
a contradictory unity, embodying what Marx 
counted among the greatest of his discover-
ies: ‘the two-fold character of labour, accord-
ing to whether it is expressed in use value or 
exchange value’ (Marx 1867b: 407–408).

To mainstream economics and in the brain 
of the capitalist, ‘productivity’ always refers 
to the monetary value of the goods and ser-
vices generated in a given period of time; in 
other words, value-added per worker. But this 
gives rise to a series of paradoxes, anomalies 
and absurdities; for example, those in Europe 
and North America who stack shelves with 
imported goods appear to add much more 
value (i.e. to be many times more produc-
tive) than those who produce these goods. 
Another example is that the outsourcing of 
labour-intensive production tasks boosts the 
productivity of the workers whose jobs are 
not outsourced – even if nothing about this 
work or the payment received for it changes in 
any way. Thus, Gene Grossman and Esteban 
Rossi-Hansberg contend that ‘improve-
ments in the feasibility of offshoring are eco-
nomically equivalent to labour-augmenting 
technological progress’ (Grossman and 
Rossi-Hansberg 2006: 15). A further example 
is provided by per capita GDP, which, leaving 
aside relatively minor variations in the pro-
portion of a nation’s population who are eco-
nomically active, is synonymous with average 
productivity. On this measure, six of the eight 
most ‘productive’ nations on earth are tax 
havens, which by definition produce nothing 
of use; meanwhile, Bangladesh languishes 
in 192nd place out of 229 nations. Its gar-
ment workers produce large quantities of use 
values – but insufficient exchange value to 
allow their employers to run safe factories or 
pay a living wage.

… and the GDP illusion
Statistics on GDP, trade, and productivity suf-
fer from much more severe defects than those 
afflicting wages. Here, the problems are con-
ceptual, not technical. Bangladesh’s garment-
exporting industry – in the global spotlight 
since the death of 1,127 garment workers in 
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the collapsed Rana Plaza building in April 2013 
– provides a glaring illustration of this. Few, 
apart from mainstream economists, would 
deny that Primark, Wal-Mart, H&M and other 
high-street retailers profit from the exploi-
tation of Bangladeshi garment workers. A 
moment’s thought reveals other beneficiaries: 
the commercial capitalists who own the build-
ings leased by these retailers, the myriad of 
companies providing advertising, security, and 
other services to them; and also governments, 
which tax their profits and their employees’ 
wages and collect 20 per cent VAT from every 
sale. Yet, according to trade and financial data, 
not one penny of the profits reaped by US and 
European retail giants derives from the labour 
of the workers who made their goods. The 
huge mark-up on the costs of production, typi-
cally 60–80 per cent and often more, instead 
appears as ‘value-added’ in the UK and other 
consuming countries, expanding their GDP by 
far more than that of the country where these 
goods are actually produced. 

However, by redefining ‘value-added’ as 
value captured, our perception of the global 
economy is transformed. It allows us to see 
that the lion’s share of the value produced 
by low-wage workers in China, Bangladesh, 
and elsewhere is captured by corporations 
and governments in the imperialist coun-
tries. A closer look at this key mainstream 
concept makes clear why such a redefinition 
is necessary. Value-added, the fundamental 
constituent of both GDP and productivity, is 
the difference between the prices paid by a 
firm for all inputs and the prices received for 
all outputs. According to mainstream eco-
nomic theory, this amount is automatically 
and exactly equal to the value generated in 
the firm’s own production process, and can-
not leak to other firms or be captured from 
them. The process of production is thus not 
only a black box, where all we know is the 
price paid for inputs and the price received 
for the outputs; it is also hermetically sealed 
from all other black boxes, in that no value 
can be transferred or redistributed between 
them. Marxist political economy rejects this 
absurdity and advances a radically different 
conception: ‘value-added’ is really value cap-
tured. It measures the share of total economy-
wide value-added that is captured by a 
firm, and there is no direct correspondence 
between this amount and the value created 
by the living labour (or, if you prefer ‘factors 
of production’) employed within that firm. 

Indeed, many firms supposedly generating 
value-added are engaged in non-production 
activities like finance and administration that 
produce no value at all.

If, within a national economy, value pro-
duced by one firm (i.e. in one production 
process) can condense in the prices paid for 
commodities produced in other firms, then it 
is irrefutable that, especially in the era of glo-
balised production, this also occurs between 
firms in different countries. To the extent 
that it does, GDP departs ever further from 
being an objective, more-or-less accurate 
approximation of a nation’s product, becom-
ing instead a veil that conceals the increas-
ingly exploitative relation between northern 
capitals and southern living labour; in other 
words, the imperialist character of the global 
capitalist economy. 

Three important conclusions flow from 
this.

It is impossible to analyse the global econ-
omy without using data on GDP and trade, 
yet every time we uncritically cite this data 
we open the door to the core fallacies of neo- 
classical economics which these data pro-
ject. To analyse the global economy we must 
decontaminate this data, or rather the con-
cepts we use to interpret them.

Redefining ‘value-added’ as value captured 
reveals that the globalisation of production is 
driven not just by international wage differ-
entials but by international differences in the 
rate of exploitation. 

Redefining ‘value-added’ as value captured 
also reveals the heightened dependence of 
capitalists and capitalism in the imperialist 
countries on the proceeds of the higher rates 
of exploitation of living labour in the global 
South. The imperialist division of the world 
that was a precondition for capitalism is 
now internal to it. Far from marking a transi-
tion to a post-imperial world, neo-liberalism 
therefore signifies the emergence of the fully 
evolved imperialist form of capitalism.

Conclusion
Armed with the concepts developed in this 
essay, the door is open to understanding how 
surplus value extracted from workers assem-
bling Dell computers and Apple iPods in 
Foxconn’s Chinese factories, and those pro-
ducing clothing and footwear in Bangladesh 
and the Dominican Republic for Wal-Mart, 
H&M and so forth, massively contribute to 
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these firms’ profits even though there is no 
trace of this in GDP, trade, or financial flow 
data. It allows us to see that a major part of 
the revenues and profits from the sale of the 
products of global value chains accruing to 
firms based in imperialist countries, their dis-
tributors, and their employees (and therefore 
appearing in the GDP of the consuming coun-
tries), and the very large cut which is taken 
by governments and used to pay for foreign 
wars, the social wage and so on, represents 
the unpaid labour of super-exploited Chinese 
and other low-wage workers. It allows us to 
understand why, according to standard inter-
pretations of GDP and trade data, these mas-
sive transfers of wealth are invisible but no 
less real. And, finally, it allows us to see that 
profits, prosperity, and social peace in Europe, 
North America, and Japan are, more than 
at any time in capitalism’s history, depend-
ent upon the super-exploitation of low-wage 
labour in Africa, Asia, and Latin America. 
Acknowledging this reality is to acknowledge 
that neo-liberal globalisation marks not the 
supersession of imperialism but the culmina-
tion of capitalism’s imperialist trajectory.

Boosting profits through increasing relative 
surplus value is generally held by Marxists to 
be the pre-eminent driver of advanced capi-
talism. A modification of this view has long 
been required; comprehension of the global 
outsourcing phenomenon now demands it. In 
the era of neo-liberal globalisation, the rate of 
profit in the imperialist countries is sustained 
by not one but three ways to increase sur-
plus value: increasing relative surplus value 
through the application of new technology 
in the classic manner intensively studied by 
Marx in Capital; increasing absolute surplus 
value by extending the working day, a major 
feature of capitalist exploitation in today’s 
global South; and ‘global labour arbitrage’, 
the expanded super-exploitation of southern 
labour power made possible by the depres-
sion of its value to a small fraction of that 
obtaining in the imperialist countries. The 
trajectory of capitalist accumulation and cri-
sis is determined by the complex interaction 
of all three elements. Of these three, ‘global 
labour arbitrage’ stands out as really new and 
specific to neo-liberal globalisation. 

It is understandable why members and 
aspiring members of privileged social layers in 
imperialist countries might find it convenient 
to take statistics on GDP and labour produc-
tivity at their face value – by doing so they can 

avoid confronting the disturbing and compla-
cency-shattering consequences of recognising 
the relations of exploitation, imperialism, and 
parasitism that are intrinsic and fundamen-
tal to the contemporary capitalist world order 
and to their social position within it. On the 
other hand, for workers in the other imperi-
alist nations, the globalisation of production 
means that nationalist-reformist attempts to 
protect workers’ living standards and access 
to social services behind protectionist bar-
riers, including border controls on the free 
movement of labour, are not only reactionary, 
they are also futile. If US and European work-
ers do not wish to compete with their sisters 
and brothers in Mexico, China, and elsewhere, 
they must join with them in the struggle to 
abolish the racial hierarchy of nations and 
the tremendous disparities associated with 
it, and to achieve an authentic globalisation 
– a world without borders – in which no one 
has any more right to a job, an education, or 
a life than anyone else. The path to socialism 
goes through, not around, the eradication of 
the gigantic differences in living standards 
and life chances that violate the principle of 
equality between proletarians. As Malcolm X 
said, ‘Freedom for everybody, or freedom for 
nobody’.

John Smith
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Global Value Transfers 

and Imperialism

Whether you can observe a thing or not 
depends on the theory which you use. It 
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is the theory which decides what can be 
observed. (Albert Einstein 1926)

Imperialism is the unequal transfer of eco-
nomic value across space, a form of super-
exploitation by powerful states or firms in 
one location visited upon weaker states/peo-
ples/firms in another place. I employ global 
value transfer, surplus drain, and surplus transfer 
as synonyms. Similar terms that appear in 
the literature include ‘geographical transfer 
of value’, ‘economic drain’, ‘surplus extrac-
tion’, ‘capital drain’ or ‘transfer and unequal 
exchange’ (Amin 1974; Emmanuel 1972; 
Kohler and Tausch 2002: Raffer 1987). 

Because capitalism is characterised by 
commodification of everything, everywhere 
(Wallerstein 1983), the basic form of surplus 
extraction derives from the production and 
sale of commodities. Capitalists are com-
pelled toward imperialism because the system 
is based on minimising costs of production in 
order to maximise profits. A distinguishing 
feature of surplus drain lies in the need for 
capitalists to widen the reach of the system 
in order to ensure the capture of lower costs. 
The cheapest costs are rarely near at hand, 
so commodified production stimulates an 
expanding territorial search. Consequently, 
global value transfer is a driving force that 
causes accumulation of wealth and power 
at the core and stagnation of the periph-
ery (Amin 1974; Baran 1957; Frank 1969; 
Wallerstein 1974; 1983). 

Without global surplus transfers, there can 
be no worldwide capitalism. The capitalist 
world-system is a ‘hierarchy of core-periphery 
complexes, in which surplus is being transferred’ 
(Frank 1969: 98). It is important to realise 
that ‘peripheral does not mean marginal in 
the sense of dispensable: without peripher-
ies, no core [and] no capitalist development’ 
(Hopkins 1982: 13). Indeed, core and periph-
ery are not geographical or national catego-
ries but relationships of imperialistic global 
surplus transfer. ‘Such a relationship is that of 
coreness–peripherality … . The losing zone [is] 
a periphery and the gaining zone a core.’ All com-
modities culminate from production chains 
that generate its components. Often located in 
a peripheral territory, subordinate producers 
generate value that is embedded in the traded 
commodity, and that value is far beyond the 
costs of production plus profit for which they 
are paid. These lower costs of production, par-
ticularly to the disadvantage of labour, generate 

high levels of value transfer to distant buyers 
and often superprofits for capitalists. Marx 
(1993: vol. 3) briefly explored superprofits 
(extra surplus value) as above-average prof-
its derived from monopolistic control over 
resources or technologies, leading to land 
rents, mining rents, or technological rents. 
Lenin (1964: vol. 23, 105–120) explored the 
notion more fully. For recent discussions, see 
Amin (2010), Smith (2011) and Higginbottom 
(2013). Through global transfers, core citizens 
‘liv[e] off the surplus value produced by others’ 
while peripheral residents are ‘not retaining 
all of the surplus value they are producing’. As 
a result, a majority of the world’s surplus capi-
tal accumulates at the core, ‘making available 
disproportionate funds’ that capitalists utilise 
‘to gain additional competitive advantages’ 
(Wallerstein 1983: 31–32). 

This essay will examine four conceptual 
themes that pinpoint the ways in which 
imperialism is structurally embedded in 
capitalism.

1. Expropriation of surpluses across space 
is an historical and increasing source 
of polarised wealth accumulation in the 
world. Such global transfers take many 
forms, their economic centrality varying 
over time. Probably the most basic of these 
forms is differential costs of labour.

2. The relentless pursuit of lower costs is a 
driving force of global imperialism, so 
capitalists seek to maximise profits by con-
structing long-term degrees of monopsony 
that disadvantage both labourers and capi-
talist competitors.

3. Imperialism structures hidden drains of 
surpluses not only from underpaid labour 
but also from unpaid labour and the exter-
nalisation of costs to ecosystems, com-
munities, and households. I conceptualise 
this process as the expropriation of dark 
value transfers.

4. Core citizens benefit greatly from the con-
sumer surpluses that derive from periph-
eral dark value drains, so they are not likely 
to support anti-imperialistic movements 
against this system of global value transfer. 

Global value transfers through 
differential labour costs
Karl Marx insisted that all history is the his-
tory of class conflict in which the subordinate 
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class resists the seizure by elites of the sur-
pluses they produce (Marx and Engels 1848). 
In accord with Einstein’s opening quotation, 
we will not be able to see global surplus trans-
fers unless we widen Marx’s theoretical lens. 
In this vein, we need to recognise that capital-
ism has exhibited a history of territorial con-
flict in which subordinate groups resist the 
seizure of their surpluses by external elites; 
that is surplus expropriation across space. 
In addition to the historic forms of plunder 
and tribute, global value transfer takes many 
forms; for example, production monopso-
nies, sales monopolies, politically manipu-
lated trade, tariffs, loans, and exchange rates. 
The form that is examined here is that based 
on differential production costs.

Theoretical foundations
Even though global value transfer is an exten-
sion of Marx’s analysis, it is a fundamen-
tal problematic that he barely broached in 
the work he published. Moreover, surplus 
drain is an idea that has either been rejected 
or ignored by most Marxists and most other 
economic theorists (Amin 2012). While clas-
sic Marxist theorists of imperialism focused 
on monopoly capitalism as the driving force 
behind the new form of imperialism of their 
day, they largely ignored explicit analysis of 
surplus drain. Hobson (1902), Luxemburg 
(1951), Lenin (1964, vol.1), Bukharin (1972), 
and Hilferding (1981) did not focus on cheap 
labour or the problem of integrating a theory 
of monopoly capitalism with Marx’s labour 
theory of value. Instead, they grounded their 
arguments in analysis of superprofits that 
derive from capital and commodity exports to 
the periphery.

Starting in the 1950s, some neo-Marxist 
theorists shifted the analytic focus from core 
exports of capital and commodities (Lenin 
1964: vol. 1) to core foreign direct investment 
and commodity imports from the (semi)
periphery. Extrapolating from Marx’s (1993: 
vol.1, parts 3, 4, 5) theory of surplus value, 
Paul Baran (1957) introduced the concept of 
economic surplus (as distinct from surplus value) 
as key to economic growth, and he contended 
that loss of economic surplus blocks periph-
eral development. Frank (1969) expanded 
this by arguing that colonialism structured 
development of underdevelopment to ensure sur-
plus transfers to the imperial core. However, 
Baran (1957) and Frank (1979) paid little 

attention to the linkages between cheap labour 
and surplus drain, choosing instead to priori-
tise surplus transfers from international trade, 
taxation, and repatriation of investments. In 
making this conceptual choice, they moved 
away from the orthodox Marxist emphasis on 
the linkage between labour exploitation and 
surplus creation. It was not until Emmanuel’s 
(1972) theory of unequal exchange that interna-
tional wage differentials were recognised as 
major sources of surplus drain. Subsequently, 
Amin (1974) incorporated this notion into 
his analysis of ‘accumulation on a world 
scale’. Concurrently, Wallerstein (1974) intro-
duced world-systems analysis, a perspective 
in which a multi-state capitalist system is 
driven by surplus drain, particularly the value 
extracted from underpaid labour through-
out the system. Recent extensions of global 
value transfer theory include Cope (2012) and 
Higginbottom (2013).

The new international division of labour
The classical theories of imperialism (e.g. 
Lenin 1964: vol. 1) were responses to a 
restructuring of the world-economy as a 
result of declining profit rates. That restruc-
turing included the massive export of capital, 
as loans, to the Third World. In the 1970s, 
a new imperialist structure of accumula-
tion emerged, again in reaction to declining 
profit rates. Scholars analysed this continu-
ing worldwide transformation as a new inter-
national division of labour (Frobel et al. 1980) 
to acknowledge the relocation of core manu-
facturing to semiperipheries. Analysis of this 
epochal change gave rise to a proliferation of 
concepts previously unknown, such as dein-
dustrialisation, newly industrialising coun-
tries, export-led development, fragmentation 
of production, outsourcing, transnational 
corporations, commodity chains, global 
value chains, supply chains, global produc-
tion networks (Dicken 2011). This phase of 
restructuring reflected an historical shift from 
the core export-oriented imperialism (capital 
and products) to import-oriented imperialism 
(peripheral commodities). 

Frobel et al. (1980: 41) pointed to the most 
imperialistic aspect of this restructuring: 
‘the worldwide organized allocation of the ele-
ments of the production process to the cheap-
est labour force that could be found’. More 
broadly, the shift indicated an intensification of 
capital’s normal search for unpaid costs, always 
a basic element of the global value transfer, and 
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it resulted in dramatic change in the world class 
system. The fuller capitalist incorporation of 
China, India, and Russia doubled the size of the 
world working class (Freeman 2008: 687). The 
newly integrated workers were cheap labour 
and disproportionately female (Pyle and Ward 
2003), with a majority trapped in the infor-
mal sector (International Labour Office 2007). 
Concurrently, the size of the transnational 
capitalist class expanded, and the role of the 
comprador bourgeoisie (Amin 1974) and its asso-
ciated professional/managerial cadres shifted 
from that of traders to overseers of production 
(Robinson 2004). Since this restructuring of the 
world economy followed the logic of unequal 
exchange, it integrated vast numbers of work-
ers and subordinate capitalists as new exploited 
classes to supply cheap labour and services.

Unequal exchange and the imperialism 
of free trade
Unequal exchange is a concept grounded in 
the logic of semi-permanent differential costs 
of production and the logic of trade between 
competitive capital and monopoly capital (for 
an overview of unequal exchange theories, 
see Raffer [1987]). It is reasonable that the 
theories should focus on the price of labour 
and international trade since these are areas 
in which spatial cost differentials are high-
est. Unequal exchange theorists contend 
that the primary mechanism of global value 
transfer is the imperialism of free trade rather 
than monopoly profits based on control of 
economic systems through military imperial-
ism. Gallagher and Robinson (1954) coined 
the phrase ‘imperialism of free trade,’ argu-
ing that ‘the main work of imperialism’ was 
the geographical expansion to new areas and 
the deepening of free trade mechanisms in 
areas that were already controlled. Basically, 
unequal exchange theories are attempts 
to place spatial value transfer from cheap 
labour at the heart of Marxist theory. In 
doing so, they emphasise the reality that free 
trade entails the exchange of cheap, low-
profit peripheral exports for high-priced, 
high-profit core imports. These global value 
transfer chains accumulate surpluses dispro-
portionately at the core through mechanisms 
of unequal exchange (Clelland 2013; 2014). 

The imperialism of free trade is structured 
through global commodity chains in which 
the various components, starting with raw 
materials, are produced and combined. Such 
transnational chains were among the basic 

features of historical capitalism (Hopkins and 
Wallerstein 1986). In recent decades, many 
core ‘lead firms’ have offshored a majority 
of their production to the (semi)periphery. 
Typically, the lead firm designs the product, 
establishes patent rights over its innovations, 
develops quality standards for component 
parts, organises and governs the supply 
chain, and controls the distribution and sales 
of the finished import (Gereffi et al. 2005).

A commodity chain is the most important 
mechanism for the extraction of surplus across 
space, and unequal exchanges are embedded in 
each of its transfer points. The relationship that 
exists between nodes in the commodity chain 
has the same basic form as the core/periphery 
relationship, and, in turn, the same form as the 
relations of production within each node of the 
chain. This abstract model assumes that all of 
these relationships are not usually between 
equals (as in the abstract model of neo-classi-
cal economics), but between unequals. At all 
levels, then, the relationship is one of surplus 
extraction (Clelland 2012).

Imperialistic impacts of wage differentials
How has the new international division of 
labour exacerbated global wage differen-
tials? Greater trade liberalisation increased 
the importance of the relative wages of the 
unskilled labourers who comprise a majority 
of the new industrial labour force in the 
Global South. On the one hand, there has been 
a ‘race to the bottom’ in wages, as labour’s 
share of the GDP continues to decline in 
most Southern countries (International Labour 
Organization 2010). On the other hand, 
transfer of industry has been accompanied 
by greater wage inequality between North 
and South, as well as greater wage inequal-
ity within peripheral and semiperipheral 
countries.

What, then, is the size of global value 
transfers that are derived from these wage 
differentials? Applying mean core–periphery 
manufacturing wage differentials to the 
adjusted total value of core imports from 
the periphery, Cope (2012) concluded that the 
global value transfer is approximately US$2.8 
trillion annually, or nearly one-third beyond 
what was paid for the imports. (For estimates 
of the global value transfer through differ-
ential production wages, see Amin (1974; 
2010], Emmanuel [1972], Kohler and Tausch 
[2002].) This transfer equates to about 6 per 
cent of the core GDP. Clelland (2013; 2014) 
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offers an alternative method by comparing 
the consumer price consequences of different 
wage levels. For instance, the total payment 
to peripheral workers for the production of 
a pound of coffee is only 16 per cent of the 
price. If the cost of similarly skilled US work-
ers at minimum wage levels were substituted 
for average US farm worker wages, the labour 
cost would nearly double the price to consum-
ers. Similarly, the peripheral labour cost for the 
production of an Apple iPad is only 9 per cent 
of the consumer price. If the costs of similarly 
skilled US minimum-waged workers were sub-
stituted for the widely variant costs of lower-
paid Asian labour in the production chain, the 
price of the iPad would nearly double.

Global surplus transfers that result from 
differential wages are a much larger propor-
tion of the economy of the periphery than of 
the core. Indeed, the worst impact of these 
‘imperialistic rents’ is that they remove about 
half of the potential profits of the Global 
South (Amin 2012: 4). Moreover, those 
transfers exceed the capital that is annually 
invested in expanded reproduction of those 
societies (Kohler and Tausch 2002). The 
impacts of these surplus transfers are not 
just measured in short-term livelihood dis-
advantages. The long-term loss to the (semi)
periphery of this global transfer is signifi-
cant, for the basis for investment in expanded 
economic and social development is reduced 
(Baran 1957; Frank 1969). 

Imperialism through degrees of 
monopoly
A fundamental assumption of classical 
Marxist and neo-classical economics is that 
capitalism is based on nearly pure competi-
tion over the long term, thus providing the 
laws or tendencies that drive the system. 

(Marx [1993: vols 1, 3] assumed nearly pure 
competition in his labour theory of value and 
his conceptualisation of the falling rate of 
profits.) In this view, neither price differen-
tials nor monopoly persists in the long run. In 
sharp contrast to this scholarly assumption, 
Kalecki (1939: 252) contends that monopoly 
is ‘deeply rooted in the nature of the capitalist 
system’ and is ‘the normal state of capitalist 
economics.’ Similarly, Braudel (1981: vol. 2, 
412–422) drew a sharp distinction between 
the competitive market facing most firms 
and the ‘anti-market’ sphere of ‘real capital-
ism,’ the realm of the monopolists who shape 

and dominate the capitalist world-system. In 
short, the capitalist struggle for monopoly is 
an historical driving force of capitalism. To 
emphasise the gradational nature of mono-
poly, Kalecki (1954) coined the concept degree 
of monopoly: the relative ability to set prices 
in the distribution process, as opposed to 
the determination of prices by the competi-
tive market. (Kalecki [1954)] also uses the 
synonymous terms degree of market imperfection 
and degree of oligopoly. Marx [1993: vol. 3, part 
6], Amin [2012] and other Marxist theorists 
[e.g. Sau, 1982] use the terms monopoly rents, 
imperialist rents, and superprofits in ways that are 
parallel to my applications of Kalecki’s degree 
of monopoly.)

Many discussions of monopoly point to: 
(a) collusion among potential competitors 
in setting high prices in order to collect high 
profits; and/or (b) state protection of selected 
capitalists. In contrast, the logic of imperial-
ism that is built into capitalism is the search 
for lower costs to attain a more monopolis-
tic position. In addition, degree of monopoly 
is commonly based on economies of scale, 
increased productivity through technology, 
barriers to entry, patent rights, advertis-
ing and marketing, as well as invention of a 
unique product or productive system. But the 
greatest of these is barriers to imitation through 
international policing of intellectual property 
rights. In other words, a capitalist constructs 
a degree of monopoly through the ability to 
lower costs or raise prices beyond what would 
be possible in a purely competitive economy. 

Dominance over subordinate capitalists 
through degrees of monopsony
Any national core economy may be described 
as a form of monopoly capitalism (Baran and 
Sweezy 1966; Hilferding 1981). However, the 
larger capitalist world-economy is a degree 
of monopsony system in which a few buyers 
dominate a context in which there are many 
sellers (Robinson 1993). Current imperial-
ism is based less on obtaining superprofits 
through export of core finance and goods 
than on securing imperial rents by control-
ling the prices of peripheral imports (Amin 
2012). The most powerful monopsonists are 
the firms that have established a high degree 
of monopoly by employing the mechanisms 
indicated above. Because of their large size 
and small number, these firms enjoy the 
privilege of unequal power in the negotia-
tions with smaller, very numerous suppliers. 
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Indeed, this is the unequal trade at the heart 
of unequal exchange. Kalecki (1954) defined 
degree of monopoly as the ability to control 
the mark-up, the difference between total 
costs and revenue. In contrast, contempo-
rary imperialism is largely the ability to con-
trol ‘mark-downs’; that is, the power to force 
down the cost of production in the periphery. 
From the origins of capitalism, agricultural 
trade from the periphery took the form of 
production by a multitude of peasants who 
sold to a small number of traders, who in 
turn exported to a small number of core buy-
ers (commission merchants), the original 
transnational capitalist class (Wallerstein 
1974). Those core buyers used the competi-
tion among sellers to force down the costs 
of production, prices, and profit rates. Both 
small producers and compradors worked 
informally for monopsonistic core traders/
wholesalers who obtained the bulk of profits. 
Setting aside the many boom periods of ini-
tial production, these profits are often termed 
imperial rents (Amin 2012), in recognition of 
the limited energy expended in trade as con-
trasted with the amount of labour required in 
the production process. These rents, some-
times termed monopoly rents, were largely 
monopsony rents. The heart of the current form 
of imperialism is an expanded, more organ-
ised, more rationalised version of the origi-
nal system. It is a monopsonistic system of 
‘free trade’ designed to expand global value 
transfer.

The new compradors are the peripheral 
capitalists who do the real work of provid-
ing or raising investment funds, constructing 
factories, purchasing supplies and equip-
ment, hiring labour, and organising produc-
tion. Having a low degree of monopoly, the 
peripheral capitalist struggles to cut costs 
but obtains little increased profit. In order 
to remain a competitive seller to the monop-
sonistic buyer, that subordinate capitalist 
must turn those lower costs into lower prices. 
This is an imperialistic system in which the 
monopsonistic final buyer becomes a rentier 
who obtains imperial rents by outsourcing 
production to subordinate competitive capi-
talists who must accept lower profits. Quite 
often, such firms are double rentiers since 
their high monopoly profit rates were already 
based on technology rent or design rent 
insured by legal barriers to imitation. Today, 
such capitalists hold a position similar to the 
hated landlords of Ricardo’s (1817) time. They 

obtain their share of the economic surplus 
from claims of property rights, leaving actual 
production to others.

Degrees of monopoly through cheap 
labour exploitation
Of all the differential costs of production 
upon which the system of imperial monop-
sony is built, the most important are the 
highly divergent costs of labour. In the clas-
sic Marxist model, the capitalist who hires 
workers and organises the labour process 
obtains profit from the extraction of surplus 
value from those workers. How do contem-
porary subordinate peripheral capitalists 
extract surplus value from workers in order 
to drive down costs? Analysis of a core cor-
poration that has outsourced production to 
Asia provides a good overview of the kinds 
of tactics that subordinate capitalists employ 
to slash labour costs. In 2010 and 2011, the 
vast majority of Apple’s Chinese subcon-
tractors engaged in a mix of the following 
practices: (a) below minimum wages that 
violated national and local laws; (b) exces-
sive overtime hours at wage rates that did 
not meet legal requirements; (c) wage deduc-
tions to discipline workers; (d) gender dis-
crimination in wage rates; (e) employment 
of lower-paid underage and foreign bonded 
labourers; (f ) failure to implement safety 
measures; (g) structuring unpaid work time 
into the daily routine; and (h) deducting fees 
from wages for equipment and uniforms (Fair 
Labour Association 2012). All these strate-
gies are efforts to increase absolute and rela-
tive surplus value, much of which is captured 
by the lead firm. To maximise cost-cutting 
strategies, peripheral subordinate capitalists 
employ cheap indigenous professional and 
managerial cadres. These ‘hired-hand’ capi-
talists are proficient at: (a) recruiting cheap 
waged workers; (b) effecting organisational 
efficiency and time management; (c) speed-
ing up worker productivity; and (d) expropri-
ating hidden unpaid labours from workers. 
Managerial personnel drive waged workers 
through Taylorist speed-ups, shift quotas 
and longer work weeks than are legally toler-
ated in the core. Like the workers they exploit, 
these overseers of production are the servants 
of monopoly capitalists.

The value transfer from subordinate to more 
monopolistic capitalists is clear in empirical 
analyses of surplus extraction. In the iPad com-
modity chain (Clelland 2014), the subordinate 
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capitalists who organise the production and 
supply chains are primarily transnational cor-
porations headquartered in South Korea and 
Taiwan, but nearly all the production occurs 
in China. While these semiperipheral capital-
ists retain about 15 per cent of the total prof-
its from iPad sales, 76 per cent is captured by 
Apple. The operating profit margin (OPM) for 
this core corporation is about 25 per cent of 
its revenues, but the OPM for the subordinate 
semiperipheral capitalists is quite narrow (only 
7 per cent). Reflecting that there may be several 
tiers of subordinate capitalists in a produc-
tion chain, the tightest OPM in the iPad chain 
occurs for those smaller Asian capitalists to 
whom the semiperipheral corporations sub-
contract parts of the supply chain. While most 
of the responsibility for cutting labour and 
other production costs is most heavily external-
ised to lower tiers of subordinate subcontrac-
tors, they capture very little of the surplus value 
and attain a slim operating margin that drives 
them to slash labour costs even more deeply. 

A similar pattern of global value trans-
fer occurs in the coffee commodity chain 
(Clelland 2013). The ability to capture surplus 
does not lie in the hands of those organis-
ing and supervising labour power, but in the 
hands of the transnational corporations that 
hold high degrees of monopoly. In the case of 
coffee, the total profits are about 17 per cent 
of the retail price, but only about 2 per cent 
of the price is retained by peripheral capital-
ists. While peripheral capitalists organise and 
control 86 per cent of the productive labour, 
they have little control over the capture of 
the surpluses that are generated by their 
efforts to keep costs of production low. The 
degree of monopsony possessed by a small 
number of wholesale coffee roasters and dis-
tributors allows them to usurp most of the 
surplus value generated by the large number 
of peripheral subordinate capitalists.

Imperialism through global 
transfers of dark value
The global transfer of value occurs through 
two types of surplus drain. The first is bright 
value transfer; that is, the movement to the 
core of profits from sales in the periphery. 
These are monetarised and measured with 
transparent accounting techniques (Clelland 
2012: 199–200). In contrast to these visible 
global surplus transfers, there is a second type 
of surplus drain that I term dark value transfer; 

that is, the movement to the core of peripheral 
products containing large amounts of differ-
ential costs. For Marx (1993: vol. 1) the value 
of a commodity is based on the labour time 
involved in its production. However, there are 
important components of value that are more 
deeply hidden, for capitalism is ‘an economy 
of unpaid costs’ (Wallerstein 1999: ch. 5). The 
savings from under-compensated peripheral 
labour and inputs are such unpaid costs or 
dark value. Capitalists attempt to transform 
dark value into bright value (profits) simply 
by maintaining prices despite low costs. This 
transformation of nothing (non-payment) into 
something (monetarised bright value) is a form 
of value capture for accumulation (expanded 
reinvestment). Alternatively, the dark value 
costs may be used to cut output prices. In this 
case, the dark value is embedded in the product 
and captured as extra value for the buyer.

How, then, is this dark value produced 
and captured? The sources of dark value may 
be found in any of the factors of produc-
tion (capital, labour, land, resources, energy, 
environment, knowledge) when a capitalist 
obtains a component of production at less 
than the average world-market price. The fol-
lowing sections examine how dark value is 
embodied in: (a) under-compensated waged 
labour; (b) under-compensated informal 
sector labour; (c) unpaid inputs from house-
holds; and (d) ecological externalities.

Dark value from under-compensated 
waged and salaried workers
Much of the material basis for global value 
transfer lies in the exploitation of cheap 
export production workers in the (semi)
periphery. Dark value is transferred from 
these workers because capitalists pay them 
at levels well below core averages. The dark 
value added (value for which no payment is 
made to labour) in periphery to core exports 
is worth 30–100 per cent beyond the market 
prices (Clelland 2013; 2014). If the unpaid 
differential costs of core versus periphery 
salary payments to cheap engineers and 
managers were taken into account, another 
35 per cent would be added to the dark value 
of high-tech peripheral imports (Clelland 
2014) and another 13 per cent for low-tech 
peripheral imports (Clelland 2013). In the 
case of the Apple iPad, the total dark value 
hidden in the services of low-paid Asian engi-
neers and managers is worth more than five 
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times the bright value that appears in the 
accounts of its key suppliers (Clelland 2014).

Dark value from under-compensated 
informal sector workers
The new international division of labour not 
only captures the cheapest waged workers 
possible but also devises deeper exploitation 
of forms of labour outside the formal sector. 
Dark value is drained from informal sector 
workers in two ways: (a) subcontracting with 
capitalists for production in export chains; and 
(b) support of under-paid waged labourers in 
these chains. Increasingly, transnational capi-
talists subcontract with subordinate peripheral 
capitalists who outsource at cheaper-than-
wage rates to several forms of informal sector 
workers (Dedeoglu 2013), including industrial 
and agricultural subcontracting with house-
holds (United Nations 2011). For this reason, 
a majority of the world’s new jobs are being 
created in the informal sector (International 
Labour Office 2007).

Rather than eliminate those informal 
forms, subordinate capitalists routinely inte-
grate them into their production systems, 
as mechanisms to lower labour costs. The 
capitalist who lowers production costs most 
deeply through such strategies attains a 
greater degree of monopoly than a competi-
tor who is unable to capture the same level of 
cheap informal labour. Through subcontract-
ing of home-based production to women in 
their households, for instance, capitalists 
super-exploit labour by: (a) paying below sub-
sistence remuneration for produced items; 
(b) integrating unpaid child labour into the 
production process and (c) by externalising 
costs of production, such as electricity and 
equipment, from capitalists to households 
(Pyle and Ward 2003). 

In addition, informal sector workers subsi-
dise the low incomes of formal sector waged 
labourers. Beyond each under-paid waged 
worker is a large support staff of food pro-
ducers and informal service providers who 
contribute to the reproductive capacity of this 
worker. By supplying low-cost survival needs 
to the waged worker, these poorly remu-
nerated labourers subsidise low capitalist 
wages. Because they help make cheap export 
production wages possible, they are part 
of the extended chain of global value trans-
fer. The daily life of the under-compensated 
peripheral waged worker entails the unequal 
exchange of her labour time for more hours 

of labour time from informal producers. For 
example, she may drain dark value from a 
lower-paid child care-giver who makes it pos-
sible for her to work for wages outside her 
household. This flow of dark value cheap-
ens the reproduction costs of peripheral 
labour and, thus, the wage level that capital-
ists pay. If paid at the core minimum wage 
and rendered visible in costs of production, 
the informal-sector labour embodied in each 
iPad would add almost 30 per cent to its retail 
price. Even though most scholars would 
consider them to be outside the commodity 
chain, the savings from the underpaid ser-
vices of the Chinese underclass contribute 
dark value that is nearly equivalent to Apple’s 
gross profit margin for each iPad (Clelland 
2014).

Dark value from unpaid reproductive 
and household labour
The wages of paid labour are included in the 
commodity price, but what about the price of 
the basic commodity, the cost of reproducing 
labour? Like other components of any com-
modity, labour has a chain of suppliers, but 
they are unpaid. The vast dark energy used 
up in this production is excluded from the 
formal accounting of production costs and 
from prices. Though mainstream economists 
and most Marxists do not view such unpaid 
labour as producing surplus value, this 
household work is a crucial source of surplus 
value because it provides the capitalist with 
the basic component of production. While 
Marx (1993: vol. 1, 176) claimed ‘the secret of 
profit making’ lay in exploitation of waged 
labour that occurred in the hidden abode of 
the factory, we really need to enter the hid-
den abode of labour reproduction, the house-
hold, to find that secret. While many other 
costs of production are bought for prices that 
cover replacement, labour is provided with-
out inclusion of its reproduction costs, so it is 
simply ‘rented.’ 

Global outsourcing to capture dark value 
from cheap waged labour also captures dark 
value from household labour. Not only work-
ers directly employed in export production, 
but also most of the peripheral population 
contributes a portion of their household and/
or informal labour power to global transfer 
of value. Peripheral households and women 
absorb the costs of reproducing, maintaining, 
educating, and socialising the labour force 
(Dunaway 2012). Capitalists are able to drain 
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hidden surpluses from households because 
a majority of the world’s workers earn only 
a portion of their livelihoods from waged 
labour. Indeed, these semi-proletarianised 
households pool the greater proportion of their 
resources from non-waged activities, inad-
vertently encouraging capitalists to pay ‘the 
lowest possible wage’ (Wallerstein 1983: 91). 
Concealed in profits and cheap consumer 
prices is the unpaid reproductive labour of 
millions of peripheral households. In addi-
tion, unpaid family members provide much 
of the support labour for male-dominated, 
household-based enterprises (Dedeoglu 
2013; United Nations 2011). The dark value 
of uncosted household hours is embedded, 
not only in finished products, but also at 
every level of the production and distribution 
chains, until it reaches the core consumer at 
a price that does not reflect the value of all the 
embodied labour (Clelland 2013; 2014). How 
economically significant is unpaid household 
labour? If paid at the core minimum wage and 
rendered visible in costs of production, the 
unpaid reproductive labour embodied in each 
iPad would add almost 25 per cent to its retail 
price (Clelland 2014).

Dark value from ecological externalities
A large share of the world’s peripheral 
resources are either owned by core multi-
national corporations or are contracted out 
by states at low prices (Magdoff 2013). Had 
ownership been retained in peripheries, the 
continuing cost of resources would be much 
higher than it is today, in order to provide 
‘resource rents’ to the owners. These flows 
are not just an unpleasant result of past impe-
rialism, but follow on today as ‘continuing 
dispossession’ (Harvey 2003). In addition to 
the visible, documented drains of ecologi-
cal surplus, there is the hidden problem of 
uncosted and plundered resources. The con-
sequences of such drains have been studied 
in the flourishing research about ‘ecological 
unequal exchange’ (Jorgensen and Rice 2012). 

In the case of natural resources, surplus is 
not just that which is available after the repro-
duction costs of the ecosystem have been 
met, for surplus is enhanced by the destruc-
tion of the system itself. Natural capital is 
withdrawn from the ecological world bank, 
without replacement. Consequently, realistic 
cost allocation would entail either a decline 
in capitalist accumulation or price increases. 
On the one hand, every commodity has an 

environmental footprint; that is, the total 
ecological base needed for its production and 
distribution (Wackernagel et al. 2002). To the 
extent that the footprint is not fully costed, 
the capitalist absorbs dark value. On the other 
hand, commodity production leaves a large 
footprint in the form of threats to the sur-
vival of local communities and households. 
Peripheral areas absorb the side effects of 
the capitalist’s unpaid ecological damage, 
reflected in public taxes for clean-up, health 
risks to residents, and loss of access to eco-
logical resources that once supported local 
food security. Moreover, damage to world eco-
systems (especially global climate change) is 
disproportionately borne by peripheral areas, 
reflecting another deeply hidden form of dark 
value drain. If ecological recovery were costed 
at core levels and rendered visible, the dark 
value savings to Apple from outsourcing some 
ecological externalities would add 38 per cent 
to the retail price of the iPad. Moreover, this 
ecological unequal exchange is nearly dou-
ble Apple’s operating profit margin (Clelland 
2014).

How do capitalists utilise dark value?
In a purely competitive system, all captures 
of dark value would quickly be matched by 
competitors, but this does not happen in real 
capitalism (Braudel 1981: vol. 2, 413–422). 
Thus, capitalists who capture significant lev-
els of dark value can utilise it in three ways. 
First, the capitalist might monetarise some 
portion of the dark value in order to expand 
accumulation through reinvestment. Second, 
the capitalist can employ the dark value to 
attain protection from competitors through 
degrees of monopoly. Third, they can apply 
the hidden value to roll back prices in order 
to attract a greater volume of consumers than 
their competitors.

Consumer surplus as deterrent to 
anti-imperialism
The commodity chain is the imperialistic 
globalised structure that is devised to ensure 
capital accumulation in the core. However, 
it is also a surplus extraction chain that is 
grounded in unequal transfers from lower- 
to higher-wage sectors. Thus, capitalism is 
not only imperialistic because it accumulates 
most of world surplus at the core, but also 
because it delivers cheap goods to a majority 
of core citizens by means of the expropriation 
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of dark value from peripheral workers. 
Expanded consumption in the core provides 
the opportunity for increased drain of value 
based on unequal production prices between 
core and periphery. Since core lead firms have 
a high degree of monopsony over peripheral 
capital and labour markets, these capitalists 
can extract massive savings through the dark 
value embodied in cheaper labour. Unlike 
core unionised workers, peripheral waged 
workers have been unable to drive the price 
of labour very much above the subsistence 
level. As a result, workers who do the same 
tasks with similar skills and equipment earn 
hourly wages that differ by as much as a ratio 
of 15:1 across regions of the world (for analy-
sis of average wages by country, see Bureau of 
Labour Statistics [2013]).

It can be generalised from Clelland (2014) 
that the total value transfer approximates 
one-third of the core GDP. When dark value 
arrives in the core, it can be distributed three 
ways: as profits, as wage payments, or as 
consumer surplus. For example, core capi-
talists distribute the embedded dark value 
from a pound of coffee three ways. It can 
be estimated from (Clelland 2013: 84) that 
about one-fifth of dark value is transformed 
into profits while another 15 per cent is allo-
cated to wages (about half to salaried work-
ers). However, most of the embedded dark 
value is captured by customers because it is 
worth nearly 50 per cent more than the mar-
ket value of the coffee (Clelland [2013: Table 
4.1; 2014; Tables 1.5]). As we see in this exam-
ple, most dark value collected by core firms 
is not transformed into profit but into lower 
consumer prices than would result from core 
production. The difference between the price 
of the commodity if it were produced in the 
core and the actual price that benefits from 
capture of peripheral labour is consumer sur-
plus. This argument is a radical variant of the 
neo-classical economic concept of consumer 
surplus. My use of the concept differs from 
that by most other scholars, who focus on 
subjective utility, the difference between real 
price and what an individual would be willing 
to pay (see http://www.businessdictionary.
com/definition/consumer-surplus.html). 
This methodology points toward the objective 
reality of the hidden value of unpaid costs to 
consumers. 

At a minimum, the value transfer is worth 
about $4,000 annually to the average core 
household. Surprisingly, the imperial project 

invented and administered by the core trans-
national capitalist class benefits the core 
population more than the capitalists. The 
undercosted peripheral hours remain embed-
ded in the purchased product. If dark value 
were fully costed, profits would be dimin-
ished and/or the prices of commodities would 
be increased. The vast majority of core citi-
zens, including most of the working class, 
depend upon imperialism to acquire much of 
their affluence through the structural trans-
mission of value from the periphery.

Global value transfer and the 
aristocracy of labour
This is the story of the hidden surplus that 
capitalist imperialism drains from its periph-
eries to benefit its core capitalists and con-
sumers. Since the beginning of capitalism, 
the essence of imperialism has been the cap-
ture of value and its transfer across space. 
Both logic and evidence point to the benefits 
of lower costs that are transmitted from the 
point of origin to the place of their realisa-
tion. This capture of surplus is grounded 
in transfers derived from the extraordinary 
differences in labour costs between periph-
ery and core, and the transferred value is 
significant. 

Most of this transfer would not occur in a 
world economy that was purely competitive. 
In such a system, the capitalist who cap-
tured the lower price of production would 
also capture the benefit in the form of higher 
profit. In reality, core buyers of peripheral 
products receive the captured value of cheap 
labour. This transfer of value is based on the 
monopsonistic power of a few core firms 
to push down the prices, wages and profits 
that can be attained by the many peripheral 
firms in a highly competitive context. In this 
monopsonistic relationship, those periph-
eral capitalists act as underpaid subordinates 
who slash export production costs, espe-
cially labour.

The core–periphery structure of global 
value transfer is the essence of imperialism. 
The differential wage component of global 
value transfer is based on the idea that two 
classes of labourers, working under similar 
conditions, produce commodities of equal 
market value. The difference in surplus value 
produced by the cheaper labour class may be 
considered as dark value derived from under-
payment. Concealed in periphery to core 
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exports, this dark value approximates the 
bright value of trade prices. Since dark value 
is extra surplus expropriated through under-
payment of labour costs, much of it is readily 
transformed into bright value of imperial rent. 

However, cheap labour could not be as 
cheap without that deeper level of dark value 
expropriated from even cheaper workers who 
reproduce labour power through unpaid or 
ultra-cheap inputs from households and the 
informal sector. This hidden labour is embed-
ded in the production of all surplus, and it is 
concealed in all commodities. When we take 
its value in labour time into account, the size 
of the global value transfer from periphery to 
core roughly doubles. Surprisingly, capitalists 
do not capture all the dark value obtained from 
the various forms of cheap peripheral labour 
involved in periphery to core exports. Most of 
the dark value is captured by core consumers 
because capitalists utilise it to reduce prices. 
This consumer surplus is value beyond price 
and it is part of the imperial rent. Its value is 
greater than that captured by core capitalists. 

World capitalism is a system that deliv-
ers the goods to its core population at the 
expense of the world majority. Since capi-
talists transfer part of their dark value sur-
pluses to them, most of the core working 
class becomes a consumerist aristocracy of 
labour (Brown 2013; Communist Working 
Group 1986). (This viewpoint is an expan-
sion of the ‘aristocracy of labour’ thesis of 
Lenin [1964: vol. 23, 105–120] that is found 
in Amin [1974]. For overviews of the aristoc-
racy of labour debates, see Post [2010] and 
Cope [2013].) Cheap goods consumerism is 
now the driving force of the world economy. 
In the core, what was once Lenin’s (1964: 
vol. 23, 105–120) small ‘bribed’ section of 
the working class has been transformed into 
a broad aristocracy of labour comprised of 
ordinary citizens who have little reason to 
oppose the imperialistic system from which 
they obtain rewards. Objectively, the majority 
of the Global South population should resist 
surplus drains. However, most (semi)periph-
eral elites, state leaders, emerging profes-
sional/managerial classes and middle classes 
benefit from the expropriation and export 
of dark value embedded in the imperialistic 
value transfer system. The workers who most 
need to unite are those of the (semi)periphery. 
They have nothing to lose but their commod-
ity chains of global value transfer. 

Donald A. Clelland
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Industrialisation and 

Imperialism

There are many cases where imperialism 
has hindered industrialisation in peripheral 

countries while directing their development 
toward benefiting core countries. This has 
been seen across the world, even though 
imperial power has been exercised to varying 
degrees and under a wide range of circum-
stances. India, for example, was formally 
a part of the British Empire, while other 
countries, such as Egypt, were subjected to 
more indirect forms of imperial influence. 
Industrialisation, or the lack thereof, under 
imperial rule has been examined by recent 
research employing empirical evidence, quan-
titative analyses, and theoretical advances. 
Bringing this work together allows for a more 
complete analysis of the complex interac-
tions between industrialisation and imperial-
ism. Imperial influences have often stunted 
local industrialisation in the periphery, while 
promoting industry only to the extent that it 
benefited the base of imperial power. These 
trends are seen across countries, whether they 
were subjected to direct or indirect imperial 
rule.

Marxist scholars have identified three 
main phases through which the relation-
ship between the countries at the centre and 
the periphery of the global economy has 
passed (Sutcliffe, 1972). These phases are: 
(1) when wealth was extracted from periph-
eral countries while manufactured goods 
were exported there from the centre; (2) when 
monopoly capitalism developed and the con-
tradictions of capitalism compelled capital 
to flow from the centre to the periphery; and 
(3) the post-colonial phase when the growth 
of peripheral countries was repressed in order 
to secure the lead of the advanced capital-
ist countries (172). Much of the dependency 
theory and world-systems research in the 
1970s focused on this third category (e.g. see 
Amin, 1977; Wallerstein 1979). Yet in order to 
appreciate the developments that took place 
in recent history, it is useful to have an under-
standing of the ways that imperialism and 
industrialisation were connected in the more 
distant past. Recent research has tended to 
move away from the broader scope of older 
theories of imperialism. Instead, more nar-
rowly focused empirical studies highlight the 
complexity of the history of industrialisation 
and the relationship of this process to the 
influences of imperial power.

 Recent research on long-run economic 
growth is also relevant for an analysis of the 
connections between industrialisation and 
imperialism. Much of this literature stems 
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from the work of Acemoglu et al. (2001), who 
focus on how institutions shape economic 
growth. These researchers find that the insti-
tutions established by colonial-era European 
settlers overseas shaped countries’ long-run 
economic growth trajectories. These authors 
also note, however, that institutions can be 
improved to promote economic growth, as in 
1960s South Korea or the Meiji Restoration in 
Japan.

In a subsequent paper, Acemoglu et al. 
(2002) take urbanisation in 1500 as a proxy 
measure of economic prosperity, and find 
a negative correlation between economic 
prosperity in 1500 and 1995. Again, institu-
tions are the main focus of their analysis. 
They argue that strong private property laws 
promote investment and economic growth. 
Other researchers, such as Ferguson (2003), 
make similar arguments about the impor-
tance of the protection of private property for 
shaping a country’s development. Part of the 
analysis in Acemoglu et al. (2002) looks at the 
connections between industrialisation and 
economic growth. It finds that institutions 
that were conducive to industrialisation (e.g. 
through securing property rights) ‘played a 
central role in the long-run development of 
the former colonies’ (p. 1236). This vein of 
the literature offers examples of how theo-
ries connecting institutions to industrialisa-
tion, and to economic growth more broadly, 
can be studied empirically. Yet this empirical 
economics research suffers from the lack of 
a more nuanced historical analysis of how 
imperialism affected industrialisation. To this 
end, it is useful to look beyond the economics 
literature and to incorporate the insights of 
other disciplines into a broad-based analysis 
of industrialisation and imperialism.

Brenner (2006) asks ‘What is, and what 
is not, imperialism?’ For the purpose of 
exploring the connections between industri-
alisation and imperialism, a starting point 
is his identification of ‘the classical capi-
talist imperialism of the years 1884–1945, 
which witnessed states’ construction of ever 
larger imperial units that aimed to restrict 
the economic advantages made possible by 
formal and informal empires to their own 
national capitals’ (87). The history of indus-
trialisation, however, antedates Brenner’s 
timeframe, and a comprehensive analysis 
of imperialism and industrialisation would 
extend at least as far back as the late 18th 
century, when Britain’s industrial revolution 

began. Also, industrialisation (and de-indus-
trialisation) remains an important issue in 
the post-colonial era. Still, the focus of this 
analysis is the late 18th century through the 
early 20th century, when the major develop-
ments in the industrialisation of peripheral 
countries were shaped by the influence of 
imperial powers.

The distinction between direct and indirect 
imperial rule offers an analytical framework 
through which to view the development, 
or lack thereof, of industries in peripheral 
countries. Austin (2003) highlights how dif-
ferent terms have been used in the literature 
to describe the various degrees of an impe-
rial power’s involvement in peripheral coun-
tries. Gallagher and Robinson (1953) use the 
terms ‘formal’ and ‘informal’ imperialism, 
while dependency theorists make the distinc-
tion between ‘colonial’ and ‘neo-colonial’ 
influences. Austin offers a general definition 
of imperialism as ‘foreign control of assets 
and decisions, including where such con-
trol exists in fact but not in law’ (2003: 145). 
Robinson (1972), while employing a similar 
definition of imperialism, develops it further 
to account for local agency and the non-Euro-
pean foundations of European imperialism. 
It is with this range of degrees of imperial 
influence in mind that the terms ‘direct’ and 
‘indirect’ imperialism are employed herein 
to discuss a range of cases in which imperial 
power was imposed in varying levels of direct-
ness. However, this analysis demonstrates 
that it is not essential to make these distinc-
tions when analysing industrialisation under 
imperial influence. Whether under direct or 
indirect imperial rule, peripheral countries 
had their industrial development shaped by 
imperial power.

Previous researchers, such as Gallagher 
and Robinson, have made the distinction 
between various degrees of directness of 
imperial rule in order to highlight the obser-
vation that imperial power was exercised in 
areas beyond the formal confines of a given 
empire. In the case of the British Empire, ‘[f ]
or purposes of economic analysis it would 
clearly be unreal to define imperial history 
exclusively as the history of those colonies 
coloured red on the map’ (Gallagher and 
Robinson 1953: 1). This is an important 
insight, and it is useful to adopt this broader 
conception of imperialism when analysing 
how industrialisation did or did not develop 
in countries under a range of types of imperial 



1042 Industrialisation and Imperialism

influence. It is significant to note that impe-
rialism had similar effects on industriali-
sation in peripheral countries even as the 
directness with which imperial power was 
imposed varied by country. Thus, the distinc-
tions that appear throughout the literature 
on imperialism between direct and indirect 
power are useful in this analysis insofar as 
they allow the framework to extend beyond 
countries that were formally under impe-
rial rule. Yet the distinction between levels 
of directness of imperial rule does not lead 
to a conclusion that industrialisation was 
impacted differently depending on the degree 
of imperial power that was exercised. On 
the contrary, industrialisation was shaped 
by imperial power, whether that power was 
imposed directly or indirectly.

While distinguishing between direct and 
indirect imperial rule, it is useful to examine 
the causal mechanisms through which impe-
rialism affected industrialisation in periph-
eral countries. Channels of influence through 
which core countries impacted the industri-
alisation of peripheral countries include the 
drain of surplus from the periphery, trade 
policy imposed on the periphery, and sup-
port for agriculture at the expense of indus-
try in the periphery. India and Egypt serve as 
case studies of how these processes hindered 
the industrialisation of peripheral countries 
under imperial rule.

India offers an example of industrialisation 
in a peripheral country under direct imperial 
rule. British economic interests and imperial 
ambitions in India can be dated from 1600, 
when the East India Company was given a 
Royal Charter (Riddick 2006). The Company 
moved from having more narrow economic 
goals to actively administering large regions 
of India after Robert Clive’s victory at Plassey 
in 1757 (Riddick, 2006). How the British 
presence in India affected industrialisa-
tion has been a subject of much debate. One 
vein of the literature argues that it resulted 
in de-industrialisation as local manufactur-
ing was undermined by the new division of 
labour (e.g. see Bagchi 1976; Harnetty 1991; 
Perlin 1983). Similarly, others argue that 
India’s industrialisation was undercut by 
a general de-skilling of local labour under 
imperial influence (Headrick 1988). But 
recent research calls aspects of these claims 
into question. Roy (2009), for example, 
finds that for the Indian iron industry, 19th-
century knowledge transfers were adopted 

successfully by technically skilled Indian 
blacksmiths, while other aspects of the iron 
production process, such as iron-smelting, 
were laden with high-cost activities that ham-
pered the benefits that knowledge transfers 
potentially offered in India. Similarly, Roy 
(2000) argues that traditional Indian indus-
try was not completely destroyed by British 
imperialism, but rather that it adapted and 
some sectors were able to compete with 
modern industry. Specifically, Roy argues 
that ‘other than textiles, there are almost no 
examples of significant competition [from 
imported goods] and technological obsoles-
cence’ (1444). Roy is thus critical of nation-
alist adherents of the de-industrialisation 
school of thought who, he argues, extrapolate 
from the example of the textile industry to 
the economy at large in their attempt to make 
imperial rule appear to have been a universal 
disaster for the Indian economy.

Still, the textile industry makes for an 
instructive study of how imperialism nega-
tively impacted Indian industry. Patnaik 
identifies this process as taking place mainly 
during the ‘second phase’ of the colonial 
destruction of the pre-capitalist Indian 
economy (1972: 212). The first wave of this 
destruction was a ‘drain of wealth’ process 
led by the East India Company, but after the 
Napoleonic wars the destruction occurred 
as imported textiles out-competed urban 
handloom production and rural weaving 
industries. In the face of such widespread 
economic disruption, Patnaik argues that ‘[i]t
is hardly surprising in these conditions that 
Indian industrial capital did not grow’ (213). 
He goes on to build a case for attributing the 
lack of industrial development in India to the 
power that the British had in that country. 
This is tied to the directness of British rule in 
India, which was powerful enough to ham-
per industrialisation through ‘discriminatory 
interventionism’ in favour of British capi-
tal, along with British control of the banks. 
This made for significant constraints bind-
ing the growth of Indian industrial capital 
(213). Despite these factors restricting India’s 
industrialisation, it is important to emphasise 
that British rule in India did not result in the 
total obliteration of Indian industry. Roy’s 
studies suggest a more nuanced interpreta-
tion of the effect that imperialism had on 
Indian industry. While some Indian indus-
tries, namely textiles, were indeed ruined 
by imperial trade policies, this should be 
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interpreted as part of the broader ‘commer-
cialisation’ of  India’s economy (Roy 2000).

There is no way to answer with certainty the 
question of how India would have industrial-
ised had the British not had so much control 
over India’s politics and economy. Eventually 
the British did act to encourage the develop-
ment of Indian industry (as seen in the 1920s 
when protectionist policies were enacted in 
favour of infant industries) but these policies 
were implemented only because of pressure 
imposed by Indian nationalists (Austin 2003). 
However, the overall outcome of Britain’s 
direct imperial control in India is associated 
with the underdevelopment of Indian industry. 
Pomeranz suggests that ‘[t]he British probably 
did not frustrate an industrial breakthrough 
[in India] that was otherwise highly likely … 
but nineteenth-century changes may have 
made such a breakthrough even more diffi-
cult than it would have been otherwise’ (2000: 
295). Still, Pomeranz blames British poli-
cies in India for the ‘development of [Indian] 
underdevelopment’ (ibid.). This process was 
influenced, at least in part, by the fact that 
‘each act of [industrial] investment became 
an isolated episode, no more than a shift of 
some processes in the manufacturing chain 
from England to India’ (Patnaik, 1972: 213). 
The key aspect of this argument is based on 
British political control and the restriction of 
Indian capital. Patnaik (1972) argues that this 
deprived India of benefiting from the positive 
linkage effects that evolve in environments 
where capital is able to be invested freely. And 
since ‘British firms in India were outposts 
of Britain’ and there was no desire to invest 
in high levels of training for Indian workers, 
British-promoted industries in India did not 
yield the full potential of positive externali-
ties for the Indian economy (Mukerjee 1972: 
209). Taking a long-term view, up through the 
present day, leads to a characterisation of this 
process as being ‘the transformation of tra-
ditional economies into modern underdevel-
oped ones’ (Headrick 1988: 4).

India, as the ‘Jewel in the Crown’ of the 
British Empire, is a prominent example of 
how direct imperial rule shaped the path 
of industrialisation in a peripheral country. 
Areas subject to indirect imperial rule during 
the last quarter of the past millennium also 
had their industrialisation impacted by impe-
rial powers. Egypt, for example, was occu-
pied by the British, who proceeded to shape 
industrial policy there. China offers another 

example of a country where imperial powers 
influenced political and economic develop-
ments even less directly. Several European 
countries, including the British in Hong Kong 
and the Portuguese in Macau, had coastal 
outposts in China, but only directly exercised 
their power inland during active military cam-
paigns. Imperialism in these cases influenced 
the development trajectory that local indus-
tries followed, even though the imperial influ-
ence was less direct and lasted for a shorter 
period of time than in the Indian case.

The British presence in India lasted for 
nearly three-and-a-half centuries, but the 
British only entered Egypt in the late 19th 
century. This is not to say that there was 
no British presence in Egypt before then; 
European capital was so heavily invested in 
Egypt that when the Egyptian state became 
bankrupt and unstable in the early 1880s, 
the British felt compelled to invade it in 
order to secure their interests there (Davis 
1983; Moon 1972). To safeguard their inter-
ests in Egypt, the British invaded in 1882 and 
began four decades of formal occupation. 
They soon found themselves in a position 
where they had to stay in Egypt to stabilise 
the country through managing its debts, and 
to prevent the Ottomans and French from 
regaining more influence there (Cain and 
Hopkins 2002; Davis 1983). To work toward 
paying down Egypt’s debt, the British pro-
moted the widespread cultivation of cotton 
for export. A contemporary observer noted 
that British occupation ‘transformed the 
entire Nile Basin into a gigantic cotton plan-
tation’ (Salama Musa, quoted in Davis 1983: 
45). This led to far-reaching changes in 
Egypt, which influenced the direction of its 
industrial development.

While the British occupation of Egypt was 
directed toward getting Egypt to pay down 
its debt, it also made Egypt a more attractive 
destination for foreign investment (Davis 
1983). Most of this foreign investment went 
into agriculture (Beinen and Lockman 1987). 
This happened either directly or indirectly. 
‘Foreigners directly invested their capital in 
land companies, established mortgage and 
credit companies and banks, and gained con-
trol of the import and export trade. European 
banking houses also lent vast sums of money 
to the Egyptian state, which used most of 
it to develop the country’s infrastructure – 
irrigation, railroads, port facilities – in order 
to facilitate the cultivation and export of 
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cotton’ (Beinen and Lockman 1987: 8–9). 
While these developments directed the course 
of early industrial development in Egypt, they 
did not result in widespread industrialisation, 
as they were narrowly focused on the particu-
lar goal of promoting the cultivation of cotton 
for export. As in India, however, there is more 
to this story than a simple case of the com-
plete hindering of industrialisation in Egypt. 
As Beinin and Lockman note, ‘[d]espite the 
contention of some proponents of depend-
ency theory … the subordination of Egypt’s 
economy to the dictates of metropolitan 
capital did not permanently preclude indus-
trial development’ in Egypt (1987: 10). Egypt 
eventually developed a broader industrial base 
in the post-First World War era (Beinin and 
Lockman 1987; Radwan 1974).

The initial phase of industrial development 
in late 19th-century Egypt was based on cot-
ton production. As the Egyptian countryside 
was positioned toward large-scale cotton cul-
tivation for export, industrial development in 
Egypt also began to be shaped by these same 
forces. The development of large estates for 
producing cotton as a cash crop led to the 
increased mechanisation of agriculture and 
the promotion of industries related to pre-
paring cotton for export (Alleaume 1999). 
Some of this development took the form of 
improved transportation and communica-
tions infrastructure (Davis 1983). Irrigation 
projects were another significant outcome of 
the increased cotton production, as pumping 
stations and irrigation and drainage networks 
had to be built to supply water for the cotton 
plantations. The Egyptian government and 
large landowners relied on British capital for 
these investments. By directing foreign capital 
toward developing the infrastructure needed 
for large-scale cotton production, these forces 
resulted in the Egyptian economy being cen-
tred on primary commodity production rather 
than manufacturing. Under the British occu-
pation of Egypt it was argued that ‘it was to 
the benefit of both Britain and Egypt that the 
former should engage in manufacturing while 
the latter confined itself to the production of 
agricultural raw materials’ (Barbour 1972: 
54). The development of this centre–periphery 
relationship suggests the stymying of Egyptian 
industrialisation under imperial rule. But, as 
mentioned above, this relationship does not 
describe the entire history of Egyptian indus-
try, as local institutions such as Bank Misr 
promoted the broader industrialisation of 

Egypt after the First World War  (Beinin and 
Lockman 1987; Davis 1983). Nonetheless, 
imperial power initially promoted industry 
in Egypt to serve British interests, and this 
shaped the structure of industry in Egypt.

Egypt offers an example of how industri-
alisation was directed along a path to under-
development under less-than-direct imperial 
rule. Egypt was free from direct European 
rule for the first three-quarters of the 19th 
century, and then was under British occu-
pation (without formally being part of the 
British Empire) from 1882 through the end 
of the First World War. Initially, industry 
failed to develop in Egypt, unless it was for 
the processing of cotton for export. Limited 
industrial development did occur in Egypt, 
then, along with the state bureaucracy that 
was needed to co-ordinate irrigation projects 
and improved means of communication to 
facilitate the expansion of cotton production. 
These changes to the Egyptian economy and 
state laid the foundation for the industriali-
sation that did eventually take place in Egypt 
(Davis 1983). Davis, following this line of rea-
soning, argues that ‘foreign capital [in Egypt] 
established the prerequisite for native indus-
trialization by providing capital accumulation 
for the large landowners, facilitating national 
integration among sectors of the upper class, 
creating a stratum of skilled managerial per-
sonnel and familiarizing certain landown-
ing families with the techniques of capitalist 
enterprise’ (1983: 195). In Egypt, as in India, 
imperialism directed industrialisation along 
a certain path; one that served the interests of 
the imperial power overseeing the running of 
these economies. Yet imperial rule also led to 
the development of state bureaucracies and 
capitalistic local elites, which proved to be 
important for later industrialisation in these 
peripheral countries.

Whether a country was directly or indi-
rectly subjected to imperial rule, industrial 
development was still shaped to suit imperial 
interests. British manufacturing and finan-
cial interests in India and Egypt offer exam-
ples of these processes. In his broader study 
of economic imperialism, Austin reaches 
the same general conclusion: ‘At an imperial 
level, colonies were expected to specialize in 
the production of primary commodities, and 
their administrations rarely did much to pro-
mote manufacturing’ (2003: 151). Yet there 
were cases where industrial development did 
occur under imperial rule, and not just in the 
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settler colonies (for an analysis of the role 
that British capital played in the development 
of the US, Australian, and Canadian econo-
mies during the ‘age of high imperialism’, see 
Edelstein 1982).

To bring these exceptions from the trend 
of under-industrialisation into this analysis 
requires the study of other, non-British, impe-
rial powers. North Vietnam, beginning in 
1894, and the Dutch East Indies, starting in 
the 1930s, each saw limited industrialisation 
led by textile production. Protectionist poli-
cies were an important part of these devel-
opments, and it is also important to note 
that these industries were owned by outside 
powers: French in the Vietnamese case, and 
various European, Chinese, and US own-
ers in the Dutch East Indies (Austin 2003). 
Industrialisation in Korea was also shaped by 
an imperial power, as Korea developed heavy 
industry while under Japanese rule (Kohli 
1994). This process was shaped by the colo-
nial institutions put in place by the Japanese 
in Korea, as well as by Japan’s goal to develop 
Korea in order to support the military 
strength of the Japanese Empire. So indus-
trialisation was not impossible to achieve for 
peripheral countries under imperial rule, but 
it only occurred in isolated cases and when it 
suited the interests of the imperial powers; 
whether to support imperial business own-
ers in Vietnam and the Dutch East Indies, or 
to strengthen the military power of imperial 
Japan.

Imperialism affected industrialisation 
through myriad and complex channels. The 
main outcome of this relationship was the 
shaping of the industrialisation processes by 
imperial power. Whether in India, where the 
British presence influenced policies for cen-
turies, or in Egypt, where the formal British 
occupation lasted for only four decades, 
industries were developed to serve the imperi-
alists’ interests. As under-developed countries 
today continue to suffer lower levels of eco-
nomic performance than the former imperial 
powers, the impact of imperialism on indus-
trialisation remains an important historical 
factor for understanding contemporary global 
inequality.
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J. A. Hobson and 

Economic Imperialism

In 1902, John Atkinson Hobson (1858–1940), 
published Imperialism: A Study. In this, his 
most famous work, he argued that there was 
a systemic mal-distribution of income and of 
wealth in advanced capitalist societies that 
led, on the one side, to under-consumption 
by the masses; on the other, to over-saving by
the few rich. He went on to claim that, 
unable to find profitable markets at home, 
this over-saving was translated into invest-
ments in overseas markets and had been, 
amongst other things, the primary motiva-
tion behind Britain’s recent imperial expan-
sion in Africa and Asia. This is undoubtedly 
Hobson’s most famous anti-imperial argu-
ment but two cautions are necessary. In the 
first place, Imperialism offered far more than 
just a bald theory of economic imperialism 
and was actually a brilliant critique of many 
aspects of British imperial ideas and practice. 
Second, although the fullest and most com-
pelling of his works on empire and imperial-
ism, Hobson lived a long life and changed 
his mind on the subject on more than one 
occasion.

Hobson’s early writings
Hobson was the son of a provincial newspa-
per owner who supported the Liberal ortho-
doxy of free trade, low taxation, and a very 
limited role for government in the economy.
Hobson did not initially think differently. 
After taking a disappointing degree at 
Oxford, he became a schoolmaster in Exeter. 
In the mid-1880s, he moved to London where 
he wrote a weekly column for his father’s 
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paper on national and international affairs, 
and then began to contribute to the periodical 
press. In the late 1880s he approved of British 
‘free trade imperialism’ in China as a means 
of encouraging exports: and when alerted by 
Charles Booth’s survey of the London masses 
to the dire poverty of so many of them, his 
first reaction was to fear that their position 
would be made worse by the looming indus-
trialisation of Asia under Western auspices; 
that inclined him to hint that protection was 
a solution (Hobson 1891). Also, when Joseph 
Chamberlain, a leading imperialist politician, 
suggested in 1896 the establishment of an 
imperial Zollverein which would put a tariff 
barrier around the white empire, Hobson was 
quite supportive of the idea.

However, by the mid-1890s, his views 
on the economy were changing swiftly. In 
1889 he and A.F. Mummery produced The 
Physiology of Industry which challenged the 
orthodox notion that full employment was 
the norm towards which free markets were 
constantly tending. At first this theoreti-
cal revolution had little impact on Hobson’s 
policy views: but, partly under the influence 
of radicals such as William Clarke, by 1896, 
in The Problem of the Unemployed, he was claim-
ing that inequality was producing under-
consumption and over-saving; and that they 
could only be corrected by redistribution of 
income and of wealth (for the development 
of Hobson’s thinking, see Allett 1981). At 
the same time, Hobson’s rather complacent 
approach to British imperialism was shaken 
by the financier Cecil Rhodes’s failed attempt 
to overthrow the Afrikaner government in 
the Transvaal. That was widely seen on the 
left of politics in Britain as a prime example 
of an emergent ‘financial imperialism’. But 
it was only in an article of 1898 that Hobson 
finally linked domestic economic imbalance 
with expansion of empire (Hobson 1898). On 
the strength of that article, Hobson was sent 
to South Africa by the Manchester Guardian to 
investigate the growing crisis there as Joseph 
Chamberlain tried to force the Afrikaner 
republics, whose gold wealth threatened 
to make them the dominant force in South 
Africa, to recognise British authority. That 
confrontation ended in the South African War 
of 1899–1902. His trip convinced Hobson 
that Rhodes and other gold magnates had 
used the British government for their own 
ends and that, through control of the press, 
had fooled the public, in South Africa and in 

Britain, into believing that the war was fought 
for noble ends rather than to fill the pockets 
of mining millionaires. Much of his think-
ing on South Africa was published in The 
War in South Africa (1900) and The Psychology of 
Jingoism (1901). Imperialism: A Study went much 
further and was nothing less than an attempt 
to explain the nature of modern imperialism 
in general.

Hobson and the radical tradition
Because Lenin found Imperialism useful 
in constructing his own interpretation of 
European expansion overseas, historians 
have often talked of a ‘Hobson-Lenin’ theory 
of imperialism. In fact, Hobson’s approach 
owed nothing to Marxism but did reflect a 
long radical tradition of hostility to impe-
rial expansion which can be traced back as 
far as Adam Smith and Tom Paine. Radicals 
were supportive of capitalism: what they 
objected to was privilege and monopoly; and, 
of course, they identified the landed interest 
as the chief example of that. Radicals such as 
Paine, Bentham, and James Mill also pointed 
to aristocratic control of the state across 
Europe and aristocrats’ use of government 
to fight wars and grab colonial possessions 
with which they could enrich themselves 
and their allies in the military services and 
business. Richard Cobden and John Bright, 
two of Hobson’s radical heroes, took up the 
fight in the mid-19th century, attacking land 
monopoly, demanding an end to protective 
duties on agriculture as a form of privilege, 
claiming that taxes were damaging industrial 
investment and that their proceeds were too 
often spent on wars and colonialism that pro-
duced jobs for the aristocracy’s allies. Herbert 
Spencer, an enthusiastic Cobdenite whose 
work Hobson became familiar with, divided 
the world into ‘militant’ societies that were 
aristocratic, hierarchical, warlike, and imperi-
alist; and ‘industrial’ societies that were based 
on voluntary co-operation, were economically 
progressive, and which forged peaceful links 
with other nations (for more detail on radical-
ism, see Cain 2002: 47–53). 

Once radicalised, Hobson eagerly adopted 
the Cobden-Spencer line on imperial expan-
sion but he made two great innovations to it. 
Firstly, he recognised that by 1900 the power 
of aristocracy had waned and he suggested 
that it had been superseded, as the chief 
force maintaining the status quo at home and 
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driving expansion abroad, by finance and for-
eign investment: ‘militant’ society still existed 
but it was now itself subject to the powers 
of ‘parasitism’, a complex of forces centred 
on the City of London but also now rampant 
on Wall Street in New York and on the Paris 
Bourse. Secondly, he linked this financial 
imperialism directly with his analysis of under-
consumption, thus arguing forcefully that the 
remedies necessary to cure the latter ailment 
– such as more progressive taxation – would 
simultaneously remove the pressure for over-
seas expansion and thus solve the imperial 
problem that plagued all advanced capitalist 
societies.

Imperialism: Hobson’s analysis
In Imperialism, Hobson was right to identify 
London and the service sector of the South 
East of England as the area from which most 
foreign investment sprang, and in suggest-
ing that it had a big economic stake in impe-
rial expansion. His assumption that foreign 
investment was largely the concern of a small, 
wealthy elite also has historical credibility. 
However, Hobson’s attempts to analyse the 
costs and benefits of imperialism statistically 
were severely flawed. To begin with, he over-
estimated the costs of imperial expansion 
after 1870. He assumed that all increases in 
defence expenditure since that time could be 
debited to imperial expansion, whereas only a 
part of the army costs and a smaller fraction 
of the naval expenses were so attributable. 

Nor did Hobson make a good job of prov-
ing his contention that finance gained far 
more in material terms than any other eco-
nomic sector and that it was the only sector 
that gained more than it paid out in terms of 
the taxes needed to support imperial expan-
sion. In pursuit of this objective, Hobson tried 
to prove that industry gained very little from 
the new markets of Africa and Asia. However, 
he reached this conclusion by using very con-
tentious methods. When estimating the value 
of exports to the economy, he claimed that 
this value arose from the extra profit that was 
gained by selling abroad rather than at home. 
This ‘net value’ approach to foreign trade 
was even challenged by some sympathetic to 
his general position. Given that the costs of 
imperial expansion were lower than Hobson 
believed, those critics who had a rather 
more generous view of the importance of 
foreign trade to the economy could make 

a reasonable case for saying that new terri-
tories were beneficial to industrial exports. 
Moreover, Hobson failed to engage seriously 
with the argument that the value of new terri-
tories to the economy would be much greater 
in the future once imperialist control had 
been fully established. 

Hobson also assumed that the returns on 
foreign investment were much higher than 
those on foreign trade but, in doing so, he 
failed to compare like with like. As we have 
seen, he valued foreign trade in net terms but 
he then went on to compare that with the 
gross returns on foreign investment, ignor-
ing the possibility that the capital could have 
found outlets at home, albeit at lower rates 
of return. Hobson, therefore failed to prove 
that the returns to investment from imperial-
ism were higher than the returns on trade. In 
addition, it must be said that he compounded 
the difficulties of his position by failing to 
say anything precise about the distribution 
of British foreign investment. He produced 
figures which proved that more foreign capi-
tal went to areas such as the US and the white 
British colonies than to areas subject to recent 
imperial exploitation; but he said little to indi-
cate, for example, which parts of Africa had 
received large amounts of capital and which 
had not. His argument that Cecil Rhodes and 
his financial associates were directly responsi-
ble for Britain’s imperial aggression in South 
Africa was asserted rather than proved. 

Hobson’s other main line of argument was 
that finance, or rather financial elites in the 
City of London, controlled the political and 
military process of expansion. More specifi-
cally Hobson identified a cluster of mainly 
Jewish financiers, operating from the City 
of London and a number of lesser financial 
centres, as controllers of the main flows of 
international capital. In a famous passage 
he argued that the ‘motor power’ of imperial 
expansion was provided by soldiers, traders, 
missionaries, statesmen: but that finance was 
the ‘governor of the imperial engine, direct-
ing its energy and determining its work’ 
(Hobson 1988/1902: 59).

Elsewhere in Imperialism, however, Hobson 
unconsciously subverted his simple argu-
ment about the dominance of finance in dif-
ferent ways. He was trying to generalise about 
the whole Western world rather than just 
explain British imperialism; and when writ-
ing of the US, where the relations between 
finance and manufacturing were different to 
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those in Britain, he spoke of ‘the great con-
trollers of industry’ as key players. When he 
was thinking about imperial expansion from 
a British point of view, Hobson was inclined 
to present it as the result of a conspiracy engi-
neered by a small group of financiers who 
had an exceptional degree of power and influ-
ence: when considering the US, on the other 
hand, he was really attributing expansion to 
‘finance capitalism’, a conjunction of indus-
trial and financial interests described in terms 
that Veblen, Hilferding, or Lenin would have 
recognised. 

He also developed another argument con-
cerning the complicity of a congeries of prop-
ertied interests in British imperial expansion 
which, interesting though it was, undermined 
the argument that finance was ‘the gover-
nor of the imperial engine’. At this point he 
claimed the following:

The city ground landlord, the country 
squire, the banker, the usurer, the finan-
cier, the brewer, the mine-owner, the iron-
master, the shipbuilder, and the shipping 
trade, the great export manufacturers and 
merchants, the clergy of the State Church, 
the universities and the great public 
schools, the legal trade unions and the ser-
vices have … drawn together for common 
political resistance against attacks upon 
the power, the property and the privileges 
that they represent. (142)

Hobson was here describing what Gramsci 
later called an ‘historical bloc’ of forces 
that exercised cultural as well as economic 
‘hegemony’ over the nation and which used 
imperialism as a means of maintaining the 
status quo at home. But it is noticeable that 
in Hobson’s list of villains, the financier is 
accorded no special place.

Lastly, it is evident that Hobson believed the 
extraordinary influence of financial interests 
came partly from the fact that they encour-
aged imperial fervour and even presented 
expansion as a moral duty, while remain-
ing immune from any emotional commit-
ment to empire and clinically intent on 
pursuing their economic agenda. Financiers 
pursued rational economic goals: all other 
interests involved were irrational, unin-
formed, or deluded. Hobson’s discussion 
of the wide variety of arguments used to jus-
tify imperialism and imperial expansion was 
often brilliant and arresting. He was also 

extraordinarily sensitive to the ways that 
imperialists could cloak essentially materi-
alist concerns – and the violence and exploi-
tation that sometimes involved – in the 
language of morality, mission, liberty and 
destiny. Yet in the process he often showed 
that the financiers were also prisoners of 
imperial ideology, that they could be as much 
wedded to causes like ‘the civilising mis-
sion’, as much misled by heightened imperial 
rhetoric, as anyone else.

Hobson on China and Africa
Much of the emotional force behind the argu-
ments of Imperialism came from Hobson’s 
involvement in South Africa. Yet when in 1898 
he first discovered the connection between 
over-saving and imperialism, his immedi-
ate inspiration came from thinking about the 
growing battle for control of China between 
the European imperial powers. A careful read-
ing of Imperialism reveals clearly what Norman 
Etherington (1984: chs 3–4) has argued: that 
Hobson thought of the South African crisis as 
an early stage in the unfolding drama of impe-
rialism, a drama whose central scenes would 
be acted out in China, the place where the 
future course of civilisation would be deter-
mined. Like many of his contemporaries not 
only in Britain but also across Europe and the 
US, Hobson was sure that China’s population 
and resources were so immense that the man-
ner of their development would radically affect 
the political as well as the economic structures 
of the globe in the 20th century. Some British 
and American writers argued that the powers 
that controlled China and its market would be 
pre-eminent for the foreseeable future, and 
that that those who failed to establish them-
selves would be depressed into the second 
rank. Certainly, this fear of being left out of 
what was potentially the greatest market in 
the world was a potent force in Great Power 
diplomacy in China around 1900. But opin-
ion in Britain and other imperial powers was 
also strongly influenced by a more complex 
vision of a ‘Yellow Peril’. In his National Life 
and Character, first published in 1893, Charles 
Pearson predicted that China, like Japan, was 
rapidly learning the economic arts of the West, 
would soon industrialise itself on modern 
lines and then become a formidable military 
power. Western civilisation would be thrust 
back to its pre-imperialist borders. European 
powers would be impelled into greater 
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militarism to protect themselves, and into 
heavier tariffs to contain Chinese competition, 
stifling the dynamism that had driven Western 
civilisation for the previous four centuries, and 
inducing both economic and cultural stagna-
tion and possibly outright decline. 

As we have seen, Hobson had antici-
pated Pearson’s predictions about industrial 
decline in Europe in 1891 though he believed 
that China could only industrialise under 
European control. In 1902, Hobson still did 
not think that China could achieve autono-
mous economic development: it would, he 
thought, become such a sink for foreign 
capital that no one country could command 
the resources necessary to the task. The out-
come would be what Hobson called ‘inter-
imperialism’ (1988/1902: 332), a combination 
of European, American, and Japanese capital 
resources which would ensure the exploita-
tion of China over the coming generations 
without military conflict. Based on Western 
capital and on an abundance of cheap, highly 
submissive labour, the Chinese economy 
would be brutally transformed into the might-
iest manufacturing nation in the world. As a 
result, industry in the West would be largely 
destroyed and its economies would become 
dependent on services and dominated by 
financial capitalism. True to his radical per-
spective, Hobson claimed that the decline of 
industry in the West would involve far more 
than simply a loss of economic resources: 
it would also mean the extinction of liberty, 
democracy, and progress in general; and 
Britain, like other Western nations, would 
become parasitic on the progress of Asia.

Despite the fierceness of his critique of 
expansion, Hobson shared some of the preju-
dices of the imperialists he criticised. The first 
was that no nation or community had the right 
to cut itself off from international trade and 
the progressive ideas that such trade brought 
with it. Secondly, he accepted the common 
Western assumption that the ancient civilisa-
tions of the East had ceased to progress and 
that they had needed an infusion of the West’s 
energy to awaken them, though he felt that 
the stimulus given by trade and other infor-
mal contact was all that was now required to 
galvanise them. Besides that, Hobson was 
convinced that the ‘mushroom civilisations 
of the West’ (1988/1902: 326) had much they 
could learn from the East. Thirdly and in con-
trast, Hobson, like most of his contemporar-
ies, failed to appreciate the richness of the 

African past and talked of ‘lower races’ (see 
the heading of pt II, ch. 4 in Imperialism) who 
could only progress under direct Western 
leadership because otherwise the local pop-
ulations would be exploited by European 
capitalism. But given his belief that current 
Western governments were in thrall to their 
business leaders, Hobson argued that, in an 
ideal world, leadership would be provided by 
some form of international authority rather 
than by particular European nations. It was 
in this context that he first became a vigorous 
supporter of the idea of international govern-
ment, and of the League of Nations formed 
after the First World War, which established 
the idea, in theory at least, that European 
nations held their colonial dependencies as 
mandates granted by the League.

Imperialism and Hobson’s 
later writings
In 1902, Hobson painted a black picture of 
the future partly because he wanted to shock 
his readers into realising where present poli-
cies might lead and to stimulate action against 
them. His own solution was simple and dras-
tic. Progressive taxation and state welfare 
spending would eliminate over-saving and, 
therefore, the main source of foreign invest-
ment, and thus reduce the need for imperial 
expansion. Simultaneously, redistribution 
would give a boost to domestic demand and 
divert to the home market a large part of 
the produce previously destined for export. The 
implication of that analysis was that, under 
this new regime and despite free trade, he 
expected that the amount of international 
trade would decline. Economic development 
in the West would then proceed on lines dic-
tated by local democracy rather than by an 
international financial oligarchy; and those 
countries like China that were subject to forced 
industrialisation under foreign control would 
be released to develop in ways that best suited 
their own genius. ‘Industry’, understood in the 
broad sense as all forms of productive activity, 
would triumph over ‘parasitism’. 

Imperialism is now a ‘classic’ text but it was 
not a great success when first published and 
even some radicals who were impressed by 
Hobson’s domestic arguments thought of 
empire and imperial expansion as both eco-
nomically necessary and morally defensible 
(see e.g. Samuel 1902: 301–325). Although 
the book was republished in 1905, this was 
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only made possible by a subsidy from a radi-
cal organisation. Indeed, from 1910–14, 
Hobson had drifted far from the arguments of 
Imperialism and was now writing of European 
expansion overseas as a phase in the exten-
sion of a benign, global capitalist network and 
one that would eventually lead to an economic 
convergence between the developed and 
underdeveloped worlds, to global peace and to 
some form of world government. This strain 
in Hobson’s thinking is most evident in The 
Economic Interpretation of Investment (1911). After 
1914, and in the face of world war and then 
acute economic depression, Hobson drew 
away from that pre-war optimism. His book 
Democracy after the War (1917) repeated many 
of the arguments of Imperialism  and extended 
some of them. His inter-war writings on 
imperialism were a sometimes uneasy com-
promise between the stern denunciations of 
Imperialism and Democracy after the War and the 
rather Panglossian assumptions of 1910–14. 

In 1938, aged 80, Hobson decided to 
republish Imperialism. By the late 1930s, 
middle-class public opinion in Britain was 
becoming much more critical of empire 
and imperialism. Under growing Marxist 
influence, there was also an increasing ten-
dency to offer economic interpretations of 
imperial expansion and control, and writ-
ers such as John Strachey (1938: 85–89) 
and Leonard Barnes (1939: 195) began to 
think of Hobson’s work as a precursor of 
Marxism. Encouraged by the new inter-
est and convinced that the approaching war 
was about re-dividing the imperial spoils, 
Hobson decided that his ancient text was 
worth reprinting. But in republishing it, and 
despite adding a new long preface, he did
not attempt to update the argument. Nor 
did he give any indication that he had ever 
held different views. His autobiography 
Confessions of an Economic Heretic (1938), pub-
lished in the same year, suffered from the 
same degree of amnesia. However, in that 
autobiography Hobson did confess that 
he now thought that the stress laid on eco-
nomic causation in Imperialism was overdone 
(Hobson 1938: 63–64); and he now admit-
ted that economic gains should also be seen 
as a means of exercising power rather than 
simply as an end in themselves (especially in 
Hobson 1937: 13–14, 24). This line of think-
ing was probably influenced by his reading of 
Thorstein Veblen but it was not mentioned in 
the preface to the 1938 edition of Imperialism 

and thus it fell out of view, along with most 
of the other ideas he had had on the subject 
before and after 1902.

Hobson’s significance
Hobson’s analysis has often been found want-
ing by historians and economists both in gen-
eral terms and in specific cases. Nonetheless, 
a recent analysis by Cain suggests that he 
still has a lot to offer historians interested in 
the economic elements of the scramble for 
territory and influence in Africa and Asia in 
his own time (2002: ch. 8). Speaking more 
generally, Imperialism remains a book worth 
reading because the questions it poses about 
the role of foreign investment in provoking 
imperial expansion remain on the agenda: for 
example, Hobson’s ideas were important to 
Cain and Hopkins in helping them recently 
to reinterpret the evolution of British impe-
rialism (Cain and Hopkins 2001). It is also 
true that books like Naomi Klein’s No Logo 
(2000), which analyses modern US imperi-
alism, approach their subject from a radi-
cal rather than a Marxist perspective and one 
that is recognisably Hobsonian though Klein 
might not be aware of it. Imperialism also has 
extremely interesting things to say about the 
politics, the psychology and even the theol-
ogy that lay behind imperial expansion in its 
time, and its commentary on the ideologi-
cal foundations of the so-called ‘civilising 
mission’ are extraordinarily acute. Indeed, 
some of Hobson’s analysis could be applied 
to empires throughout history. He was, for 
example, aware – in a way most of his con-
temporaries, including other critics of empire 
were not – of just how easy it was for Britons 
to assume that the possession of military and 
economic power not only gave their nation 
the ability to possess empire but also the right 
to possess it because it was assumed that the 
material power was the result of a moral supe-
riority. That was an insight that can be applied 
to empires from the Assyrian one to the cur-
rent Chinese hold over Tibet. 

If Part I of Imperialism, which deals with 
the economics of empire, is full of errors 
as well as inspirational ideas, Part II prob-
ably deserves a bigger audience from histo-
rians than it has so far received. Imperialism; a 
Study may have been published over a century 
ago but it is still a living text rather than just 
another item in the historiography of empires.

Peter Cain
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Labour, Imperialism, 

and Globalisation

I was in the East End of London (a work-
ing-class quarter) yesterday and attended 

a meeting of the unemployed. I listened to 
the wild speeches, which were just a cry for 
‘bread! bread!’ and on my way home I pon-
dered over the scene and I became more 
than ever convinced of the importance of 
imperialism …. My cherished idea is a solu-
tion for the social problem, i.e., in order 
to save the 40,000,000 inhabitants of the 
United Kingdom from a bloody civil war, we 
colonial statesmen must acquire new lands 
to settle the surplus population, to provide 
new markets for the goods produced in the 
factories and mines. The Empire, as I have 
always said, is a bread and butter question. 
If you want to avoid civil war, you must 
become imperialists. (Cecil Rhodes, 1895, 
quoted in Lenin 1960/1916, 694)

This essay begins by introducing several influ-
ential theories of imperialism and examining 
how these relate to the segmentation and strati-
fication of the working class. The second sec-
tion looks at the new international division of 
labour to understand the growth and radicali-
sation of unequal exchange and capital export 
imperialism. The third section provides empiri-
cal estimates of international value transfer. The 
conclusion of the essay highlights some of the 
most salient political effects of imperialist class 
structuration and considers the prospects for 
anti-imperialist trends on the world scale. The 
essay aims to demonstrate that imperialism is 
not a matter of history, but a primary factor influ-
encing the course of events in today’s world.

Classical theories of imperialism 
and the labour aristocracy
The following section introduces the theory of 
imperialism and its relationship to the concept 
of the labour aristocracy, that section of the 
working class which benefits materially from 
imperialism and the super-exploitation of 
oppressed-nation workers (Cope 2012: 122). In 
particular, we outline the views of some of the 
most important writers on the subject, namely, 
Hobson, Lenin, Amin, and Emmanuel. 

Hobson
Hobson was a British economist whose foun-
dational experience was the Great Depression 
of the late 1800s. Proposing an explanation 
for the same, Hobson developed a theory of 
under-consumption that as capitalism devel-
oped there would be insufficient demand 
for its manufactures. Hobson’s views on 
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under-consumption were first set out in his 
Physiology of Industry, a work that won him the 
ostracism of the academic economists of his 
day. The second key experience in his career 
was the time he spent in South Africa as a cor-
respondent during the Boer War. Hobson prop-
erly viewed that war as resulting from a tension 
between the mining interests of supporters of 
imperialism (like Cecil Rhodes) and the farming 
interests of Boer settlers (Hobson 1900: 197). 

In light of these experiences, Hobson sug-
gested that British capital (personified by 
Rhodes himself ) was behind the drive for 
expansion of the British Empire. He con-
cluded that imperialism was a characteristic of 
late capitalist development where capital was 
more productively invested outside of Britain:

It is open to imperialists to argue thus: 
‘We must have markets for our growing 
manufactures, we must have new outlets 
for the investment of our surplus capital 
and for the energies of the adventurous 
surplus of our population: such expansion 
is a necessity of life to a nation with our 
great and growing powers of production. 
An ever larger share of our population 
is devoted to the manufactures and com-
merce of towns, and is thus dependent for 
life and work upon food and raw materi-
als from foreign lands. In order to buy 
and pay for these things we must sell our 
goods abroad’. (Hobson 2005: 70–71)

Rivalry with other imperial powers was one 
of the key economic facts that helped bring 
about this situation. For Hobson, the ero-
sion of British industrial supremacy resulting 
from competition with Germany, the US and 
Belgium made it difficult to ‘dispose of the full 
surplus of our manufactures at a profit’ (71). 
In Hobson’s view, a specific type of capital-
ist, investors, was behind the drive to impe-
rialism. Hobson noted that ‘[large] savings 
are made which cannot find any profit-
able investment in this country; they must find 
employment elsewhere, and it is to the advan-
tage of the nation that they should be employed 
as largely as possible in lands where they can be 
utilized in opening up markets for British trade 
and employment for British enterprise’ (73). 

Hobson believed that imperialism would 
result in a situation whereby entire regions of 
the world would become parasitic upon the 
labour and resources of colonial territories. 
Discussing the economic prospects liable to 

result from the imperialist partitioning of 
China, Hobson writes: 

The greater part of Western Europe might 
then assume the appearance and character 
already exhibited by tracts of country in the 
South of England, in the Riviera and in 
the tourist-ridden or residential parts 
of Italy and Switzerland, little clusters of 
wealthy aristocrats drawing dividends 
and pensions from the Far East, with a 
somewhat larger group of professional 
retainers and tradesmen and a larger body 
of personal servants and workers in the 
transport trade and in the final stages of 
production of the more perishable goods; 
all the main arterial industries would have 
disappeared, the staple foods and manu-
factures flowing in as tribute from Asia 
and Africa …. (314)

Lenin
The principal motivation for Lenin to  develop 
his analysis of imperialism was the outbreak 
of the First World War and the associated 
breakdown of international socialist solidarity. 

In Lenin’s theory there are five key 
components:

(1) the concentration of production and 
capital has developed to such a high stage 
that it has created monopolies which play 
a decisive role in economic life; (2) the 
merging of bank capital with industrial 
capital, and the creation on the basis of 
this ‘finance capital’, of a financial oli-
garchy; (3) the export of capital as distin-
guished from the export of commodities 
acquires exceptional importance; (4) the 
formation of international monopolist 
capitalist associations which share the 
world among themselves; and (5) the ter-
ritorial division of the whole world among 
the biggest capitalist powers is completed. 
(Lenin 1960/1916, 700)

Lenin’s theory of imperialism develops the 
idea of parasitism, denoting a situation 
whereby the imperialist countries are trans-
formed into rentier states: 

The export of capital, one of the most 
 essential economic bases of imperialism, 
still more completely isolates the rent-
iers from production and sets the seal of 
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parasitism on the whole country that lives 
by exploiting the labour of several overseas 
countries and colonies. (ibid.)

For Lenin, investors export capital to obtain 
‘superprofits’, higher profits than are avail-
able within their own countries due to lower 
wages (super-exploitation), cheap raw mate-
rials and the ability to secure a monopoly. 

Lenin argued that the source of imperial-
ism was investment rather than trade. Citing 
Hobson, Lenin noted that ‘[the] income 
of the rentiers is five times greater than the 
 income obtained from the foreign trade of 
the biggest “trading” country in the world! 
This is the essence of imperialism and 
 imperialist parasitism’ (ibid.). In its origi-
nal form, Lenin’s investment-focused theory 
of  imperialism can be seen as being in ten-
sion with later theories of unequal exchange 
emphasising the role of trade. 

In Lenin’s theory, one of the most  important 
consequences of imperialism was its impact 
on the class structure of the  imperialist coun-
tries. Lenin argued that the benefits of impe-
rialism would not be restricted to capitalists, 
but would instead be spread to other classes 
in imperialist  societies, including the work-
ing class. There is contention within Marxist 
theory and  ambiguity within Lenin’s writings 
about the extent to which the working class 
are ‘bribed’, both in terms of the percentage 
of the working class thus endowed, and the 
sum of the subvention. However, Lenin settled 
upon a broad conception of the labour aristoc-
racy as encompassing much of the working 
class of the imperialist countries:

Why does England’s monopoly [industrial 
and colonial] explain the (temporary) vic-
tory of opportunism in England? Because 
monopoly yields superprofits [the] capi-
talists can devote a part (and not a small 
one, at that!) of these superprofits to bribe 
their own workers, to create something 
like an alliance between the workers of the 
given nation and their capitalists against 
the other countries. (ibid.)

Lenin’s thinking on imperialism and the 
 labour aristocracy rests on several pillars. 
First, he emphasises the role of monopoly 
capitalism, a theme that would later be carried 
forward by theorists such as Paul Baran and 
Paul Sweezy in the US. Secondly, he  focuses on 
capital export to assure super-profits. Finally, 

Lenin argues, imperialist states attempt to 
buy off the domestic workforce to avoid the 
possibility of revolutionary change. As will be 
seen in the subsequent discussion of unequal 
exchange, there are theories of  imperialism 
that presume neither the existence of monop-
oly capital, the export of capital, nor of any 
conscious decision by capitalists to bribe the 
working class on their home soil. 

Amin
The majority of Amin’s work has been about 
imperialism, unequal exchange, and what he 
calls the law of worldwide value. Amin’s posi-
tion is influenced by the tradition of Baran, 
Sweezy, and Magdoff in that the motive 
forces driving imperialism are monopolies 
(Brolin 2007: 243). It therefore contrasts with 
Emmanuel’s perspective, which places the 
wages and living standards of imperialist-
country workers front and centre of his theory 
of unequal exchange. 

Amin’s concept of imperialist rent – the 
above-average profits realised through 
 imperialism – is central to understanding the 
ways wealthy countries extort value from 
the Third World. For Amin, the appropriation 
of imperialist rent defines capitalism from 
the moment of its inception (84). Capitalism 
has not homogenised the world’s economic 
conditions over time, but has instead hard-
ened and deepened the asymmetries between 
 imperialist countries and the peripheries. 

In the most recent edition of his The Law of 
Worldwide Value, Amin has been more open 
about the role of imperialist-country work-
ers as beneficiaries of imperialism and the 
impact this has on workers’ internationalism 
(Amin 2010: 91–93). While not using the term 
‘labour aristocracy’, he is clear that the exploi-
tation of the peripheries is the material basis 
upon which the consensus between imperi-
alist capital and imperialist-country workers 
rests. For Amin, however, ‘[the] Southern 
nations by their victories would create con-
ditions in the North that would once again 
challenge the consensus founded on profits 
deriving from imperialist rent. The advance 
posts of the Northern peoples are dependent 
on defeat of the imperialist states in their con-
frontation with the Southern nations’ (111).

By contrast with Emmanuel, who was more 
forthright than most Marxists about class 
 antagonism between imperialist-country 
workers and workers in the Third World, 
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Amin has typically been softer on this ques-
tion. Brolin, for instance, suggests that 
‘[the] popularity of Samir Amin … is largely 
explained not only by his attempting to place 
unequal exchange in a perspective where pro-
ductivity differences matter more, but also … 
by the theoretical vagueness on this point, 
and by his drawing the politically correct 
conclusion’ (Brolin 2007: 243).

Emmanuel
Emmanuel’s theory places trade at the cen-
tre of imperialism. The basic premise of 
Emmanuel’s Unequal Exchange (1972) is that 
the relative mobility of capital and the rela-
tive immobility of labour are fundamental 
features of the world economy. As a result,
the international rate of profit has a tendency 
to become equal, whereas wage levels in differ-
ent countries remain unequal. For Emmanuel, 
differences in wages explain differences in 
commodity prices. With immobility of labour 
undergirding international wage and, there-
fore, price differentials, Emmanuel explains 
national wage levels as the product of a num-
ber of factors which are primarily institutional. 

Emmanuel, following Marx, considered that 
the value of labour power went beyond the 
minimum costs of sustaining and reproducing 
the physiological capacity to work. Historically 
determined moral and cultural factors (most 
importantly, the power  relationship between 
labour and capital as manifested, in particular, 
by the success of the trade union movement in 
securing gains for workers) establish national 
wage levels (116–123). 

For Emmanuel, unequal exchange occurs 
through trade between high-wage countries 
and low-wage countries. As high wages are 
built into commodity prices in high-wage coun-
tries, the goods produced therein command 
a significantly higher number of goods from 
low-wage countries. Thus, high wage countries 
develop quickly and low-wage countries slowly. 
Wages, then, are the cause, rather than the 
effect, of economic development. Emmanuel’s 
theory implies that solidarity between work-
ers of high- and low-wage countries is unlikely 
with the material interests of each group of 
workers being diametrically opposed.

Changes in global production 
and the global division of labour
Common to all of the above theories is their 
formulation in a world where the imperialist 

countries were the centres of world indus-
try. The international division of labour prior 
to decolonisation largely involved the pro-
duction of raw materials in the periphery 
and the production of manufactured goods 
in the metropolitan countries. This no longer 
holds true in the 21st century. The well-
documented decline of First-World manu-
facturing  beginning in the 1980s has led to 
a situation today where most primary com-
modity production and manufacturing is 
done in the Third World. Most First-World 
workers are employed in ‘services’, primarily 
jobs in retail, hospitality, administration, and 
 finance. Thus, the OECD (2011b: 168) reports 
that, ‘on average, services now account for 
about 70% of OECD GDP’. 

Both the unequal exchange (UE) and the 
capital export imperialism (CEI) paradigms 
can shed light on this new international divi-
sion of labour. Complementing these are the 
theoretical innovations of imperialist rent and 
producer/consumer states. 

Contemporary theories of  imperialism
A recent attempt to apply UE in a way that 
accounts for the post-industrial nature of 
First-World capitalism is in combination 
with the global commodity chain perspective 
(Heintz 2003). A simple summary of global 
commodity chains is that they ‘explicate 
the interorganisational dynamics of global 
 industries in order to understand where, 
how, and by whom value is created and dis-
tributed’ (Appelbaum and Gereffi 1994: 42). 
Commodity chain analysis was developed 
by Hopkins and Wallerstein (1986: 159) as 
a means of explaining transfers of value 
 between countries. 

Heintz’s (2003) main contribution is to 
use global commodity chain analysis as a way 
of bringing UE theory into line with contem-
porary conditions. In doing so, his analysis 
reconciles the Leninist approaches to impe-
rialism based on investment by monopoly 
capital and the Emmanuelist approach based 
on a competitive global market generating 
unequal exchange. Thus, Heintz notes that 
‘one of the key features of global commod-
ity chains is the differences in market power 
that are evident as we move along the chain. 
Subcontractors and direct producers face 
highly competitive conditions while brand 
name multinationals and large retailers 
enjoy a much higher degree of monopolistic 
 influence’ (11). 
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Following Amin, a number of theorists 
have attempted to advance the concept of 
 imperialist rent and explore questions of inter-
national worker solidarity under conditions 
of ‘globalisation’. Higginbottom (2013), for 
example, has applied the concept of impe-
rialist rent to describe the way British firms 
extract value from South Africa through min-
ing corporations and the importance this 
has in bolstering the British economy. Like 
Emmanuel and Amin, he continues a tradi-
tion of theorists who see problems for inter-
national workers’ solidarity in light of this 
global division. 

The most significant work in recent times 
on the issue of the labour aristocracy, how-
ever, has been Cope’s Divided World, Divided 
Class (DWDC). The central argument in DWDC 
is that the ubiquitous white nationalism 
and cultural elitism of societies in the global 
North is not the result of false consciousness, 
misinformation, indoctrination, or ignorance 
to the extent assumed by much of the political 
left. Rather, these are ideological expressions 
of the shared economic interest of a variety of 
social strata in the First World in maintaining 
super-exploitation (Cope 2012: 11).

Critical to DWDC is the evidence base around 
unequal exchange and capital  export impe-
rialism. Specifically, Cope measures parasit-
ism effected through the transfer of surplus 
labour internationally by means of analysing 
and correlating such economic and demo-
graphic variables as income distribution, wage 
levels, profit flows, trade and investment pat-
terns, growth rates, price levels, industrial out-
put, productivity, unit  labour costs, working 
hours, the composition of imports and exports, 
 occupational structure, and labour supply at 
national, regional, international, and global 
levels. Cope follows classical Marxist thinking 
in positing a clear distinction between prices, 
profits, and surplus value. For Cope, super-
profits are not the result of higher profit rates 
in the Third World but, rather, of monopoly 
capitalist accumulation based upon higher 
rates of exploitation there.

Producer and consumer states 
The concepts of producer and consumer 
states were developed by Kerswell in order to 
explain a situation where a country’s work-
force moves from being a net producer of sur-
plus value to being a net consumer of surplus 
value. States where the majority of workers 
are employed in productive labour (within 

capitalist national accounting this is typically 
agriculture or industry, but some services may 
also be considered productive) are known as 
producer states. By contrast, those economies 
where the majority of the labour force is not 
employed in productive labour are consumer 
states. The definition of ‘productive’ becomes 
critical in determining the existence of para-
sitism in the contemporary global division of 
labour. 

Following Marx, Shaikh and Tonak (1994: 
20–21) conceived four forms of activity which 
every society must carry out, namely, produc-
tion, circulation, distribution and reproduction 
of the social order. Shaikh (1980) developed a 
fifth concept of ‘social and personal consump-
tion’ to distinguish between consumption 
that occurs in the course of production and 
consumption in general. Savran and Tonak 
(1999: 121–127) demonstrated that in a Marxist 
sense (where production is an  activity which 
produces use values through the transforma-
tion of nature for the purpose of expanding 
capital), activities concerned with circulation, 
distribution, and reproduction of the social 
order and consumption are not productive 
activities. As such, they subtract from rather 
than add to the total social product. 

Capitalist societies where most workers 
are not engaged in productive work can exist 
in one of two ways. First, unit labour costs in 
the domestic productive sector may be so 
low as to compensate for the unproduc-
tive work done in the rest of the economy 
(Kerswell 2012: 342). This may be due to 
the super-exploitation of a group of people 
within the same state; for example, slaves or 
those facing national oppression, racism, 
and/or discrimination because of their sta-
tus as  undocumented migrants (342–343). 
The  second case is where an exploitative 
economic relationship exists between states 
leading to the transfer of value from pro-
ducer states to consumer states. Under this 
model, the material basis of consumer states 
is value imported by means of imperialist rent 
or  unequal exchange. Such states may also 
be conceptualised as rentier states (Beblawi 
1990: 87–88). The main thrust of Kerswell’s 
argument is to recognise the producers of 
the peripheries as the real creators of value 
(Kerswell 2012: 345). 

Empirical estimates of global value transfer
We propose herein to measure interna-
tional value transfer resulting from CEI and 
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UE. Both of these theories are fundamen-
tally based upon the labour theory of value 
and we do not consider them contradictory. 
However, rather than combine our respec-
tive estimates of surplus value transfer (1) by 
means of CEI (surplus value exported from  
 capital-importing countries through the 
super-exploitation of their low-wage labour) 
and (2) by means of UE (surplus value trans-
ferred via the under-valuation of non-OECD 
goods and the overvaluation of OECD goods 
vis-à-vis average socially necessary labour), 
and thereby risk double-counting, we shall 
attempt to distinguish super-profits thus 
obtained. We propose to do so by weight-
ing our estimates of super-profits obtained 
through capital export (whether through 
investment or loans) by the ratio between 
the nominal value of non-OECD production 
(industry and agriculture) and that of non-
OECD merchandise exports. This should allow 
for a rough estimate of value generated by 
internal non-OECD sales and, hence, the sum 
of value entering OECD countries represented 
as money capital as opposed to that portion 
imported by means of undervalued commodi-
ties. We will then add both estimates of surplus 
value transfer and compare the combined dol-
lar value with the sum of non-OECD labour 
hours required to produce it, comparing this 
total with total production labour hours in the 
OECD. We thereby demonstrate the reliance 
of the capitalist nations of the global North 
upon the uncompensated labour of the 
capitalist nations of the global South.

Estimates of global value transfer nec-
essarily rely on data that measure the 
results of transactions in marketplaces, not 
value- generation in production processes. 
Specifically, GDP or value-added figures rep-
resent not the value that a particular firm, 
nation, or world region has added, but their 
share of the total value created by all firms 
competing within the global economy as a 
whole. For Smith (2012, 86 ), reliance on GDP 
as a measure of value creation results in ‘a 
systematic under-estimation of the real con-
tribution of low-wage workers in the global 
South to global wealth, and a corresponding 
exaggerated measure of the domestic prod-
uct of the US and other imperialist countries’ 
and the ‘misrepresentation of value captured 
as value added’. As an economic measure, 
‘value added’ is extraneous to the amount of 
actual ‘domestic’ production it purports to 
quantify. If GDP were an accurate measure of 

a nation’s product, employees in Bermuda, 
an offshore tax haven boasting the world’s 
highest per capita GDP and producing virtu-
ally nothing, are amongst the most productive 
workers in the world. Unlike much left politi-
cal economy, which is content to repeat only 
those conclusions provided for in capitalist 
accounting terms, we aim to present eco-
nomic processes within the context of inter-
national class relations. 

The much-vaunted superior ‘productivity’ 
of First World workers (value added per unit 
of labour, especially as measured in time as 
opposed to unit cost) is regularly used to jus-
tify the prevailing unequal global wage dis-
pensation. For both liberals and Eurocentric 
Marxists, global wage differentials are the 
mechanical effect of productivity differen-
tials resulting from differences in the level of 
countries’ productive forces (these conceived 
as ineluctably national in origin). By con-
trast, we argue that although the uneven and 
dependent development of the productive 
forces in Third-World countries conditions 
the value of labour-power (Amin 1977: 194), 
as Marx (1977/1867: 53) argued, an hour 
of average socially necessary labour always 
yields an equal amount of value indepen-
dently of variations in physical productivity, 
hence the tendency for labour-saving techno-
logical change to depress the rate of profit. 
Although increased productivity results in the 
creation of more use values per unit of time, 
only the intensified consumption of labour 
power can generate added (exchange) value. 
Since wages are not the price for the result 
of labour but the price for labour power, 
higher wages are not the consequence of 
(short-term) productivity gains accruing to 
capital. Rather, in a capitalist society, the 
product of machinery belongs to the capital-
ist and not the worker, just as in a feudal or 
tributary society part of the product of the 
soil belongs to the landlord, not the peas-
ant (Engels 1995/1884). Nor is the difference 
 between simple and compound (skilled and 
unskilled) labour at the root of global wage 
differentials. It is normal today for a com-
pletely unskilled and/or unproductive worker 
to be paid significantly more than a highly 
skilled and/or productive worker, or for a 
highly skilled worker in one sector to be paid 
significantly more than another in the same 
sector. 

As Jedlicki (2007) argues, value-added 
figures already incorporate those wage and 
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capital differentials which Western socialists 
justify in the name of superior First-World 
productivity. In doing so, ‘a demonstration 
is carried out by using as proof what consti-
tutes, precisely, the object of demonstration’ 
(ibid.). The present essay, by contrast, consid-
ers that the value of labour-power is a product 
of global market forces: 

Wage goods which represent the real 
counterparts of the value of labour power 
are in fact also international goods with 
international value. If the labour-day is the 
same in countries A and B (eight hours, 
for example) and the real wage of the pro-
letariat is 10 times higher in B (real wage 
in B equivalent to 10 kilograms of wheat 
per day as against only one kilogram in A), 
and world output of wheat (where wheat 
productivity is highest) is 10 kilograms 
in four hours, the rate of surplus value in 
B will be 100 percent (four hours of nec-
essary labour and four hours of surplus 
labour) while it will be 1900 percent in A 
(twenty-four minutes of necessary labour 
and seven hours and thirty-six minutes of 
surplus labour). This reasoning does not 
call for a comparison between the produc-
tivities of the two capitalist productions in 
which A and B specialise; it is meaningless 
to do so. (Amin 1977: 187–188)

It is incorrect to say, as Emmanuel does, 
that the products exported by the periphery 
are specifically produced by the periphery. 
Rather, as Amin (1977: 209) notes: ‘most 
of the Third World exports are raw mate-
rials produced both at the centre and at 
the periphery: crude oil is produced by the 
United States and the Arab countries, cotton 
in the United States and India, iron ore in 
Europe and Africa. Many of these raw mate-
rials are close substitutes for one another: 
tropical oilseeds and those from the tem-
perate zones, natural fibres and rubber and 
their synthetic substitutes, tropical fruits 
and those of Europe’. Moreover, the tech-
niques used to produce most of the exports 
from the Third World are the same as those 
used at the centre, in the same branches, 
particularly those dominated by the monop-
oly capital that controls the modern export 
industries of the Third World, including 
those producing for local markets. However, 
real wages are much lower in the periphery 
(211). Thus, Amin defines unequal exchange 

as ‘the exchange of products whose produc-
tion involves wage differentials greater than 
those of productivity’ (ibid.). 

Bracketing the difficulties involved in using 
value-added figures on productivity to meas-
ure rates of exploitation and global surplus 
value transfer, however, we will placate social 
chauvinist apologies for global wage differen-
tials and assume ad arguendum that productiv-
ity may be defined in purely price-based terms. 
Thus correcting for divergences in productiv-
ity, we find that divergences in wages exceed 
these such that there is a huge transfer of 
uncompensated value from the neo- colonial 
periphery to the imperialist centre of the world 
economy. Our intention throughout the fol-
lowing calculations is to reasonably correlate 
value-transfer estimates with estimates of the 
abstract universal labour (average socially nec-
essary labour time) involved in production.

First, we obtained the total full-time equiv-
alent global workforce in industry and agri-
culture by multiplying the economically active 
population (EAP) in each of 184 countries 
by the rate of full employment for its corre-
sponding global income quintile and then 
by multiplying this total by the percentage 
of each country’s workforce in industry and 
agriculture. The figure thus obtained was, 
finally, multiplied by 133 per cent, since we 
have defined ‘under-employment’ as being 
employed for only one-third of the hours of a 
full-time worker (CIA World Factbook 2012; 
ILO LABORSTA Database; Köhler, 2005).

In 2010, the OECD accounted for 16.5 per 
cent of the total full-time equivalent global 
workforce in industry and agriculture of 
approximately 1.15 billion, or 190 million 
workers, whilst the full-time equivalent non-
OECD workforce in industry and agriculture 
accounted for 83.5 per cent of the total, or 
960 million workers. Merchandise exports 
from the non-OECD to the OECD were nomi-
nally worth US$5.2 trillion and merchandise 
exports from the OECD to the non-OECD 
were worth US$2.5 trillion (see Figure 4). 
The ‘ “import content of exports’ ” measure 
provides an estimate of the value of imported 
intermediate goods and services subsequently 
embodied in exports. Changes in the same 
can reveal the evolution of domestic value 
added due to exporting activities. In 2005, 
the average import content of OECD exports 
was 33 per cent and the average import con-
tent of non-OECD exports was 17 per cent 
(see Figure 1). Weighing the nominal value of 
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goods exports by that portion that was added 
domestically, we can say that OECD to non-
OECD goods exports were worth (US$2.5 
trillion * .67) US$1.68 trillion; and non-OECD 
to OECD goods exports were worth (US$5.2 
trillion * .83) US$4.32 trillion, or 13.1 per 
cent and 60.8 per cent of total value added in 
industry and agriculture of the OECD (US$12.8 
trillion) and non-OECD (US7.1 trillion), 
respectively. Therefore, we can say that the 

domestic value-added export-weighted work-
force of the non-OECD to OECD goods sector 
is (960 million * .61) 585,600,000 workers, 
and the domestic value-added export-weighted 
workforce of the OECD to non-OECD goods 
sector is (190 million * .13) 24,700,000 work-
ers. Each non-OECD worker in the goods 
exports to the OECD sector generated domes-
tic value-added worth (US$4.32 trillion/585.6 
million) US$7,377; and each OECD worker 
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in the goods exports to the non-OECD sec-
tor generated domestic value-added worth 
(US$1.68 trillion/24.7 million) US$68,016. 
The productivity ratio between the OECD and 
non-OECD is, by this measure, (US$68,016/
US$7,377) 9.2. 

Meanwhile, OECD manufacturing work-
ers were paid approximately 11 times more 
than their non-OECD counterparts in 2012 
(see Figure 3). Thus, wage differentials 
exceeded productivity differentials by an 
approximate factor of 1.2 (11/9.2). Adjusted 
by this figure, which represents a coeffi-
cient for the real value of goods exports to 
the OECD from the non-OECD countries 
under conditions of equal exchange (equal 
international distribution of value added 
according to equivalent productivity) and 
where the overall price stays the same, non-
OECD goods exports should have been worth 
approximately US$6.24 trillion. Since only 
US$5.2 trillion was paid for these goods, 
unrequited value worth over US$1 trillion 
was transferred from the non-OECD goods 
exports sector by the OECD in 2012. If OECD 
goods exports to the non-OECD were over-
valued by the same proportion, then OECD 
merchandise exports to the non-OECD should 
only have been worth around (US$2.5 tril-
lion/ 1.2) US$2 trillion. Since US$2.5 trillion 
was actually paid for these goods, unrequited 
value worth US$500 billion was transferred 
from the non-OECD goods export sector by 
the OECD in 2012. In total, around US$1.5 
trillion of value was transferred from the 
non-OECD by means of unequal exchange 
in 2012. 

In 2002, the outward FDI stocks of OECD 
countries were valued at around 22 per cent 
of OECD GDP (Economic and Social Research 
Institute Japan 2006). Assuming rates of FDI 
have remained constant since then, OECD 
FDI stock was worth approximately US$9.8 
trillion in 2010. FDI in non-OECD countries 
by OECD countries was around 25 per cent of 
total outward FDI stock in 2002, and there-
fore worth approximately US$2.45 trillion in 
2010 (ibid). Using US Bureau of Economic 
Affairs data, Norwood (2011) has calculated 
that the average rate of return on US direct 
investments in Central and South America, 
Africa, Asia, and the Pacific was 12.5 per cent 
(compared to around 9.1 per cent for Europe) 
in 2009.(The rate of return is measured by 
dividing income in that year by the average 
of that year’s and the previous year’s stock of 

investment (historical cost basis.) Therefore, 
repatriatedprofits from the exploitation of 
Third-World workers amounted to approxi-
mately US$300 billion in 2010. 

The difference between the nominal value 
of OECD profit repatriation and its value 
were the non-OECD workforce paid accord-
ing to the median average value of labour-
power between the two zones (the median 
wage pertaining between the average manu-
facturing wage in the OECD and that in 
the non-OECD) represents super-profits. 
In 2012, OECD hourly wages in manufac-
turing were a mean average US$29.07 per 
hour, and non-OECD wages in manufactur-
ing were a mean average US$2.66 per hour. 
OECD manufacturing wages were approxi-
mately 11 times those in non-OECD manu-
facturing, with the median wage pertaining 
between the two regions being US$15.87, six 
times the average value of non-OECD wages 
and 55 per cent of the value of OECD wages 
(see Figure 3). Multiplying the US$300 bil-
lion in repatriated profits accruing to the 
OECD from the non-OECD in 2010 by the 
average wage factor thus calculated, we can 
estimate that (US$300 billion * 6 – US$300 
billion) US$1.5 trillion of uncompensated 
value was transferred from the non-OECD 
to the OECD in 2010. However, in order to 
distinguish uncompensated value transfer 
from returns on imperialist capital export 
alone from that portion resulting from une-
qual exchange of commodities at equivalent 
productivity, we will weigh our estimate of 
super-profits from capital export imperial-
ism by the share of total non-OECD value 
added in agriculture and industry (US$7.1 
trillion) that is greater than the value of 
non-OECD commodities exports to the 
OECD (US$5.2 trillion), namely, 27 per cent. 
Accordingly, we estimate that approximately 
(US$1.5 trillion * .27) US$405 billion of 
uncompensated value was transferred from 
the non-OECD to the OECD by means of capi-
tal export imperialism in 2012. 

Combining these estimates of global value 
transfer due to unequal exchange and capital 
export imperialism, and ignoring value trans-
ferred by means of transfer pricing, royalties 
from intellectual property rights, and interest 
on loans (Babones et al. 2012:, pp. 199–200), 
we can say that approximately US$1.9 tril-
lion worth of value was transferred from the 
non-OECD to the OECD sui gratia in 2012. 
Weighing this total against the number of 
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Figure 3  Infl ation-Adjusted Average Hourly Manufacturing Wages, 
2012a

Source: International Labour Organisation (ILO) LABORSTA Database
a Hourly wage rates in national currencies for both OECD and non-OECD countries were 
divided by each region’s average working hours in manufacturing; i.e. 39.7 and 42.2 hours 
per week, respectively. National currencies were converted into US dollars using www.
google.com, www.coinmill.com, and http://fi nance.yahoo.com/currency-converter/. Having 
converted the latest available wage data for each country into US dollars, these were then 
adjusted for infl ation using The Infl ation Calculator http://www.westegg.com/infl ation/. 
This calculation does not account for changes in the value of a country’s currency relative to 
the US dollar from the latest year for which data is available to 2012, nor the possibility of a 
country’s wages having since increased more than infl ation.
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full-time equivalent non-OECD workers in 
agriculture and industry required to produce 
it, we may estimate the total amount of value 
(as measured in average socially necessary 
 labour time) that the OECD extracts from the 
non-OECD and, hence, the rate of surplus 
value pertaining in the OECD itself. Thus, 960 
million full-time equivalent non-OECD work-
ers in industry and agriculture created a nom-
inal value added of US$7.1 trillion in 2010. As 
such, we can say that if the uncompensated 
value transferred from the non-OECD to the 
OECD in 2012 amounted to 26.8 per cent of 
the total value of non-OECD industry and 

agriculture, then this represents the surplus 
labour of (960 million * .27) 259,200,000 
workers. That means that for every one full-
time equivalent worker employed in OECD 
industry and agriculture (190 million), there 
are 1.4 non-OECD workers in industry and 
agriculture working for free alongside her. By 
this estimate, the rate of surplus value or of 
exploitation (i.e., the ratio of surplus  labour 
to necessary labour) is negative for the OECD 
countries. 

This analysis is corroborated by a more 
straightforward comparison between 
the share in global consumption and the 
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Figure 4  Value of World Merchandise Trade, 2012a

Source: OECD 2011a; United Nations Conference on Trade and Development (UNCTAD) 2013; World Trade Organisation 
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a Figures for merchandise trade shares are approximate, based on 34.3% of North American merchandise exports and 
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contribution to global production of each 
of the world’s income deciles. In Figure 
5 below, the EAP is defined as all per-
sons who furnish the supply of labour for 
the production of goods and services. As 
such, the EAP includes hundreds of mil-
lions of persons engaged in private, 
so-called subsistence farming in the Third 
World. We have favoured Eurocentric assump-
tions that subsistence farmers contribute 
nothing to global production (even though 
most contribute money rent to capitalist 
landlords and supply goods for sale on the 
market), and have assumed that only wage-
labour capable of generating surplus value is 
productive. Total global production is defined 
as the working hours of full-time equiva-
lent production-sector wage-employment in 
all countries. As above, the total production 
workforce was obtained by multiplying the 
EAP in each country by the rate of full employ-
ment for its corresponding global income 
quintile and then by multiplying this total by 
the percentage of each country’s workforce 
in industry and agriculture. The figure thus 
obtained was then multiplied by 133 per cent. 
To calculate capitalists’ share of household 
income expenditure, Piketty and Saez’s (2004) 
measure of the income share of the top ech-
elons of the US income distribution (42 per 
cent) has been used as a global benchmark. 
Subtracting the share of wealth of the top 10 
per cent of the population from total house-
hold consumption expenditure figures for 
each country allows a focused comparison of 
relations between the world’s working and 

middle classes (i.e. the bottom 90 per cent of 
the population). 

In Figure 5, each of the world’s working- 
and middle-class income decile’s contribu-
tion to global production is divided by its 
share in global consumption to arrive at a rate 
of  exploitation, a level beyond which house-
holds consume more than they produce. The 
illustration shows that the top 20 per cent of 
the world’s population consumes an aver-
age 4.6 times more than it produces. Those 
countries where the bottom 90 per cent of 
the population consumes more than dou-
ble their share in global production are, in 
descending order of magnitude: Hong Kong, 
Luxembourg, US, The Bahamas, Norway, 
Kuwait, Switzerland, United Kingdom, 
Australia, Denmark, Ireland, Israel, Canada, 
Netherlands, Kyrgyzstan, Belgium, France, 
Germany, United Arab Emirates, Japan, Italy, 
Singapore, Sweden, Austria, New Zealand, 
Finland, Iceland, Spain, Greece, Malta, 
Cyprus, Barbados, and the Republic of Korea. 
For a better understanding of national dis-
parities between consumption and produc-
tion it is, of course, necessary to determine 
the  degree of inequality within the bottom 90 
per cent of the population. Nonetheless, these 
figures make it clear that those working- and 
middle-class populations inhabiting coun-
tries in the top 30–20 per cent of the world by 
income are consuming almost exactly what 
they produce. The majority of the world’s 
working class and middle class, in countries 
whose combined populations are at least 
70 per cent of the world total, meanwhile, is 
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consuming significantly less than it produces, 
by an average factor of 4.8. 

The political results and prospects 
of mass embourgeoisement
The ‘imperial endowment’ (Alexander 1996: 
59) enjoyed by the Western European world 
has provided it with inconceivably large sub-
sidies for its nascent industry and subsequent 
productivity in the form of the: 

• addition of nearly 10 million square miles to 
Western Europe’s 2 million square miles of 
territory by 1900, and the ongoing occupa-
tion of a quarter of the earth’s most pro-
ductive land; 

• theft of up to 20 million Africans and their 
subsequent enslavement; 

• indentured servitude of millions of Asian 
workers; 

• onerous taxation of millions of colonial 
peasants; 

• plunder of hundreds of tons of gold and 
thousands of tons of silver from Latin 
America alone, without which Western cap-
ital markets would have been impossible;

• import of underpriced colonial foods, 
industrial materials, and medicines includ-
ing cotton, maize, wheat, rice, potatoes, 
rubber, tea, tomatoes, turkeys and count-
less other products;

• deliberate destruction of colonial indus-
tries and the capture of guaranteed markets 
for Western manufactures; 

• wholesale restructuration of colonial mar-
kets to serve Western interests; 

• unrestrained use of land and natural 
resources as dumps for toxic waste and 
other noxious by-products of industry; and

• unequal trade and tariff regulations that 
negatively impact the profit margins of 
Third-World exporters (Alexander 1996: 
59–70).

Propaganda by the corporate media and 
governments of the haute bourgeoisie aug-
ments and provides popular justification for 
the national, ethnic, and racial hierarchies 
established through job discrimination, 
segregation, and imperialism. In contem-
porary Western culture, reflex racist tropes 
concerning the religious fanaticism, patri-
archal norms, lawlessness, and despotism 
of Third-World peoples prevail. The more 
backward aspects of social and political life 

in the global South have become magnified, 
hypostatised and detached in people’s minds 
from the historical legacies and current reali-
ties of economic dependence, exploitation 
by imperialist capital, and violent oppression 
maintained by the principal institutions of the 
former colonial powers and their American 
successor. Yet those forces of democracy 
championing the rights and interests of work-
ers, women, ethnic minorities, and oppressed 
nationalities remain the principal enemies 
of the imperialists and their local supports. 
Insofar as imperialism is able to maintain 
conservative structures of class rule, so must 
all the forces of progress be set on the back 
foot especially, but not exclusively, in the 
poorer nations. 

Whilst it is scarcely conceivable that a 
bourgeois working-class or labour aristoc-
racy such as is described here should have 
the organisational wherewithal, the strategic 
vision, or the material interest to identify its 
short-term welfare with that of the majority 
working class in the global South,  ultimately, 
no nation can be free if it oppresses other 
nations (Engels). The industrialisation of 
the Third World, especially following the 
restoration of capitalism in China, led to 
an  explosion of foreign investment and the 
exponential growth of world trade. Under 
neo-liberalism, global labour arbitrage 
(Roach 2003) created the conditions for the 
commercialisation and financialisation of 
the imperialist economies, with all of the 
known consequences. In the wake of the 
Great Recession begun in 2008, the core 
imperialist powers are increasingly involved 
in a deadly military effort to shore up their 
hegemony. This has taken the form of: 
(1) the subjugation of hitherto sovereign 
Third-World states, particularly those with 
insufficiently ‘open’ economies and too inde-
pendent leaderships; and (2) the encirclement 
of emergent imperialist rivals, principally 
Russia and China, in order to exclude them 
from strategic markets, particularly in arms 
and energy. 

In the Third World, the demand for 
 national self-determination is again coming 
to the fore as imperialism and capitalism 
have merged symbiotically. The rise of revo-
lutionary national liberation movements and 
post-colonial states, changes and develop-
ments in the productive forces (information, 
communication, and transport technology) 
and monopoly capital’s drive for new ways 
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to sustain profit rates after the oil crisis of 
the 1970s are coterminous with the semi-
industrialisation of the Third World. Under 
the new globalised capitalism, producer and 
consumer states are bound together through 
the mechanisms of unequal exchange and 
 finance imperialism. More than ever, for the 
exploited working class of the global South, 
the struggle for national sovereignty and the 
reclamation of the land to meet the needs of 
the people are indissolubly linked with the 
struggle against capitalism. 

Zak Cope and Timothy Kerswell
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Luxemburg, Under-

consumption, Capitalist 

Crisis, and Imperialism

For Rosa Luxemburg, imperialism was a 
necessary outcome of capitalism. In the 
years leading up to the First World War, 
the Polish/German communist theorist 
and activist worked tirelessly to convince 
her fellow European socialists and trade 
union activists that war would only benefit 
the bourgeoisie and that only international 
labour solidarity could counter the impe-
rial mission. As an economist she engaged 
with the orthodox Marxian theory of capi-
tal accumulation to make an argument that 
seemed counter to the general Marxist pro-
ject. Traditional Marxian narrative would 
argue that capitalism proceeds by exploit-
ing the working class. Luxemburg argued 
that, though this is true, it also proceeds via 
intra-class conflict between rich capitalist 
countries in Europe and non-capitalist coun-
tries still emerging. As an activist, she was a 
prolific writer and speaker, and her interna-
tional outlook set her apart from other, more 
nationalist, leftists. 

Much of her economics argument related 
to a crisis of under-consumption, but she 
also believed that populations that live out-
side or on the margins of capitalism ought 
to be viewed as part of a global reserve army 
of labour. Some of her critics have suggested 
that: (a) under-consumption is not the inevi-
table cause of crisis, or, even if it were, then 
(b) imperialism would not be the only coun-
tervailing force. Despite these criticisms, 
she is well appreciated for putting the ten-
dencies of capitalism in the context of ‘non-
capitalist strata and countries’ (Luxemburg 
1968: 348). Up to this point, Marxist theory 
had tended to ignore the countries of the 
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Third World, most of which had or continue 
to have experience of colonial binds and 
severe poverty. For her, it was of the utmost 
importance to emphasise the historical real-
ity that primitive accumulation was an ongo-
ing characteristic of capitalism, and not a 
one-time historical event roughly spanning 
the 17th century. Rather, the very viability of 
capitalism depends on internal and external 
pockets of available demand, therefore the 
imperialist nature of the capitalist countries 
is not a bourgeois vice but rather an historical 
necessity. The case for under-consumption 
depends on an interpretation of capitalist 
accumulation. Traditional Marxian analysis 
suggests that capitalism is an ongoing pro-
cess of capital accumulation that creates more 
and more surplus value. Surplus value is cre-
ated when labour is exploited into producing 
goods that have more value than what they are 
paid in wages. Interestingly, Marx essentially 
assumed that workers were paid what was 
necessary to reproduce themselves as workers 
i.e. a liveable wage. Put differently, workers 
are exploited into working more hours (sur-
plus labour) than would be necessary to nur-
ture themselves, and capitalists appropriate 
the exchange value of what is produced with 
that surplus labour. That value that is appro-
priated is surplus value. It is important that 
the surplus value be realised through sales so 
as to create the liquidity for more capital for 
the next cycle. In Capital, Marx (1967b/1885: 
vol. 2) lays out a relatively formal model of 
expanded reproduction whereby an initial 
outlay of capital is transformed into an ever 
larger amount of capital. 

According to one school of thought, Marx’s 
model does leave room for a paradox whereby 
the value of the production would exceed 
the effective demand, and hence leave some 
amount of surplus value unrealised (Foley 
1986). In order for all the surplus value to be 
realised, the production must be sold and the 
difference between the total revenue and 
what is paid out in wages must be spent. For 
expanded reproduction, some level of the 
realised surplus value would be converted into 
new capital and the cycle would start again, 
on an expanded scale. In order, though, for 
all the production to be consumed (by either 
the workers or the capitalists) there must 
be enough new money to do so. In addition, 
there must be a match in the types of goods 
that are produced and those goods that peo-
ple want to buy. 

A basic form of the under-consumption 
argument suggests that because workers are 
paid less than the value of their production 
they necessarily cannot buy all the output. 
However, capitalists themselves also con-
sume; they use some of their surplus value to 
purchase new means of production and some 
of it for their own consumption. The question 
still remains, though: If there was a certain 
amount of money to begin with, even though 
new products have been created, where will 
the new money to buy them come from? 
This interpretation concludes that there will 
always be a gap between that which is pro-
duced and that which is bought, which would 
leave inventories waiting. In this way, surplus 
value is created, but not realised because the 
production is not actually sold for money. 

According to under-consumptionist theo-
rists like Rosa Luxemburg, capitalists are rely-
ing on an ever-increasing market to buy up 
the ever-increasing production, but they do 
not have control over effective demand from 
the worker-consumer. Luxemburg suggests 
that capitalists work against this type of cri-
sis by incorporating non-capitalist spheres 
into the accumulation process. Her idea was 
that primitive accumulation, the transforma-
tion of non-capitalist systems and commu-
nities into market-oriented institutions, was 
a regular and ongoing part of capitalism. 
Luxemburg’s thesis was that the surplus value 
of the dynamic capitalist economy could only 
be realised by the interplay with non-capitalist 
spheres. Non-capitalist spheres were needed, 
she argued, to purchase the increased output 
of consumption and investment goods that 
become available as capital accumulation 
proceeds. It is here that she deviates from 
the traditional Marxian framework. Marx’s 
mode of expanded reproduction assumed 
that capitalism was a complete mode of pro-
duction across the globe. For the purposes 
of detailing the social relations of produc-
tion between workers and capitalists, such 
a level of abstraction would be sufficient, 
she argued. Further, Marx analysed the pro-
cess of primitive accumulation with the aim 
of explaining the historical events in Europe 
that marked the transition from feudalism 
to capitalism. The problem comes because 
‘[a]s soon as he comes to analyze capitalism 
[as a] process of production and circulation 
he reaffirms the universal and exclusive dom-
ination of capitalist production’ (Luxemburg 
1968: 366).
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According to Luxemburg, this level of 
abstraction ignored the concrete histori-
cal reality that capitalism had never been in 
a position of complete world dominance. 
Writing in the early 20th century, she cer-
tainly had plenty of evidence of non-market 
communities nestled in Europe and the US. 
In addition, of course, was the plethora of 
countries whose existence was wrapped up in 
various European colonial projects as well as 
indigenous communities in Latin and Central 
America, Asia, and Africa. It was (and still 
is) clear that frontiers to capitalism exist. In 
addition to geographical boundaries, there 
are more nuanced spheres that are outside or 
on the margins of the logic of capitalism. For 
example, even in market-economies, markets 
do not usually pervade cultural and gender-
based systems that reproduce labour power 
within households. Also, subsistence agri-
culture occupied (and occupies) the time and 
effort of most of the world’s farmers, many of 
whom live in countries outside the global agri-
cultural industrial complex headquartered in 
the US and the European Union. Luxemburg 
firmly held that the relationships between 
the capitalist and the non-capitalist spheres 
played a necessary part in the capitalist pro-
duction process, and she believed this was a 
form of ongoing primitive accumulation. 

George Lee (1971) summarises Luxemburg’s 
understanding of the imperialist strategy by 
which the capitalist countries assimilate the 
natural economy of the non-capitalist sectors. 
The overall plan has four stages: the appro-
priation of natural wealth; the coercion of the 
labour force into service; the introduction of a 
simple commodity economy where the major-
ity of output is traded and not consumed; and 
the elimination of the rural industries which 
previously provided for the inhabitants. While 
this essentially describes traditional notions 
of ‘primitive accumulation’, for Luxemburg 
this is an ongoing phenomenon that charac-
terises the relationship between capitalist and 
non-capitalist spheres, and imperialism itself. 

Through this destabilising and often vio-
lent process, the capitalist nation states create 
new pockets of consumers for their output. 
They do this by the destruction of the existing 
economies, usually agrarian, thereby creating 
the need for consumer markets. 

Capitalist production supplies consumer 
goods over and above its own requirements, 
the demand of its workers and capitalists, 

which are bought by non-capitalist strata 
and countries. The English cotton industry, 
for instance, during the first two-thirds of 
the nineteenth century … [supplied] cotton 
textiles to the peasants and petty bourgeois 
townspeople of the European continent, 
and to the peasants of India, America, 
Africa and so on. (Luxemburg 1968: 352)

In addition to consumer goods, this process 
also creates markets for industrial goods 
designed and produced in the capitalist 
countries. 

[C]apitalist production supplies means of 
production in excess of its own demand 
and finds buyers in non-capitalist coun-
tries. English industry, for instance, in 
the first half of the nineteenth century 
supplied materials for the construction of 
railroads in the American and Australian 
states [locations where capitalism was in 
its infancy]. Another example would be 
the German chemical industry which sup-
plies means of production such as dyes 
in great quantities to Asiatic, African and 
other countries whose own production is 
non-capitalistic. (353)

In addition to appealing to a crisis in 
under-consumption, Luxemburg also argued 
that the lack of co-ordination in capitalism 
suggested that demand will usually not equal 
supply, and that supply-chain interruptions 
will break down the cycle. In non-capitalist 
systems, the co-ordination of the actual 
production and distribution of the goods is 
achieved either by domination (slavery, mili-
tary dictatorship, etc.) or by some form of 
communal decision-making process (such as 
in egalitarian households or socialist democ-
racies). Such co-ordination mechanisms 
for capitalist societies are non-existent.  
The invisible hand is guided by profits and 
prices, and firms and consumers are guided 
by these signals in a very decentralized way. 
By appealing to imperialism, it is possible 
to manufacture demand or supply to fill in 
where needed by compelling agreement 
with a non-capitalist country. This can be 
accomplished via militarism, indebtedness, 
or an appeal to colonial (or post-colonial) 
relations. 

The process of accumulation, elastic and 
spasmodic, as it is, requires inevitably 
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free access to raw materials in case of 
need ….When the War of Seccession inter-
fered with the import of American cotton, 
causing the notorious ‘cotton famine’ [in 
England] new and immense cotton plan-
tations sprang up in Egypt almost at once, 
as if by magic. Here it was Oriental despot-
ism, combined with an ancient system of 
bondage, which had created a sphere of 
activity for European capital. Only capital 
with its technical resources can effect such 
a miraculous change in so short a time – 
but only on the pre-capitalist soil of more 
primitive social conditions can it develop 
the ascendance necessary to achieve such 
miracles. (358)

Critics of Luxemburg’s view of imperialism as 
a vent for under-consumption either dismiss 
under-consumption from the beginning or 
they identify other pathways to vent the crisis. 
A key example of the former is Brewer (1982), 
who argued that under-consumption is not 
a problem. He suggests that if productivity, 
the real wage, and the profit rates increase 
at the same level and time, consumption will 
be sufficient as ‘the whole system expands 
together’ (66). In addition, he argues that it is 
likely that at any given time some capitalists 
will have temporarily stored levels of capital 
that will initiate the next level of capital 
accumulation even while the goods from the 
previous period are being bought. 

Alternatively, Foley (1986) acknowledges 
that the crisis might prevail but that it is 
rather instantaneously resolved via credit 
markets. That is, while inventories accumu-
late, firms need to borrow money to finance 
the next level of capital accumulation, and 
this will eventually ease the purchase of the 
goods produced in the previous cycle. Indeed, 
Luxemburg herself recognised that the main 
way the non-capitalist spheres are able to play 
the role of global consumer of last resort is 
to indebt themselves to the capitalist sphere. 
Therefore, debt and financialisation are the 
key response to under-consumption, which 
may or may not include the global South. 

Luxemburg also argues that militarism 
itself is a response to the under-consump-
tion crisis, though she believes that capital-
ism leads to military action and industry for 
other reasons as well (1968: 454–467). She 
argued that the state, as consumer of mili-
tary equipment, would contribute to solving 
the surplus value realisation problem in the 

same way that ‘non-capitalist strata’ might, 
this time be funded by taxpayers. In addition, 
she suggests that because multiple capital-
ist countries need access to the same set of 
non-capitalist countries, they will engage in 
militaristic competition to acquire the natu-
ral and labour resources, and new markets. 
Hence, she believes that war, as a necessary 
arm of imperialism, is a logical extension of 
capitalism. 

In addition to viewing the imperial pro-
cess as an inevitable outgrowth of the cri-
sis of under-consumption, Luxemburg also 
employed Marx’s concept of the reserve army 
of labour. In Capital, Marx (1967a/1867: vol. 
1) described the effect that the cycle of capi-
talist accumulation had on the labour force. 
During times of enhanced technological 
growth, labour was often made redundant 
while being replaced by constant capital; this 
would actually lead to a decrease in surplus 
value as a capitalist cannot exploit his means of 
production. In addition, there are people who 
live on the margins of the labour market due 
to social, cultural, or legal barriers to employ-
ment. Together, these workers comprise the 
reserve army of labour; a necessary body that 
swells and shrinks directly with the needs of 
capital. Luxemburg considers the population 
in non-capitalist countries to be key members 
of this reserve army. As technology changes, 
as profit rates fall, as methods of exploitation 
go out of fashion, it is necessary to have access 
to a pool of labour that can be easily envel-
oped into the labour market. Imperialism will 
ensure that the global reserve army will be 
available as capital’s needs change. 

In focusing her attention on the imperial-
ist relationships between capitalist and non-
capitlist spheres of influence, Luxemburg 
changed the basis of the accumulation pro-
cess from one that drew its power from 
exploitation of the working class, to a sys-
tem that drew its power from dominating 
the global South. Given this, the proletariat 
of the capitalist countries becomes complicit 
in the imperial project, which is a qualitatively 
different interpretation to the more orthodox 
Marxian vision. One of the implications of this 
deviation is that there would be no natural ten-
dency toward (global) proletariat solidarity; 
southern workers were not allies in the work-
ing-class struggle for European workers, thus 
increasing the possibility for intra-class conflict. 

Luxemburg’s activism was oriented 
precisely around the point of fostering 
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international solidarity amongst workers and 
sympathy for those in countries subject to 
Europe’s imperial project. She was person-
ally distraught at the onset of the First World 
War. She, and many others, had worked tire-
lessly to mobilise socialists across Europe to 
agitate against war and she wanted them to 
live up to their calls for cross-border solidar-
ity. Believing that war would only serve the 
bourgeois state in the ongoing rush of capital 
accumulation, they also knew that it would be 
the working class that would pay the dearest 
price. However, when the time came, social-
ist parties in Germany, France, and England 
joined in the call for war, and hopes of inter-
national labour solidarity were crushed. 
Luxemburg was jailed for most of the war by 
the German state, though she continued to 
write and publish. 

In the prosaic atmosphere of pale day 
there sounds a different chorus – the 
hoarse cries of the vulture and the hyenas 
of the battlefield. Ten thousand tarpaulins 
guaranteed up to regulations! A hundred 
thousand kilos of bacon, cocoa powder, 
coffee-substitute – c.o.d., immediate deliv-
ery! Hand grenades, lathes, cartridge 
pouches, marriage bureaus for widows of 
the fallen, leather belts, jobbers for war 
orders – serious offers only! The cannon 
fodder loaded onto trains in August and 
September is moldering in the killing fields 
of Belgium, the Vosges, and Masurian 
Lakes where the profits are springing up 
like weeds. It’s a question of getting the 
harvest into the barn quickly. Across the 
ocean stretch thousands of greedy hands to 
snatch it up. (Luxemburg 1915) 

In November 1918 the war ended and Rosa 
Luxemburg was released from jail. She imme-
diately headed for Berlin where she got back 
to work. By the end of December she and her 
long-time colleague in the Sparticist League 
Karl Leibnecht became part of the leader-
ship of the new German Communist Party. A 
merger of several German socialist organisa-
tions, this group went on to become a major 
political force until the mid-1930s. In early 
January of 1919, the mis-named Sparticist 
Uprising (mis-named because the upris-
ing was not initiated by Luxemburg and col-
leagues) swept Berlin. Upwards of 500,000 
workers participated in a citywide strike. 
Eventually the social democratic government 

put this down with the help of the Freikorps, 
a paramilitary group made up of right-wing 
German war veterans. In the days after the 
uprising was suppressed, Luxemburg was cap-
tured by the Freikorps, tortured, and executed. 
Her body was found in a canal a few days later. 

In the early 1950s, The Accumulation of 
Capital was translated into English and pub-
lished by the Monthly Review. This book was 
Luxemburg’s primary attempt to lay out a the-
oretical explanation of her theory of imperial-
ism. Joan Robinson, one of the most respected 
economists of the 20th century and a founding 
intellectual in the post-Keynesian tradition, 
has suggested that Marxists and non-Marxists 
unfairly neglected Luxemburg for her devia-
tions from orthodoxy and her commitment to 
under-consumption. Robinson, with a warm 
touch, acknowledges the ‘rich confusion in 
which the central core of the analysis is imbed-
ded’, referencing the difficult prose. But she 
concludes with utmost praise: 

The argument streams along bearing a 
welter of historical examples in its flood, 
and ideas emerge and disappear again 
bewilderingly … but something like [what 
Luxemburg intends to say] is now widely 
accepted as being true …. Few would deny 
that the extension of capitalism into new 
territories was the mainspring of what 
an academic economist has called the 
‘vast secular boom’ of the last two hun-
dred years and many academic econo-
mists account for the uneasy condition of 
capitalism in the twentieth century largely 
by the closing of the frontier all over the 
world. But the academic economists are 
being wise after the event. For all its con-
fusions and exaggerations [Luxemburg] 
shows more prescience than any ortho-
dox contemporary could claim. (Robinson 
1968: 28) 

Shaianne Osterreich 
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Marx’s Theory of 

International Price and 

Money: An Interpretation

Introduction
As is well known, Marx’s expressed intention 
when drafting his magnum opus on the work-
ings of the capitalist system, Capital, was to 
include in it the functioning of the capitalist 
system at the level of the world economy. To 
do so, he planned separate books on inter-
national trade and the world market (see 
Nicolaus 1973; Rosdolsky 1977; Shaikh 1979). 
However, numerous factors, including failing 
health, combined to prevent him from realis-
ing this and other expressed literary inten-
tions. In fact, as is also well known, Marx 
lived to see only volume 1 of Capital completed 
to his satisfaction, the other two volumes of 
Capital and his Theories of Surplus Value (often 
referred to as volume 4 of Capital) being com-
pleted long after his death; volumes 2 and 3 
of Capital were compiled by Frederick Engels 
and published in 1885 and 1894, respectively, 
and Theories of Surplus Value was compiled by 
Karl Kautsky and published in 1905–10. Most 
importantly, aside from a few isolated pas-
sages, Marx left no real indication in these 
or any other of his published works and cor-
respondence as to how he saw his general 
explanation of prices and money extended to 
the world economy level. 

Although this gap in Marx’s economic 
analysis has been generally acknowledged 
(see e.g. Carchedi 1991a, 1991b; Kühne 1979; 
Lapavitsas 1996; Shaikh 1979), it has failed to 
attract much attention from even those sympa-
thetic to his work, with the notable exceptions 
of Shaikh (1979, 1980) and Carchedi (1991a, 
1991b), and to a certain extent in various con-
tributions to the debate on unequal exchange 
initiated by the work of Emmanuel (1972). The 
reasons for this inattention are not difficult 
to discern. They stem from perceived intrac-
table problems with Marx’s general theories 
of price and money. As regards Marx’s theory 
of price, the problem is argued to be his so-
called transformation procedure: that he did 
not transform input values into prices of pro-
duction (see especially Meek 1977 for an exten-
sive account of this alleged problem, and Fine 
and Saad-Filho 2004: 126–134 for a summa-
rised version of it). And as regards his theory 
of money, the problem is seen as the impos-
sibility of extending his commodity theory of 
money to take into account the modern form 
of money: intrinsically valueless pieces of 
paper issued by the state (see Germer 2005 and 
Lavoie 1986 for arguments along these lines). 

The present essay seeks to contribute to the 
development of this much-neglected area – 
the extension of Marx’s explanation of prices 
and money to the international level. To do 
so I will begin with an outline of Marx’s gen-
eral explanation of prices and money (mostly 
drawing on Capital and Theories of Surplus 
Value), focusing in particular on those aspects 
of these theories which I consider to be fun-
damental in their extension to the interna-
tional dimension, and dealing in passing 
with the two alleged problems with Marx’s 
theories of price and money referred to above. 
I will then present what I consider to be the 
key elements of the extension of Marx’s theo-
ries of price and money to the international 
dimension. And, lastly, I will use the result-
ing analysis to critically appraise Ricardo’s 
theory of international price and money in the 
context of his doctrine of comparative advan-
tage. The major aim of the critical appraisal 
of Ricardo’s work will be to further high-
light the specificity of the Marxist approach 
and draw out some of its implications for an 
understanding of the historic and contem-
porary problems of the so-called developing 
countries – implications which are in stark 
contrast to those emanating from Ricardo’s 
comparative advantage doctrine.
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Marx’s theory of price and money
The key elements of Marx’s theories of price 
and money that require elaboration with a 
view to their extension to the international 
dimension are (a) the formation of prices and 
emergence of money and (b) the determina-
tion of the magnitudes of prices and value of 
money. I will begin with Marx’s view of how 
prices are formed since it is foundational for 
understanding his explanation of the emer-
gence of money as well as the determina-
tion of the magnitudes of prices and value of 
money.

Formation of prices and emergence 
of money
Marx begins his analysis of prices in Capital 
by analysing prices in the context of the sim-
ple reproduction of commodities, that is, 
abstracting from their existence as capital. 
This analysis takes up the first three chapters 
of Capital, and is known to have been a major 
preoccupation of his (see Aumeeruddy and 
Tortajada 1979). He then uses this as a basis 
for their subsequent analysis in the context of 
the circulation of commodities (and money) 
as capital in the remainder of Capital. It would 
appear that his purpose for doing so was that 
he saw the essence of the circulation of com-
modities in capitalism as captured by their 
simple circulation, and the latter as histori-
cally prior to the former (for more details see 
Fine and Saad-Filho 2004; Nicolaus 1973; 
Rosdolsky 1977). When analysing the simple 
circulation of commodities Marx sees prices 
as coming into existence in general when the 
production of commodities is organised on 
the basis of a division of labour and this divi-
sion of labour is mediated by exchange. That 
is to say, when commodities are produced 
regularly for exchange in the context of a 
division of labour they acquire a form which 
indicates they have a certain exchangeable 
worth with other commodities (or things) – 
the price form. The price form is in the first 
instance the bodily form of the other com-
modities that each commodity exchanges for, 
but gradually becomes the bodily form of the 
commodities most frequently traded (bags of 
corn, metal objects), and, eventually, the bod-
ily form of a particular commodity, the money 
commodity, which is usually a metal because 
of its homogeneity, divisibility, durability, 
and transportability. When the exchangeable 
worth of a commodity acquires the money 
form, the price form becomes the money price 

form. The worth of commodities in relation 
to one another is shown through their rela-
tion to one and the same commodity: money. 
This understanding of the formation of prices 
leads Marx to see their fundamental purpose 
as one of facilitating the reproduction of com-
modities. Prices do this by enabling producers 
to acquire the necessary inputs and means of 
sustenance through the sale of their commod-
ities to continue production of them.

When Marx moves to the formation of 
prices in capitalism, he seeks to show that 
their formation involves the formation of a 
profit on the basis of unpaid labour for the 
representative capitalist firm, and takes place 
in the context of competition between indi-
vidual firms within and between sectors. He 
argues that competition within sectors gives 
rise to the formation of standard prices for 
standard products which are produced using 
standard technologies, and that competition 
between sectors gives rise to the appropria-
tion of an economy-wide average rate of profit 
by producers of standard products in all sec-
tors. Marx was at pains to point out, however, 
that the formation of prices takes place in 
the context of continuous divergences: diver-
gences between prices for the same generic 
product; divergences between products of the 
same generic type; divergences between tech-
nologies and methods of production of simi-
lar goods; and divergences between rates of 
profits appropriated by standard producers of 
a given product in different industries.

Marx’s view of the emergence of money is a 
logical corollary of his view of the formation 
of prices. Specifically, his view of the forma-
tion of prices suggests that money emerges 
with, and is indispensable to, the formation 
of prices and the reproduction of commodi-
ties which prices facilitate. It performs this 
role by conferring on commodities homoge-
neous price magnitudes which permit their 
owners to acquire the necessary inputs and 
means of subsistence to reproduce commodi-
ties on an expanded scale. That is, it performs 
this role by reflecting the relative resource 
costs (labour time) required for reproducing 
commodities in their prices. It is money’s role 
as a measure of (exchange) value that defines 
it as money and is the basis for understanding 
the determination of its worth as money as opposed 
to a mere commodity. The distinction is impor-
tant when considering the value of money as 
intrinsically valueless pieces of paper issued 
by the state.
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The magnitudes of prices
Naturally, Marx’s explanation of the magni-
tudes of prices follows a similar trajectory to 
his explanation of the formation of prices. 
That is, he begins with the explanation of 
the magnitudes of prices in the context 
of the simple reproduction of commodities, 
and then extends this to take into account the 
reproduction of commodities in the context 
of capitalism. It is important to note that he 
sees the explanation of the former as consti-
tuting the essence of the explanation of the 
latter. When explaining the magnitudes of 
prices in both settings Marx distinguishes 
between relative and money prices, seeing the 
explanation of relative price magnitudes as 
logically prior to the explanation of money 
price magnitudes and notwithstanding 
the fact that prices are in the final instance 
money prices. This is because the explana-
tion of money price magnitudes requires 
an explanation of the magnitudes of rela-
tive prices as well as the magnitudes of the 
value of money. Although Marx also makes a 
distinction between long- and short-run move-
ments in the magnitudes of prices, he makes 
this distinction explicit only when explain-
ing (changes in) the magnitudes of prices in 
capitalism.

Explaining the magnitudes of relative prices
At the heart of Marx’s explanation of the 
magnitudes of relative prices in the context 
of the simple circulation of commodities is 
the notion that production on the basis of a 
division of labour involves the expenditure of 
social (although not necessarily equivalent) 
labour time which causes the products pro-
duced by this labour to have worth or value 
in relation to one another, with this worth 
reflecting the relative social labour time 
required for their production. When exchange 
comes to mediate the division of labour, 
the products of labour acquire the form of 
exchangeable worth, or the price form, and 
the labour time expended becomes addition-
ally (in addition to being social) qualitatively 
equivalent units of simple general (abstract) 
labour time. It is magnitudes of this simple 
abstract social labour that fundamentally reg-
ulate the exchange ratios between the prod-
ucts of labour or commodities (Marx calls 
products ‘commodities’ when they assume 
the price form). What constitutes basic or 
simple abstract labour time will vary over time 
and geographic space, and will ultimately 

depend on the particular socio-economic 
setting.

When Marx moves to the explanation of the 
relative magnitudes of prices in the context of 
capitalism, he distinguishes between long- 
and short-run movements in the magnitudes 
of prices, and focuses in the first instance on 
the former notwithstanding the fact that he 
sees short-run movements as having a bear-
ing on long-run trends. Focusing on long-
run trends in relative price magnitudes, Marx 
seeks to show that the fundamental deter-
minant of these trends remains the relative 
labour time required for the production of 
the commodity. To do so, he first shows that 
this labour time comprises the labour time 
required to produce the (manufactured) inputs 
into production as well as that expended by 
workers in the immediate process of pro-
duction, with the latter equal to the labour 
required to produce the means of sustenance 
of the workers as well as a surplus of labour 
time over and above this (which is equal to 
that required to produce the goods purchased 
with the profits). Marx then shows that intra-
sectoral competition will lead to the prices of 
the standard products produced in each sector 
directly reflecting, and being determined by, 
their values as measured by the average labour 
time required to produce the bulk of these 
products in each sector, while inter-sectoral 
competition will result in the appropriation of 
an average rate of profit by standard produc-
ers in each sector such that the magnitudes of 
their prices will diverge from the magnitudes 
of their values. In spite of this divergence 
values will continue to be the fundamental 
determinant of the prices. Marx refers to the 
long-run relative prices which result from 
competition within sectors as market val-
ues and those which result from competi-
tion between sectors as prices of production, 
prices of production being modified market 
values. Obviously, with inter-sectoral compe-
tition it is the prices of production which are 
seen as deviating from the values of commodi-
ties, but still being determined by them.

Before proceeding it is necessary at this 
juncture to digress a little and pay some atten-
tion to one of the two alleged Achilles heels of 
Marx’s analysis noted in the introduction: his 
so-called transformation procedure linking 
the values of products to their prices of pro-
duction. This procedure has been repeatedly 
criticised by even those sympathetic to Marx’s 
economic analysis on the grounds that it fails 
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to show the link between values and prices of 
production of commodities because it does 
not transform input values into prices of pro-
duction. However, as I have argued elsewhere 
(see Nicholas 2011: 39–40), this incorrectly 
interprets what Marx is trying to do with this 
procedure. It sees him as trying to calculate 
prices in terms of values, when in fact he is try-
ing to explain prices in terms of values. If Marx 
had transformed input values into prices he 
would have ended up tautologically explain-
ing price by price in the manner of a number 
of supposed solutions to his transformation 
problem (see Nicholas 2011: 80, 86–87).

Although Marx sees long-run relative 
prices as fundamentally determined by rela-
tive labour time, and changes in these by 
changes in the relative productivity of labour 
in different sectors, his analysis does not 
preclude the possibility of other factors hav-
ing a bearing on these long-run trends, 
including (a) non-productivity-related cost 
changes, (b) the appropriation of absolute 
rents, and (c) short-run movements in rela-
tive prices arising from demand and supply 
imbalances. Examples of non-productivity 
cost changes include sector-specific changes 
in taxes and/or subsidies and prices of raw 
materials. They do not include sector-spe-
cific changes in wages except in exceptional 
circumstances (see Marx 1978: 415–416). 
The appropriation of absolute rents would 
typically be associated with the behaviour 
of owners of key raw material inputs such 
as oil. And short-run movements in rela-
tive prices resulting from demand and sup-
ply imbalances can also be seen as having 
a bearing on long-run price trends if they 
give rise to changes in average methods of 
production. For example, if the demand for 
a product greatly exceeds supply such that 
relative prices correspond to those of the 
least efficient producers (and not producers 
producing the bulk of goods) and the major-
ity of producers in the sector appropriate 
above economy-wide average rates of profit, 
the resulting inflow of capital into the sector 
may have some bearing on the average meth-
ods of production used in the production of 
the standard commodity by the bulk of pro-
ducers once demand and supply balance is 
restored (see Nicholas 2011: 39–40).

The magnitudes of money prices
The magnitudes of the relative worth of com-
modities translate into their worth in relation 

to money, or money prices, when money 
mediates exchanges and the worth of com-
modities is expressed in terms of money. 
Although Marx recognises that money can 
assume many forms, ranging from commod-
ity money to intrinsically valueless pieces of 
paper issued by the state, for the most part 
he assumes money to be a commodity, argu-
ing that this is the earliest form which money 
assumes and understanding this form of 
money captures its essence as money in the 
process of reproduction of commodities (see 
Marx 1978: 192). Crucially, Marx argues that 
when money is a commodity its value, and 
therefore the level of aggregate commodity 
money prices, will be given by its value both 
as a commodity and as money, with the for-
mer exerting a gravitational pull on the latter, 
but the latter also having some bearing on 
the former (see Nicholas 2011 for an elabora-
tion of this point). As a commodity the value 
of money is given by the relative labour time 
required for its production, while as money 
its value is given by the average labour time of 
commodities (including labour power) that 
it circulates over a given period of time. As 
long as money is a commodity, changes in the 
value of money and corresponding changes in 
the aggregate money price level of commodi-
ties will be fundamentally due to changes in 
the relative productivity of labour in the sector 
producing the money commodity This means 
that when money is a commodity inflation 
will mostly be due to a rise in productivity in 
the money-producing sector.

As with other commodities, so with the 
commodity that performs the role of money, 
its trend value can also be influenced by non-
productivity-related relative cost changes in 
the sector producing the money commodity, 
the appropriation of an absolute rent by pro-
ducers of the money commodity, and short-
run movements in it caused by demand and 
supply imbalances. The demand and sup-
ply imbalances pertain to aggregate demand 
for, and supply of, all commodities, includ-
ing labour power, and are brought about 
by changes in the desire of producers to 
hold money (or various financial assets) as 
opposed to repurchasing the necessary inputs 
to reproduce the commodity. Such imbal-
ances in the supply of, and demand for, all 
commodities are mirrored by an excess sup-
ply of, and demand for, money. An excess 
demand for all commodities, implying an 
excess supply of money, would result in a 
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fall in the exchange value of money below 
its value as a commodity, with attendant 
consequences for the latter resulting from 
capital flows into and out of the money-pro-
ducing sector. The fall in the exchange value 
of money below its value is typically facilitated 
by the substitution of money in the perfor-
mance of its function as medium of circula-
tion by credit and tokens of itself. As long as 
money is a commodity, however, the extent of 
this divergence between the exchange value 
and value of money, and the corresponding 
impact of the short-run movements in the 
exchange value of money on its value, will be 
limited. Money’s value as a commodity will 
anchor its value as money.

Marx denied, however, that increases in 
aggregate money prices could be due to an 
increase in the value of labour power over 
and above that warranted by labour produc-
tivity increases. This is because he saw the 
value of labour power falling with increases 
in productivity, and believed that where this 
was not the case it would result in falls in 
the general rate of profits. Marx also denied 
that the value of money could be influenced, 
let alone fundamentally determined, by an 
increase in the quantity of money in circula-
tion. This is because pivotal to his explana-
tion of money prices is the notion that money 
measures the exchange value of commodi-
ties and confers this worth on them in the 
form of certain magnitudes of money prices 
prior to their, and its own, entry into circula-
tion. This means that for Marx commodities 
would always enter circulation with given 
money prices, and money with a given value. 
This does not, however, preclude the possibil-
ity of credit and various substitutes of money 
facilitating an expanded circulation of com-
modities and giving rise to a divergence of the 
exchange value of money from its value. 

The preceding interpretation of Marx’s 
analysis of money as commodity money, and 
particularly his explanation of its value as 
money, suggests that there is in principle no 
problem with extending this analysis to take 
into account money as intrinsically valueless 
pieces of paper issued by the state, especially 
once it is recognised that even when money is 
a commodity a distinction needs to be drawn 
between its worth as a commodity and its 
worth as money, and that the latter does not 
require money to itself have worth. Indeed, 
since money’s worth as money is given by 
the average labour time of commodities it 

circulates, the possession by it of intrinsic 
worth is unnecessary as long as what func-
tions as money is accepted as having com-
mand over goods and services.

The implication of this view of the determi-
nation of the magnitude of value of intrinsi-
cally valueless paper money is that there will 
be a tendency for the value of this money to 
fall over time. This tendency arises from the 
fact that, on the one hand, there is no longer 
an anchor for the value of money when it is 
intrinsically valueless pieces of paper issued 
by the state and, on the other hand, this 
sort of money is more readily made avail-
able to validate the expansion of tokens of 
itself and credit than is the case with com-
modity money. This tendency for the value of 
money to fall will however be fundamentally 
conditioned by changes in average labour 
productivity levels in the production of all 
commodities. Increases in the growth of 
average labour productivity levels of all com-
modities would typically exert a downward 
pressure on the rate of fall in the value of 
money and corresponding rate of increase in 
the aggregate money price level, while falls 
in average labour productivity levels would 
ease this downward pressure. As in the case 
of commodity money, changes in costs and 
imbalances in supply and demand can also 
have a bearing on the value of money and 
the aggregate money price level. In the case 
of costs what matters is non-productivity-
related real costs affecting the production of 
most commodities. In the case of supply and 
demand imbalances the important thing to 
note is that where these imbalances induce a 
fall in the value of money – a rise in the money 
prices of commodities – there is no coun-
terbalance redressing this fall. Indeed, the 
tendency is for a continuous fall in the value 
of money, with monetary authorities accom-
modating the increase in demand for money 
when it arises.

Extending Marx’s theory of 
price and money to the 
international level
When extending Marx’s explanation of prices 
and money to the international level it is again 
necessary to begin with how these prices 
are formed and how the money that facili-
tates the international trade of commodi-
ties, that is, world money, emerges. It is this 
starting point that provides the basis for the 
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explanation of the magnitudes of interna-
tional prices and changes in these.

International price formation and the 
emergence of international money
International prices reflect the relative worth 
of commodities being exchanged between 
residents of different countries. They are 
formed whenever such exchange takes 
place. As long as this exchange is ad hoc, the 
exchange ratio between the traded com-
modities will vary over time and space, being 
determined largely by the relative strength 
of demand in relation to the availability of 
the traded items. However, once this trade 
becomes more regular and more integral 
to the reproduction of commodities in the 
different countries, the traded commodi-
ties increasingly acquire international values 
measured by international labour time, with 
the international exchange ratios between the 
commodities increasingly reflecting these val-
ues. Where the exchange is between capital-
ist countries, the exchange ratios reflect what 
can be referred to as international market val-
ues, and when capital becomes increasingly 
mobile between the trading capitalist coun-
tries, they reflect what can be referred to as 
international prices of production.

With the development of exchange between 
countries money breaks out of its national 
confines and serves increasingly to measure 
the international exchangeable worth of com-
modities. When this happens the international 
exchange ratios between commodities assume 
the form of money – world money. As with 
money within national boundaries so with 
money flowing between countries: it initially 
assumes the form of a commodity. With the 
increasing development of commercial and 
financial links between countries, this form 
gives way to the form of the paper issued by 
the state of the most economically powerful 
country – that country whose paper currency is 
seen as backed by the largest amount of goods 
and services. (Carchedi 1991b: 275 argues that 
world money is issued by the technologically 
most advanced country. However, there are a 
number of obvious problems with such a view, 
not the least of which is that it is difficult to 
establish what might constitute technological 
leadership among advanced countries.)

What this view of the emergence of world 
money suggests most importantly is that 
the formation of international value does 
not require either the international flow 

of labour or capital between countries, or 
even that the trading countries are capital-
ist. All that is required is that the products 
traded become integral to the reproduction 
of commodities in the trading countries. It 
also suggests that the opening up of trade 
between countries does not lead to their spe-
cialisation in the production of particular 
commodities. Rather, it implies the gradual 
integration of the producers of the vari-
ous countries engaged in trade into a more 
extensive division of labour. Although pro-
ducers in certain countries may have cer-
tain cost advantages in the production of 
certain goods, these are unlikely to lead to a 
complete specialisation by each given initial 
conditions of national self-sustaining repro-
duction based on national divisions of labour 
and the requirement of some degree of trade 
balance between countries in the context of 
an expansion of trade between them. I will 
return to this point again in the discussion 
of Ricardo’s doctrine of comparative advan-
tage and the implications of Marx’s analysis 
for understanding the impoverishment of 
the present-day developing countries, but it 
is perhaps worth noting here that one of the 
important conclusions that will that emerges 
in this discussion is that it is not the devel-
opment of trade per se that has led to this 
impoverishment.

Determination of the magnitudes 
of international prices
In keeping with Marx’s explanation of the 
magnitudes of prices in general, an explana-
tion of their magnitudes in process of inter-
national exchange needs to be founded on a 
distinction between relative and money prices 
as well as between trends in these prices and 
short-run deviations from the trends. Again, 
the starting point has to be an explanation of 
trends in the magnitudes of relative prices.

Relative international prices
The international prices whose magnitudes 
need to be explained in the first instance are 
those formed in the context of recurrent trade 
between countries. The magnitudes of these 
prices are explained by the relative inter-
national values of the traded commodities, 
whether or not there is international labour 
or capital mobility. The international relative 
value or worth of commodities is measured by 
the average labour time required to produce 
the bulk of the commodities traded, allowing 
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for skill and productivity differences. Marx 
notes that more skilful and/or productive 
labour counts as labour which is productive 
of a higher value than less skilful and produc-
tive labour because the former produces more 
commodities and/or commodities of a higher 
quality in the same time (see Marx 1976: 
524–525; Marx notes that more productive 
labour can imply more skilful or hard-work-
ing labour, but will for the most part result 
from labour working with more advanced 
technology and possibly better-quality natural 
resources). A change in the relative national 
levels of skill and productivity of labour 
will affect the international value of goods 
exported by a country only if its producers 
account for the bulk of trade in these types 
of goods. If the producers do not account for 
the bulk of goods of a certain type exported, 
increases in productivity will only translate 
into higher profits for these producers.

Although the logic of Marx’s general analy-
sis most certainly suggests that trend move-
ments in the relative prices of internationally 
traded commodities need to be seen as domi-
nated by relative productivity changes in the 
sector producing these commodities, whether 
this production is specific to one country or 
not, it does not preclude other factors hav-
ing a bearing on relative international price 
trends in much the same way, and for the 
same reasons, as was argued above in respect 
of the general analysis. Specifically, it does 
not preclude the influence on these trends 
of non-productivity-related costs, absolute 
rents, and demand and supply imbalances. 
The non-productivity cost changes, absolute 
rents, and demand and supply imbalances 
which are of significance for trend move-
ments in international relative prices would 
be those pertaining to the countries produc-
ing the bulk of the traded commodities of any 
given type. Since in the case of demand and 
supply imbalances their significance for trend 
movements in relative prices depends on the 
consequences which the forces accompany-
ing the short-run movement of international 
prices have for the standard methods of pro-
ducing the internationally trade commodity, 
the extent to which capital and technology is 
mobile will also have a bearing on this.

The logic of Marx’s analysis suggests that 
trend movements in the values and prices 
of internationally traded goods will also exert 
an influence on the values and prices of non-
traded goods, with the extent depending on 

the importance of non-traded goods in the 
reproduction of all domestically produced 
commodities, including labour power. This 
in turn means that the more open to trade the 
economy, the greater this influence is likely 
to be, with obvious implications for fully spe-
cialised and internationally integrated econo-
mies such as the present-day developing 
countries (see below).

The value of world money and the aggregate 
world money price level
The magnitudes of international money prices 
are determined by the magnitudes of rela-
tive international prices and the international 
exchange value of money which facilitates 
the international circulation of commodities. 
The determinants of the magnitudes of rela-
tive international prices have been explained 
above. What is now required is an explanation 
of the magnitude of value of money which cir-
culates commodities internationally. When 
explaining the international exchange value of 
money which facilitates the international cir-
culation of commodities the point of depar-
ture is the exchange value of international 
or world money and not the international 
exchange value of national currencies (the 
determination of the international exchange 
values of national currencies – their rates of 
exchange with other currencies – is beyond 
the scope of the present study, but follows 
from the logic of the analysis being devel-
oped in it). This is because what facilitates 
trade between countries is something that is 
itself traded internationally and represents 
international worth. (Some Marxist com-
mentators, e.g. Carchedi 1991b, have argued 
that explanation of world money prices 
requires an explanation of the international 
exchange values of national currencies, or 
exchange rates. However, the position taken 
in this essay is that it is world money and not 
national monies per se that facilitates interna-
tional trade and confers comparable interna-
tional exchangeable worth on commodities. 
Hence, it is the explanation of the value and 
exchange value of world money and not 
the values and exchange values of national 
currencies that is the appropriate point of 
departure for the analysis of international 
price formation and the determination of its 
magnitude.) As noted above, what initially 
facilitates trade between countries is a metal 
such as gold, but it eventually becomes the 
intrinsically valueless paper money issued 
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by the monetary authorities of economically 
powerful countries. And, as in the case of 
commodity money so in the case of interna-
tional paper money, for ease of international 
commerce the tendency will be for one world 
money to dominate, although for certain pur-
poses and in certain settings paper monies of 
other countries can be seen to be acceptable 
substitutes.

When international money is a commodity 
its international value is determined by both 
its value as an internationally traded com-
modity (the relative international labour time 
required for its production) and its value as 
world money (the average amount of labour 
time it commands in the process of interna-
tional exchange). There can, and normally 
will, be a divergence between the two, but as 
long as world money is a commodity the for-
mer exerts a gravitational pull on the latter, 
notwithstanding the fact that the latter will 
have a bearing on the former. Taking gold 
as international money, if its international 
exchange value as money falls below its rela-
tive international value as a commodity, for 
instance because of its replacement in the 
process of international circulation by tokens, 
the value of gold will increasingly correspond 
to the international value of gold produced 
by more efficient producers. This in turn will 
result in some of the more inefficient pro-
ducers moving out of gold production. The 
resulting contraction in gold production will 
eliminate the excess supply of gold and lead 
to some reversal of the fall in the international 
exchange value of gold. If faith is shaken in 
the tokens of gold circulating internationally, 
the reversal may even result in a rise in the 
value of gold. In any case, the international 
exchange value of gold, or rather its interna-
tional value as money, will have a bearing on 
its international value as a commodity. 

In one of the few passages by Marx on the 
value of world money he argues that its worth 
can vary between countries in the sense of 
commanding more or less international 
labour time in different countries than the 
international average (see Marx 1976: 702). 
He argues that in more productive countries 
it will command less international labour 
time (the value of international money will 
be higher) and more international labour 
time in less productive countries (the value 
of international money will be lower). This 
means that, for Marx, as the relative produc-
tivity of a country increases the prices of its 

commodities in terms of international money 
will fall in relation to that of other countries, 
but the divergence will obviously be lim-
ited by the tendency of international money 
to exchange with commodities in the same 
ratios in different countries – the law of one 
price.

Although from the perspective of Marx’s 
analysis the fundamental determinant of 
long-term trends in the aggregate world 
money price level is the relative productivity 
of labour in the production of world money, 
for reasons given above in the discussion of 
the value of money in general this does not 
preclude other factors having a bearing on 
these trends. Of note are, once again, non-
productivity-related relative cost changes in 
the countries producing the bulk of gold, the 
appropriation of absolute rents by the pro-
ducers of gold, and global aggregate demand 
and supply imbalances. Demand and sup-
ply imbalances can be conceived of as aris-
ing from changes in the propensity of those 
engaged in international commerce to pur-
chase internationally traded commodities as 
opposed to holding on to gold (or purchas-
ing financial assets with it). A concomitant 
of these aggregate demand and supply imbal-
ances is, therefore, imbalances in the supply 
and demand for gold, and their consequence 
is deviations of the international exchange 
value of gold from its value. These deviations 
are facilitated by international credit and/or 
the international circulation of tokens of gold 
(e.g. silver), and can be seen as impacting on 
the international value of gold in the manner 
outlined above.

In the references to world money that Marx 
makes in his published writings he certainly 
assumes it to be a commodity, and in par-
ticular gold. However, in the same way as 
Marx’s general analysis of money does not 
preclude its extension to intrinsically value-
less paper issued by the state, so the analysis 
of world money as gold should not be seen 
as precluding an extension of this analysis 
to world money as the intrinsically worthless 
paper money issued by the state of a particu-
lar country.

When world money is the paper of a par-
ticular country its value is determined by 
both the average international labour time of 
the commodities that it commands in inter-
national trade and the average international 
labour time of the goods it commands in the 
domestic circulation of the country issuing 
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the world paper money. In the final instance 
it is the latter that will dominate movements 
in the former, although the former can have 
a bearing on the latter. This means that the 
fundamental determinant of changes in the 
value of world paper money and level of world 
money prices is changes in the relative labour 
productivity of the country issuing the paper 
(see also Carchedi 1991b). Taking the US dol-
lar as world money, an increase in the world 
rate of inflation and fall in the relative worth 
of the US dollar would mostly result from a 
slower growth in US labour productivity and, 
conversely, a fall in world inflation would 
mostly be due to a relative rise in US labour 
productivity. Of note in this context is that 
relative changes in aggregate output are seen 
as having no bearing on the relative interna-
tional value of the world paper currency and 
world inflation rate since, from the perspec-
tive of Marx’s analysis, the quantity of money 
in circulation will adjust to the amount and 
prices of goods in domestic circulation.

As in the case of a world commodity money, 
so with a world paper money, one can certainly 
conceive of the exchangeable worth of this 
money varying between countries, and in par-
ticular between the country issuing the world 
paper money and the rest of the world, along 
the lines noted above in the context of world 
commodity money. But again, the extent of the 
deviation will be limited by the tendency for 
prices in terms of world money to be equal in 
different countries (the law of one price).

Other factors affecting the world money 
price level in the context of a world paper 
money would be relative unit cost changes 
and aggregate demand and supply imbal-
ances in the world-money-issuing country 
(absolute rent has no bearing on the relative 
worth of world money when it is not a pro-
duced commodity). The cost changes that 
matter are non-productivity-related relative 
international unit costs of the world-money-
issuing country. In the context of the cur-
rent global economic system and the dollar 
as world money, one can imagine that the 
discovery of shale gas in the US and the pro-
hibition of its export can exert downward 
pressure on its relative unit costs of produc-
tion, resulting in upward pressure on the rela-
tive international worth of the US dollar and 
corresponding downward pressure on the 
world rate of inflation in US dollar terms. 

The deviations in the aggregate demand for 
and supply of commodities that matter pertain 

to domestic and global imbalances. Since, as 
noted above, the value of the world currency is 
more fundamentally given by the international 
value of the goods it circulates in the world-
money-issuing country, of greater significance 
for the short-run and trend value of this cur-
rency would be aggregate demand and supply 
imbalances in the money-issuing country, with 
part of the excess demand resulting in trade 
imbalances. Again, assuming world paper 
money to be the US dollar, an excess demand 
for commodities in the US would result in a rise 
in the US money price level and downward 
pressure on the exchange value of the US dol-
lar pushing it below trend. Both would exert 
an upward pressure on global prices in dol-
lar terms. These would in turn result in trend 
upward movements in world money prices 
only if the accompanying expansions in credit 
and tokens of money were validated by domes-
tic increases in US dollars. An excess world 
demand for commodities would exert a simi-
lar upward pressure on world money prices 
in dollar terms, but the extent to which this 
would translate into a rise in trend world US 
dollar prices would depend on the extent to 
which the accompanying world demand for 
US dollars was accommodated through, say, 
the running of an expanded trade deficit, capi-
tal outflows, and US dollar loans (swaps) to 
other world central banks (interest rate differ-
entials between countries would have a bear-
ing on short-term movements in the world 
money price level via its impact on the balance 
between global demand and supply). This is 
not to say that the value of the US dollar and 
the level of world prices in US dollar terms is 
dependent upon the injection of US dollars 
into the global economic system, since the 
US monetary authorities cannot simply inject 
money into the global system irrespective of 
the demand for this money. 

Ricardo’s theory of comparative 
advantage
Ricardo developed his explanation of inter-
national prices in the context of expounding 
his doctrine of comparative advantage. This 
doctrine endeavours to show that the liber-
alisation of trade between countries would, 
or should, lead producers in the trading coun-
tries to specialise in the production of goods 
they have a natural comparative advantage in 
vis-à-vis other countries (see Ricardo 1973: 
81). Trade on the basis of such specialisation 
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would result in gains for all countries special-
ising and engaging in trade in the sense that 
each would save on domestic labour time that 
needs to be expended in the provision of the 
same amount of goods consumed domesti-
cally. In expounding this theory Ricardo is 
insistent that, unlike domestic relative prices, 
the relative prices of internationally traded 
goods would not depend on relative labour 
times, that is, they would not depend on 
international labour times. This is because for 
him the labour expended in different coun-
tries cannot be considered as comparable in 
the absence capital flows between them (1973 
81–83). There cannot be any such thing as 
international labour times in the absence of 
international capital flows. Instead, Ricardo 
sees the magnitudes of the relative prices 
of internationally traded commodities as 
settling somewhere between their autar-
chic pre-specialisation levels in the trading 
countries as determined by relative national 
labour times embodied in the production of 
the commodities. To illustrate his argument 
Ricardo uses trade between England and 
Portugal (see Table 1). He argues that with the 
opening up of trade between the two coun-
tries the relative international prices of cloth 
and wine will eventually settle somewhere 
between 1:1.2 and 1:0.9 – the autarchic rela-
tive prices of the two commodities in England 
and Portugal, with the exact ratio being inde-
terminate. Assuming that trade and speciali-
sation results in England producing cloth 
and Portugal wine as per their comparative 

advantages in the production of the two 
goods, if the international exchange ratio of 
cloth to wine came to rest at 1:1 (i.e. between 
the two autarchic price ratios), then trade on 
the basis of specialisation would see England 
saving 20 domestic hours of labour time per 
unit of wine consumed domestically and 
Portugal saving 10 hours of domestic labour 
time per unit of cloth consumed domestically. 
Both countries would have gained from trade 
and specialisation.

As a number of commentators have pointed 
out (e.g. Shaikh 1979), Ricardo certainly rec-
ognises that it is not relative but money prices 
that directly regulate international trade 
between countries and eventually give rise to 
the specialisation by each in production. That 
is to say, he recognises that trade and speciali-
sation are not directly based on comparative 
advantage (reflecting relative national prices) 
but on absolute advantage (reflecting world 
money prices). However, he argues that com-
parative advantage translates into absolute 
advantage through the flow of world money 
between countries and the requirement for 
balance in this trade over the long run. For 
Ricardo it does this via a quantity theory type 
of mechanism whereby the inflows or out-
flows of world money cause all world money 
prices to rise or fall in the trading countries 
(see Shaikh 1979: 287–289). Hence, in the 
final instance, it is comparative advantage 
that determines patterns of trade and speciali-
sation. Table 2 illustrates the results of this 
quantity mechanism in Ricardo’s example 

Table 1 Ricardo’s example of trade between England and Portugal in cloth and wine

Before trade Cloth (hours 
labour per unit)

Cloth gold price 
(oz)

Wine (hours labour 
per unit)

Wine gold 
price (oz)

Price 
ratio

England 100 50 120 60 1:1.2

Portugal 90 45 80 40 1:0.9

Note: 1 oz of gold = 2 hours of  labour time in both England and Portugal.

Source: Adapted from Shaikh 1979: 287.

Table 2 The consequences of the opening of trade between England and Portugal

After trade Cloth (hours labour 
per unit)

Cloth gold 
price

Wine (hours labour 
per unit)

Wine gold 
price

Price ratio

England 100 45 120 54 1:1.2

Portugal 90 49.5 80 44 1:0.9

Note:1 oz gold = 2.2 hours of  labour time in England; 1 oz of gold = 1.8 hours of labour time in Portugal.

Source: Adapted from Shaikh 1979: 287.
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when money flows from England to Portugal 
after the opening up of trade. Since Portugal 
is seen as having an absolute advantage in the 
production of both goods at the point of the 
opening up of trade, it will export both goods 
to England in the first instance. The result-
ing trade deficit will be paid for by a flow of 
gold from England to Portugal. The conse-
quence of this flow is argued by Ricardo to 
be a rise in gold prices of all commodities 
produced in Portugal and corresponding fall 
of all gold prices of commodities produced 
in England (in this specific example by 10 
per cent). Relative prices of cloth and wine in 
each country will however remain the same. 
This process will continue until English pro-
ducers become competitive in the production 
of cloth and export enough of it for there to 
be balance in the money value of trade flows 
between in the two countries. 

From the perspective of the Marxist the-
ory of international price and money devel-
oped above, Ricardo’s theory can be argued 
to be fundamentally flawed in a number of 
important respects. Firstly, it suggests that 
Ricardo mistakenly denies the determina-
tion of international prices by international 
values measured by international labour time 
in the absence of capital mobility because 
he appears to have a mistaken view of how 
prices and values come to be formed. That is 
to say, it is not the mobility of capital, or even 
its existence, that explains the formation of 
prices, but rather production based on a divi-
sion of labour mediated by exchange. For 
Marx, as soon as a good becomes integral to 
the reproduction of an economic system based on 
exchange, the labour expended in its produc-
tion becomes part of the labour required for 
the reproduction of the whole system and 
qualitatively equivalent to all other labour 
expended in the production of all other goods 
which are similarly integral to the reproduc-
tion of the economic system. The existence 
of capital is premised on the expenditure 
of part of the labour in the production of all 
commodities as surplus labour – labour over 
and above the labour required to produce the 
wage goods of labour – and manifest in the 
magnitude of price containing a profit com-
ponent. The mobility of capital leads to the 
profit component being equalised across all 
sectors – prices becoming prices of produc-
tion. It does not cause commodities to have 
either worth or prices. Hence, as soon as 
trade becomes integral to the reproduction 

of the economic systems of the trading coun-
tries, the goods traded represent international 
value or worth measured by international 
labour time and the magnitudes of the (rela-
tive) international prices of these goods come 
to be determined by the magnitudes of their 
(relative) international values. The fact that 
the firms exporting products are capitalist 
means only that the prices of the internation-
ally traded commodities contain a profit com-
ponent. The fact that capital is internationally 
mobile means only that this profit component 
corresponds to a certain international average 
rate of profit, and the prices of the interna-
tionally traded products become international 
prices of production. All of this means that if 
Portuguese producers of both cloth and wine 
produce the bulk of commodities for both the 
Portuguese and English markets, the values of 
the goods produced in Portugal will become 
the international values of these commodi-
ties, and it is these values that will determine 
the relative domestic prices of the traded 
products in England. That is, after the open-
ing up of trade, and assuming all commodi-
ties are traded, the relative prices of cloth and 
wine in England will be those determined by 
Portuguese producers of both commodities. 
The relative prices of cloth to wine in England 
will move from 1:1.2 to 1:0.9.

Secondly, Ricardo is mistaken to argue 
that the movement of gold between countries 
would result in changes in its value in each 
country and a corresponding proportionate 
change in the gold prices of commodities in 
each. The opening up of international trade 
between England and Portugal can certainly 
be expected to give rise to a fall in the gold 
prices of both cloth and wine in England, but 
only because these are the prices of the two 
goods set by Portuguese exporters of these. In 
fact, the gold price of wine will fall by propor-
tionately more than that of cloth in England, 
contrary to what one would expect from a 
quantity theory type of mechanism at work. 
That is, unit gold prices of cloth in England 
fall from 50 to 45 ounces of gold while the 
unit price of wine falls from 60 to 40 ounces 
of gold. The fall in the gold prices in England 
has nothing to do with the implied outflow 
of gold from it since there is also a change 
in the relative price of both, much as there is 
no reason to suppose that the corresponding 
inflow of gold into Portugal would result in a 
rise in gold prices in it. This is because, once 
it is accepted that gold, like all internationally 
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traded commodities, has a certain interna-
tional price (an exchange ratio with all other 
commodities) determined by its international 
value, there is no reason to suppose that the 
flow of gold between England and Portugal 
would lead to the relative (international) 
labour time commanded by the gold fall-
ing in England and rising in Portugal (from 
1 oz gold to 2 hours labour time in each to 
1 oz of gold to 2.2 hours in England and 
1 oz gold to 1.8 hours in Portugal) as is 
implied by Ricardo’s quantity theory adjust-
ment mechanism. The gold money prices 
of traded commodities and international 
value of gold in both England and Portugal 
will remain the same after the flow of gold 
between them.

This does not mean that there would be no 
tendency towards adjustments of the imbal-
ances between England and Portugal, or even 
that the flow of money has no part to play in 
any adjustment. Rather, it suggests that the 
adjustments will come primarily from rela-
tive changes in productivity in England and 
Portugal (especially England as the deficit 
country) and/or patterns of trade between 
them. In the case of Ricardo’s example this 
would mean that for England to begin export-
ing cloth to Portugal it would have to pro-
duce and sell cloth at, or below, the prices of 
Portuguese producers – that is, 45 ounces 
of gold per unit. To the extent that the flow of 
money has an impact on the required adjust-
ments, it would be through their impact on 
relative productivities – increasing the pres-
sure on English producers to improve their 
productivity.

Lastly, the Marxist analysis presented above 
suggests that trade per se would not lead to 
the sort of complete specialisation postu-
lated by Ricardo given initial conditions of 
self-sufficient national reproduction based on 
national divisions of labour and the require-
ment of a certain balance in trade between 
countries as trade between them develops, 
and notwithstanding some lending by sur-
plus to deficit countries. Rather, the expan-
sion of trade can be expected to lead to the 
gradual integration of the producers of the 
trading countries into a more extensive inter-
national division of labour in which produc-
ers in the different trading countries produce 
and export commodities in which they have 
natural or acquired advantages. This can most 
certainly be expected to have some corrosive 
effect on self-sufficient national reproduction 

systems. However, even if the producers of a 
particular country dominate the international 
sales of a particular product, the likelihood 
is that there will be a number of producers 
of the same product in other countries, some 
of whom may be using the same technolo-
gies and appropriating similar profits, while 
others will be using inferior technologies 
and appropriating lower levels of profits (see 
also Shaikh 1980). Some producers using 
inferior technologies may also be appropriat-
ing the same rate of profit as more efficient 
producers owing to their proximity to mar-
kets and various taxes and surcharges facing 
importers of these products. Moreover, with 
the flow of capital and technology between 
countries in the context of international com-
petition between producers (and support by 
national states), initial patterns of speciali-
sation are likely to change. Historically, the 
sort of complete specialisation envisaged by 
Ricardo has been the result of its imposition 
on the present-day developing countries by 
the present-day advanced countries during 
the early phases of the industrialisation of 
the latter and in the context of the destruc-
tion of the existing self-sufficient systems of 
reproduction in the former (see, for exam-
ple, Kemp 1989, 1993). These are patterns 
of specialisation which the advanced coun-
tries have sought to continue right up to 
the present through a myriad of economic, 
financial, and political pressures. They are 
not the natural outcomes of the develop-
ment of trade, not even trade in the context 
of uneven development. (It needs noting 
that some Marxists appear to agree with the 
logic of Ricardo’s explanation of specialisa-
tion, i.e. that it is the natural consequence of 
the expansion of international trade in the 
absence of capital and technology mobility, 
only denying that it gives rise to the sort of 
complete specialisation envisaged by him; 
see e.g. Shaikh 1980.)

Of note in this context is that pivotal to 
Ricardo’s argument that countries specialis-
ing and trading with one another will gain, 
or at least not lose, is the implicit assumption 
that each country can revert to the production 
of the imported good should the international 
terms of trade they face be less favourable 
than the domestic terms of trade that existed 
prior to trade and specialisation. In terms of 
Ricardo’s example of trade and specialisation 
between England and Portugal, this would 
mean that if England is not able to import 
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wine at more than 0.83 units for each unit of 
cloth it exports it can revert to the produc-
tion of wine and, similarly, if Portugal is not 
able to import cloth at more than 0.89 units 
for each unit of wine it exports it can revert to 
the domestic production of cloth. The impor-
tant point is that England and Portugal are 
assumed to be able to revert to pre-trade and 
pre-specialisation patterns of production. If 
either England or Portugal could not revert 
to the domestic production of the imported 
good, then the logic of Ricardo’s analysis 
suggests that there is in fact no limit to the 
movement of relative international prices in 
one direction or another and, therefore, no 
reason to suppose that countries will not lose 
from trade and specialisation. This fact has, 
of course, particular significance in the con-
text of the above-mentioned imposition of 
patterns of specialisation on the present-day 
developing countries. These imposed pat-
terns of specialisation, in the context of the 
destruction of self-reproducing systems of 
reproduction, in fact denied the present-day 
developing countries precisely this possibil-
ity (some degree of self-sufficient domestic 
reproduction) and, as a consequence, allowed 
the non-specialising countries, the advanced 
countries, to exert continuous downward 
pressure on the international prices and val-
ues of commodities exported by the devel-
oping countries, and via this to increase the 
absolute and relative intensification of labour 
in these countries (see also Kühne 1979). It is 
the enforced and sustained patterns of spe-
cialisation in the developing countries in the 
context of the destruction of their national 
systems of reproduction that have been the 
real sources of their impoverishment and not, 
for example, their alleged lower levels of pro-
ductivity as claimed by a number of Marxist 
writers on the subject (see, for example, 
Carchedi 1991a; Shaikh 1980; Warren 1973). 
Indeed, it is an understanding of this fact that 
has also pointed to two of the important pil-
lars of more successful development strate-
gies adopted by a number of (mostly East 
Asian) developing countries in recent times: 
food security and the diversification of their 
production and export bases. (In an extensive 
empirical study of development processes in 
the developing countries, Rodrik 2007 pro-
vides considerable evidence to show that eco-
nomic development requires, among other 
things, diversification, not specialisation.)

Concluding remarks
The preceding has sought to contribute to 
the extension of Marx’s theories of price 
and money to the international level. It was 
argued that pivotal to this extension is an 
understanding of Marx’s views on how prices 
are formed and, concomitantly, how money 
emerges and the role it plays in price forma-
tion. Marx’s understanding of how prices are 
formed in general permits an understanding 
of how, with the development of international 
trade, international prices come to be formed 
and their relative magnitudes determined by 
relative international labour time, without 
any presumption of capital flows between 
countries. International capital flows have 
a bearing only on the magnitudes of rela-
tive international prices, not on their exist-
ence. Marx’s understanding of how money 
emerges and contributes to price formation 
in general permits an understanding of the 
emergence of world money and the deter-
mination of its value as well as the world 
money prices of commodities, denying most 
fundamentally any quantity theory mecha-
nism related to world money flows between 
countries. Neither the value of world money 
nor world money prices in different countries 
change as a result of flows of money between 
countries.

This interpretation of the extension of 
Marx’s theories of price and money to the 
international level was then used to con-
sider Ricardo’s explanation of international 
prices and money in the context of his the-
ory of comparative advantage. It was argued 
that from the perspective of Marx’s analysis 
Ricardo’s explanation of international prices 
and money is fundamentally mistaken, as is 
his view that the opening up of trade between 
countries should lead to their complete 
specialisation with gains for all. Ricardo’s 
explanation of relative international price is 
mistaken in that he sees relative international 
prices as determined in the final instance by 
the autarchic prices of the trading countries. 
He explicitly denies that international relative 
prices, unlike domestic relative prices, are 
determined by the (international) labour time 
required for their production on the basis 
of the mistaken view that such a determina-
tion requires international capital mobility. 
From the perspective of Marx’s analysis what 
Ricardo fails to see is that once international 
trade becomes integral to the reproduction of 
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different commodities in different countries 
the traded commodities acquire international 
values or relative international worth as 
measured by the relative international labour 
time required for their production. Ricardo’s 
explanation of world money and world 
money prices is mistaken in that he sees, 
on the one hand, world money as reflecting 
the national worth of this money and not its 
international worth, and, on the other hand, 
this national worth as determined by the 
quantity of world money in circulation in any 
country in relation to the goods it circulates. 
The problem with this view is that it suggests 
world money can have a different worth in 
different countries and that this worth can 
change with flows of money between coun-
tries. From the perspective of Marx’s analysis 
what Ricardo fails to see is that world money 
has basically a single world value which is 
determined by the international labour time 
required for its production when it is a com-
modity, and the international labour time 
it commands when it is paper issued by a 
particular country. Flows of money between 
countries will not cause this value to change 
in the different countries. Finally, from the 
perspective of the extension of Marx’s analy-
sis to the international level Ricardo can be 
argued to be mistaken in seeing the open-
ing up of trade leading to complete speciali-
sation. This is because he fails to see that 
specialisation in the context of the opening 
up of trade is limited by the need for some 
semblance of balance in trade flows between 
trading countries in the process of the expan-
sion of trade, especially given initial condi-
tions of self-sufficient national reproduction. 
Indeed, complete specialisation would be 
found only where the national reproduc-
tion systems are ruptured and specialisation 
imposed, as in the case of present-day devel-
oping countries. The consequence of the 
imposition of specialisation patterns in the 
context of ruptured systems of reproduction 
is that the prices and values of the exports 
from these countries are subject to continu-
ous downward pressure, something which 
is implicitly denied by Ricardo’s doctrine of 
comparative advantage on the basis of the 
tacit assumption that all trading countries 
can revert to the production of all goods 
should they not obtain the relative prices they 
desire.

H. Nicholas
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Nationalisation

Nationalisation is the seizure of private prop-
erty by public authorities. The political, eco-
nomic, administrative and judicial character 
of a seizure can vary. The reason, aim, agent, 
and method of seizure determine whether it is 
a confiscation, socialisation, collectivisation, 
etatisation, or municipalisation. Technically, 
confiscation is seizure of a particular private 
property; collectivisation and socialisation 
diffuse ownership to certain sectors of soci-
ety; etatisation and municipalisation reflect 
the central or decentralised character of the 
public authority; nationalisation indicates on 
whose behalf the seizure takes place. 

The general judicial concept for seizures 
is expropriation. Literally, expropriation has 
transitivity with nationalisation and the two 
terms are used interchangeably in the broad 
meaning of seizure. The narrower terminol-
ogy corresponding to expropriation is emi-
nent domain, compulsory purchase, and 
acquisition; all of which involve delegation 
of this authority to third parties for specific 
public purposes. The justification for sei-
zure is ‘public interest’, which represents the 
interests of a population specified in terms 
of social classes, administrative scales, or 

economic sectors. The seizure may produce 
permanent or temporary hybrid forms of 
ownership other than state ownership, such 
as co-operatives, quasi-public corporations, 
and autonomous institutions.

Expropriation is mainly theorised by 
Marxist political economy, which proposes 
the seizure of the means of production for 
the socialisation of private property. As a 
widespread political practice in the 20th cen-
tury, nationalisation has been a process in 
decolonisation involving the seizure of foreign-
owned property as a legitimate measure to 
consolidate national sovereignty. Current 
scholarly discussion focuses on the degree of 
compensation to be paid in nationalisations, 
determined by the conceptualisation of public 
interest and sovereignty.

Historical and theoretical 
background
The main premise of nationalisation is the 
nation state. The nation state is the modern 
form of state based on citizenship instead of 
kinship. Citizenship developed in the burgs 
of Europe under feudalism but its embryonic 
form was seen in Ancient Rome. Citizenship, 
which was not based on nations at this stage, 
conferred individual freedom and the right to 
ownership. Roman law restricted individual 
rights on behalf of common interest. The 
state’s exceptional authority to seize private 
property (imperium) was based on sovereignty 
over the communities, whose members had 
the right to own property (dominium). The 
duality of dominium–imperium later trans-
formed into the modern private–public 
dichotomy. 

After the disintegration of the Roman 
Empire, the emerging feudal regimes in 
Europe did not distinguish between public 
and private interests in the modern sense. 
As the bourgeoisie ascended to the rul-
ing position in the modern era, the ‘private’ 
came to correspond to the sphere of indi-
vidual capitalist economic activities, and 
the ‘public’ to the common interests of soci-
ety. Expropriation of private property by the 
nation state (i.e. nationalisation) became 
an exceptional procedure justified by public 
interest that was assumed to be above class 
interests. 

In the building of nation states, the act 
of seizure functioned as a means of primi-
tive accumulation and secularisation. The 
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enclosure movement in England (which 
accelerated in the 17th century) expropri-
ated small peasants’ lands, while it played 
a secularising role during nationalisa-
tion of Church property during the French 
Revolution (1789). The same year, the Bill of 
Rights adopted by the US Congress approved 
the notion of ‘eminent domain’, restricting 
seizure of private land to the condition of 
public use and the payment of compensation. 
During decolonisation, nationalisation was 
utilised to seize foreign-owned property and 
in order to consolidate the emerging national 
bourgeoisie. 

Marx (1978/1867) asserted that production 
was socialised as the development of capital-
ism centralised and concentrated production 
and at the same time private property. The 
centralisation and concentration of capital 
paved the way to mass production on an ever 
greater scale. Proletarian revolutions would 
‘expropriate the expropriators’, thus complet-
ing the process of integration of production. 
Marx used the term ‘socialisation’ for the 
total transformation process. He anticipated 
that the first harsh phase of socialisation 
(‘accumulation of capital’) would inevita-
bly lead to the second phase of socialisation 
(‘expropriation of expropriators’), which 
would be easier, merely involving a transfer of 
ownership.

On the eve of the 20th century, Hilferding 
(1910) explained the vertical and horizontal 
integration of industry under the dominance 
of financial capital. According to his termi-
nology, ‘socialisation’ of banks through con-
centration of capital would lead to centralised 
control of large-scale production while the 
liquidation of small-scale production through 
competition would socialise the assets of 
such producers. Socialisation of production 
necessitated integration of individual produc-
tion units. However, it is known that capital-
ist monopolisation does not carry integration 
through to fruition. 

Lenin’s (1964/1917) contribution to the dis-
cussion elucidated the economic and admin-
istrative organisation under working-class 
power. He asserted that Soviet power would 
disintegrate the capitalists’ bureaucratic con-
trol over capital through workers and peas-
ants’ seizures, and reorganise production 
through planning. Indeed Marx (1973/1871) 
had also attributed the failure of the Paris 
Commune to not having organised co-opera-
tive production under a general plan.

Two approaches to nationalisation emerged 
in revolutionary movements. Syndicalism 
emphasised self-management of enterprises 
after being seized by workers as the break-
ing point from capitalism. This approach, 
inspired by the ideas of anarchism, opposed 
the centralisation of the control over pro-
duction. In contrast, Bolshevism considered 
nationalisations a critical phase in the sociali-
sation process, freeing the productive forces 
from the constraints of old production rela-
tions. According to orthodox Marxism, pro-
ductive forces are expected to mature as they 
are integrated through planning, eventually 
closing the gap between ownership and man-
agement. Basically, the dispute was about 
who should lead nationalisations and organ-
ise nationalised enterprises: the workers of 
the enterprises or the political power.

The implications of these ideas have been 
challenged in two sets of nationalisation 
experiences throughout the 20th century. The 
first comprises those in Europe that arose as 
a response to the consequences of the First 
World War and the ideological polarisation in 
the aftermath of the Second World War. The 
second comprises the rise of nationalisation 
in the decolonisation period and its retreat 
with the restoration of imperialist relations. 
The practice of nationalisation will be dis-
cussed in these two phases. Their residue is 
assessed in current discussions on the past 
and future of nationalisations in the early 21th 
century.

First phase (1917–50)
In the run-up to the First World War and dur-
ing the years after it nationalisations were car-
ried out under different agendas. The Mexican 
Revolution established the 1917 Constitution, 
which gave the government an inalienable 
right to all underground resources, aimed 
at preventing oil exploitation by foreigners. 
Simultaneously, the nationalisation practices 
after the October Revolution in Russia laid 
the ground for the Soviet socialist state. On 
the other hand, partial nationalisations imple-
mented in Germany after the First World War 
were influenced by the demand of unions to 
involve workers in enterprise management to 
promote the ‘socialisation’ of enterprises as 
autonomous units.

Systematic nationalisations were car-
ried out by etatist and socialist regimes after 
1929, particularly in countries devastated by 
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the war and the Great Depression. Some of 
the nationalisations were aimed at saving 
bankrupt private enterprises by the injection 
of public funds, with the intention of even-
tually returning them to private ownership. 
However, these nationalisations to bail out 
firms were applied selectively. As relations 
between imperialist powers deteriorated, in 
fascist Italy and Germany, nationalised enter-
prises were integrated into the state-owned 
military industry and not reprivatised. 

The rise in resort to protectionist measures 
during the Great Depression led to the frag-
mentation of the capitalist world economy, 
resulting in a loss of faith in liberal economic 
theories. Keynes (1936) pointed out that state 
regulation of aggregate expenditures could 
maintain high levels of employment and 
investment, thereby forestalling the pres-
sure for nationalisation. In the aftermath of 
the Second World War, economic planning 
was introduced to avoid nationalisations in 
the reconstruction of war-ravaged capitalist 
economies. 

The bureaucratisation theories posited by 
Rizzi (1985/1939) in the inter-war years, which 
connected the formation of a new management 
class to nationalisations, became more relevant 
in the post-war period as public enterprises 
flourished. Another analysis of nationalisa-
tion qualified it as a temporary measure serv-
ing capitalists’ interests. Dobb (1958) pointed 
out that the function of the nationalised sector 
in capitalist economies was to purchase the 
outputs of, and to supply inputs to, the private 
sector. According to Dobb, enterprises nation-
alised because of bankruptcy could be expected 
to be reprivatised after their financial recovery 
under public management.

The nationalisation experiences in the wake 
of the Second World War developed in two 
grounds. In Western Europe where capital-
ism reigned, selective nationalisations were 
implemented and commissions for self-
management were established along trade 
union demands. In Eastern Europe where 
the People’s Democracies were founded, 
widespread nationalisations were reinforced 
with land reform and economic planning. 
The People’s Republic of China (PRC), on 
the other hand, brought private enterprises 
into joint state-private management as a step 
towards nationalisation and delivered collec-
tivised land to the communes. 

Both in the capitalist and socialist coun-
tries, nationalisations had a confiscatory 

nature as a sanction for past national and pub-
lic offences during fascist occupation. This 
opened a debate on the legitimacy of seizure 
and the liability of compensation. The peace-
ful co-existence policy in Europe resulted in 
attempts to merge communist principles with 
capitalist logic in international law. 

Katzarov (1959) distinguished between 
nationalisation and expropriation, relat-
ing the former to a justified public issue and 
attributing a penal character to the latter. 
Bystricky (1956) on the other hand advocated 
the universal legitimacy of nationalisation 
without indemnity as a human right. In con-
trast, Seidl-Hohenveldern (1958) argued that 
both nationalisation and expropriation neces-
sitated full compensation. Shao-chi (1956) 
theorised the redemption of the national 
bourgeoisie as a peaceful means of transition 
to socialism through state-capitalism. These 
diverse ideas had implications in the decolo-
nisation process.

Second phase (1950–2000)
International law specified ‘prompt, adequate 
and effective compensation’ (the Hull stand-
ard) as a condition for nationalisation in 
the wake of Mexico’s nationalisation of US 
assets in 1936. In the post-war period, the 
United Nations (UN) recognised the right 
to nationalise in 1952 with Resolution No. 
626 (VII) as part of permanent sovereignty 
over natural resources. A decade later, with 
Resolution No. 1803 (XVII), the justified 
grounds for nationalisation were stipulated 
as public purposes, security, or national inter-
ests, and appropriate compensation was set 
as a condition. In 1974 the UN adopted the 
Calvo doctrine that recognised the validity of 
the legislation of the home country in cases 
of legal disputes, against the opposition of 
France, Germany, Britain, Japan, and the US.

In the implementation of nationalisa-
tion, the countries that gained independ-
ence from colonial rule were influenced by 
the development strategy propagated and 
exemplified by the Union of Soviet Socialist 
Republics (USSR). The Soviet industriali-
sation experience (the First Five Year Plan 
taking place between 1928 and 1932) was 
a development model based on planning 
in a nationalised economy. By contrast, the 
Tennessee Valley Authority (nationalising the 
Tennessee Electric Power Company in 1939) 
implemented during the New Deal was used 
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by the US to show that capitalism could also 
use planning and public entrepreneurship for 
development. 

The states that joined the Non-Aligned 
Movement (initiated in 1961) were attracted 
to the Soviet model in varying degrees, some 
using nationalisation as a political tool against 
imperialism and others as an economic tool 
for bargaining with foreign capital. The 
organisation of nationalised resources deter-
mined the orientation of the country towards 
the socialisation of the economy or towards 
reintegration into the world economy. In some 
countries the infusion of imperialist capital in 
the form of development funds from interna-
tional financial institutions contributed to the 
rearticulation of capitalist relations. 

Diverse experiences inspired controver-
sial ideas on the role of nationalisations. 
Poulantzas (2000/1978) maintained that 
nationalisations in a capitalist context have 
to be distinguished from nationalisations for 
socialisation. When it came to the process of 
socialisation, Bettelheim (1975/1968) used 
the term ‘chronological gap’ for the histori-
cal delay in the development of socialist prop-
erty relations from legal form to social reality. 
Guevara (1964) held that moral incentives in 
the planning process would close this time 
gap by accelerating the development of pro-
ductive forces, mitigating the need for mate-
rial incentives. 

The discussion stemmed from the quest 
to follow a self-sufficient path of inde-
pendent development. The uneven devel-
opment between economic and political 
structures in post-colonial countries neces-
sitated revolutionary voluntarism to over-
come economic deficiencies. This opened a 
theoretical polemic between the advocates 
of gradual economic development towards 
socialism through a transitional moment of 
private ownership accompanied by market 
relations, and the advocates of political accel-
eration of development transcending through 
social mobilisation the economic phases 
assumed to be historically imperative. The 
first approach led to the Liberman reforms 
in the USSR while the second approach was 
implemented in the Great Leap Forward in 
the People’s Republic of China.

Among the ‘Third-World’ countries, the 
pragmatic-temporary implementation of nation-
alisation (namely selective expropriation) 
instead of its programmatic-institutional imple-
mentation (pursuit of socialisation) determined 

the persistence of the policy. In due course 
the former predisposition resulted in the 
competition among developing countries 
to attract foreign capital which they had pre-
viously considered an obstacle to independ-
ent development. After 1980 two important 
trends of neo-liberalism, namely globalisa-
tion and administrative decentralisation, 
advanced as the prospect of defending 
national public interests against the col-
laboration of international and local private 
interests waned.

The dissolution of socialism in the 1990s 
accelerated these trends. Commitments made 
to refrain from expropriations in bilateral and 
regional free-trade agreements invalidated the 
political legitimacy of nationalisations carried 
out in the past. The term ‘seizure’ now came 
to denote moderate measures against for-
eign investments (‘creeping expropriations’) 
with full compensation implied. According 
to UNCTAD (2012), foreign investments that 
were nationalised in the 1970s were subjected 
to indirect expropriations. The new grounds 
for nationalisations accepted as justified are 
motivated by environmental, public health, 
and welfare concerns.

The terminology of international law in 
the new millennium categorises seizures as 
direct expropriations and indirect expropria-
tions which are defined variously in bilateral 
investment treaties, generally enlarging the 
scope of compensation. The International 
Centre for Settlement of Investment Disputes 
(ICSID), established to arbitrate disputes 
between home countries and investor firms, 
focuses on claims of indirect expropriation 
and discriminatory measures. The awards 
are especially biased against expropriations 
related to political reactions (Libya–BP, 1973), 
popular protests (Argentina–Vivendi, 2009), 
and protectionist policies (Hungary–ANC, 
2006). 

Individual country experiences
In the colonial period, the colonisers had 
used land seizures for primitive accumula-
tion, such as the confiscation of land belong-
ing to blacks by the British in South Africa 
(1870–85). As a reaction, anti-colonial move-
ments took over property of foreign set-
tlers, like those of the Europeans in Algeria 
(1962). In the age of imperialism, seizures 
became a means of maintaining national 
sovereignty, the foremost example being the 
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nationalisation of the Suez Canal in Egypt 
(1956).

The legitimacy of nationalisation was 
manipulated in the confiscation of property 
of social minorities, perceived as exploiters 
and usurpers of national resources. An exam-
ple of nationalisation of assets of economi-
cally dominated groups is the transfer of the 
Chinese-dominated financial sector to the 
indigenous privileged classes in Indonesia 
(1960s). By contrast, in the nationalisation 
of land belonging to Palestinians by Israel 
(1949), the expropriators were the economi-
cally dominant groups.

In Latin American countries, various 
national movements united against compra-
dor political elites and limited the economic 
power of foreign investors over domestic 
resources. Land redistribution and nationali-
sations of natural resources were carried out 
by corporatist political leaders such as Peron 
in Argentina (presidency 1946–55, 1973–74), 
Cardenas in Mexico (presidency 1934–40), 
and Vargas in Brazil (presidency 1930–45, 
1953–54). 

Nationalisations implemented in revolu-
tionary processes were carried out not only 
through administrative and legislative meas-
ures but also through organised mass move-
ments. The seizure of colonisers’ lands by 
Vietnamese peasants was organised during 
the 1930s by the Indochinese Communist 
Party; the Cominform decision in 1947 to 
implement further nationalisations was real-
ised with the seizure of small-scale enter-
prises by the Communist government in 
Bulgaria. A singular example was seen in 
Ethiopia in 1974 where nationalisations 
were combined with the mobilisation for 
education. 

In some developing countries, national-
ist governments tried to create an economic 
model distinct from socialism. These were 
indigenous variations of the so-called ‘third 
way’ espoused by the Non-Aligned Movement 
established in 1961. Governments that imple-
mented nationalisations without the aim 
of ‘expropriating the expropriators’ gave 
names to their regimes to indicate the singu-
larity of their development models; such as 
Estato Novo (New State) in Brazil (1937–45), 
Demokrasi Terpimpin (Guided Democracy) 
in Indonesia (1957–66) and Ba’ath (Arab 
Socialist Resurrection) in several countries in 
the Middle East. In some countries, commu-
nist movements that pressed the moderate 

governments to continue nationalisation were 
either pacified (Portugal, 1974–75) or elimi-
nated (Indonesia, 1965–66). 

Religious institutions in some Christian 
and Muslim countries inhibited or even 
reversed nationalisations. Nationalisations 
were prohibited by the conception of Islamic 
finance in Sudan (1970s), and prevented by 
Islamic principles in Iran (1982). Catholicism 
was among the important factors in the res-
toration of previously nationalised private 
property under Falangism in Spain (1939) and 
after the dissolution of the People’s Republic 
in Poland (1989). 

In certain cases, public institutions created 
through nationalisations merged with tradi-
tional social structures, with varying results. 
The attempt in Iraq (1958) and Libya (1969, 
1977) to liquidate feudal dominance while 
preserving the rural social structure to which 
egalitarian relations were attributed proved 
unsuccessful. In Hungary and Romania 
between the end of the Second World War and 
the mid-1980s, on the other hand, the collec-
tivisation in land promoted the social position 
of women. However, in the socialist coun-
tries, the subsequent reintroduction of market 
relations in the 1980s generated pressure for 
the restoration of conservative social order.

The planning organisations that had con-
solidated the nationalised enterprises were 
later used in the restoration of private prop-
erty. In Yugoslavia (1953) and Algeria (1988) 
decentralised planning that accompanied 
self-management of nationalised enterprises 
resulted in the revival of competitive relations. 
Granting autonomy to public enterprises 
was theorised as ‘market socialism’ in the 
People’s Republics, where the endorsement 
of the profit maximisation principle ended 
the socialisation process. 

The leaders of some national liberation 
movements that had achieved nationalisa-
tions in their countries later endorsed priva-
tisations under the influence of neo-liberal 
thinking. As globalisation became the watch-
word, the pursuit of public interests and the 
concern for independence were degraded, 
paving the way for denationalisations. 
Exemplified by the Nationalist Revolutionary 
Movement in Bolivia, Ba’ath in Syria and the 
African National Congress in the Union of 
South Africa, they abandoned the non-capi-
talist development strategy in the wake of the 
dissolution of the actually existing socialist 
alternative (1990s). 
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Apart from the countries where coun-
ter-revolutionary governments eventually 
relinked them to the global capitalist sys-
tem by forced marketisation ‘reforms’ such 
as Chile (1975), the main argument of the 
majority of post-colonial states for deregulat-
ing their economies was the need for capital 
investment. However, in order to attract for-
eign capital, it had to be indemnified from 
nationalisation. This necessitated acceptance 
of seizures as ‘expropriations’ that required 
prompt, adequate and effective compensa-
tion. Consequently, some countries (such 
as Bolivia and Ecuador in the early 2000s) 
rejected demands for compensation payment 
in seizures that they considered as a right of 
sovereignty. 

Nationalisation as a makeshift towards rep-
rivatisation was also applied in crisis-stricken 
peripheral countries as some post-colonial 
states sought financial aid from interna-
tional financial institutions, thus renewing 
dependence on imperialist capital. However, 
economic crises triggered by foreign debt 
reintroduced nationalisation to bail out bank-
rupt private financial institutions through the 
injection of public funds. Banks in Mexico 
(1982) and Peru (1987) were nationalised, 
burdening the public sector with liabilities. 

The privatisation of nationalised assets in 
various countries in the neo-liberal period 
was hindered by various factors. Argentina 
cancelled planned privatisations after the 
decision to renationalise the postal service 
(2003) following its refusal to go along with 
International Monetary Fund demands. 
Nationalist feelings against the Chinese 
minority in Indonesia and in the Philippines 
also slowed down the privatisation process 
when it was introduced in the 1980s. In some 
countries, some of the public enterprises 
whose seizure had been vital in the nationali-
sation process were protected against privati-
sation, as they were still qualified as ‘strategic 
sectors’.

Current discussions 
The frequency of nationalisations throughout 
the 20th century has been studied by many 
scholars. Minor (1994) carried on Kobrin’s 
(1984) research, which covered the 1960–79 
period, to the year of the collapse of the Soviet 
Union. Hajzler (2010) updated the research 
while Tomz and Wright (2010) extended it 
back to the beginning of the 20th century. 

These studies subsume all seizures under the 
concept of expropriation. They thus reflect a 
shift in the scholarly perception of nationali-
sation policies and practices towards a frame-
work that ignores the political antagonism 
between imperialism and anti-imperialism. 

Kobrin uses the term ‘expropriation’ inter-
changeably with ‘nationalisation’. He dis-
tinguishes between selective and massive 
expropriations, attributing an ideological 
character to the latter. As developing coun-
tries find more effective ways to cope with 
foreign firms, nationalisations become less 
frequent. Reaching a peak during the mid-
1970s in Africa, Latin America, and Asia, the 
option of nationalisation was mostly used as a 
bargaining chip against core countries rather 
than being implemented for a political objec-
tive. This pragmatism was reflected in the lev-
ying of taxes on and the regulation of direct 
foreign investments in the 1980s. Kobrin 
points out that this tendency is the result of 
backsliding from the anti-imperialist stance 
that was the basis of most nationalisation.

Minor provides information on the privati-
sations in the 1980s of previously nationalised 
assets. Some selective expropriations were 
observed during this period. States which had 
previously conducted nationalisations on a 
broad scale (such as Egypt, Vietnam and China) 
enacted legislation prohibiting nationalisation 
of foreign investment. Minor anticipates that 
the results of privatisations may engender a 
new wave of nationalisations in the future.

Kobrin and Minor’s framework, which 
had taken into consideration social move-
ments politically inclined to anti-imperialism, 
underwent a change in the literature of the 
2000s. The studies of nationalisation took a 
technical form, focusing on economics and 
management. This shift is peculiar because 
of its incongruity with new trends. On the 
one hand, many states are resorting to regu-
lative measures in crises caused by neo-liberal 
policies. On the other hand, a new anti-
imperialist political trend has emerged in 
Latin America where a resurgence of nation-
alisation measures has taken place. Although 
a Multilateral Investment Guarantee Agency 
(MIGA) was established to promote foreign 
investment in developing countries and press 
for protection from nationalisations, it seems 
not to have influenced the policies of some 
Latin American states.

Duncan (2006) argues that nationalisations 
are not prompted by political and economic 
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crises but rather by fluctuations in the prices 
of raw materials. Against Kobrin’s empha-
sis on the ideological aims of the national-
ising state, he points out that the appeal of 
nationalisation is that it can be used to satisfy 
popular expectations. According to Duncan, 
‘revolution’ and ‘sovereignty’ are used only 
as pretexts to legitimise state intervention in 
the economy. Hence, in developing countries, 
nationalisation is not implemented to realise 
an anti-imperialist political strategy; rather it 
is utilised as a makeshift expedient.

Chang et al. (2009) conceptualise nation-
alisation in the same pragmatic framework. 
The swings between economic crises and 
institutional reform reflect the trade-off 
between ‘efficiency’ and ‘equity’. The demand 
for equity motivates nationalisation, but 
efficiency necessitates privatisation; hence 
nationalisation–privatisation cycles are gen-
erated. Chang et al. maintain that the nation-
alisations in Bolivia, Venezuela, and Zambia 
have been induced by fluctuations in raw 
material prices; therefore, these states may be 
expected to reverse this policy depending on 
market conditions.

Hajzler explains nationalisation policies 
from a technology angle: the preponderance 
of natural resources and public services sub-
jected to nationalisation arises from their 
technology-intensiveness. It is the increas-
ing profitability of certain economic sec-
tors in private hands that generally induces 
nationalisations in developing countries. 
Tomz and Wright hold that nationalisation is 
‘sovereign theft’, an act of expropriation that 
should be compensated. They ignore that 
those countries implementing nationalisa-
tions during the last century have been subject 
to colonisation and to unequal trade treaties 
under military threat. Therefore, the legacy 
of imperialism vanishes in this assessment of 
nationalisations.

Harvey (2007) explains the flux between 
nationalisation and privatisation as oppor-
tunities for the adjustment to changing 
imperialist hegemony and capital accumu-
lation strategy. As an example he refers to 
the aftermath of the nationalisation of oil in 
Iran by the Mosaddegh Government (1951). 
A coup toppled the government and dena-
tionalisation transferred the oil assets to a 
US company instead of the previous British 
proprietor company, a change reflecting 
the new imperialist hierarchy. Likewise in 
Chile, General Augusto Pinochet reversed 

nationalisations carried out by Salvador 
Allende (1970–73) only after his rival (General 
Gustavo Leigh, a Keynesian) was sidelined in 
1975 and export-led growth was favoured over 
import substitution. 

Ha-Joon Chang (2007) analyses the utili-
sation of nationalisation by governments on 
behalf of capital when faced with national or 
sectoral crises. Interestingly, he uses argu-
ments against state ownership put forth by 
market-oriented thinkers against policies 
of liberal governments. He suggests that 
Kornai’s criticism of soft budget constraints 
in state enterprises in former socialist coun-
tries could be applied to the bailing-out of 
banks through nationalisation, which he 
describes as the privatisation of gains and 
socialisation of losses.

There appears to be an increasing main-
stream concern to mitigate the pressures that 
make for the nationalisation–privatisation 
cycle. This may reflect uneasiness over the dis-
content arising from the results of the deregu-
lation policies advocated by the Washington 
Consensus. Chua (1995) proposes re-regula-
tion, accompanied by ‘institutional reforms’ 
against the resurgence of protectionism and 
the rising awareness of ‘ecological colonial-
ism’, in order to consolidate privatisations. 

About two decades after the implementa-
tion of the Washington Consensus, the con-
cern to sustain neo-liberalism in the face of a 
global economic crisis has again put nation-
alisation on the neo-liberal agenda under the 
premises of the post-Washington Consensus. 
Stiglitz advocates the nationalisation of banks 
subsidised by government in the US (2009) 
and also nationalisation of natural resources 
subject to inequitable contracts in Latin 
America (2006), in order to protect foreign 
investment on a broader scale (i.e. capital 
exports, the basic form of imperialism).

Ali Somel 
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Neo-Liberalism and 

Financialization

Neo-Liberalism 
According to David Harvey (2005: 2) neo-
liberalism ‘proposes that human well-being 
can best be advanced by liberating individual 
entrepreneurial freedoms and skills within 
an institutional framework characterized by 
strong private property rights, free markets 
and free trade’. Neo-liberals therefore believe 
that free markets need to be unshackled from 
the demand management of the economy and 
society so that individuals can then follow 
their self-interests. 

It was after the Second World War that 
demand management of national economies 
took centre stage when many governments 
sought to impose Keynesian policies, such 
as national bargaining with trade unions over 
wage levels in order to forecast wage costs 
and consumer demands. Neo-liberals, how-
ever, jumped on the inflationary tendencies 
of Keynesianism in order to push forward 
their own agendas. For example, during the 
1970s higher wage demands from organised 
labour in the US and Western Europe led to 
increased prices, which were then tackled 
by cuts in public expenditure. But this ran 
into other problems, not least the spectre of 
industrial action by trade unions to maintain 

living standards (Crouch 2011: 14). To coun-
ter these inflationary tendencies neo-liberals 
broadly argued, and indeed still argue, that 
individuals should be encouraged to inter-
act with one another through their ego and 
self-interest in free markets rather than rely 
on a state to make economic calculations for 
them. Spontaneous order throughout soci-
ety will as a consequence emerge (Birch and 
Mykhnenko 2010: 3). Social policy cannot, 
then, be used to ameliorate social inequali-
ties thrown up by free-market economic pro-
cesses and practices. Instead, neo-liberals 
take it for granted that ‘the economic game, 
along with the unequal effects it entails, is 
a kind of general regulator of society that 
clearly everyone has to accept and abide by’ 
(Foucault 2008: 143).

None of this implies that neo-liberals are 
entirely anti-state as such. Indeed, Harvey’s 
definition also usefully draws attention to the 
fact that for neo-liberals free markets require 
an ‘institutional framework’ if free markets 
are to prosper. This is an extremely impor-
tant point if for no other reason than the fact 
that neo-liberalism is often thought to only 
promote free markets in society. But this 
is not true. While supporting free markets 
neo-liberals have also been keen supporters 
of the need to ensure that a strong interven-
tionist state is evident in society in certain 
areas. Early neo-liberal ideas say as much. 
Emerging in Germany during the late 1920s, 
and comprising thinkers such as Walter 
Eucken, Franz Böhm, Alexander Rüstow, 
Wilhelm Röpke, and Alfred Müller-Armack, 
the Freiburg School explicitly thought that 
‘entrepreneurship is not something that is 
“naturally given”, akin to [Adam] Smith’s 
idea of the natural human propensity to truck 
and barter. Instead it has to be fought for and 
actively constructed’ (Bonefeld 2012: 636). 
These ‘ordoliberals’ held strongly on to the 
belief that the pursuit of private property, self-
interests, entrepreneurial determination, and 
so on also had to be socially ordered through 
the state. After 1945 this brand of new liberal 
thinking was complemented by other lumi-
naries in the economic world. Most notable 
of these economists was Milton Friedman, 
whose work at the University of Chicago with 
liked-minded colleagues criticised Keynesian 
demand management of the economy in 
favour of deregulation and monetarism. 
Unlike ordoliberalism, the neo-liberalism 
of Friedman et al. was more anti-state and 
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advocated a larger degree of pro-market strat-
egies in policy-making (Peck 2010). 

Even so, those following Friedman’s brand 
of free-market ideology were also adept at 
using state power for their own ends. For 
instance, one of the first experiments in 
implementing neo-liberal policies in fact 
arrived in an authoritarian state system in 
Chile when in 1973 Augusto Pinochet staged 
a coup d’état against the democratically elected 
government of Salvador Allende. As well as 
rounding up, imprisoning, and killing many 
in the opposition, Pinochet also called on the 
help of neo-liberal economists to apply their 
brand of free-market economics (Crouch 
2011: 15). The next notable large-scale neo-
liberal offensive came in 1979 with the elec-
tion of Margaret Thatcher’s Conservative 
Government in the UK. Privatising nation-
alised industries and passing legislation to 
strengthen the forces of law and order were 
just two broad policies that demonstrated 
Thatcher’s commitment to a free economy 
and strong state (Gamble 1988). Anti-
inflationary policies were also pursued to 
avoid wage-price instabilities and overloaded 
governments, while rising levels of unem-
ployment and poverty were deemed accept-
able because they helped to loosen labour 
markets (Cerny 2008: 18–20; O’Connor 
2010: 698). Under the presidency of Ronald 
Reagan the US pursued similar policies, while 
neo-liberal ideology more generally spread 
throughout the global world during the 1980s. 

Despite these real effects of neo-liberal 
policies some critics nevertheless argue 
that many theories of neo-liberalism estab-
lish ideal-typical models which fail to take 
account of the complexities of societies. 
Wacquant (2012) in particular finds fault with 
what he considers to be one-sided views of 
neo-liberalism. Marxists for example regard 
neo-liberalism as a strictly economic macro 
project best encapsulated through the beliefs 
that neo-classical economics, privatisation, 
and ‘small states’ work best to safeguard 
capitalist interests and power. Foucauldians 
on the other hand regard neo-liberalism as 
a more concrete and contingent social pro-
ject comprising a ‘conglomeration of calcu-
lative notions, strategies and technologies 
aimed at fashioning populations and people’ 
(Wacquant 2012: 69; see also Barnett et al. 
2008). In contrast to these two approaches, 
Wacquant prefers to analyse neo-liberalism 
as neither a strictly economic project nor a 

series of concrete governing techniques. For 
Wacquant neo-liberalism is therefore best 
viewed as a state project that includes fiscal 
constraints over welfare policy alongside an 
increase in penal policies aiming to curb dis-
orders generated by welfare reform. 

Jessop (2013), however, also reminds us 
that neo-liberalism has assumed different 
guises during specific periods in time and 
in specific countries. In other words, neo-
liberalism has not remained an unchanging 
and static phenomenon as is perhaps sug-
gested by Wacquant’s definition. In the United 
Kingdom alone neo-liberalism has altered 
its form under successive Conservative and 
Labour governments from the 1980s through 
to the 2000s (Kiely 2005: 32–33). Moreover, 
neo-liberal policies have been adapted to suit 
different contexts, from the neo-liberal shock 
therapy in Russia during the collapse of the 
Soviet Union to Atlantic neo-liberalism in the 
United Kingdom and US, to neo-liberalism 
in developing countries, and finally to Nordic 
neo-liberalism (Jessop 2010: 172–174). It is for 
this reason, as Peck (2010: 20) recognises, that 
neo-liberalism does not have fixed coordinates 
of explanation as such, but rather represents 
a ‘problem space’ that resides within and at 
the boundaries of the state but also seeks to 
socialise institutions residing in civil society to 
take on a free-market ethos. Neo-liberals have 
therefore recognised the need to develop their 
ideas in order to suit the times they find them-
selves in and to convince sections of the pub-
lic and policy-makers that the future resides in 
perpetuating the neo- liberalisation of society.

Neo-liberalism also shares a relationship 
with what has become known as financialisa-
tion. In actual fact, the two often work off from 
one another. Neo-liberal projects across the 
world have for example privatised the public 
sector, thus preparing the way for private inves-
tors to take over the running of particular social 
services and repackage them for financial mar-
kets and investors. Neo-liberalism promotes 
deregulation throughout society, including 
the financial sphere. For example, it ‘imposed 
strong macro stability, and the opening of trade 
and capital frontiers’ for finance (Duménil and 
Lévy 2011: 18). But what exactly is financialisa-
tion? It is to this question that we now turn.

Financialisation
In one sense financialisation simply points 
towards ‘the increasing role of financial 
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motives, financial markets, financial actors 
and financial institutions in the operation 
of the domestic and international econo-
mies’ (Epstein 2005: 3). However, differ-
ent approaches to financialisation can be 
identified. One influential approach in the 
social sciences and humanities highlights 
how financial networks are created through 
financial categories and financial models 
themselves, which not only ‘describe econo-
mies … but are intrinsic to the constitution of 
that which they purport to describe’ (Langley 
2008: 25). In this respect finance can be 
analysed as being ‘performative’ insofar as 
financial models and other financial devices 
and objects create a certain calculative logic 
among agents and objects and this in turn 
helps to shape the economy. In this defini-
tion, then, performativity designates the 
point at which an object is brought into being 
at the moment it is performed in concrete 
events. 

One illustration of this type of performa-
tivity would be a financial model for prices 
which brings into being a set of prices, and 
thus changes actual existing prices, the 
moment it is performed in certain economic 
markets. For instance, options are a type of 
financial derivative based on the idea that one 
trader has the right to either buy an option 
at a stated time for a fixed price, for example 
to give $5 to another trader for the option 
to buy crude oil at $75 in six months, or sell 
an option at a point in time for a fixed price 
(Scott 2013: 68). One problem with options, 
though, has been how to decide when it is 
indeed the best time to buy them in the first 
place. This problem was ‘solved’ in 1973 by 
the Black–Scholes model in which stipulated 
that ‘it was possible to construct a portfolio of 
an option and a continuously adjusted posi-
tion in the underlying asset and lending/bor-
rowing of cash that was riskless’ (MacKenzie 
2007: 58). According to MacKenzie, the 
influence of the Black–Scholes model went 
beyond simply presenting a ‘correct’ solution 
to a particular economic conundrum. Instead 
it started to change the behaviour of option 
traders. After all, the model was soon highly 
regarded in academic circles, it was sim-
plistic enough for traders to understand its 
basic principles, and it was publicly available 
through newly established personal comput-
ers. It is in this sense that the model helped 
to socially construct, or ‘perform’, economic 
reality in accordance with its own principles 

and thereby opened up a space for derivative 
traders to make seemingly ‘rational’ calcula-
tions about the buying and selling of options 
(compare Callon 2007). 

For Arvidsson and Colleoni, such illustra-
tions imply that financial markets are directed 
by ‘calculative frames’ of ‘convention’ that 
enable a ‘rational analysis’ of financial mar-
kets to come into being among financial 
actors. These calculations and social conven-
tions in turn guide interpretations of financial 
data and lead to financial evaluations of com-
panies and goods among different financial 
communities. Knowledge about the reputa-
tion of a company, say, Facebook, thereby 
circulates through these communities and 
can help encourage investments in the com-
pany in question (Arvidsson and Colleoni 
2012: 142). Financial models and modes of 
calculation are also attached to other means 
of communication. One obvious illustration 
in this respect is the huge growth of informa-
tion about finance in popular media (see also 
Thrift 2005). 

However, if one argues that capitalism 
works within ‘rational’ calculative frames 
of convention then, as Engelen et al. (2012: 
367) observe, this further implies that finan-
cial practices are to some degree predict-
able because certain rules of ‘convention’ 
are followed by financial actors. Engelen et 
al. suggest this gives a misleading picture of 
global finance, primarily because far from 
being predictable, global finance in fact oper-
ates in highly unpredictable circumstances. 
Financial strategies do not follow a set pat-
tern or logic but more often evolve from a set 
of volatile circumstances which prove impos-
sible to foresee. And such unpredictability 
is deeply embedded in the global financial 
architecture (Engelen et al. 2012: 367). 

This is an important point because it sug-
gests that the manner in which capitalism 
operates is not only found at a concrete level 
of calculations and conventions, but also 
operates at a deeper structural level where 
contradictions and dilemmas are evident. 
Starting from the standpoint of critical 
political economy, this alternative viewpoint 
attempts to understand how financialisation 
has become entrenched in the daily economic 
decision-making of major actors and cor-
porations in the global capitalist economy. 
While not denying the importance of cultural 
conventions, critical political economy also 
explores how finance has become a growing 
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source of profits throughout the global econ-
omy (Krippner 2011: 27). 

To give just one illustration of what this 
mean in real terms, major corporations are 
today able to fund many of their investments 
without the help of banks. They draw rev-
enues instead by going to open financial 
markets, where they trade in bonds and equi-
ties (Lapavitsas 2013: 38). Again, many of 
these developments are related to the rise of 
neo-liberalism pursued by dominant states. 
As McNally (2006: 40) observes, those poli-
ticians who championed a move away from 
‘closed’ national economies in the late 1970s 
to a competitive global economy actually 
advocated not the freeing up of trade as such 
but the liberalisation of capital. This then 
helped to pave the way for various forms of 
financialisation to take on highly complex 
appearances like derivatives and hedge funds 
(for a good discussion of these financial 
devices see Blackburn 2006).

At the same time, there has been a rise in 
the number of ‘financial intermediaries’ (cor-
porate lawyers, hedge fund managers, stock 
market analysts, pension fund advisors, finan-
cial traders, and so on) willing to articulate 
financial imperatives to society. Banks are a 
case in point in that they too now gain prof-
its by operating in financial markets to gain 
commissions and fees (Lapavitsas 2013: 38). 
With other financial organisations, banks 
also encourage individual households to 
increasingly take on financial burdens. So, for 
instance, during the 1990s financial interme-
diaries in the United Kingdom, with the help 
of government, made it easier for households 
to divert their savings into financial mecha-
nisms like securities which then ended up in 
secondary financial markets. The coupons 
created by these markets could subsequently 
‘be held directly by households or indirectly by 
pension funds and insurance companies pool-
ing household savings’ (Froud, Sukhdev, and 
Williams 2002: 127). Profits were thereby gen-
erated in part through these emerging mar-
kets. Financialisation has therefore penetrated 
everyday life, placing a pressure on ordinary 
working people to pursue financial avenues 
and knowledge in their day-to-day activities 
and lives, with private pension schemes being 
an obvious illustration (Martin 2002: 78). 

Among radical political economists, how-
ever, there is some disagreement about 
the form, function, and consequences of 
financialisation on the global economy. 

Post-Keynesians follow Keynes’s belief that 
a financial rentier class grows in maturity 
when capital is depressed. The rentier class is 
therefore like a parasite, feeding off the ‘real’ 
productive sections of the economy through 
forms like interest on loans (Lapavitsas 2013: 
30). For this reason the rentier class is a 
‘functionless investor’ who gains profits from 
financial market activity through their own-
ership of financial firms and financial assets 
(Epstein and Jayadev 2005: 48–49). According 
to post-Keynesians, then, financialisation 
is closely tied to an increase in the increased 
action and influence of the rentier class. 
Epstein and Jayadev (2005: 50), for example, 
estimate that the income share of the rentier 
class in the United Kingdom went up from 
11.48 per cent to 24.5 per cent between the 
1970s and 1990s. 

An alternative perspective of financialisa-
tion to post-Keynesians is that of Marxism. 
Without doubt, both Marxists and Keynesians 
share some similar assumptions such as 
their critical remarks on the rentier class. Yet 
Marxists argue that financialisation is the 
result of deeply rooted contradictions within 
the heart of capitalist production which can 
never be eradicated, while post-Keynesians 
see the problems of financialisation as being 
based on poor decisions by politicians and 
policy-makers that can in principle be recti-
fied by better management. However, there 
are different Marxist perspectives on the rise 
of financialisation. One school of thought 
sees finacialisation as the outcome of stag-
nation. By the 1970s, according to Foster and 
McChesney (2012), capitalism was dominated 
by large monopolies that had generated large 
surpluses but could not invest these in nor-
mal productive spheres such as infrastructure 
projects (railways, roads, and so on) for the 
government. Most infrastructure projects had 
already been exploited by previous capital-
ists. Therefore the financial sphere was seen 
as a way to avoid stagnation. Investments 
in speculative and debt-driven finance thus 
became attractive because of the huge profits 
that could potentially be made. Speculative 
finance soon took on a life of its own, which 
is especially noticeable in relation to the use 
of debt to bankroll speculation. In the 1970s 
total outstanding debt in the US was around 
one and half times gross domestic product 
(GDP). By 2005 it had shot up to three and 
half times GDP (Foster and McChesney 2012: 
60; see also Magdoff and Sweezy 1987).
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A different Marxist perspective draws on 
Marx’s argument that capitalism exhibits a 
propensity for the general rate of profit to fall 
over time. One of the most well-known pro-
ponents in this respect is that associated with 
Robert Brenner. He argues that capitalists 
have failed to invest in new productive capital. 
Specifically, Brenner (2002: 18) claims that 
intensified intra-capitalist competition from 
the 1960s onwards has led to ‘manufacturing 
over-capacity and over-production in forcing 
down profit rates, both in the US and in lead-
ing capitalist economies more generally’. To 
compensate for a declining profit rate capi-
talists can temporarily seek out other ways to 
make money. During the 1990s, for example, 
Brenner (2002: 224) notes that venture capital 
and financial speculation hyped up an emerg-
ing belief that a new economy was coming 
into being based in part on high-tech indus-
tries, jobs, and services. But he argues that 
the new economy owes much of its existence 
to the predatory and speculative nature of the 
(over-)accumulation of capital in its financial 
form. Many investments in the high-tech sec-
tor were and are based on financial specula-
tion rather than the production of goods with 
a foreseeable real profit gain (Brenner 2002: 
229; for a similar Marxist perspective see 
Callinicos 2010). 

Other Marxists dispute this and claim 
instead that financialisation represents the 
power of US economic global hegemony. 
Dominant capitalist nations have been will-
ing to engage in financial investment in the 
US economy on the assumption that they will 
benefit in some way from the US’s continual 
economic dominance in the world (Panitch 
and Gindin 2005). Panitch and Gindin (2012: 
135) therefore argue that the American state 
has been enormously influential in maintain-
ing the hegemony of the US dollar. Indeed, the 
Federal Reserve has managed to push liquid-
ity into the economic system when required 
to try to off-set and manage economic crises. 
For Panitch and Gindin, then, the liberalisa-
tion of capital during the 1970s and greater 
global competition was underpinned by the 
determination of the US Treasury to main-
tain a common purpose among the core 
advanced capitalist nations and global institu-
tions, which meant spreading financialisation 
across the world. The result was to bring new 
advantages to American industry. As Panitch 
and Gindin go on to note (2005: 114), from 
1984 to 2004 the US economy (GDP) grew by 

3.4 per cent, greater increase than those of 
other Group of 7 (G7) countries during this 
period, while its volume of exports averaged 
6.8 per cent between 1987 and 2004 compared 
with an average of 4.5–5.8 per cent for the 
other G7 countries.

One useful conclusion that one can draw 
from Marxism is the idea that neo-liberalism 
and financialisation do not represent rela-
tively stable socio-economic projects. Despite 
their differences, Marxists all agree that it is 
truer to say that both exhibit highly contradic-
tory tendencies. The 2008 global economic 
crash is testimony to the deep-seated irra-
tional nature of the relationship between the 
two, but evidence also suggests that more a 
country goes down the path of neo-liberal-
ism and excessive financialisation, the more 
social inequalities it will generate and the less 
income and wealth will flow to its population 
(Lansley 2012). Moreover, neo-liberalism has 
made meagre gains for many in the develop-
ing world in terms of economic growth, not-
withstanding the claims of the World Bank 
and other apologists to the contrary (see Hart-
Landsberg 2013: 80–82). More positively, the 
contradictory nature of neo-liberalism and 
financialisation creates cracks, fissures, and 
gaps in its own structures that then open 
up opportunities for those with progressive 
agendas to put forward alternative social and 
political programmes to those who celebrate 
free markets.

John Michael Roberts
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Neo-Liberalism and 

Imperialism

Introduction
Let us start with some rough definitions and 
distinctions. First, we are concerned with 
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modern imperialism and neo-liberalism, 
which are intimately connected with capital-
ism. A developed capitalist economy is one in 
which capitalists or the bourgeoisie own the 
means of production and the rest of the peo-
ple, designated as workers or proletarians, 
own only their labour power (Dobb 1946: 7; 
Marx and Engels 1969 [1848]). But the pro-
letarians are free in a legal sense: no private 
person (including corporations) can compel 
them to do anything legally without paying 
them a wage. No country has fully fitted this 
model of the capitalist mode of production. 

There is a second aspect associated with 
capitalism. Capitalists not only make their 
profit by utilising the labour power of their 
workers, they have also to compete with one 
another by using whatever means they have 
at their disposal, for fear that if they cannot 
win they will lose all their capital, or their 
businesses will be taken over by other capi-
talists. One of the first things they have to 
do is to save as much of their profit as possi-
ble and invest it in such a way as to increase 
their profits further. As Marx (1957 [1867]: 
595) wrote: ‘Accumulate, accumulate! That 
is Moses and the prophets!’ As investment 
grows in size, various kinds of manufacturing 
production display economies of scale. Long 
before William Petty in the late 17th century, 
and Adam Smith in the second half of the 18th 
century, an Italian monk called Antonio Serra 
(2011 [1613]; Bagchi 2014a) had theorised that 
manufacturing displays economies of scale. 
This contrasts with agriculture, where the 
output is limited by the size and fertility of 
the land and increasing applications of inputs 
yield, after a time, diminishing amounts 
of output. Hence, he concluded, promotion of 
manufacture was the means of increasing the 
prosperity of a kingdom or region. 

There is a third basic aspect of capitalism 
which is often overlooked. Workers have to 
compete with one another in order to sur-
vive. As Marx and Engels (1976 [1845–46]: 83) 
wrote: 

Competition separates the individuals 
from one another, not only the bourgeois 
but still more the workers, in spite of the 
fact that it brings them together. Hence it 
is a long time before these individuals can 
unite …

Capitalism can develop only in societies 
in which the kind of non-market power 

exercised by feudal lords has been abol-
ished or greatly moderated, and in which 
the capitalists or landlords turned capital-
ists control state power. This happened 
in several communes of northern Italy 
and in Flanders by the 11th–13th centuries 
(Abulafia 1977; Braudel 1984). These capi-
talists often make their first piles of wealth 
in foreign trade: ‘Intercourse with foreign 
nations was the historical premise for the 
first flourishing of manufactures, in Italy 
and later in Flanders’ (Marx and Engels 
1976 [1845–46]: 76). 

Referring back to the second characteris-
tic of capitalism, we can again use a citation 
from Marx and Engels (77):

With the advent of manufacture the vari-
ous nations entered into competitive rela-
tions, a competitive struggle, which was 
fought out in wars, protective duties and 
prohibitions, whereas earlier the nations, 
insofar as they were connected at all, had 
carried out an inoffensive exchange with 
one another. 

Most of the historical evidence supports both 
parts of the above citation. The flows of trade 
within Asia were far more extensive than 
within Europe and between Europe and Asia 
before the rise of European powers, and by 
and large these trades were conducted peace-
fully (Abu-Lughod 1989). China and India, the 
two most populous countries of the world, 
had extensive internal and external trade, and 
big merchants conducting such trades from 
centuries BCE. However, these merchants 
acted under the regulations of states over 
which they had no control, and could not dis-
pose of their property as they pleased, nor did 
they dare to engage in war to increase their 
profits (Bagchi 2005: chs 9–10). 

Between the 10th and 12th centuries, com-
munes of Italy emerged as capitalist states,  
Communes were regions ruled by the citi-
zenry of a town. Many of them remained 
subject to the authority of the Holy Roman 
Emperor or a prince or the Pope. But com-
munes in Central Italy (Lombardy), organ-
ising themselves in the Lombard League, 
threw off the suzerainty of the Holy Roman 
Emperor by the 12th century.  Merchants of 
some of the Italian towns, many of which 
were ports connected by trade with the 
Byzantine Empire, Egypt and the Levant, grew 
wealthy and powerful through trade and then 
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subjugated the countryside and compelled 
the surviving feudal lords to give up their 
privileges and submit to the rule of the mag-
istracy of the town council. For the history 
of the emergence and consolidation of the 
Communes, see Procacci (1973): chs 1 and 2 
and Epstein 1999.  They developed or revived 
the Roman laws relating to private property 
(Marx and Engels 1976 [1845–46]: 99–100). 
One of the earliest such examples was Amalfi 
in southern Italy (ibid; Braudel 1984: 106–
108). ‘Amalfi was penetrated by a monetary 
economy: notarial documents show that her 
merchants were using gold coin to buy land 
as early as the ninth century. Between the 
eleventh and the thirteenth century, the land-
scape of the valle of Amalfi was thereby trans-
formed: chestnut trees, vines, olive-groves, 
citrus fruits and mills appeared everywhere. 
The Amalfi Tables (Tavole Amalfitane) became 
one of the great maritime codes of Christian 
shipping in the Mediterranean’ (1984: 107). 
Then two things happened to the city: in 
1100, it was conquered by the Normans who 
proceeded to establish a feudal order on 
the whole of southern Italy and the island 
of Sicily. And in 1135 and 1137, Amalfi was 
sacked by the city-state of Pisa, its rival in 
trade. Those events sealed the fate of Amalfi 
as a city-state and  trading power.

But the aggression against Amalfi by the 
city-state of Pisa is only one in an almost 
unending series of wars by Italian city-states 
against each another, against the North 
African Arab sultanates or viceroyalties of 
the Ottoman Empire, and the rapidly declin-
ing Byzantine Empire. I shall cite only a few 
examples of such continuous competition 
for profit and power using violent and diplo-
matic means. In 1284, at the Battle of Melora 
in the Ligurian Sea, the Genoese defeated and 
destroyed the entire shipping of Pisa, and 
the latter then paled into insignificance as a 
maritime power (Caferro 2003). Ironically 
enough, exactly 400 years later, a French fleet 
of 160 ships bombarded the city of Genoa for 
three days and destroyed its shipping. Genoa 
had already declined to a tiny power, and its 
decline was hastened further by this. The 
French bombarded Genoa in order to elimi-
nate it as a competitor in the salt trade and 
because it had refused to join the war against 
Spain with which the city had close commer-
cial and financial relations (Reinert 2009: 
260). Such events became a regular feature 
in wars between rival capitalist powers. For 

example, in 1801, a British fleet commanded 
by Horatio Nelson, the most famous British 
naval commander of all time, bombarded 
Copenhagen because Denmark-Norway 
had joined an Alliance of Armed Neutrality, 
and as a neutral power, would not cease trad-
ing with France (Fremont-Barnes 2012: 84; 
Pocock 1987: 229). This feat was repeated 
in September 1807 by another British naval 
commander, and much of Copenhagen was 
burnt to cinders. So the infamous Japanese 
attack, against the US-occupied Pearl Harbor 
in December 1941, had many precedents in 
intra-European rivalries. 

The destruction of Amalfi as a city-state 
and the establishment of a feudal order had 
an effect on the economic and social struc-
ture of southern Italy that lasted for the next 
seven centuries, if not longer. Until the 11th 
century or so, northern Italian city-states 
had to pay for the goods imported from 
Naples and Sicily with bullion, gold, or silver. 
Increasingly, however, the northern Italian 
merchants brought cloth and other manufac-
tures to the region and used these in part to 
pay for the primary products they took from 
it. They found it increasingly in their interest 
to deepen the dependence of southern Italy 
on northern cloth (Abulafia 1977: 284). So the 
problem of dependency which has plagued 
the non-European colonies conquered by the 
European powers and the USA could occur 
even before centre–periphery division had 
emerged in the global economy.

Imperialism straddles the world 
Among the Italian city-states, Venice had 
emerged as a great power by defeating its 
arch rival Genoa. It fought four wars with 
Genoa between the 13th and 14th centuries 
and emerged triumphant in the fourth war 
fought between 1378 and 1381 (Lane 1973: chs 
13–14; McNeill 1974: chs 1–2). Even before 
that victory, Venice had been acting as a great 
power in the eastern Mediterranean, sid-
ing with one power or another as suited its 
interests. It continued in that role until it was 
thoroughly trounced in a series of engage-
ments with the Ottoman Empire, which had 
captured Constantinople, the seat of the 
Byzantine Empire, in 1453. However, Venice 
consolidated its position on the mainland 
of Italy, extending its territorial possessions 
on terra firma. This situation ended when 
Francis VII of France invaded Italy and the 
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rivalry between European states was fought 
out among the much bigger states of Spain, 
France, and England, and with the newly 
independent Republic of Netherlands, erst-
while part of the Spanish Netherlands, as a 
player (ibid: 123).

From the 16th century, several European 
powers – including England, the Netherlands, 
France, Spain, Sweden and Prussia – strove 
for dominance in global trade and territo-
rial power (Bagchi 2005: ch. 4). Eventually, 
between the 1690s and the final defeat of 
Napoleon in the Anglo-French wars (1815), 
freshly sparked by the French Revolution and 
its successful defence by the nationalist army 
put together by the revolutionaries (Fremont-
Barnes 2012), France and Britain became the 
two major European powers vying for global 
dominance. The consolidation of British 
hegemony over the global economy and trade 
lasted till the creation of the nation state of 
Italy in 1861, and the German Reich after the 
defeat of Napoleon III by Prussia in the Battle 
of Sedan in 1871 (Hobsbawm 1987: ch. 6). 
With the Ottoman Empire visibly declining 
after its defeat in the Russo-Turkish war of 
1877–78, a Congress of the European Great 
Powers, including Ottoman Turkey, was 
convened in Berlin, with Bismarck the reich 
chancellor playing host. Under the Treaty of 
Berlin, Romania, Montenegro, and Serbia 
were created as independent principalities by 
detaching them from the Ottoman Empire, 
and the process was started of creating a new 
nation state of Bulgaria, taking it out of the 
Ottoman Empire (Motta 2013: section I, ch. 
1). This arrangement settled little of which 
power was to get what share of the global 
resources, markets, and fields of investment. 
Most of Asia – including India and China – 
had already been subjugated, the coastal areas 
of West, South and East Africa were already 
in the possession of one European power or 
another, and they were now competing for 
the acquisition of all the interior of Africa. 
One of the claimants of the huge territory of 
the Congo was King Leopold II of Belgium, 
who used Henry Morton Stanley to explore 
and stake out a claim for him. In 1884, at 
the Berlin conference of the major European 
powers, again hosted by Bismarck, Leopold’s 
claim was recognised and the whole of Africa 
was divided into spheres of control among 
the European powers. Leopold had already 
managed, through his agents, to secure US 
recognition of his claim (Hochschild 1999: 

chs 3–5). ‘The scramble for Africa’ received 
its official sanction. 

Imperialism and theories
Eric Hobsbawm (1987) called the period from 
1875–1914 ‘the age of empire’. This designa-
tion is justified only to the extent that this 
was the period during which all the major 
capitalist powers were trying to grab what-
ever colonies were still left un-usurped by 
the others, and began also planning to take 
away other powers’ colonies wherever they 
could. The developments that took place dur-
ing this period gave rise to the Hobson-Lenin 
theory of imperialism (Hobson 1902; Lenin 
1957 [1916]), and also to parallel studies by 
liberals such as H.N. Brailsford and Marxists 
such as Rudolf Hilferding (1981 [1910]), 
Rosa Luxemburg (1951 [1913]), and Nikolai 
Bukharin (1972 [1915]). Of these theories, the 
Hobson-Lenin theory has proved most influ-
ential. The subtitle of Lenin’s pamphlet has 
led to a deluge of unnecessary controversy. 
Hobsbawm (1987: 11–12) has pointed out that 
Lenin never claimed that imperialism was ‘the 
highest stage of capitalism’. He had called it 
the ‘latest’ stage of capitalism, and the subti-
tle was changed after his death. 

Among these theorists, Rosa Luxemburg 
used colonial conquests as the centrepiece 
of her analysis. She argued that since capital-
ists are always taking away a large share of 
the surplus value created by labour, the latter 
would not have enough purchasing power to 
buy the consumer goods produced by them. 
Therefore, the capitalists needed to break 
down what she (and many other Marxist 
authors) called the ‘natural economy’ of 
non-capitalist countries and convert the 
erstwhile producers of those economies into 
buyers of the commodities to be sold by the 
capitalists. It was also necessary to dispos-
sess the producers in order to increase the 
supply of labour to an ever expanding capi-
talist system (Luxemburg 1951 [1913]: espe-
cially section 3, ‘The historical conditions of 
accumulation’). 

From Bukharin (1972 [1915]) to Kalecki 
(1971 [1967]), many Marxists and others 
have criticised Luxemburg for her theoreti-
cal mistake about the solution of what the 
Marxists called the realisation problem and 
is now known as the problem of effective 
demand (after Keynes). Theoretically, it is 
possible, as was argued by Tugan-Baranovski, 
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that capitalists can invest greater and greater 
amounts as their total profits and even their 
share of profits go up. But as the capitalists 
invest larger and larger amounts, in the gen-
eral case, their profits will fall. They will then 
retrench their investment and the realisation 
crisis will affect the economy. One solution 
to the problem is competition among capi-
talists: in order to survive and preserve them-
selves from being taken over by another firm, 
they have to invest even when the profitabil-
ity of their operations is declining. But there 
is again a limit to the decline in profitability 
and they have to retrench their expenditure, 
and the realisation crisis is triggered once 
more. Thus, Luxemburg’s problem cannot be 
wished away just by showing the incomplete-
ness of her theoretical model.

In the last chapter of her book (‘Militarism 
as a province of accumulation’), Luxemburg 
pointed to another factor that has become 
increasingly important in the current neo-lib-
eral phase of imperialism, both as an instru-
ment of domination and control, and as a 
means of generating higher effective demand 
and profits, without empowering the work-
ing class through an improvement in its real 
earnings or working conditions. Military 
expenditures, arms sales, and military bases 
of Western powers, especially the US, have 
played a major role in enforcing the global 
imperial order (Grimmett and Kerr 2012; Shah 
2013). While the US, in spite of the recession, 
continues to be by far the biggest military 
spender in the world, and also remains the 
biggest seller of arms (with Russia ranking 
second), it is ironic that ,developing nations 
(especially client states of the Western bloc) 
are the biggest buyers of arms. 

Hilferding’s theory of finance capital (1981 
[1910]) was a generalisation based mainly on 
the Continental European countries (includ-
ing Tsarist Russia) trying to catch up with 
Britain. Banks had played a critical role in 
many of those countries by giving cheap 
credit to the industrial firms. Hilferding saw 
this as an amalgam of finance and industrial 
capital. The role of finance in the contempo-
rary imperial order is very different (Patnaik 
2011). Finance has emerged as a separate 
power on its own. It directs the global, inter-
state financial organisations such as the 
World Bank, the IMF, the Asian Development 
Bank, the European Central Bank, and so on 
to act according to the interests of the big-
gest hedge funds, private equity funds, and 

other private financial giants. It also buys 
up politicians and political parties by giving 
them campaign funds in all kinds of ways, 
and holding them hostage, as the careers of 
US presidents from Reagan to Obama and 
the rise to power in India of the Bharatiya 
Janata Party and Narendra Modi in 2014 viv-
idly illustrate. Modi’s campaign for the post 
of prime minister cost, at a conservative esti-
mate, INR50 billion or about US$850 million 
(Ghosh 2014). In actual fact, it cost several 
times more, because much of the expenditure 
by the local campaign agents was made with-
out any receipt, in order to avoid restrictions 
on expenditure made by the Indian Election 
Commission, a statutory body.

The aggrandisement of the finance compa-
nies has proceeded apace even after the finan-
cial and economic crisis officially signalled by 
the collapse of Lehman Brothers in 2008. This 
has been helped by the bail-outs of banks 
by all concerned governments. No CEOs of 
finance houses have been prosecuted, even 
when they had resorted to fraudulent behav-
iour (Rakoff 2014). The weaker economies 
of the Eurozone – generally with a history of 
belonging to the periphery of the zone, such 
as Portugal, Ireland, Italy, Greece, and Spain 
(PIIGS) – have been the worst sufferers of 
the financial crisis starting in 2007–08, and 
some of them have been led up the garden 
path for slaughter by the big finance com-
panies (Dunbar and Martinuzzi 2012). But 
those companies have great influence with 
the governments of the US, UK, Germany, 
and France. So ordinary people in the PIIGS 
are made to suffer under a draconian austerity 
policy (Blyth 2013). 

Side by side with these developments, mil-
lions of poor citizens – including small busi-
nessmen – in advanced capitalist as well as 
developing economies have been excluded 
from formal credit networks. They have to pay 
usurious interest rates to local moneylend-
ers or intermediaries of big finance houses 
and often lose their land or other means of 
livelihood when they default on their loans. 
Hundreds and thousands of them, such as 
farmers in India and Mali, have committed 
suicide as a result (Bagchi and Dymski 2007). 

Some resistance to the dominance of 
the IMF and the US-EU finance compa-
nies is being built up through the agree-
ment signed in September 2009 by the 
leaders of Venezuela, Brazil, Argentina, 
Ecuador, Uruguay, Paraguay, and Bolivia to 
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establish the Bank of the South with a capital 
of $20 billion (MercoPress 2009), and by the 
May 2014 agreement to establish the BRICS 
(Brazil, Russia, India, China, South Africa) 
development bank, along with a currency 
reserve pool. But whether they can rival the 
IMF or World Bank depends on how much 
capital they can mobilise. In 2013–14 the 
World Bank and China Development Bank 
each lent around $32 billion to developing 
countries (Williams 2014). On the other hand, 
while the late Hugo Chávez was president 
of Venezuela, his country lent, or granted, a 
larger amount to the peoples of America than 
the US administration. In 2007, for exam-
ple, Venezuela spent more than $8.8 billion 
in grants, loans, and energy aid as against 
$3 billion spent by the Bush Administration 
(Lamrani 2013). 

Free trade imperialism 
and neo-liberalism
Although Adam Smith and David Hume 
preached free trade, their homeland did not 
adopt it during their lifetime. Britain adopted 
free trade for its own external commerce only 
in the 1840s when the Corn Laws protecting 
British agriculture were abolished. It should 
be emphasised that free trade and laissez faire 
are not synonymous. Britain adopted free 
trade policies but from 1833 began adopt-
ing laws restricting child labour, women’s 
labour, and hours of work in mines and fac-
tories. Britain could do all this because by 
then it had become the leading industrial and 
economic power in the world. In the 18th cen-
tury, Josiah Tucker had laid the foundation of 
the theory of free trade imperialism (Bagchi 
2014a; Semmel 1970). His analytical model 
used what would later be known as the theory 
of cumulative causation. Both Adam Smith 
and Tucker were opposed to colonies estab-
lished by monopoly companies that had been 
established by means of charters granted by 
their governments. They were also opposed 
to the special privileges granted to produc-
ers in the home governments that impaired 
the economic development of colonies. They 
opposed the British government’s attempt to 
quell the revolt of the 13 American colonies. 
But Smith had little to say about the general 
attempt of the Europeans to conquer non-
European peoples. 

Tucker’s opposition to colonialism was in 
some ways more fundamental, based as it was 

on what could be called the Hume-Tucker the-
ory of economic development (Bagchi 1996). 

According to Tucker, writes Bagchi 
(2014a: 552):

Hume’s essays on money and the balance 
of trade … were being read as implying 
that a rich country, through free trade, 
would necessarily be brought down to the 
same level of income as a poor country. 
This  reading suggested that when a rich 
country trades with a poorer country, it 
will gain gold  or silver (virtually the only 
international currencies of the time) for 
the goods it sells to the poorer. The access 
to that bullion, coined or uncoined, would 
raise prices all round in the richer country 
and eventually make its exports uncom-
petitive, so that bullion will flow out of 
the richer country until the prices and, by 
implication, incomes were equalised in the 
two countries. 

Tucker countered this view by work-
ing out the rationale of cumulative cau-
sation keeping the richer country ahead 
… According to him, the richer coun-
try would be able to stay ahead of the 
poorer because: (a) the richer country, 
with better implements, infrastructure, 
a more extended trading network and 
more productive agriculture, would be 
more productive overall; (b) it would be 
able to spend more on further improve-
ments; and (c) the larger markets of the 
richer country would provide scope for 
greater division of labour and greater 
variety of products. Tucker also pointed 
to the advantages a richer country would 
enjoy in terms of human resources and 
the generation of knowledge: (a) it would 
attract the abler and more knowledge-
able people because of higher incomes 
and opportunities; (b) it would be better 
endowed with information and capacity 
for producing new knowledge; and (c) a 
greater degree of competitiveness gained 
through higher endowments of capi-
tal, knowledge, ability to acquire more 
knowledge and capital and the energy 
of people with more capital and ability 
to generate more capital and knowledge 
in the richer country would make prod-
ucts cheaper. Finally, the larger capital 
resources of the richer country would 
lower interest rates and render investable 
funds cheaper. 
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Gallagher and Robinson (1953) coined the 
phrase, ‘imperialism of free trade’, and 
argued that in the 19th century Britain pri-
marily concentrated on the policy of forc-
ing colonies – formal and informal – and 
defeated powers to abolish restrictions on 
foreign trade, rather than always wanting 
to acquire new territories as colonies. Thus, 
for example, when Spanish and Portuguese 
America threw off the rule of Spain and 
Portugal, the UK recognised their independ-
ence on condition that they allowed the free 
import of British manufactures. This policy 
more or less ensured that few large-scale 
industries grew up in Latin America in the 
19th century. Of course, the ‘imperialism of 
free trade’ required to be backed up by mili-
tary action from time to time (Semmel 1970). 
The two wars the UK fought in the inter-
est of forcing China to allow the free import 
of opium – a drug which was produced by 
Indian peasants but from which the British 
Indian government derived a large revenue – 
are perhaps the most notorious examples of 
this policy. 

But British liberalism did not mutate into 
neo-liberalism during the heyday of the 
British Empire. While one principal feature 
of liberalism was the centralisation of deci-
sion making into a few hands (Wallerstein 
2011), its market-friendly policies, and the 
freedom of contract it wanted to universalise, 
were constrained by the workers’ struggles in 
the core countries and the need of the factory-
owners to have a healthier workforce and the 
rulers to have more fighting-fit armed force 
(Atiyah 1979; Bagchi 2005: ch. 7; Clark 1995). 
The largest formal colonial empire ruled by 
Britain and the mass migration of the poorer 
sections of the population to the US, Canada, 
and other lands taken over by Europeans also 
obviated the need for the creation of a neo-
liberal global order.

It was after the end of the so-called Golden 
Age of Capitalism (Marglin and Schor 
1990) – from say 1945 to 1970 – that we wit-
ness the full unfolding of neo-liberalism. 
Neo-liberalism is a symptom of capitalism 
in extremis, of the involution of the system, 
when it regurgitates resources it has already 
captured to try and draw nourishment from 
them. In practice, neo-liberalism is a virus 
that penetrates every pore of the social body 
and every atom of the surrounding earth and 
its stratosphere. It attacks the family and 
seeks to reduce it to a relationship among 

self-centred individuals; it commercialises 
love and makes potential lovers into consum-
ers through the celebration of St Valentine’s 
Day; it commercialises and corrupts sport, 
reducing it  to a  consumer item and a means 
of advertising the prowess of the country or 
the city. In nature, it spoils the soil, pollutes 
and makes scarce clean drinking water, clean 
air, and sanitary living quarters. It attacks 
the innards of the earth’s surface under land, 
rivers, along coastlines, and under the deep 
ocean floor. It has evolved the ideology of 
austerity for defrauding the poor of what-
ever control they may have over their lives 
(Blyth 2013). In the following, the many fac-
ets and effects of neo-liberalism will be ana-
lysed, with illustrations from all regions of 
the world (for brief accounts of the rise of 
neo-liberalism, see Bagchi 2005: chs 22–25; 
Harvey 2007).

Independent countries following Britain 
rejected both the practice of freedom of exter-
nal commerce, and from the late 19th cen-
tury, laissez faire doctrines as well. Alexander 
Hamilton in his Report on Manufactures (1791) 
argued that the new republic of the United 
States of America should impose duties and 
other restrictions on imports of British manu-
factures in order to safeguard and promote 
domestic industrial production. In 1841, 
Friedrich List argued that the British had 
become industrially the most advanced coun-
try in the world by adopting policies of import 
restriction and state patronage for domestic 
production and shipping during the preced-
ing centuries (List 1909 [1841]). Countries 
wanting to prosper industrially and economi-
cally should study British practice and ignore 
the British propaganda in favour of free trade.  
Neo-liberalism can be seen as the adoption of 
both free trade imperialism abroad and lais-
sez faire for the domestic polity by the prin-
cipal capitalist powers, and enforcement of 
such policies in all countries that are subju-
gated by them. 

Neo-liberalism, media, 
and corporate power
Ruling classes rule by using coercion, 
encoded in law, and by persuading the ruled 
to believe in the right to rule of the former. 
This ideological hegemony is exercised 
through educational systems, through nurtur-
ing in the family, and through propaganda. 
This propaganda can often take the form of 
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feeding false information to the public and 
suppressing the correct information. The 
propaganda war by the US-led coalition of 
Western powers reached new heights from 
the Thatcher-Reagan era of neo-liberalism 
onwards (Herman and Chomsky 2002).

The basic characteristics of their ‘propa-
ganda model’ as set out by Herman and 
Chomsky (2002: 2), in which the inequality 
of wealth and power plays the crucial part, 
can be understood by combining three of 
the basic ideas adumbrated by Marx, and the 
Marxists and other radical writers (includ-
ing, of course, Chomsky and Herman in 
their other writings). The first idea is that 
under capitalism two laws operate, unless 
they are countered by resistance of the work-
ers or liberal defenders of free competition 
as against oligopolies. These two laws are 
those of concentration and centralisation of 
economic power. In most areas of commod-
ity production, economies of scale in produc-
tion, finance, marketing, and advertising will 
enable a large firm to cut the cost of produc-
tion, raise finance on more favourable terms 
and reach the buyers on a wider front than a 
small firm. Economies of scale in production 
are best exemplified by the three-fifths law 
in process (ore refining and chemical indus-
tries); namely, that as the volume of a vessel 
doubles the surface area increases only by 
approximately three-fifths, thus conferring 
a cost advantage to the owner of the larger 
container. This plus the advantage in raising 
finance that a larger firm generally enjoys will 
allow it to take over smaller firms and thus 
economic power will be centralised in fewer 
hands. The process of centralisation was 
accelerated as a market for firms developed 
in the 1960s (Manne 1965; Shleifer 2000). The 
second proposition is that the dominating 
ideas in a society are the ideas of the ruling 
class. The third strand of the argument is that 
despite advances made by some ex-colonial 
countries in economic and human develop-
ment, the world is dominated by the imperial 
countries led by the US. The fourth, relatively 
recent strand of the argument is that the ideas 
of neo-liberal liberalisation have gripped the 
ruling classes of the subordinate countries 
and the latter have done their best to incul-
cate them among the labouring population. 
Herman and Chomsky applied their propa-
ganda model to the US ruling class, but it can 
be applied to the relation between media, cor-
porate power, and the state in every market 

economy. Moreover, the suppression or exclu-
sion of relevant information, the deliberate 
channelling of disinformation, and the con-
centration of media and corporate power have 
been taken much further in the 21st century. 

There is a reciprocal relationship between 
the media and the government. In Britain, 
successive prime ministers from Tony 
Blair to David Cameron, and leaders of the 
Opposition (would-be prime ministers) have 
taken care to cultivate Rupert Murdoch, chair-
man of News Corporation and arguably the 
most powerful media magnate in the world 
(Allen 2012). The kind of deception and false 
propaganda on the basis of which Ronald 
Reagan and George H.W. Bush had conducted 
wars in Nicaragua, a proxy war in Iran, and 
the first war against Iraq reached their apogee 
in the Second Gulf War against Iraq in 2003. 
As Bagchi (2005: 334) writes:

… neoliberalism has increasingly resorted 
to divesting the state of functions that 
Adam Smith thought could never be in 
the private domain. These include mili-
tary and security operations both at home 
and abroad. Prison services are privat-
ized and private firms profit from them. 
Military functions are contracted out to 
private firms, and in the name of secu-
rity and war against terrorism, the execu-
tive branch of the government removes 
their own accountability and the account-
ability of the firms to the legislature or 
the electorate (Johnson 2004; Pieterse 
2004). The deception and the disinforma-
tion about the weapons of mass destruc-
tion in the possession of Saddam Hussein 
(Economist 2003a: 2003b) are all of a 
piece with this attempt on the part of 
White House and Whitehall to put them-
selves above not only international law but 
the laws of their own nations. 

After the 9/11 events of 2001, the US 
Surveillance Court allowed the official spy 
agencies to breach all earlier standards of 
protection of privacy through accessing tril-
lions and trillions of personal information 
of its citizens and non-citizens all across the 
world (Savage and Poitras 2014). As the scale 
of surveillance increased, courageous whistle-
blowers such as Daniel Ellsberg (who leaked 
the lies spread by the Pentagon during the 
US–Vietnam War), Julian Assange, Edward 
Snowden, and their associates such as Laura 
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Poitras revealed the escalation of the reach 
of surveillance and its iniquity. Secrets were 
sold to dictators, people were killed, arrested, 
and kept in secret prisons without the ben-
efit of any legal defence (Big News Network 
2013; Campbell 2014; WikiLeaks 2014). The 
spy agencies of the USA and some European 
countries spied on friendly governments as 
well as on governments of what they con-
sidered to be hostile countries, and on busi-
nesses of other countries whose secrets the 
US corporate houses wanted to know. 

In the meantime, Israel, the longest-
offending rogue state since 1948, continued 
with impunity its murderous campaign of 
ethnic cleansing directed at the Palestinians, 
that land’s original inhabitants; not con-
tent with driving out the Arabs from the 
legal territory of Israel, it has continued to 
try and destroy Palestinian homes and vil-
lages. (Rachel Corrie, a 23-year-old US stu-
dent was killed by an Israeli bulldozer razing 
a Palestinian home in 2003.) Courageous 
Israeli citizens such as Ilan Pappé (2007; 
2014) and Mordechai Vanunu who disclosed 
Israel’s nuclear programme remain in exile 
(Pappé) or a prisoner of conscience (Vanunu). 
Vanunu’s case illustrates the length to which 
a neo-liberal, racist regime can go to pun-
ish a protester: ‘in 1986, Vanunu went to 
Britain to tell the Sunday Times the story of 
the then secret nuclear weapons facility at 
Dimona in Israel. He was lured by a woman 
from Mossad [the Israeli spy agency] to 
Italy. There, he was kidnapped, drugged and 
smuggled out of the country to Israel, where 
he was convicted of espionage’ (Campbell 
2014). Since then, he has been kept many 
years in solitary confinement, his passport 
has been taken away, and when out of prison, 
he is not allowed to make any public state-
ment; and he was not allowed out of the 
country even though a group of 54 British 
MPs had invited him.

The strongest supporters of Israel are the 
hard-core European and US Zionists and the 
neo-conservatives such as Richard Perle and 
Paul Wolfowitz. In fact, neo-conservatives 
have been accused of putting the interest of 
Zionists in Israel even above those of the US 
(Heilbrunn 2004; Lieven 2004a; 2004b). 
But in fact, Israel serves a vital role by ter-
rorising the Arab countries with its military 
might, continually replenished with US help 
(Chomsky 2012). It is now a moot issue as to 
how useful Israel will remain as an ally, when 

fundamentalist Islam and desperate resist-
ance have spread all over West Asia and North 
America, often unwittingly helped by the US 
intelligence agencies. But Israel’s determina-
tion to take away the lands of the Palestinians 
by killing or driving them off remains una-
bated, with scant regard for world opinion as 
its genocidal assault against the Gaza Strip in 
July 2014 demonstrated. 

In India, all the neo-liberal regimes have 
used media to sustain their power. They also 
evolved the phenomenon of ‘paid news’; that 
is, advertisements for particular politicians 
and parties which appeared as news, with-
out the newspaper signalling them as such. 
The Press Council of India, supposedly the 
watchdog for media, condemned the prac-
tice (Guha Thakurta 2011; Press Council of 
India 2010;), but it continues in some form or 
another. In any case, with corporate control 
of the media, only news that can benefit the 
corporates commercially or politically finds 
a place in big newspapers or major TV chan-
nels, although smaller papers and electronic 
media try to keep up a tradition of investiga-
tive journalism (Sainath 2011). 

Neo-liberalism, creative 
adaptation and resistance
Several countries or regions of East Asia 
(including Singapore in South-East Asia) 
have creatively adapted to neo-liberalism 
and boosted their economic growth and 
human development, although virtually all of 
them have paid a price in increased inequal-
ity and constraints on human freedom. They 
include Taiwan, South Korea (Republic of 
Korea, ROK for short), Singapore, People’s 
Republic of China (PRC, or China), and 
more recently Vietnam. On the other side of 
the world, major Latin American countries 
such as Venezuela, Brazil, Argentina, Bolivia, 
Uruguay, and Ecuador have resisted the worst 
aspects of neo-liberalism and US domination 
from the late 1990s or the first decade of the 
21st century. But the history of such resistance 
goes back to that of Guatemala’s President 
Juan José Arévalo, under whose leadership 
the dictator Ubico was overthrown in 1944, 
and his successor Jacopo Arbenz. Because of 
the pro-worker and pro-peasant policies of 
the two democratically elected presidents, 
which hurt the interests of the United Fruit 
Company, at that time the US-based biggest 
producer and seller of bananas in the world, 
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the CIA organised a coup against Arbenz and 
overthrew him (Cullather 1999). Guatemala, 
along with most of the Central American 
republics, moved into a long night of rule 
by mass-murdering dictators, helped by the 
US. Resistance against US-backed dicta-
tors erupted in Cuba, where, from 1953–58, 
rebel forces led by Fidel Castro fought 
against and eventually overthrew the dictator 
Fulgencio Batista and established a social-
ist regime from 1959 ( Wright 2001). That 
regime has served as a beacon of the left in 
Latin America and the Caribbean (and for 
other socialist activists across the world); 
and it has naturally attracted the concen-
trated enmity of the US ruling classes and 
their collaborators throughout the region. In 
1973, on 11 September 1973 (the 9/11 of Latin 
America), Salvador Allende, the democrati-
cally elected socialist president of Chile, was 
overthrown and killed by the armed forces 
of the country, aided and abetted by the US 
government, and the vicious dictatorship of 
Augusto Pinochet was installed. During the 
1980s, the US conducted a wholly illegal and 
vicious war through its surrogate collabora-
tors in Nicaragua against socialist Sandinista 
National Liberation Front (Frente Sandinista 
de Liberación Nacional, FSLN), which was 
fighting to liberate the country from the grip 
of the dictator Anastasio Somoza. 

Despite the continuous opposition and 
machinations of the US, by 2009, battered by 
US-inspired neo-liberal policies, 13 countries 
of Latin America had elected leftist presi-
dents, including Daniel Ortega in Nicaragua, 
who had been the leader of the Sandinista 
revolution in Nicaragua (Lupu 2009). Apart 
from Fidel Castro, another charismatic leader, 
Hugo Chávez emerged in Latin America 
to challenge the neo-liberal and US domi-
nance in the region. After being democrati-
cally elected in 1998, Chávez survived a coup 
organised by the elite of Venezuela, and – 
despite continuous disinformation spread 
by the Venezuelan elite and mainstream US 
media – won every election till his death in 
2013. He left a legacy of land reforms, pub-
lic education, health care for the poor, and a 
high degree of participation by the ordinary 
people in decisions of the state (Harnecker 
2013). There have been some setbacks, and 
some regimes have been seduced by promises 
of US or World Bank aid, but on the whole the 
left turn continues in the region. The latest 
victories have been those of Michelle Bachelet 

of the Socialist Party in Chile in March 
2014 and of the ex-guerrilla leader Salvador 
Sanchez Ceren as the president of El Salvador 
in the same month (Wilkinson 2014). 

Virtually the only developing countries or 
regions that have been able to industrialise in 
a proper sense – that is, where both employ-
ment and income generated by industry con-
tribute a much larger fraction to the national 
or regional employment and income – are 
Taiwan, South Korea, Singapore, and Hong 
Kong. Of these regions, Taiwan and South 
Korea had been colonies of Japan. For vari-
ous historical reasons, both South Korea and 
Taiwan underwent thoroughgoing pro-peas-
ant land reforms in the 1950s. In Singapore, 
the government owned 70 per cent of the 
land, and used that as a lever for both raising 
revenues from the government-owned hous-
ing board and for relocating industries when 
structural change so demanded. In Hong 
Kong, all the land is now owned by the PRC. 
Before 1997 as well, most of the land was 
owned by the government. In the PRC and 
Vietnam, the communist regimes had got 
rid of landlords. The abolition of landlord-
ism had thus created the basic condition for 
the development of capitalism in the private 
enterprise economies of Taiwan, South Korea, 
Singapore, and pre-1997 Hong Kong, and a 
base for building basic forms of socialism 
in PRC and Vietnam such as publicly funded 
education and health care and a guarantee of 
a minimum standard of nutrition.

However, the private enterprise economies 
of Taiwan and ROK learned from Japan, the 
pioneer of East Asian industrialisation.  (For 
a brief history of the Japanese experience 
of competing with Western capitalist coun-
tries and moving towards industrialisation, 
see Bagchi 2005: ch. 12.)  First, while these 
economies obtained loans and aid from the 
Western countries trying to build a bulwark of 
resistance against communism, they tried to 
become free of dependence on those loans as 
soon as possible. Otherwise they might have 
become dependent perennially on Western 
countries. Second, even when they had been 
receiving Western loans and aid and had priv-
ileged access to Western markets, they did not 
allow any foreign enterprise to acquire a foot-
hold in any important sector of the economy. 
Until 1993, ROK – and until very recently, 
Taiwan – strictly controlled foreign direct and 
portfolio investment. Third, they all adopted 
policies that induced or compelled their firms 
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to absorb any foreign technology they bought 
or borrowed and upgrade it to suit their own 
requirements as quickly as possible. 

Until 1978, China operated a com-
mand economy. When it wanted to bring in 
reforms, it did so under its own compulsion, 
not under the pressure of the IMF, World 
Bank or USAID. Before the start of reforms, 
China had already built up a network of 
roads and other infrastructural facilities by 
utilising its enormous manpower resources. 
It also constructed a large industrial sector, 
although often only with 1950s Soviet-era 
technology. It was still a very poor country. 
It suffered a food crisis in the early 1980s 
and had to avail itself of UN food aid. Bu 
the reforms it had introduced in agriculture, 
in industry and decision-making processes 
began yielding results soon. PRC had nation-
alised all land, and, until 1978, the land was 
cultivated collectively by the village or cluster 
of villages and towns under the commune 
system. Land is still state-owned in China, 
but the local or provincial government can 
lease it out to users for specific purposes. In 
agriculture, PRC introduced the Household 
Responsibility System under which a house-
hold was given a plot of land to cultivate 
under its own responsibility, with specific 
payments to be made to the state (such as, 
for example, an amount of grain delivered, 
later generally changed to cash payments). 
The prices of agricultural products were 
raised in order to increase the incomes of the 
peasants. Other steps taken by the govern-
ment included: (a) decentralisation of pow-
ers of raising revenues and spending them 
(with the central government making trans-
fer payments to correct imbalances between 
surplus and deficit provinces); (b) greater 
autonomy of state enterprises to retain prof-
its and invest them; and (c) introducing a 
credit system to finance investments and 
monitor them (ESCAP 2014: ch. 7). The state 
continued to change the reform measures 
as conditions changed. It took quick meas-
ures to control balance-of-payments defi-
cits, so as to avoid dependence on foreign 
loans. It also continually changed policies 
with regard to state enterprises and research 
institutions, sometimes merging them, 
sometimes directing a research institution to 
float commercial firms, and so on (Gu 1999; 
Oi and Walder 1999). When it began foreign 
direct investment, it offered many conces-
sions to the investors, first creating special 

economic zones for them and then allowing 
them also to operate in other regions, espe-
cially in the economically backward western 
provinces of the country. These concessions 
often resulted in an extreme degree of exploi-
tation of labour. But on the other hand, 
the conditions imposed on foreign invest-
ment generally led to a surplus of foreign 
exchange inflows over outflows. PRC also 
never allowed free flow of portfolio invest-
ment into its stock markets by the residents. 
Similar restrictions were also operative in 
Taiwan. This is one of the reasons why nei-
ther of the two economies were affected by 
the Asian financial crisis of 1997–98. China 
has now emerged as the second largest econ-
omy in the world, with a still relatively low 
per capita income but reasonably high levels 
of human development, and an enormous 
increase in inequality. 

Vietnam was utterly devastated by the 30-year 
war with Western powers: France to start 
with and the US after the French defeat at 
the Battle of Dien Bien Phu. In 1979, almost 
simultaneously with the Chinese reforms, the 
government of Vietnam began dismantling 
the ‘bureaucratic centralism and subsidy sys-
tem’ because of the urgent need to improve 
the living standards of the peasants and equip 
them with the resources and incentives for 
improving productivity. An American trade 
(and investment) embargo on Vietnam was 
lifted in 1994. In 1995 Vietnam joined ASEAN, 
the Association of South East Asian Nations.

Vietnam’s advance was built on some 
earlier foundations. It had a long record of 
investment in human capital, both in edu-
cation and in health provision. In 1990, the 
adult literacy rate for men here was already 
94 per cent, and 87 per cent for women. 
Beyond this, Vietnam had invested substan-
tially in higher education, and there was a 
cohort of officials well trained, for example, 
in agricultural techniques and engineering, 
generating a receptivity to technical change 
(Beresford 1993).

The core of Vietnam’s economic strategy 
since the early 1990s has been a rapid inte-
gration into the world economy: the devel-
opment of a diversified portfolio of oil, 
manufactured and agricultural exports, and 
the attraction of direct foreign investment. 
This has been combined with successful 
domestic agricultural growth and a continued 
role for state-owned enterprises (SOEs) while 
encouraging growth of the private sector. 
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Gross capital formation, largely from domes-
tic sources – despite substantial inflows of 
foreign direct investment (FDI) – rose from 
just over a quarter of GDP in the mid-1990s to 
over a third of GDP in the early 2000s.

Unlike Indonesia, Thailand, and Malaysia, 
Vietnam remained unaffected by the Asian 
financial crisis of 1997–98, and it emerged as 
the fastest growing economy of South-East 
Asia. Like China, it retained autonomy of 
economic and social policy and depended – 
despite the large inflows of FDI – mainly 
on domestic sources of growth in demand 
(ESCAP 2014: ch. 6). But as in China, this 
achievement was bought at the cost of 
increases in inequality between town and 
country and among persons. 

Neo-liberalism and corruption
Corruption, in the sense of people making 
money by using political connections, has 
been endemic to capitalism and especially 
to capitalist colonialism. Businessmen from 
metropolitan countries enjoyed enormous 
patronage from the colonial authorities in 
the allocation of land and construction of 
plantations, railways, ports, and purchase 
of commodities by the government. With 
the rise and growth of the stock exchange, the 
corruption reached new heights, for exam-
ple, in 18th–century Britain (Dirks 2006) and 
France under Louis Napoleon (aka Napoleon 
III) (Plessis 1987). Since the late 19th cen-
tury, there has been no period in which ‘crony 
capitalism’ – that is, the enrichment of the 
capitalists in association with politicians and 
bureaucrats – has ceased to operate. This 
has been especially true of the arms industry, 
including the making of ships of naval forces, 
and increasingly of aircraft, both civilian 
and military. The US administration has, for 
example, lobbied repeatedly for the purchase 
of Boeing or Douglas McDonnell aeroplanes 
as against the products of the European com-
pany Airbus SAS (formerly Airbus Industrie). 

But the advent of neo-liberalism worldwide 
since the 1970s has escalated both the scale 
and spread of corruption. In the US, much of 
the corruption has been legalised by allowing 
many industries such as gun making, finance 
and health care to have recognised lobby-
ists who try and influence Congressmen. 
The latter two have been particularly active in 
the 1990s and in the 21st century. Moreover, 
politicians raise campaign funds by various 

means. Recently, the US Supreme Court has 
legalised donations by corporations to politi-
cians and parties (Liptak 2014).

Beyond the borders of the state, the US 
state permits any illegality committed by its 
corporations and citizens, so long as it does 
not infringe any sacred tenet of US foreign 
policy, such as the real or imagined security 
of Israel. Another sacred tenet was earlier 
not to allow anybody to give any assistance 
to communist countries through trade, aid, 
or sensitive technology. That prohibition 
still continues in the case of Cuba, on which 
the USA tries to enforce its completely illegal 
embargo of trade. But the focus has shifted to 
the so-called war on terror (of a specifically 
Islamic variety), started by the Republican 
Administration of President Bush and con-
tinued diligently by the Democratic one of 
President Obama. Behind such wars there 
also are many links to crony capitalism, such 
as Dick Cheney and Halliburton Corporation 
profiting from the Iraq War, or the family of 
George Bush continuing to benefit from its 
cosy relationship with the Saudi monarchy, 
a throwback to the most benighted realms 
of the past (Bronson 2006; Unger 2007; 
Woodward 2004).

Corruption was rife in the dictatorships in 
the Third World either promoted directly or 
supported by the US and its allies. Indonesia 
under the control of Suharto’s military 
regime was one of the stellar examples of 
such corruption. According to an investiga-
tion by Time magazine, after his fall from 
power in 1998, Suharto was busy protecting 
his family’s wealth: ‘$9 billion of Suharto 
money was transferred from Switzerland 
to a nominee bank account in Austria. Not 
bad for a man whose presidential salary was 
$1,764 a month when he left office’ (Colmey 
and Liebhold 1999). Altogether, ‘Suharto 
and his six children still have a conserva-
tively estimated $15 billion in cash, shares, 
corporate assets, real estate, jewelry and fine 
art – including works by Indonesian mas-
ters’ (1999). Suharto’s regime left a legacy 
of corruption which affects the lives of mil-
lions of Indonesians and damages the envi-
ronment very seriously. For example, in East 
Indonesia, when construction contractors 
were asked to give competitive bids, it was 
found that several of them had done so in 
identical writing and some did not bother to 
go through the actual bidding process (Tidey 
2012). This kind of collusive behaviour is 
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almost routine in many developing countries, 
including India. Under the Suharto regime, 
the major source of revenues had been 
exploitation of natural resources, includ-
ing oil and other minerals and the forests 
of other islands. These resources were gen-
erally extracted by big foreign companies, 
often in association with the Suharto family 
or military top brass. They had often simply 
burned the forests as a cheap way of clear-
ing them for creating plantations or extract-
ing minerals. This practice continued after 
the change to a formally democratic regime. 
In 2006, Indonesian forest fires created a 
haze that covered neighbouring states includ-
ing Malaysia, Singapore, Thailand, and the 
Philippines (Ghosh 2006).

The only two indexes of success recognised 
by the World Bank are the rate of economic 
growth, as conventionally measured, and 
the extent of poverty reduction, as measured 
by the crudest and minimalist criteria, such 
as the percentage of people falling below an 
income of US$1 ($1.25) or $2 per day.  (For a 
critique of the conventional poverty meas-
ures, see UNDESA 2009: ch. 2.) Indonesia 
under Suharto is supposed to have done 
well by these criteria, although the reduc-
tion of poverty was exaggerated, and the 
labour department and the statistics depart-
ments contradicted each other (Bagchi 1998). 
(Under the military regime, many data were 
unavailable to outsiders.) Among the major 
Asian countries, Indonesia suffered the most 
in the Asian financial crisis of 1997–98. The 
officially measured proportion of people 
under the poverty line jumped from 18 to 24 
per cent between 1997 and 1228, but there 
was a huge clustering of people above the 
poverty line, so that a small change in cost of 
living or earnings can push large numbers of 
people below that measure. Moreover, there 
were huge differences in the incidence of 
poverty between outer regions and Java, and 
even within Java, between villages and cities 
(Breman 2001; UNDP 2001: 7–9).

The globalisation of corruption under 
neo-liberalism produced startling and costly 
results for the Indian public with the entry of 
Enron into the electricity generation sector 
in India. When Kenneth Lay took over as the 
CEO of Enron in 1979, the company special-
ised in the production and transmission of 
natural gas and pipelines and in production 
of plastics. It soon expanded its business to 
the generation and sale of electricity. It built 

political links with the Bush family and the 
Republicans: 

Since 1993, Lay and top Enron execu-
tives donated nearly $2 million to Bush. 
Lay also personally donated $326,000 in 
soft money to the Republican Party in the 
three years prior to Bush’s presidential 
bid, and he was one of the Republican 
‘pioneers’ who raised $100,000 in smaller 
contributions for Bush. Lay’s wife donated 
$100,000 for inauguration festivities. 
(Scheer 2001)

Attracted by the enormous amounts of 
income that the Enron executives –includ-
ing the CEO Lay – could earn from trading 
in derivatives and stock options and bonuses 
from rising values of shares in the stock mar-
ket, Enron resorted to creating derivatives in 
energy supplies, offshore entities to hide the 
liabilities it assumed, and creative account-
ing in collusion with Arthur Andersen, the 
world’s biggest accounting firm, before its 
dissolution. When ultimately, Enron could no 
longer deceive its creditors, it filed for protec-
tion under US bankruptcy law in December 
2001. It is interesting that it enjoyed a high 
credit rating from the global credit agencies 
even up to the middle of 2001. The complex 
web of deception Enron built can be gauged 
from the fact that after it filed for bankruptcy 
it was found that it had created 2,800 off-
shore units and that 54 pages were required 
to list people and companies owed money by 
it (Cornford 2006: 20). On the way to bank-
ruptcy, it had totally pauperised its workers 
by locking all their pensions into the stocks 
of the firm. The value of those shares fell 
to nothing after Enron crashed. Enron also 
defrauded the US and Canadian publics in 
other ways. After deregulation of electric-
ity supplies in the US and to a smaller extent 
in Canada, Enron had got into the business 
of supplying electricity to the US state of 
California and to Canada. The result was the 
following development: 

In the midst of the California energy trou-
bles in early 2001, when power plants were 
under a federal order to deliver a full out-
put of electricity, the Enron Corporation 
arranged to take a plant off-line on the 
same day that California was hit by roll-
ing blackouts, according to audiotapes of 
company traders released here on Thursday 
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… . Enron, as early as 1998, was creating 
artificial energy shortages and running up 
prices in Canada in advance of California’s 
larger experiment with deregulation …. 
[T]he California energy crisis … produced 
blackouts and billions of dollars of sur-
charges to homes and businesses on the 
West Coast in 2000 and 2001. (Egan 2005)

Enron got into India soon after the Indian 
central government introduced neo-liberal 
reforms in 1991. On the assumption that India 
needed enormous amounts of private foreign 
funds in order to create large capacities for 
electricity generation, in 1992 the government 
amended the 1948 Electricity Act that reserved 
electricity generation and strictly regulated 
the pricing of electricity. The amendment 
allowed the entry of private companies into 
the business of generation and transmission 
of electricity, and, what is more, guaranteed 
a return of 16 per cent on the capital invested 
to foreign investors (Victor and Heller 2007: 
ch. on India by Rahul Tangia). It may be men-
tioned that even the colonial British Indian 
government had only guaranteed a return of 
5 per cent to British companies construct-
ing railroads in India. Indian officials visited 
the US scouting for investors, and Enron 
seized the opportunity. In 1992, it signed a 
Memorandum of Understanding with the 
government of India for building a series of 
gas-based power plants with a generating 
capacity of 2000 MW. 

A confidential World Bank report of 1993 
argued that the project was economically unvi-
able and therefore it did not receive the bank’s 
funding. Nonetheless, in the same year, the 
electricity board of the state of Maharshtra, in 
which the plant would be located, concluded 
a 20-year agreement for building the plant at 
Dabhol. But when the opposition party, the 
Hindu-chauvinist Shiv Sena, came to power 
here in 1995, it filed a law-suit to cancel the 
agreement. But after a meeting between 
an Enron executive Rebecca Mark and Bal 
Thackeray, the unelected and non-accountable 
supremo of Shiv Sena, the Mahrashtra govern-
ment agreed to renegotiate the agreement. 
(Enron later showed an expenditure of $20 
million for ‘educating’ the public in India.) 
After a review by the neo-liberal energy, Kirit 
Parikh, the government went ahead with the 
project on the basis of slightly altered terms. 
Dabhol’s first phase, begun in 1999, proved to 
be too expensive and too burdensome because 

the Maharashtra State Electricity Board had 
to pay for the cost of utilising the plant’s full 
capacity, even if it could use only a fraction of 
that capacity. The Maharashtra government 
then set up an inquiry committee under the 
chairmanship of Madhav Godobole, a sen-
ior and widely respected bureaucrat, and the 
report condemned the whole project in no 
uncertain terms. The already built Dabhol 
plant was shut down. Meanwhile, Enron 
filed for bankruptcy. Most experts (Godbole 
and Sarma 2006; Prayas Energy Group 2001; 
2005) were against trying to restart the plant 
because there were legal complications aris-
ing from the Enron crash and, technologi-
cally, the plant had become obsolete owing 
to the shutdown. However, Parikh argued for 
restarting the plant, and the views of the neo-
liberal experts prevailed. The state-owned 
National Thermal Power Corporation and Gas 
Authority of India Limited were persuaded to 
float a joint venture and take over the plant 
in 2005, and, after technical glitches suffered 
by equipment supplied by General Electric 
had been overcome, the plant started operat-
ing in 2010. 

The Indian Enron story shows that while 
the neo-liberal policy of generating private 
profit at public cost was being pursued, there 
was stiff opposition against it, from conscien-
tious bureaucrats to scientists (e.g. the Delhi 
Science Forum and Prayas Energy Group) and 
the general public. The victory of the neo-
liberals in their programmes was made possi-
ble because they ran a democracy that money 
could buy. It is necessary to pay some atten-
tion to the theory and practice of democracies 
that benefit plutocrats all over the world.   

Neo-liberalism and democracy
Under capitalism, formal democracy has 
always been weighted in favour of the prop-
ertied classes. But for a brief period, first in 
the major Scandinavian countries such as 
Sweden, Norway, and Denmark, and in most 
West European countries between around 
1945 and 1970, working classes found a 
voice and a welfare or social democratic 
state operated. One principal contribution of 
neo-liberalism has been to destroy the work-
ers’ resistance in those countries and install 
democracies that money can buy. In India, 
the most populous formal democracy in the 
world, the same tendency prevailed under 
neo-liberalism – in the central government 
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and in most of the constituent states. The 
climax was reached in the parliamentary elec-
tions of 2014, when the Hindu nationalist BJP, 
led by Narendra Modi, obtained an absolute 
majority in the Lok Sabha (the lower house of 
the central legislature) by mounting a lavishly 
funded campaign. Because of the majority 
rule of representation in every constituency, 
the BJP obtained that legislative majority with 
only 31 per cent of the votes polled. In the US, 
lobbying for particular interests and corpora-
tions has been legal for a long time. Between 
1998 and 2013, lobbyists contributed a total 
of $60.38 billion to the two major parties, the 
Republicans and the Democrats. Among 
the top-contributing sectors were finance 
(insurance, banking, hedge funds), private 
health care, and defence suppliers. Among cor-
porations, top contributors included Boeing, 
General Electric (GE), Google, by now the 
biggest internet company in the world, and 
Pfizer, the biggest drugs and pharmaceuticals 
company globally, which conspired to create 
the entity called the World Trade Organisation 
(WTO) (Center for Responsive Politics 2014a; 
2014b). Besides contributions by lobbyists, 
individual politicians also receive campaign 
funding from corporations. For his 2008 
campaign, for example, the presidential can-
didate Barack Obama received funds from 
Goldman Sachs, JP Morgan Chase, Microsoft 
and Google, among others. Altogether he 
was able to raise $417.5 million in direct cam-
paign funding (Center for Responsive Politics 
2014a; 2004b). It is not surprising then that 
Obama would pursue policies that would 
benefit these corporations or that he should 
appoint as treasury secretary Tim Geithner, 
who has had a close relationship with both 
the foreign policy establishment and Wall 
Street all his life. Nor is it surprising that the 
policies Obama followed during both his 
terms should be those of George Bush and 
Bill Clinton. The US Supreme Court has now 
lifted all limits on campaign funding, so big 
corporations can simply buy the legislators 
who will back them (Liptak 2014).

In India, corporations used to finance 
both the Congress Party, which has been the 
longest-ruling centre party and the BJP, which 
had ruled in several major constituent states 
since 1990 and been at the centre in the early 
21st century. Between 2004 and 2012, corpo-
rate houses made 87 per cent of the total con-
tributions to political parties, most of them 
to the aforementioned parties (Association 

for Democratic Reforms 2014). Of the total 
amount of INR3,789 million, the BJP received 
INR1,925 million and the Congress received 
INR1,723 million. These are only legally dis-
closed amounts. 

Imperialism, neo-liberalism, 
inequality, and resistance 
As should be clear from the earlier analysis, 
imperialism has led to unprecedented levels 
of inequality, fed by finance, media control, 
and corruption. It has also irreversibly dam-
aged the environment. While neo-liberalism 
has not yet been defeated, it has faced stiff 
resistance, not only in Latin America but 
also in numerous regions of the world, in 
the form of workers’ movements, women’s 
movements, and movements to protect the 
environment. 

The beginning of the twenty-first century 
has witnessed a collapse of the growth of 
employment worldwide, except in most 
countries of East Asia, and not only in the 
formal sectors but even in low-paid infor-
mal sectors (ILO 2003; 2004). This is espe-
cially true of the youth (that is, persons 
between the ages of 15 and 24 according 
to the UN definition) who constitute 25 
per cent of the working age population 
but account for 47 per cent of the unem-
ployed. Worldwide, there were 88 million 
unemployed youth in 2003 (ILO 2004). 
Moreover, women have been the first vic-
tims of spreading unemployment in many 
countries. In particular, in some Asian 
countries which had specialized in using 
female labour for export production, there 
has taken place a ‘de-feminization of 
labour’ as machines operated by men have 
displaced women … Rates of unemploy-
ment have soared perhaps to levels as high 
as 36 per cent in the Caribbean and Middle 
East and North Africa among young peo-
ple between the ages of 15 and 25 years’ 
(Bagchi 2005: 328–329). 

Such trends are likely to continue in most 
countries, especially since many developing 
ones, including India, have concluded what 
are called WTO-plus free trade agreements, 
under which the highly subsidised agriculture 
of the US and EU is competing with very poor 
farmers of the Third World. Such struggles 
for existence of already impoverished farmers 
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and women in subsistence agriculture will 
also cause more environmental damage 
through over-grazing, deforestation and fail-
ure to put back organic soil nutrients (Singh 
and Sengupta 2009). 

During the last few decades, there has 
been a steep increase in the shares of the 
top 1-5 per cent of income earners in many 
advanced capitalist countries, and especially 
the US and the UK (Atkinson et al. 2011). 
Piketty (2014: parts 1, 3) has demonstrated 
that over the last three decades 60 per cent 
of the increase in US national income went 
to just the top 1per cent of earners; the 
incomes of the top .01 per cent and the top 
.001 per cent increased even more steeply. 
Enormous increases in salaries and other 
incomes of the top layer of executives even 
during the period of global recession, and 
capital gains accruing from operations of 
deregulated stock markets, have contributed 
greatly to this historic increase in inequality 
in these countries. 

Global income inequality has also 
increased over this period (Milanovic 2011). 
One reason for this global inequality is that 
in most of the developing economies, except 
for the East Asian industrialised or industri-
alising ones, landlordism still prevails. As in 
earlier centuries, imperialism has utilised the 
use of non-market power for its own ends. 
However, we have already noted how in Latin 
America many leftist regimes are challeng-
ing the imperialist world order. They are 
also, as in Bolivia and Ecuador, empowering 
the majority Amerindian communities and 
throwing out the criollo elite that is complicit 
with imperialism. 

All over the world, including the US, 
Mexico, and other countries, workers organ-
ised in formal trade unions and unorganised 
workers – many of them immigrants – are 
fighting for their rights (Bagchi 2014b; Lynd 
and Gross 2007; Weinberg 2007). In Porto 
Allegre in Brazil and Oaxaca province in 
Mexico, such groups were able to take control 
of municipalities and implement a variety of 
participatory democracy. One problem with 
workers’ international solidarity is that colo-
nialism created an enormous gap between 
the wages of workers in imperial centres and 
those in the colonial lands. Under the neo-
liberal dispensation, capital is fully mobile 
across international borders but workers’ 
mobility across those borders has been kept 
very restricted. One consequence is that the 

aforementioned wage gap that continues in 
spite of the slow rise or stagnation of wages 
for the majority of workers in the US and EU 
(Bagchi 2014b; Cope 2012).

Even under those constraints, success-
ful experiments in participatory democracy 
have occurred; for example, in the state of 
Kerala in India, in the city of Porto Alegre 
in Brazil, and in Venezuela under Chavez 
(Thomas Isaac and Franke 2000; Harnecker 
2013; Kingsley 2012;). That kind of democ-
racy necessarily challenges the basic tenets of 
neo-liberalism. 

All over the world, women have been 
actively defending their rights and the demo-
cratic principles under which they can defend 
them (see e.g. El Saadawi 2012; Patel 2010). 
They are fighting for universal literacy, univer-
sal health care, an end to human trafficking 
(of which women are the most numerous vic-
tims), equal pay for equal work, and a decent 
livelihood for the nurturing care which they 
bestow on their children and other mem-
bers of their communities. This is also a 
fight against neo-liberalism, because under 
that extremely inegalitarian order, both the 
demand for food grains – of which the poor 
are the main consumers – and investment in 
agriculture (which has again been of a labour-
displacing nature) have suffered badly, and 
led to the displacement of several hundred 
million women from agricultural work, forc-
ing them into very-low-wage work in cities 
where they live under subhuman conditions.

Finally, scientists have long campaigned for 
human beings to respect Nature’s bounda-
ries. Apart from the International Panel on 
Climate Change, which has documented the 
irreversible nature of climate change and has 
been campaigning for limiting the emission 
of greenhouse gases by using more renewable 
sources of energy, a group of 18 scientists has 
identified what they call planetary bounda-
ries which human beings cross at their peril 
and at the peril of life on earth (Rockström et 
al. 2009). These boundaries are determined 
by the following factors, and some of them 
have already been crossed: climate change, 
ocean acidification, stratospheric depletion, 
interference with the global phosphorus 
and nitrogen cycle (through intensive use of 
artificial fertilisers), an alarming rate of bio-
diversity loss, interfering with natural eco-
logical balance, excessive use of freshwater 
globally, drastic change in land use patterns, 
and excessive loading of aerosols such as 
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particulate matters through a tremendous rise 
in the production and use of internal combus-
tion engines in automobiles of all kinds, and 
finally chemical pollution of water and food. 

A system that is driven by competition for 
profit and power, which is the fundamental 
prime mover of the neo-liberal imperial order, 
cannot respect the planetary boundaries as 
the repeated failures of the Copenhagen inter-
governmental conferences on climate change 
have demonstrated. 

In spite of the spread of resistance against 
neo-liberalism and imperialism in the form of 
jihadist movements in the Islamic world and 
peasant wars in Latin America, , rejection of 
the Washington consensus (namely, that you 
should leave all economic activities up to the 
market and the private sector) in most coun-
tries of Latin America, and the rise of China 
as the world’s second largest economy, impe-
rialism and neo-liberalism with corporates 
as the core commanders continue to rule 
most of the world, and military expenditures 
remain massive. ‘World military expenditure 
in 2012 is estimated to have reached $1.756 
trillion. This corresponds to 2.5 per cent 
of world gross domestic product (GDP), or 
approximately $249 for each person in the 
world’ (Shah 2013). That per capita expendi-
ture is higher than the income of the work-
ing poor in the poorer nations of the world. 
However, while the US remains the dominant 
military power accounting for 39 per cent of 
the global military expenditure and with hun-
dreds of military bases across the globe, it is 
being challenged by Russia in Syria, Ukraine, 
and even in Latin America. The Russian presi-
dent Vladimir Putin met Fidel Castro in Cuba, 
and offered help for offshore exploration 
of oil (Anishchuk and Trotta 2014). On the 
other side of the Caribbean, the government 
of Nicaragua has signed an agreement with a 
Hong Kong Chinese company for construc-
tion of a canal that will link the Caribbean 
(and the Atlantic) with the Pacific Ocean, and 
thus provide an alternative to the Panama 
Canal (Westcott 2014). Thus, the US and its 
allies are being challenged internationally by 
two powerful nations and by a host of coun-
tries revolting against neo-liberalism or mili-
tary domination by the US. But humankind is 
still waiting for a world of knowledge econo-
mies, where the search for new ways of using 
nature without causing irreversible damage 
and improving health, education, and crea-
tivity will be the driving force rather than the 

exploitation of wo(man) by wo(man) and 
profit-motivated extraction of non-renewable 
natural resources. 

Amiya Kumar Bagchi
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Petrodollar Imperialism

American imperialism, no domain escapes 
it. It takes all shapes, but the most insidi-
ous is that of the dollar. The United States 
is not capable of balancing its budget. 
It allows itself to have enormous debts. 
Since the dollar is the reference currency 
everywhere, it can use others to suffer the 
effects of its poor management. (French 
president Charles de Gaulle, 1963, quoted 
in Brands 2011: 75)

De Gaulle’s quote provides an excellent intro-
duction to petrodollar imperialism. Known 
by a variety of other terms, including ‘dollar 
hegemony’, ‘dollar dominance’, the ‘dollar 
Wall Street regime’ and ‘exorbitant privilege’, 
petrodollar imperialism is the theory that the 
US primary control of the world economy is 
due to the fact that since 1944 oil has been 
almost exclusively priced in American dollars. 

This means that every country in the world 
that imports oil (the vast majority of the 
world’s nations) has to have immense quanti-
ties of dollars in reserve. Because they are US 
dollars, they are invested in US Treasury bills 
and other dollar interest-bearing securities 
that can be easily converted to purchase dol-
lar-priced commodities like oil. This is what 
allows the US to run up trillions of dollars 
of debt; the rest of the world simply buys up 

that debt in the form of US interest-bearing 
securities. 

This system can only function if oil export-
ers refuse to accept anything other than 
American dollars for payment. With few 
exceptions, oil exporters have done this 
since the early 1970s, when the US Nixon 
Administration successfully negotiated with 
Saudi Arabia, traditionally the world’s domi-
nant producer, to accept only American dollars 
for its oil. Saudi Arabia then used its influ-
ence to get the rest of OPEC (Organization of 
Petroleum Exporting Countries) to agree as 
well. Crucially, most Arab oil exporters since 
that time have also agreed to invest their sur-
plus oil revenues in US government securities. 
This recycling of oil revenues is known as ‘pet-
rodollars’, or petrodollar recycling. Between 
1973 and 2000, Saudi Arabia recycled as much 
as $1 trillion of its oil profits, primarily in US 
Treasury notes and other government interest-
bearing securities. Kuwait and the United Arab 
Emirates recycled between $200 and $300 bil-
lion (Cleveland 2000: 468). While it is difficult 
to ascertain exact numbers as many countries 
do not itemise specific holdings, recent esti-
mates are that Saudi Arabia, Kuwait, United 
Arab Emirates, and Qatar currently hold $2.1 
trillion in dollar reserves (Fisk 2009).

In addition to being the exclusive currency 
for all oil sales, the dollar is also the primary 
currency for global trade in general. If Mexico 
wants to purchase manufactured goods from 
China, it must first convert its pesos to dol-
lars; China in turn accepts dollars and then 
converts them to yuan. This means that coun-
tries need to have dollars at hand not only to 
pay for oil, but also to facilitate trade in gen-
eral. Some 80 per cent of all world trade is 
denominated in dollars and more than two-
thirds of foreign held reserves worldwide are 
also in dollars (Prasad 2014).

Thus, the US directly benefits from both 
the importing and exporting of oil, and from 
global trade activity in general. It is a key 
underpinning of the US economy, and a ben-
efit not available to other countries. This is 
what in large part allows the US to be in debt 
for $17,567,647,844,797 ($17.567 trillion) as 
of April 2014 (US Debt Clock 2014); so much 
of the world economy gets invested back into 
the US economy, and indirectly guarantees US 
debt will always be bought up. According to 
the US Treasury, foreign investors accounted 
for about 33 per cent of all US federal gov-
ernment debt. As of February 2014, major 
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oil-importing and dominant manufacturing 
countries China and Japan held $1.27 and 
$1.21 trillion in US Treasury Securities (US 
Treasury 2014).

Author John Perkins helped negotiate one 
of the first petrodollar recycling agreements 
with Saudi Arabia. In Confessions of an Economic 
Hit Man, he writes:

In the final analysis, the [US] global 
empire depends to a large extent on the 
fact that the dollar acts as the standard 
world currency, and that the United States 
Mint has the right to print those dollars. 
… It means, among other things, that 
we can continue to make loans that will 
never be repaid – and that we ourselves 
can accumulate huge debts. (Perkins 2004: 
250–251)

Observer (UK) newspaper business writer 
Faisal Islam explains that this is what allows 
the US to:

carry on printing money – effectively 
IOUs – to fund tax cuts, increase military 
spending, and consumer spending on 
imports without fear of inflation or that 
these loans will be called in. As keeper 
of the global currency there is always the 
last-ditch resort to devaluation, which 
forces other countries’ exporters to pay 
for US economic distress. It’s probably the 
nearest thing to a ‘free lunch’ in global 
economics. (Islam 2003)

Petrodollar imperialism gained more popu-
lar credence with the publication of William 
Clark’s 2005 book Petrodollar Warfare, which 
posited that the 2003 US invasion of Iraq 
had been in large part to prevent the Saddam 
Hussein regime from pricing its oil in euros 
instead of dollars. The belief that US impe-
rialism is directly linked to the dollar as the 
de facto global currency for oil was also 
strengthened by the 2011 US and NATO inter-
vention in Libya, which followed shortly after 
Muammar Qaddafi’s regime proposed a gold 
dinar as the currency for all of Africa and the 
exclusive payment currency for Libyan oil. 
In February of the same year, International 
Monetary Fund chief Dominique Strauss-
Kahn openly called for a new global reserve 
currency. Three months later he was forced 
out in disgrace when a New York hotel 

maid accused him of sexual assault. He was 
replaced by the dollar-embracing Christine 
Lagarde. Strauss-Kahn has since been cleared 
of all charges (Katusa 2012).

Proponents of this theory also point to 
US-led attempts to contain Iran’s nuclear 
power ambitions as a ploy to distract from 
the real issue of concern, that Iran announced 
it would stop accepting dollars for its oil in 
2007, and that ongoing US tensions with 
Iranian ally Syria were severely exacerbated 
when Syria switched to the euro for all inter-
national trade in 2006.

History
The international agreement to price oil in 
dollars was part of the 1944 Bretton Woods 
agreements for how the post-Second World 
War global economy would function. Bretton 
Woods was intended to provide a stable inter-
national financial regime which would ensure 
that the type of economic collapses that had 
led to the Great Depression, and the subse-
quent rise of fascism and the carnage of war, 
did not occur again. This meant establishing 
a rule-based system that could not be manip-
ulated by more powerful states to their own 
advantage (Korten 2001: 161–162).

Gold was set as the anchor of the new sys-
tem. The US dollar was established as the 
de facto global currency for trade and com-
merce, but the price of the dollar was pegged 
directly to actual gold reserves, and gold was 
set at $35 an ounce. Other countries’ cur-
rencies were then fixed against the dollar; 
changes in currency rates could only occur via 
the International Monetary Fund. The criteria 
for a change in a country’s currency exchange 
relative to the dollar was if the country needed 
to address a ‘fundamental disequilibrium’ in 
its current account. While the dollar served 
as the main currency for international trade, 
its exchange rate was similarly fixed to any 
other country’s currency because it was fixed 
against gold. The system encouraged states to 
stay in surplus; they could then demand that 
their surplus dollars be exchanged for gold. 

But by the late 1960s, under the strain 
of financing the Vietnam War, the US was 
running out of gold reserves sufficient to 
exchange other countries’ surplus dollars for 
gold (178–179). The American government 
had a number of options to address this pre-
dicament. These included bringing its own 
deficit under control by cutting back on the 
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tremendous military costs from the Vietnam 
War, or by reducing imports, or by devalu-
ing the dollar against gold, which would 
have meant countries got less gold for their 
surplus dollars. Instead, in 1971, the Nixon 
Administration pulled the US out of the gold 
standard altogether. By removing the need 
to have enough gold reserves relative to the 
amount of dollars it printed, the US gained 
instant and significant leverage over other 
countries, in particular regarding oil (Gowan 
1999: 19).

While assuring the rest of the world that it 
would not impede moves to a basket of cur-
rencies to replace the dollar as the exclusive 
currency for oil, Nixon and his secretary of 
state Henry Kissinger were secretly and suc-
cessfully negotiating with Saudi Arabia to 
guarantee that international oil sales would 
continue to be priced exclusively in dollars. 
The Nixon Administration also negotiated 
that Saudi Arabia’s significantly increased 
oil profits would be invested in the US 
economy, primarily in government interest-
bearing securities, and that its profits would be 
directly invested in US and British private banks 
(Spiro 1999: 121–123). Petrodollar recycling was 
thus born, and the first billions of what would 
become trillions began flowing into the US. 

Nixon and Kissinger’s manoeuvring was 
part of a long-standing US relationship with 
the Saud royal family. In 1945, US President 
Franklin Roosevelt ensured that Saudi Arabian 
oil would be under US control when he 
entered into an agreement with Saudi Arabia’s 
King Saud. The US would protect and guaran-
tee the Saudi regime, in return for exclusive 
access to Saudi oil (Yergin, 1991: 413–416).

John Perkins worked as a consultant for 
a private firm that helped the US govern-
ment negotiate trade deals. In Confessions of an 
Economic Hit Man, he details how he directly 
worked on the initial post OPEC oil crisis deal 
between the US and Saudi Arabia. Perkins 
writes, ‘I understood, of course, that the pri-
mary objective here was not the usual – to 
burden this country with debts it could never 
repay – but rather to find ways that would 
assure that a large portion of petrodollars 
found their way back to the United States’ 
(Perkins 2004: 97).

Perkins said of the plan he helped to 
develop: 

Under this evolving plan, Washington 
wanted the Saudis to guarantee to 

maintain oil supplies and prices at levels 
that could fluctuate but that would always 
remain acceptable to the United States 
and our allies. If other countries such as 
Iran, Iraq, Indonesia, or Venezuela threat-
ened embargoes, Saudi Arabia, with its 
vast petroleum supplies, would step in 
to fill the gap; simply the knowledge that 
they might do so would, in the long run, 
discourage other countries from even 
considering an embargo. In exchange for 
this guarantee, Washington would offer 
the House of Saud an amazingly attractive 
deal; a commitment to provide total and 
unequivocal US political and – if neces-
sary – military support, thereby ensuring 
their continued existence as the rulers of 
their country. … The condition was that 
Saudi Arabia would use its petrodollars 
to purchase US government securities …. 
(102–103)

But the true essence of petrodollar imperial-
ism rests on the next moves pursued by the 
Nixon Administration: its manipulation of 
the 1973 OPEC Oil Embargo. On 15 October 
1973, the Organization of Arab Petroleum 
Exporting Countries (OAPEC), consisting of its 
Arab members plus Egypt and Syria, declared 
they would embargo oil sales to any country 
that supplied arms to Israel during the Yom 
Kippur War. As a result of the embargo, the 
price of oil quadrupled to nearly US$12 per 
barrel by 1974 (Hammes and Wills 2005: 
501–511). The US was embargoed, and the 
crisis impacted its economy, but less so than 
it did other countries because America was a 
domestic producer of oil and therefore less 
dependent on OPEC and the Middle East. 

As detailed in Peter Gowan’s Global Gamble 
(1999: 21, 27), Nixon and Kissinger had 
been pressuring Saudi Arabia to significantly 
increase global oil prices via OPEC two years 
before the Embargo began. By manipulating 
the OPEC Oil Crisis, the US was able to guar-
antee a financial windfall for itself; higher oil 
prices meant countries purchasing oil had to 
have more American dollars in reserve to pur-
chase that oil. When the OPEC crisis quad-
rupled the price of oil, countries suddenly 
needed four times as many American dollar 
reserves to purchase oil supplies. This meant 
a near immediate 400 per cent increase in for-
eign investment in the American economy, 
primarily in short-term US government debt 
securities. For those poor countries that did 
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not have the available revenues to pay for this, 
the Saudi Arabian surplus oil revenue was 
now available from US banks as loans (22).

Which brings us to the final but by no 
means least significant of the petrodollar 
imperialism underpinnings orchestrated 
by Nixon and Kissinger. As well as disman-
tling the gold standard as the backbone 
of the international financial and currency 
regime, the Nixon Administration succeeded 
in eliminating the previous limitations on 
private banks as a source of direct capital for 
international finance. Under Bretton Woods, 
international finance and loans were under 
the direct control of government-controlled 
central banks. Private banks and investment 
firms were prohibited from moving their 
funds freely to other countries, although there 
were some exceptions for financing trade and 
specific foreign-development investment. The 
idea was that money would stay in that coun-
try and contribute to the country’s economic 
and social development goals, thus contrib-
uting to internal financial and, theoretically, 
social stability, rather than seeking profit 
opportunities elsewhere (Beder 2006: 48–49).

In 1974, the US simply eliminated its own 
limits on external and internal capital flows. 
By dropping the capital constraints previ-
ously placed on private financial institutions, 
the increased and considerable OPEC oil rev-
enue was available to be invested directly into 
New York banks. US private banks and invest-
ment firms then became the dominant inter-
national financial force, largely replacing the 
Bretton Woods government-controlled cen-
tral banks (Gowan 1999: 21). 

Eric Helleiner, who has written extensively 
on this issue, says ‘the basis of American 
hegemony was being shifted from one of 
direct power over other states to a more 
market-based or “structural” form of power’ 
(Helleiner 2005).

Crucial to petrodollar imperialism is the 
control it gives the US over developing coun-
tries via its ability to manipulate their debt. 
This achieved firstly by creating or exacer-
bating existing debt, as evidenced by the US 
initiation of the OPEC oil crisis and the sub-
sequent quadrupling of the cost of oil. But the 
US can also manipulate other countries’ debt 
by simply lowering or raising its domestic 
interest rates via the Federal Reserve, which 
is then passed on to any and all international 
loans. A rise in domestic US interest rates 
means that countries which have taken out 

loans from US banks or the IMF/World Bank 
are now faced with a sudden increase in the 
interest tied to those loans, and hence an 
almost automatic increase in dollars going 
back to the US. 

This is what happened with the Third-
World debt crisis of the early 1980s, when fis-
cal policy under the Reagan Administration 
saw US interest rates rise to 21 per cent. This 
in turn skyrocketed Third-World debt, which 
had to be repaid in dollars. This debt had 
grown substantially from 1973 onwards, 
when oil-importing countries had to bor-
row funds to cover the 400 per cent sudden 
increase in global oil prices as a result of the 
OPEC crisis. The Saudi and Gulf States’ pet-
rodollars that had been invested in the US 
were then available as loans, directly or via 
the World Bank and IMF, to these countries. 
The foreign debts of 100 developing coun-
tries (excluding oil exporters) increased 150 
per cent between 1973 and 1977 to cover 
the quadrupled cost of oil (International 
Monetary Fund, n.d.) 

Many of these same countries then faced even 
more severe economic crises in the aftermath 
of the first round of the debt crisis brought 
on by the significant rise in interest rates. The 
debt was owed primarily to the World Bank, 
IMF, and the New York private banks that had 
been liberated under Nixon from the capital 
restraints built into the original Bretton Woods 
structure. Bail-out packages from the World 
Bank and IMF came with stringent neo-liberal 
conditions requiring privatisation, deregula-
tion, and cutbacks on government spending. 
These structural adjustment programmes 
became the ultimate means of US control over a 
soon to be neo-liberalised global economy, with 
significant financial flows to the US and the 
developed world occurring as a result.

By 2004, this arrangement had seen the 
world’s poorest countries pay an estimated 
$4.6 trillion in debt repayments to the world’s 
richest countries, a significant portion of 
which went to the US. In 2011, they paid over 
$620 billion servicing this debt. As of the 
end of 2012, the total debt owed by so-called 
developing countries was $4.8 trillion (Elmers 
2014). Many of these countries have paid back 
their initial loans many times over, but are 
kept in a state of indebtedness due to inter-
est rises, as highlighted by the 21 per cent US 
interest rate rise in the early 1980s. 

In an unfortunately typical example, in 
2005 and 2006, Kenya paid as much in debt 
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repayments as it did for providing critical ser-
vices to its people like health care, roads, pub-
lic transport, and provision of clean drinking 
water combined. Between 1970 and 2002, sub 
Saharan Africa, the poorest region in the 
world, paid $550 billion on loans totalling 
$540 billion. Yet it still owed an incredible 
$295 billion due to interest (Jubilee UK 2011).

Thus, the US can run up staggering debts 
with no significant consequences, while 
simultaneously benefiting immensely from 
other countries’ debt and guaranteeing that 
the world’s poorest countries will dispropor-
tionately support the US economy. 

Iraq’s threat to petrodollar 
imperialism
In Petrodollar Warfare: Oil, Iraq, and the Future of 
the Dollar, analyst William Clark (2005) put 
forward his theory that Iraq’s switch to the 
euro, and the threat that other oil- producing 
countries might follow, was the primary moti-
vation for the 2003 US-led invasion of Iraq. 
The book was preceded by a widely read and 
discussed article by Clark just prior to the 
invasion.

In September 2000, Saddam Hussein 
announced that Iraq would no longer accept 
the ‘currency of its enemy’, the US dol-
lar, for its oil and would instead accept only 
euros. Iraq openly encouraged the rest of 
OPEC to do the same (Sachs 2000). If every 
oil-producing nation followed Iraq’s lead 
and accepted euros instead of dollars, it 
would mean the end of the US empire. Oil-
importing countries (most of the world) 
would have to convert their dollar reserves 
into euro reserves, and thus would remove 
the trillions invested in the US economy. A 
resurgent and regionally strong post UN 
sanctions Iraq, supported politically and 
economically by European rival oil powers 
involved in rebuilding its oil-producing infra-
structure, would then have been in a posi-
tion to encourage vocal US critics Iran and 
Venezuela to switch as well from the dollar to 
the euro.

Writing in 1999 before the euro had 
been introduced as a currency, Peter Gowan 
said:

Directly threatening to U.S. interests in 
such a scenario would be the impact on 
the dollar; for Saddam Hussein might 
have preferred to denominate his capital 

in marks or yen. As the world’s biggest 
debtor, with its debt denominated in 
dollars, the U.S. economy would clearly 
be vulnerable if a significant propor-
tion of Middle East oil revenues were 
switched to another currency. For the 
United States to concede such politi-
cal power to Saddam was unthinkable. 
(Gowan, 1999: 159)

Economic Hit Man author John Perkins wrote: 

A decision by OPEC to substitute the euro 
for the dollar as its standard currency 
would shake the empire to its very foun-
dations. If that were to happen, and if one 
or two creditors were to demand that we 
repay our debts in euros, the impact would 
be enormous. (Perkins 2004: 250–251)

Europe itself began to enthusiastically 
encourage the rest of the world to switch to 
the euro shortly after Iraq’s decision. In June 
2001, the European Parliament passed a reso-
lution calling on ‘the European Union, in 
dialogue with the OPEC and non OPEC coun-
tries, to prepare the way for payment of oil in 
euros’ (European Parliament 2001). A month 
earlier, there were media reports that ‘EU 
leaders [have] made an audacious bid to lure 
Russia away from its reliance on the green-
back, calling on Moscow to start accepting 
euros instead of dollars for its exports, dan-
gling the attractive carrot of a boom in invest-
ment and trade’ (Newbold 2001). Russia is 
one of the world’s largest oil exporters. 

Youssef Ibrahim, a member of the US 
Council on Foreign Relations, told CNN in 
February 2003 that ‘The Saudis are holding 
the line on oil prices in OPEC and should 
they, for example, go along with the rest 
of the OPEC people in demanding that oil 
be priced in euros, that would deal a very 
heavy blow to the American economy’ (Islam 
2003). The next month, the US invaded Iraq.

In June 2003, the US military occupa-
tion moved back to accepting only dollars 
for Iraq’s oil, and eliminated the acceptance 
of euros. It did so despite the fact that the 
euro was valued 13 per cent higher than 
the dollar, and thus directly reduced the rev-
enue value of Iraq’s oil sales (Hoyos and 
Morrison 2003).

Inherent in the George W. Bush 
Administration’s 2002 National Security 
Strategy was that no rival to the US be allowed 
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to rise in the post-Cold War geopolitical 
world. Russia, one of the few nations with the 
potential to rival US power, is heavily depend-
ent on its oil-producing revenue. By invad-
ing Iraq, the US gained de facto control over 
Iraq’s oil production, and ultimately over the 
global oil market; a cut in the oil price via 
Iraq in combination with Saudi Arabia would 
mean a cut in Russia’s own hegemony, and 
more importantly, a direct impediment to its 
ability to economically rival the US. 

An example of the US utilising its petrodol-
lar imperialism to great geopolitical effect 
was its Cold War diplomacy with the Soviet 
Union. Energy analysts Edward Morse and 
James Richard argue that it was Saudi collu-
sion with the US for geopolitical gain that set 
the groundwork for the debt-ridden collapse 
of the Soviet economy. In the mid-1980s, 
as the Soviet oil industry was attempting to 
expand, Saudi Arabia used its spare capacity 
to drive down the global price of oil to $10 a 
barrel, a drop of over 50 per cent: 

The aforementioned Saudi-engineered 
price collapse of 1985–86 led to the implo-
sion of the Soviet oil industry – which, in 
turn, hastened the Soviet Union’s demise 
… Saudi spare capacity is the energy equiv-
alent of nuclear weapons … It is also the 
centrepiece of the U.S.–Saudi relationship. 
The United States relies on that capacity 
as the cornerstone of its oil policy. (Morse 
and Richard 2002: 20)

Alternatively, China and Europe are both 
dependent on oil imports. Raising the price of 
oil would have similar deleterious impacts on 
these and/or any other countries dependent 
on oil imports, which the US did not hesitate 
to do when Nixon manipulated the OPEC oil 
crisis. Control of world oil prices via control 
of the world’s currency means in large part 
control over the economies of Europe, China, 
Russia, and any other present or future rivals 
to US hegemony.

As military analyst Stan Goff puts it, ‘Oil is 
not a normal commodity. No other commod-
ity has five U.S. navy battle groups patrolling 
the sea lanes to secure it’ (Goff 2004). 

Contemporary issues
As of 2014, the US faces new challenges to 
retain its petrodollar imperialism. A key fac-
tor to the success of the petrodollar regime 

has been that much of the world until recently 
has been dependent on the US for its security. 
Japan, South Korea, Australia, New Zealand, 
and Western Europe are all in the US post-
Second World War security orbit, as are key 
Arab oil-producing states, most crucially 
Saudi Arabia and now Iraq. It certainly made, 
and continues to make, some sense for these 
countries to adhere to the dollar’s primacy as 
the dominant trade currency in return for US 
protection. 

However, key oil producers Venezuela, Iran, 
and Russia are most decidedly not US allies. 
Nor is China, the world’s leading manufac-
turer. And with the rise of the BRICs (Brazil 
and India joining Russia and China) as pow-
erful international economies, US economic 
leadership is no longer dominant. 

And in response to the global financial cri-
sis, caused by the US sub-prime mortgage cri-
sis and housing-market bubble collapse, the 
Federal Reserve’s response has been the con-
troversial policy of Quantitative Easing (QE). 
QE is the process of expanding the number 
of dollars in circulation, while keeping inter-
est rates at near zero levels to encourage bor-
rowing and to promote economic growth. 
This in turn has meant much lower returns for 
US Treasury bills and other interest-bearing 
instruments, and subsequently lower returns 
for other countries’ dollar reserves invested in 
those Treasury bills (Eichengreen 2012: 180). 
Between the outlays to save the ‘too big to fail’ 
banks, profligate military spending on the inva-
sions of Iraq and Afghanistan and the War on 
Terror, US debt increased by $10 trillion in just 
ten years, and went from 36 per cent of GDP in 
2001 to 82 per cent in 2011 (Hung 2013).

Relying on the rest of the world to sim-
ply buy up the dollars it prints to cover its 
increased spending would appear to be catch-
ing up on the United States. Many are now 
suggesting that what was unthinkable a few 
years ago is now inevitable. In 2009, French 
president Nicolas Sarkozy said ‘Today, we 
have a multipolar world, and the system must 
be multi-monetary. In the world as it is now, 
there can’t be submission to what a single 
currency dictates’ (Vinocur 2009). A 2011 
World Bank report predicted that the dollar 
would be abandoned as the world’s single 
currency before 2025 (World Bank 2011). The 
same year, Russian prime minister Vladimir 
Putin said of Americans: ‘They are living like 
parasites off the global economy and their 
monopoly of the dollar’ (Tsvetkova 2011).
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At an international meeting of the BRICS, 
Brazil, Russia, India, China and South Africa 
openly declared that they want the dollar’s 
dominance to end: 

Recognizing that the international finan-
cial crisis has exposed the inadequacies 
and deficiencies of the existing interna-
tional monetary and financial system, we 
support the reform and the improvement 
of the international monetary system, with 
a broad-based international reserve cur-
rency system providing stability and cer-
tainty. (Sanya Declaration 2011)

In October 2009, long-term Middle East 
correspondent Robert Fisk of Britain’s 
Independent newspaper broke the story that 
Gulf oil-producing countries, along with 
China, Russia, Japan and France, were in 
high-level secret discussions to launch a new 
system to replace the dollar as the de facto 
currency for global oil sales by 2018. The dol-
lar would be replaced by a basket of different 
currencies, including a new currency for the 
Gulf Co-operation Council countries of Saudi 
Arabia, Kuwait, the United Arab Emirates, 
Oman, Qatar, and Bahrain. Other curren-
cies would include the euro, the Chinese 
yuan, and Japanese yen. Gold would also be 
included in the mix (Fisk 2009). 

China was cited as one of the most enthu-
siastic participants in the meetings. It has 
developed a somewhat mutually depend-
ent relationship with the US; China buys 
American debt in the form of US government 
securities ($1.27 trillion as of February 2014, 
according to the US Treasury). In return, 
the US consumes an enormous amount of 
Chinese products. This arrangement has been 
relatively stable as long as the US economy 
has continued to buy Chinese goods, and as 
long as US government securities have pro-
vided a decent rate of return. 

However, Europe has now surpassed the 
US as China’s principle export market, and 
thanks to QE, the rate of return on its tril-
lion-dollar holdings is anaemic. However, 
any sizeable unloading of its dollar hold-
ings would result in a collapse of the dol-
lar’s value, and a significant loss of its dollar 
assets.

China has a multitude of other reasons 
to be unhappy with the dollar as global cur-
rency hegemon. With the increase of dol-
lars in international circulation due to QE 

and the resulting depreciation of the dollar, 
Chinese exports have become more expen-
sive. It has also resulted in inflation, as China 
has had to print more of its own currency to 
keep up with the increased supply of dollars. 
While the US has done this for a variety of rea-
sons, at least one of them has been to make 
US exports cheaper and thus more attrac-
tive in order to help end the self-imposed 
Global Financial Crisis, at least for itself 
(Eichengreen 2012, 135).

With the Middle East importing a vast 
amount of goods from China, as does the rest 
of the world, these dollars are then exchanged 
for Chinese yuan in order to buy Chinese 
goods. If China could buy oil in yuan, the 
Middle East countries could then buy Chinese 
goods with the yuan they would be holding in 
reserve from oil sales. 

Proponents of petrodollar imperialism 
point to Iran as another example of the US 
using its foreign policy and military to pro-
tect its dollar dominance. Ostensibly, US-led 
sanctions against Iran have been to address 
its nuclear aspirations. But Iran in recent 
years has also successfully and directly chal-
lenged the US dollar as the exclusive global 
currency for all oil transactions, with the 
direct assistance of Russia, China, and others. 

It began in 2005, when Iran announced it 
would form its own International Oil Bourse 
(IOB), the first phase of which opened in 
2008. The IOB is an international exchange 
that allows international oil, gas, and petro-
leum products to be traded using a basket 
of currencies other than the US dollar. Then 
in November 2007, at a major OPEC meet-
ing, Iran’s president Mahmoud Ahmadinejad 
called for a ‘credible and good currency to take 
over US dollar’s role and to serve oil trades’ 
(China Daily 2007). He also called the dollar 
‘a worthless piece of paper’ (BBC News 2007). 
The following month, Iran (consistently 
ranked as either the third or fourth biggest oil 
producer in the world) announced that it had 
requested all payments for its oil be made in 
currencies other than dollars (Reuters 2007).

The latest round of US sanctions target 
countries that do business with Iran’s Central 
Bank, which, combined with the US and EU 
oil embargoes, should in theory shut down 
Iran’s ability to export oil and thus force it to 
abandon its nuclear programme by crippling 
its economy. But instead, Iran is successfully 
negotiating oil sales by accepting gold, indi-
vidual national currencies like China’s yuan, 
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and direct bartering involving China, India, 
and Russia, among others (Doran 2012).

By accepting and encouraging countries to 
pay for its oil in currencies other than the US 
dollar, Iran has deliberately taken the same 
action that, according to Petrodollar Warfare 
(Clark 2005), led directly to the US invasion 
of Iraq. Like Iraq pre-invasion, Iran is not a 
member of the World Trade Organisation, 
has not had any dealings with the IMF since 
1984, and does not have any debt with it or the 
World Bank. Like Iraq before it, the US and 
its oil companies are cut out of any future oil 
development in Iran. Like a post-sanctions 
Iraq, Iran has the potential to be the domi-
nant power in the region and to provide devel-
opment assistance on a vastly different model 
to that imposed by the WTO (World Trade 
Organization), World Bank, and IMF.

For now, the dollar remains dominant as 
the de facto global currency. However, the 
ascendancy of the euro and eventual interna-
tionalisation of the Chinese yuan, the rise of 
non traditional allies like China and Russia 
in the global economy, and the increasingly 
obvious decrease of America’s global eco-
nomic domination are all factors in predicting 
the dollar’s eventual fall. 

Christopher Doran
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Sources of Surplus 

Value and Imperialism

Empire turns on prime forces: a stronger 
power’s initial siege and pillage of material 
values from a weaker one, followed by a yoke 
of tyranny imposed upon resisting popula-
tions and extraction of surplus-value from 
their labour.

Here we sketch these contours, framing 
each historically, concentrating on Britain’s 
evolving global empire and its ideological 
foundations, crisis of capital accumulation, 
and expanding colonial system.

Material value
The underlying sources of material value are 
not generally known or recognised as being 
associated with the Sun’s irradiation of Earth 
that, over the last 4.8 billion years, created 
and stored energy in rock, soil, water and 
atmosphere; energy ultimately used by plants 
and animals. 

As living varieties, these sustained and gave 
life to our species to gather, hunt, and domes-
ticate the means of existence, providing the 
sources of energy that populations require for 
survival and shaping materials for personal 
consumption and exchange (Krooth 2009). 

Over the stretch of millenniums, these ini-
tial sources of use-and exchange-values fused 
as accumulated wealth (linked to other forms 
taken through pillage, wars, and conquests; 
mercantilism and the extraction of labour-
effort from those in bondage) in peonage or 
slavery, ecomienda or serfdom, wage-work or 
under the head-right system of tribal leaders 
providing community labour for the coin of 
empire.

Ancient and modern imperial ruin
To one degree or another, all these sources of 
accumulated wealth came to centre in emer-
gent primitive communities, feudal estates, 
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enlarging cities, and imperial helotries: con-
trolling, exploiting, and impoverishing popu-
lations and the natural world.

Failing agricultural output, internal social 
conflict, and military build-up often bred cri-
ses of too little food and resources to support 
local populations and maintain the power 
position of an elite among the discontented 
many. Failing legitimacy of the elite might 
then be offset by foreign conquests to replace 
diminishing domestic resources used to pac-
ify home populations.

More intensive exploitation domestically 
and abroad foretold environmental trag-
edies: terrain denuded of forests; soil fertility 
declining and eviscerated; food production 
plummeting and putrefied; resources and 
raw materials in short supply; skills and 
crafts undermined; and attempts at foreign 
conquest meeting resistance and sometimes 
defeat.

Imperial ruin then set up new equations of 
power between social classes and between 
them and the natural domain, producing 
stresses that might only be lessened by con-
scious measures to secure both populations 
and the remains of the natural order. Yet most 
empires rose and fell without such resolution, 
leaving behind weakened, dispersed peo-
ples and environmental degradation (29–33, 
191–192).

Use-values and merchant capital 
Empires and their precursors nonetheless 
varied; and the nature of each left a unique 
footprint of collected resources and mate-
rial wealth, still seen in ancient cities and 
museums.

Marx wrote that the merchant capital car-
rying trade of use-values practised among the 
Venetians, Genoese, and Dutch merely circu-
lated commodities and money to accumulate 
profit. ‘No matter what the basis on which 
commodities are produced, which are thrown 
into circulation as commodities – whether the 
basis of the primitive community, or small 
peasants or petty bourgeois, or the capitalist 
basis, the character of products as commodi-
ties is not altered, and as commodities they 
must pass through the process of exchange 
and its attendant changes of form’ (Marx 
1961a: 320).

Money or goods would be exchanged for 
products in one location at one price, then the 
products would be sold for more money or 

wares at another location, with the merchant 
taking the profit; next the process would be 
repeated, taking products to others buyers 
elsewhere ‘where the principal gains were not 
made by exporting domestic products, but by 
promoting the exchange of products of com-
mercially and otherwise economically under-
developed societies, and by exploiting both 
producing countries’ (323).

European expansion
The future foundation for comparable 
merchant trade in use-values evolved as 
Europeans expanded their reach into the 
Americas.

Led by the discovery of the New World and 
driven by European drives to appropriate 
wealth, initial Spanish and Portuguese con-
quests in the Americas encompassed geno-
cide and brigandage; followed by brutalising 
labour mining gold and silver; then agricul-
tural field slavery; and, lacking biological 
immunities to European diseases, plague, from 
all of which the indigenes lost 81–90 million 
of their populations over the next 500 years 
(Krooth 2009: 218–223; 237–238, 244).

Designed by Catholic popes an ocean away, 
issuing edicts dividing America into viceroy-
alities to satiate a handful of crowned heads, 
noblemen and courtiers, they planned the 
importation of African slaves to mine bullion, 
to colonise food production under labour 
ecomienda; and thereafter by mercantilism to 
impose inequitable trade.

These were the sometime overlapping steps 
of the invaders.

By the opening years of the 16th cen-
tury, the Spanish had contracted with the 
Portuguese to supply slaves for their New 
World colonies. And the Spanish sovereigns 
then began a system of special contracts 
(called ‘Assiento’) with foreign nations, cor-
porations, or their subcontractors to bestow 
from time to time a monopoly to supply 
Africans for their American possessions 
(Krooth 2013: 32–33; Morel 1969/1920: pp. 
15–19, 153–155). 

Early records vary recording this lucrative 
commerce in human flesh and labour. But 
from 1776–1800 an average of 74,000 slaves 
each year were imported into all the South 
and North American colonies and territories, 
totalling 1,850,000. The Portuguese annual 
average alone was 10,000 (Morel 1969/1920: 
15–19). On went the carnage until more than 
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10 million souls were chained in the Middle 
Passage, more than half of them dying in 
wretchedness of starvation and sickness en 
route.

From the sundered
From the sundered was torn labour’s toil, 
transformed into ingots fulfilling the mer-
cantile system’s conception of wealth (Krooth 
1975: 2; 2013: 33–35).

Thereby, between the European discovery 
of America and the acceleration of Britain’s 
initial industrial revolution about 1760, some 
$1,859 million in gold and $3,994 million in 
silver were produced by enslaved populations 
throughout the world. As the periodic pro-
duction of bullion rose steadily eight-and-a-
half times, the major European sea powers 
accumulated metallic wealth in order to pay 
past debts to the leading Italian banking fam-
ilies, the Lombards and Fuggers, the remain-
der to buy foreign wares and to lay the base 
for new capitalist industries (Krooth 2013: 
35–36).

The Spanish concentrated on Mexican slave 
mines, eventually becoming the principal 
colony for extracting gold and silver, shipping 
one-fifth to the Spanish Crown in Madrid. 
Under occupation, the population meanwhile 
plummeted from 11 million in 1519 to some 
1.5 million around 1650. (36; Wallerstein 1974: 
189, fn 74).

From Mexico, Father Mololina openly 
denounced the Spaniards’ cruelty, fulminat-
ing that ‘countless’ natives were killed in 
labour in the mines; that forced service at 
Oaxaca was so destructive that for half a 
league around it one could not walk except on 
dead bodies or bones; that so many birds 
flocked there to scavenge that they darkened 
the sky. Only he who could count the drops 
of water in a rainstorm or the grains of sand 
in the sea could count the dead Indians in the 
ruined lands of the Caribbean Islands (Hanke 
1959: 22).

With brutalising efficiency, the ecomienda 
system also enslaved native peoples and 
chained millions to the land. Miguel de 
Salamanca, the oldest and most authorita-
tive of the Spanish clerics, described the sys-
tem as ‘Indians … being allotted for life in 
order that, working as they are worked, all the 
profit deriving from their work goes to those 
who hold them in ecomienda; whereas this 
form of ecomienda and the manner to which it 

is executed is contrary to the well-being of the 
Indian Republic’ (Hanke 1960: 56).

Little bullion was discovered north of the 
Rio Grande however, Britain gradually turn-
ing towards establishing mercantile colonies, 
changing policies from seeking to accumulate 
wealth by raiding gold from the Spanish Main 
to establishing colonial trading territories 
from which emergent British industries could 
draw low-price raw materials to manufacture 
and return them at a high-price to the colonial 
market (Krooth 2009: 215–217; Lewis 1841: 
passim; Smith 1937: 531; 555–556).

Mercantile capital accumulation
Starting in 1660, the British mercantile or 
colonial system moved beyond accumulating 
profits by pure merchant trade. Copied from 
Dutch merchants and adapted in Charles II’s 
first Parliament as a Navigation Act (renewing 
and extending one passed nine years earlier), 
its object was to exclude the ubiquitous Dutch 
and other foreign shippers plying the North 
American colonial trade at a moment when 
barely half of England’s 13 North American 
colonies had been established.

Britain was determined to completely regu-
late mercantile trade. 

As the colonies were viewed as vast ‘planta-
tions’ existing for the welfare of the Mother 
Country, they were to supply what the 
Mother Country could not produce herself, 
and to take in exchange the surplus produce 
and manufactures of the Mother Country. 
Colonial industry was to be stimulated or 
not along the lines of this policy. While the 
welfare of the colonies themselves was a sec-
ondary consideration, it could be generously 
measured when it produced no conflict with 
the welfare of the Mother Country. 

It thus was to be a closed commercial sys-
tem. No goods were to be imported into or 
exported from British possessions save in 
British or colonial ships. And under a system 
of ‘enumerated articles’ covered by more than 
100 acts of Parliament, Britain admitted to 
her ports colonial foods and raw materials at 
a lower duty than was levied on similar goods 
from foreign nations.

The system also concentrated on mercan-
tile colonies as a vent to sell at a high price 
varieties of British manufactured textiles, 
tools, and other factory products. Colonies 
were to sell to England at low prices their 
foods and produce to feed the Mother 
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Country’s emergent working class; to supply 
British factories with low-cost raw materi-
als so that the manufacturers might secure 
for themselves all the advantages arising 
from their further improvement at elevated 
prices — also prohibiting the colonies from 
manufacturing goods (not even a nail for 
a horseshoe railed the Earl of Chatham in 
Parliament) for their own markets, effectively 
keeping colonies and their labourers as per-
manent debtors (Krooth 1975: 3; Lewis 1841: 
206–208, and passim). The resulting trade 
balance favouring Britain actually reflected 
more labour-toil drawn from the colonised 
exchanged for less labour-effort drawn from 
Britain’s factory proletariat using machines 
driven by steam-power.

When the North American colonies had 
grown into large and flourishing commu-
nities able to mine resources, to manufac-
ture, and to ship commodities, however, the 
British government required them to con-
tribute to its expenses to subjugate them by 
arms; and though they had the means of pay-
ment, they also had acquired the power and 
disposition to resist. Describing themselves 
as Americans, anti-colonialism successfully 
began, leading to the 1776 revolt, victorious 
in 1783, eventually creating an unbroken con-
tinental nation from the Atlantic to the Pacific 
which was able to export commodities and, 
two centuries later, financial capital (Krooth 
1975: 3–6, 28; Lewis 1841: 206–208; Sides 
(2006: 209, 214, 308).

Tracing the past
Such expansive continental futures could 
hardly be successful in a geographically par-
titioned Europe of nation states, though after 
1751 the wages system had become central 
to the British political economy, turning on 
increased factory production, employment of 
a dispossessed proletarian army, and expan-
sive overseas markets.

As the Industrial Revolution took hold, the 
basic sources of surplus-value expropriated 
by capital and elaborated by empire were vari-
ously described by Scottish free-trader Adam 
Smith as being values created from workers’ 
exertion over and above the value of the wages 
paid to them, seen as the underlying source of 
the wealth of all nations.

And yet by 1832, vis-á-vis surplus-value, 
English workers could no longer win higher 
relative wages or improvements under the 

existing social order; they proved themselves 
unable to overturn and take charge of the pro-
duction forces then in the hands of a deter-
mined owning class dominating parliament 
(Engels 1940: 14: Thompson 1963: passim).

Marx and Engels insisted nonetheless that 
this was the only path for labour to secure the 
full labour-value of its whole output. 

Marx railed that: ‘A forcing up of wages … 
would therefore be nothing but better pay-
ment for the slave, and would not conquer for 
either the worker or for labour their human 
status and dignity’ (Marx 1961b: 81).

Engels more pointedly explained: 

It is not the highness or lowness of wages 
which constitutes the economical degra-
dation of the working class: this degrada-
tion is comprised in the fact that, instead 
of receiving for its labour the full produce 
of this labour, the working class has to be 
satisfied with a portion of its own produce 
called wages. The capitalist pockets the 
whole produce (paying the laborer out of 
it) because he is the owner of the means of 
labour. And, therefore, there is no redemp-
tion for the working class until it becomes 
the owner of the means of work — land, 
raw material, machinery, etc. — and 
thereby also the owner of the whole pro-
duce of its own labour. (Engels 1940: 14) 

Thomas T. Malthus held another view, 
emphasising natural restrictions on popula-
tion growth by lack of the means of subsist-
ence to maintain the multiplying millions. 

Malthus had come to this conclusion in 
his ‘Essay on Population’ (1798) by drawing 
on Sir James Steuart, De Foe, and others to 
attack the French revolutionary teachings of 
Condorset. Rather than focus on the work-
ers’ lack of control of the means of produc-
tion and inability to purchase their whole 
output, Malthus simply ignored the capital-
ists’ appropriation of the entire product from 
which wages were paid. Rather, he said that 
the causes of labour’s lack of sustenance were 
due to the population’s reproduction on a 
geometric scale, while the landlords directed 
a peasantry that could only produce increas-
ing quantities of food on a mathematical 
scale:

Taking the whole earth and supposing the 
present population to be equal to a thou-
sand millions, the human species would 
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increase 1, 2, 4, 8, 16, 32, 64, 128, 256 
and subsistence as 1, 2, 3, 4, 5, 6, 7, 8, 9. 
In two centuries, the ratio of the world’s 
population to means of subsistence would 
be 256 to 9; in three centuries, it would be 
4096 to 13, and in two thousand years, the 
difference would be incalculable. (Malthus 
1926: 13–16). 

With such a dismal comparison, Malthus 
concluded that the only remaining alterna-
tives were depopulation: ‘positive checks’ 
associated with famine, starvation, epidemics 
and plagues; general pestilence, other natural 
disasters, and the ‘vices of mankind’ such as 
murder and wars. 

But at root, Malthus’s system rested on a 
theory of landlordism in which under-con-
sumption in society could be alleviated by 
calling on the landlords to take up any excess 
of production. 

Malthus revealed he actually understood 
capital’s exploitation of labour: the excess of 
production was due to the lack of consumers, 
given the capitalist class had little incentive to 
continue to employ workers to produce goods 
that could not be sold, clearing the market. 
Labour’s wages would only buy subsistence, 
with capital’s surplus equal to the balance of 
commodity values workers created over and 
above wages paid. Even the capitalists them-
selves did not purchase enough to take up 
the excess supply of commodities, for they 
sought to accumulate their savings. 

With the market glutted, only the landlords 
were able to take up the excess output and 
keep the system operating smoothly. Malthus 
insisted that it was essential that a nation 
‘with great powers of production should 
possess a body of unproductive consumers’ 
(Malthus 1836: 38–39, 463). Here was a way 
to avoid the disastrous fluctuations of market 
overproduction. 

Relations of production
Adam Smith was alive to these and other 
changes in the source of value over time, view-
ing a nation’s capital stock as equivalent to 
our present-day meaning of ‘accumulated 
capital’. 

Pointing to its sources from the ever chang-
ing relationship between investors of capital 
in workshop production on one side of the 
social equation, and on the other side, the 
employment of workers with nothing to sell 

save their labour-power, Smith judged that a 
rise in wages paid by capital to those workers 
would necessarily follow when demand for 
labour exceeded its supply.

‘The reward of labour, therefore, as it is 
necessary effect,’ he wrote, ‘is the natural 
symptom of increasing national wealth. The 
scanty maintenance of the laboring poor, on 
the other hand, is the natural symptom that 
things are at a stand, and their starving con-
dition that they [the conditions sustaining 
national wealth] are going fast backwards’ 
(Smith 1937: 73–74).

When a nation’s industrial ownership 
classes were accumulating capital, wages were 
increasing because employers tended to put 
everyone to work and there were more jobs 
offered than workers available. At mid-point 
in a nation’s economic life (when the capi-
tal accumulation process slowed), employers 
tended to cut wages to lower the cost of pro-
duction, in order to lower market prices and 
thereby stabilise or elevate profit accumula-
tion. When the point of the disaccumulation of 
captal was reached, however, employers grew 
anxious to reimburse themselves for losses 
and pressured the labour force to accept 
lower wages for increased efforts. 

Workers thereafter could no longer win a 
greater share of the value of their own output 
under the rigid social order; and to win the 
full value of their labour would have to strive 
to control the production forces still held by 
the capitalist class. 

Class entitlements to 
surplus-value 
The distribution of surplus-value to the dif-
ferent sectors of the ownership class of capi-
talists and others ultimately bred a struggle 
between its claimants. Those who argued for 
their own class entitlements to portions of 
surplus-value variously supported, attacked, 
or sought destruction of the wage system.

Petty capitalist engaged in craft and petty 
workshop production wanted to destroy not 
only the wage system and the instruments 
of labour, but also the inventors who cre-
ated the technology and methods which 
threw them out of craft labour by competi-
tively superseding their workshop output; the 
hallmark of the petty commodity form. They 
initially responded by hanging inventors of 
the machines that had put them out of work, 
burning and idling factories, and destroying 
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the very commodities factory workers had 
made. As these methods failed to relieve the 
market crisis, they then variously moved to 
take over factories and to appropriate manu-
factured commodities. And a pending revo-
lution possible, the owners responded by 
mobilising hired guards and state police to 
destroy the power of both anarchistic and 
organised labour (Mantoux 1978: 23–42). 

Socialists also wanted to destroy the wage 
system; but they were determined to capture 
the means of production as their own, not to 
destroy them.

Supporting the wage system, preserving the 
production relationship between capital and 
labour, were reformers like: John Stuart Mill, 
who believed that the market redistribution of 
output could be altered in favour of labour 
(Mill 1909: 199–201, ff.); and Nassau Senior, 
representing the interests of manufacturers, 
who sought to annually pay workers subsist-
ence from a fixed, invariable wage-fund and, 
as a residual, to reward capital’s investment 
in production (rather than their use of it for 
personal consumption) with profits earned 
during the last hour of a 12-hour workday 
(Senior 1836: 153, 168 ff., and passim).

David Ricardo: Protector of the 
manufacturing class
But the whole fault with capital’s lack of 
a proper return on its investment lay at the 
doorstep of the landlords, insisted David 
Ricardo in his Principles of Political Economy, 
at base designed to protect the industrial 
class. 

He argued that, as the land put into agri-
cultural use produced diminishing returns 
and more labour was required to produce 
the same bushel of corn (that is, wheat), the 
landlords would receive higher prices. With 
the corn supply limited, and the Corn Laws 
keeping out cheaper foreign grain, high 
demand would raise corn prices. Land rents 
would reflect such prices as the landlords 
parasitically cut deeper into what was rightly 
due to labour for subsistence and reproduc-
tion of its social class, and thereafter to capi-
tal. Thus were the landlords raising the price 
of bread that workers paid for subsistence, in 
turn raising their demand for wages, thereby 
reducing capital’s residual share of surplus, 
causing the falling rate of profit on capi-
tal invested – though no additional quantity 
of manufacturing labour was required that 

independently would raise the price of manu-
factured goods (Ricardo n.d.: 64). 

Thereby the landlords were receiving rent 
as unearned income. And since they added to 
the cost of production by increasing the price 
of corn and other necessities workers pur-
chased, driving labour’s upward pressure on 
wages, the landlord’s unearned surplus was at 
the expense of the residual share due capital 
after wages were paid. The landlords’ appro-
priation of rents was thus opposed to the 
interests of both labourers and manufacturers 

A bitter argument broke out concerning 
the Corn Laws of 1815. The great landowning 
families had isolated themselves from every 
other social class by using the Corn Laws 
for their own selfish profit. And in 1838 the 
workers and owners united in the Anti-Corn 
League against their mutual oppressors, agi-
tating for repeal of the duties on imported 
grain. Reaching a head in 1845–46, repeal 
of the Corn Laws initiated the golden age of 
free trade for the manufacturers, with their 
import of cheaper raw materials for manu-
facture in heavily tooled industries, and after 
1850 cheaper foodstuffs for the working class 
(Krooth 1980: 11–13).

Lines of demarcation
Meanwhile, in Britain, how social classes 
were properly demarcated depended upon the 
way in which surplus-value was taken, dis-
tributed, and redistributed.

The free market was hardly free to the 
workers selling their labour-power, faced as 
they were with landlords and manufacturers 
monopolising the market prices that workers 
paid for subsistence and other commodities. 

British landlords had long since kept their 
workers in check by turning the countryside 
into sheep-runs, driving serfs into parishes 
under the Speedhamland System and Poor 
Laws to labour in workshops under severe 
conditions in return for so-much bread and 
wine. When the labourers refused to work at 
capacity, the outraged parish ratepayers then 
abolished the subsidies, and the mill-owners 
carted them off to factories as slaves, there to 
labour and die.

The British mill-owners who drove the 
enslaved, then paid them in subsistence or 
not at all, carried their output to domestic 
markets at whatever price they could secure 
above their labour-value; then dumped the 
excess output in foreign markets, spreading 
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their original investment in the fixed costs of 
factory machinery over the increased num-
ber of all units their workers produced. In 
so doing, they lowered unit costs, captured 
world markets, and maximised overall profits.

Between 1840 and 1880, market shares held 
by world traders changed. Though the United 
Kingdom controlled 32 per cent of the volume 
of international trade in 1840, her share had 
fallen to 23 per cent by 1880. And although 
the overall world market had vastly enlarged, 
with France’s share barely increasing (from 
10–11 per cent), the upstart US post-Civil-War 
manufacturers had enlarged their share from 
8–10 per cent, and from 1871 the ongoing 
consolidation of Germany ‘blood and iron’ 
empire raised its share of global trade from 
zero in 1840 to 9 per cent in 1880 (Ministère 
du Travail 1925: 339–342; Statistical Abstract 
of the US 1921: 923; Statistical Abstract of the US 
1928: 447, 450; Statistische Jahrbuecher fuer das 
Deutsche Reich 1880–1914: passim).

To prevent the domestic disaccumulation 
of surplus-value, free-trade Britain quickly: 
moved to protect its home market with tariffs 
just high enough to keep out foreign manu-
factured goods; undercut its competitors 
by dumping manufactured commodities at  
slightly lower prices; mercilessly driving its 
workers to outperform competitor nations, 
providing them with imperial imports of sub-
sidised foods and five high-powered stimu-
lants: sugar, tea, coffee, tobacco, and opium. 

Thereafter, until 1880-82, foreign rev-
enues became British manufacturers’ (and 
the nation’s) major source of accumulated 
surplus.

From mercantilism and free trade 
to financial capital exports and 
colonies 
The wages system and free trade were locked 
together in an unholy dance that periodically 
led to a larger body of workers than available 
wage jobs; the vast accumulation of surplus 
wealth from labour-toil at home; nonethe-
less falling profit returns on capital; the bank 
centralisation of previous forms of assets and 
revenues; the accelerating export of finance 
capital, iron, steel, and machines; as well as 
administrative oversight of colonial produc-
tion (Krooth 1980: 19–20; see also Andrew 
1910: 3, Table 1; 17, Table 7; 18, Table 8). 

Though the population of England and 
Wales increased about 20 per cent from 

1861 (28,927,485) to 1881 (34,884,848), 
Britain still had to import food as agricul-
tural employment and production did not 
keep pace. Per capita consumption of food-
stuffs, as well as stimulants like tea and 
sugar, meanwhile went up (3.68 tea/sugar lb 
per capita in 1867, and 5.02 lb in 1887), help-
ing to drive the workforce to greater produc-
tion of coal (1877, 14,610,763 tn; but 1887, 
162,119,812 tn); pig iron (1877, 6,608,064 tn; 
but 1887, 7,471,000 tn) and steel ingots (1877, 
904,567 tn; but 1887, 3,1916,778). As the 
basic ingredients for manufacturing abroad, 
iron and steel exports jumped, doubling from 
1,355,128 tn in 1867 to 2,695,542 in 1887.

Along with these essentials, a labour force 
was also sent abroad. To sidestep domestic eco-
nomic stagnation and the rise of unemployed 
people, debtors and the dangerous-idle steal-
ing bread and horses, the ‘excess’ population 
was put in workhouses, or sent to the gallows, 
or shipped to colonies to extract surplus-value 
from their own and indigenous people’s toil at 
mining, agriculture, and commercial activities. 
This temporarily ‘solved’ the crisis of too many 
people and too little food in Britain.

The bond was not to be broken, as the most 
rapid expansion of colonies and export of 
finance capital came in the 1880s (when, as 
already said, British goods quickly lost markets 
to German and US competitor wares), threaten-
ing the further accumulation of profits at home. 
As an offset, Britain again shifted its imperial 
posture, now sending financial capital, pig iron, 
steel ingots and machinery for production, and 
consumer goods to other industrial nations 
and colonies, thus tying its future success to 
exogenous wealth accumulation (Krooth 1980: 
20–21; see also Andrew 1910: 19, Table 9, for 
the continuous increase in global imperial rev-
enues: £69,600,218 in 1867–68; £77,730,671 in 
1877–78; £89,802,254 in 1887–88; £106,614,004 
in 1897–98; and £146,541,737 in 1907–08).

Meanwhile, between 1884 and 1900, Britain 
acquired 3,700,000 square miles of new colo-
nial territories. By 1914 the British Empire 
covered 12.7 million square miles, of which 
the United Kingdom represented 121,000 or 
less than one-hundredth. In terms of popu-
lation, moreover, of the 410 million British 
subjects, constituting about one-fifth of the 
people of the globe, 44 million resided in the 
United Kingdom; only a little more than one-
tenth of the Empire’s inhabitants.

From this empire ruled by the few came total 
trade of about £180,000,000 a year, bringing to 
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Britain revenues amounting to approximately 
£19,500,000 sterling. And to this empire, 
British capital investors had sent £4 billion by 
1913 (UK billions throughout this essay).

In returns, between 1880 and 1910, overseas 
investment earnings tripled (£57,700 in 1880 
but £170,000 million in 1910), and other 
income from shipping, insurance, and services 
increased by more than a half (£96,400,000 in 
1880 but £146,700,000 in1910). 

Together, the sum of trade and earnings 
abroad was reflected in the accelerated accu-
mulation of capital. In the 63-year period 
1812–75, British wealth increased by £5.848 
billion, as compared to the total accumulation 
of £7.924 billion in the following 37 years 
(1876–1912). 

The more rapid accumulation of capital 
came from the large-scale expansion of colo-
nies after 1875 and especially after 1882. For 
the colonies where British manufactured 
goods were exported and raw materials and 
foodstuffs were obtained offered investment 
and loan rewards for British capital, while 
seeking reinvestment abroad.

Dividing line: Export of finance 
capital 
An expanded, more rigid colonial system 
and a vast effusion of finance capital now 
supplemented the free-trade commerce of 
earlier years. Finance capital export became 
the dividing line between mercantilism and 
free trade on one side, and, on the other, the 
imperial outgo of capital and machinery for 
production abroad. 

This fundamental change turned on 
large-scale industrial techniques; the inte-
gration of finance with other forms of capi-
tal and industry; the monopolisation of 
production; and their combined influence 
over state policies, pushing finance capi-
tal exports and the export of capital goods 
and enhancing the foundation for acceler-
ated gross imperial revenues (Krooth 1980: 
20–21, passim).

Toward the end of the 19th century, then, 
the wages system producing surplus-value 
and its vast accumulation transformed mere 
capital into financial means, neglecting 
investments within Britain, exporting it to 
multiplying colonies and dominions. It reached 
an historic apogée that in the future would out-
last two world wars and dozens of smaller 
ones. 

The Great Powers would again realign 
global territories to divide resources and 
working populations producing both com-
modities and surplus-values, overcoming 
the welfare of people at home and abroad; 
spreading ever new technologies of produc-
tion and using fossil fuels that today threaten 
environmental conditions handed down from 
millenniums past and essential for the exist-
ence of species (Krooth ; 2009: xxi–xxiv, 1–28, 
549–648).

Richard Krooth
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Super-exploitation, the 

Race to the Bottom, and 

the Missing International

There have been many opportunities for peo-
ple with radically different conceptions of 
the world system to see their basic supposi-
tions and truths, often untouched by the con-
juncture, reborn in the face of the post-2008 
world.  This has been particularly stark in 

recent accounts of the apparent flip in for-
tunes of ‘the West and the rest’, as the layers 
of the structurally unemployed and precari-
ously employed historically associated with 
the Southern periphery now appear to be 
regular features of advanced capitalist soci-
eties, particularly in Europe (see Breman 
2013); while at least initially, the full effects of 
the global financial crisis seemed to be fore-
stalled in emerging economies, particularly 
those rich in natural resources. 

In crude relief, consider two recent national 
anecdotes back to back. In December 2010, 
with the official unemployment rate at the 
historical low of 5.7 per cent, Brazil’s out-
going president Lula da Silva declared 
the country to be on the verge of reaching 
full employment (IBGE 2010; Partido dos 
Trabalhadores 2010). The discourse that fol-
lowed has linked the country’s relatively 
healthy rates of GDP growth to the growing 
purchasing power of a burgeoning young 
workforce; millions of workers having osten-
sibly joined the ranks of a new ‘middle class’ 
on the back of rising real wages, labour 
market participation, and formalisation 
(e.g. Maia Junior 2012; cf. ILO 2013). While 
emphasising favourable conjunctural ele-
ments including the global sellers’ markets 
for Brazil’s main commodities and auspicious 
macroeconomic conditions, this discourse 
downplays continuing structural contradic-
tions that become clear once this ‘new middle 
class’ is put back into the context of Brazil’s 
class structure overall; one which continues 
to be characterised by historical problems 
associated with Brazilian dependent develop-
ment, including structural unemployment, 
a massive relative surplus population, low 
wages (and more recently, an over-reliance on 
household credit), income inequality (Duarte  
2013), and new degrees of displacement 
from, and denationalisation of, land (Teixeira 
and Gomes 2013, particularly the essays by 
Teixeira and Sauer). 

Meanwhile in Europe, certain commenta-
tors see even an imperialist power like Britain 
on the road to becoming a ‘developing coun-
try’, as it slips down the rankings of key com-
petitiveness indicators in relation to Asia 
(Chakraborrty 2013).  Conveniently ignoring 
the historical and continuing provenance 
of the City of London’s ‘natural resources’ 
in value transfers from the global South 
(Norfield 2013), the head of the Guardian’s 
economics desk writes that: 
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In Britain, we have become used to hav-
ing our resources skimmed off by a small 
cadre of the international elite, who often 
don’t feel obliged to leave much behind for 
our tax officials. An Africa specialist could 
look at the City and recognise in it a 21st-
century version of a resource curse: some-
thing generating oodles of money for a tiny 
group of people, often foreign, yet whose 
demands distort the rest of the economy.

These blinkered accounts of the forward 
march of history (in the latter case, suddenly 
going into reverse) have found widespread 
expression on the left. In Western Europe, 
many sections have proposed a renewal of the 
post-war Keynesian social consensus to pre-
serve historical working terms, conditions, 
and living standards in an extremely hostile 
environment, and as an exit to the current 
crisis more generally. What have been lost in 
this appeal are the global dimensions of accu-
mulation that sustained the original post-war 
consensus, even following the end of formal 
empire, and the social contradictions between 
sections of the working class globally through 
which such accumulation continues. 

This has cropped up, for example, in the 
concerns voiced by various trade unions 
that an eventual trade and investment agree-
ment between the European Union and US 
(the Transatlantic Trade and Investment 
Partnership, or TTIP) may threaten labour, 
environmental, healthcare and education 
standards associated with an already belea-
guered social Europe; very legitimate fears 
which stand in stark contrast to the general 
silence (with some exceptions) that greeted 
the negotiations of similar, but many would 
argue neo-colonial, treaties that the EU has 
carried out with the periphery over the last 
20 years (including the Africa-Caribbean-
Pacific Islands [ACP] group, Latin America 
and India, amongst others). Similarly, the lat-
est wave of criminalisation and deportation 
of migrant workers from Western Europe has 
been marked by an unfortunate lack of out-
rage and meaningful action by the traditional 
left as, either overtly or soto voce, it retreats 
into protectionism over jobs and housing for 
its own, ‘native’ working class; rather than, 
alternatively, fighting the very mechanisms 
which are driving the crisis faced by work-
ers everywhere. Over the last generation, 
increasing numbers of workers have become 
‘free trade refugees’: people moving from 

Southern countries devastated by neo-liberal 
trade and investment agreements to the very 
co-signatories to these agreements which, 
in partnership with their national bourgeoi-
sies, have facilitated a new, neo-liberal phase 
of underdevelopment. Hence, the recent 
revival of a slogan from anti-colonial struggle 
in the UK in relation to the horrifying story 
of Colombian Isabella Acevedo, the former 
cleaner of a one-time Tory immigration min-
ister, who was criminalised and deported in 
July 2014: “‘We are here because you are still 
there’” (see Oldfield and Naik 2014; Ordoñez 
2014). The inaction surrounding global struc-
tures like trade agreements and immigration 
controls that pit the interests of workers and 
oppressed classes (rather than nations, per se) 
against one another would seem to signal a 
tacit acceptance that working-class interests 
in the North are in fact served by these struc-
tures; in other words, of an alignment of 
working-class interests with those of ‘their’ 
national capital. In the imperialist nations of 
the North, this can only be reactionary.

The objective of this essay is to locate an 
alternative starting point from which to speak 
about the global crisis of labour in the current 
phase of imperialism; that is, not from the 
standpoint of the neo-liberal crisis of work, 
labour rights, trade unions, and living stand-
ards in the global North (and indeed, around 
the world), but by reflecting on the resurgence 
of super-exploitation in the global South. 
Theoretical treatments of the phenomenon 
emerged in the context of the Marxist strand 
of dependency theory, whose use is still largely 
confined to Latin America, the Caribbean, 
Africa, and South Asia. The reasons, in turn, 
for the continuing significance (or in some 
quarters, revival) of the dependency perspective 
stem from its ability to provide conceptual tools 
for reckoning capital–labour relations (and so, 
struggle) within a nation, regional and global 
framework. Such tools are badly needed to over-
come the limitations of anti-capitalist strate-
gies that remain tied to the trope of the local or 
nation in the imperialist age; and particularly 
those emanating from the global North. 

The essay is broken into three sections. It 
begins by reviewing the episodic treatment 
of super-exploitation and a related phenom-
enon, labour segmentation, in Marx’s Capital. 
While Marx noted that the retention of super- 
exploitation in the midst of higher degrees of 
labour productivity was central to the devel-
opment of the prototypical English industrial 
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revolution, he neglected to incorporate either 
super-exploitation, or labour segmentation 
more broadly, into his labour theory of value. 
With this issue unresolved in Marx, two impor-
tant issues have subsequently been glossed 
over by much of the Marxist left. First, the role 
of difference – conceived not simply as a series 
of mystifying ideologies (of race, gender, sexu-
ality, immigration status, etc.) that obfuscate 
the unity of the working class, but as a fea-
ture of core social relations under globalised 
capitalism – in structuring the highly unequal 
ways that labour power is valued within both 
national and global markets.  Secondly, as we 
saw in the two earlier anecdotes, there has also 
been a tendency to abstract the life chances, 
working terms, and conditions enjoyed by 
workers in a given national social setting from 
the global patterns of accumulation upon which 
they today depend.

The essay then moves on to consider the 
work of the Brazilian Marxist dependency the-
orist Ruy Mauro Marini. Marini (1978; 2005a; 
2005b) examined one example of labour seg-
mentation established under the imperialist 
division of labour of the classical free trade 
era and, in this context, developed the argu-
ably most rigorous treatment of dependency 
from a labour (or production) standpoint in 
the context of works such as Dialéctica de la 
dependencia (or The Dialectics of Dependency, 
originally published in 1973). Recovering a 
key contribution of the dependency perspec-
tive, the essay argues that accumulation in 
the imperialist age, rather than creating con-
ditions for the emergence and generalisation 
of ‘modern’ modes of labour productivity, 
has driven the reproduction of labour super-
exploitation in dependent economies like 
Brazil. It suggests more generally that what 
unifies imperialism as a period (whether we 
think of captured trade under mercantilism 
and settler-colonialism to formal empire, 
the ascendant finance and monopoly capi-
tal of the late 19th–early 20th century, or the 
hegemonic circuits of productive and finan-
cial capital following the Second World War) 
are two things. First, the degree to which 
core social relations in countries of the global 
South (despite being formally independent 
since the early 19th–20th century, depend-
ing on the region) have been reproduced to 
sustain the extraction and external accumu-
lation of surplus value (Bresser Pereira 1984: 
50–54; Latimer 2014: 2). And secondly, the 
degree to which this global accumulation 

takes place on the basis of the combina-
tion of different rates of exploitation. By 
way of example, the essay turns to examine 
the resurgence of super-exploitation in one 
of the most dynamic and globally inte-
grated sectors of the so-called new ‘Brazilian 
Miracle’: the sugar/ethanol industry. Here, 
despite recent improvements in real wages and 
job formalisation, higher rates of profit were in 
fact made possible by the general lowering of 
labour costs a decade earlier, following trade 
liberalisation and neo-liberal restructuring of 
the labour process, job markets and regional 
production; what I would identify as the neo-
liberal crisis of labour (Latimer 2014).

The final section returns to Marx, and to 
the implications of this argument for class 
struggle. It revisits the discussion of the gen-
eral law of accumulation in Capital Volume I 
(Marx 1974: ch.25) to comment on particu-
lar and general forms of exploitation in the 
global crisis of labour. The essay ends by 
arguing that the structural divisions within 
and contradictions between sections of the 
global working class need to be at the core of 
anti-capitalist strategy, if the global left is to 
be able to construct an international capable 
of effectively challenging global capitalism. 

Super-exploitation in the labour 
theory of value: from Marx 
to Marini
Super-exploitation, broadly defined as a mode 
of extracting an ‘extra’ degree of surplus value 
involving recourse to extreme exploitation, is 
best understood in the context of a division 
of labour involving differential rates of exploi-
tation, or labour segmentation. With few 
exceptions, neither super-exploitation nor 
labour segmentation has been addressed in 
the labour theory of value in any systematic 
way. Rather, in many ways, the phenomenon 
is caught in the empirical realm. In anthro-
pology and cognate disciplines, for example, 
recourse to systematically higher rates of 
exploitation in Southern economies is often 
explained in cultural terms; for example, 
with the argument that capital in the export- 
processing zones embeds forms of exploita-
tion in existing culturally specific forms of 
inequality (based, for example, on gender, 
kinship, and regional hierarchies) to order 
and control highly exploitative labour pro-
cesses (e.g. Granovetter 1985; Ngai 2005; 
Ong 1987; cf. Heyman 1998).
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Throughout Capital I, Marx himself (1974) 
observed the continuing use of outmoded, 
exhaustive forms of exploitation in the shift 
from absolute to relative surplus value that 
underpinned the industrial revolution in 
England: in the gendered and age-related divi-
sion of labour that saw women and children 
performing labour-intensive tasks in early 
industrial factories (ch. 15, 422); and in the 
production and leveraging of the relative sur-
plus population to increase the rate of exploi-
tation in formal labour settings (ch. 25).  In 
the latter, for example, Marx observed that 
young men were ‘drained of their strength 
while still at a tender age, after which they 
were treated as useless and left to perish’ as 
members of a floating surplus population 
(Catephores 1981: 275–276). Illustrating how 
segmentation may constitute ‘a barrier to 
the expansion of the productive forces to the 
extent that it restricts the supply of labour, 
[and] limits the development of labour power’ 
(Bowles and Gintis 1977: 179), this took place 
at the very life stage when, in earlier forms of 
industry, young men might have been taken 
on as journeymen and apprentices and trained 
for adult tasks. (For recent efforts to mediate 
the often overwrought distinction between 
exploitation and oppression in advanced capi-
talist societies, see Dixon 1977; Heyman 1998; 
Ness 2005; Valiani 2012; Walia 2010. Their 
works examine the role of segmented labour 
markets in the super-exploitation of gen-
dered, racialised and/or migrant labour.)

In both instances, Marx noted that the 
segmentation of the workforce (in the first 
instance, ‘forms of organization of labour 
rendered obsolete by the very development of 
capitalist production’, and in the second, the 
periodic cycling of workers through formal 
employment and out again) was crucial to 
accumulation (Catephores 1981: 274).

Although then, technically speaking, the 
old system of division of labour is thrown 
overboard by machinery, it hangs on in the 
factory, as a traditional habit handed down 
from Manufacture, and is afterwards sys-
tematically re-moulded and established 
in a more hideous form by capital, as a 
means of exploiting labour-power. (ch. 15, 
quoted in Catephores 1981: 274) 

However, Marx neglected to elevate these 
instances of super-exploitation (and more 
generally, of the combination of differentiated 

rates of exploitation) to a high level of 
abstraction in Capital, and ultimately assumed 
that the rate of exploitation would equal-
ise across a given society (Catephores 1981; 
Higginbottom 2012; Sotelo Valencia 2014: 
541; cf. Marx 1974: 212, 235). As others have 
suggested, this is arguably one of many heu-
ristic devices Marx used in the course of elab-
orating the labour theory of value; crucially, 
for example: 

Assuming that labour-power is paid for at its 
value, we are confronted by this alternative: 
given the productiveness of labour and its 
normal intensity, the rate of surplus-value 
can be raised only by the actual prolon-
gation of the working-day; on the other 
hand, given the length of the working-day, 
that rise can be effected only by a change 
in the relative magnitudes of the com-
ponents of the working-day, viz., neces-
sary labour and surplus-labour; a change 
which, if the wages are not to fall below the 
value of labour-power, presupposes a change 
either in the productiveness or in the 
intensity of the labour. (Marx 1974: 511, 
emphases added; cf. Bueno and Seabra 
2010: 71; Marini 2005b: 187)

While perhaps a valid analytical step, as 
Bowles and Gintis (1977) argue in an oth-
erwise problematic analysis of labour seg-
mentation, ‘the assumption of equal rates 
of exploitation is in no way required by his-
torical materialism and is inconsistent with 
a critical Marxian concept: uneven develop-
ment’ (176; also Rosdolsky, in Foster and 
McChesney 2012: 131). This elision was 
also historically problematic in the setting 
of the original industrial revolution, during 
the extension of global capitalist relations 
in the same period (the ‘classical’ phase of 
global accumulation, c.1769–c.1880), and 
in the imperialist phase which followed 
(Cope 2012: part I). If we understand impe-
rialist expansion in the latter as a response 
to contradictions between capital’s drive 
to expand production and stagnating rates 
of profit in the last quarter of the 19th cen-
tury, then the ordering and articulation of a 
new division of labour between diverse sec-
tions of slaves (until 1888 in Brazil), other 
forms of unfree labour, unpaid domestic 
labour, rural and urban workers, and peas-
ants in the colonial (and, in relation to Latin 
America, neo- colonial) periphery and those 
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in the metropolitan core should be under-
stood as an epochal key to their resolution. 
(In this sense, this essay is conceived in part 
as a contribution to a broader research pro-
ject that explores the role of differentiated 
rates of exploitation in global accumulation 
strategies under imperialism, which to date 
counts such valuable works as Cope 2012; 
Nash and Fernández-Kelly 1983, particularly 
the essays by Nash, and Bonilla and Campos; 
Rodney 1981; Sanderson 1985, Tomba 2007.)  
In the context of formal empire, for exam-
ple, both Lenin and Bukharin observed that 
the division of labour enabled the produc-
tion of super- profits in the colonies through 
the super-exploitation of colonial labour 
(Higginbottom 2012: 253). Decades later, 
a key contribution of the Marxist strand of 
dependency theory would be to illustrate this 
dynamic in a division of labour now organ-
ised around formally independent nation 
states. In this vein, I would suggest that the 
combination of differentiated rates of exploi-
tation (including super-exploitation) is a key 
characteristic of class formation and accumu-
lation under the consecutive stages of imperi-
alism, including neo-liberalism.

From the genocidal displacement of 
Indigenous communities in the early 16th 
century and the equally genocidal trade in and 
exploitation of enslaved Africans, to the mar-
ginalisation of freed Africans in the transition 
to a wage-based economy and their displace-
ment by immigrant labour, super-exploitation 
and labour segmentation have been intrin-
sic to the formation of Brazilian capitalism, 
which itself ‘cannot be understood separately 
from its globally-informed structure and 
function’ (Marini 2005a: 138, my transla-
tion; also Duarte 2013: 196–199; Lockhart 
and Schwartz 1984: 198–201). In a descrip-
tion of the racial economy of colonial Brazil, 
Lockhart and Schwartz (1984) quantify the 
subhuman valuation of African life in argu-
ably the harshest plantation economy of the 
day which, despite unceasing slave uprisings 
and republican movements, would last until 
abolition in 1888.

Slave owners estimated that a slave could 
produce on the average about three-quar-
ters of a ton of sugar a year. At the prices 
of the period, this meant in effect that 
slave would produce in two or three years 
an amount of sugar equal to the slave’s 
original purchase price and the cost of 

maintenance. Thus if the slave lived only 
five or six years, the investment of the 
planter would be doubled, and a new and 
vigorous replacement could be bought. 
(218)

Likewise, Souza (1974) would comment 
on the revival of super-exploitation a cen-
tury later in the highly competitive auto sec-
tor of greater São Paulo during the so-called 
Brazilian Miracle (1968–72), in a passage that 
closely echoes Marx’s observations of modern 
industry above:

In all its stages, the economic process 
instituted in Brazil was based on the co-
existence of advanced forms of capital-
ist exploitation and the most backward 
forms of production. The basis … of this 
development was the intensive exploita-
tion of labour power and not the utiliza-
tion of technology. However, these two 
forms complemented each other, and only 
when the world system required the more 
advanced forms of production (agricul-
tural or industrial) were they introduced. 
(See also Humphrey 1980; Pinto 1965; 
Sotelo Valencia 2014: 543.) 

It is in this context that the contribution of 
Ruy Mauro Marini (2005a; 2005b) to the 
labour theory of value, in the form of his 
thesis on super-exploitation, is significant, 
insofar as it offers one of the most rigorous 
treatments of this apparent ‘backwardness’ to 
date (see also Bueno and Seabra 2010; Osorio 
in Almeida Filho 2013; Sotelo Valencia 2014; 
on the significance of this thesis to histori-
cal and contemporary debates within Marxist 
dependency theory, see Kay 1989; Prado 2011; 
Sotelo Valencia 2014). While many use the 
term figuratively or descriptively to talk about 
a variety of low-wage, physically exhausting 
and often dangerous work, Marini examined 
the historical function of super-exploited 
Brazilian labour, unfree and free, in the pro-
duction of particular use values for consump-
tion in the metropolitan core during the 19th 
century. On this basis, he began to theorise 
a new modality, if not a discrete form, of 
extracting surplus value; one which Marx 
might have observed in concrete settings but 
which he declined to fully integrate in the 
labour theory of value, as illustrated above. 

Super-exploitation involves the extraction 
of an extra degree of surplus value through 
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any combination of techniques (for example, 
the extension of tasks or hours in the working 
day, the intensification of the labour-process) 
which amount to qualitatively higher degrees 
of exploitation, rather than through the devel-
opment of the worker’s productive capacity 
per se (Marini 2005a: 156; Marini 2005b: 189; 
cf. Furtado 2007: 232–233); that is, without 
an increase to the technical composition of 
capital (or the proportion of capital invested 
in the purchase of labour power, or wages, 
to that of constant capital, or machinery). In 
other words, the improvement of productiv-
ity through new technology and techniques of 
production is neglected in favour of intensify-
ing the physical labour process, often to the 
point of complete exhaustion.

The relation of super-exploitation to the two 
modes of surplus value identified in Capital is 
a current subject of debate. In Marini’s work, 
the concept cannot be reduced to either abso-
lute surplus value, with which it is often con-
flated (Marini 1978; cf. Salama 2009; Cardoso 
and Faletto 1979), or to relative surplus value, 
although it may occur in combination with 
either. Starting from Marini’s original texts, 
Bueno and Seabra (2010) argue that super-
exploitation ‘brings together diverse modali-
ties of extracting surplus value, centred on 
the evasion of the law of value in relation to 
the labour-power commodity’ (74) in so far 
as it bypasses the exchange of commodi-
ties of equal value (71, my translation). For 
Higginbottom (2009), super-exploitation 
constitutes a third mode of extracting sur-
plus value that arose under, and has come to 
characterise, surplus value extraction from 
the global South during the imperialist phase 
of capitalism. I accept the position of Sotelo 
Valencia (2014) which positions super-
exploitation as an imminent mechanism that 
conditions the development (or, perhaps 
better, limits the generalisation) of relative 
surplus value in low-wage and ‘emerging’ 
economies like Brazil: ‘Super-exploitation as a 
production regime is not negated in dependent 
countries when relative surplus value emerges, 
even to a limited extent, and imposes its logic – 
though not its hegemony – in the production 
and accumulation of capital’ (5). 

However, super-exploitation also by defi-
nition involves a reduction or suppression 
of wages to the point where it falls below 
the value of the worker’s labour power, or 
the level necessary to reproduce her or his 
labour power in a given social formation. 

This rendered section of the worker’s wages 
is thus converted into an extra source of sur-
plus value that is appropriated by the capital-
ist (Bueno and Seabra 2010; Marini 2005a: 
154–155). This element in fact arises later 
in Capital Volume I, where Marx amends one 
of the problematic working assumptions 
flagged earlier and so makes conceptual 
space for super-exploitation as a general ten-
dency of capitalist development: 

In the chapters on the production of sur-
plus-value it was constantly pre-supposed 
that wages are at least equal to the value 
of labour-power. Forcible reduction of 
wages below this value plays, however, 
in practice too important a part, for us 
not to pause upon it for a moment. It, in 
fact, transforms, within certain limits, the 
labourer’s necessary consumption-fund 
into a fund for the accumulation of capital. 
(Marx 1974: 599; see Higginbottom 2012: 
263–264)

Finally, Marini (2005a) locates super- 
exploitation at a specific position in the 
global system shaped by imperialism, rather 
than as a universal historical stage: specifi-
cally, as a characteristic of capitalist develop-
ment specific to dependent economies,  such 
as the export-oriented economies of Latin 
America (and elsewhere) where, in con-
trast to advanced capitalist countries, work-
ers were not expected to fulfil their second 
function as consumers of the use values they 
produced (154–155, 165). Rather, this kind 
of exploitation marked sectors that relied 
on the extensive and intensive use of labour 
(namely, extractive industries and planta-
tion agriculture) and, consequently, in which 
there was little need for high or continuing 
reinvestment of constant capital. Marini sug-
gests that the tendency of local oligarchies at 
the periphery of the global system to resort 
to super-exploitation explains why the supply 
of prime materials and foodstuffs from Latin 
America increased in the very period that their 
terms of trade diminished (153, 156).

Crucially, this systemic reliance on super-
exploitation in the 19th-century division of 
labour draws our attention to some of the 
structural contradictions which shaped the 
global working class in this period. Marini 
(2005a) argues that the super-exploitation 
of Brazilian labour underwrote a qualitative 
shift in English industrial development from 
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1840 onwards, with the provision of cheap 
foodstuffs and raw materials (142–147).  This 
flow (amongst others, of course) supported 
the shift from absolute to relative surplus 
value; in other words, to the generalisation 
of a stage of expanded production based on 
higher rates of labour productivity, or a higher 
technical composition of capital (Marx 1977: 
145). This shift would only be approximated 
in Brazil itself a century later and never, to 
date, in a generalised way. Marini’s argument 
is that this shift took place (in part) not only 
due to higher national rates of labour produc-
tivity in England, but also to its reliance upon 
cheaper imported raw materials and food-
stuffs; in other words, upon a lowering of the 
costs of production and social reproduction 
respectively in the core economy on the basis 
of super-exploitation in the periphery. Thus, 
in the bid to develop the productive forces of 
one core region, he illustrates how imperial-
ism accentuated and relied upon different 
rates of exploitation overall: ‘… the combi-
nation of forms of capitalist exploitation 
are carried out unevenly throughout the sys-
tem, engendering distinct social formations 
according to the predominance of one form 
or another’ (Marini 2005b: 189). 

With echoes of Marx’s deconstruction of 
the bourgeois origin myth of primitive accu-
mulation, this element of Marini’s work 
undermines yet another origin myth: that 
the shift to relative surplus value in England 
was entirely the product of national class 
struggle by its working class, a common 
theme of Eurocentric histories of the classi-
cal Industrial Revolution. There is both an 
historical and geographical (or system-level) 
point to be made here. Where Marx (1977) 
argues that the increased degree of labour 
productivity reached in the shift to the pro-
duction of relative surplus value ‘rests on 
a technical basis, and must be regarded as 
given at a certain stage of development of the 
productive forces’ (145), Marini illustrates 
that this moment of industrial ‘progress’ was 
paid for (in part) by the super-exploitation 
of unfree and free workers elsewhere in the 
global system. This contrasts with traditional 
Marxist narratives that assume (more or 
less explicitly) that the national frame is the 
most appropriate scope with which to inter-
pret capitalist development (and the social, 
democratic progress), even within imperial-
ist countries, and that capitalist development 
will ultimately progress from stage to stage 

in all national economies of the capitalist 
world. Rather, this case illustrates how, when 
adjusted to the global frame (or within the 
nation state, a framework that encapsulates 
all workers, active and reserve), capitalist 
development drives backwardness; it is not its 
cure. What Marini offers is a single case (for 
now, abstracted from a more general picture 
of the global system of the period) that illus-
trates the continuing reliance of core indus-
trial development on accumulation by means 
of super-exploitation, albeit now through the 
arm’s-length relations afforded by free trade 
and dependency.

Super-exploitation under 
the new Brazilian Miracle
Adding to the effort of those attempting to 
revive Marini’s contribution in analyses of 
this latest phase of imperialism (e.g. Almeida 
Filho 2013; Amaral and Carcanholo 2009; 
Bueno and Seabra 2010; 2012; Duarte 2013; 
Higginbottom 2012; Marini 2008; Martins 
2011; Osorio Urbina 2004; Sader et al. 2009; 
Sotelo Valencia 2009; 2014), I suggest that 
labour segmentation has became one of 
the key challenges to Brazilian class strug-
gle over the past generation, in the context 
of the restructuring of production, of labour 
processes, and of labour markets; in other 
words, in the context of the neo-liberal cri-
sis of labour (Latimer 2014; cf. Duarte 2013). 
Certain elements of this crisis are not new. 
However, the perennial tension of structural 
divisions within the working class have taken 
front-and-centre stage in the neo-liberal 
period. The deepening of divisions within the 
working class (writ large to include rural and 
urban wage earners, informal-sector work-
ers, semi-proletarianised peasants, and the 
increasingly complex reserve army) have ena-
bled the resurgence of super-exploitation in 
already labour-intensive sectors, and particu-
larly those which benefited from the opening 
to deregulated trade and direct investment 
flows in the 1990s, financial deregulation, 
and constant demand for minerals and raw 
materials in the new century (Duarte 2013: 
198–201). 

Perhaps nowhere is this trend clearer than 
in agribusiness, the sector now celebrated 
as the core of a new ‘Brazilian Miracle’ (cf. 
Amann and Baer 2012). According to the 
Economist (2010), the source of this sector’s 
success lies in its smart use of the country’s 
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abundant land base and resources; in the 
state’s attention to developing new technolo-
gies rather than to subsidies, regardless of the 
new monopolies that have developed around 
them; the successful introduction of geneti-
cally modified crops, championed by capital 
and the central government after a protracted 
battle with land-based social movements, 
non-governmental organisations and dissi-
dent state governments throughout the 1990s; 
and the embracing of trade liberalisation, 
competition, and capital-intensive farming 
through economies of scale. 

Echoing similarly myopic visions of the 
previous ‘Miracle’, the new conditions of 
labour and land relations which have made 
this boom possible have been sidelined alto-
gether in this account. Take, for example, 
the conditions faced by day labourers in the 
sugarcane fields of São Paulo state, which 
came to light following a series of work-
related deaths. Brazil is now the largest 
global producer and exporter of sugarcane 
and sugar-based ethanol, and one of the larg-
est domestic markets for biofuels. In 2006, 
the highly modernised sugar/ethanol sector 
of São Paulo state accounted for 55 per cent 
of the value of sugarcane production in the 
country (DIEESE 2007: 2; IBGE 2009: 734). 
The paulista sector saw heavy investment in  
fixed capital throughout the 1990s, account-
ing for 75 per cent of all mechanisation in the 
sector, while 32 per cent of the national work-
force in the sector was discarded in the same 
period (DIEESE 2007: 19–20). Traditional 
sugar oligarchs, now in partnership with 
multinational subsidiaries in sectors that 
use sugar(-based) inputs, claim that the new 
technology has allowed them to move from 
production on the extensive margin (that is, 
bringing in additional land under cultiva-
tion, often through recourse to the illegal but 
established habits associated with grilagem, 
or land-grabbing) to intensive production 
(which includes recovering the cerrado, or 
scrublands, which extends over nine states 
including São Paulo), thus reducing the social 
basis of land-related conflict (cf. Mendonça 
2009: 68; for historical examples of grilagem 
with respect to public and Indigenous lands, 
and the use of the 1850 Land Law to restrict 
land access to freed African slaves, see Duarte 
2013: 196–197; Lockhart and Schwartz 1984: 
402–403).  However, increasing productivity 
margins have allowed agribusiness complexes 
to push smaller farms out, exacerbating land 

inequalities and adding to the reserve army 
(DIEESE 2007: 5, 24; IBGE 2009: 111). 

This is a highly modernised sector which 
entertains an ‘ideology … that tries to negate 
the existence of human labour on sugarcane 
plantations’ (Silva 2011, my translation). And 
yet researchers and activists have pointed 
to a resurgence of super-exploitation at the 
interstices of a segmented workforce, falling 
real wages, and extreme hikes to the physi-
cal demands placed on workers (Alves 2006; 
DIEESE 2007: 20; Mendonça 2009; Silva and 
Martins 2010). A recent study by DIESSE (the 
Inter-Union Department of Socioeconomic 
Statistics and Studies, 2007) shows that rural 
unions have in fact made considerable gains 
in terms of the overall number of formalised 
workers in the paulista sector; that is, those 
working as registered workers (with a signed 
workers’ card that provides access to labour 
rights under federal legislation) and under 
collective agreements. However, these gains 
have been offset by the effect of waves of 
newly arrived migrants from the North-East 
(most recently, the state of Maranhão) and 
nearby Minas Gerais, most of whom have 
been added to the workforce as unregistered 
workers. Amongst registered workers, aver-
age wages fell 26 per cent between 1992 and 
2002 to R$310 (US$140) monthly, less than 
the current minimum wage.

Since 1992, workers harvesting the cane 
manually have also faced sharp increases to 
their daily quotas: in contrast to the average 
national daily quota of 6 tons in the 1980s, 
workers are now faced with daily quotas of 
7.4–10.7 tons just to meet the grade of ‘regu-
lar to good’ productivity, and up to 13.4 tons 
daily to meet the ‘optimal productivity’ tar-
get. According to DIESSE, this is 37 per cent 
higher than the daily output expected of work-
ers in the North-East, while workers in the 
paulista sector are paid only 15 per cent more 
(DIEESE 2007: 23). The physical costs to the 
worker are profound. To meet the medium 
range target of 10–15 tons daily, workers must 
deliver ‘30 strikes [of the machete] per min-
ute for eight hours per day’, according to one 
researcher (Mendonça 2009: 72). 

Beyond insufficient dietary conditions – 
caused by low salaries, from excess heat, 
from the elevated consumption of energy 
due to the extremely strenuous tasks 
involved – the imposition of the quota 
(that is, the ever-increasing daily amount 
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of cane cut) has set the pace increasing 
labour productivity since the 1990s, when 
machine harvesters became employed 
in increasing numbers. The rate affects 
not only migrants but also local workers. 
For this reason, these capitals require a 
young workforce, gifted with great physi-
cal energy to perform this activity. And 
so, the turnaround has become very high 
by virtue of the constant replacement of 
labour consumed during the production 
process. (Silva and Martins 2010: 213–214, 
my translation)

All told, heightened rates of exploitation 
have been observed across the board, often 
to the point of death (Silva and Martins 2010: 
213–214; see also Alves 2006). In 2005 alone, 
a Regional Labour Delegation registered 416 
deaths in the state due to workplace acci-
dents (including burning to death), heart 
attacks, and cancer (Mendonça 2009: 73). It 
has also resulted in the rise of working condi-
tions which labour activists and the Ministry 
of Labour and Employment (MTE) identify 
as de facto debt slavery. Several of the larg-
est exporters of sugar/ethanol have been 
recently added to the government’s ‘dirty list’ 
of firms whose operations have been found to 
use forced labour. These include: the Cosan 
Group, Copertrading, the Moema Group, 
Louis Dreyfus Commodities, the Noble 
Group/Usina Cerradinho (ONG Réporter 
Brasil 2011; also Instituto Observatório Social 
2004).

Industry in São Paulo has seen a threefold 
increase in the tonnage produced annually 
between 1991 (144.6 tons) and 2011 (406.5 
tons) by these means, rather than simply by 
technological improvements to productivity 
alone (Instituto da Economia Agrícola 2012). 

The first thing to note here is the signifi-
cance of transnational class relations in the 
reproduction of this pattern of exploitation 
which (despite clear resonances with the 
description of super-exploitation provided 
by Lockhart and Schwartz 1984) should be 
understood not simply as a backward sur-
vival of an earlier stage of development, but 
rather as an inherent feature of accumula-
tion in a modern, dependent economy (Marini 
2005b: 192). These processes are driven by 
the demands of northern and 45 emerging’ 
nations for cheap agricultural, energy, and 
industrial inputs, which include US, EU and 
Japanese markets for biofuels (Franco et al. 

2010; Mendonça 2009). They have also been 
enabled by trade liberalisation, new specula-
tive markets in land and agricultural com-
modities (particularly since 2008), measures 
to facilitate the commodification and market-
ing of biotech inputs (seeds, fertilisers), and 
those to facilitate the domestic and foreign 
concentration of land ownership (Teixeira 
and Gomes 2013). 

While such trends have allowed increas-
ing control over the production chains in 
question to be centralised by multinational 
agribusiness giants and finance capital, the 
externalisation of the most labour-intensive 
stages of production to subcontractors ena-
bles companies to deny knowledge of any 
rampant human and labour-rights violations 
taking place in upstream sectors (Instituto 
Observatório Social 2004: 12). In this sense, 
the logic of outsourcing that shapes transna-
tional capitalist class formation (that is, alli-
ances between Brazilian and northern capital) 
provides the mirror image of the segmenta-
tion of labour (cf. Marini 2008: 254); how-
ever, both are necessary for super-exploitation 
to occur. Finally, while working communi-
ties around the world have experienced some 
version of the neo-liberal crisis, these rates 
of exploitation are (generally) not found in 
countries of the industrialised north. Taken as 
a whole, these points should put the particu-
larities of Southern labour back on the agenda 
of class-based, anti-imperialist struggles.

The general law of accumulation 
and the race to the bottom

To-day, thanks to competition on the 
world-market … we have advanced much 
further. ‘If China,’ says [John Stapleton 
MP] to his constituents, ‘should become 
a great manufacturing country, I do not 
see how the manufacturing population of 
Europe could sustain the context without 
descending to the level of their competi-
tors.’ … The wished-for goal of English 
capital is no longer Continental wages but 
Chinese. (Marx 1974: 601)

There is one more aspect we can take from 
Marx (1974) on the issue of labour segmenta-
tion; namely its implications for class strug-
gle. This comes, in embryonic form, in the 
context of his discussion of the general law 
of accumulation (ch. 25). At moments of 
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accelerated accumulation (rather than crisis), 
Marx observes that:

The greater the social wealth, the func-
tioning capital, the extent and energy of its 
growth, and, therefore, also the absolute 
mass of the proletariat and the productive-
ness of its labour, the greater is the indus-
trial reserve army. The same causes which 
develop the expansive power of capital, 
develop also the labour-power at its dis-
posal. The relative mass of the industrial 
reserve army increases therefore with the 
potential energy of wealth. But the greater 
this reserve army in proportion to the 
active labour-army, the greater is the mass 
of a consolidated surplus- population, 
whose misery is in inverse ration to its 
torment of labour. The more extensive, 
finally, the lazarus-layers of the working-
class, and the industrial reserve army, the 
greater is official pauperism. This is the 
absolute general law of capitalist accumula-
tion. Like all other laws it is modified in its 
working by many circumstances .... (644, 
emphasis in the original)

Using the concrete example of the shift to a 
generalised regime of relative surplus value 
in England, Marx argues that capitalist accu-
mulation tends to produce a population that 
is contingently and then absolutely unnec-
essary to its reproduction. Ultimately, in 
Volume 3, Marx (1977) positions this essen-
tial, ‘immanent contradiction’ as a response 
to the tendency of the rate of profit to fall (ch. 
13; Mattick 1983: 94), insofar as the weight of 
the reserve population can be used to temper 
workers’ demands for better wages and work-
ing conditions and so, to bolster the rate of 
profit. 

In terms of the issue of what extent the 
‘general law’ of accumulation can be said to 
constitute an actual law of capitalist develop-
ment, I agree with Veltmeyer (1983) who sees 
it as referring to ‘certain tendencies rooted in 
the basic structures of the capitalist mode of 
production’ which can be modified through 
particular historical circumstances, and cer-
tainly by class struggle (218–219; Foster and 
McChesney 2012: 130–131). Since Marx’s 
time, various authors have highlighted the 
ways in which such circumstances were cre-
ated by imperialism, including the welfare 
legislation established in the post-Second 
World War period in core nations (initially 

paid for with colonial revenue) to offset the 
potential for social instability in times of 
long-term hardship (Mattick 1983: 97); the 
leveraging of the rate of profit in manufac-
turing following its collapse in the 1970s by 
the internationalisation of production and 
increased competition between regional 
workforces (Latimer 2014; Marini 2008: 
253–254; Sotelo 2009: ch. 2; 2013: 2); and the 
current appropriation of surplus value from 
the South through new financial instruments 
and markets (Norfield 2013). And so, while 
‘the modifications the system undergoes in 
the very course of its development may set 
aside the general law of accumulation ... 
and thus meet the optimistic expectations of 
the ruling class and raise doubts among the 
exploited classes about capitalism’s vulner-
ability … [they] do not affect its general valid-
ity’ (Mattick 1983: 95–96).

It is in this discussion of the general law 
of accumulation where Marx best captures 
contradictions between social layers of the 
working class (in this context, within a sin-
gle social formation) that actually facilitate 
capitalist reproduction from one cycle to the 
next (Latimer 2014). The various layers of the 
reserve army in Chapter 25 are not, I would 
argue, significant in and of themselves; nor 
were they intended to be understood as some-
thing extraneous to exploitation and produc-
tivity in the formal labour process following 
capitalist expansion. Rather, the law speaks to 
the unity of the working classes, or the intrin-
sic link between the active layers of workers 
and those so-called ‘ex-workers’; in countries 
like Brazil, many of them also recently, or 
occasionally, ‘ex-peasants’. 

In this sense, the general law of accumula-
tion is a good way to think through the con-
temporary ‘race to the bottom’; or the general 
social relation that links national and subna-
tional segments of workers across borders 
with ‘profound inequalities of labour-powers’ 
(Higginbottom 2012: 252); a relation which, 
rather than leading to an equalisation in rates 
of exploitation, tends to tie each to the other 
in a downward spiral of working terms, con-
ditions, and living standards. The previous 
section illustrated that super-exploitation 
continues to be a modern feature of class 
formation, here as a response to the particu-
lar way Brazilian agribusiness has entered 
the global system in the neo-liberal period. 
The general law of accumulation helps to 
clarify the intrinsic connection between such 
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particular forms of exploitation and the gen-
eral crisis of labour amongst working peoples 
(of the generalisation of precarious labour 
arrangements, for example); and so, the 
capacity of capital to leverage the fortunes 
and gains of one layer of workers against oth-
ers (for example, the pitting of jobs in extrac-
tive industries against acts of Indigenous 
sovereignty around land and resources in set-
tler colonies).

Marx himself never developed the general 
law of accumulation to its logical conclusion – 
in other words, by exploring its implications 
for anti-capitalist struggle – but there are 
kernels. 

As soon, therefore, as the labourers learn 
the secret, how it comes to pass that in 
the same measure as they work more, 
as they produce more wealth for oth-
ers, and as the productive power of their 
labour increases, so in the same meas-
ure even their function as a means of the 
self-expansion of capital becomes more 
and more precarious for them; as soon 
as they discover that the degree of inten-
sity of the competition among themselves 
depends wholly on the pressure of the 
relative surplus population; as soon as, by 
Trades’ Unions, &c., they try to organise 
a regular co-operation between employed 
and unemployed in order to destroy or to 
weaken the ruinous effects of this natu-
ral law of capitalistic production on their 
class, so soon capital and its sycophant, 
Political Economy, cry out at the infringe-
ment of the ‘eternal’ and so to say ‘sacred’ 
law of supply and demand. Every com-
bination of employed and unemployed 
disturbs the ‘harmonious’ action of this 
law.  But, on the other hand, as soon as 
(in the colonies, for example) adverse cir-
cumstances prevent the creation of an 
industrial reserve army and, with it, the 
absolute dependence of the working class 
upon the capitalist class, capital, along 
with its commonplace Sancho Panza, 
rebels against the ‘sacred’ law of supply 
and demand, and tries to check its incon-
venient action by forcible means and State 
interference. (Marx 1974: 640, italics in the 
original) 

If the general law is the central contradiction 
of the capitalist mode of production, the only 
issue of equal importance was that of how 

workers would address this ‘secret’. In other 
words, it concerned whether workers could 
achieve means of common struggle predi-
cated on the recognition not of an undifferen-
tiated subject and class interest, but rather of 
a long-term common fate across vastly differ-
ent realities (including the violence intrinsic 
to class formation in a colonial setting; see 
also Lindberg 2014).

Conclusion
As may already be apparent, there isn’t much 
in this essay that is actually new (see e.g. 
Veltmeyer 1983), although there is much 
that has been systematically sidelined or 
dismissed in contemporary debates on left 
and left-labour strategy. As exemplified by 
Chakrabortty (2013) at the outset, the current 
crisis affecting European workers (expressed 
in terms of austerity measures, harder and 
longer working lives, mass unemployment, 
destitution, and elder neglect, weakened 
unions, and the end of the welfare state) has 
given rise to easy comparisons with the plight 
of workers in the global South under neo-
liberalism. However, without trivialising the 
hardships faced by working-class communi-
ties in the North (particularly racialised youth, 
migrant workers, and women), super-exploi-
tation as it appears in an emergent Brazil has 
not existed in Europe for more than a century 
(cf. Sotelo Valencia 2014: 549). This is not to 
say, however, that for better or for worse, the 
conditions and horizons of possibility for 
jobs, pay, working and living standards in 
both regions are not tied together, if we are 
to take a global reading of the general law of 
accumulation seriously.

Using a case from Brazil, this essay sought 
to use the resurgence of super-exploitation 
in the global South as an alternative starting 
point from which to consider the global cri-
sis amongst working people. It is positioned 
as a contribution to current efforts to grap-
ple with the particular and general forms of 
exploitation in the global crisis of labour, and 
the structural divisions and contradictions 
between sections of the global working class 
that have crippled organised labour and com-
munities in resistance to global capitalism. In 
adopting this tack, the essay is not intended 
to be a celebration of the fragment, or part 
of some conspiratorial assault on Marxist 
analysis by post-structuralism, but simply a 
call to attend to the ways that workers have 
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been put in order historically and geographi-
cally by capitalism in its imperialist phase. In 
this context, ‘backward’ forms of exploita-
tion continue to be reproduced, not because 
of the inadequacies of class struggle in 
closed social formations in the South, but, 
in the first instance, because they continue to 
be profitable and functional to global accu-
mulation at the hands of both national and 
international capital. In dependent countries, 
workers are forced to contend not only with 
‘their’ national capital but also the finan-
cial, governance and trade-related structures 
controlled by the capital of advanced capi-
talism under which they operate; this still 
holds true, despite the rise of export-capital 
from so-called ‘emerging’ economies like 
Brazil (Bueno and Seabra 2010; Foster and 
McChesney 2012: 139). If the general law of 
accumulation can be argued to hold beyond 
national borders, these forms arise because 
they are possible in the absence of a viable 
international struggle for socialism, rather 
than the current forms of accommodation.

Early works from the dependency perspec-
tive were often positioned with an eye to 
understanding why, following the globali-
sation of capital in the first phase of impe-
rialism, a worker’s international capable of 
challenging capital at a structural level had 
not followed suit. In the North, it is discour-
aging to see the degree to which efforts to 
theorise capitalism in its latest phase of glo-
balisation (it bears rephrasing: theories which 
emerged in the very moment that global pro-
duction moved en masse to the South) have 
systematically attempted to sideline both the 
global (class) dimensions of accumulation 
and the particular role of Southern labour 
within it. For this reason, I expect that the 
challenge of labour segmentation, which this 
essay argues has become a central challenge 
to class formation in the neo-liberal age, 
will be solved through the practical efforts 
of workers who see internationalism as cen-
tral to their self-interest and even liberation 
(Lindberg 2014), not in theoretical debate. No 
more compromises.
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Two Pillars of US Global 

Hegemony: Middle 

Eastern Oil and the 

Petrodollar

[W]hoever controls the Middle East con-
trols the global oil spigot and whoever 
controls the global oil spigot can control 
the global economy, at least for the near 
future. (Harvey 2005: 19)

Throughout recent history, the oil-rich 
regions of the Middle East have played a key 
role in determining US foreign policy. This 
is simply because the Middle Eastern oil 
regions currently account for 65 per cent of 
the world’s proven oil reserves, and 30 per 
cent of its day-to-day production, and there-
fore the Middle East has been the geographic 
centre of gravity of the world oil industry 
(Renner 2003). They are therefore a truly 
vital strategic US interest. Since the new and 
bountiful discoveries of cheaper oil in the 
Persian Gulf just after the Second World War, 
oil from the Middle East has gradually come 
to displace US oil. Without direct and secure 
access to this resource, the world economy 
would fall into a very serious crisis, and the 
position of the leading power, the US, would 
be dealt a mortal blow. In order to continue 
growing, the US-dominated world capitalist 
economy needs plenty of cheap and readily 
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available oil. The Middle East supplied 22 per 
cent of US oil imports, 36 per cent of OECD 
Europe’s, 40 per cent of China’s, 60 per cent 
of India’s, and 80 per cent of Japan’s and 
South Korea’s in 2006 (Energy Information 
Administration 2006).

But this dimension cannot be reduced 
solely to matters of economic prosperity, even 
though it represents a part. Above all, the oil 
dimension in US foreign policy is a strategic 
one which mainly concerns exercising global 
power, a central part of US global hegemony. 
The purpose of this essay is to seek some 
understanding of how and why the oil of the 
Middle East came to play a central role in the 
rise and continuation of the hegemonic posi-
tion of the US. 

When a hegemonic power imposes its 
political and economic authority over a 
region, it does so in relation to its allies and 
its local protégés. Gramsci used the term 
‘hegemony’ to signify that the dominant 
power leads the system in a direction that not 
only serves the dominant group’s interests 
but is also perceived by subordinate groups 
as serving a more general interest (Gramsci 
1971: 106–120, 161). Harvey’s usage of the 
term is similar: ‘the particular mix of coer-
cion and consent embedded in the exercise 
of political power’ (Harvey, 2005: 36). US 
ally Japan and West European economies are 
dependent on oil imports from the Middle 
East, and US protégés in that region, the oil 
monarchies, require US protection and mili-
tary and political support. Through its influ-
ence over the oil-rich regimes in the region, 
the US has consolidated its strategic pres-
ence in the Middle East by effectively control-
ling the ‘global oil spigot’. This seems also 
an effective way to ward off any competition 
for top position in the global hierarchy as all 
its competitors are heavily dependent on this 
essential source, oil, coming from the Middle 
East.

It was during the First World War that the 
US accorded to the Middle East region a stra-
tegic importance due to its rich oil resources. 
At that time, Britain’s declining global empire 
was controlled by key oil-producing regions of 
the Middle East. During the First World War, 
keeping those oil-rich lands under British 
control was a crucial goal for the British gov-
ernment. Sir Maurice Hankey, the powerful 
secretary of the British War Cabinet, wrote 
to the foreign secretary, Arthur Balfour, dur-
ing the war’s final stage, that ‘oil in the next 

war will occupy the place of coal or at least a 
parallel to coal’. Therefore, Hankey said, ‘con-
trol over these [Middle Eastern] oil supplies 
becomes a first-class British war aim’ (given 
in Yergin 1991: 185–188). For a detailed analy-
sis of Great Power rivalry over Middle Eastern 
oil, see James A. Paul’s summary (2002).

Oil surpluses of the 1930s quickly disap-
peared during the Second World War, and the 
US, the new hegemonic state within the capi-
talist world, began to rely on foreign oil in 
the 1940s. With only 6 per cent of the world’s 
population, the US accounted for one-third 
of global oil consumption. Energy security, 
since then, has become an essential dimen-
sion of US state security, meaning the unin-
terrupted availability of energy sources at an 
affordable price and unwavering access to 
foreign oil reserves. The question of US influ-
ence over Middle Eastern oil-rich countries 
has become increasingly important since the 
Second World War. Between 1940 and 1967, 
US companies increased their control of 
Middle Eastern oil from a mere 10 per cent to 
over 60 per cent. (Monthly Review 2002). The 
so-called ‘Carter Doctrine’ of January 1980 
perhaps symbolises this heightened signifi-
cance of the region’s oil for the US state more 
than anything else: ‘Let our position be abso-
lutely clear: An attempt by any outside force 
to gain control of the Persian Gulf region will 
be regarded as an assault on the vital interests 
of the United States of America, and such an 
assault will be repelled by any means nec-
essary, including military force’ (given in 
Klare 2004: 45–47). President Jimmy Carter, 
in his annual State of the Union Address to 
Congress, also reiterated his plans to increase 
military spending by 5 per cent, with spe-
cial emphasis on developing a 100,000-man 
‘rapid deployment force’ capable of interven-
tion in the region. President Carter himself 
did not use the term ‘Carter Doctrine’ to refer 
to his policies in the Middle East in any public 
statement during his term in office. However, 
the label was used later in official US docu-
ments (see Meiertons 2010).

More than 30 years have passed since the 
first expression of the Carter Doctrine, and 
the significance of the oil-rich Middle East 
for the global position of the US remains as 
one of the central pillars of world politics. 
It ensures, with the use of violence if neces-
sary, that Middle Eastern oil remains acces-
sible, free-flowing, cheap, and under US 
control. 
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In the rest of this essay, I will focus on three 
interrelated issues in order to appreciate this 
complex relationship, and to explain the role 
played by Middle Eastern oil, pricing of oil, 
and links between the region’s oil trade and 
arms trade in sustaining the unique position 
of the US as supplier of the world’s reserve 
currency.

The emergence of the US 
as global hegemonic power
During the early part of the 20th century, the 
US patiently put key stepping stones in place 
to build its state as a modern imperial power. 
Once the dominance of the industrial North 
over the agrarian South was established soon 
after the American Civil War, the US govern-
ment initiated essential foundations of its 
world system of control, first in Latin America 
and the Philippines, and then in Western and 
Central Europe, Japan, Korea, and the Middle 
East. Its superior army, high-tech weapons 
systems, and globe-trotting military and intel-
ligence networks have of course been cen-
tral to this project. But equally important, if 
not more so, has been its strong grip on the 
world economy, trade, and financial markets, 
mainly through the role played by the US dol-
lar as the world’s universal currency or reserve 
currency. 

Reserve currencies are held by govern-
ments and institutions outside the country 
of issue and are used to finance international 
economic transactions, including trade and 
the payment of debts. Reserve currency sta-
tus is not just an international status symbol. 
It brings international seigniorage, benefits for 
financial institutions of the issuing country, 
relaxation of the external constraints on mac-
roeconomic policy, and wider geopolitical 
consequences of exercising currency hegem-
ony. How did the US currency achieve this 
status?

During the war, the dollar became a world 
currency, equal in strength to the British 
pound. Among others, Eichengreen (2008) 
explains this process in detail. In one of his 
recent volumes, he traces the rise and fall 
of the dollar system with more recent data 
(Eichengreen 2011). Eichengreen sees, in 
particular, the Suez crisis of 1956 as the land-
mark event undermining once and for all the 
importance of the British pound sterling. 

During the war, European economies 
were short of capital, which meant high 

rates of return for the US loans, which fur-
ther strengthened the dollar, and pushed the 
French and the British to peg their currencies 
against the dollar at depreciated rates during 
the 1940s and 1950s (Kennan 2000: 449–454).

Dollar hegemony has always been critical 
to the future of the US-dominated global hier-
archy, and due to its extensive financial and 
political consequences even more so than the 
US’ overwhelming military power. In turn, the 
US economy is intimately tied to the dollar’s 
status as a reserve currency for dealing with 
trade deficits and keeping the interest rates 
low at home. The continuing dominance of 
the US dollar was not only a matter of simple 
economics and finance, but was also ‘deeply 
rooted in the geopolitical role of the United 
States’ (for a detailed explanation, see Gokay 
and Whitman 2004: 65–69).

The central place that the US superpower, 
‘actually existing American empire’ in David 
Harvey’s words, has come to occupy in the 
global system rests on a particular conver-
gence of structure and history (Harvey 2005: 6). 
The most crucial and conclusive phase in 
this process occurred during and after the 
Second World War. Only after the twin dis-
asters of the 1929–30 Depression and the 
Second World War did the world capitalist 
system obtain a new lease under the hegem-
onic leadership of the US. This reorgani-
sation of capitalism could not have been 
accomplished without the uneven develop-
ment of certain structural characteristics 
that also shaped the post-war leadership of 
the US imperial state. This process was well 
examined by Peter Gowan under the apt title 
Contemporary Intra-Core Relations: ‘the empire-
state offers a mechanism for managing the 
world economy and world politics which is 
sufficiently cognisant of trans-core business 
interests’ (Gowan 2004: 490). This required 
that the US create a new international mon-
etary system advocating new trade regimes 
and imposing new development strategies. 
US-dominated international institutions, 
the International Monetary Fund (IMF) and 
the World Bank, came to dictate and con-
duct the modus operandi of such develop-
ment strategies. The post-war state of ruin, 
in both physical and economic senses, in 
much of Europe, Asia, and parts of Africa, 
which created a power vacuum in the world 
system, provided conditions for this total 
restructuring of international trade and 
finance under the leading role of the US 
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and its multinational companies. The eco-
nomic and financial system in France was 
exhausted, the whole of the German state 
was disintegrated, Britain was on the brink of 
bankruptcy, and the Japanese economic sys-
tem was completely shattered and disorgan-
ised after the collapse of its imperial state. 
All these countries needed urgent economic 
assistance of some kind and they looked to 
the US for that. With the crumbling of inter-
national competitive capital, only the US 
remained as a secure capitalist state capable 
of determining the terms of a new world eco-
nomic order. For the next two decades, the 
American economy was able to produce and 
sell all the vital industrial products so much 
more efficiently than other industrial powers 
that it could outperform producers in these 
other countries’ home markets. Hence, the 
world system had entered a new phase in 
which the conditions were ripe for the US, 
the only superpower capable of re-structur-
ing the capitalist world economy according 
to its own vision. 

The first task in rescuing the global capital-
ist order was to reorganise the nation states 
of Europe and Asia as willing members, 
while placing the US at the command centre 
of the world system. Hence emerged the Pax 
Americana, a historically specific inter-state 
system; in other words, what Peter Gowan 
fittingly referred to as the ‘protectorate sys-
tem’, a US-centred global ‘hub-and-spokes’ 
arrangement (Gowan 2002). Economically, 
this required the creation of a new interna-
tional monetary system that could provide the 
necessary movement of capital for the recon-
struction process, and the construction of a 
system of world trade that could eliminate 
the persisting effects of the Depression and 
the war. The post-war restructuring began 
at the Bretton Woods Conference in 1944, 
which adopted a gold standard for world cur-
rency, and encouraged the rapid expansion 
of direct foreign investment and world trade. 

The Bretton Woods system was an interna-
tional monetary framework of fixed exchange 
rates. Drawn up by two leading powers, the 
US and Britain, John Maynard Keynes was 
one of the architects (Gokay and Whitman 
2009). The pre-war gold-exchange system 
remained in place as the currency standard, 
except that it substituted the dollar for the 
British pound as the key reserve currency. 
This meant that all economies that were to 
be part of this system would be required to 

recognise dollars as their basic reserve cur-
rency and link their own currency to its value. 
The US dollar, however, enjoyed immunity 
from any currency instability, because it was, 
as the universal/reserve currency, pegged to 
the value of gold, which was fixed at $35.00 
an ounce. The Bretton Woods system was a 
natural consequence of the already obvious, 
global, economic supremacy of the US. Huge 
amounts of gold were accumulated by the US, 
primarily from Britain and the Soviet Union 
through the Lend-Lease programme, which 
required payment in gold for war-time assis-
tance, to both military and civilian sectors. 
Lend-Lease agreements were first formulated 
in December 1940, and then formally set up 
seven months later. By the end of the war, the 
bulk of the world’s gold supply was held by 
the US in Fort Knox, Kentucky, and the mas-
sive supremacy of US industrial production 
guaranteed that it would enjoy huge surpluses 
in its balance of trade (IMF, March 2006).

In the wake of the so-called economic mira-
cles of the 1950s and 1960s (‘the Golden Age 
of Capitalism’, as Eric Hobsbawm called it 
[1994: 285ff.]), the high growth rates, tech-
nological innovation, social and geopoliti-
cal peace, and rapid development of US-led 
Western capitalist economies enabled them 
to accumulate millions of dollars as reserves 
(Mann 1995: 104–105). As a result, these years 
witnessed  steadily rising levels of investment, 
and a continual boom. 

As the 1950s and 1960s passed, an inequi-
table distribution of power and wealth within 
the Bretton Woods system led the US to over-
reach the advantages offered by the dollar’s 
reserve currency role. The US became more 
and more inflationist with regard to the value 
of the dollar, particularly with respect to 
Japanese and West European economies. As 
the dollars accumulated in foreign banks, the 
actual value of the dollar sank against gold. 
Gold flowed progressively out of the US dur-
ing this period: US gold stock dropped from 
over $20 billion in the early 1950s to less than 
$9 billion by 1970. Nervousness about this 
gold depletion was expressed in the early 
years of the Kennedy Administration, but it 
didn’t become a crisis until the late 1960s 
and early 1970s when the US balance of trade 
became negative (Gokay and Whitman 2010).

In parallel with the decline in gold stocks 
and competitive trade, US corporate profits 
also begin to decline in the face of competi-
tion from Germany and Japan. After this, the 
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US lost some of its power over global trade 
and finance. Collectively, these trends indi-
cated the beginning of a long decline in the 
comparative dominance of the US economy. 
The late 1960s and early 1970s were particu-
larly harsh times for US finance: the dollar 
was weakened further, which opened the 
door for other central banks to diversify and 
start keeping alternative currencies as a hedge 
against any steep decline in the value of the 
dollar. French president de Gaulle, witness-
ing the sharp decline of confidence in the US 
economy and currency, happily sold US dol-
lars, eventually accumulating more gold than 
Fort Knox (Time Magazine 1965). The Bank 
of England joined the French in demanding 
gold for dollars, which accelerated a run on 
the dollar, provoking a currency crisis that 
lasted until the middle of 1971. At that point, 
bowing to a tripling of the US balance of trade 
deficit and an increasing outflow of capital, 
President Nixon announced a series of dras-
tic changes in the world’s currency arrange-
ments. In a dramatic televised address to the 
nation on 15 August 1971, Nixon declared 
an end to the Bretton Woods fixed dollar–
gold link, which meant that the US would 
no longer honour the dollars for gold valued 
at a fixed rate, but would only agree to a sys-
tem of floating exchange rates, whereby each 
currency would be valued according to world 
demand (El-Gamal and Jaffe 2010: 4). At one 
stroke, the US president invalidated 25 years 
of currency agreements, and introduced 
a prolonged period of currency instability 
(Fouskas and Gokay 2012: 65–68).

The US administration’s spectacular end 
to the convertibility of the dollar reinstated 
the economic autonomy of the US state. The 
US dollar, however, no longer convertible into 
gold at a fixed price, entered into a process 
of prolonged decline. The devaluation led 
almost immediately to an explosion of global 
price inflation and a collapse of share values 
on equity markets, which in turn restored the 
US balance of trade. With this radical shift, 
the dollar became an irredeemable currency, 
no longer defined or measured in terms of 
gold, and no longer restrained in its printing. 

From the early 1970s onwards, the unspo-
ken objective of all US administrations has 
been to slow down the decline of the US 
economy. First and foremost, it was a serious 
crisis inspired by a significant loss of confi-
dence in the dollar. As a result, the dollar was 
left ‘floated’ in the international monetary 

market, which weakened its position as the 
hegemonic currency. Now the dollar had no 
firm backing other than the ‘full faith and 
credit’ of the US government. From that point 
on, the US had to find a way convincing the 
rest of the world to continue accepting every 
devaluated dollar in exchange for economic 
goods and services the US required getting 
from the others. It had to find an economic 
reason for the rest of the world to hold US 
dollars: oil provided that reason and the term 
petrodollar became the crucial link in this. 
Since the 1971 devaluation, the petrodollar 
has been at the heart of US dollar hegemony 
(Fouskas and Gokay 2005: 16–19).

Petrodollar system     
After 1971, the US economy entered into a 
long period of instability. During this period 
there were a number of recessions, including 
a mini recession in 1971, a deeper and larger 
recession from 1973–75, a period of hyper-
inflation from 1979–80, a severe recession in 
1981–82, a real-estate bubble and stock mar-
ket panic in 1987, and a deep recession in 
1992–93. Nine of the 22 years from 1971–93 
were ‘economically troubled’, together with 
the years in-between reflecting uneasy transi-
tions from one crisis to another. The one per-
sistent effort that marks this volatile period 
was a forceful attempt by the US to restore 
the role of the dollar as the universal reserve 
currency by linking the dollar to yet another 
commodity: petroleum, thus creating the 
petrodollar. The petrodollar system provided 
some strength and prestige to the US cur-
rency, and shifted the focus of global politics 
to the oil-rich Middle East. 

A petrodollar is a dollar earned by a coun-
try through the sale of oil. The term ‘pet-
rodollar system’ derives from the way the 
diplomatic relations between the US and 
Saudi Arabia linked the sale of oil to the dol-
lar through a series of negotiations and 
agreements concluded during the 1972–74 
period. As a result, the US government 
reached a series of agreements with Saudi 
Arabia, known as the US-Saudi Arabian Joint 
Economic Commission, to provide technical 
support and military assistance to the power 
of the House of Saud in exchange for accept-
ing only US dollars for its oil (Department 
of the Treasury 2002). This understanding, 
much of it never publicised and little under-
stood by the public, provided the Saudi ruling 
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family the security it craved in a dangerous 
neighbourhood while assuring the US a reli-
able and important ally in the Middle East 
(Kaiser and Ottaway 2002). Saudi Arabia was 
and remains the largest oil producer in the 
world and the leader of the Organisation of 
Petroleum Exporting Countries, OPEC (US 
Energy Information Administration 2014a). It 
is also the only member of the cartel that does 
not have an allotted production quota, which 
makes it the ‘swing producer’, meaning that 
it can increase or decrease oil production 
to bring about an oil drought or glut in the 
world market. Saudi Arabia hence practically 
determines, or has the means to determine, 
oil prices. Soon after the agreement with the 
Saudi government, an OPEC agreement con-
sented to this, and since then all oil has been 
traded in US dollars (Klare 2004: 40–45).

Now why would this matter so much? 
Oil is not just the most important commod-

ity traded internationally. It is the key indus-
trial mineral; it has a central role in modern 
economies, without which no modern econ-
omy works. If you don’t have oil, you have to 
buy it, and if you need to buy it on the world 
markets, you commonly have to purchase it 
with dollars. This provides an essential base 
for the dollar’s reserve currency status: other 
countries buy and hold large reserves of dol-
lars (in the same way they buy and hold gold) 
because they cannot purchase oil without dol-
lars. This made the ‘petrodollar’ a de facto 
replacement for the pre-1971 gold-dollar 
standard, guaranteeing a constant demand 
for dollars whose value was linked to oil 
through the OPEC pricing standards. In 2002, 
a former US ambassador to Saudi Arabia told 
a committee of the US Congress: ‘One of the 
major things the Saudis have historically 
done, in part out of friendship with the US, 
is to insist that oil continues to be priced in 
dollars. Therefore the US Treasury can print 
money and buy oil, which is an advantage no 
other country has’ (Nixon 2003).

This system of the US dollar acting as 
global reserve currency in oil trade keeps the 
demand for the dollar ‘artificially’ high. This 
allows the US to print dollars at next to no 
cost to subsidise increased military spend-
ing and consumer spending on imports. As 
long as the US has no significant challengers 
and the other states have faith in the US dol-
lar, the system operates well (Spiro 1999: 121). 
This has been the situation and the crucial 
basis for the US economic hegemony since 

the 1970s. Needless to say, this system also 
empowers the US administration to compel-
lingly control the world oil market. The domi-
nance of the dollar is not simply the result 
of the size of the US economy; it is also the 
result of two other things: global politics and 
finance. In this scheme, the industrialised 
countries had to purchase oil, either from 
OPEC or from one of the smaller oil produc-
ers, but they could conduct these purchases 
only by pricing and buying oil in dollars, 
thus restoring the dollar’s role as a required 
reserve currency (see among others Gokay 
and Whitman 2004: 64–65).

So long as OPEC oil was priced in US dol-
lars, the US government benefited from a 
double loan. The first portion of the loan was 
for oil. The government could print dollars to 
pay for oil, and the US economy did not have 
to generate goods and services in exchange 
for the oil since OPEC used the dollars for all 
traded goods and services. Obviously, the strat-
egy could not work if dollars were not a means 
of exchange for oil. The second part of the 
loan was from all other economies that had to 
pay dollars for oil but could not print currency. 
Those economies had to trade their goods and 
services for dollars in order to pay their oil 
imports to OPEC producers (Spiro 1999: 121).

In this situation, dollars rapidly accumu-
lated in foreign banks, particularly those 
serving petroleum-exporting countries. This 
petrodollar overhang created an additional 
financial issue: unlike Western Europe and 
Japan, most of the oil-exporting countries had 
limited possibilities for domestic development 
and consumption, and therefore they could 
not invest most of this money. Many of these 
economies in the region are structured strictly 
on ‘rents’ from oil, which provide most of the 
export earnings and state revenues. Despite 
their extensive oil wealth, the oil-rich coun-
tries of the Middle East have failed to develop a 
diversified economic base. All finished manu-
factured goods as well as financial and high-
tech services are imported and controlled by 
Western multinationals. Adam Smith once 
commented that the Tartars and other Asian 
nations may be rich precisely because they 
are resource poor. ‘In the Middle East, … the 
political process is that the rulers do not tax 
citizens or businesses, but hand out selective 
privileges, financed by oil revenues, against 
loyalty and support from a largely parasitic 
private sector’ (Noreng 2006: 87–88). Some 
efforts were made to redistribute oil revenues 
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across the populations by subsidising hous-
ing, education, and health care. But mostly, 
oil money was used to support excessive con-
sumption, corruption, and gross waste. The 
Nixon Administration responded ‘creatively’ 
by coaxing these countries into purchasing US 
Treasury bills and bonds, which performed as 
yet another subsidy for the US economy. This 
has, since that time, been the primary strat-
egy for the US administration to deal with its 
colossal trade deficits by keeping domestic 
interest rates low (Kaiser and Ottaway 2002). 
The cash balances of oil exporters soon found 
their way into the US-controlled international 
banking system, and these petrodollars went 
straight back into the US economy at zero 
currency risk. Some of this cash was recycled 
as loans, with some interest of course, to oil-
importing countries, mainly by US-controlled 
international financial institutions.

For a long time everything worked 
smoothly. But the end of the Soviet-controlled 
socialist bloc economies in Eastern Europe 
and the emergence of a new single Europe 
and the European Monetary Union in the 
early 1990s began to present an entirely new 
challenge to the global position of the US 
economy. In particular with the creation of 
the euro in late 1999, a totally new factor was 
added to the global financial system. Within a 
relatively short period, the euro has emerged 
as a realistic alternative, establishing itself 
as the second most influential currency in 
the world’s financial markets. If a consid-
erable part of petroleum trade were to use 
euros instead of dollars, many more countries 
would have to hold a greater part of their cur-
rency reserves in euros. According to a June 
2003 HSBC report, even a moderate shift, as 
small as 15 per cent, away from dollars, or a 
change in the flow, would create considerable 
changes (HSBC 2003). The dollar would then 
have to openly battle with the euro for global 
trade and financial markets. Not only would 
Europe not require dollars anymore, but also 
Japan, which imports more than 80 per cent 
of its oil from the Middle East, would have to 
switch most of its dollar assets to euros. The 
US, too, currently being the world’s second 
largest oil importer after China, would have to 
retain a significant amount of euro reserves. 
This would be catastrophic for US efforts at 
monetary management: the US administra-
tion would be compelled to drastically change 
its current tax, debt, and trade policies, all of 
which are relentlessly volatile.  

Today, US citizens spend $700 billion 
(US) a year more than they generate, so they 
require a reserve of an additional $700 billion. 
This means that, on average, each US citizen 
benefits from $3,000 more imported prod-
ucts per year than he/she earns (US National 
Debt Clock 2006). They acquire this large 
amount of money from the Central Banks of 
China, Japan and European countries, thanks 
to the US dollar’s status as global reserve cur-
rency and the simple fact that all other cen-
tral banks hold dollar reserves. China is the 
principal holder of US currency reserves with 
$853.7 billion, and Japan is the second big-
gest with over $850 billion in dollar assets 
(Bloomberg 2006; Mainichi News 2006). 
So the rest of the world are producers and 
sellers: Japan, China, India, Brazil, the EU, 
and the rest. The rest of the world invests, 
produces, and exports to the US. They lend 
more and more to the US. This situation 
is, however, considered unstable and very 
risky by experts. The increasing instability 
of the US economy is emphasised by a major 
2005 report from the IMF (IMF 2006) which 
pointed out that the US economy is increas-
ingly being maintained by what it described 
as ‘unprecedented borrowing’ from foreign-
ers. The report went on to describe the US 
deficit as unmanageable and risky in the long 
term.

Weapondollar-petrodollar 
circulation
The politicisation and concentration in the 
Middle East of the oil business went hand in 
glove with the region’s commercialisation, 
privatisation, and concentration of the global 
arms trade. In the 1950s, some 95 per cent 
of US armament exports had been provided 
as foreign aid, whereas by 1980 the foreign 
aid as armaments had fallen to 45 per cent 
and by 2000 to less than 25 per cent. From 
the early 1970s onwards, when the petrodol-
lar became an essential dimension of the 
US global hegemony, US defence produc-
tion experienced a high degree of privatisa-
tion and internationalisation, followed by an 
unprecedented degree of mergers, acquisi-
tions, and consolidations according to the 
pattern of ‘new multinational corporations’. 
From the early 1970s onwards, the Middle 
East became the world’s chief importer of 
weaponry, taking the lead from South-East 
Asia. In this way, a large amount of that oil 
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income, petrodollars, started to be spent on 
buying armaments and hence turned into 
weapondollars. Tensions in the region, in 
particular the escalation of Arab-Israeli con-
flict, created the necessary conditions for a 
type of dollar recycling based on arms trade. 
Since the 1940s, the role of the Middle East 
in world accumulation had been intimately 
linked to oil exports, and from the 1970s 
onwards, this trade became the basis of the 
petrodollar system, which was then accom-
panied by another dimension: turning a large 
amount of this oil income into weapondol-
lars (Nitzan and Bichler 2002: 25). These two 
flows provided a powerful new lease of life 
for the US economy, inasmuch as their com-
bination was associated with the generation 
of substantial profits for the US arms manu-
facturing industry, American-British giant oil 
companies, and of course the US Department 
of the Treasury. Most importantly, these two 
flows (oil going out, and weapons coming in) 
were dollarised. Thus, for example, in 1974, 
Saudi Arabia’s arms imports were worth 
$2.6 billion in 1974, whereas between 1985 
and 1992 this figure increased ten times and 
reached $25.4 billion. Throughout the 1970s 
and 1980s, the US increased its arms sales to 
Middle Eastern states, in particular during 
the Iraq-Iran war of 1980–88. The amount 
of arms sales to the region reached its peak 
in 1988 when ‘the Administration suggested 
increasing US arms exports by $3.3 billion, to 
a level exceeding $15 billion – with proposed 
shipments worth $3.6 billion to Israel, $2.7 
billion to Egypt, 4950 million to Saudi Arabia, 
and $1.3 billion to other Middle Eastern coun-
tries’ (Nitzan and Bichler 2002: 261, f.n. 26). 
Sharply intensified armed conflict and quickly 
rising tensions in the Gulf region and (with 
the end of the Cold War) Central Asia and 
North Africa, including the Pakistani/Indian 
conflict, meant much greater US military 
involvement in the region, and greater con-
solidation of the alliance between US arms 
manufacturing/weapons trade and energy 
interests. 

Did any of these policies reverse the long-
term relative historical decline of the US? The 
short answer is plainly no. 

It did not take long for the contradictions 
of the system to break down. The entire 
system of petrodollar-weapondollar coali-
tion managed to keep demand for dollars 
artificially high, and as the price of oil went 
up following the 1973 Arab-Israeli war, the 

demand for dollars intensified even further, 
raising the value of the dollar sharply and, as 
a result, once again subsidising US domestic 
and military spending. This form of specula-
tive dollarisation, however, enhanced further 
the inflationary trends in the US, Europe, 
and Japan, intensifying the stagnation of the 
global economic system. The yin and yang of 
this petrodollar/weapondollar system also 
meant that US benefits were counterweighed 
by rising costs inflicted on other members of 
the world economic system. These were pre-
dominantly those countries recently emerged 
from post-colonialism, other weak econo-
mies, and periphery states, as the US practi-
cally exported its own economic and financial 
problems. Thus, when the system was faced 
with various crises (such as the 1973–75 
recession, the hyperinflation of the late 1970s, 
and the sharp global recession of 1981–82), 
the US administration could successfully 
shift the negative effects onto its lesser part-
ners, which then suffered the greater burden 
as world oil prices rose sharply after 1974. 
William Greider (1989) effectively demon-
strates how the US shifted the effects of the 
1979–83 crises were shifted to the periphery. 

At the same time, rather than promoting 
sensible social investments in its allies in the 
Middle East, the US continued to encourage 
using the petrodollar/weapondollar overhang 
as an opportunity to promote the purchase of 
US Treasury bonds and bills, to deal with its 
current account deficit. As a result, the US 
increasingly came to depend on foreign inves-
tors as the prime financial source for domes-
tic account management, which had the effect 
of artificially increasing prices, leading to an 
inflationary surge that eventually weakened 
the perceived value of the dollar, triggering an 
acute fall in demand for dollars and a result-
ant upward spike in US interest rates (Kaiser 
and Ottaway 2002).

All this was an unsteady attempt by the US 
administration(s) to restore the global role 
of the dollar and US economic supremacy by 
linking the dollar to two key commodities of 
the world economy: petroleum and weap-
ons. There were clear reasons underpinning 
the functionality of this  weapondollar-pet-
rodollar system. The first was economic, in 
that the Bretton Woods system never found a 
way to effectively recycle the massive profits 
and extensive speculation the global oil trade 
produced; the second was political, in that 
the administration(s) transferred the focus of 
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global politics to weapons procurement and 
built-up, as well as to the petroleum produc-
tion and conflict in the Middle Eastern region 
(Gokay 2005: 40–56).

Understanding how that system was first 
constructed and advanced with all those exist-
ing flaws and contradictions reveals impor-
tant insights into the current state of the US 
hegemony and the root causes of its direct 
military involvement in the region since the 
end of the Cold War. What emerges is that 
all the wars and acts of military aggression 
conducted by the US since 1991 have been 
those of an economically declining power, 
rather than an indication of superiority. 
Andre Gunder Frank identified this strate-
gic trend in post-Cold War US foreign policy 
as ‘Washington sees its military might as a 
trump card that can be employed to prevail 
over all its rivals in the coming struggle for 
resources’ (Frank 1999). 

Impending scenarios: hegemonic 
reversal
Since the end of the Cold War, the US has 
waged four wars in the region (two in Iraq, 
one in Afghanistan, and one in Libya) and is 
currently threatening more. Each conflict has 
of course its own specific reasons related to 
local conditions. However, there is a com-
mon denominator: the need to keep the oil of 
the region ample and inexpensive, and most 
importantly, under firm US control, so that 
the US-led system of global capitalist econo-
mies can continue to grow. US strategists do 
not simply want to obtain oil, which is a sim-
ple matter if one has money. They also want 
to eliminate all potential competitors, safe-
guarding the region politically and militarily 
so that the flow of oil from the Middle East 
to world markets can happen under its direct 
control. 

The US military is now dominant and 
its limitations are minimal. Its spending is 
almost as much as that of the next 11 coun-
tries combined ranked beneath it (SIPRI 
2013: 6–7, 9.). Yet the economic power of 
the US has been in stagnation since the 
1970s and has declined since the end of 
the Cold War. The world economic landscape is 
rapidly changing and a very different world 
is emerging. In particular, the US share of 
world trade and manufacturing is substan-
tially less than it was just prior to the end 
of the Cold War, and its relative economic 

strength measured against the EU and the 
East Asian economic group of China, India, 
and the ‘South-East Asian tigers’ is similarly 
in retreat. The persistent use of US military 
power can therefore be viewed as a reaction to 
its declining economic power and not merely 
as a response to the post-Cold War geopo-
litical picture. US leaders see their superior 
military power as the key weapon that can be 
employed effectively to prevail over all rivals, 
and thus to stop this decline. The expansion 
of the Chinese economy, so far the closest 
contender for a global hegemonic position, 
is directly dependent on access to petro-
leum, and therefore securing access to the 
oil reserves in the region is a cornerstone 
of Chinese policy (Roberts 2005: 158–164). 
In September 2013, China’s net imports of 
petroleum and other liquids exceeded those 
of the US on a monthly basis, making it the 
largest net importer of crude oil and other liq-
uids in the world (US Energy Administration 
Information 2014a).

In the Middle East, control of the region’s 
oil resources, keeping the US dollar as the 
only currency used in the world oil trade, and 
using these effectively to prevent any chal-
lenge to the hegemonic position of the US are 
all interlinked and cannot be separated from 
each other. On 22 March 2003, at the begin-
ning of the US-led war against Iraq, General 
Tommy Franks, chief commander of the US 
forces in Iraq, was explaining one of the key 
objectives of the Operation Iraqi Freedom 
as ‘to secure Iraq’s oil fields and resources’ 
(CNN.com 2003). Securing US interests 
regarding the oil resources of the Middle East 
is not as simple as just going and militarily 
capturing key positions of a country. Political 
events since 2001 have clearly demonstrated 
that superior military forces of the US and 
its Western allies may take but cannot hold 
Iraq’s, Libya’s, or other Middle Eastern coun-
tries’ oil. Far from staving off the downfall 
of the US economic and financial hegem-
ony, the continuing military aggression and 
arrogance of the US state may instead push 
the regional powers to distance themselves 
from its strategic goals. Member countries of 
OPEC, for instance, have sharply increased 
deposits in other currencies including the 
euro and the Japanese yen, and placed less 
in dollars starting from 2001 and the Afghan 
War. OPEC members cut the proportion of 
deposits held in dollars from 75 per cent in 
the third quarter of 2001 to 61.5 per cent. US 
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dollar-denominated deposits fell from 75 
percent of total deposits in the third quarter 
of 2001 to 61.5 percent in the last quarter of 
2004. During the same period, the share of 
euro-denominated deposits rose from 12 per 
cent to 20 per cent (FT.com 2004).

Competition for the rich oil resources of 
the Middle East played a central role in the 
20th-century’s key military and political con-
flicts. Even the two major world wars, which 
happened in the first half of the 20th century, 
were intrinsically linked to competition for 
access to the energy-rich Middle East. If his-
tory provides any reliable guide to the future, 
the present century will more and more be 
marked by new wars for this still very signifi-
cant but increasingly scarce natural resource 
in the region. ‘This is the secret ticking 
bomb under the global economic system in 
the twenty-first century. The only long-term 
solution is to significantly reduce our energy 
usage’ (Fouskas and Gokay 2012: 139–140). 

Bulent Gokay
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Unequal Exchange

The term ‘unequal exchange’ became wide-
spread in the 1960s and 1970s through 
Marxist debate on underdeveloped countries 
and their falling terms of trade. The source 
and centre of the debate was the Greco-
French economist Arghiri Emmanuel, the 
English translation of whose work described 
it as ‘the imperialism of trade’ (Emmanuel 
1972a). The terms of trade were central to this 
kind of imperialism, in contrast to the export 
of capital in classical Marxist analyses, or the 
transfers of profit by multinationals under-
lined within monopoly capitalist and depend-
ency traditions – the ‘old imperialism’ decried 
in Truman’s Point Four programme.

Emmanuel’s theory stated, contrary to 
the assumptions of the by then conven-
tional Heckscher-Ohlin theory and its recent 
reformulation by Samuelson, that relative 
prices depended on wages, not the other way 
around; and that, contrary to the assumptions 
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of Ricardo’s comparative costs, first, labour 
was sufficiently immobile to allow for sig-
nificant wage-disparities between countries, 
and, second, that capital was internationally 
mobile and tended towards equalisation.

Theoretical novelty apart, controversy was 
occasioned by the implications for interna-
tional worker solidarity. In terms of Johan 
Galtung’s (1971: 83) structural theory of 
imperialism, which it may well have inspired, 
the equalisation of the rate of profit and non-
equalisation of wages translates into a ‘har-
mony of interest’ among capitalists and a 
‘conflict of interest’ among centre and periph-
ery workers. The conventional explanation, 
then and since, of the commonly observed 
absence of worker solidarity was that a ‘labor 
aristocracy’ section of the working class, per-
haps even whole nations, had been ‘bribed’ 
by capital. Emmanuel, by contrast, made the 
nationally enclosed workers movements into 
the principal cause of unequal exchange.

Immediately upon publication, there 
was an avalanche of attempts to reintegrate 
unequal exchange with more conventional 
Marxist and monopoly interpretations as 
a subcategory of a more general inequality 
in terms of labour transfers, starting with 
Bettelheim (1962; 1972), but repeated ad nau-
seam in the ensuing debates, and expressed 
as a difference between labour values and 
prices of production. The idea that dif-
ferent capital-intensities engender trans-
fers of labour values is an established idea 
within Marxism. In addressing ‘the ques-
tion of nationalities’ in 1907, Otto Bauer 
(2000) found that the more capital-intense 
German regions appropriated value from 
the less capital-intense Czech ones of the 
Hapsburg Empire. With the break-up of 
the Empire, by the time of the second edi-
tion in 1921, this unwittingly transformed 
into an international rate of profit and trans-
fer of value. Bauer greatly influenced both 
Evgenii Preobrazhensky’s (1965) model of 
Soviet industrialisation by extracting surplus 
through domestic unequal exchange with the 
peasantry, and Henryk Grossmann’s (1967) 
model where the international equalisa-
tion of profits entails an unequal exchange 
between Asia and Europe helping to offset 
the fall in the rate of profit. While Emmanuel 
did not consider these value transfers due 
to capital-intensities to represent unequal 
exchange, he did adopt the notion of inter-
nationally mobile capital. By contrast, the 

monopoly and dependency tradition (Sweezy, 
Baran, Frank; Bettelheim was a notable 
exception) was highly dismissive of an inter-
nationally equalised rate of profit and of 
international trade as a means of exploitation 
and transfer. Marxists in general considered 
interest in the relative prices of goods to be 
superficial ‘circulationism’ or commodity 
fetishism compared to the really heavy stuff 
such as production, multinationals, and the 
export of capital (Andersson 1972; Brewer 
1990; Brolin 2006a: chs 2, 6; 2006b: chs 5–7, 
12; Emmanuel 1972a: 94f; 1972b; Howard 
and King 1989; 1992).

Indeed, every subsequent alternative formu-
lation to Emmanuel (e.g. Amin 1973; 1974; 
Andersson 1972; 1976, Braun 1977; Delarue 
1973; 1975a; 1975b; Gibson 1977; 1980; 
Marini 1973; 1978), and almost every critic 
since Bettelheim (1972), have abandoned 
wages as the independent variable, preferring 
to make higher productivity the cause (and 
thereby justification) of higher wages, and/or 
‘monopolies’ the cause of unequal exchange. 
Having reviewed many of these (Brolin 2006a; 
2006b; Evans 1984; Mainwaring 1980; 1991), 
it is easy to agree with Koont (1987: 10) that: 
‘It would be desirable to extricate the concept 
of unequal exchange from the morass it has 
sunk into on the terrain of value transfers’. 
Unfortunately, this is not the path taken in the 
currently more vociferous ecological revival 
of unequal exchange, where the transfer of 
labour is simply supplanted or complemented 
by transfers of land.

Paradigmatically originating in urban–
rural exchange, the idea that exchange of 
primary products for manufactures is dis-
advantageous was probably hoary with age 
already when mercantilists, protectionists, 
neo-mercantilists, import-substitutionists, 
and so on made it a cornerstone of their pol-
icy recommendations. It was inherent to the 
original formulation of the Singer-Prebisch 
thesis. With its focus on the inherently 
immobile land factor, ecological criticism 
of industrial civilisation and globalisation 
has long demonstrated a certain anti-trade 
bias (Bramwell 1989: 17). Attempted integra-
tion with a critique of world poverty in the 
post-war era shifted emphasis from over-
population to inequality, notably in ‘centre–
periphery’ trade of industrial for primary 
products. Thus, Borgström (1972: 76–83) 
estimated how Europe imported huge ‘ghost 
acreages’ mainly through its overseas trade 
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with European settlements; although focus-
ing on Latin America he chose to see such 
exports as characterising underdeveloped 
countries (Brolin 2006a: 280). (Emphasising 
differently, Hardin [1993] similarly found no 
net imports into the US.) Borgström’s idea 
of phantom or appropriated carrying capac-
ity was renamed ‘ecological footprint’ by 
Rees (1992) under which name it has since 
become trademarked and calculations made 
opaque (Brolin 2006a: 285–297). Studies of 
the British industrial revolution have observed 
both the ‘fossil acreage’ (Catton 1982) added 
by the coal industry (Sieferle 2001, Wrigley 
1988: 54f ), and in colonial sugar and cot-
ton imports (Pomeranz 2000: 274ff., 313ff.), 
arguing for their crucial importance in reliev-
ing industrial Britain’s land constraints (for 
criticism, see Brenner and Isett 2002; Wrigley 
2006). Translating point source fuels and 
minerals into areal units appears to con-
strain ecologist historical understanding 
of industrial civilisation. The identification 
of raw materials exporting peripheries with 
exploitation and underdevelopment is the 
central tenet of ecological unequal exchange 
(e.g. Bunker 1984; 1985; Cabeza-Gutés and 
Martinez-Alier 2001; Foster and Holleman 
2014; Hornborg 1998; 2009; Martinez-
Alier 2002; Odum 1971; 1996; Odum and 
Odum 1981), not worrying about contra-
dictory North American, Australasian, or 
Scandinavian examples in the past (Katzman 
1987), or, indeed, even the whole world until 
the post-war consumer society definitely 
tipped the scale (Bairoch 1993, Brolin 2006a). 
This disregard for falsifying economies that 
are both exporters and intensive consumers of 
energy signals a possible inability to account 
also for this consumer society.

Thus, where the standard Marxist interpre-
tation speaks of unequal, or non-equivalent, 
exchange as a net transfer of labour or labour 
values, ecological unequal exchange is com-
monly defined in terms of a net transfer of 
land or land values (natural resources, ecolog-
ical footprints, energy, or elaborations thereof 
such as ‘exergy’ or ‘emergy’). Both of these 
currently popular usages of unequal exchange 
are highly problematic, and this is what has 
occasioned me (Brolin 2006a) to try to revive 
interest in Emmanuel’s original theory as well 
as Lewis’s almost wholly neglected one.

While not an accepted concept in main-
stream economics, these and other appro-
aches to unequal exchange can be illustrated 

by reference to traditional Heckscher-Ohlin 
trade theory based on productive-factor 
endowments. From this perspective, net trans-
fers of labour simply result from exchange 
between relatively labour-rich (capital and 
land-poor) regions and labour-scarce (capital-
rich and land-rich) regions. Net transfers of 
land, on the other hand, result from exchange 
between relatively land-abundant (labour-
scarce and capital-scarce) regions and land-
scarce (capital-rich and labour-rich) regions. 
For example, looking at the epoch for which 
it was conceived (the 19th and early 20th cen-
turies), according to Heckscher-Ohlin theory, 
we should expect a net transfer of land incor-
porated in goods exported from relatively 
land-rich regions, such as Australasia, North 
and Latin America, to relatively land-scarce 
(Western) Europe, or conversely net trans-
fers of labour incorporated in goods exported 
from Europe to the New Worlds. Labour 
or land inequalities would seem to exhaust 
almost all of the current literature and debate 
on unequal exchange/ecological unequal 
exchange. For the sake of completeness, how-
ever, although no such formulation of unequal 
exchange as yet exists, a net transfer of capital 
results from exchange between relatively capi-
tal abundant (labour-scarce and land-scarce) 
regions, and capital-poor (labour-rich and 
land-rich) regions. The same would be true for 
other possible factors, such as knowledge or 
skilled labour.

In theory, inequality in terms of one factor 
should be compensated for by inequalities 
of the others in ways that possibly benefit all 
participants and increase overall output. That 
is, however, given that there are no monopo-
listic distortions on either goods or, espe-
cially, factors markets, which brings us to a 
fundamentally different approach to unequal 
exchange.

The point of Heckscher-Ohlin is of course 
to argue that immobility on the factors mar-
ket can be compensated for by trade in the 
goods produced by these factors. Even from 
this perspective, however, it can be admitted 
(Williamson 2002) that the indirect equalisa-
tion of factor remuneration via trade in goods 
is less efficient than the direct equalisation 
that would result if, parallel to the free inter-
national market for goods, there were an 
equally free and internationally competitive 
market for factors. The divergence from this 
hypothetical ‘normal’ state, due to monopo-
listic and other ‘institutional’ distortions 
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on the factors market, is what constitutes 
unequal exchange according to Lewis (1954; 
1969; 1978a; 1978b) and Emmanuel (1962: 22; 
1972a: 64; 1976b: 264; Latouche 1977: 240f ).

If unequal exchange in the first view is part 
of the normal workings of any conceivable 
economy and not evidently detrimental (on 
the contrary, commonly beneficial in increas-
ing overall output), unequal exchange in the 
second view is an aberration from the ‘nor-
mal’ workings and very much detrimental (cf. 
Bettelheim [1962] on unequal exchange in 
the ‘broad’ and ‘narrow’ senses; Emmanuel 
[1972a] on ‘broad’ and ‘strict’ senses; Brolin 
[2006a] on ‘non-equivalent’ and ‘unequal’ 
exchange). Similarly, Adam Smith noted 
how towns gained from monopolising both 
labour (through guild regulations) and land 
(through the better access to communications 
conferred by its location at junctions), occa-
sioning an ‘artificial advantage’ in exchange 
with the country that gave townspeople a 
greater share of the annual produce of soci-
ety than would otherwise fall to them (Smith 
1937: 124f; cf. Andersson 1976: 39; Brolin 
2006a: 36f; Raffer 1987: 14).

In the Marxist or ecologist literature on net 
transfers, it is mainly by denying that one or 
other of the productive factors (read ‘capital’) 
is really productive that unequal exchange is 
found, and not always even then. Even when 
a net transfer of land or labour is found, it 
is not evident why this in itself should be 
something bad for the exporter; for example 
blocking its economic development and/or 
being detrimental to its ecology. Apart from 
its questionable explanatory value, approach-
ing unequal exchange from the perspective of 
net transfers, as is now the case (whether in 
terms of land, labour, or both), is desperately 
incomplete, always verging on irrelevance 
since any true estimate of inequality would 
have to be made in the composite land-labour-
capital-etc. factor, rather than to the exclusion 
of any particular one (read capital). This point 
was made by Emmanuel early in the unequal 
exchange debate.

While Emmanuel (1972a: xxxi) occasion-
ally spoke carelessly of how low-wage coun-
tries exchange ‘a larger amount of their 
national labour for a smaller amount of for-
eign labor’, he (1972a: 325) then clarified: 
‘Since equivalence in capitalist production 
relations signifies not the exchange of equal 
quantities of labor, but that of equal aggre-
gates of factors ([e.g.] labor and capital), 

nonequivalence (unequal exchange) can only 
signify the exchange of unequal aggregates 
of these same factors’. Attempts at measuring 
such aggregates would have to face problems 
of the incommensurability of its component 
parts, as well as the conclusions reached 
in the, so called, ‘capital controversies’ of 
the 1960s and 1970s. More precisely, for 
Emmanuel (1972a: 1f ), then, ‘the exchange of 
commodities represents, in the last analysis, 
an exchange of factors, that is, an exchange of 
claims [Fr. droit] to a primary share in the eco-
nomic product of society’. Speaking of claims 
underlines the meaningful part of classical, 
Marxist, Sraffian, or other so called ‘objective’ 
price theories in pointing towards an under-
lying social reality, distributional conflicts, 
as opposed to the transfer of metaphysical 
entities embodied in goods: ‘Now, as with 
all economic phenomena, unequal exchange 
reflects relations among people, in no way 
relations between things – in the present case 
the relations of underdeveloped man with 
developed man’ (Emmanuel 1962: 12, my 
translation). The anomaly of falling terms of 
trade, as it was first believed for raw materi-
als, revealed, as it turned out, an underlying 
social inequality.

The terms-of-trade debate
Development economics emerged as a clearly 
defined academic subdiscipline only in the 
early post-war period, very much on the fringe 
of economic orthodoxy and much more tol-
erant of radical political suggestions (such 
as land reform, state control, or even social-
ism) as necessary preconditions for eco-
nomic development. One of the most hotly 
debated issues, and an important origin of 
unequal exchange theory, was the terms-of-
trade debate, or the Singer-Prebisch thesis. 
Inspired by Amin (1974), Love (1980) even 
calls Prebisch the originator of the debate on 
unequal exchange but the sense in which this 
could be true is questionable. This is partly 
because Love underrates Singer, who made 
the substantial contribution with respect to the 
terms-of-trade debate (Toye and Toye 2003), 
and partly because the only other sense in 
which ‘the’ debate on unequal exchange 
originated would have to have been with 
Emmanuel (1962; 1972a).

Based on former studies by the League 
of Nations and Schlote, Singer concluded 
that average prices of primary commodities 
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relative to manufactured goods had been 
declining over a period of more than half a 
century, the relative prices of primary goods 
deteriorating by about one-third since the 
1870s and somewhat less than 30 per cent 
since 1913 (UN 1949: 23). Schlote’s data for 
the United Kingdom went further back, and 
the trend up to the 1870s showed, by contrast, 
a marked increase for the goods imported 
over those exported. This shift in the trend 
went counter to the general assertion among 
classical economists, apparently correct at 
the time, that the development of productive 
forces in manufactures and the limited expan-
sive possibilities of raw materials and ‘land’, 
would ensure that the terms of trade change 
in favour of the latter (Findlay 1987: 626).

Now, as evidenced by the rising standards 
of living in industrialised countries from 
1870, there was ‘little doubt that productivity 
increased faster in the industrialized coun-
tries than in primary production in under-
developed countries’, Singer explained (UN 
1949: 126). Hence, the changes observed in 
terms of trade do not mean that increased 
productivity in primary production was 
passed on to industrialized countries; on the 
contrary, they mean that the underdeveloped 
countries helped to maintain, in the prices 
which they paid for their imported manufac-
tures relative to those which they obtained for 
their own primary products, a rising standard 
of living in the industrialized countries, with-
out receiving, in the price of their own prod-
ucts, a corresponding equivalent contribution 
towards their own standards of living (ibid.).

If there is any single origin for the post-war 
debate on ‘unequal exchange’ in Love’s (1980) 
more general sense, this conclusion is a good 
candidate. It was the report’s most contro-
versial implication, in line with Singer’s 
(1949: 2f ) slightly earlier recognition that the 
Marxist view of how rising standards of liv-
ing for certain groups coincide with general 
deterioration and impoverishment was much 
truer for the international scene than for the 
domestic. Singer’s ‘clear message of histori-
cal injustice’ was ‘very shortly to be rejected 
by the subcommission’ (Toye and Toye 2003: 
450). It was, in fact, the reason why Prebisch 
avoided the general fate of UN authors to 
remain anonymous (Toye and Toye: 456f ).

Prebisch quoted both Singer’s data and 
his conclusion (ECLA 1950: 10, n. 3) to make 
the same point, adding only the ‘centre-
periphery’ terminology. Technical progress 

had been greater in industry than in the pri-
mary production of peripheral countries: 
‘Consequently, if prices had been reduced 
in proportion to increasing productivity, the 
reduction should have been less in the case 
of primary products than in that of manufac-
tures, so that as the disparity between pro-
ductivities increased, the price relationship 
between the two should have shown a steady 
improvement in favour of the countries of the 
periphery’ (ECLA 1950: 8), which would have 
distributed the benefits of technical progress 
alike throughout the world. Since the ratio 
actually had moved against primary prod-
ucts, centre incomes must have increased 
more than productivity: ‘In other words, 
while the centers kept the whole benefit of 
the technical development of their indus-
tries, the peripheral countries transferred to 
them a share of the fruits of their own techni-
cal progress’ (ECLA 1950: 10). Singer (1950) 
reiterated these arguments in the context 
of possible disadvantages in receiving for-
eign investments that reinforced specialisa-
tion on the export of food and raw materials, 
and the advantages for investing countries 
in increased dynamism and lower prices of 
imports, concluding: ‘The industrialized 
countries have had the best of both worlds, 
both as consumers of primary commodities 
and as producers of manufactured articles, 
whereas the underdeveloped countries had 
the worst of both worlds, as consumers of 
manufactures and as producers of raw mate-
rials. This is perhaps the legitimate germ of 
truth in the charge that foreign investment 
of the traditional type formed part of a system 
of ‘economic imperialism’ and of ‘exploita-
tion’ (Singer 1950: 479f ).

The most obvious empirical objection in 
the ensuing debate struck at the identifica-
tion of primary/agricultural production with 
underdevelopment or backwardness. Viner 
(1952: 61ff ) pointed to the numerous excep-
tions to this alleged rule: Denmark export-
ing butter and bacon; New Zealand exporting 
lamb, wool, and butter; Australia exporting 
wool and wheat; similarly with California, 
Iowa, Nebraska, and so on. Looking at Italy 
and Spain, neither was it evident that indus-
trialisation was synonymous with prosperity. 
The problem in poor countries was not to be 
found in agriculture as such, or in the lack of 
manufactures as such, but in underdeveloped 
agriculture and underdeveloped industry. The 
large share of primary production was not 
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a cause of poverty, but merely an associative 
characteristic of poverty and low agricultural 
productivity (Viner 1952: 50).

In fact, Singer himself had already noted 
as a major limitation of his UN study that it 
was based on price relations between pri-
mary commodities, which formed the major 
export articles of underdeveloped countries, 
and manufactured goods (specifically capi-
tal goods) which formed an important part 
of their imports. ‘It may, however, be very 
misleading to conclude that changes in total 
terms of trade as they affect under-developed 
countries follow directly from changes in 
price relations between these major classes 
of commodities. In particular, the high prices 
of food imported into under-developed coun-
tries must be considered before conclusions 
are drawn from simple changes in price rela-
tions between primary and manufactured 
goods’ (UN 1949: 4).

The most significant contribution to the 
debates was made by Kindleberger (1956), 
concluding that there was no long-run ten-
dency for the terms of trade to move against 
primary products as such (exemplifying 
North American wheat or Swedish timber), 
particularly allowing for changes in quality of 
manufactures. By contrast, the terms of trade 
ran heavily against underdeveloped countries. 
Since productivity presumably had increased 
more in industry than in agriculture, and 
obviously more in the developed than in the 
underdeveloped countries, if the commodity 
terms of trade ran in favour of developed and 
against underdeveloped countries, the double 
factoral terms of trade had done so still more 
(Kindleberger 1956: 240). That deteriorating 
commodity terms of trade suggested a more 
important deterioration in the double fac-
toral terms of trade was of course the point 
all along. However, as observed by Streeten 
(1982: 8), the debate had been shunted onto 
the wrong track by disputing the historical 
evolution of the actual terms of trade, since 
the relevant issue was not what the terms of 
trade were compared to what they had been, 
but what they were compared to what they 
should have been.

The Singer-Prebisch theorem involved a 
renaissance for the age-old mercantilist belief 
in a ‘fundamental inferiority of trade in basic 
produce as compared with trade in manufac-
tures’, later to re-emerge also with ecologi-
cal unequal exchange. However, replying to 
Kindleberger’s criticism, Singer (1958: 87f ) 

himself largely abandoned this conception 
in favour of the idea that it was instead the 
terms of trade of developing countries as such 
that were deteriorating, whether they pro-
duce raw materials or manufactures. ‘Singer 
I assumed the central peripheral relationship 
to reside in the characteristics of different 
types of commodities, i.e. modern manufac-
tures versus primary commodities. Singer II 
now feels that the essence of the relationship 
lies in the different types of countries’ (Singer 
1974–75: 59). Recollecting the early years, 
Singer (1984: 292f ) wrote of the ‘point first 
made by Charles Kindleberger, that the ten-
dency toward deterioration is more a matter 
of the characteristics of different countries 
than of different commodities’, dubbing it 
the ‘Kindleberger effect’ as supplementing the 
‘Prebisch-Singer effect.’

According to Singer (1987: 627) the latter 
was originally explained by differing elastici-
ties for primary products and manufactures 
(1 and 2), or disproportionate factor incomes 
in manufacturing (3 and 4): (1) a drop in 
the price of primary inputs will only mean a 
proportionately smaller drop in the price of 
the finished product and no great effect in 
demand can be expected; (2) demand for pri-
mary products is bound to expand less than 
demand for manufactured products, partly 
because as incomes rise a smaller share will 
be spent on agricultural products, partly 
because of the development of synthetic sub-
stitutes for primary commodities; (3) monop-
olistic profits of multinationals in addition 
to higher prices charged for innovations; (4) 
both labour and commodity markets are more 
organised in industrial countries, with trade 
unions, monopolistic firms and producers’ 
organisations ensuring that ‘the results of 
technical progress and increased productivity 
are largely absorbed in higher factor incomes 
rather than lower prices for the consumers’ 
(Singer 1987: 627), whereas in underdevel-
oped countries increased productivity is likely 
to show up in lower prices, benefiting the 
overseas consumer rather than the domestic 
producer.

Interestingly, Kindleberger (1943a; 1943b) 
had himself invoked ‘Engel’s law’ of demand 
to explain why the terms of trade would inexo-
rably move against raw material countries as 
the world’s standard of living increased, argu-
ing for industrialisation based both on the dif-
fering elasticities of demand for primary and 
manufactured products, and on the special 
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institutional organisation of production in 
industry – arguments with which Prebisch 
(Love 1994: 421) and possibly Singer were 
both familiar. Now, however, Kindleberger 
(1956: 247) observed contradictions between 
the argument from elasticities and that from 
organisation of factors, concluding that the 
latter were supererogatory: ‘If it can be con-
clusively established that the elasticities facing 
the underdeveloped countries are lower than 
those facing the developed, there is no lack of 
forces to explain why the terms of trade work 
as they do’. Emmanuel (1972a: 82) agreed 
that ‘it is hard to see what a more dynamic 
posture of the factors could do in the face of 
a defective structure of external demand, if it 
is really demand that determines prices’. This 
led Prebisch ultimately into circular reason-
ing, ‘taking wages sometimes as cause and 
sometimes as effect’: ‘Prebisch is looking for 
a cause for a certain evolution of world prices. 
He thinks he has found this in a certain evo-
lution of wages, which is in turn conditioned 
by a certain evolution of productivity. Now, 
productivity can in no case affect wages except 
through prices’ (Emmanuel 1972a: 87).

Of course, Emmanuel’s (1972a: 172) 
declared objective was precisely to challenge 
the view that demand determined prices and 
prices wages, following the lead of Arthur 
Lewis who in 1954 had argued ‘that in the 
long run in the less developed countries 
(LDCs) it is the factoral terms of trade that 
determine the commodity terms of trade, and 
not the other way around’ (Lewis 1984: 124f ).

Unequal exchange between 
temperate and tropical sections 
of the dual world labour market
In spite of Lewis’s 1954 article on the ‘unlim-
ited supplies of labor’ being ‘widely regarded 
as the single most influential contribution to 
the establishment of development econom-
ics as an academic discipline’ (Kirkpatrick 
and Barrientos 2004: 679), his ‘open’ model 
explaining the terms of trade has been largely 
neglected. This contrasts with the stir created 
by both Singer-Prebisch and Emmanuel.

In Lewis’s (1954; 1969; 1978a; 1978b) 
basic model, ‘unlimited supplies of labor’ 
from the non-capitalist sector ensures that 
wages are kept down also in the capital-
ist sector, where profits are thus increased 
and investments can proceed at an increased 
pace. Wages in the non-capitalist sector are 

basically set by the level of productivity in 
subsistence agriculture. So far as it concerns 
the terms of trade, his theory is this: produc-
tivities in subsistence agriculture determine 
the wage differential between the world’s 
two large groups of migrants in the 19th and 
early 20th centuries, from Europe to temper-
ate regions of settlement, and from China 
and India to tropical regions, which roughly 
correspond to the developed and underdevel-
oped world respectively, and are in turn kept 
separate by monopolisation of the high-wage 
labour market. With the wage level fixed or 
determined ‘from the outside’, an increase 
in productivity for tropical exports can only 
decrease unit prices, thereby explaining, in 
Lewis’s mind, the terms of trade.

Asking why someone growing cocoa earns 
one-tenth of the income earned by some-
one making steel ingots, Lewis abandoned 
the conventional argument based on the 
relative marginal utilities of cocoa and steel. 
Since Lewis’s model assumes the alterna-
tive option of growing food for subsistence, 
people’s ‘relative incomes are determined by 
their relative productivities in growing food; 
and the relative prices of steel and cocoa are 
determined by these relative incomes and by 
productivities in steel and cocoa’ (Lewis 1969: 
17). Demand was important in the short run, 
but the long-term determinants were the con-
ditions of supply.

Lewis (1954; 1969) assumed a temperate 
country producing three units of steel and 
food respectively, and a tropical country pro-
ducing one unit of rubber (or coffee) and food 
respectively. Accordingly, the commodity 
terms of trade were 1 steel = 1 food = 1 rub-
ber (coffee), while the factoral terms of trade 
determined by relative productivities in food 
were 1 temperate wage = 3 tropical wages. 
Now, if productivity tripled in rubber (coffee) 
this would be excellent for temperate work-
ers (as consumers), since then 1 steel = 3 
rubber (coffee), whereas it would do tropical 
workers in either line of production ‘no good 
whatsoever’ (except as consumers of rubber/
coffee) since their wages would continue to 
be determined by food productivity. If, on the 
other hand, tropical food productivity were 
to triple, then tropical wages would rise cor-
respondingly in both food and rubber (coffee) 
production, equalising the factoral terms of 
trade, and ameliorating the commodity terms 
of trade so that 1 coffee = 3 steel. Thus, tem-
perate workers were better off if productivity 
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increased in what they buy, and worse off if it 
increased in the tropical food sector. Tropical 
workers ‘are benefited only if productivity 
increases in their subsistence sector; all other 
increases in productivity are lost in the terms 
of trade’ (Lewis 1954: 183).

This gave Lewis the key to why tropical pro-
duce was so cheap, even in cases such as the 
sugar industry, where productivity was very 
high by any biological standard, and had been 
advancing by leaps and bounds, trebling over 
the 75 years preceding 1954, outdoing any-
thing comparable in the wheat industry. And 
yet workers in the sugar industry continued to 
walk barefooted and to live in shacks, while 
workers in wheat enjoyed among the highest 
living standards in the world: ‘The reason is 
that wages in the sugar industry are related to 
the fact that the subsistence sectors of tropi-
cal economies are able to release however 
many workers the sugar industry may want, 
at wages which are low, because tropical food 
production per head is low. However vastly 
productive the sugar industry may become, 
the benefit accrues chiefly to industrial pur-
chasers in the form of lower prices for sugar’ 
(Lewis 1954: 183).

The capitalists did not enter the argument, 
Lewis explained in parenthesis, ‘because their 
earnings are determined … by the general rate 
of profit on capital’ (Lewis 1954: 183). This 
(necessary) assumption, vaguely made in 
passing, of a uniform rate of profit between 
the countries, was what Emmanuel found 
most revolutionary. Somebody had to benefit 
from the low wages, Emmanuel (1972a: 89) 
noted, and this could only be the capitalist 
(as in Lewis’s closed model) or the consumer: 
‘If it is the capitalist, there may perhaps be 
exploitation or bad distribution within the 
nation, but there is no unequal exchange 
on the international plane. If it is the (for-
eign) consumer, we have plundering of some 
nations by others. If the capitalist cannot ben-
efit by it (at least not in the long run), owing 
to competition of capital and the equalization 
of profits, only the consumer is left, and for 
him to benefit it is necessary that prices fall’. 
Apart from this vagueness, Emmanuel found 
nothing to be said against Lewis’s model, 
except that assuming the presence of a self-
subsistence sector made it too restricted to 
serve as a general theory.

In fact, Lewis did not have just any subsist-
ence agriculture in mind, but based his model 
on the historical example of the first global 

century before 1913, which saw the emer-
gence of ‘the new international order’, as he 
termed it. Lewis’s explanation is based on 
extending his model of unlimited supply of 
labour to the whole world, and on the politi-
cally enforced creation of a dual world labour 
market, based on farm productivity in Europe 
and Asia respectively. ‘The development of 
the agricultural countries in the second half 
of the nineteenth century was promoted by 
two vast streams of international migration’, 
about 50 or 60 million people leaving Europe 
for the temperate settlements (USA, Canada, 
Argentina, Chile, Australia, New Zealand, and 
South Africa), and about the same number 
leaving India and China for tropical planta-
tions, mines, or construction projects, largely 
as indentured labourers (cf. Williamson 2002: 
21ff ): ‘The availability of these two streams 
set the terms of trade for tropical and tem-
perate agricultural commodities, respec-
tively. For temperate commodities the market 
forces set prices that could attract European 
migrants, while for tropical commodities 
they set prices that would sustain indentured 
Indians’ (Lewis 1978b: 14). The Asians ‘came 
from countries with low agricultural produc-
tivity, and were willing to work for a shilling 
a day or less’, whereas Europeans ‘expected 
wages in excess of those earned in Europe’, 
where farm productivity was several times 
higher than in Asia (Lewis 1978a: 158).

The similar difference between European 
and tropical wage and agricultural productiv-
ity levels suggested a causal relationship. If 
agricultural output per man was six or seven 
times greater in Britain, the largest source of 
European migrants, and even more in the US, 
the largest recipient of European migrants, 
than in tropical agriculture, similarly, in the 
1880s, the wage of an unskilled construction 
worker in Australia was nine shillings a day, 
compared to the wage of a plantation labourer 
at one shilling a day (Lewis 1978b: 14ff ).

This aspect of his argument is not the 
most convincing, unnecessarily restricting 
his theory and neglecting institutional dif-
ferences that may similarly influence both 
productivity and wage levels. Lewis did men-
tion several such influences, for example the 
interest of capitalists in certain colonial or 
imperialist policies directed against increas-
ing productivity of the subsistence workers 
and thereby wages (Lewis 1954: 149). Thus, 
plantation owners had no interest in see-
ing knowledge of techniques or seeds spread 
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to peasants, turned peasants off their lands, 
opposed land settlement, and would use their 
influence in government to the same effect. 
‘Imperialists invest capital and hire workers; 
it is to their advantage to keep wages low, and 
even in those cases where they do not actually 
go out of their way to impoverish the subsist-
ence economy, they will at least very seldom 
be found doing anything to make it more 
productive. In actual fact the record of every 
imperial power in Africa in modern times is 
one of impoverishing the subsistence econ-
omy, either by taking away the people’s land, 
or by demanding forced labor in the capital-
ist sector, or by imposing taxes to drive peo-
ple to work for capitalist employers’ (Lewis 
1954: 149). Nevertheless, if capitalists did not 
enter his formal argument, neither did land-
lords, in spite of the prime importance of 
rents (together with wages) in the distribution 
of income in the first, although not the sec-
ond, global century, and despite the various 
institutional settings and property relations 
in land necessary for his model to function 
as predicted. Thus, if land in the temperate set-
tlements was free and abundant, this was an 
endowment that was partly an institutional or 
political artefact: ‘In many cases the land was 
sparsely occupied by native peoples (Indians in 
the Americas, aboriginal Australians, African 
tribes). There was no hesitation in making war 
on these peoples, killing them off, or confin-
ing them to reservations, so that large acre-
ages could pass into European farming’ (Lewis 
1978a: 183). Conversely, landownership in 
tropical regions was more concentrated, even 
becoming so by long-term improvement in 
terms of trade together with short-term fluctu-
ations (Williamson 2011), and could, if neces-
sary, ‘populate’ them with slaves or indentured 
labour (Engerman and Sokoloff 1997). In fact, 
monopolistic concentration of landownership, 
supported by systems of labour control, will in 
itself result in, on the one hand, monopsony 
on the rural labour market and consequent 
lower wages (so to speak, creating unlimited 
supplies of labour) and, on the other, lower 
agricultural productivity (of both land and 
labour) (Griffin et al. 2002).

A crucial point of Lewis’s argument, how-
ever, is the creation and maintenance of two 
distinct labour markets, which in turn set the 
prices of their respective exports, further offer-
ing temperate settlements highly divergent 
prospects from those of the tropics (Lewis 
1978a: 158). From the high temperate income 

per head there came immediately a large 
demand for manufactures, opportunities for 
import substitution and rapid urbanisation, 
large domestic savings per head, with money 
available to spend on all levels of education, 
soon creating their own power centres and 
managerial and administrative élites, inde-
pendent of and sometimes hostile to the impe-
rial power long before formal independence. 
Thus, while the ‘factoral terms available to 
them offered the opportunity for full develop-
ment in every sense of the word’, those avail-
able to the tropics ‘offered the opportunity to 
stay poor … at any rate until such time as the 
labour reservoirs of India and China might 
be exhausted’ (Lewis 1978a: 192). This was 
well understood by the working classes in the 
temperate settlements themselves, including 
the US, who ‘were always adamantly opposed 
to Indian or Chinese immigration into 
their countries because they realised that, if 
unchecked, it must drive wages down close to 
Indian and Chinese levels’ (Lewis 1978a: 192).

Obviously, no-one believes that Indians 
and Chinese would actually have preferred to 
move to horrific labour conditions in tropi-
cal areas, rather than to what has been called 
the ‘workers’ paradises’ of temperate areas, 
had they had the choice. This is a fairly well-
known, if unattractive, story of anti-immi-
gration policy, surging with the welfare state 
and labour organizing against both local 
capital and international low-wage compe-
tition. Economic recession and unemploy-
ment inspired protectionism, social policies 
and anti-Asian sentiments. Pre-First World 
War Australia was a pioneer in protecting 
itself from the flux of workers from Asia 
and the poorer regions of Europe, starting 
with Victoria State in the mid-1850s, the first 
restrictions on immigration appearing in the 
1880s, and a federal-level European language 
test established in 1902, on the instigation 
of the Australian Labour Party. Restrictions 
were extended in the inter-war years to pro-
mote British settlers and hinder non-Brit-
ons, refusing entrance on national, racial, 
or occupational grounds. New Zealand fol-
lowed suit already in the 1880s and 1890s; in 
the four decades from the 1880s to the 1920s, 
the Chinese population of Oceania actually 
decreased, while South Africa took meas-
ures against Indians and Chinese in 1913. 
The first restraints in the US were imposed 
with various Chinese Exclusion Acts from 
the 1880s onwards, and from 1917 Chinese 
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were simply refused entrance. In the 1920s, a 
system including several European countries 
was instigated with quotas for each country of 
origin of a few per cent of the number having 
immigrated until 1910 or 1890. Immigration 
sank drastically in every decade, with new 
minimums following new restrictions in the 
depression years. Canada followed its big 
American brother from the early 1900s, nota-
bly Asians in the 1920s and Southern and 
Eastern Europeans in the 1930s, while at the 
same time encouraging Britons. Pioneered 
in the countries of British settlement, anti-
immigration restrictions became generalised 
in the 1920s and 1930s (Bairoch 1997, I: 476ff; 
II: 176, 483f; III: 26ff; James 2001; McKeown 
2008). This closing of national borders and 
weakening international solidarity just as 
cheaper travel made movement easier and 
the spread of knowledge opened up new vis-
tas and horizons was ‘frankly one of the most 
reactionary trends of our time’, Myrdal (1964: 
95) observed. ‘The improved economic status 
and security of employment of the working 
classes have given even the labourer vested 
interests at home as a professional’ (Myrdal 
1964: 96). While certain types of specialised 
workers would have an international labour 
market, the common people were ‘tied to 
their land of birth as firmly as in feudal times 
the serf was tied to the estate of his lord’, 
allowed to go sightseeing or visit the market 
but obliged to return (Myrdal 1964: 97).

Picking up Lewis’s idea of the dual charac-
ter of the world labour market, Williamson 
(2002: 21ff ) sees a segmentation of conver-
gence regions in the high-wage West and 
the low-wage Rest. If, as Williamson argues, 
labour mobility was the most important 
force in convergence, monopolisation of the 
high-wage labour market (its opposite) could 
equally be treated as the major force in the 
‘great divergence’ between developed and 
developing countries, but apart from Lewis 
and Emmanuel this seems never to have been 
done. If Lewis focused on the late 19th and 
early 20th centuries, unequal exchange in 
Emmanuel’s perspective has a peculiar role in 
explaining the ‘overdevelopment’ of the post-
war Golden Years.

Unequal exchange as a factor 
in capitalist overdevelopment
Already in the first global century before 
1913, ‘a well-integrated world capital market 

insured that risk-adjusted financial capital 
costs were pretty much equated the world 
around’, Williamson (2006: 37f ) has con-
cluded: ‘Thus, while capital was mobile 
internationally, labor and land were not’. 
Heckscher (1919) observed the great mobil-
ity of capital, relative immobility of labour, 
and complete immobility of land, but as his 
theory was formulated just after the globalis-
ing trends had collapsed in the First World 
War, the standard Heckscher-Ohlin theory 
instead assumed complete immobility of fac-
tors. Global goods and capital markets more 
or less recovered after the autocratic World 
War and Depression interval (Obstfeld and 
Taylor 2003; 2004), whereas the globalisation 
backlash of labour markets became a perma-
nent feature not even discussed at the Bretton 
Woods conference and with only restricted 
revival in recent decades so as not to risk any 
‘convergence’ (Chiswick and Hatton 2003; 
Hatton and Williamson 2005; McKeown 
2008). These and other differences between 
science and the city, underlined by Myrdal 
(1957; 1964) in his critique of Heckscher-
Ohlin assumptions and predictions, became 
important for Emmanuel.

Emmanuel’s theory assumes, on the one 
hand, a relative mobility of capital, sufficient 
to give rise to a tendency for global equalisa-
tion of the rate of profit, and a relative immo-
bility of labour so that wage rates may differ 
considerably between countries; on the other, 
an exogenous (extra-economic, institutional) 
determination of nominal wages, depend-
ing on power relations between social classes 
in each country and each epoch (Emmanuel 
1975a: 36).

The gist of all Emmanuel’s demonstrations 
(1962; 1972a; 1975a), whether in Marxist price 
of production schemas or Sraffian input-out-
put systems of varying levels of generality, is 
that an increase in (nominal) wages in any 
country will be passed on to the prices of the 
products of that particular country, whereas 
the corresponding decrease in the rate of 
profit will be spread out globally, entailing 
an increase in the relative prices of the prod-
ucts experiencing the wage increase; that is, 
an amelioration of their terms of trade. (Only 
then and according to consumption will real 
wages be determined.)

Less worked out historically than Lewis’s 
model, Emmanuel thus explicitly posits a rate 
of profit that, unlike other factoral rates of 
remuneration, is internationally competitive 



1170 Unequal Exchange

and tends toward equalisation. Just as for 
Lewis, Emmanuelian unequal exchange is 
caused by monopolisation of the high-wage 
labour market, which results in higher prices 
than would otherwise be the case, and in 
better terms of trade with the surrounding 
low-wage market. Wages (the ‘independ-
ent variable’ of his system) are determined 
externally (not merely by agricultural pro-
ductivities as for Lewis, but institutionally, 
politically, historically, etc.), and are, as his 
definition puts it, ‘safeguarded from com-
petitive equalization on the factors market’ 
(Emmanuel 1972a: 64; cf. 1962: 22). Simply 
put: ‘Underpinning unequal exchange there is 
a monopoly, all right; not, however, a monop-
oly of goods … but the monopoly position 
held by the workers in the advanced coun-
tries’ (Emmanuel 1972a: 169).

While there was much controversy and 
misunderstanding over Emmanuel’s Marxist 
price of production schemas (which he aban-
doned in 1970, along with arguments in 
terms of labour value, as soon as he was no 
longer obliged to relate to Bettelheim as his 
thesis supervisor), the real issues appear to 
have been the political conclusions on the 
lacking basis for international worker soli-
darity, and its theoretical counterpart in the 
choice of wages as the independent variable, 
something which every subsequent alternative 
unequal exchange theory discarded, but with-
out resolving the theoretical problems thereby 
created (Brolin 2006a; 2006b; Emmanuel 
1985: 153ff; Evans 1980; 1984; Mainwaring 
1980; 1991).

Emmanuel’s view on wages as exogenously 
determined is arguably common to both 
classical and Marxist economics, where the 
baseline is set by subsistence agriculture as 
in Lewis, but with ‘subsistence’ consump-
tion levels given an added variable historical 
and cultural element. Thus, apart from any 
initial wage differences (whether due to envi-
ronmental factors, agricultural productivity, 
or other factors), Emmanuel (1972a, ch. 3; 
1975a: 36) pointed to efficient developed-
country trade unions and political mobilisa-
tion since the late 19th century, coinciding 
with successful repression of similar activities 
in the underdeveloped countries under colo-
nial or semi-colonial regimes, plus the drain 
of means which could have enabled wage 
negotiations in these countries. Because of 
his emphasis, Emmanuel is perhaps not suf-
ficiently alert either to how rising European 

emigration in the late 19th century might 
have helped political mobilisation, or to how 
domestic power relations might be affected 
by shifting commodity terms of trade, such as 
the century-long boom in tropical agriculture 
(in spite of the Singer-Prebisch thesis) that, 
along with short-term swings, contributed 
to deindustrialisation, concentration of land 
ownership, and lower wages (Williamson 
2006; 2011). Just as the globalisation of goods 
and factor markets is related to the global 
extension of communications, Emmanuel’s 
argument on nationally ‘fenced’ political 
organisation could profitably be linked to the 
‘globalisation backlash’ as well as an exten-
sive literature linking nationalism and the 
press.

It was not unequal exchange or the terms 
of trade, but wage disparity in itself that gave 
rise to unequal development or the Great 
Divergence. The link between the varia-
tions in wages, or especially the foreseeable 
increase in wages, and those of development 
was based directly on international speciali-
sation and choice of technology, on capital 
movements, and on investment incentives 
(Emmanuel 1972a: 371f; 1975b: 54f ).

Perhaps inspired by Habakkuk (1962; cf. 
Allen 2009), Emmanuel (1972a: 174) saw high 
wages as the cause of technological develop-
ment rather than the other way around, by 
their necessitating increased capital intensity 
and encouraging investment through expand-
ing the market. This had further implications 
for the international division of labour, where 
it became relatively cheaper for investors in 
low-wage countries to choose branches of 
production with low capital intensity and lit-
tle qualified work (Emmanuel 1975b: 56). 
‘Thus, low-paid laborers keep machines and 
engineers out of the underdeveloped coun-
tries, while machines and engineers take the 
place of highly paid laborers in the advanced 
ones’, Emmanuel (1972a: 374) argued, con-
cluding that this ‘substitution of one factor 
for another, caused by market forces alone, is 
the most dynamic element in the blocking of 
subsequent development in the first group of 
countries and in the accelerated growth in the 
second group’.

The ‘perverse’ movements of capital (more 
recently revived as the ‘Lucas paradox’ after 
Lucas [1990]) from low-wage areas where 
there is a shortage of capital to high-wage 
areas where it is plentiful, had been generally 
observed in the early post-war development 
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debate (Bettelheim 1962: 7ff; Lewis 1954: 
440; 1978a: 177; Myrdal 1957; 1964; Nurkse 
1952: 574; 1953; cf. Brolin 2006a: 205ff ). 
Emmanuel (1972a: 372) observed: ‘Since the 
prime problem for capitalism is not to pro-
duce but to sell, capital moves toward coun-
tries and regions where there are extensive 
outlets and expanding markets, that is, where 
the population’s standard of living is high, 
rather than toward countries and regions 
where the cost of production is low. It thus 
moves toward high-wage countries, neglect-
ing those where wages are low’. Because of 
the lack of investment opportunities in poor 
countries, what little surplus was formed was 
either wasted in luxury consumption or expa-
triated and invested abroad.

Already Adam Smith (1937: 406f ) and 
Tugan-Baranowsky (1913: 189) had observed 
that in a capitalist economy it is easier to buy 
than to sell. Emmanuel’s explanation (1966: 
1198; 1984) is based on the fact that revenue 
does not equal the produced but the realised 
value, only part of which, notably that cor-
responding to wages, is transformed into 
revenue before the sale and independently 
of its results, whereas profit (of enterprise) 
is not acquired as revenue until after the 
sale and according to its results. So long as 
there are unsold goods (which is always), the 
value of aggregate supply will exceed that of 
the aggregate purchasing power standing 
against it, making the market price tenden-
tially inferior to the equilibrium price of pro-
duction. This makes the system dependent 
on spending artificially created credit, creat-
ing a contradiction between the will and the 
power to invest, and giving the system a ten-
dency to produce below full capacity in inher-
ently unstable business cycles (Brolin 2006a: 
217–230).

If depression in this sense was capital-
ism’s normal state, the only way to explain 
the crisis-free post-war Golden Years (with 
unprecedented growth-rates, wage increases, 
and all but full employment) was by the par-
tial or total reabsorption of the excess of 
production/supply over revenues/demand. 
While redistribution from profit of enterprise 
to other sources of income (that were par-
titioned before the sale) could alleviate the 
perceived disequilibrium, ultimately, some 
extraneously induced demand was needed, 
either in the form of a surplus balance of pay-
ments, a budget deficit, or ‘overtrading’, in 
the sense of purchasing beyond one’s means.

A balance of payments in excess had been a 
lasting preoccupation of policymakers since 
mercantilist times, particularly in depressed 
times when they outweighed improving the 
terms of trade, as if ‘the luxury of optimis-
ing the terms of trade can only be afforded 
once the maximisation of exports in particu-
lar and the marketing of the social product 
in general have been more or less achieved’ 
(Emmanuel 1984: 346). Their compatibility 
was evidenced by the fact that ‘for almost a 
century, the terms of trade of the developed 
countries as a whole have been improving 
spectacularly, while the overall balance of pay-
ments of the same group has not been in defi-
cit’ (Emmanuel 1984: 350). This said, neither 
could a surplus balance of payment explain 
post-war development. Budget deficits also 
realised part of the social product with pur-
chasing power from outside production, and 
their importance has certainly increased since 
Emmanuel’s time (notably in the US), but in 
his view could not explain the Golden Age.

This leaves ‘overtrading’, meaning ‘to 
spend a virtual revenue by anticipating its 
realisation’ (Emmanuel 1984: 352), some-
thing which obviously presumes a type of 
credit (well-known to economists) which 
not only transfers purchasing power in space 
from saver to investor, but also in time from 
the future to the present. However, such ex 
nihilo generation of bank money was merely a 
necessary, not sufficient, condition. For over-
trading to result there must also be perceived 
opportunities for profitable investments. 
Emmanuel (1978: 59f; 1984) distinguished 
three kinds of incentives to overtrade: 

1. Erratic and momentary, by consequence of 
certain accidental ruptures such as techni-
cal or commercial innovations, discover-
ies, opening of external markets. While 
referring to an extensive literature ever 
since Schumpeter on the long-wave con-
sequences of interlinked innovations, it 
seems that Emmanuel nevertheless may 
have underestimated this factor in post-
war economic growth and stagnation. 

2. Recurrent, linked to the upward phase of the 
business cycle, and, thus, while crucial for 
capitalist development in general, not the 
explanation behind the crisis-free growth 
of the Golden Age.

3. Chronic, following from certain modifica-
tions of structure, the most important in 
the developed countries being, on the one 
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hand, an institutionalised inflation; on 
the other, a regular rhythm of augment-
ing wages which, in turn, had ‘been made 
possible by external resources originat-
ing in the exploitation of the Third World, 
and made effective by trade union strug-
gle and, more generally, the political pro-
motion of working-class aristocracies in 
Occidental societies’ (Emmanuel 1978: 59, 
my translation).

If the general problem is one of the relative 
demand for money and for every other good, 
it is easy to see how a depreciation of the cur-
rency could act as a stimulant facilitating sale 
and as an incitement to overtrade, but while 
the flight from money was meant to stimulate 
domestic activity and commodities, it risked 
favouring the commodities and currencies 
of competitors. In modern capitalism of the 
post-war era, Emmanuel (1984: 384–394; 
1985: 225–252) argued, the stimulus arising 
from inflation was closely related to that of 
wage increases, where the latter urge on the 
former in so-called cost-push inflation. This 
presumed either goldmines in countries not 
hit by the wage increase (as was generally the 
case), or universal inconvertibility of curren-
cies, which became official in 1971 but was 
the unofficial practice before that. As a conse-
quence, the rate of profit could vary indepen-
dently of wages, by making wage increases 
wholly or partly nominal after they had 
occurred. In this way, the late capitalist system 
had managed to create double stimulation, 
partly through the expansion of the market for 
consumer goods due to any residual real-wage 
increase, and partly through the expansion of 
the market for means of production through 
overtrading, which had the important side-
effect of lessening resistance to wage claims, 
thus restarting the process. Seemingly, this 
cornucopia could go on forever, but its limits 
revealed themselves when the rise in oil price 
put in doubt the continued growth of nominal 
wages at a rate faster than retail prices.

For Emmanuel, there was nothing as 
important as the variations of wages. Unlike 
any other mode of production, capitalism 
stood all the natural functions of human soci-
ety on their heads, began with the end, with 
the actual or potential consumption down-
stream attracting production and capital 
upstream, as if ‘it is the possibility of clearing 
the estuary of a river that determines the vol-
ume of its tributaries’ (Emmanuel 1974: 72). 

Production can only take place as a function 
of prior real or expected markets, but left to 
itself, capitalism’s own laws of motion tend 
to prevent the expansion of this river mouth 
(Emmanuel 1984: 372).

In a closed system, an exogenous growth 
of wages would diminish the rate of profit 
at an alarming rate, but in a system open to 
trade with low-wage regions the cost of wage 
increases could be transferred to foreigners 
and the decline in the rate of profit be halted, 
thus simultaneously allowing high wages and 
a high rate of profit – Emmanuel’s definition 
of the consumer society (Emmanuel 1985: 
171–198). Unequal exchange was thus offered 
as the solution to the problem of the fall in the 
rate of profit, in a way similar to that suggested 
by Grossmann in the 1920s, although, by con-
trast, in Emmanuel’s case the rise in wages 
was the source both of unequal exchange and 
the fall in the rate of profit (Andersson 1976: 
41; Brolin 2006a: 69; 182f; Howard and King 
1989: 316; Loxley 1990: 717).

In Emmanuel’s (1972a: 172) view, for a 
country in a competitive system to derive an 
advantage from its foreign trade, paradoxi-
cally, it must consume more than the others 
do, whether in the form of direct wages or 
other forms of consumption. While seem-
ingly natural that one can only spend as much 
as one earns, the object of his study on une-
qual exchange was ‘to prove that under capi-
talist production relations one earns as much 
as one spends, and that prices depend upon 
wages’. Noting that what his critics had found 
most scandalising was being led to recognise 
‘that increased consumption brings about 
greater development and greater enrichment 
of nations’, Emmanuel (1972a: 337f, empha-
sis in original) challenged his adversaries’ 
astonishment with a Popperian generalisa-
tion: ‘No capitalist country has ever become poorer 
for having spent too much’.

The common basis for the blocking of 
underdeveloped countries and the overde-
veloped feed-forwarding of consumption lay 
not primarily in deliberate conspiratorial, or 
uninformed strategies of great power-holders, 
or even in peculiarities of social structure 
and technology, but in freely working market 
forces. For when the primary problem is not 
to produce but to sell, ‘he who dominates is 
not the biggest producer but the biggest con-
sumer’ (Emmanuel 1974: 72).

For Emmanuel (contrary to his Marxist 
brethren but much like contemporary 



 Unequal Exchange 1173

ecological critics of overconsumption), 
exploitation and unequal exchange were 
not a question of production but of appro-
priation, and the development of the forces 
of consumption was more important than 
development of the forces of produc-
tion. The unequalisable levels of energy 
and material consumption (Laulan 1972), 
and the ecological stress it created, ulti-
mately explained the lack of solidarity 
between workers of rich and poor coun-
tries (Brolin 2006a: 200ff; Emmanuel 1974: 
78f; 1975a: 63ff; 1976a: 71ff;). In this sense, 
unequal exchange is a kind of Maxwell’s 
demon at the borders of countries with wealthy 
populations, maintaining and enforcing wage 
and consumption differentials (cf. Martinez-
Alier 2002: 204). (‘Maxwell’s demons were 
unnatural beings who were supposed to be 
able to maintain, or even increase, the differ-
ence in temperature between communicating 
gases by sorting out high-speed and low-speed 
molecules’ [Martinez-Alier 1994: 30].)

Directing attention towards the areas 
that Marx’’s projected tomes left unfin-
ished, although addressing economists of 
all denominations, Emmanuel also tried to 
integrate some unpredicted developments. 
Marx’s recurrent theme of increasing polari-
sation of society into workers and capitalists 
may have been reasonable at a time when 
domestic inequalities were increasing and 
exceeded those between nations. Ironically, 
precisely around the publication of Capital 
in 1867, the still ongoing secular rise in real 
wages in England and the developed world 
began, and the income differences between 
the West and the Rest exploded, so that today 
80 per cent of world inequality is driven by 
location rather than class (Milanovic 2011: 
109ff ).

It is perhaps similarly ironic that Emmanuel’s 
and other theories of unequal exchange and 
unequal development should have been for-
mulated precisely at the moment of East 
Asia’s wholly unpredicted economic rise 
(Crafts and Venables 2003). In the words of 
Joyce: ‘The West shall shake the East awake 
… while ye have the night for morn’. Theories 
of unequal exchange are nevertheless still rel-
evant in interpreting a world economy that 
has been liberated from the traditional land 
constraints of an ‘organic economy’ by point 
source fossil fuels into a feed-forwarding, 
high-wage, high-technology spiral (Allen 
2012; Wrigley 1988; 2006). Global ‘big time’ 

divergence is maintained largely by monopo-
listic exclusion of the world’s poor peoples 
from rich labour markets in a way that is not 
only unequal but also increasingly recognised 
as the world’s greatest economic inefficiency 
(Hamilton and Whalley 1984; Pritchett 1988; 
2006).

John Brolin
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Wallerstein, Immanuel 

Maurice (1930–)

Early life and academic influences 
The child of German émigrés to the US, 
Immanuel Maurice Wallerstein was born in 
New York on 28 September 1930. Jews who 
had emigrated to Berlin from elsewhere in 
the Austro-Hungarian empire earlier in their 
lives, Wallerstein’s mother and father relo-
cated once more to New York as did other 
members of his extended family to parts far 
and wide amidst the changing political situa-
tion in inter-war Germany (Wallerstein et al. 
2012: 10). His early youth was imbued with 
a sense of political consciousness grounded 
in the polyglot culture of his parents and 
issues of Jewish nationalism, the rise of fas-
cism and Nazism, and the great split within 
the global left between the Second and Third 
Socialist Internationals over support for the 
First World War (Wallerstein 2000). As a boy, 
his personal development was also marked by 
a sense of moral commitment born of a back-
ground in the Jewish tradition, an identity as 
a first-generation American coming of age 
in New York City, and a brief career from the 
ages of ten to 15 as a stage actor (Wallerstein 
et al. 2012: 8, 12). 

Wallerstein’s formal academic develop-
ment can be dated to a course taken in high 
school on Asia, which led to an early interest 
in newly independent India and its nation-
alist leaders. In the years that followed, his 
views matured as he developed a deeper con-
cern for politics, world affairs, and the United 
Nations. Entering Columbia University in 
1947, he earned his BA in 1951. After two 
years in the US army, Wallerstein went on to 
study for an MA at Columbia in 1954, work-
ing on a thesis about the political found-
ations of McCarthyism in the US, the generally 
positive reception of which work confirmed 
his self-identification as a ‘political sociolo-
gist’ (Wallerstein 2000: xvi). Remaining at 
Columbia for his PhD (awarded in 1959), 
Wallerstein re-oriented his intellectual focus 
(as well as solidarity work) toward Africa, 
writing a dissertation that compared the 
development of nationalist movements in 
Ghana and the Ivory Coast. At Columbia, 
Wallerstein’s interests in European social 
theory, including the work of Karl Marx, 
Sigmund Freud, and the Frankfurt school also 
found fertile ground. By the early 1960s, the 

great French-Creole Caribbean psychiatrist 
and supporter of Algerian liberation Frantz 
Fanon, whom Wallerstein came to know 
personally, had also become a key influence 
(Wallerstein et al. 2012: 5). 

While Africa would remain Wallerstein’s 
empirical focus during the first phase of 
his academic career until the early 1970s, it 
was also during this time that the ideas that 
would culminate in the first volume of The 
Modern World-System, on Capitalist Agriculture 
and the Origins of the European World-Economy in 
the Sixteenth Century (Wallerstein 1974a), began 
to take shape. Over the course of the next 
decade, he came into personal association 
with two other key influences. The first was 
the great French historian and leader of the 
Annales school of history, Fernand Braudel, 
whom Wallerstein first came to know in the 
early 1970s. Braudel’s ideas about the histori-
cal contingency of time and space concepts 
and the need to understand historical change 
as unfolding over different time cycles (espe-
cially the so-called longue durée) were crucial 
foundations for what became Wallersteinian 
world-systems analysis. The second was 
the Belgian physicist and Nobel laure-
ate Illya Prigogine, whom Wallerstein first 
encountered in 1980. Prigogine’s ideas about 
dissipative structures, indeterminacy, and irre-
versibility within complex systems have proved 
especially important to Wallerstein’s thinking 
about the character of the modern world-sys-
tem as a system and his related concerns about 
epistemology. 

The political economy 
of world-systems
In its capacity as an approach to political 
economy (and related issues in historical 
sociology), world-systems analysis starts 
from an insistence on ‘historical social sys-
tems’ or ‘world-systems’ rather than nation 
states as the unit of analysis. For Wallerstein, 
such systems are defined by their autonomy 
(‘they function primarily in terms of the con-
sequences of processes internal to them’) 
as well as their boundedness in time and 
space, being held together by an ‘integrated 
network of economic, political, and cultural 
processes’ (Wallerstein 2001: 230). With 
respect to the question of boundaries, as 
in other approaches to political economy in 
the Wallersteinian view, it is the social divi-
sion of labour from which the unity of a 
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historical social system commences. In the 
political economy of world-systems, how-
ever, the social division of labour comprises 
both an intra-societal class division as well 
as an inter-regional geographical division. 
As such, two main types of entities or social 
formations are defined in world-systems 
analysis: ‘those with a single overarching 
political structure, the world-empires; and 
those without one, the world-economies’. 
World-empires are conceived largely on the 
model of tribute-siphoning military-bureau-
cratic hierocracies that extract surplus from 
within their contiguous territory, albeit in 
a graded pattern that leaves the peripheral 
hinterlands of the imperial domain the most 
intensively exploited. Within the political 
economy of world-systems, additional allow-
ance is made for a third smaller-scale form 
as well, that of the mini-system, which is 
exemplified by entities of more limited geo-
graphical expanse and more finite temporal 
duration than either type of world historical 
social system (231). The mini-system is best 
exemplified by the society of the archetypical 
pastoralist or hunter-gatherer: subsistence-
oriented economies that are thought of as 
being relatively homogenous and based on 
patterns of production and exchange that 
are supposed to be largely self-contained. 
In this tripartite distinction between mini-
systems, world-empires, and world-economies, 
Wallersteinian political economy extrapo-
lates and develops Karl Polanyi’s distinction 
between reciprocal, redistributive, and market 
modes of exchange (Polanyi 1957: 58).

For the greatest part of history since the so-
called Neolithic revolution, in the Wallersteinian 
view, it was the world-empire that remained 
the predominant form, proving capable of 
absorbing nearby world-economies. Together, 
these two varieties of world-systems are said to 
have comprised a large but countable number 
between 10,000 BC and AD 1500 (Wallerstein 
2001: 231). Although more prevalent, world-
empires are themselves said to have been 
constrained by the administrative costs of 
territorial expansion, which imposed rela-
tively sharper limits – at least in principle – on 
their spatial and, therefore, temporal extent. 
Prior to 1500, Wallerstein contends that it 
was primarily in the void left by the disinte-
gration of some previous world-empire – the 
larger instances of which persisted for as 
much as half a millennium – that new world-
economies found space to develop, albeit 

usually so as to have made for systems that 
proved even more transient and fragile than 
their imperial counterparts (231).

In Wallerstein’s view, there occurred a his-
torically unprecedented reversal in the bal-
ance between these two forms during the 15th 
century, and it is in explaining this transition 
that the political economy of world-systems 
becomes focused on the origins, growth, and 
persistence of the particular world-system 
known as the ‘capitalist world-economy’. As 
a synonym for the modern world-system, the 
capitalist world-economy is understood to 
have progressively expanded to its full global 
extent in three major phases. These can be 
briefly summarised as follows. From approxi-
mately 1450–1650, the modern world-system 
emerged on the wings of capitalist agriculture 
and the inability of any particular political 
hegemon (especially the Habsburgs) to assert 
dominance over the system so as to domesti-
cate it into a world-empire instead. This first 
phase of the modern world-system was inclu-
sive of the beginnings of ‘mercantilism’ and 
the development of long-distance trade and 
early European expansion across the Atlantic. 
In this early period, the system came to be 
centred in north-western Europe (England, 
France, and Holland) while also including at 
its margins parts of the Americas and most 
of the rest of the European continent exclud-
ing the Russian and Ottoman Empires. In 
the period from 1750–1850, a second major 
expansion of the system took place, as the 
capitalist world-economy came to incorporate 
Russian and Ottoman territories as well as 
the South Asian subcontinent (with the 
decline of the Mughal Empire), parts of 
South-East Asia, large parts of West Africa 
and the rest of the Americas. During this 
second period, power within the system was 
consolidated inward, with an ongoing strug-
gle taking place within the centre between 
France and Britain and a concurrent shift 
occurring from agricultural to industrial capi-
talism. The third and last expansion of the 
modern world-system took place in the half-
century from 1850–1900, which witnessed 
East Asia, Oceania, and remaining parts of 
Africa and South-East Asia being brought into 
the system (Wallerstein 1999: 58). Of course, 
the precise details concerning the exact tim-
ing and coverage of the phases of expansion 
by which the modern world-system came to 
incorporate different parts of the globe are 
subject to disagreement. The above snapshot 
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captures only Wallerstein’s own particularly 
influential point of view, as developed at 
greatest length in the first three volumes of 
The Modern World-System (Wallerstein 1974b; 
1980; 1989a) and as yet to be developed in the 
still to be published fifth volume. 

As should be apparent from the discussion 
to this point, exponents of the world-systems 
perspective proclaim a specifically historical 
approach to understanding the nature of capi-
talism. For Wallerstein, the commitment is 
summarised through the express equivalence 
that he has drawn between studying the devel-
opment of the capitalist world-economy and 
studying ‘historical capitalism’ (Wallerstein 
1995). In contrast to ‘Marxist and others on 
the political left’, according to Wallerstein, 
to study historical capitalism is to disavow a 
purely ‘logico-deductive’ analysis that starts 
‘from definitions of what capitalism’ is 
‘thought to be in essence’ in order to then see 
how it ‘had developed in various places and 
times’ (1). At the same time, the dynamic of 
expansion through the progressive incorpo-
ration of new areas into the capitalist world-
economy is suggestive of the lasting influence 
on the political economy of world-systems 
of post-war dependency theory, as initially 
formulated by the German development 
economist Hans Singer and his neo-Marxian 
Argentine counterpart Raúl Prebisch at the 
end of the 1940s. From the outset, Wallerstein 
thus presumed that the modern world-system 
comprised a relation between one or sev-
eral territorial centres constituting the ‘core’ 
of the capitalist world economy and their 
respective ‘peripheries’. The overlap with 
Prebisch’s terminology for describing post-
war patterns of relation between the ‘periph-
eral’ economies of poor countries that were 
concentrated on the export of primary goods 
to the ‘core’ economies of the rich countries 
(that themselves created value-added second-
ary products to be sent back in the opposite 
direction) was not accidental. 

Defined as it has been in essentially func-
tional terms, however, the relationship 
between core and periphery has been sub-
ject to significant modification in the world-
systems perspective as compared to depend-
ency theory. Most obviously, there is the nota-
ble divergence by which core and periphery 
are made to constitute not two different types 
of national economy but two different parts of 
a single historical social system. More impor-
tantly, to the extent that the core–periphery 

relation is coequal with a geographic division 
of labour, it was very quickly found necessary 
to supplement the conceptual vocabulary of 
world-systems analysis by introducing the 
category of the ‘semi-periphery’ to designate 
a third possible type of intra-systemic space. 
In so doing, world-systems thinkers both 
increased the explanatory power of their 
perspective and, at least to some observers, 
introduced a certain level of arbitrariness 
into it given the catch-all and/or bet-hedging 
quality of the notion of the ‘semi-periphery’ 
(Washbrook 1990: 482–485). 

The emphasis on the intra-systemic geo-
graphic division of labour and the importance 
of trade in generating and fuelling the expan-
sion of ‘historical capitalism’ that it portends 
have precipitated other criticisms as well, 
especially from those working in a more tra-
ditionally Marxian vein. Robert Brenner’s 
early critique of Wallerstein on these points 
(as well as various other related ones, includ-
ing the latter’s implicit criterion for defining 
capitalism) is suggestive of the larger disa-
greements that remain at play. In stating his 
original critique, Brenner not surprisingly 
completed the re-enactment of the earlier and 
more celebrated Dobb-Sweezy debate within 
Marxian theory. (According to Brenner, 
Wallerstein, like Sweezy, is to be designated 
a ‘neo-Smithian Marxist’ who displays a basic 
‘failure to take into account the differential 
limitations and potentialities imposed by dif-
ferent class structures’ internal to a national 
economy; like Smith they are said to neglect 
class and class struggle by instead equating 
‘capitalism with a trade-based division of 
labour’ [1977: 38].)

Be this last criticism as it may, world-
systems analysis does not shy away from 
the implication that capitalism historically 
turned upon a process of ‘not only appropria-
tion of the surplus-value by an owner from 
a laborer, but an appropriation of surplus 
of the whole world-economy by core areas’ 
(Wallerstein 1974b: 401). The process of ‘un-
equal exchange’ is thus at the heart of the mas-
ter division of space into core, semi-periphery, 
and periphery (and, in the time before the 
capitalist world-economy reached its global 
limit, the parts of the world that were ‘exter-
nal’ to the system). This leads to a version of 
the above-stated summary of the system’s his-
torical expansion that can be recast in more 
generalised terms. States at the core of the 
system are politically and militarily strong, 
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specialising in production involving ‘high skill 
levels’  (ibid.) and capable of appropriating 
the lion’s share of the system’s surpluses. The 
result is the ‘concentration of capital in core 
zones’ and the further strengthening of their 
‘state machineries’, thereby ensuring that the 
state machineries of the periphery become or 
stay weaker (Wallerstein 1995: 32). The latter 
eventuality further accords with the economic 
role of the peripheral states, which is defined 
by the fact that they are forced to specialise ‘in 
tasks lower down the hierarchy of commodity 
chains’ atop which the core states sit, such as 
through the production of raw materials. So is 
it that states at the periphery gravitate toward 
‘using lower-paid work-forces’, in the process 
‘creating (reinforcing) the relevant household 
structures to permit such work-forces to sur-
vive’ (32). True to their categorical designa-
tion, the states of the semi-periphery inhabit 
a ‘third structural position’ that intermediates 
between the other two (Wallerstein 1974b: 
403). The semi-periphery carries out this inter-
mediating function both through its middling 
role within the order of economic exploitation 
and as its ideological role as part of a ‘middle 
stratum’ to which the most exploited areas can 
aspire, thus preventing the build-up of revolu-
tionary fervour from below (402, 405).

The overall dynamic that links core, semi-
periphery, and periphery thus involves a series 
of political and economic watchwords. These 
include the processes of the endless accumu-
lation of capital for its own sake; commod-
ity chains that from the system’s first growth 
phase have been geographically expansive; 
the crucially important role of income-pool-
ing households for suppressing wage rates, 
especially in the periphery; the emergence 
of an inter-state order consisting of strong, 
weak, and intermediate states; and the major 
cleavages of ethnicity, race, nation, class, and 
gender that run through the ‘geoculture’ that 
comprises not so much the superstructure 
as the ‘underside’ of the system (Wallerstein 
1991: 11–12; Wallerstein 2000: 207–289). 

A final key watchword is the ‘Kondratiev 
cycle’, a concept that has been crucial for 
Wallerstein in charting the course of the mod-
ern world-system, whether during the earlier 
phases discussed above, the period starting 
in 1900 after it reached its full global extent, 
or the ‘age of transition’ we are said to have 
been living through in the wake of the Second 
World War (Hopkins and Wallerstein 1996). 
Comprising periods of global economic 

expansion and contraction that are thought to 
take place at 45–60-year intervals, Kondratiev 
cycles bespeak an important long-wave 
dynamic according to which the modern 
world-system ebbs and flows. As such, 
they are (and since being postulated always 
have been) conceived as being distinct from 
the shorter-term fluctuations of the ordi-
nary business cycle (9). At the same time, 
Kondratiev cycles also signify the debt of 
world-systems analysts to Marx’s preoccupa-
tion with capitalism’s tendency toward boom 
and bust crises and, mores proximally, to 
the loose attempt of their namesake – Soviet 
economist Nikolai Kondratiev – to restate 
Marxist crisis theory in formal terms dur-
ing the 1920s. (It was Joseph Schumpeter, 
another important influence on Wallerstein, 
who first popularised Kondratiev’s notion of 
‘long waves’ and renamed them ‘Kondratiev 
waves’.) In the political economy of world-
systems, Kondratiev cycles are to be distin-
guished from the ‘far longer’ hegemonic 
cycles over the course of which predominant 
power holders within the modern world-
system have tended to persist in controlling 
its core (9). 

For many world-systems analysts – 
Wallerstein chief among them – the turn 
of the millennium is seen as finding world 
society on the downside of both a Kondratiev 
cycle, that started in 1945, and a hegemonic 
cycle that started in 1870 once Great Britain 
began to give way to the US and Germany as 
the key hegemon at the core of the system. 
By this view, each such cycle peaked during 
the late 1960s (9), not coincidentally in and 
around the time of what is seen to have been 
the ‘world revolution’ of 1968 (Wallerstein 
1989b). Ultimately, therefore, Wallerstein 
has consistently maintained that the long 
moment of the present that has assembled 
around the transition to a new millennium is 
emblematic of a period characterised not by 
equilibrium but structural crisis. As such, the 
present comprises a state of a system (in this 
case a historical social system) whose secu-
lar trends – e.g. toward the commodification 
of everything – have pushed it too close to its 
asymptotes to continue ‘its normal, regular, 
slow, upward push’. As a consequence, the 
structural position of the system now leaves 
it to ‘fluctuate wildly and repeatedly’. In turn, 
the possibilities that this circumstance allows 
are said to be only twofold. Ongoing fluc-
tuation will either lead to the ‘recreati[on] of 
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order out of chaos or [to] a new stable sys-
tem’ (Wallerstein 2011). The vital normative 
commitments that undergird a perspective 
like Wallerstein’s should make amply clear 
which way the future is hoped to lie for 
most adherents to the political economy of 
world-systems. 

Faisal I. Chaudhry
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World-systems Analysis 

and Giovanni Arrighi

 Giovanni Arrighi (1937–2009) was one of the 
world’s leading theorists of world capital-
ism, imperialism, and anti-systemic move-
ments. With Immanuel Wallerstein and 
Terence Hopkins, he played a major role in 
the development of world-systems analysis, 
with its fecund synthesis of Marxism, Third-
World radicalism, and critical social science, 
from Annales to the German historical school. 
World-systems analysis focused on the emer-
gence of the capitalist world-economy struc-
tured into a tripartite zonal hierarchy divided 
into: rich and powerful core states; poor and 
weak peripheral states; and states of interme-
diate power and wealth in the semi-peripheral 
zone. From his early work on Southern Africa, 
to his iconoclastic Geometry of Imperialism: The 
Limits of Hobson’s Paradigm (1983), to his tril-
ogy on capitalism and world hegemony seen 
over the longue durée, including his magiste-
rial The Long Twentieth Century: Money, Power 
and the Origins of Our Times (1994), Chaos and 
Governance in the Modern World-System (1999, 
with Beverly Silver) and Adam Smith in Beijing: 
Lineages of a New Asian Age (2007), and a series 
of pathbreaking essays (including ‘Marxist 
Century, American Century: The Making and 
Remaking of the World Labour Movement’ 
[1990], ‘World Income Inequalities and the 
Future of Socialism’ [1991], and a host of oth-
ers), Arrighi established himself as one of 
the most original and brilliant thinkers of the 
20th and 21st centuries. 
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Born in 1937 in Milan, Giovanni’s politi-
cal and scholarly interests were shaped by the 
common anti-fascist sentiments of his fam-
ily, as during the Second World War northern 
Italy was occupied by the Nazis, followed by 
the development of the anti-fascist resist-
ance and arrival of the Allies. Trained as a 
neo-classical economist and working at a 
host of different-sized business enterprises, 
Arrighi next took a teaching position in then 
Rhodesia. Here, in Africa, like many other 
world-system scholars, Arrighi developed his 
scholarly trajectory, mapping out the inequali-
ties of the global system, following in the 
footsteps of Immanuel Wallerstein and Walter 
Rodney, both of whom he met in Africa, and 
their forerunners such as Oliver Cox, W.E.B. 
DuBois and C.L.R. James. During his time in 
Rhodesia, Arrighi met the African of Indian 
descent Bhasker Vashee, who later served 
as long-time director of the Transnational 
Institute, an international fellowship of com-
mitted scholar-activists, headed earlier by 
the legendary anti-imperialist activist Eqbal 
Ahmad and Orlando Letelier, former adviser 
in Allende’s socialist government in Chile and 
later murdered in a car bomb in Washington, 
D.C. by Pinochet’s secret police. Arrighi 
and Vashee were in fact jailed together for 
their anti-colonial activities, with Giovanni 
deported after a week and Bhasker only 
released from solitary confinement after a 
year-long campaign. By 1966, Giovanni had 
gone on to Dar es Salaam, then home to many 
of Africa’s national liberation movements, 
where he met Wallerstein, Rodney, John Saul 
and many others. 

One of Arrighi’s earliest essays, ‘Labour 
Supplies in Historical Perspective: A Study of 
the Proletarianization of the African Peasantry 
in Rhodesia’, included in his Essays on the 
Political Economy of Africa (1973, with John 
Saul), helped make his career. The essay was 
a brilliant analysis of the dispossession of the 
African peasantry in the age of imperialism. 
Here, along with the work of Saul, Martin 
Legassick and others, Arrighi helped develop 
a distinctive South Africa paradigm analysing 
the contradictions of this process for capital-
ist development in the region. Subsequently, 
Arrighi returned to Italy to teach, helping to 
found Gruppo Gramsci, before moving on 
to the centre of world-systems analysis in 
the US, SUNY Binghamton, and then later 
to Johns Hopkins, where he taught until his 
death in 2009. 

One of Arrighi’s most important but 
neglected works is his Geometry of Imperialism. 
Among the problems Arrighi identified here 
was that the term had come to be applied to 
everything and anything, thus weakening its 
conceptual usefulness. Indeed, Arrighi relates 
how, during an important seminar at Oxford 
on the subject in 1969–70 (a turning point 
in the debate on imperialism, according to 
Michael Barrat Brown), he presented a paper 
on the question, noting that its characteristics 
after the Second World War were radically dif-
ferent to those analysed by Hobson and Lenin.

During the discussion, someone asked 
me whether I did not think that, by dint of 
filling ‘old bottles’ (the theory of imperi-
alism) with ‘new wine’ (the novel content 
being lent to the theory) we would end up 
no longer knowing what was being dis-
cussed. (1983)

Lenin, in his work, noted that imperialism 
and colonialism were not synonymous with 
capitalism, going back as they did to Rome, 
and instead placed his emphasis on the cen-
tral role of finance and/or monopoly capi-
tal. Moreover, Lenin specifically outlined the 
phenomenon of uneven development, which, 
he argued, following Hobson, was then lead-
ing to a global conflagration between impe-
rialist states in the world capitalist system. 
This, argued Arrighi, was a quite accurate 
designation of the situation before the First 
and Second World Wars, but was largely irrel-
evant thereafter, as might have been expected 
from Lenin’s own remarks on the subject. In 
applying the term ‘imperialism’ to quite dif-
ferent phenomena, it became what one ana-
lyst called ‘A Tower of Babel’. In an analysis 
that was subsequently incorporated into his 
later work, Arrighi noted that Lenin tended 
to conflate two definitions of finance capital. 
The first was Hobson’s, designating as it did 
a supranational entity with few if any links to 
productive activity; this resulted from class 
struggle, and led to income inequalities and 
the concomitant tendency towards under-
consumption, his ‘tap-root’ of imperialism, 
as in England. The second definition was 
Hilferding’s emphasis on the linkage between 
nations and their monopoly firms. These two 
designations more or less accurately captured 
the situation of England and Germany.

Hobson, first in his The War in South Africa 
(1900) and then later in Imperialism (1965), 
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used the term to designate the process 
whereby nationalism, at least among the 
Great Powers, became subject to a general 
tendency by states to expand beyond their 
own borders. This was to be distinguished 
from colonialism of earlier periods, whereby 
population transfers became the basis for the 
effective expansion of a nationality, or new 
nations, as in the Americas or Australia. In 
the era of imperialism, the process tended to 
generate nationalisms of their own, replete 
with exclusivism and xenophobia, as with 
South Africa’s white Afrikaners. Hobson 
contrasted this, too, with variants of inter-
nationalism, informal orders of trade and 
investment based on peaceful exchange, 
which Arrighi refers to as ‘Informal Empire’ 
as opposed to formal territorial ones, based 
on economic inter-dependence in the former 
and replete with politico-military competition 
in the latter. Of course, as Arrighi outlined in 
his chapter on English imperialism, Britain 
combined both informal and formal territo-
rial empires, with India the centre of the lat-
ter (hence the term ‘Free Trade Imperialism’) 
while the US tended towards Informal Empire 
based not on free trade but on free enterprise 
via the multinational corporation. 

Clarified further here is Hobson’s concep-
tion of finance capital, as speculative mon-
etary flows going towards the great financial 
houses, or high finance, ‘who use stocks and 
shares not so much as investments to yield 
them interest, but as material for speculation 
in the money market’ (quoted in Arrighi 1983: 
116). Hobson referred to these financial houses 
as the ‘governor of the imperial engine’, able 
to manipulate the life of nations. In Hobson’s 
view, then, high finance presents two main 
characteristics. In the first place, it is: 

a supranational entity laying outside the 
place defined by the expansion of a nation-
state. Secondly, while not belonging to 
this plane, it nevertheless influences it 
in a critical manner. For in so far as it is a 
speculative intermediary on the monetary mar-
ket, high finance tends to transform the 
excess liquidity present on the market into 
demand for new investment opportunities, 
that is, principally for state loans and ter-
ritorial expansion. (Arrighi 1983: 117)

This contrasts, too, of course, to a substantial 
extent, with Polanyi’s conception of finan-
cial capital in his The Great Transformation 

(1957), as Arrighi points out. This goes back 
to a contradiction at the heart of high finance 
itself, needing the state for expansion and 
protection, but at times vulnerable to escalat-
ing inter-state competition, especially as this 
reversed the very tendency towards under-
consumption to which it ostensibly owed its 
existence, presaging the triumph of commod-
ity capital over money capital. Here, too, one 
can see the distinct types of supranational 
tendencies and variants of imperialism: the 
nation state and industrial and commodity 
capital, in Germany, contrasting sharply as it 
did with US hegemony and the supranational 
expansion of its multinational corporations, 
especially after the Second World War. In 
his afterword, Arrighi arrived at an under-
standing that his work had become perhaps 
more useful, less as an analysis of imperial-
ism than as a preface to a theory of world 
hegemony, with each expressing ‘a different 
type of supra/transnationality of capital’, with 
differing trajectories. To be sure, Hobson 
often referred to related aspects of imperi-
alism, notably the public subsidy of private 
profit that went with its territorial ambitions, 
something that has been underscored in the 
context of US power by Noam Chomsky and 
others. Yet Arrighi, by focusing on the spe-
cific historical situation that Hobson and 
Lenin were analysing, tried to focus in on the 
analysis and specific object of the debates 
on imperialism overall during this period, 
in contrast to the conditions obtained after 
the Second World War. So while those 
related phenomena as Hobson and others 
underscored undoubtedly continue, includ-
ing of course the use of violence to achieve 
politico-economic objectives abroad, Arrighi 
underscored the extent to which, despite US 
 counter-revolutionary policies worldwide, US 
hegemony was associated with formal decolo-
nisation of the vast majority of the globe. 

Arrighi’s most ambitious work, The Long 
Twentieth Century (1994; 2010), is widely con-
sidered by many the most compelling single 
volume account of capitalism over the longue 
durée. Drawing on Marx, Gramsci, Polanyi, 
and Braudel, he argues that capitalism has 
unfolded over a series of long centuries, 
within which hegemonic powers led sys-
temic cycles of accumulation presiding over 
material and then financial expansions of the 
capitalist world-system. Here, Systemic cycles 
of accumulation brought together a hegem-
onic bloc of business and governmental 
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organisations from the Italian city-states 
where capitalism emerged, wherein the capi-
talist city-state of Genoa allied with imperial 
Spain,the resulting transformation producing 
the successive three hegemonies of histori-
cal capitalism: the United Provinces, Britain, 
and the United States. What was distinctive 
here was the emergence of a capitalist logic of 
power, where the pursuit of money and profit 
was either more important than territory per 
se, or they cross-fertilised each other, as in 
the example of imperial Britain. As opposed 
to the ideology of the competitive free mar-
ket, the basis for the book is Braudel’s con-
ceptualisation of capitalism as the top level 
of world trade and finance, closely in league 
with violence and state power, where the law 
of the jungle operates and the great predators 
roam, guided by the principle of monopoly, 
where the great profits of capitalism have 
always been made. 

This analysis is in line with Arrighi’s empha-
sis on the centrality of Schumpeterian innova-
tions and concomitant rents and monopolies 
in profits and related competitive pressures 
which, as part of recurrent bouts of inter-state 
and inter-enterprise competition, shaped 
and moulded the capitalist world-system as 
it evolved to global scale and scope, divided 
as it is between relational zones of unequal 
power and wealth, into the core rich states, 
the poor peripheral zones, and an inter-
mediate semi-peripheral zone of medium 
level wealth. While all world-systems ana-
lysts agree on the reproduction of inequal-
ity in the capitalist world-economy, however, 
there is less agreement as to its causality. 
Here, Arrighi has underscored the centrality 
of unilateral transfers of capital and labour, 
both forced and voluntary, from the African 
slave trade to white-settler colonialism and 
related investment from Britain and else-
where, in the great leap forward in wealth 
and power of that geopolitical designation 
today known as the West, underscoring of 
course, here, the entwined processes of race, 
ethnicity, and class formation in the global 
system. Furthermore, as conceptualised here, 
the capitalist world-economy is based on the 
reproduction of oligarchic wealth, presup-
posing the exploitation, exclusion, and eco-
logical appropriation and despoliation of the 
great majority of humanity and their natural 
resources as outlined for example in Alfred 
Crosby’s (2004) Ecological Imperialism: The 
Biological Expansion of Europe, 900–1900. While 

transformations in the structure are possible, 
as seen in the rise and fall of hegemonic and 
great powers, and rises or declines in wealth, 
underscored here is the structure of inequal-
ity. At the same time, as Arrighi argues, over 
time there have been substantial transforma-
tions in the social foundations of the three 
hegemonies of historical capitalism.

The publication of Adam Smith in Beijing: 
Lineages of the Twenty-First Century (2007) repre-
sented the culmination of what Arrighi called 
an unplanned trilogy on historical capitalism 
and the origins of our times, begun with The 
Long Twentieth Century (2010/1994) and con-
tinued with Chaos and Governance in the Modern 
World System (1999). The central idea behind 
the book was twofold: first, to analyse the 
shift in the epicentre of the capitalist world-
economy from North America to East Asia in 
the context of Adam Smith’s theory of eco-
nomic growth and development; and second, 
to interpret Smith’s masterpiece The Wealth of 
Nations (1776) in light of this very shift. 

The book begins, like the Long Twentieth 
Century before it, with quotations from Smith 
on the discovery of the Americas and Smith’s 
emphasis on the ‘superiority of force’ in deter-
mining the outcomes of market exchanges, 
not unlike similar observations by Fernand 
Braudel’s comments on Europe as that mon-
strous shaper of world history. Part I, ‘Adam 
Smith and the New Asian Age’, analyses what 
Kenneth Pomeranz refers to as the ‘Great 
Divergence’ between East and West, with 
the rise of Western Europe and its settler 
offshoots in the Americans, notably North 
America, and the decline of Chinese-led East 
Asia. Drawing on Smith and Kaoru Sugihara, 
Arrighi contrasts what, on the one hand, he 
calls a Smithian, natural-path, Chinese-led 
East Asia path of both extensive and industri-
ous development, with pronounced invest-
ments in labour-intensive, labour-absorbing, 
energy-saving production and based on 
market exchanges; with, on the other hand, 
the unnatural capital and energy-intensive 
path, based on labour-saving technology and 
replete with an industrial revolution and a 
correspondingly close relationship between 
state and capital. Of course, this conceptuali-
sation of the rise of Chinese-led East Asia as a 
market-based social system, rather than capi-
talist, is a subject of fierce controversy and 
debate, with many arguing against Arrighi for 
the capitalism-based nature of Chinese devel-
opment in the world-system today.
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The resurgence of Chinese-led East Asia 
today is seen as a result of a fusion between 
these two paths, though with a clear under-
standing that given the ecological limits 
inherent in Western processes of industriali-
sation, some more ecologically friendly form 
of development will be necessary if East Asia’s 
continued rise is to open up a more sustaina-
ble path of development for the global system 
as a whole. What is particularly distinctive 
here in the Chinese-led East Asian model 
is not that there are no capitalists in these 
developments, but that they have no capacity 
to dictate to the state their own class inter-
ests as opposed to the general interest. In the 
Western capitalist path, in contrast, to varying 
degrees, as Marx and Engels noted, the power 
of the capitalist class turns the state into the 
executive committee for managing the com-
mon affairs of the bourgeoisie. Two criti-
cal aspects of the capitalist path of Western 
development were the inter-state competi-
tion for mobile capital that allowed capitalists 
to dictate to the states the conditions under 
which they would assist them to power, and 
the related arms race that created a virtuous 
circle for capitalist development in the West 
and a vicious circle for most of the non-West-
ern victims of white-settler imperialism and 
colonialism across the globe. 

Part II, ‘Tracking Global Turbulence’, 
examines Robert Brenner’s varying accounts 
of the crisis of capitalist development begin-
ning in the 1970s, but also compares the 
present downturn with that of the late 19th 
century, notably the Great Depression of 
1873–96. Central to the analysis is the way 
in which the downturn of the late 19th cen-
tury heralded the classic age of imperialism, 
as inter-enterprise competition turned into 
inter-state competition for overseas territo-
ries and markets, leading to the generalised 
conflagration that was the First and Second 
World Wars. As Brenner argues, in an analysis 
that was first laid out theoretically by Adam 
Smith, increased inter-capitalist competi-
tion played a central role in declining profits, 
in what Arrighi sees as a crisis of the over-
accumulation of money or finance capital 
which cannot be profitably reinvested, going 
instead to varying degrees into state loans 
for overseas territorial expansion, or military 
spending. 

A central difference, then, and one crucial 
to Arrighi’s analysis of the contrast between 
late 19th- and early 20th-century imperialism 

and similar phenomena today was the US 
reconstruction of the global capitalist mar-
ket after the Second World War within the 
institutional framework of US global military 
alliances. In this formulation, the Cold War 
was about containing America’s communist 
enemies and its capitalist allies, the latter 
as semi-sovereign states, as part of its infor-
mal empire. While appreciative of Brenner’s 
analysis, Arrighi critiques it for underestimat-
ing the role of the US war in Indochina in the 
declining fortunes of US hegemony, being 
almost exclusively focused instead on US 
competition with Germany and Japan. This 
process of hegemonic decline continued with 
the new Cold War beginning in the late 1970s 
and 1980s, resulting in the collapse of the 
Soviet Union and the temporary efflorescence 
of US power in a unipolar one-superpower 
world. As in previous hegemonic cycles, the 
temporary reflation of the hegemonic power 
was simultaneous with a resurgence of its 
financial power in the global capital markets. 
This process was of course part and parcel 
of the financialisation of the US and global 
economy, with roots in the over-accumulation 
crisis and the move to floating exchange rates 
in the 1970s. 

Here, the counter-revolution in monetary 
and development policy beginning with the 
rise of US interest rates in 1979 and the emer-
gence of the Washington Consensus, ensured 
the reflation of world demand centred on 
the West, to the detriment of the Second and 
Third Worlds, which had borrowed money 
at variable interest rates for development in 
previous decades. This reversal also repre-
sented a massive abandonment of the New 
Deal tradition of subordinating private to 
public finance, showing too the ability of 
the capitalist class to dictate to all states the 
conditions under which it would assist to 
power, reflected here in the rise of the price 
of money, which facilitated an unprecedented 
wave of US indebtedness on the global capi-
tal markets. Simultaneous with the historic 
reversals in monetary policies were a host of 
inter-related bubbles and concomitant finan-
cial crises from Asia in 1997 to the global 
financial crisis and Great Recession of 2008. 

Of course, it was also the Vietnam War and 
the related crisis of American capitalism and 
subsequent booms that allowed East Asia 
to move up the value-added hierarchy of the 
world-economy by simultaneous regional 
development and the selling of commodities 
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in the West. Moreover, this process was part 
and parcel of what Arrighi called his systemic 
cycles of accumulation and related hegem-
onic cycles. Here, hegemonic powers preside 
over material expansions of the world-econ-
omy, with pronounced investments in mate-
rial production and trade. When competition 
increases and profits concomitantly decline, 
the over-accumulation of capital and increased 
inter-state competition provides the supply 
and demand conditions for a financial expan-
sion of the world-economy, the emergence of 
new regional centres or hegemonic contend-
ers, and a related increase in systemic chaos. 
In these various autumns of hegemonic cycles 
and long waves of capitalist development, 
there are increasing polarisations of wealth, 
power, and income in the global economy 
and various national locales, as expressed for 
example in the belle époque of the European 
bourgeoisie in the late 19th century and the 
US’s successive gilded ages, including that 
of today. This tendency has been recognised 
most recently in Thomas Piketty’s (2014) 
Capital in the 21st Century, where he notes the 
tendency towards oligarchy globally and most 
especially in the US, which he sees as repre-
senting the most unequal society in world 
history in terms of the relationship between 
work, income, and wealth inequality. And in 
fact, though Arrighi’s work in this regard is 
often misunderstood, class struggle and the 
polarisation of the capitalist world-economy 
into core and peripheral locales, along with 
related inter-state competition for mobile 
capital, in fact play critical roles in his con-
ceptualisation of systemic cycles of accumula-
tion, hegemonic cycles and recurrent phases 
of material and financial expansions of the 
capitalist world-system.

In Part III, ‘Hegemony Unravelling’, Arrighi 
begins by analysing the resurgence of the 
debate on empire and imperialism follow-
ing the 11 September 2001 terrorist attacks 
and the ascendance of those promoters of 
the Project for the New American Century 
in the Bush Administration, which led to 
the Anglo-American invasion of Iraq in the 
Spring of 2003, whose disastrous legacy is 
still with us today with President Obama’s 
announcement of a new endless war against 
ISIS. Underscored here, however, are the dif-
ferences between what Arrighi sees as the 
US’s bid for a truly world empire after 9/11 
and previous instances of imperialism. Most 
significant, Arrighi argues, is the degree to 

which the US invasion of Iraq has backfired, 
merely adding to the rise of Chinese-led East 
Asia in the global economy. In this light, 
the superbubble of American hegemony, as 
George Soros once dubbed it, appears to have 
been ephemeral indeed, despite the still great 
residual power of the US in the increasingly 
chaotic global system.

Arrighi reviews the literature on the new 
imperialism, including David Harvey’s (2003) 
book of that exact title. Arrighi (2007: 11) 
notes that both Hobson and Harvey were 
quick to point out the variety of contradictory 
phenomena to which the term ‘imperialism’ 
has historically been applied, underscoring 
that: ‘Its most general meaning is an exten-
sion or imposition of the power, authority or 
influence of a state over other states, or state-
less communities’. By this definition, Arrighi 
notes, the phenomenon has been around 
for quite some time, assuming a variety of 
forms. But Harvey focuses in particular, as did 
Hobson, on the relationship between capital-
ism and imperialism, while Arrighi in turn 
underscores the space of flows, or capital-
ism seen as a succession of systemic cycles of 
capital accumulation, and the fusion between 
capitalism and the state, where world capital-
ism can be seen as part and parcel of the rise 
and decline of hegemonic powers, as outlined 
in his three hegemonies of historical capital-
ism. What is particularly interesting here is 
the link Arrighi establishes between the over-
accumulation of capital and the production 
of space, drawing on Harvey’s theory of the 
spatio-temporal fix of capital addressed early 
in his classic but sadly neglected The Limits 
to Capital (2007). This fix is linked to what 
Marx referred to as ‘the annihilation of space 
through time’, part and parcel of processes 
of capitalist globalisation, as capital seeks to 
overcome barriers to its reproduction by mov-
ing through time and space seeking to valorise. 

The accumulation of capital, then, and 
related processes of imperialism, become 
linked to Schumpterian processes of creative 
destruction, including what Henri Lefebvre 
(1992) called The Production of Space. There 
are many analogies here with Edward Soja’s 
Postmodern Geographies: The Reassertion of Space 
in Critical Social Theory (2009). Here, creative 
destruction, including that of built environ-
ments, is part and parcel of the changing his-
torical geography of capital accumulation, as 
landscapes are made and destroyed to facili-
tate the capitalist accumulation of capital, 



1188 World-systems Analysis and Giovanni Arrighi

including through war, if necessary. As 
Arrighi notes, Harvey’s analysis was inspired 
by Hegel’s Philosophy of Right (as was Marx’s), 
where the contradictions of bourgeois civil 
society within unequal nation-states and 
their combination of wealth and poverty 
(what Marx called the absolute, general law 
of capital accumulation) necessitated the turn 
towards overseas expansion through imperi-
alism and colonialism, which in turn ensured 
that the general law would be part of capital 
accumulation on a global scale, including the 
core–periphery divide. This spatio-temporal 
fix sought by bourgeois society was also ana-
lysed to varying extents by Hannah Arendt 
(1973) in her Origins of Totalitarianism. 

One of the key processes is the ongoing 
primitive accumulation of capital, including 
the dispossession of original producers from 
their means of production, or what Harvey 
and others have called accumulation through 
dispossession. Here, Arrighi points out the 
convergence and divergence between his and 
Harvey’s analysis, looking at the connections 
between dispossession and the expanding 
reproduction of capital in hegemonic powers, 
and his own and Marx’s, who noted that the 
varied stating points of capitalist development 
(Venice, Holland, Britain, and the US) are 
simultaneously representative of the transfer 
of wealth and money capital, which restart 
capitalist development, in containers of ever 
larger scale and scope. At this point, Arrighi 
points to an anomaly within current processes 
of the expanded reproduction of capital on a 
global scale, namely that instead of surplus 
capital going to the rising centre, China, it is 
the latter that is investing in the US.

This suggests a limit to the process, 
whereby, in Arrighi’s reformulation of Marx’s 
general formula of capital, M-C-M’, also rep-
resents a recurrent pattern of global capi-
talism, in its alternation between phases of 
material expansions of the world-economy 
(M-C) and phases of financial expansions 
(C-M) (or Marx’s abbreviated general formula 
(M-M’), representing what Arrighi calls sys-
temic cycles of accumulation (M-C-M’). These 
cycles have propelled capitalist development 
and related processes of imperialism forward 
in space and time through recurrent spatial 
fixes aimed at the broadening and deepen-
ing the increasingly global division of labour 
during material expansions of the capitalist 
world-system. When these expansions reach 
their limits and there is an over-accumulation 

of capital relative to profitable outlets for 
investment, capital pulls out of trade and 
investment in material production and shifts 
towards investments in or betting on states, 
including through the buying-up of national 
debts until the system is remade under newer 
and broader social foundations under a ris-
ing hegemonic power. In previous cycles, 
then, overseas imperialism and related belles 
époques of the European bourgeoisie deepen 
the crises of capitalist development, including 
by the exacerbation of inter-state competition 
and inter-imperialist wars as part of struggles 
for world hegemony. Indeed, Arrighi (2007: 
235) quotes approvingly Arendt’s observa-
tion that imperialism ought to be thought 
of as ‘the first stage in the political rule of 
the bourgeoisie rather than the last stage of 
capitalism’.

Arrighi moves on to chronicle Braudel’s 
contention that the territorial size of the 
centre of accumulation in the global sys-
tem necessitated growth to manage its ever-
growing global spatial scale. Arrighi then 
takes the reader through a tour of capitalist 
imperialism from the Italian city-states, to 
the Dutch Republic, to the fusion of capital-
ism and imperialism in  Britain, with a par-
ticular focus on the industrialisation of war. 
Thereafter, Arrighi, drawing on the work of 
Ludwig Dehio, shows how the rise of the US 
and the USSR transformed, to a larger extent, 
the previous European balance of power with 
the emergence of superpowers on both sides 
of Continental Europe. As Arrighi chronicles 
the declining returns that the US is garner-
ing from its militarised and extroverted path 
of capitalist development, part of the West 
European legacy, he sets the stage, finally, for 
Part IV, ‘Lineages of the New Asian Age’.

Here, Arrighi traces China’s astonish-
ing resurgence at the centre of the material 
expansion of the East Asian region, under-
scoring the unique aspect of East Asia’s 500 
years peace, predating and relative to that of 
the West’s militarised inter-state system, with 
its only 100-year peace on the European con-
tinent from 1815 to 1914. What was unique 
here, in what Fernand Braudel once called the 
super world-economy of the Far East, was its 
market-based economy, and China’s related 
tribute trade system, here distinguished 
from capitalism, the top layer of high trade 
and finance closely linked with state power. 
While capitalists existed throughout this sys-
tem, unlike in the West, they did not control 
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the state. Of course, under the impact of the 
expanding Western inter-state system and 
capitalist world-economy, China and East 
Asia were eventually incorporated into the 
Western system as subordinate units. 

Yet here, the achievements of the Chinese 
communist revolution, for all its violence and 
terror, made great gains, as Jean Dreze and 
Amartya Sen and others have shown, in the 
fields of health care, education, and eventu-
ally economic development. Along with the 
role of the overseas Chinese trading diaspora, 
not to mention China’s almost unlimited sup-
plies of labour, in sharp contrast to Africa, 
this enabled China to resume its former posi-
tion at the head of the trade expansion in the 
region, not to mention its role as the world’s 
industrial workshop. Underscored here 
are the market-based rather than capitalist 
aspects of this development, notably the pro-
cess of accumulation without dispossession, 
including the role of township and village 
enterprises in the region, in sharp contrast 
to the processes of accumulation with dis-
possession that characterise the Africa of the 
labour reserves, especially in Southern Africa. 
In the latter region, drawing on the work of 
Gillian Hart and others, Arrighi notes that 
this legacy of white-settler colonialism and 
especially British imperialism impoverished 
the Southern African peasantry and working 
classes, eventually posing massive blockages 
to the continued accumulation of capital and 
contributing to the increasing peripheralisa-
tion of Africa in the global system.

While underscoring the social origins of 
China’s ascent, Arrighi notes that unless 
China and the East Asian region are able to 
address the unsustainable aspects of capital-
ist development in the West and its impact 
on the global South, most especially ecologi-
cal degradation, global impoverishment and 
global inequalities, then it is unlikely that a 
new path will be opened up for the remak-
ing of the global system on new and enlarged 
social foundations, able to provide for greater 
democracy, equality and a new more sustain-
able relationship between humans, other spe-
cies and nature and between human beings 
themselves. If, however, the positive tradi-
tions of the East Asian heritage can embrace 
new paths of development, more egalitarian 
and more sustainable, in conjunction with 
other forces in the global North and South 
looking for alternative socially just policies 
for a new global system, then Chinese-led 

East Asia’s resurgence may be seen in hind-
sight as providing for a true commonwealth 
of civilisations based on mutual equality and 
respect that was Adam Smith’s hoped-for 
long-term outcome of world-market forma-
tion and bring many of those phenomena 
associated with imperialism to an end.

Thomas Reifer

References

Arendt, Hannah, The Origins of Totalitarianism, 
New York: Harcourt, Brace, Jovanovich, 1973. 

Arrighi, Giovanni, ‘Labor Supplies in 
Historical Perspective: A Study of the 
Proletarianization of the African Peasantry 
in Rhodesia’, in Giovanni Arrighi and John 
Saul, Essays on the Political Economy of Africa, 
New York: Monthly Review, 1973, 
pp. 180–234.

Arrighi, Giovanni, The Geometry of Imperialism: The 
Limits of Hobson’s Paradigm, 2nd revised edn, 
with a new afterword, London: Verso, 1983. 

Arrighi, Giovanni, ‘Marxist Century, 
American Century: The Making and 
Remaking of the World Labour Movement’, 
New Left Review 179, January–February 1990, 
pp. 29–63.

Arrighi, Giovanni, ‘World Income Inequalities 
and the Future of Socialism’, New Left Review 
189, September–October 1991, pp. 39–65.

Arrighi, Giovanni and Beverly J. Silver, Chaos 
and Governance in the Modern World System, 
Minneapolis: University of Minnesota 
Press, 1999.

Arrighi, Giovanni, Adam Smith in Beijing: 
Lineages of the Twenty-first Century, London: 
Verso, 2007.

Arrighi, Giovanni, The Long Twentieth Century: 
Money, Power and the Origins of Our Times, 
new and updated edn, London: Verso, 2010 
[1994].

Crosby, Alfred, Ecological Imperialism: The 
Biological Expansion of Europe, 900–1900, 
2nd revised edn, Cambridge: Cambridge 
University Press, 2004.

Harvey, David, The Limits to Capital, new 
and updated edn, London: Verso, 2007.
Harvey, David, The New Imperialism, London:  
Oxford, 2005.

Hobson, John, The War in South Africa: Its Causes 
and Effects, London: James Nisbet & Co., 
1900. 

Hobson, John, Imperialism, Ann Arbor: 
University of Michigan, 1965. 

Lefebvre, Henri, The Production of Space, New 
York: Wiley-Blackwell, 1992.



1190 World-systems Analysis and Giovanni Arrighi

Piketty, Thomas, Capital in the 21st Century, 
Cambridge: Harvard University Press, 
2014. 

Polanyi, Karl, The Great Transformation: The 
Political and Economic Origins of Our Time, 
Boston, MA: Beacon Press, 1957. 

Smith, Adam, The Wealth of Nations, Chicago: 
University of Chicago, 1976 [1776]. 

Soja, Edward, Postmodern Geographies: The 
Reassertion of Space in Critical Social Theory, 
London: Verso, 2009.


