BectHnk MIMMO-YHuepcuTteTa. 2017.5(56). C. 7-32 NCCITEAOBATENIbCKUE CTATbU

DOI 10.24833/2071-8160-2017-5-56-7-32

A CENTURY OF UNEVEN AND
COMBINED DEVELOPMENT:
THE EROSION OF UNITED STATES

HEGEMONY AND THE RISE OF CHINA

Michael Dunford, Liu Weidong

Institute of Geographical Sciences and Natural Resources Research, Chinese Academy of Sciences

The concept of uneven and combined development where the interconnectedness
and interactions of different societies shape and combine with their internal structures
to drive the evolution of comparative development and power is used to examine the
drivers of successive phase of global development in the 100 years since 1917. This
concept was coined by left-wing theorist and the Soviet Communist party leader Leo
Trotsky with the aim of explaining peculiarities of imperial Russia’s development. Cur-
rently it is applied for different cases of political and economic development on the
global level. The concept of uneven and combined development allows taking into
account both intra-state and extra-state factors, including political regimes evolution,

international trade dynamics.

Most attention is paid to the drivers of secular economic decline in the United States
and the Western world, the way it was tempered by a wave of productive and financial
globalization that itself permitted the rise of a number of emerging economies with
the economic, political and cultural capacity to exploit latecomer advantage and the
way the rise of new powers is leading in the direction of a polycentric multi-civilization-
al world and a possibly more inclusive model of development. The article addresses

political economy of global power shifts and their prospects.

Key words: uneven and combined development, the United States, China, real and financial

globalization.

YK 339.7,339.982 JEL F63, 016
Moctynuna B pefakuymio 07.08.2017r.
MpuHAaTa K ny6nmkaumm 30.09.2017 .

BECTHUK MITMMO-YHUBEPCUTETA « 52017

7



8

Research Article Michael Dunford, Liu Weidong

n the last 100 years several fundamental power shifts have occurred. Of these evo-

lutions this article aims to deal with two: (1) the rise and especially the decline

of United States (US) hegemony and of the unipolar world established after the
collapse of Communism in Eastern Europe and the former Soviet Union; and (2) the
current power shift to Eurasia and the global East (Russia, Brazil, South Africa, Indo-
nesia, India, Iran and in particular China) and the re-emergence of a multipolar world
respecting civilizational variety. These shifts have important inter-related cultural, po-
litical and military dimensions: the recent militarization of US foreign policy, erosion
of US soft power and diplomatic authority and restoration of Russian military capabil-
ity all play important roles. The aim of this article is however to identify domestic and
external macro-economic mechanisms underlying these power shifts drawing on the
Trotsky’s concept of uneven and combined development.

More specifically the argument is that the erosion of US dominance resides in an
ineffective and ultimately counter-productive response to the 1970s’ economic crisis.
Not only did this neo-liberal response fail to restore US economic growth but paradox-
ically it created conditions favoring the emergence of those contender states whose ca-
pacity to exploit latecomer advantage drove rapid economic growth and whose growth
eroded the ability of the US to appropriate value from the rest of the world. At the same
time it is argued that differential capacities of adaptation and adjustment arise from
differences in social models and governance capacity. In this article attention is paid
to three social models: the post-war western Golden Age, the post-1970s’ neo-liberal
Anglo-American model and the evolving Chinese social model.

These power shifts are an increasing focus of attention. In The Rise and Fall of the
Great Powers Kennedy anticipated relative US decline due to uneven rates of growth
and technological and organizational innovation [28]. More recently structural US de-
cline and the rise of China was examined through the lens of world history. Amongst
the most striking is Arrighi’s Adam Smith in Beijing [5]. In this volume Arrighi draws
inspiration from Frank’s attempt in ReOrient [15] to overcome Eurocentrism through
an examination of world history from 1400 to 1800, draws on Adam Smith, Karl Marx,
Joseph Schumpeter, Fernand Braudel and Hannah Arendt, engages in debates with
Harvey [22], Brenner [7] and others and relies on a world systems approach. Arrighi
argues that the US and its associated capitalist model of development has undergone
a transition from a signal to a terminal crisis of hegemony in the face of the rise of an
alternative model of development that he calls, after Adam Smith, market society and
suggests that this shift prefigures the arrival of a Commonwealth of civilizations. This
optimistic scenario is one for which one must hope, while the idea that China is non-
capitalist market society is one that contains significant elements of truth although it
seriously underplays the results of the interaction of China with global capitalism.

Also from a world systems perspective Grinin and Korotayev [17] see the rise of
the West and the current phase of convergence as one in a sequence of phases of con-
vergence and divergence associated with innovation and inventiveness driven geogra-
phies of relative dynamism and stagnation. The main significance of this volume is the
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account of the spread of technologies and the suggestion that the relative dynamism
of Europe dates from the late fifteenth century and involved inter-regional interaction.
The switch from divergence to convergence is said to coincide with the information
technology revolution although latecomer catch-up started earlier. Although technol-
ogy is a driver of change, this important evidence identifies something that has itself
to be explained.

In this article the aim is to suggest an alternative approach that draws on theories
of regulation [2; 11], the concept of varieties of capitalism and, especially, the concept
of uneven and combined development (U&CD). The significance of U&CD is that,
in a world in which a multiplicity of unequally developed states coexist, it combines
internal (domestic or unit-level) and external (international, system-level or inter-so-
cietal) phenomena and drivers to provide an explanation of the actions and outcomes
arising from these structures [45; 46; 51; 52]. Theories of regulation while examining
cycles of economic growth and their punctuation by economic crises differs from for
example the study of Kondratieft cycles [6; 18; 33] in that it involves analysis of the
joint transformation of economic structures and institutional arrangements [3] and
the political and economic drivers of capital accumulation. As Zhu [54] emphasizes,
one of the important features of the current power shift is the end of the third wave of
democracy [25] and the evident crisis of western multi-party representative politics.
In this respect the study of varieties of capitalism [14; 19] moves in the direction of an
analytical interpretation of societal variety and institutional performance.

As already indicated, the last one hundred years a series of dramatic restructur-
ings involving uneven and combined processes of industrialization and urbanization
and changes in political and military power saw a number of European countries and
areas settled by Europeans first pull away from the rest of the world and then slowly
lose their positions of dominance as other countries started to catch-up but at different
speeds. One hundred years ago the US emerged from the First World War unscathed
and in a particularly strong international position. In Russia the Bolshevik Revolution
saw the establishment of socialism and the Soviet Union. The 1919 Treaty of Versailles
agreed by the victorious powers imposed damaging reparations on Germany. As its
hegemonic role declined, Great Britain sought to return to the status quo ex ante by
tying the international exchange value of sterling to gold at the 1914 rate. This decision
damaged British economic competitiveness [29]. The aim however was to stabilize
conditions for international trade and investment, which had increased dramatical-
ly in the phase of industrialization, imperial rivalry and globalization up to the First
World War (Figure 1), and preserve the role of sterling and Britain’s imperial reach. In
1931 massive outflows of gold put downward pressure on Britain's exchange rate and
forced the abandonment of the gold parity as the first of three major economic crises,
which have punctuated the last 100 years of capitalist development, unfolded.

The crisis of economic liberalism that erupted in 1929 saw core country output
and employment collapse, reinforcing protectionism and downturns in internation-
al trade and capital mobility. Three main ways forward emerged: a socialist planned
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economy model of rapid catch-up industrialization in the Soviet Union; the mobiliza-
tion of national cultural communities to regulate yet preserve private economic power
in countries that turned to corporatism and Fascism; and social democracy with the
rise of Keynesianism and New Deal politics in North America and Western Europe.
The struggles between these three pathways and between new and old rising powers
was settled with the defeat of Fascism and of Germany and Japan in the Second World
War and the division of the world into a Socialist bloc centered on the Soviet Union
and China, and a more economically advanced western bloc in which the US emerged
as the new hegemonic power.

Floating
500 — exchange rates
v — 1971-date
'§ 400 — 2007 I
; — Bretton Woods 2008
= Gold Standard 1945-1971
7 300 — 1821-1914,1925-1931
o |
g 1914 2000
—= 200 — 1900
=
5
o 100 — 1860
D
= i 1918 1945
2 0 T T | |
7 | |
1840 1880 1920 1960 2000 2040

Fig. 1. Globalization ebbs and flows'

At the end of the Second World War, the US accounted for nearly two-thirds of
world industrial output [23, p. 258], and had the world’s most productive industrial
capacity and largest financial reserves, allowing it to set the agenda and determine
the outcome of the July 1944 Bretton Woods Conference that established a new in-
ternational financial and trade system. Although the US aim was a global open door
policy granting US economic interests access to markets and resources on their terms
throughout the world, a complex system of co-operation and rivalry nonetheless saw
other countries draw on their relative strengths to map out roles in a US dominated
western order. Great Britain for example continued to play a role as a major global
financial centre despite the undermining of its system of imperial preference, the de-
cline in the role of sterling and relative economic decline. At the same time domestic
reform profoundly shaped by the challenge of Communism saw the establishment of
mixed economies. Characterized by the establishment of the primacy of industrial over
financial capital, a combination of mass production and mass consumption (Taylorism

' Based on Obstfeld and Taylor [42] as well as data from Bank for International Settlements // Bank for International
Settlements. 2017. Locational banking. Bank for International Settlements. URL: http://www.bis.org/statistics/bankstats.
htm?m=6%7C31%7C69 (gata obpatieHus: 01.10.2017).
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and Fordism), significant public ownership, welfare states and Keynesian economic
management, this ‘great transformation’ [43] opened the way to a thirty-year Golden
Age of relatively rapid economic growth, full employment and declining inequality.
At the same time the US came to occupy the centre of an open international system
in which international trade and investment slowly increased (Figure 1) and in which
the war-torn economies of Western Europe and Japan embarked on rapid catch-up
industrialization. Although catch-up industrialization subsequently spread to the four
Asian Tigers, in the 1970s this era came to an end, opening the way to the progressively
slower growth of advanced capitalist economies.

Without the external assistance provided by the US to Western Europe and East
Asia, the recovery of the devastated economies of socialist Eastern Europe was also
remarkably rapid, while China initially with Soviet support started to lift itself from
its position as the poorest economy in the world in 1949. As the growth of planned
economies slowed, in 1989-91 the societies of Central and Eastern Europe and the
Former Soviet Union embarked on a series of transitions involving the replacement
of the political rule by their Communist parties by representative democracies and
their command economies by capitalist (and not simply market) economic systems.
Associated with these domestic transitions was an integration of the former Commu-
nist world into a new international economic and political order characterized by the
increasing influence of a number of global institutions, closely dependent on the USA,
and a subdivision of the developed world into a small number of powerful, comple-
mentary yet competing economic blocs in North America, Europe and East Asia.

China however adopted a different path also involving the joint transformation of
economic structures and public institutions. In 1978 the Third Plenary Session of the
Eleventh Central Committee of the Communist Party of China (CPC) confirmed the
decision to embark on reform and opening up (gdigé kaifang), reforming the planned
economy and constructing a socialist market economy with Chinese characteristics.
The aim was to make China a unified and modern economic power capable of catch-
ing up with and overtaking the western world, and of raising the living standards of
the population, while preserving the integrity of the country and leading role of the
CPC. Coinciding with years of economic crisis in the western world that saw global-
ization accelerate as industries were offshored to restore profitability by exploiting the
cheap labor of emerging countries, China grew at an average of close to 10 per cent per
year for nearly thirty years, emerging as the second largest economy in the world, the
manufacturing workshop of the world and eventually a major capital exporter.

China’s ascent was remarkably anticipated by Hobson [24] in his study of imperi-
alism in which he wrote: “In our dealings with backward races capable of instruction
in Western industrial methods there are three stages. First comes ordinary commerce
... Next, after Great Britain, or some other Western Power has acquired territory or
invested capital in the foreign country with the aim of developing the resources, she
enjoys a period of large export trade ... not necessarily balanced by the import trade
since it really covers the process of investment. ... But a third stage remains, one
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which in China at any rate may be reached at no distant period, when capital and orga-
nizing energy may be developed within the country ... Thus fully equipped for future
internal development in all the necessary productive powers, such a nation may turn
upon her civiliser, untrammeled by need of further industrial aid, undersell him in his
own market, take away his other foreign markets and secure for herself what further
developing work remains to be done in other undeveloped parts of the earth”

Major subsequent geoeconomic and geopolitical trends indicate that Hobson’s
prediction showed remarkable foresight. However these trends also reflect the insights
of other writers of that epoch including Trotsky’s concept of U&CD. This concept will
be discussed briefly in the next section [13], after which attention will be paid to the
relative decline of the US and the rise of China. The final section will conclude.

Uneven and combined development

As just mentioned, the relative decline of western powers, the rise of emerging
powers and the consequent re-emergence of a polycentric world can be understood in
the light of Trotsky’s theory of U&CD, while the possibility of China actually overtak-
ing western countries was remarkably anticipated by Hobson [24].

The concept/law of U&CD was introduced by Trotsky [51; 52] to explain the ‘pe-
culiarities’ of the economic, political and cultural development of Russia before the
1917 Bolshevik revolution. For Trotsky economic backwardness was an expression of
the law of unevenness, which he later argued governed the whole history of mankind,
explaining ‘the extreme diversity in the levels attained, and the extraordinary uneven-
ness in the rate of development of the different sections of mankind during the various
epochs’ [51].

Trotsky argued however that there is a related law of combined development. ‘Cap-
italism finds various sections of mankind at different stages of development, each with
its profound internal contradictions. ... In contrast to the economic systems which
preceded it, capitalism inherently and constantly aims at economic expansion ... and
equalizes the economic and cultural levels of the most progressive and the most back-
ward countries. Backward countries were compelled to follow after advanced coun-
tries (‘the whip of external necessity’), but do not ‘take things in the same order. The
privilege of historic backwardness ... compels the adoption of whatever is ready in
advance of any specified date, skipping a whole series of intermediate stages. The out-
come of this dialectic of compulsion and privilege was ‘the drawing together of differ-
ent stages of the journey, a combination of the separate steps, an amalgam of archaic
with contemporary forms’ [51].

The most striking recent recovery of the concept of U&CD has occurred in the
field of international relations where it serves to draw attention to the causal role of
state actions and inter-state relations and counters the exaggerations of 1990s theories
of globalization which suggested that increasing interconnectedness was leading to the
replacement of the sovereign state system by a multi-layered, multilateral system of
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'global governance'. In the words of Rosenberg: ‘all societies coexist with and interact
with others, and ... this [interaction] super-adds a lateral field of causality over and
above the ‘domestic’ determinations arising from each and every one of the participant
societies [9, p. 88]: the development of individual societies not in their internal struc-
tures and agents alone but also in their interconnectedness with other societies.

For Trotsky, combined ‘grows out of the first [uneven development] and completes
it’ [10, p. 295]. In a world of unequally developed polities interactive relations with
other developmentally differentiated societies are sources of constraint and creativ-
ity. Countries that are less developed are enmeshed in asymmetric webs of economic,
political and military dependence that can impede/enhance their growth and develop-
ment. At the same time depending on economic and cultural capacities of adaptation
and assimilation, state domestic and international governance capacity, underlying so-
cial relationships/capabilities [1; 52] contender countries can also draw on the advan-
tage of backwardness to appropriate what is relatively advanced (through investment,
learning and acquisition), avoid steps on the path (through stage skipping investment),
create combinations with a higher preponderance of modern elements and generate
these effects quickly and strongly.

Material and non-material aspects of modernity derived from more advanced so-
cieties are grafted on and combined, in the absence of the social relations from which
they emerged, with internal social relations to produce and reproduce in ever-chang-
ing forms ‘amalgamated socio-political institutions, socio-economic systems, ideolo-
gies and material practices’ [4, p. 45] which in turn react upon more developed soci-
eties [38]. The encounter of capitalism with pre-existing and non-capitalist forms of
work and life gives rise a unique, heterogeneous and constantly reconfigured mix-
ture of ‘native’ and foreign, ‘advanced’ and ‘backward, ‘new’ and ‘old; ‘modern’ and
‘traditional’ economic, political and cultural forms. As José¢ Carlos Mariategui indi-
cated, the result is the rendition of contemporaneous non-contemporaneity or syn-
chronous non-synchronicity ‘into a palimpsest-like paradigm’ of social change [21,
p. 4]. These combinations make development outcomes interactive, multiple and
contingent.

The decline of US hegemony

The theory of U&CD combines the analysis of the rise and decline of nations and
the rise and decline of institutions [53] requiring an identification of the institutionally
contingent economic mechanisms and the political structures and interactions that
increase and reduce unevenness. Trotsky explicitly identified the culturally contingent
role of latecomer advantage in eroding the lead of economically and politically ad-
vanced societies. The mirror image of the privilege of backwardness is the handicap of
a head start. A head start is a source of economic and political advantages yet can also
give rise to rigidities that impede progress if, for example, accumulation slows and the
scrapping of old and investment in new assets are restricted.
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Fig. 2. US real GDP growth, 1929-2016°

All advanced economies have seen growth rates progressively decline and fall be-
hind those of some emerging powers. In the case of the US, the peak values of 20-year
moving average annual rates of Gross Domestic Product (GDP) growth declined from
6.4% in 1943 to 4.4% in 1958, 4.1% in 1968, 3.5% in 1992 and 2.6% in 2001. This slow-
down is a result in part of declining productivity growth (except for a short surge in
the second half of the 1990s) dating in the US case from 1970, although this problem
plagues all G7 countries including latecomers such as Japan. Notwithstanding the de-
velopment of artificial intelligence, robotics and genetic engineering, this slowdown is
expected to continue. Gordon [16] for example argues that the economy-wide trans-
formative impact of recent innovations is smaller than those of the late nineteenth
and first three quarters of the twentieth century. The impact of digital technologies
was much smaller, while the impact of current-day new technologies (genomics and
genetic engineering, nanotechnologies, robotics and artificial intelligence) is restricted
by four ‘headwinds’ (demography, education, inequality and debt) meaning that the
US faces lower growth for the next 25 to 40 years. Compared, moreover, with countries
which are not yet at the current technological frontier, and which can therefore adopt

2 Based on data of Bureau of Economic Analysis // Bureau of Economic Analysis, U. D. 0. C. 2017. US economic accounts.
URL: https://bea.gov/ (accessed: 01.10.2017).
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existing technologies and skip steps along the path, the scope for growth in the US and
other developed countries is much more limited.

What drives growth however is not so much innovation as capital accumulation
and the replication of investments that lead to their diffusion. These waves of capital
accumulation start with the emergence and initial diffusion of technologies and prod-
ucts and proceed, sometimes through crises of adaptation, to their maturity. Capital
accumulation and the renewal of the capital stock depend however on investment and
savings, which have declined as a share of GDP, and in a capitalist society on profit-
ability, which has also declined.
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Fig. 3. US corporate profitability and investment, 1929-2016

As Figure 3 shows rates of profit in the US were high in the immediate postwar
years. In the 1950s the consequence was high rates of investment in new technologies
including electric-powered machine tools, assembly-line production, aviation, white
goods, air-conditioning, inter-state highways, petro-chemicals, supermarkets and tele-
vision sets employing an abundant supply of labour and using cheap raw materials in a
context of Keynesian macro-economic management and industrial policy. These high
rates of investment and capital accumulation drove rapid economic growth and a radi-
cal transformation of ways of life’.

This Golden Age did not last, as US financial and non-financial corporations
eventually faced a declining rate of profit from the mid-1960s (Figure 3), entering a
classic period of crisis from which it has essentially not recovered. In the 1980s declin-
ing profitability and growth were temporarily reversed as a result of an increase in the
efficiency of capital, a change in corporate management and an increase in the share
of financial sector, spurred by Anglo-American financial liberalization and deregula-
tion. With the emergence in the 1980s of private equity in the shape of leveraged buy-
outs, and with an increase in the equity holdings in listed companies in the hands of

3 This rate of profit is computed at historical cost [32]. The property income rate includes taxes and interest payments.
The detailed trajectory of a rate of profit computed at current cost differs but the overall trend is downwards.
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financial investors and wealthy individuals along with increased cross-shareholdings
of non-financial companies, equity market value and shareholder value (instead of
stakeholder value) emerged as the main measure of firm performance ‘decoupling fi-
nancial yield and the economic return on capital, decoupling median wage growth and
productivity gains, and decoupling after-tax and primary income’ [3]. As productive
investment in developed countries remained unattractive, the share of the financial
sector in US profits increased sharply (Figure 4)*, as did the gap between the market
value for the ownership securities of US enterprises and the market value of the capital
assets employed’. Once the decline in profitability set in again, exacerbated by high
levels of outstanding debt, investment declined, and growth came to depend on the
expansion of credit to support consumer demand and property and financial specu-
lation. As Aglietta argued ‘the financial crisis has invalidated this particular logic of
capitalism’ In the absence of a destruction of capital values and deleveraging, it has,
however, not led to a renewal of productive investment.

For Keynes, Kalecki and Minsky investment is a part of aggregate demand and
investment drives profits rather than vice versa: investment increases output and pro-
ducer and consumer income, while increased income enables the increase in output
to be sold at prices that provide a markup on costs affording a return on the capital
advanced [27; 31; 40]. According to Keynes [31] what mattered was that marginal
efficiency of capital exceed the rate of interest: if the expected profitability associated
with the purchase of additional capital exceeds the rate of interest, investment will go
ahead. Keynes [30; 31] also argued that capital would eventually cease to be scarce and
that interest rates would fall close to zero, leading to a situation in which investment
and growth would depend solely on the marginal efficiency of capital. According to
Minsky [40] the expected profits of indebted investors must also suffice to validate/
recover the payment commitments arising from earlier investments.

For Kalecki [27, p. 78-79] in the case of the simplest of models it is capitalist’s ag-
gregate ‘investment and consumption decisions which determine profits, and not vice-
versa. Causality runs from investment and capitalist consumption to profit. The more
capitalists spend as a class, the more profit they will make. According to Minsky [40,
p. 184] causality ‘runs from investment and government spending to taxes and profits.
On this view in recessions investment depends on profitability, but, as profits depend
themselves on previous investment, it is investment that ultimately drives economic
development.

* In the productive sector profits derive from advancing one’s own and borrowed capital to provide goods and services.
As the difficulty of making profits from productive activities increased, the attractiveness of making money via finance
rose, especially in countries with major financial sectors. In the banking sector profitability derives from the volume of
financial transactions and from the ability to create new revenue-earning financial assets through the creation of credit:
aslong as loans yield higher rates of interest than deposit liabilities or borrowing, expanding assets increases netincome,
provided that at the end of the day sufficient new income is created to enable repayment of loans. This problem of debt
repayment plagues the global system today.

® Inthese circumstances changes in corporate profits depend on changes in the value of fictitious capital (which depends
on stock and bond market prices and interest rates). These valuations were often radically different from those deriving
from the real earning on advanced capital.
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Fig. 4. Structure of US corporate profits, 1929-2016

In this light some Keynesian economists have identifies a problem of secular
stagnation [20; 34; 49]. The core claim is that recent interest rates are too high, and
that capitalist economies can grow more rapidly only if investment and consumption
increase as a result of further reductions in real interest rates through inflation and
speculation. At present however nominal interest rates are near zero and subject to a
permanent zero lower bound, making secular stagnation unavoidable. A multiplicity
of other explanations of insufficient effective demand have been put forward including
a decline in the share of wages in national income, greater inequality, and monopolistic
mark ups on costs. Many of these arguments are less pessimistic than the secular stag-
nation thesis in the sense that they identify reforms that might raise investment.

And yet a clear implication of all of these arguments is also however that the mar-
ginal efficiency of productive investment is low and that there is therefore a dearth
of profitable productive investment opportunities. In the US case moreover it is far
from clear that investment drives profitability rather than vice-versa. In the US profits
peaked several quarters before the recessions in 1974-75, 1980-82, 1990-92, 2001,
and 2008-09, while investment peaked later, almost immediately before the reces-
sion. After the start of the recession, profits recovered before investment. This evi-
dence suggests that it is low rates of return on productive investment that are driving
stagnation [50]°.

From the 1970s there was also a massive offshoring of jobs from developed to
emerging countries. As will be seen, the capacity of some emerging economies to take
advantage of this global shift played an important role in relocating the world’s cen-
¢ Marx argued that the value of the means of production relative to the value of wages (for the system as a whole) has
a propensity to increase over time tending to reduce the rate of profit. This decline can be offset by increases in the rate

of surplus value or a reduction in capital costs possibly through a destruction of capital as occurred in the Second World
War.
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tre of economic gravity. At the same time relocation helped counter the decline in
profitability of US corporations. First, US corporations replaced expensive domestic
with cheaper foreign labor. Second, trade with emerging countries provided low cost
finished and semi-finished goods, reducing domestic investment and affording large
profits through their sale in rich country markets. Although domestic operations real-
ized these profits, the source was cheap imports. Cheap imports also reduced the cost
of living in the US and other industrialized countries, contributing to the decline in
the cyclical volatility of GDP referred to as the Great Moderation (Figure 2). Third, the
accumulation of foreign reserves and purchase of US securities by US trade partners
to insure themselves against financial crises reduced nominal and inflation-adjusted
interest rates and reduced yields. The consequence was an increase in the price of se-
curities, increased financial sector activity and profits and a sharp increase in credit
fueled demand. Simply speaking, after the financial crisis corporate profitability was
supported by the decision of the US government and the Federal Reserve to rescue the
private sector, and subsequently to purchase billions of dollars of US Treasury securi-
ties and private mortgage backed securities.

As the Stolper-Samuelson theorem shows however under competitive conditions,
as long as imported good(s) continue to be produced domestically, at least one factor
of production is rendered worse-off by trade liberalization [48]. In the US and Europe
the losers from the offshoring of jobs were members of the manual working class.
Increased trade led to job displacement and income losses as a result of competition
with workers living in countries with different social norms and regulatory systems
(reflecting the unevenness of development). At the same time immigration intensified
domestic job market competition, eventually contributing to deep social and political
cleavages in economically advanced countries.

In a sense therefore globalization offset the stagnation of advanced country growth
at the expense of significantly reduced social cohesion, while contributing to the emer-
gence of new rising powers. More important in many respects were however the ways
in which a small number of countries were able to mitigate the difficulties they faced
through their capacity to appropriate wealth created in the rest of the world. These
countries usually had extensive past and present trade and investment activities and
came to dominate global finance and commerce. Until the recent emergence of China,
the main centers were the US and the UK with smaller centers in Japan, France and
Germany, regional centers in Hong Kong and Singapore and fund management centers
in Switzerland and Luxembourg and a host of offshore tax havens. As concentrations
of the activities of unevenly developed financial markets, these centers not only gener-
ate significant revenues and capital gains but are also sources of power and control for
the corporations, individuals and governments with privileged access to them.

The evolution of the shares of outstanding cross-border claims and liabilities of
banks located in different countries. Claims are bank loans to other countries, while
liabilities are deposits from other countries. Together these claims and liabilities are
correlated with the economic power and influence and transactional revenues of these

18 MGIMO REVIEW OF INTERNATIONAL RELATIONS 52017



Maiikn Aandopa, Jio BavipyH NCCNEOOBATENIbCKUE CTATbA

countries from trading in foreign exchange, securities and derivatives. At the end of
1977 the US accounted for 12.6%, while the UK, which had developed as a centre for
the Euromarkets and an intermediary meeting the financial needs of a growing inter-
nationalization of capital, accounted for 26.1%. At the start of 2017 the corresponding
figures were 11.7% and 17.0%. Figure 5B records the same data by country of owner-
ship of the banks rather than their geographical location. At the end of 1983 the US
accounted for 25.3%. At the start of 2017 this figure had dropped to 12.4%.
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Fig. 5. US balance of payments, 1929-2016

The US role in the international system derived from its role in setting the ground
rules for the world monetary system established after the Bretton Woods agreements.
The initially anticipated dollar shortage turned however into a glut. As the US used the
dollar to pay for imports which started to exceed exports (Figure 5) and to finance net
outward investment, overseas dollar holdings came to exceed US gold reserves at the
official price of $35 troy ounce. To deal with this problem, which derived in part from
the cost of the Vietnam War and US social programmes and in part from a decline in
US competitiveness, in 1971 the US severed the link with gold and ended the Bretton
Woods fixed exchange rate regime.

At that stage however the US dollar remained central, as it accounted for 84.5% of
foreign currency reserves, as most trade was denominated in dollars and as the US had
the largest capital markets [41]. To preserve its dominance, in 1974, the US persuaded
Saudi Arabia and subsequently other Middle Eastern OPEC states to denominate the
price of oil in dollars and to use part of the trade surpluses generated by the 1973-74
and 1979-80 oil price hikes to purchase US Treasury securities. OPEC dollar surpluses
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were also deposited in banks in the US and UK in particular, and were in some cases
recycled as loans to developing countries, laying the ground for the debt crises of the
1980s. These crises in turn weakened the political position of the Global South and
the saw the morphing of the International Monetary Fund (IMF) into an instrument
for crisis management and opening up enfeebled emerging economies. Other coun-
tries were forced to compete for and hold dollar stocks to service dollar-denominated
payments and accumulate dollar reserves to sustain the exchange value of their own
currencies and protect themselves against speculative attacks. As these stocks were not
converted into other currencies, and as OPEC and other surplus countries purchased
US securities, pressures on the US exchange rate were removed, enabling the US to
embark on a national and global strategy of capital account liberalization and opening
a new era of global financial markets (Figure 1).

The domination of global currency deals by the dollar generates a series of advan-
tages for the US. First the US gains from international seigniorage: insofar as the fiat
dollars used to purchase imports are not used to purchase US goods and services but
instead go into circulation in other countries, the Federal Reserve can simply print
dollars, appropriating wealth from the rest of the world, provided it does not destabi-
lise the international monetary system.

Second the US has managed to finance large external trade deficits (and federal
government deficits) by borrowing in its own currency at an extremely low cost. In
the past surplus countries such as Saudi Arabia, Japan and China have purchased US
Treasury securities and other dollar denominated assets. In 2014 to 2017 nearly two-
thirds of official foreign exchange reserves were held as dollars. These holdings reduce
US yields, compensate for the low savings rate in the US and underpin consumer and
government borrowing. US saving declined as a share of GDP from peaks of 16% in
1942, 12.7 in 1965, 11.0 in 1973, 9.5in 1978, 6.2 in 1999 to 3.3 in 2015.

Third the dollar share of the credit market is the largest in the world. Privileged
access to this market, the avoidance of exchange rate risk and relatively low rates of
interest are important US economic advantages. In particular the interest costs of US
foreign borrowing are far smaller than the rates of return on US foreign investment,
enabling the US to secure a positive net income position despite the fact that foreigners
own more assets in the US than the US does in other countries’.

Fourth, as most trade and finance is denominated in US dollars, just about every
country is subject to US commercial rules. Moreover the US can seriously damage
other countries by cutting them oft from the US banking system through which dollar
transactions must normally pass and by exposing non-US banks to sanctions if they
deal with a country the US wants to isolate.

As finally one of the centers for the world’s major equity markets with access of
world funds and with high equity valuations, the US and its corporations have finally

7 In 2016 US income from investments and trade in foreign equities and bonds amounted to $844.3 billion. US payments
to the rest of the world on its liabilities arising from foreign investments in the US stood at $647.2 leaving a net income of
$197.1 billion (Figure 5).
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considerable resources to deploy to assume control of global economic assets and the
dividend streams they generate.

The stagnation of the US and other western powers is one aspect of U&CD. As this
section has shown however the US and a number of other western countries continued to
occupy a dominant position in the global system tempering economic decline through the
continued appropriation of resources from the rest of the world®. These advantages were
closely related to role of the dollar, control over oil and gas from petro-states and the will-
ingness of countries with large trade surpluses to purchase US securities. These transfers
could however not arrest structural decline. More importantly, this position of dominance
was eroded as latecomers embarked on catch-up development, as their role in the interna-
tional order increased and as US attempts to use its military capacity to maintain its posi-
tion of dominance failed, creating instability and difficult to resolve security issues.

The rise of China

Until the eighteenth century China was not just a great civilization but also a world
leader in science and technology. After 1840 internal drivers of decline were reinforced
by the commercial penetration of foreign colonial powers and Japan’s attempt at con-
quest. In 1949 the new China was the poorest country in the world. From that point in
time however China embarked on catch-up industrialization and urbanization draw-
ing on latecomer advantage to develop industries using some of the latest technologies,
jumping steps and rapidly increasing labor productivity [36]. As already mentioned,
the main source of productivity growth was not however innovation but capital accu-
mulation and the replication of existing technologies. In this case output increases in
proportion to inputs of capital, labour and land. The innovation of new technologies,
products and organizational models does of course raise output per unit of input. The
main driver was nevertheless the accumulation of capital and the mobilization of la-
bour. Indeed, even in the US since 1947 ‘the great preponderance of economic growth
... involved the replication of existing technologies through investment in equipment,
structures, and software and expansion of the labor force’ [26, p. 1].

As a result in 1960 to 2016 China’s share of world GDP at current exchange rates
rose from 4.3% to 14.7%, making it the second largest economy in the world after the
US (22.9%). In 2016 China was the world’s largest exporter, supplying 13.1% of all ex-
ports, accounted for 12.6% of the stock of inward foreign direct investment and 4.5%
of the stock of outward investment®. At the end of June 2017 Chinese foreign exchange
reserves stood at US$ 3.087 trillion stood having reached US$ 3.993 in June 2014".

8 In the aftermath of the financial crisis quantitative easing drove down interest rates and led to significant increases
in dollar debt outside the US including in many emerging economies increasing vulnerability to rising dollar yields and
dollar appreciation and creating a potential stream of revenue for the US.

° United Nations Conference on Trade and Development (UNCTAD). 2017. Statistics. URL: http://unctad.org/en/Pages/
Statistics.aspx (accessed: 01.10.2017).

10 State Administration of Foreign Exchange (China). Forex reserves. URL: http://www.safe.gov.cn/wps/portal/english/
Data (accessed: 01.10.2017).
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The Chinese government has used these reserves to recapitalize its state-owned banks
and finance overseas investment by State-Owned Enterprises and private companies
in Africa, South America and the Pacific. According to IMF forecasts Chinese savings
will reach $7,374.1 billion in 2022 compared with $4,615.2 billion in North America
and $4,345.9 billion in the EU. The assets of China’s development banks outstrip those
of the World Bank (Figure 6).

This remarkable transformation involved the joint transformation of eco-
nomic structures and public institutions, designed to move the country forward
economically, while dealing with the contradictions generated by earlier phases of
development [12]. Up to 1978 these socio-economic transformations were driven by
the establishment of a unified socialist state. In 1978 the Third Plenary Session of the
Eleventh Central Committee of the Communist Party of China (CPC) confirmed the
decision to embark on reform and opening up with a view to the preservation of the
integrity of the country and the leading role of the CPC and the establishment of a
socialist market economy with Chinese characteristics.

Silk Road Fund (SRF)
New Development Bank (NDB)
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[ Initial capital
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Fig. 6. Development finance: total assets and initial capital of international and
Chinese development banks, 2016

Agricultural reform, the establishment of Township and Village Enterprises, the
rationalization and/or sale of loss-making SOEs and the attraction of foreign invest-
ment into special zones to serve markets separate from those served by potentially
vulnerable domestic producers saw a massive transfer of labour from agriculture to
industry and services and from the countryside to the city. In 1978 82% of the popula-
tion was rural and 71% were farmers accounting for just 28% of national output. By
2015 these figures stood at 47%, 34% and 10%. At the time of the 2010 Census 260 mil-
lion mainly young rural people worked as floating workers in China’ cities [13].

These transformations derived from exceptionally high rates of saving, investment
and capital accumulation in urban and rural infrastructure, plant and equipment. In
China since 1978 the share of investment in GDP increased. The lowest share was
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32% in 1982 and 1983 and the highest was 48% in 2011. An exceptional high volume
of investment in urban and rural infrastructure, plant and equipment was a charac-
teristic of East Asian development and was a major driver of China’s growth. China is
characterized by state ownership of most of the banking system and the development
of a very strong SOE sector. The existence of significant state assets generates revenue
streams that provide the government with resources to fund economic and social in-
frastructure and services and reduce reliance on taxation and interest-incurring public
debt, provided these assets are used efficiently [39]. In China public investment was
and is a major driver of growth and productivity.

In the next 15 years the size of the urban population will increase by some 300 mil-
lion people driving domestic growth through massive investments in new infrastruc-
ture, housing and commercial and industrial property, significant increases in urban
employment and urban services, increased social protection and reduced cautionary
savings [37].

Although the current degree of inequality is unacceptable and poverty remains
a serious problem especially in remote mountain areas, China’s growth has raised all
boats but at different speeds. Almost all urban Chinese and the top two rural deciles
were among the groups with the greatest increases in real income in the world in 1988
to 2008, although relative and especially absolute increases were greater for higher
income groups (Figure 7). In China the average real income in poor rural counties
also increased. Conversely people at the lower end of the income distribution in rich
countries lost ground contributing to the decline in social cohesion noted earlier.
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Fig. 7. Global growth incidence curves: relative increase in real income by per-
centile of the world income distribution, 1988-2008 [35; 47].

China managed to get close to the technology frontier often in clusters of in-
dustries in geographically fragmented value chains [8]. Catch-up depends critically,
however, on governance, policy and economic and cultural capacities of adaptation
and assimilation. Countries/regions that have established early domestic indus-
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trial nodes find growing from their initial positions extremely difficult. As concepts
of U&CD suggest, transnational corporations are very resistant to domestic con-
tent and technology transfer requirements and use their influence with interna-
tional organizations and their domestic governments to unravel policy restrictions.
A strong state, an attractive investment environment and an increasingly coveted
domestic market provided China with the means to negotiate more equitable terms
and conditions.

China’s success owes no small amount to these circumstances and the capacity of
the Chinese government to adopt an effective export-oriented growth model. The gov-
ernment delivered collective services, infrastructure and stability. China established
control over its capital account enabling the Central Bank to accumulate reserves and
the government to create a Sovereign Wealth Fund. The accumulation of reserves put
downward pressure on China’s exchange rate, reinforcing export competitiveness and
enabled China to provide credit to developed countries importing its exports. China
mobilized domestic savings alongside foreign direct investment (FDI) to finance in-
vestment. As China’s development of an industrial policy combining effective protec-
tion with export promotion and some technology transfer showed, an ability to take
advantage of globalization depends on state capacity, which was actually reduced in
countries that adopted neo-liberal reform agendas in line with the open door interests
of foreign capital. As concepts of U&CD imply, the exploitation of latecomer advan-
tage depends critically on the grounding of economic models in supportive and ca-
pable institutional configurations.

The rise of China poses major challenges to US domination of world economy, of
finance and of the World Bank and the IME A new balance of economic forces can
change world trends. In 2009-16 China accounted for 69.7 to 92.9% of the US current
account deficit. China provides an alternative source of funds for countries not favored
by the World Bank and the IME In 2014 Brazil, Russia, China and India, South Africa
established the New Development Bank. Mainly funded by China and headquartered
in Shanghai, it will finance trade and investment contracts outside the Anglo-Ameri-
can system that do not use dollars. The same year saw the establishment of the Asian
Infrastructure Investment Bank which the US failed to prevent its allies from joining.
China’s authorities have secured the inclusion of the Renminbi in the IMF’s Special
Drawing Rights, making the renminbi global and a world reserve currency. At the
same time international transactions priced in the Renminbi have increased. Although
China is far from able to offer the global system an alternative to the dollar, it along
with other emerging powers have challenged and started to erode the privileged and
dominant position of the US.

In the last one hundred years there were a series of important turning points in
global development of which the present is merely the latest. Amongst these recent
changes is the end of the US and NATO dominated unipolar world system established
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after the collapse of the Soviet Union and Communism in Eastern Europe. This change
is a result of the relative decline of developed countries on the one hand and the rise
of emerging powers on the other. These two trends are a result of internal drivers of
change and of international interactions which both work to amplify and reduce dis-
parities in economic development and power, and are associated with movements in
the direction of a multi-polar multi-civilizational world system.

These recent trends in global development derive in part from a crisis of profitabil-
ity and a wave of globalization that dates from the middle of the 1970s and the inability
of neo-liberal economic strategies to restore western growth, although the develop-
ment of global finance enabled some developed countries to mitigate the economic
effects through the appropriation of income from the rest of the world. These gains
however predominantly favored the rich and powerful. This neo-liberal strategy was
closely associated with the drive in a unipolar world to extend western values, western
political systems and open door measures to all parts of the globe with colour revolu-
tions and in some cases war. These steps undermined the principles of sovereignty and
balance of power that had underpinned the post-World War Two international order
on the one hand and failed to deliver promises of generalized prosperity on the other
generating increased global instability.

The rise in income in some developing countries reflects the way in which first
Japan, the four Asian Tigers, and other developing countries including in particular
China, India and a number of other Asian economies successively managed to exploit
the advantage of backwardness, finally spurring demand for mineral exports from Af-
rica and elsewhere.

The countries that grew were all countries that did not pursue the neo-liberal
agenda of the World Bank and the IMF. Washington Consensus countries in Latin
America, Africa and some transition economies were increasingly subjected to capi-
talist market logic. Transnational capital was granted increasing global economic and
political power, and decision making was increasingly permeated by multinational
companies, transnational media organizations, investment banks, hedge funds, credit
rating agencies, accountancy firms, management consultancies and international or-
ganizations controlled by western powers and promoting western values.

Economic and financial globalization which, as already mentioned, was a re-
sponse to a largely unresolved crisis of domestic profitability in the 1970s and did not
arrest a secular slowdown in western economic growth, ended with an economic crisis
that opened with the western financial crisis and was followed by subsequent crises
of government debt and a Euro-zone crisis from which the countries involved have
not yet recovered. Added to them recently were political crises reflecting deep social
and political divisions in developed countries, a lack of secure and evenly distributed
living standards and the deficiencies of the western political order and political estab-
lishment.

The stagnation of high income countries has depressed international trade and
investment. The weakness of demand contributed to slower growth of many emerging
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economies. Chinese growth on which world growth increasingly depended has also
slowed in a world in which low growth and high levels of inequality dominate political
agendas.

A response in some quarters is a move in the direction of de-globalization. Glo-
balization involved not just increased economic interdependence but also increased
ecological, political and social interdependence. Today many people and many things
from diseases to dollars to news and greenhouse gases can reach almost anywhere in
the world. As a result what happens in one place affects others, what one person does
affects others requiring an operating system in which obligations to others are exam-
ined and negotiated. These interdependencies are not easily unraveled if at all. And
yet moves are foot to reduce some of the vulnerabilities to which increased neo-liberal
globalization led.

At a time however when the neo-liberal globalist agenda is under attack, other
countries such as China along with other emerging powers are attempting to map out
a new model of inclusive globalization that is capable of serving the needs of everyone,
that benefits all countries and people, addresses inequality and poverty and manages
global risks. China has suggested a morality/justice-interest (Yi and Li - Xand #!)
concept of international relations, and has established a number of new financial in-
struments (Figure 7). India’s 2014 Project Mausam aims to re-establish maritime com-
munications between countries of the Indian Ocean world, while a North-South In-
ternational Transport Corridor from India via Iran, Azerbaijan, Russia and Europe is
under development. Aimed at Eurasian integration China’s Belt and Road Initiative is
driving infrastructure (roads, railways, ports, airports, telecommunications networks,
pipelines, development zones and cities) and economic development diversifying trade
routes and reducing Chinese dependence on the Straits of Malacca. The US$ 46 bil-
lion China-Pakistan Economic Corridor (CPEC) connects relatively underdeveloped
southern Xin Jiang and neighbouring landlocked countries in Central Asia along the
Karakoram Highway through northern Gilgit-Baltistan to the megaport of Gwadar in
the Arabian Sea on the Indian Ocean rimland. Other corridors will connect western
China with Myanmar, Bangladesh, Sri Lanka, the Maldives and West Africa, while
others will connect it westwards across Central Asia and Russia to the west of Eurasia
and Africa. Should current trends in relative growth continue, and should these proj-
ects succeed, in 2050 the economic centre of gravity of the world will have moved from
the mid-Atlantic in 1980 to somewhere between India and China [44] and along with
it the map of economic development and interactivity.
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Maiikn Aandopa, Jio BavipyH NCCNEOOBATENIbCKUE CTATbA

CTOJIETUE CMEITAHHOTI'O
HEPABHOMEPHOI'O PA3BUTVA:
APO3VA T'’ETEMOHIN CIIA

N BO3BbIIIIEHUNE KUTAA

Maiikn JaHdopg, JTio BangyH
DOI 10.24833/2071-8160-2017-5-56-7-32

NHCTUTYT reorpaduruecknx nccnefoBaHuin U syyeHns NnpupoaHbIX pecypcos Kntanckon akagemmnm
HayK

KoHuenuma cmellaHHOro HepaBHOMEPHOTO Pa3BUTWA, B PaMKax KOTOPOW B3aMMOCBA3N U
B3aVMOZEeNCTBUA pa3HbIX 06LecTB GOPMUPYIOTCA U COYETAIOTCA CO CBOUMY BHYTPEHHUMN
CTPYKTYpamui, UCMONb3yeTca ANsA U3yYeHUs ABUKYLLUX CUN TeKyLen CTagum rnobanbHoro
pa3sutA 3a 100 net ¢ 1917 r. 3TO MOHATME O6bIIO MPUAYMAHO JNEBbIM TEOPETUKOM
N ogHuUm un3 nupepoB BKI(6) JibBom Tpoukum C Lenblo OOBACHEHWA OCOOGEHHOCTU
pa3BuTnA nmnepckon Poccun. B HacToALee BpemMa OHO NPUMEHAETCA ANA PacCMOTPeHMUA
pasnunuHbIX CJlyyaeB MOJUTUYECKOrO U SKOHOMMUYECKOTO pPa3BUTUA Ha r106aibHOM
ypoBHe. KoHuenuna cMewaHHOro HepaBHOMEPHOrO Pa3BUTMA MO3BONAET YUMTbIBATb Kak
BHYTPUIOCYAapCTBEHHbIe, TaK W BHerocyaapcTBeHHble GakTopbl, BK/OYaA SBOJIIOLMIO
NONMNTUYECKUX PEXNMOB, AUHAMUNKY MEXOYHaPOAHOWN TOProBn.

B cTatbe 60sbLIoe BHUMaHME yaenseTca ABMKYLUM dakTopam MUPHOrO SKOHOMMUYECKOTO
cnapa B CLUA 1 3anagHOM Mupe — Kak 3TOT crnaf 6bi1 cMArYéH BOSIHOV NPOVN3BOACTBEHHOM
1 duHaHcoBOW rnobanmsaumm, Kotopas cama no cebe cnocobcTBoBana pocTy psaga
pa3BMBaOLLMXCA SKOHOMMK C SKOHOMUYECKMM, MONTIUTUYECKUM U KYIbTYPHbBIM MOTEHLIMAN0oM,
a TakXe MOATOJIKHYNa MX MCMOJb30BaTb MOJyYeHHble MpenMyLLecTBa ANA NPOABUKEHMWA
NONMLEHTPUYHOTO YU MHOTOLUVBUAMN3ALMOHHOIO M1pPa 1, BO3MOXHO, 60siee MHKITI03MBHOM
mMopzenu passutus. OgHoN 13 TaKUX CTpaH ABnsieTca Kutai, BNacTU KOTOPOro Halwiv Cnocob
COBMECTUTb MPOTEKLMOHN3M B OTHOLLEHUW BHYTPEHHETO PbIHKA C aKTUBHbIM MPOABMKEHVEM
SKCMopTa, 3aMMCTBOBAHEM TEXHOJSIOTUIA N COXPaHEHMEM TeKyLlell MOAenu ynpasneHus.
ABTOPbI MPUXOAAT K BbIBOAY, UTO KitoueBbiM pakTtopom ycrnexa KHP Ha 3Tom HanpaBneHun
Oblla  MOCTEMeHHOCTb  MONIMTUYECKOTO  Pa3BUTUS, COXPaHeHVEe roCydapCTBEHHOMN
cocToATeNbHOCTU (state capacity) U cpepaHHOe OTHOLWEHME K roCnoACTBOBABLUMM
HeonunbepanbHbIM Noaxoaam K GopMynMpoBaHKt0 SKOHOMUYECKOro Kypca.

Taknum 06pa3om, B cTaTbe pacCMaTPUBAETCA NONUTUYECKAsA SKOHOMUA rN06anbHbIX CABUrOB
BJIACTU U X [OSITOCPOYHble NepcnekTuBbl. CylecTByoLe TEeHAEHLUMM F06abHbIX PbIHKOB,
Mo MHEHUIO aBTOPOB, GnaronpusTHbl Anst KHP.

KnioueBble cioBa: HepaBHOMEpHOE U KOMOWHMpoOBaHHoe pa3sutue, CoeguHéHHble LLTaTbl, Kutaii,
peanbHas n pruHaHcoBasA rnobanusauyms.
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